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LETTER OF TRANSMITTAL

February 17, 1993.
To the Members of the Joint Economic Committee:

I am hereby transmitting for use by the Joint Economic Commit-
tee, Congress, and the public a study assessing the economies of the
newly independent states of the former Soviet Union entitled, The
Former Soviet Union in Transition. The study is in two volumes
and contains papers prepared at the committee’s request by a large
number of government and private experts.

This volume concentrates on the transition to market economies
and their integration into the world economy. The past year was a
difficult one for the countries of the former Soviet Union, all of
whom experienced economic downturns. At the same time, there
were important gains in the area of economic reform. The leader-
ships of Russia and the other countries appeared to understand the
need for fundamental change and the high transitional costs re-
quired for the reforms to succeed. However, the outcomes of the
reform movements remain to be seen.

The study was planned, directed, and edited by John P. Hardt,
Associate Director of the Congressional Research Service of the Li-
brary of Congress, and Richard F Kaufman, General Counsel of the
Joint Economic Committee. Phillip J. Kaiser acted as publications
coordinator, and editing and production assistance was provided by
Karen Wirt, James Voorhees, Linda Kline, Mary Maddox, and
John Bartoli. We are grateful to the Congressional Research Serv-
ice for making Dr. Hardt and others available to work on the
project, and to the many authors who contributed papers.

Sincerely,
Davip OBEY,
Chairman, Joint Economic Committee.

(iii)



LETTER OF SUBMITTAL

THE LiBrRARY OF CONGRESS,
CONGRESSIONAL RESEARCH SERVICE,
Washington, DC, January 15, 1993.
Hon. Davip R. OBy
Chairman, Joint Economic Committee
Congress of the United States
Washington, DC.

DearR MR. CHAIRMAN: I am pleased to transmit to you a collec-
tion of papers on the situation in the former U.S.S.R. entitled,
“The Former Soviet Union in Transition.” The study was directed
by John P. Hardt, Associate Director and Senior Specialist in
Soviet Economics of the Congressional Research Service and Rich-
ard F Kaufman, General Counsel of the Joint Economic Commit-
tee. Phillip J. Kaiser coordinated the publication with editing and
production assistance from Karen Wirt, James Voorhees, Linda
Kline, Mary Maddox, and John Bartoli. Many CRS and other Li-
brary of Congress personnel, as well as government and private
specialists contributed significantly to the project.

We trust that the analyses and information contained in this
study will be of value to the Joint Economic Committee, as well as
the Congress in general and the broad audience of students of the
former Soviet Union.

Sincerely,
JosepH E. Ross,
Director.
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INTRODUCTION: TRANSITION AND INTEGRATION

By John P. Hardt and Richard F Kaufman *

Two of the most significant events in recent decades were the
collapse of the Soviet Empire and the decision by Russia and the
other successor states to transform themselves into market econo-
mies. The break up of the Soviet Union left in its place 15 inde-
pendent states, including the 3 Baltic nations, Georgia, and the 11
republics that made up the Commonwealth of Independent States
(CIS). In 1992 all struggled to stabilize their economies and imple-
ment market reforms. The transitions were difficult and, as 1993
began, the outcomes still uncertain. But despite severe downturns
throughout the region, major reform initiatives were underway and
governments appeared to remain committed to the goal of marketi-
zation.

Russia was the focus of most attention in the West, because of its
size, natural resources, and military power. Indeed, the map of this
single republic still resembles that of the former Soviet Union de-
spite the loss of large areas. Its present territory is nearly twice the
size of the United States and its population of 150 million is equiva-
lent to the combined populations of France, Germany, and the
Netherlands. In the former Soviet Union, Russia accounted for 60
percent of total output, 60 percent of the total capital stock, and 55
percent of the total labor force. About 70 percent of Soviet defense
industry was on Russian territory.

Observers were also keenly interested in the non-Russian repub-
lics and the unique challenges faced by each, from the relatively
advanced Baltic states of Estonia, Latvia, and Lithuania, to Be-
larus, Moldova, and Ukraine in the west, to Georgia, Armenia,
Azerbaijan bordering Turkey and Iran, to Kazakhstan and the re-
publics of Central Asia: Turkmenistan, Uzbekistan, Tajikistan, and
Kyrgyzstan. Some of these newly independent states are small,
with limited resources and prospects. Others, such as Ukraine,
with an area larger than France, and Kazakhstan, more than 4
times the size of Ukraine, are more developed and richly endowed.
In terms of economic size, Ukraine is generally considered second
to Russia among the former Soviet republics.

In Russia, as in the other successor states, both economic policy
and performance measures are drastically changing in the emerg-
ing new system. An economy that for seventy five years placed
military and protected industrial power at the top of the priority

* John P. Hardt is Associate Director, Col ional Research Service, Library of Congress.
Richard F Kaufman is General Counsel, Joint nomic Committee, U.S. Congress.

(ix)



X

scale, is moving to favor consumers needs. The important success
criteria have become the availability of food in the markets, con-
sumer durables, medicine and other factors influencing the quality
of life of the citizens. Money has increasingly become a measure of
value and the criteria for generating economic activity. The imple-
mentation of radical economic reforms in 1992 encouraged Western
ﬁatiqns to put together a largescale program of assistance to
ussia.

RECENT TRENDS

Although there is controversy and uncertainty over the precise
measurement of key aspects of the economy of the former Soviet
Union, there is widespread agreement among specialists regarding
the general trends. The Soviet Union was unable to reverse or
arrest the long term slowdown in growth that began in the 1960s
and grew steadily worse. The slowdown and accompanying signs of
weakness in many sectors of the Soviet economy were documented
in the successive compendia of studies published by the Joint Eco-
nomic Committee and by the committee’s many hearings on the
subject. !

The 1980s were a period of slow growth and stagnation. The
latest estimates of the World Bank show Soviet GNP declined
slightly in 1981, and dipped again in 1986 and 1990. Annual growth
for the 10 year period, 1981-1990, averaged just under 2 percent. 2
The World Bank’s average growth estimates are roughly compara-
ble to those of the Central Intelligence Agency which show average
annual growth rates for the same period of somewhat less than 2
percent.

A downturn occurred in 1990 which accelerated over the next 2
years. There was a sharp drop in production in both industry and
agriculture; while defense industrial production was expected to
fall, output declined in all sectors. Trade among the republics was
disrupted. Shortages of supplies worsened. Foreign trade fell, espe-
cially with Eastern Europe which could not meet the hard curren-
cy terms set by Moscow at the beginning of the year. Inflationary
pressures intensified along with large increases in budget deficits
and the money supply. Living standards deteriorated.

Estimates of the rates of decline vary. According to the Interna-
tional Monetas.lg Fund (IMF), real gross domestic product (GDP) in
the former USSR went down by 9 percent in 1991 and by 18.6 per-
cent in 1992. The IMF also estimates that consumer prices in-
creased by about 90 percent in 1991 and by nearly 1200 percent in
1992, ]%‘)xport volumes declined by about 24 percent in each of those
years.

The downturn extended, more or less, throughout the region. In-
flation in Russia was somewhat higher than elsewhere. Retail price
increases were estimated at 1400 percent and the ruble plummeted.

1 See, for examgle, New Directions in the Soviet Economy, 1966; Soviet Economic Prospects for
the Seventies, 1973; Soviet Economy in the 1980s: Problems and Prospects, 1982; Gorbachev's
romic Plans, 1987, and the series of annual hearings, Allocations of Resources in the Soviet
Union and China, 1974-1990.

2 World Bank, World Atlas 1993.

; gncemational Monetary Fund, World Economic Outlook, Interim Assessment, December 1992,
p.19.
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Its value was 113 per US dollar at the beginning of June 1992 and
418 per US dollar in mid-December. Conditions were worse in the
oil importing states, notably the Baltic nations, where output de-
clined by an estimated 30 percent, and Ukraine. Official figures
from the successor states, and some private economists in the
region and from the West, painted even bleaker pictures.

Some problems that were expected did not occur. The widespread
food shortages that many predicted for the winter of 1991-1992
were avoided, in large part because the extent of private food re-
gerves and informal methods of distribution were not fully under-
stood. Humanitarian assistance from the West played a small but
important role.

The high levels of unemployment that were widely anticipated
also did not materialize. At the end of 1992 the unemployment rate
was only about 1.0 percent in Russia, according to official figures.
However, observers questioned the reliability of employment statis-
tics and pointed to weaknesses in the safety net programs for the
unemployed. Many state enterprises faced bankruptcy and would
have been forced to close down were it not for government bailouts.
If there had not been a revival of subsidies and easy credit, which
contributed to substantial increases in interenterprise debt, the
International Labor Organization’s prediction of unemployment ex-
ceeding 10 million persons likely would have proved correct. Al-
though mass unemployment was avoided, there was much “hidden
unemployment” in large state-owned enterprises where workers
were kept on payrolls notwithstanding cutbacks in production.

International trade and finance were matters of particular con-
cern to those in the successor states who appreciated the impor-
tance of attracting foreign investment and integrating with the
western trading system. In 1991 and 1992 foreign direct investment
was disappointingly modest as Western entrepreneurs remained
nervous about the legal environment for private ventures and
access to domestic markets. + The dramatic fall in foreign trade
was softened somewhat by energy exports which continued to pro-
vide most of the hard currency earnings for the region.

Some Western analysts saw reasons for limited optimism in Rus-
sia’s export sector. Although oil and coal production would likely
decline again in 1993, there were expectations of continued
strength in exports of oil and gas because of the reduced domestic
demand during the recession. Hard currency earnings from this
source would make possible imports of essential commodities and
Western capital and technology. Further, Western assistance to
Russia was expected to finance other imports and make it possible
for Russia to provide transitional support to other successor
states. 5

But Russian officials were disturbed about the structure of trade.
One stated in a December 1992 report, “We are firmly bogged down
among those who traditionally trade mainly in fuel and raw mate-
rials and who have not yet won a worthy place in the market for

9;2Ed A.I—ggwle%, Open for Business, Russia’s Return to the Global Economy, Washington, D.C,
1992, pp. 152-153.

9:";zlexe:on, Review and Outlook for the Former Soviet Republics, Washington, D.C., November
1992.
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finished products.” ¢ It was understood, although not perhaps by
all, that before manufactured goods in the former Soviet Union
could become competitive in world markets greater progress in the
implementation of economic reforms would be necessary.

THE REFORMS: PROGRESS AND SETBACKS

Mikhail Gorbachev’s course of action was doomed to failure. He
laid the groundwork for economic reform but did not act decisively
enough. Boris Yeltsin, the first president of Russia, pressed the
case for a market economy but, in some respects, may have acted
too fast. While Gorbachev should be credited with many achieve-
ments, he wanted to create a “socialist market” within the frame-
work of a command economy dominated by the Communist Party.
Yelé;:in pledged himself to a transformation to a true market
system.

There were generally good harvests during the Gorbachev years,
1985-1991, including the second best in history. In that period nu-
merous reforms were introduced. The center’s economic controls
were weakened. Some powers were transferred to industrial enter-
prises and farms. The authority, number, and size of the state min-
istries were greatly reduced. Military spending was reduced. New
laws encouraged small businesses and private cooperatives, which
began to flourish. The government’s foreign trade monopoly was
ended and foreign investment was welcomed.

But there were fundamental flaws in Gorbachev’s economic
plans. The reforms were haphazard and at times contradictory.
There were no meaningful steps to decontrol prices or to end the
effective monopolies of the state enterprises. He refused to accept
and implement the 500 Day Program of radical reform, and end
the Party dominated command economy system. He sought to per-
fect Soviet socialism. In the end, he failed to halt the slide into
deep recession or to prevent price increases from reaching a near
hyperinflationary stage.

Yeltsin’s approach to economic reform, in the first year of his
presidency, was strikingly different from Gorbachev’s and proceed-
ed from the foundation that was laid in the Russian Republic
during the 2 years prior to the final break up of the Soviet Union.
In that period, laws were passed establishing some rights of private
ownership and free enterprise, and calling for privatization and the
elimination of monopolies. At the end of 1991, Yeltsin outlined a
program of radical change to a market economy and was given the
power by Russia’s congress to implement it. Yeltsin moved decisive-
(lg to outlaw the Communist Party, dismantle the old ministerially

irected economy, and liberalize prices. Price liberalization was the
clear signal the West looked for to make reform credible.

In January 1992, the government embarked upon a “shock ther-
apy”’ policy of rapid economic reform. Prices were decontrolled on
most producer and consumer goods. Steps were taken to reduce the
budget deficit through cuts in spending, including defense and sub-
sidies, and to impose a new tax system. Foreign trade was liberal-

¢ Yuriey Petrov, chief of the Economic Administration of the Russian Ministry of Foreign Eco-
nog(liic Relations, Rossiyskiye Vesti, December 31, 1992, in FBIS-SOV-93-001, January 4, 1993,
p- 26.



ized although certain restrictions were retained, such as export and
import licensing and a requirement that a large portion of foreign
exchange earnings be sold to the government. The pain of shock
therapy was the sharp fall in living standards, especially for those
on fixed incomes or unable to work, and the imminence of unem-
ployment if a “hard budget” constraint was continued.

There were some initial positive economic reactions to these and
other measures but, as indicated above, the overall results were
dismal. The reasons are clouded in compromises and arguments
over whether the original program would have worked. In April
1992, the political backlash against worsening conditions brought
about a tactical retreat from the government’s tight fiscal and
monetary policies. Specifically, easy credit and other subsidies were
reintroduced and this enabled unprofitable plants to stay open, pro-
viding employment. However, the dramatic rise in the budget defi-
cit and money supply increased the rate of inflation.

In the months that followed large amounts of easy credits were
provided to the industrial sector and privatization was slowed. By
the end of the year, Yeltsin’s critics, led by the industrial lobby,
forced further concessions culminating with the dismissal of the ar-
chitect of his economic program, Yegor Gaidar, the acting Prime
Minister. Viktor Chernomyrdin, one of the industrial leaders, was
selected to replace him.

In December 1992, Chernomyrdin ordered the reimposition of
price controls on certain items but in January 1993 the order was
criticized by Boris G. Fyodorov, the Deputy Prime Minister and
mostly reversed. The incident suggested a continuing struggle in
Moscow over economic policy and the pace of reforms. As the new
year began many doubts had been raised about the future of the
reform program but there were, as yet, no signs of a return to cen-
tral planning or that the decision to make the transition to a
market economy had been overturned.

Tue DEBaTE OVER REFORMS

The debate over economic reforms within Russia can be de-
scribed in the context of four camps: “shock therapy” advocates,
conservative gradualists, liberal democrats, and reactionary nation-
alists. 7 The “shock therapy” approach followed by Yeltsin in 1992
emphasized stabilization through price liberalization, and restric-
tive fiscal and monetary policies. Proponents of this approach
wanted to move quickly to achieve a free market. They would put
safety net programs in place to help persons in dire need, but
would tolerate substantial falls in production and increases in un-
employment.

A number of groups pressed for a more gradual approach. The
more powerful faction was composed of representatives of the larg-
est state-owned enterprises, some military leaders, and local offi-
cials. They generally agreed with the need to restructure industry
but wanted more time for the adjustment and wanted the govern-

7 Hardt, John P. Vision and ngum for Russia: An American View. Published in French in
the volume of proceedings of the Summer University held at the Universitg of Pau, France,
“Mutations a 1'Est: transition vers le marche et integration Est-Oest,” edited by

Marie Lavigne,
Publications de la Sorbonne, France, 1993.
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ment to intervene in the process to maintain employment and pro-
duction. They urged continued credits for state enterprises and
would recentralize some portions of the economy such as energy
production and the export of commodities.

Another approach, mid way between Yeltsin and the conserv-
atives, is inferred from the statements of “liberal” economists such
as Oleg Bogomolov, Stanislav Shatalin, Gregorii Yavlinsky, Yev-
genii Yasin, and Nikolai Petrakov. Some in this group were long
time supporters of reform and some helped draft the 500 day plan
rejected by Gorbachev. They joined with the conservatives in criti-
cizing the deindutrialization that began under Yeltsin and the pos-
sibility of mass unemployment. They supported a relatively rapid
transition to a market economy but argued for more balanced poli-
cies that would stress the need for price stability, while maintain-
ing economic growth and employment—the typical agenda of West-
ern market economies. The Deputy Minister for Finance and Eco-
nomic Policy, Boris Fyodorov, appointed by Yeltsin at the start of
1993, may be in this school as he previously allied himself with
Yasin and Yavlinsky.

Nationalistic forces were composed primarily of extremists of all
persuasions. Some argued for a return to a Stalinist type command
economy, others argued for a right wing dictatorship. They ap-
pealed to those who felt the loss of power and prestige that accom-
panied the break up of the empire and reduction of military forces,
as well as those disillusioned with Yeltsin’s first year in office and
embittered by actual or threatened losses of position and dimin-
ished living standards. _

MEASURING PERFORMANCE

Ironically, the break up of the Soviet Union further complicated
the problem of measuring economic performance. Under Soviet
rule, official secrecy and the absence of market prices hid real
growth rates, inflation, and other indicators from view. There was
also a tendency for producers to overreport production because re-
wards were given to those who achieved the centrally planned tar-
gets. Western analysts had to make numerous adjustments to ac-
count for these deficiencies.

After the break up Western analysts had to take into account
several new factors. (1) There was no longer a central source of offi-
cial figures for all republics, and it became necessary to monitor
the reports of each of the successor states, most of whose statistical
systems were less developed than the former Soviet Union’s. Each
new state took over some of the assets of Goskomstat, the statisti-
cal agency of the U.S.S.R., but had little quality control over statis-
tics or analysis. A carryover of one of the longstanding statistical
problems was that government reporting did not adequately cover
activities in the private market, including the underground econo-
my. With the growth of the private sector, this problem became
more serious.

(2) The weakening of the old central controls and the introduc-
tion of new economic rules, such as taxation, created incentives for
producers to underreport production. (3) The declines in production
were not equivalent to declines in consumer living standards as
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much of the production declines were in the military and durable
goods sectors.® (4) The rapid changes in ruble exchange rates
added to the complexity of estimating the dollar values of economic
activities. With fluctuating inflation rates, reliable dollar/ruble
conversions became difficult if not impossible. As a result of these
and other factors, the distortion of reality by official statistics, and
the divergence of views among Western analysts, about trends and
developments in the successor states may be as great as ever.

Continuing efforts to monitor and analyze the economies of the
successor states are required for at least three reasons.

First, the successor states are important to U.S. economic inter-
ests. In 1992, President George Bush cited U.S. economic interests
as part of the justification for U.S. participation in the proposal of
the G-7 nations for a $24 billion package of Western assistance to
Russia. As Michel Camdessus, director of the International Mone-
tary Fund, has pointed out, the downturn in the former Soviet
Union, together with that of the former East Bloc nations, has had
negative effects on the global growth rate and, by implication, the
U.S. economy. According to another estimate, exports from the
West to the overall region, would have been $200 billion in 1985,
had the Eastern economies been open. The U.S. share would have
been $50 billion. There are major potential markets for American
firms in the energy, telecommunications, and agricultural equip-
ment sectors. There are also significant prospects for technology
transfers from the former Soviet states, especially Russia and
Ukraine, to the U.S. ?

Second, there is a wide array of Western assistance activities to
the former Soviet Union. Financial and technical aid, along with
humanitarian relief, are being provided by Western governments,
international organizations, and private foundations. The U.S, in
addition to the expanded assistance package mentioned above, has
provided technical advice to help improve the quality of official sta-
tistics. A better understanding of the transformation process would
enhance the effectiveness of Western aid. 1°

Finally, although the former Soviet Union’s military threat to
the West is greatly diminished, the success of the transformations
to market economies can influence regional and global prospects
for peace. Russia retains significant military capabilities, in con-
ventional and strategic nuclear weapons. Several other successor
states, including Ukraine, still have nuclear weapons on their terri-
tories. A Russian government that is cooperative with the West can
help reduce international tensions. Future relations with Russia
will be heavily influenced by the success or failure of the economic
reforms.

8 Charles Wolfe, Jr., “Reasons for Hope,” World Monitor, January 1993, pp. 48-49.

9 Congressional Research Service, “The Freedom Support Act: Criteria For Response,” Library
of Congress, CRS Report 92-395 S, May 1, 1992; Richard F Kaufman, “The United States And
Technology Transfer With The Former Soviet Union,” External Economic Relations of the Cen-
tral and East European Nations, NATO Colloquium, 1992.

10 National Research Council, Improving Research on Former Soviet and Other Historically
Planned Economies, Summary of a Planning Meeting, Washington, D.C., 1992.



Ed A. Hewett

1942-1993

Ed A. Hewett, one of the nation’s foremost experts on
the economies of the former Soviet Union and Eastern
Europe, died on January 15, 1993. Dr. Hewett was a senior
fellow at the Brookings institution from 1981 to 1991 when
he joined the staff of the National Security Council and
became an advisor to President Bush. He was a frequent
contributor to studies of the Joint Economic Committee
and an expert witness in committee hearings. His views
were often sought after by policymakers in Congress and
the Executive Branch. He gave his time generously to
many members of Congress and their staffs. Dr. Hewett
was held in the highest regard by all who knew him, his
works, and his writings. His publications included Energy,
Economics and Foreign Poilcy in the Soviet Union (1984),
Reforming the Soviet Union: Equality Versus Efficiency
(1988), and Open for Business: Russia’s Return to the
Global Economy (1992). These volumes are dedicated to his
memory.




I. THE TRANSITION TO MARKET ECONOMIES

OVERVIEW
By Steven J. Woehrel *

The papers in this section deal with the legacy left by the past,
especially the Gorbachev era, and discuss moves that have been
taken so far toward economic reforms in Russia and the other suc-
cessor states to the Soviet Union. Lawrence Modisett’s paper dis-
putes assertions that there is little historical basis to suppose that
Russia can transform itself from a statist to a free market econo-
my. These assertions are based on many theses, including a tradi-
tional Russian “culture of envy” that exposes a successful entrepre-
neur to the spiteful attacks of his neighbors, the influence of the
collectivist institutions of the peasant commune, and the alleged
lack of a native capitalist tradition. : :

Modisett counters that, throughout Russian history, all classes
engaged in commerce, in contrast to the West, where it was mainly
a middle class occupation. In today’s Russia, Modisett points to the
rapidly growing number of small businesses, private farms, street
markets, commodity exchanges, and commercial banks as proof of
a budding Russian entrepreneurial spirit. However, Modisett cau-
tions, Russian entrepreneurs are faced with formidable obstacles,
including the lack of a legal and financial infrastructure, hostile
labor unions, a growing environmental movement, more demand-
ing consumers, and political instability.

GORBACHEV’S LEGACY

Three papers, by James Noren and Laurie Kurtzweg, Anders
Aslund, and Douglas Diamond and Gregory Kisunko, deal with the
legacy of the Gorbachev effort. In their paper, Noren and Kurtzweg
provide a sector-by-sector analysis of Soviet economic performance
in the Gorbachev era. They note that Gorbachev’s policy of heavy
investment, especially in high technology sectors, achieved some
degree of success in 1986-88, posting high growth rates in industry,
agriculture, and construction. By 1989, however, the industry, con-
struction, and transportation sectors experienced a downturn,
partly as a result of a shift in Gorbachev’s policies away from in-
vestment to consumption. In addition, Gorbachev’s grant of greater
freedom to enterprise directors served to weaken the central plan-
ning system without establishing a wholesale trade sector to allo-

* Steven J. Woehrel is an Analyst in European Affairs with the Foreign Affairs and National
Defense Division, Congressional Research Service.
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cate supplies. In 1990, the crisis deepened and hit all sectors. By
1991, the economy went into a tailspin. Contributing factors to the
decline in these years were increasing ethnic strife and local eco-
nomic autarchy, and, above all, inflationary pressures caused by a
huge budget deficit and a lax monetary policy. While Noren and
Kurtzweg rely on official statistics of net material product in their
paper, Diamond and Kisunko’s paper develops a series of synthetic
measures (i.e., constructed by the analyst) to give what the authors
believe is a clearer picture of industrial growth in the republics of
the Soviet Union from 1981 to 1990.

Aslund’s paper discusses the flaws in Gorbachev’s policymaking
style that led to this economic failure. Aslund argues that Gorba-
chev combined great skill at political maneuvering with a certain
lack of ideological flexibility. His skill at maneuvering brought him
to power and kept him there, despite the fact that his views were
much more liberal than the rest of the Communist Party leader-
ship. Yet, his lack of flexibility led him to insist on economic half-
measures combining plan and market (which was, as Yeltsin put it,
like trying to “marry a hedgehog and a grass snake”) and resist a
resolute move toward a full-fledged market economy in 1990. This,
combined with his ignorance of nationality issues, was the main
reason for the failure of his rule. Aslund notes that while Gorba-
chev will be known for his achievements, such as glasnost, democ-
ratization, and the new thinking in foreign policy, he will be best
known as the destroyer of the Soviet political and economic system,
a result that his reforms were aimed at avoiding.

CURRENT REFORM EFFORTS

Papers by Gertrude Schroeder, John Tedstrom, James Duran,
and James Millar deal with current moves toward economic reform
in the post-Soviet states. Schroeder, in her paper “Post-Soviet Eco-
nomic Reforms in Perspective,” describes the legacy of Soviet so-
cialism for current reform efforts. She notes that the remnants of
Soviet economic institutions and the mindset they engendered are
a particularly heavy burden. Socialized property, a hierarchically
ordered production-distribution chain, an artificial pricing struc-
ture, “passive” money, and a lack of financial and capital markets
_were all features of a system antithetical to a market economy.
Decades of a “treadmill” of ineffective reforms ended when Gorba-
chev's attempts at radical reform led to the collapse of the Soviet
economy. The former republics are currently engaged in an unprec-
edented effort to establish market economies. Schroeder believes
the republics have made surprising progress, given the lack of ex-
perience with the market and indeed in running their own affairs
" in general. Most price controls have been lifted, new fiscal systems
have been established, privatization is starting, and market rela-
tions are beginning to arise spontaneously “from below.” However,
the implementation of some reforms is proceeding slowly, in part
due to intense political struggle over the course of reforms, and
remnants of the old systems are likely to remain for some time.
Schroeder sees the political stability as the key question in deter-
mining whether the new states can stay the course on reform.
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Schroeder sees reform by “fits and starts” as the most likely course
of developments in the former republics.

Tedstrom’s paper describes the Baltic states’ efforts to establish
their own fiscal policy from 1989 until the final dissolution of the
Soviet Union. The author applauds the Baltic states for establish-
ing the basis for an effective fiscal system, but notes that a lack of
experience in conducting fiscal policy and political pressures for in-
creased spending and more tax loopholes will continue to make
conducting an effective fiscal policy difficult for the Baltic states
and the other former republics. Tedstrom advises leaders of the
new states to keep a broad tax base (i.e., few loopholes) with low
rates and underlines the importance of establishing an effective tax
administration.

Duran discusses Gorbachev’s disastrous fiscal and monetary
policy and Yeltsin and Gaidar’s moves toward stabilization. Previ-
ous Soviet leaders had run up deficit spending from 2 percent to 4
percent of GNP. However, Gorbachev’s relaxation of controls on
enterprises led to a reduction of government revenues, and relax-
ation of controls on the accounts of enterprises led to a surge in the
growth of the money supply and an expansion of central and re-
public budget deficits. In 1990, deficit spending was at 8.5 percent
of GDP, down from 11 percent in 1988.

After the collapse of the Soviet Union, Russia moved forward
with a radical macroeconomic stabilization plan in January 1992.
Prices, commodity markets, and foreign trade were liberalized, and
a strict fiscal and monetary plan was put in place that aimed at
nearly eliminating the budget deficit. The government’s efforts
were undermined chiefly by the lack of a “hard budget constraint”
on enterprises—i.e., they could not go bankrupt as a result of their
actions. Despite huge drops in demand, Russian enterprises did not
reduce prices. Instead, they borrowed from banks largely owned by
them and from each other. As a result, Duran notes, up to 90 per-
cent of enterprises and 70 percent of banks would be in jeopardy of
going bankrupt if strict accounting rules were applied.

During the Sixth Congress of People’s Deputies in April, Yeltsin
was forced to compromise with the “industrialists.” Some of them
were taken into the government. Government spending ballooned,
partly because unpaid commitments from earlier in the year had to
be honored, partly because of demands for new spending by the Su-
preme Soviet. “Industrialists” also demanded the injection of R1
trillion of credits and the forgiveness of interenterprise debts. The
head of the Russian Central Bank resigned under fire from the Su-
preme Soviet in July when he opposed these demands and was re-
placed by the former USSR State Bank chairman, Viktor Gerash-
chenko, who favored them. The government’s response was an out-
line for a long-term plan for “deepening reforms,” making clear
that the budget could not be used to save weak enterprises and put-
ting emphasis on privatization. Presidential decrees were also pre-
pared for the freezing and auditing of inter-enterprise debts and on
the bankruptcy of nonviable enterprises.

Duran concludes that Russia is not making significant progress
toward budget and monetary stability, noting that deficit-spending
is on course to reach the same levels as in the U.S.S.R. in 1991. By
fall 1992, hyper-inflation of 50 percent or more a month is possible.
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Duran points to an explosive growth in the money supply, exten-
sion of massive credits to industry and agriculture, and increases
in social welfare benefits as key factors. Further price increases
will occur as energy prices are raised to world levels and as the
unified ruble exchange rate is applied to goods sold from central
reserves. Nevertheless, Duran lauds Russia for its change in ap-
proach in macroeconomic policy in comparison to the policy of the
U.S.S.R. He believes that while conditions for an IMF currency sta-
bilization fund for the ruble have not been met, humanitarian and
technical assistance is needed to help Russia construct a new eco-
nomic system.

In his paper, Millar criticizes the “shock therapy” approach to
reform adopted by the Yegor Gaidar government. The IMF, World
Bank, and Russian proponents of shock therapy, Millar believes, do
not take into account the political and economic realities of Russia
and the other CIS states. Western economists specializing on the
Soviet economy, in contrast, favor the gradual modification of
Soviet economic institutions as the best path to market reform.
Millar notes that short-run successes of “shock therapy” have oc-
curred—price liberalization has put goods on the shelves and pri-
vate markets are appearing everywhere. However, these short-run
successes do not imply long-run success for the reform, since this
requires structural changes in the economy, including privatization
and de-monopolization. Millar attacks the ‘““shock therapy” assump-
tion that if monetary and pecuniary problems can be solved, pro-
duction will be restored without government intervention by profit
and utility-maximizing economic actors. What Millar believes is
needed is a well-crafted industrial policy that would focus, like the
Marshall Plan, on production and economic integration of the
former republics, rather than just on macro-economic stabilization.

Because of the weakness of the market mechanism in Russia,
Millar predicts that Gaidar’s approach will likely fail and be fol-
lowed by a partial restoration of the centrally managed economy. A
true market economy will have to evolve over the next 10 years or
more, as former Soviet economists and entrepreneurs gain practi-
cal experience in managing and operating in a free market econo-
my.

PRIVATIZATION AND THE PRIVATE SECTOR

Papers by Joseph S. Berliner, Marvin Jackson, and Sandra
Hughes and Scot Butler deal with privatization and the private
sector in Russia. Like Millar, Berliner is skeptical of a rapid ap-
proach to economic reform, specifically to rapid privatization of
large state enterprises. Berliner estimates the total efficiency gains
from privatization at about 55 percent. However, he believes that
the source of these gains comes not as much from private owner-
ship per se than from marketization—i.e., the transfer from central
authorities to enterprises (whether private or state-owned) of the
right to set prices and output. Moreover, Berliner argues, these
gains would be smaller if privatization were to occur rapidly rather
than gradually. As reasons for the reduced benefits, Berliner points
to the need for increased state subsidies to prevent huge increases
in unemployment, the lack of a market infrastructure of legal, fi-
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nancial, and accounting services, and the likelihood that the mem-
bers of the nomenklatura, who are likely to be the main benefici-
aries of rapid privatization, are unlikely to become successful en-
trepreneurs.

Jackson’s paper compares the Commonwealth of Independent
States (CIS) countries’ records on privatization with that of Poland,
Hungary, and Czechoslovakia. During the Gorbachev era, privatiza-
tion took the form of transformation of state firms into joint-stock
companies or the leasing of assets by a state firm to a private coop-
erative that it formed. This latter method was a favored method of
“spontaneous privatization” by the nomenklatura and enterprise
managers. In June 1992, the Supreme Soviet approved a privatiza-
tion plan. The plan struck a compromise between radical reform-
ers, who wanted a voucher system to distribute property ownership
as widely as possible, and “industrialists,” who wanted devices
such as leasing and large distributions of shares to work collectives
in order to maintain managers’ control over enterprises. Jackson
notes that, despite the passage of laws setting out the principles of
large-scale privatization in Russia and other CIS states, few con-
crete steps have as yet been taken in any former republic, with the
exception of Kyrgyzstan.

Jackson draws on the experience of the Central European states
to suggest how the privatization process will work in practice.
Poland and Hungary set up privatization agencies in order to con-
trol “spontaneous” nomenklatura privatization and stressed a cau-
tious evaluation of each firm to be privatized. This has led to com-
plaints that the agencies pose an obstacle to privatization and that
more “spontaneous” means may have to be used to speed the proc-
ess. Judging from the Czechoslovak and Polish experience, Jackson
believes that the Russian voucher system is unlikely to have much
effect soon, and that case-by-case privatization by a central agency
is also likely to be cumbersome. Instead, Jackson predicts that pri-
vatization will continue to be mainly “spontaneous.” He warns
that an alliance of enterprise managers and work collectives to es-
tablish control over their firms poses the greatest long-term threat
to economic reform in the CIS states.

In their paper, Hughes and Butler attempt to measure the cur-
rent size of Russia’s private sector. If one uses a conventional West-
ern definition of private property, they note, Russia’s private sector
makes up less than 4 percent of the value of fixed capital at the
beginning of 1992. However, if one broadens the definition to quasi-
private forms of property that emerged in the former Soviet Union
under perestroika (joint-stock companies, leaseholding, coopera-
tives, joint ventures and others), one sees that the Russian private
sector is already quite large and growing. Hughes and Butler say
these firms employed 15 percent of Russian workers in 1991, as
compared with under 10 percent in the previous year. The authors
estimate that the Russian private sector accounted for about a
third of trade volume and consumer services, a quarter of agricul-
tural production and contract construction, and one-fifth of indus-
trial output. In addition, fully a quarter of living space in Russia is
privately owned.



EcoNoMIC RELATIONS BETWEEN THE POST-SOVIET STATES

Contributions by Jozef van Brabant, Gertrude Schroeder, and
Stuart Brown and Misha Belkindas discuss the important issue of
interrepublic trade and regional economic disparities. Like many
observers, van Brabant notes that, because the former Soviet
Union had a tightly integrated economy with great mutual depend-
encies between regions, the reestablishment of interrepublic trade
ties is essential during the transition from planned to market
economies. Van Brabant says maintenance of the ruble zone can
only be an effective solution with effective economic policy coordi-
nation between the former republics. Since this is unlikely to be
the case in the current political atmosphere in the former Soviet
republics, van Brabant suggests that a flexible payment system be
established between the new states, with financial support and
monitoring from international financial institutions. Van Brabant
believes that this approach could be cheaper and more effective
than through IMF assistance for ruble stabilization and current-ac-
count financing.

Schroeder’s paper discusses regional economic disparities in the
Soviet Union and the development of Gorbachev’s economic policy
vis-a-vis the republics until June 1991. Schroeder notes that, while
Soviet leaders often spoke of equalizing the levels of development
between the republics, the reality was quite different. The gap be-
tween the republics became wider in recent years, not narrower.
Moreover, central planners in Moscow made decisions based on
their own economic goals, often ignoring the needs of the republics
and regions. The result was severely distorted regional economies
and ecological disaster. Gorbachev’s policies made matters worse,
as a generalized economic crisis and increasing nationalism led to
local protectionism that further reduced economic activity. Brown
and Belkindas analyze what was a politically charged question in
the Soviet Union: who gained and who lost the most from interre-
public merchandise trade, or “who’s feeding whom?” The question
is of more than historical interest because of the shift of interre-
public trade to world market prices in the wake of the breakup of
the Soviet Union. The authors find that, if one uses world market
prices, Russia is by far the largest net creditor, largely because of

_its energy exports to the other republics. All other republics have
modest to large negative balances, with the Baltic states being in
the worst position.

SociaL Poricy

A paper by Lillian Liu, and one by Philip Hanson and Elizabeth
Teague, address the issue of social benefits in Russia. Liu notes
that, before Gorbachev started incremental reforms, the Soviet
social security system lacked programs to protect the unemployed
or deal with inflation (since these were not admitted to exist in the
Soviet Union), or to encourage citizens to take responsibility for
their economic security. Gorbachev aimed to guarantee a minimum
income for all, to reshape the Soviet social security system so that
it resembled Western ones and looked to employers and to republic
and local authorities to supplement benefits. The collapse of the
Soviet Union and Russia’s move toward rapid economic reform has
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put new pressures on Russia’s social security system. While many
of the goals of the social security system remain the same, the Rus-
sian government has been forced by budgetary shortfalls and infla-
tionary pressures to limit indexing of payments, delay payment of
pensions, and cut the maximum pension benefit. The government
has also proposed a partial privatization of social security by en-.
couraging the growth of independent insurance companies.

Hanson and Teague focus on the issue of unemployment benefits
in Russia. They underline the fact that the Russian government
faces a difficult trade-off between financial stabilization and the
need for social protection of the population in the face of impend-
ing mass unemployment, which poses a threat to political stability.
The authors believe that the Russian government must adopt a
“hardheaded” approach toward unemployment compensation or it
will be impossible to reduce the budget deficit or master inflation-
ary pressures. The government had been unable to do so by mid-
1992 in large part because of the pressure of the “industrialists”
and the ex-Communist dominated organized labor movement. Like
Jackson, Hanson and Teague see an alliance between these two
groups as a major obstacle to financial stabilization in Russia.
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SUMMARY

When Mikhail Gorbachev came to power in March 1985, he
promised to first revive and then transform the creaking Soviet
economy. Instead, he set in motion many of the forces that led to
the unraveling of the centrally planned economic system and his
own political undoing.
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Initially, Gorbachev set out confidently to clean house in the eco-
nomic bureaucracy, restore discipline in the workplace, and curtail
alcohol consumption. Soon afterward, he launched an ambitious
program to modernize the Soviet industrial base by boosting invest-
ment, especially in high-technology machinery. While these policies
met with some initial success in 1986-88, they were badly flawed in
important respects. The sharp increases in investment required for
modernization, coupled with a failure to cut defense spending, left
few resources available for consumer needs. In addition, a rapid
climb in the state budget deficit starting in 1986 pumped money
into the economy at rates that outstripped the growth of real
output. In 1987, moreover, Gorbachev announced an economic
reform package that relaxed central controls over the production
and distribution of output and the setting of prices and wages. The
implementation of these reforms in 1988-89, when budget deficits
had become massive, led to a combination of open inflation in some
prices and shortages as a result of the extensive price controls that
remained in place.

When consumers became increasingly frustrated over these wors-
ening shortages and the erosion of their already low living stand-
ards, Gorbachev belatedly shifted resources toward consumption.
He jettisoned his modernization campaign, finally began to cut de-
fense outlays, and stepped up imports of consumer goods by incur-
ring a large hard currency debt. As the condition of the Soviet
economy deteriorated in 1989-90, the government and legislature
began to consider a series of increasingly far-reaching reform pro-
grams, including the delegation to the republics of greater author-
ity and financial responsibility for economic policy on their territo-
ries. The program endorsed by Gorbachev in October 1990—which
was not the most radical alternative considered—called for the
gradual removal of state controls over output and prices; the sale
or transfer of property to owners other than the state; and the
eventual convertibility of the ruble to hard currency.

This program was rapidly overtaken by events. Consumer frus-
trations—now aired openly thanks to glasnost—became a growing
political burden for Gorbachev. Moreover, the central government’s
willingness to delegate limited powers to the republics was quickly
overwhelmed by republic demands for greater autonomy and, in
some cases, independence. Meanwhile, the power of the traditional
establishment—including industrial ministries, the Communist
Party, and the military—was eroding rapidly. By the spring of
1991, Gorbachev had lost his battle to reassert central authority;
only the terms of surrender remained to be negotiated.

INTRODUCTION

With the erosion and finally the collapse of Communist rule in
the Soviet Union, an economic system unraveled. Mikhail Gorba-
chev assumed power in March 1985 promising to first revive and
then transform an economy characterized by slow growth, medio-
cre technology, and an increasingly apparent inability to respond
to the changing demands of the population and compete in world
markets. By 1990 the economy was clearly in worse shape than
when Gorbachev became general secretary. The reasons for the de-
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teriorating economic performance will be debated long into the
future. The discussion will not get far, however, without some
agreement on the timing, extent, and sectoral composition of the
deterioration. Moreover, the analysis of prospects for the new
states that once were part of the Soviet Union and an appraisal of
their economic performance needs to begin with some sense of
where they were when they gained their independence.

This paper therefore describes the major trends in Soviet eco-
nomic performance from 1985 through 1991, when the union dis-
solved. Much of the basis for the description of trends at the all-
union level is the set of estimates of gross national product (GNP)
developed by the Central Intelligence Agency (CIA) and published
periodically under the auspices of the Joint Economic Committee.
The accounting framework for these estimates was devised to pro-
vide calculations of Soviet GNP in a disaggregated format when
the Soviet Union published figures only on material production,
and that in very little detail. More important, the CIA and other
Western estimates were undertaken in the belief that many of the
numbers furnished by the Soviet statistical agency were seriously
flawed. Official macroeconomic indicators overstated real growth
and understated inflation, and the prices of goods and services did
not reflect relative resource costs or the possibilities of substitution
in production or consumption. The CIA’s estimates attempted to
sidestep or correct these deficiencies. 2 Satisfactory measures of the
growth of GNP at the republic level, however, are not yet avail-
able. The analysis of economic trends in the republics in this paper
is instead based on official statistics on the growth of net material
product, with some discussion of the shortcomings of this approach.

After the torrent of criticism of Soviet statistics by Soviet citi-
zens under glasnost, it may be fair to ask whether any estimates of
Soviet economic growth that are based on these statistics are credi-
ble. We believe the estimates presented in this paper can be used
in the analysis of Soviet economic history because:

1. Most of the attacks on the figures provided by the State Com-

. mittee for Statistics (Goskomstat) center on the deficiencies of

value statistics in supposedly constant prices; the estimates in

this paper rely overwhelmingly on reporting on quantities of

pr{)_dlgcl:ti%n or consumption, which we believe to be reasonably
reliable.

1 The GNP estimates have appeared in joint CIA-DIA testimony before the Joint Economic
Committee of Congress (JEC) as well as in the compendia on the Soviet Union sponsored by the
JEC every few years. The most detailed discussions of the basis for the estimates can be found
in two special studies prepared for the JEC: Measures of Soviet Gross National Product in 1982
Prices (Washington: US Government Printing Office, 1990), and USSR: Measures o, Economic
Growth and Development, 1950-80 (Washington: US Government Printing Office, 1982).

2 The estimates of GNP growth are built up from detailed Soviet statistics on the production
and consumption of individual goods and services. Because the vast majority of these detailed
statistics are reported in physical units, this procedure avoids most of the overstatement of
growth imbedded in official macroeconomic indicators. Moreover, the base-year GNP estimates
{(which serve as weights for the calculations of growth) are adjusted for many of the distortions
of Soviet prices. In this adjustment, GNP by sector of origin in established prices is converted to
a factor cost basis by subtracting turnover taxes and profits from value added in each sector and
adding subsidies and a charge for fixed and working capital. To obtain GNP by end use at factor
cost, the factor cost adjustments for each sector of origin are distributed among the various end
uses with the help of an input-output table.

3 Until it was renamed and reorganized in 1987, the Soviet statistical agency was known as
the Central Statistical Administration.
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2. The attacks mounted against official statistics on the physical
production and consumption of goods and services have not
been well supported, especially as they relate to bias in trends
as opposed to levels. ¢

On balance, we judge that the reporting on physical production
that came up through the Goskomstat system through about 1990
was sufficiently accurate to support the estimates of GNP that
have been made according to CIA procedures over the years. Ac-
cording to Russia’s Acting Premier Yegor Gaydar, this continues to
be true of Russian statistics on physical output. 5 By 1991, however,
as central authority (and with it the authority of Goskomstat)
weakened and the number of transactions outside state channels
grew, even Goskomstat’s physical production statistics became in-
creasingly suspect.

There is also the question of the impact of the thriving second
economy during this period and earlier. Much of the activity in the
second economy (bribery, thievery, prostitution, drug trafficking,
and the like) either does not affect the real output of goods and
services or is excluded from GNP by convention on the grounds
that it is illegal. Nonetheless, the second economy does produce
goods and services that to some degree have made up for the short-
falls of the state sector in satisfying the population’s demand. The
home manufacture of alcoholic beverages and the private provision
of repair services are leading examples. The most that we can say
is that the inclusion of second economy activity not captured in our
estimates would clearly raise the level of GNP and probably in-
crease its rate of growth, especially in trade and services.

MaJor TRENDS IN PERFORMANCE AT THE UNION LEVEL

The readers of successive Joint Economic Committee compendia
on the Soviet economy since the 1950s will be familiar with the
story told there of growing weakness evidenced in declining rates
of growth, sharply falling productivity gains, and a wide and prob-
ably increasing gap between Soviet and Western levels of technolo-

* The partial economic reforms and the reduced role of central planning during the Gorba-
chev period could have affected reporting of physical production in various ways. (See James
Noren, “The Soviet Economic Crisis: Another Perspective,” Soviet Economy, January-March
1990, pp. 5-6.) Overreporting of output may have declined because:

* Enterprises, no longer required to meet production targets handed down from above, had
less incentive to overstate production.

* In 1987-88, the introduction of stricter state quality control may have raised the average
.qual’iﬁ' of a given product.

* The disarray in the state supply system and the increasing importance of barter may have
inclined enterprises to conceal some production from union, republic, and local authorities in
order to have some goods to trade.

* During the early Gorbachev period at least, the authorities tended to take a sterner view of
falsification than they had under previous leaders. -

On the other hand, overreporting of physical production may have increased at times because:

» When enterprises were converted to self-financing in 1988, they had an increased incentive
to lower quality standards so as to increase profits under fixed prices.

* When the leadership resorted to campaign tactics (the high technology drive of the early
Gorbachev years, the program to increase production of consumer goods and convert defense
industry to civil production), the enterprises may have tried to exaggerate their production of
the targeted output where they could.

5 Asked whether the information he is receiving is objective, Gaydar replied that the report-
ing on physical indicators “has in principle always been good quality, and remains so now,”
while acknowledging that there is now less reason to try to exaggerate production (Jzvestiya, 6
June 1992, pp. 1, 3).
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gy. During this period institutions that planned and administered
the economy changed little, and policies that successive govern-
ments adopted to improve matters proved to be marginal changes
at best.

POLITICAL AND POLICY MILESTONES

The Gorbachev era was different, often spectacularly so. In broad
terms his tenure was marked first by an emphasis on accelerating
economic growth and modernizing the Soviet industrial base, then
by the adoption of increasingly far-reaching economic reforms and
a turn toward the consumer, and finally by attempts to stabilize an
economy (and a country) that was slipping out of control and per-
forming progressively worse (see Appendix for list of milestones).

After setting out confidently to modernize the socialist economic
mechanism, the leadership found that cleaning house in the eco-
nomic bureaucracy and trying to restore discipline in the work-
place had only a short-lived effect on production. A strategy that
relied heavily on boosting investment and force-feeding high-tech-
nology sectors in an effort to accelerate economic growth did not
pay off on schedule. At the same time, the diversion of resources
toward investment while maintaining the military’s share of na-
tional product gave short shrift to consumer needs. Gorbachev’s
gamble that the population would wait until his modernization pro-
gram permitted an acceleration in the output of consumer goods
and services failed, and his belated attempt to redirect resources
away from investment and defense programs proved to be exces-
sively disruptive.

Meanwhile, the expenditures required to support state programs
were not offset by budget revenues. The sudden climb in the state
budget deficit that started in 1986 led to an expansion in the
money supply that outstripped the growth in real output. As infla-
tionary pressures intensified, the government struggled to formu-
late a macroeconomic stabilization program. Now, however, eco-
nomic policymakers had to contend with a U.S.S.R. Supreme Soviet
and an increasingly articulate citizenry who resisted attempts to
reduce food subsidies and contain wage increases.

In June 1987 Gorbachev put forward a package of economic re-
forms that gave enterprises some new authority to make decisions
about the mix of their output and set some prices and wages. Al-
though this package contributed to the weakening of central con-
trols, it stopped considerably short of eliminating state controls
over production and distribution, freeing prices to respond to
market signals, and permitting private ownership. When these re-
forms failed to achieve the desired results, the Soviet government
and legislature, starting in the fall of 1989, began to consider a
series of increasingly far-reaching changes in the economic system,
including private ownership and the eventual elimination of price
controls. The program that Gorbachev embraced in October 1990—
which was not the most radical alternative considered—called for
the gradual removal of state controls over output and prices; the
sale or transfer of state property to shareholders, labor collectives,
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and individual owners; and gradual movement toward making the
ruble convertible to hard currency. ¢

Significantly, these evolving reform programs gave the republics
increasing authority and financial responsibility for economic ac-
tivities on their territory, especially in consumer-oriented matters.
The central government’s willingness to delegate limited powers,
however, was quickly overtaken by the demands of republics and
even regions for greater autonomy and, in some cases, independ-
ence. Central authority was further eroded by flare-ups of long-sup-
pressed ethnic conflicts and the efforts of republics and smaller re-
gions to insulate themselves from the growing disarray in the econ-
omy. By the spring of 1991, Gorbachev had lost his battle with the
republics. What remained to be negotiated were the terms of sur-
render—a process that the perpetrators of the abortive August
1991 coup tried but failed to avert. .

GNP BY SECTOR OF ORIGIN

By the time Gorbachev assumed office, Soviet economic growth
had subsided to the point that in 1984-85 it had almost stopped in
per capita terms (Table 1). 7 He devised policies and a new five-year
plan (1986-90) with the goal of restoring the rates of growth that
the Soviet Union had enjoyed in the 1970s and earlier decades.
After some initial success in 1986-88, helped greatly by a rebound
in agriculture in 1986 and faster growth in industry and construc-
tion, the Gorbachev program failed. By 1989, production had
turned down in industry, construction, and transportation. In 1990,
the slippage became more general and more severe. When the
country fragmented in 1991, the economy did likewise, and reces-
sion turned into a downward spiral.

Industry

Because the Gorbachev program relied so heavily at first on in-
dustrial modernization and revival, it is worth looking at industrial
performance in greater detail (Table 2). The initial emphasis on in-
dustrial modernization and investment resulted in a spurt in the
production of civilian machinery and construction materials in
1986-88. Although the targets for production of advanced technolo-
gy were not met, output of computers, numerically controlled ma-
chine tools, and robotics showed impressive gains. The investment-
oriented strategy did not halt the ongoing slide in the growth of
industrial fixed capital, however. Nonetheless, productivity gains in
industry in 1986-88 reached their highest level since the 1960s. To
this extent, perestroyka enjoyed an early success in industry. The
turnaround is evident in measures of the productivity of both labor
and capital in industry: 8

¢ For a thorough discussion of economic reforms during this period, see Gertrude E. Schroe-
der, “Post-Soviet Economic Reforms in Perspective,” in this volume.

7 Because the new leadership did not take charge until the spring of 1985, the results in 1985
are attributed to the previous regime in the periodization employed in Table 1. The GNP esti-
mates reported in the table are based on values of Soviet GNP in 1982 prices at factor cost (see
footnote 2 above).

8 CIA, Handbook of Economic Statistics, 1991, p. 67.
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Average Annual Percent Change
1961-70 1971-80 1981-85 1986-88

Labor ...c.coveeeceecrneencsne 3.1 2.6 1.3 3.4
Capital......cocccevnvencurnannen -2.9 -3.0 -3.5 -0.5
Labor and capital

combined........ccccounnen -0.3 -0.6 -14 1.3

TABLE 1. U.S.S.R.: Growth of GNP, by Sector of Origin, 1981-91.

Average Annual Percent Change Annual Percent Change
GNP Component

1961 198 186 g5 10w 1088 1989 1950+ 1991
Total GNP 2.2 11 13 41 13 21 15 -24 -85
Industry... 16 23 09 24 30 27 -06 -28 -105
Construction 04 22 00 37 24 31 -05 -80 -I50
Agriculture . 40 =30 18 112 -38 -04 61 -36 -85
Transportation . 2.5 17 07 30 12 26 -03 -29 -5
Communications .. 33 46 51 56 69 50 53 30 1.0
Domestic trade L7 L6 15 -02 16 33 23 04 -105
21 24 23 23 32 29 22 10 40

Igggurce:6 g|A estimates, based on value added at 1982 factor cost, as reported in Handbook of Economic Statistics,
, p. 62.
= Because of greater uncertainty than in past years, estimated change in total GNP in 1990 ranges from —2.4 to
—5 percent. Estimate of 2.4 percent decline in total GNP and all estimates for individual components are based on
routine application of standard CIA methods. Estimate of 5 percent decline in total GNP reflects corrections (described
in ibid.) for measurement problems that worsened in 1990.

» Authors’ rough estimates, made using same basic methods as CIA estimates for earlier years but much more
tentative data on changes in output; estimates pertain to Commonweaith of Independent States area only (former
US.SR. excluding Estoma, Latvia, Lithuania, and Georgia).

In 1989, performance slipped abruptly in every branch of indus-
try, and the deterioration continued in the following two years. To
some extent the developments were the intended consequences of
the central government’s policy. When economic priorities were re-
vised in 1989 in favor of consumption, the cutbacks in state-funded
investment reduced demand for ferrous metals and construction
materials. Similarly, the decision to scale back spending on mili-
tary procurement so as to free up defense industry capacity for pro-
duction of civilian goods curtailed output in the machinery sector.
As the government soon discovered, defense conversion was not
easy or quick. The abrupt shift in priorities also depended on the
assumption—or hope—that the continuing rise in investment could
be curbed without affecting energy production. ® This assumption
proved to be mistaken; production of fuels and power could not be
maintained at planned or even existing levels without ever-increas-
ing injections of investment. The problems in the fuel sector soon
surfaced in slower growth of chemical feedstocks and a decline in
output of chemicals.

The year 1989 also marked the extension of Gorbachev’s 1987 re-
forms to all sectors of the economy and the intensification of ethnic
strife. Under the reforms industrial enterprises were increasingly
responsible for planning and marketing their own production and

9 Investment in energy (fuels and electric power) increased by 7.3 percent per year in 1976-88,
compared with an average annual increase of 4.2 percent in total investment. Energy’s share of
total investment rose from 10 percent in 1970 to 15 percent in 1988.
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TABLE 2. U.S.SR.: Industrial Growth, by Branch, 1981-91.

Average Annual Percent Change Annual Percent Change

sty Component 1961 198- 1986~ 186 1087 1988 1989 1990 1991

Total industry 16 23 09 24 30 271 06 -28 -105
Ferrous metals . 18 18 01 36 08 15 -20 -34 -l40
Nonferrous metal 14 30 1230 23 32 08 -30 -0

uel....... 13 01 01 33 19 14 -16 -40 -85
Electric power .. 26 38 23 35 41 24 10 03 -20
Machinery .. L1 27 07 24 37 21 -l4 -35 -135
Chemicals..... 39 37 02 47 27 22 -29 -53 95
Wood, pulp, and paper 1.6 235 14 45 22 32 05 -22 -105
Construction materials. L7 19 16 40 37 42 06 -39 -70
Light indushry.... 08 26 14 14 17 24 15 00 -85
Food industry .. 29 0.2 10 47 36 41 31 -08 -120

y;gurce;e gIA estimates, based on value added at 1982 factor cost, as reported in Mandbook of Fconomic Statistics,

* Authors’ rough estimates, made using same basic methods as CIA estimates for earlier years but much more
tentative data on changes in output; estimates pertain to Commonweaith of Independent States area only (former
US.SR. excluding Estonia, Latvia, Lithuania, and Georgia).

financing their own investment. The changeover was more difficult
than anticipated. Products which were unprofitable to manufacture
at existing prices soon were hard to find, and the lack of a func-
tioning wholesale trade sector to supplant the state supply system
meant that interruptions in supplies interfered increasingly with
production schedules. Ethnic unrest and associated transportation
blockades also brought some production to a halt. In 1990 and espe-
cially in 1991, the clash of nationalities and the desire to protect
republic and local interests assumed a much larger role in blocking
interregional deliveries of industrial supplies and finished products.
The transition to enterprise independence and wholesale trade
would have proceeded much more smoothly, however, if the rubles
in enterprise bank accounts had real purchasing power. As infla-
tionary pressures mounted, enterprises found that these “noncash”
rubles, if not backed by government orders, could not buy goods in
short supply, and barter became an increasingly important mode of
exchange. On the one hand, barter helped to sustain trade in in-
dustrial supplies and products as the scope and authority of state
planning diminished. On the other hand, it was a cumbersome
process that imposed its own penalty on the level of industrial ac-
tivity.
Agriculture

Food shortages in state stores became increasingly prevalent
during Gorbachev’s administration, but the average production of
most key farm products was substantially higher than in the two
preceding five-year periods (Table 3). 1° Agriculture’s principal con-
tribution to Soviet economic decline was not a diminution in the
supply of farm products. Rather, it was the huge and increasing in-
vestments poured into the sector and the growing budget subsidies

19 The year-to-year changes in net farm output shown in Table 8 are not as variable as the
changes in agriculture’s contribution to GNP, or value added, shown in Table 1. Variations in
net farm output are accentuated by the deduction of purchases from other sectors in order to
calculate value added in agriculture.
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required to finance the difference between prices paid to farms and
the lower, fixed prices of food in state retail stores. !

TABLE 3. U.S.S.R.: Agricultural Output, by Agricultural Component, 1981-91.

Average Annual Annual Metric Tons (Millions)
Metric Tons
Agricultural Component _ (Milgns)
198851_ 19986— 1986 1987 1988 1989 1990 1991

g[et output (value in billions of rubles) ®................... 1231 1354 1367 1338 1336 1389 1345 1231

0ps

Grain, 1687 1966 1940 1938 1802 1967 2180 1612
Potatoes 784 723 812 759 6271 722 €36 670
Vegetables 29.2 287 297 292 293 287 %66 262
Sunflower seed 5.0 62 53 61 62 71 66 6.3
Sugar beets 76.4 873 793 907 880 974 817 663
Cotton 83 84 82 81 87 86 83 18

Livestock
Meat 16.2 193 180 189 197 201 200 186
Milk 946 1059 1022 1038 1068 1085 1084 1015
Eggs < 744 830 807 827 852 849 817 787
Wool 0.46 047 047 046 048 048 047 047

Source: Soviet official statistics, except as noted: 1981-90 from Narodnoye khozyaystvo SSSR v 1990 ‘g (Moscow: Finansy i
statistika, 1991), pp. 460, 462; 1991 from reparts published by statistical agencies of Commonwealth of Independent States and
individual countries. Hereafter referred to as Aarkhoz
a Preliminary.
®CIA estimates valued in 1982 established prices; net of feed, seed, and an allowance for waste in harvesting.
< Billions of eggs.

Construction and Transportation

The fortunes of two other sectors of origin—construction and
transportation—reflected the policy shifts and regional struggles
that crippled parts of industry in the late 1980s. After an early
spurt in 1986-88, construction became constrained first by short-
ages of materials and machinery to service a construction front
that had expanded too rapidly. Then, the sharp reductions in state
funding for investment, connected with a shift in priorities from
modernization to consumption, forced a reduction in construction
activity. Transportation barely kept up with overall economic
growth in 1986-88 and then tailed off as the demand for its services
declined, its physical plant deteriorated for lack of sufficient invest-
il'lel?st’ and civil unrest. and local autarky severed transportation
inks.

GNP BY END USE

The failures of perestroyka in the economy led to some sharp dis-
continuities in the allocation of Soviet GNP by end use. When eco-
nomic .growth was not rapid enough to revive the stagnant con-
‘sumer sector, the leadership’s priorities changed in favor of con-
sumption. But what were intended to be shifts at the margin
turned out to be major cutbacks in investment and defense as the

11 The agricultural subsidy bill climbed from 25 billion rubles in 1980 to 105 billion rubles in
1990, the result of a tripling of prices paid by the state for grain and other crops and a doubling
of prices paid for most livestock products during a period when retail prices of the main foods
were virtually unchanged.
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government tried to decentralize investment decisions as part of
the economic reform and correct the growing disequilibrium in the
economy resulting from steeply rising budget deficits.

Consumption

Under Gorbachev, consumption grew at about the same rate as
in the early 1980s (Table 4). The trouble was that its record in
1981-85, and especially in 1981-83, was so lackluster (less than 1
percent per year in per capita terms) that it elicited considerable
consumer discontent and was a factor in convincing a group of
senior Politburo members that a new approach to economic policy
was necessary. Under the new leadership, the old problem of stag-
nation in real consumption levels was compounded by the loss of
control over the population’s incomes that was the consequence of
partial economic reforms and the inflationary pressure created by
huge budget deficits.

TABLE 4. U.S.S.R.: Growth of GNP, by End Use, 1981-80.

Average Annyal Percent Change Annual Percent Change

End U Comparert 1981- 1988 18- 195 1987 1988 1989 1990°

Total GNP.
Consumption ..
Food
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Source: CIA estimates, except as noted: based on values at 1982 factor cost, as reported in Handbook of
Economic Statistics, 1991, p. 64.
* Because of 1ﬁr:ater uncertainty than in past years, estimated change in fotal GNP in 1990 ranges from -2.4
to -5 percent. The estimate of 2.4 percent decline in tota! GNP and all estimates for individua! components are
- based on-routine application of standard CIA methods. The estimate of 5 l)ercent decline in total GNP reflects
corrections (described in ibid.) for measurement problems that worsened in 1990.
b Soviet official statistics, from Vneshnive ekonomicheskiye swyazj 1990 (Moscow, 1991), pp. 6, 17.

Shortages of food increased in severity as the gap widened be-
tween the population’s disposable income and the volume of goods
and services available for purchase. !2 The statistics indicate a
somewhat more favorable situation in-the supply of soft goods and
durables. Here too, however, the population’s demand outstripped
availability. As a result, an increasing share of consumer goods
were driven out of state retail trade and sold legally or illegally at
higher prices in parallel markets. '3

12 Emigré surveys conducted by Radio Free Europe/Radio Liberty suggest that the availabil-

. ity.of food products in state stores increased in 1983-84, declined slightly in1985, worsened

- steadily in 1986-88, and then drofped sharplg in 1989. In 1989, little more than one-quarter of

respondents re‘})orted regular availability of 22 food groups in state stores compared with 53 per-
cent in 1984. (James Noren, oK. cit., rp. 17-20.)

12 Uncertainty about the share of goods sold in these markets is a major source of disagree-

ment about the degree of open inflation in the U.S.S.R. in 1986-91. Despite the initial sporadic

Continued

57-373 0 - 93 - 2
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The government responded by jettisoning its initial investment-
oriented strategy. In particular, it charged the defense industry
with taking over machine building for the food and light industry
and greatly increasing its production of consumer durables. By the
time Gorbachev’s period of effective rule ended (in early 1991), the
greater investment in the food and light industry had not yet paid
off, but production of consumer electronics and household durables
such as refrigerators, washing machines, and vacuum cleaners had
improved. In any event, the consumer-oriented programs foundered
in the confusion accompanying the economic reform and the gov-
ernmental paralysis brought on by the conflict between the center
and the republics and between the old-line communists and the re-
formers in the republics. With its hard currency resources shrink-
ing, the Soviet government also was forced in 1990 to curtail the
imports of food and consumer goods that had augmented domestic
supplies. As a consequence, consumption tailed off in 1990 and de-
clined sharply in 1991.

Investment

Plans to modernize the economy on the basis of a surge in invest-
ment and a focus on investment in machinery and equipment
rather than construction-installation work did not pan out as per-
estroyka proceeded. After an initial acceleration, the growth of new
fixed investment faltered in 1987, recovered briefly, and then fell
back again in 1989 when Soviet policymakers decided to rein in
state investment in an attempt to cool down an overheated econo-
my. By 1990 the level of capital investment was falling precipitous-
ly. Over the whole 1986-90 period, the growth of capital investment
was much slower than in 1981-85. The goal of “improving” the
structure of capital investment by raising the share accounted for
by machinery and equipment was also frustrated. The ratio of con-
struction-installation work to machinery and equipment, according
to official statistics, increased through 1988 before falling to its
1985 level in 1989. In 1990 and 1991 the sharp fall in new project

_starts finally brought about an increase in the machinery share.

The modernization program was jettisoned fundamentally be-
cause it did not generate the productivity gains necessary to sus-
tain rising standards of living and prevent macroeconomic disequi-
librium. The reasons for the low productivity of investment during
the Gorbachev era are as various as the factors that disrupted the
economy during the period. But the investment program failed also
because of constraints that appeared within the investment sector.
First of all, the machine building sector was not prepared to
handle the increased production of producer durables implicit in
higher rates of growth of investment and a larger share for ma-
chinery in total investment. The strain on machine building was
particularly severe because it was at the same time being asked to
improve the quality of its products, shift its output mix toward the

and then more general unavailability of food in state stores, however, the increased inﬂationaﬁr
pressure did not show up until 1990 in collective farm markets, where prices could rise or fall
according to supply and demand. Soviet official statistics indicate that the ratio of prices of food
in those markets to prices in state retail stores increased slowly from 2.63 in 1985 to 2.94 in
1989, a rise of 12 percent. In 1990, the ratio jumped to 3.51, or by 19 percent (Narodnoye kho-
zyaystvo SSSR v 1989 g., Moscow: Finansy i statistika, p. 138).
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higher technology end of the spectrum, accelerate the production of
consumer durables, and continue to produce large quantities of
military hardware. As Gorbachev and other leaders repeatedly
complained, machine building enterprises did not achieve the tech-
nological improvements necessary for the investment program to
make a real difference.

Moreover, economic reform and shortcomings in construction de-
laged the completion of investment projects and there%\[ dimin-
ished the effectiveness of new investment. For a time (1986-87), the
ratio of the annual value of completed construction projects to total
new fixed investment held at roughly the 1985 level (about 96 per-
cent). The ratio then dropped to 88 percent in 1988 and 84 percent
in 1990. Meanwhile, the volume of unfinished construction in in-
dustry (the focus of the modernization campaign) climbed from 94
ll)gggelixi of annual new fixed investment in 1985 to 130 percent in

In part the difficulties in completing projects resulted from mis-
takes in the 1986-90 plan—an inconsistency between planned pro-
duction of construction materials and the investment goals. en
the partial reforms in Gorbachev’s 1987 package brought a reduc-
tion in centralized control over investment, enterprises responded
by initiating a large number of new projects having no assured
backing in terms of construction resources. The dispersal of too few
resources among too many projects dragged out construction time
substantially. Hoping to restore order in construction and reduce
the state budget deficit, the union government slashed budget-fi-
nanced investment further in 1990 and 1991. By then enterprises
were largely on their own in financing investment and reluctant to
continue investing at the levels they had earlier.

Defense and Civil Research and Development

The unraveling of perestroyka dislodged defense from its leading
position in Soviet resource allocation. Outlays on defense programs
and civil research and development increased rapidly in the early
years, but then the leadership decided to turn to the defense sector
to rescue a flagging economy. By 1991, real spending on defense
had fallen to the lowest level since the early 1970s. 15

Initially, the government apparently planned to increase outlays
on defense at a rate not attained since the early 1970s. 16 By the
early 1980s, military criticism of Brezhnev's defense policies had
surfaced. Some defense leaders probably believed that the Soviet
Union was not doing enough to counter the U.S. defense buildup
under way since the last years of the Carter administration. 17

14 The ratios reflect unfinished construction at the end of a given year relative to new fixed
investment that year. Campaigns to reduce unfinished construction were common in the 1960s
and 1970s. In 1981-85, the authorities had some success on this front, reducing the ratio in the
economy as a whole from 87 percent in 1980 to 79 percent in 1985.

15 The estimates of spending on defense in 1982 rubles have been taken from the papers sub-
mitted by CIA and DIA to the Joint Economic Committee in connection with their annual joint
testimony on developments in the Soviet Union.

'8 In June 1989 Premier Nikolay Ryzhkov revealed that in the formulation of the 1986-90
plan it was decided to maintain the growth of defense spendin%at a rate higher than that of
national income (planned at an average of 4.5 percent per year). He explained that the “interna-
tios;rozzl situation prevailing and our military doctrine” required this course (Jzvestiya, 8 June

1990).
17 In 1979-84, U.S. defense spending increased by 36 percent in real terms; CIA estimates put
the real growth of Soviet defense spending during this period at 11 percent.
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With the benefit of hindsight, Gorbachev’s decision to accelerate
the growth of defense spending at a time when the U.S.S.R. was
beginning a massive restructuring and renovation of its economy
seems inexplicable. But Gorbachev believed that a restoration of
past rates of economic growth would permit all of his programs to
go forward. '

When consumer discontent over living standards became increas-
ingly evident and industrial modernization ran into trouble as an
overtaxed machine building sector struggled to cope with all its
various assignments, the regime first responded by giving the de-
fense industry additional tasks in support of modernization and the
consumer. 18 This could not work, however, because the entire ma-
chine building sector was trying to do too much. During 1988, the
Soviet leadership realized that priorities would have to be changed
if perestroyka was to be rescued. 1° Its decisions, announced by
Gorbachev at the United Nations in December 1988 and a meeting
with the Trilateral Commission in January 1989, encompassed a
500,000-man cut in force levels, partial withdrawal of forces from
Eastern Europe and Mongolia, and reductions in military spending
and military production of 14.2 and 19.5 percent over a period of
two years. Before long the deteriorating economic situation pushed
the Gorbachev team to cut defense further. The announced defense
budgets for 1990 and 1991 specified declines in defense spending of
8.3 and 8.5 percent, respectively, with the largest cuts programmed
for procurement of weapons.

The defense industry’s tepid response to calls for greater support
for civil programs during 1986-88 may have convinced Gorbachev
that it would not or could not contribute in a major way to peres-
troyka until part of its assured market for military hardware had
been removed. In the last three years of Gorbachev’s rule, however,
hopes faded that defense conversion might give an impetus to the
production of investment goods and consumer durables. Conversion
plans imposed from the top down did not work, and defense indus-
trialists found it at least as hard to operate in an increasingly un-
planned economy as did their civilian counterparts. 2¢ Much of ex-
isting capacity could not be adapted to civil production quickly or
easily, and the decline in production of military equipment in
1989-91 was far from offset by an increase in the output of civil
machinery in defense industry.

Administration and Other Government Services

Under perestroyka real outlays on administration and govern-
ment services declined—by an average of 1.6 percent per year in

18 In October 1987 Ryzhkov gave the defense industrial ministries specific targets for deliv-
eries to the food processing branch of industry, and in February 1988 it was decided that the
civilian ministry producing equipment for the food and light industries would be abolished and
its resources and responsibilities transferred to several defense-related ministries.

19 In a trip to Krasnoyarsk in September 1988 Gorbachev encountered the sullen mood of the
populace in its full force. The crowds complained bitterly about the lack of food, housing,
schools, and health care.

20 Arguably, defense industry managers were even more at sea than the directors of civil in-
dustry. The defense industry was accustomed to preferential treatment in terms of supplies and
labor, and—as the complaints of military leaders now indicate—largely had their own way in
deciding what to produce and what prices to charge.
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1986-90 (Table 4). 2! In the first two years of the period these ex-
penditures actually increased more rapidly than they had in 1984~
85. After 1987, Gorbachev’s drive to trim the ministerial bureaucra-
cy coupled, with economic reform’s erosion of central planning and
administration, led to successively larger absolute reductions in the
end-use category. Within the category, however, activities related
to culture enjoyed growing support.

Net Exports

In the early 1980s the Soviet consumer and the economy general-
ly were helped by an improvement in the U.S.S.R.’s terms of trade
that permitted real imports to rise substantially more than exports
(Table 4). 22 This advantage disappeared in the Gorbachev years.
The U.S.S.R. encountered some bad luck early in the Gorbachev
period when prices for its principal export products—oil and gas—
fell sharply in 1986. 22 Later, slumping domestic production forced
a reduction in the volume of exports of crude oil and petroleum
products. As a consequence, the value of Soviet exports declined by
6 percent in 1986, leveled off through 1989, and then fell by 12 per-
cent in 1990.

When perestroyka was under pressure in 1988-89, the govern-
ment sought relief from shortages by increasing spending on im-
ports, a policy that could not be continued as export earnings tailed
off, foreign exchange reserves dwindled, and private lenders to the
U.S.S.R. sought to reduce their exposure in a country that was
tardy in its debt service and whose political future was uncertain.

In 1991, the U.S.S.R.’s foreign trade collapsed. The value of ex-
ports and imports in the Commonwealth of Independent States (the
U.S.S.R. less the Baltics and Georgia) plunged by 33 percent and 44
percent, respectively. Trade with Eastern Europe was crippled by
the Soviet attempt to convert it to world prices, while lack of hard
currency required a sharp cutback in purchases from capitalist
countries. The sudden breakdown in established trading relation-
ships was a major factor in pushing the Soviet economy from slow
decline into a major depression.

DEVELOPMENTS IN THE REPUBLICS

The Soviet economic system—Ilike the political system—was
highly centralized when Gorbachev came to power in 1985. For a
short period in the late 1950s and early 1960s, Khrushchev had or-
ganized economic administration on a regional basis, with enter-
prises supervised by regional economic councils appointed by re-
public councils of ministers. The Brezhnev regime returned eco-

211n the CIA end-use accounts this category encompasses administration of state and social
organizations, general agricultural programs, support of the forest economy, outlays on cultural
activities, provision of municipal services, and the financing of civil police.

22 Estimates of the net exports component of real GNP for the Soviet Union cannot be made
with precision for two reasons. First, data on trade in services have not been published, and
second, the values for trade with capitalist and socialist countries are not comparable because
the prices at which they are stated are often quite different for identical products. The statistics
shown in Table 4, taken from official Soviet yearbooks, are probably adequate, however, to indi-
cate trends in the contribution of foreign trade to Soviet GNP even though they cannot support
an estimate of net exports of goods and services in constant prices.

23 According to Soviet statistics, prices for Soviet crude oil and natural gas in all foreign mar-
lézgs 6i;xg)1990 were, respectively, 63 percent and 58 percent of the 1985 level (Narkhoz 1990, pp.
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nomic administration to its traditional industrial basis—with en-
terprises throughout the U.S.S.R. subordinate to Moscow-based
ministries—and the scope of central authority gradually increased.
For example, the share of industrial output produced under the su-
pervision of all-union ministries rose from 50 percent in 1970 to 58
percent in 1985, and the union’s share of state budget expenditures
;vsent from 51 to 53 percent in 1970-79 to 52 to 54 percent in 1980-

Despite this centralization of authority, economic conditions
varied greatly across the U.S.S.R. From the 1930s through the
1950s, Soviet economic development policies almost certainly re-
duced the extent of economic inequality among regions. The less
developed republics were industrialized, and basic levels of educa-
tion and health care were established throughout the country. Nev-
ertheless, substantial inequalities persisted when Brezhnev de-
clared in 1972 that the major economic disparities among national
groups had been resolved, and Soviet efforts to reduce these in-
equalities slackened in the 1970s and 1980s. 24

Recently published Soviet statistics on republic levels of GNP
and consumption per capita in 1989 indicate wide variations in
levels of economic development. Variations in GNP are somewhat
greater than variations in consumption, but both measures suggest
the same division of republics into three broad groups. Russia, Be-
larus, and the three Baltic republics—Estonia, Latvia, and Lithua-
nia—had the highest levels of GNP and consumption per capita,
while Azerbaijan and the four Central Asian republics—Kyrgyz-
stan, Tajikistan, Turkmenistan, and Uzbekistan—clearly ranked
lowest. The middle group of republics consisted of Ukraine, Mol-
dova, Kazakhstan, Armenia, and Georgia.

Before we discuss the record of economic performance by repub-
lic during the Gorbachev years, a few words about questions of
measurement are needed. In the rest of this paper we rely on West-
ern estimates of economic growth for the US.S.R. as a whole.
Western estimates for individual republics are scarce, however,
and, even when available, generally are more tentative than corre-
sponding estimates for the Soviet Union. 2% In this section we use
Soviet official statistics to compare relative rates of economic
growth across republics—a purpose for which Western scholars
have found these statistics to be adequate. Like official macroeco-
nomic indicators for the U.S.S.R. as a whole, however, these sum-
mary hstatistics for the republics overstate actual rates of real
growth.

Almost all of the Soviet republics experienced slower rates of
growth of real output in 1986-89 than in 1981-85 and declining
levels of output in 1990 and 1991. These trends are reflected in sta-
tistics on “national income produced,” a Soviet official measure
that is similar to GNP in coverage, except that national income ex-

24 For a more thorough discussion of Soviet regional economic policies and their consequences,
see Gertrude E. Schroeder, “Regional Economic Disparities, Gorbachev’s Policies, and the Disin-
tegration of the Soviet Union,” in this volume.

25 For some of the few Western estimates available, see ibid.; Douglas Diamond and Gregory
Kisunko, “Industrial Growth by Republic in the Former USSR, 1981-90,” in this volume; and
Gertrude E. Schroeder, “Regional Living Standards,” in Economics of Soviet Regions, 1.S. Koro-
peckyj and Gertrude E. Schroeder (eds.) (New York: Praeger, 1981).
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cludes depreciation and services that do not contribute directly to
material output (see Tables 5 and 6). Official statistics on the
output of industry and agriculture generally show trends consistent
with those in national income, and so do statistics on consumption
(Tables 7-9).

For the most part, republics with relatively high per capita levels
of national income and consumption increased their lead over
lower-income republics during the 1986-90 period. Russia, by virtue
of its size, grew at rates close to the U.S.S.R. average. Outside
Russia, rates of growth of national income—both total and per
capita—were generally average or better in the Western and Baltic
republics. In contrast, national income per capita declined in Ka-
zakhstan, Tajikistan, and Turkmenistan and barely rose in Uzbe-
kistan. The Caucasian republics went from above average growth
in 1981-85 to negative growth in 1986-90, largely reflecting the ef-
fects of the ethnic clashes that began to flare in 1989.

National income for the U.S.S.R. as a whole increased through
1989 (as GNP did), but in that year five republics experienced de-
clines—probably reflecting a combination of ethnic violence and re-
gional difficulties in agriculture. The downturn deepened in 1990
and again in 1991, when it expanded to include the republics. In
general, the fall in output was greatest where ethnic and political
clashes were fiercest, but the destruction of the old economic
system brought problems everywhere.

Investment allocations contributed to some of the differences in
output growth among republics (Tables 10-11). Belarus and Lithua-
nia benefited from above average rates of increase in investment
throughout the 1980s. Azerbaijan and Georgia went from above av-
erage investment growth in 1981-85 to below average growth in
1986-90. It appears that a sharp increase in investment in Armenia
following the 1988 earthquake came at the expense of investment
cuts in the neighboring republics.

Moreover, Gorbachev’s economic reforms most likely played a
role in the relatively better economic performance of the higher
income republics. As noted above, these reforms called for republic
and local governments to cover more of their budget expenditures
out of revenues collected on their territory. This exacerbated the
disadvantages faced by lower income regions, despite the transfer
of revenues to them from the union budget.

REFLECTIONS ON THE GORBACHEV EcoNomMiCc RECORD

The economic history of the U.S.S.R. in its last decade is likely to
be discussed and debated for many years to come. Some have
argued that the Soviet economy already was in decline as it en-
tered the 1980s. Judged by its ability to produce goods and services,
this was not the case. It was, however, a failing economy in the
sense that it had increasing difficulty in producing the assortment
of goods and services desired by the population and that a rising
proportion of increments to total production were accounted for by
additions to the labor force and the capital stock rather than by
gains in the productivity of labor and capital. Nonetheless, the pop-
ular description of the economy as in a state of collapse cannot be
supported from the statistics on production.
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TABLE 5. U.S.S.R.: Growth of National Income Produced,
by Republic, 1981-91.

- Average Annual Annual Percent Change
Percent Change

198851— 199806— 1986 1987 1988 1989 1990 1991

Republic

30 09 24 07 45 19 50 -l
34 24 16 53 25 41 15 -1l
5.3 33 43 35 24 19 -4 -3
28 25 72 18 20 86 -66 -12
0.9 10 14 01 58 -04 -17 -10
37 38 09 27 1217 43 09 -5
26 08 35 -14 122 -18 -89 -9
22 23 43 38 102 -68 05 0.6
30 21 02 02 95 27 14 09
5.5 -09 17 -06 -23 15 -98 -1l
44 -7 16 40 06 -60 -80 0.4
48 -08 -11 -19 69 -34 -43 -23
28 34 29 12 52 66 11 -1l
33 32 46 15 62 14 32 -8
43 17 63 48 107 16 -130 -10
3.2 13 23 16 44 25 40 -15®
Source: Soviet official statistics—1981-90 from respubliki: osnovyye ekonomicheskive i

sofsialnyye pokazateli (Moscow: Goskomstat Information-Publishing Center, 1991), p. 8; 1991 from reports
puhli;hrélmy statistical agencies of Commonwealth of Independe%lt States (CtS{ and individual countries.
a Preliminary.
® Reported decline for the US.S.R. reflects the CIS enly and is sleeger than the weighted average of
declines reported for individual countries. Part of this discrepancy probably resuits from use of inadequate
deftators for at least some countries.

TABLE 6. U.S.S.R. Growth of per Capita National Income Produced,
by Republic, 1981-91.

Average Annual Annual Percent Change
Percent Change

198851- 195?06— 1936 1987 1988 1989 1990 1991+

Republic

24 02 16 -01 37 14 54 -1

3.0 200 12 49 21 37 -1 -1

46 21 37 29 18 73 -19 -3

L7 17 62 10 13 19 -10 -12

-0.3 -01 02 -12 45 -15 -25 -l

Kyrgyzstan 16 20 -11 07 106 25 -24 -6

Tajikistan.. -0.3 =37 01 -45 88 -105 -111 -1

Turkmenisf -03 -03 16 11 715 -91 -21 -3

Uzhekistan 0.3 02 -29 -25 639 04 07 -3

Armenia 44 -15 06 -16 -25 17 -107 -13
Azerbaij 2.8 =30 01 24 -09 -74 -89 05

Georgia 39 -1§ <20 -27 61 40 46 -3

Estonia 2.2 26 20 02 43 58 08 -1l

Latvia.. 2.8 25 38 05 51 68 -33 -8

Lithuania .. 35 08 53 37 95 06 -136 -10
USSAR..... 2.3 05 13 06 35 1.7  -44 -15°

Sources: Soviet official statistics—1981-90 from S%lllllm respubliti: osnoviyye ekonomicheskiye i
Sofsialnyye pokazateli (Moscow: Goskomstat Information-Publishing Center, 1991), p.9; 1991 from reports
pubh;lrler by statistical agencies of Commonwealth of Independent States (CIS) and individual countries.
2 Prefiminary.
® The reported decline for U.S.S.R. reflects CIS only and is steeper than the weighted average of declines
reported for individual countries. Part of this discrepancy probably results from use of inadequate deflators
for at least some countries.



25
TABLE 7. US.S.R.: Growth of Industrial Output, by Republic, 1981-91.

Average Annual Annual Percent Change
Percent Change

198851— 199806- 1986 1987 1988 1989 1990 1991+

Republic

Russia ... 33 26 45 35 38 14 -01 -22
Ukraine... 34 30 42 39 41 28 01 45
Belarus... 53 53 61 67 63 46 21 -L5
Moldova.. 44 40 26 50 33 57 32 -10
Kazakhstan.. 34 29 51 43 37 25 -08 07
Ky[ﬁyzstan.,. 46 34 43 14 68 52 -06 01
Tajikistan 37 30 17 50 55 18 12 -20
Turkmenis 26 37 48 31 43 33 32 4l
Uzbekistan 45 33 56 25 33 36 18 18
Armeni 5.7 -17 45 47 -11 -83 -15 -96
44 -02 -20 31 34 07 -63 38
40 06 23 25 32 07 -57-19
28 21 38 30 31 07 01 -90
33 29 37 42 35 31 -02 00
45 32 48 46 57 42 -28 -13
36 25 44 38 39 17 -12 -18®

Sources: Soviet official statistics—1981-90 from Soyuznyye respubliki: osnovnyye ekonomichesk i
solsial'nyye pokazateli (Moscow: Goskomstat Information-Pu lshinF Center, 1991), pp. 137-139; 1991
fromtrppons published by statistical agencies of Commonwealth of Independent States p&IS) and individua!
countries.

@ Preliminary.

®The reported decline for U.S.SR. reflects CIS only and is steeper than the weighted average of
declines reported for individual countries. Part of this discrepancy probably results from use of inadequate
deflators for at least some countries.

TABLE 8. U.S.S.R.: Growth of Agricultural Qutput, by Republic, 1981-91.

Average Annual Annual Percent Change
Percent Change *

1981- 1986~ 1986 1987 1988 1989 1990 1891°
85 90

Republic
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Sources: Soviet official statistics—1981-80 from Soyuznyye respublibi: asnovnyye ekonomicheskiye i
sotsialnyye pokazateli (Moscow: Goskomstat Information-Pubhshmﬁep(;enter, ls?a?tl)' &' 150; 1991 from
es

reporg published by statistical agencies of Commonwealth of Independent S) and individual
countries.
* Average annual increase in the sum of output during the five-year period shown over the sum during
the previous five-year period.

® Preliminary.

Another, more difficult question is whether the economic slide of
the late 1980s was preordained by the systemic flaws of the Soviet
economy. We would argue that the demise of the system, while per-
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TAB[E 9. U.S.S.R.: Growth of per Capita Personal incomes,
by Republic, 1981-88.

Average Annual  Annual Percent Change
Percent Changg —————

Republic i o
1981-85 1986 1987 1988

Kyrgyzstan..
Tajikistan....
Turkmenistan...
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ORI NNO NI O = = I D O
et bt S P GA D OO ~d G € b=t D 00 B~ &
OO N D OO N LN = G O £ P bt LD G b
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Source: Soviet official statistics from Osmovmyye pokazateli balansa
narodnogo khozyaystva SSSR i soyuznykh 'resioll ik (Moscow: Goskom-
stat Information-Publishing Center, 1990), p. 138.

haps inevitable at some point, was brought forward in time by a
particularly unfavorable constellation of developments. Gorba-
chev’s plans were dogged by bad luck in several respects. The
downturn in world energy prices after 1985, the Chernobyl’ disaster
(1986), and the Armenian earthquake (1988) did substantial damage
to the economy in addition to inflicting a terrible loss of life. Agri-
cultural weather in 1984-87 was also uncommonly poor. 26

More important, perestroyka’s policies were in important re-
spects ill-conceived, and Gorbachev’s partial economic reforms con-
tributed to the collapse of the traditional system. The initial em-
phasis on investment—to the neglect of the population’s desire for
higher living standards—was a costly mistake. To make matters
worse, by launching his antialcohol campaign, Gorbachev simulta-
neously dealt a blow to production of a major consumer good and
cut state budget revenues. The population, which had always expe-
rienced shortages of particular goods and services, found the short-
ages becoming more general as income growth outstripped the
supply of consumption goods.

To explain the popular discontent that flourished in the 1980s,
however, one also has to take into account the much greater free-
dom of expression in printed and spoken dialogue and even in dem-
onstrations and strikes. Glasnost served as a powerful amplifier for
the dissatisfaction that lay under the surface before Gorbachev.
Perestroyka’s failures in improving living standards and reforming

26 Using regression analysis to estimate weather-related harvest losses, Robert Kellogg found
that the Soviet Union sustained 30 billion rubles of farm losses from worse than average weath-
er in 1984-87, or 6 percent of reported production (Modeling Soviet Agriculture: Isolating the
Effects of Weather, CIA: SOV 88-10054, August 1988, p. 10).



TABLE 10. U.S.S.R.: Growth of.Investment Allocations, by Republic,

1981-90.
Avaage Annual Annual Percent Change
_ Percent Change *
Republic _—
1981- 1986~ 1986 1987 1988 1989 1990
85 90
35 66 92 59 11 41 0.1
31 53 100 25 40 37 19
53 90 60 197 02 103 100
43 50 31 92 39 59 05
30 60 49 103 11 35 -29
33 50 56 26 15 17 113
32 74 19 87 8.0 6.8 07
6.8 41 84 -13 46 23 15
39 5 25 2 56 -05 130
42 157 66 36 -114 1491 46
8.6 07 63 -20 01 -144 -36
56 04 -18 15 10 -12 -144
2.1 49 12 01 8.5 6.2 21
52 14 95 -51 -02 42 82
14 66 143 51 85 -18 -103
37 61 84 56 6.2 47 0.6

Source: Soviet official statistics, from Soyl/zn/'me respubliki: osnoviyye ekonomicheskiye i
sotsialnyye pokazateli (Moscow: Goskomstat Informatien-Publishing Center, 1991), p. 173.

» Average annual increase in the sum of investment aliocations during the five-year period shown
over the sum during the previous five-year period.

TABLE 11. U.S.S.R.: Growth of Investment Project Completions, by
Republic, 1981-90.

Average Annuat Annual Percent Change
Percent Change *

198851- 199806- 1986 1987 1988 1989 1990

Republic

43 35 64 81 -07 26 -28
27 30 88 29 04 01 -05
47 50 28 196 50 36 94
28 32 -10 195 -23 08 -59
38 31 -15 107 -2 10 -58
38 30 -08 16 95 -20 8.0
19 53 43 114 0.0 78 -85
56 33 83 -36 25 -29 168
4.1 L7 47 0.1 34 0.7 1.2
39 56 342 -260 -307 167 -06
19 11 =23 20 -43 -184 46
53 04 -12 -68 -38 -713 -130
25 41 43 -110 -24 -39 119
40 09 38 42 -137 21 62
46 46 102 210 -137 16 -163
41 33 58 68 -13 25  -19

Sources: Soviet official statistics from Sa(mm respubliti: asnovayye ekonomicheskiye |
sofsial'nyye pokazateli (Moscow: Gaskomstat (nformation-Publishing Center, 1991), p. 20; and
Narodnoye khozyaystvo SSSR v 1990 g. (Moscow: Finansy i statistika, 1991), p. 563

= Average annual increase in the sum of investmeqwroject completions during the'ﬁv&year period
shown over the sum during the previous five-year period.

the economy could not be interred silently as previous campaigns
had been. The gulf separating promise and performance was now
discussed openly, with fairly obvious consequences for popular per-
ceptions of well-being.
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The sudden shift in resource priorities in midplan added to the
confusion and disruption in the economy. Because enterprises were
not equipped to change gears so suddenly, production dropped, es-
pecially in the machine building sector. While the lost production
of military hardware was not serious, the methods employed in re-
structuring the economy set back reform and hurt key industries.
The reorientation of the economy toward the consumer was carried
out in campaign fashion, by issuing state orders and strengthening
central planning. And in the hurry to limit state-financed invest-
ment, the crucial energy sector was short-changed. Within a year
or two the effect on production, domestic supplies, and export earn-
ings was evident.

When Gorbachev decided to pursue economic reform, moreover,
its implementation proved to be partial and contradictory, central
control over the economy was lost, and market forces were slow to
emerge. Just as economic reforms began to force enterprises out of
their accustomed reliance on central plans and orders, the loss of
control of the state budget and the disruptions caused by ethnic
unrest and republic rivalries wreaked havoc with the traditional
distribution system. In addition, the reform, coupled with the rapid
demoralization of the party, removed one of the traditional ele-
ments of economic administration.

The breakup of the Soviet multinational empire proved to be the
final blow.to economic activity in the former Soviet economic
space. Beginning with ethnic conflicts on the periphery, the desire
for autonomy spread to almost all republics. Moscow’s belated at-
tempts to reduce the budget deficit, which probably achieved some
success in 1990, were overwhelmed by republican refusal to support
the union budget in 1991. By the end of the year no monetary or
fiscal control worthy of the name remained, and the rate of open
inflation accelerated. Republic and even local governments strug-
gled to protect their citizens by limiting exports of food and scarce
industrial supplies. The ruble lost its value as a medium of ex-
change, and factories and workers alike resorted increasingly to
barter to sustain commerce. The economic linkages built up in the
postwar years were substantially destroyed in a relatively short
time. Perhaps only the powerful inertia of the system and the long-
standing personal and business relationships that surmounted re-
public and regional boundaries prevented the economic collapse
that many observers predicted or reported.

IMPLICATIONS

By early 1992, the new states carved out of the former Soviet
Union were struggling to develop political arrangements to realize
their newly asserted independence and to construct economies with
a greater market orientation. The process promises to be long and
difficult, as the experience of the old republics and the new govern-
ments in Eastern Europe suggests.

The crucial question for the economies of the new republics is
whether functioning nonsocialist economies can be established to
make the decisions on production and distribution that the central
planners did. The difficulty of accomplishing this has been com-
pounded by the precipitous fall in production since the late 1980s
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and its consequences for employment, enterprise finances, and gov-
ernment budgets. Moreover, the republic economies are now sepa-
rate. Kazakhstan’s president, Nursultan Nazarbayev, has claimed
that the severing of economic ties among the former Soviet repub-
lics and the “collapse of CEMA” (Council for Economic Mutual As-
sistance) was responsible for 80 percent of the fall in production in
the former Soviet Union. 27 One does not have to accept this asser-
tion fully to believe that the restoration of such economic linkages
is an extremely important source of economic recovery.

The disagreement over the measurement of Soviet economic per-
formance in the recent past raises questions about the reliability of
official statistics in the successor countries during the coming
years. In many of these countries, statistical offices are assuming
responsibilities they never had when Moscow decided on the proce-
dures and objectives of statistical reporting. Even with technical
help from international agencies and Western governments, statis-
ticians will need some time to get their feet on the ground. More-
over, because this process will not proceed at the same pace in the
several countries, comparative analysis of economic developments
in the former Soviet Union will be skewed if it relies entirely on
official statistics.

To obtain accurate measures of economic performance will also
be harder for them than it was for the U.S.S.R.’s State Committee
for Statistics. With prices soaring and relative prices changing rap-
idly, estimates of inflation will be much more uncertain than in
the past, and official statistics are likely to be badly flawed. 28 This
means that measures of real output derived by deflating growth in
value of output by price indexes will be even more suspect than the
official measures were when rates of inflation in producer and con-
sumer markets were relatively slow. In addition, the burgeoning
private activity must be covered in the estimates of GNP. Its omis-
sion was already a problem in the 1980s; in the 1990s, economic
growth will be seriously understated if the statistical agencies do
not take it into account. Thus far, systematic reporting on the pri-
vate sector is in its infancy in the new republics. 29

Until inflation is brought under control and the republic statisti-
cal offices have gained more experience, assessments of republic
economic performance will have to be undertaken with some diffi-
dence. Fully articulated alternative measures like those offered by
CIA for the U.S.S.R. are not likely to be available for the republics.
Still, the need for alternative measures of economic trends will be
greater in the transition years for these economies than it was for

27 Nazarbayev was promoting his idea of a CIS economic council at a press conference follow-
ing a Moscow meeting of CIS leaders (FBIS Daily Report: Central Eurasia, 7 July 1992, p. 10).

28 Conflicting claims regarding inflation rates figured prominently in the Russian debate over
economic policy in the first half of 1992. Critics in the Supreme Soviet denounced the govern-
ment’s congumer price index, and it was alleged that producer price indexes were even more
unreliable because most transactions took place according to unmonitored contractual agree-
ments rather than at posted prices.

29 In mid-1992, Kommersant, a Russian business weekly, reported the formation of Kominform
by the Russian State Committee for Statistics and its branches as a source of commercial infor-
mation. It said that Kominform'’s data on state-controlled enterprises would be especially useful
“since they are known to provide reports accurately.” But “information on enterprises of differ-
ent forms of property, which are not so accurate in statistical accounting ... is practically im-
possible to come by from official statistical data banks.” Very likely, the Russian statistical
agency, which took over much of the U.S.S.R. Goskomstat, does at least as well as other republic
agencies in incorporating private activity in its national accounts.
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the Soviet Union in the past. In these circumstances, a judicious
search is warranted for a short list of physical indicators like those
that underlie the GNP estimates presented in this paper.
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APPENDIX

MiILEsTONES IN EcoNnomic PoLicy AND PERFORMANCE DURING THE

March 1985

1985

November 1985

February 1986

1986

June 1987

October 1987

GORBACHEV ErA

Gorbachev becomes General Secretary, makes
economic revitalization a top priority

Gorbachev outlines initial strategy: short-run
reliance on human factor to improve productiv-
ity and weed out incompetents; in longer term,
counts on organizational changes and modern-
ization of industrial base

Gorbachev presses antialcohol campaign,
cleans house in Council of Ministers and Cen-
tral Committee economic departments

Draft guidelines for 1986-90 plan feature accel-
eration in industrial and agricultural growth,
give special prominence to machinery sector as
prime mover in modernization campaign; plan
depends on unrealistic assumptions about con-
servation and productivity

At Communist Party congress, Gorbachev pro- -
claims “reasonable sufficiency” guideline for
defense programs

Leadership reorganizes foreign trade appara-
tus, establishes guidelines for setting up joint
ventures between Soviet enterprises and for-
eign partners

Leaders criticize failure to improve quality of
output, set up system of state quality inspec-
tion

Glasnost and democratization in economy en-
counter government and party resistance

Investment surges while per capita consump-
tion stagnates

State budget deficit begins to climb

Supreme Soviet and Central Committee ap-
prove guidelines for ‘“new economic mecha-
nism” to include enterprise self-financing, nar-
rower scope of state plans, price and wage revi-
sions, greater freedom to engage in internation-
al trade

Ryzhkov sets out program for expanding de-
fense industry involvement in civil production
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MiILESTONES IN EconoMic PoLicy AND PERFORMANCE DURING THE

October 1987
1987

January 1988

Fall 1988

1988
January 1989

October 1989

December 1989

1989

GORBACHEV ErA—CONTINUED

1988 plan reflects new emphasis on consumer
New quality control program disrupts industry

Investment program falls far behind because of
confusion in construction and machinery short-
ages

State budget deficit continues to climb

Broad implementation of reforms approved in
1987 begins

Gorbachev raises 1989 targets for production of
consumer goods, announces cuts in defense out-
lays and state investment, tasks defense sector
with greatly increased support for civilian
economy, stretches out reform process

State budget deficit continues to climb

Implementation of 1987 reforms expands to
entire economy, contributes to disruption of
traditional supply relationships

Abalkin reform program calls for gradual tran-
gition from state to other forms of ownership,
development of market-oriented financial
system

Supreme Soviet approves Ryzhkov reform and
stabilization program—watering down of Abal-
kin program

Economy sputters as production of energy and
basic materials falls; transportation and distri-
bution problems, exacerbated by strikes and
ethnic tensions, interfere with supplies

Investment program stalls as unfinished con-
struction rises

Spending on defense declines, led by cuts in
weapons procurement

Open and repressed inflation evident; short-
ages intensify, leading to rationing in many
localities

International financial position deteriorates as

U.S.S.R. borrows to pay for increased imports
of consumer goods and industrial equipment
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MiLesToNES IN Economic PoLicy AND PERFORMANCE DURING THE

August 1990

October 1990

1990

GORBACHEV ERA—CONTINUED

Shatalin reform program calls for market de-
termination of output and prices, increase in
republic authority over economic policy and
reforms

Gorbachev reform program is adopted, provid-
ing for gradual elimination of state controls
over output and prices, sale or transfer of prop-
erty to owners other than state, eventual con-
vertibility of ruble to hard currency

Central and republic governments at logger-
heads over wide range of economic issues, in-
cluding reforms

Regional autarky disrupts economic ties

Soviet economy passes from stagnation to de-
cline

Investment and defense spending continue to
fall

Inflation accelerates, shoppers sweep store
shelves clean, shortages of energy and industri-
al materials worsen, barter proliferates
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SUMMARY

Russia and the other successor states of the Soviet Union are at
a critical turning point. With Russia in the lead, they are changing
ideological horses. Communism and the socialist command econo-
my have been repudiated in favor of democracy and the market
economy. The conversion to democracy has progressed rather more
swiftly and successfully than the attempt to convert to a market
- economy, and many observers both in and outside the former
Soviet Union fear that resistance by vested interests to marketiza-
- tion will ultimately undermine the democratization movement too.

This article focuses on the question: What is shock therapy and
will it work in the CIS? Shock therapy is a highly conservative
Western economic doctrine emphasizing monetary policy. Original-
ly developed to stabilize and invigorate an economy with substan-
tial capitalist aspects, it is here being modified to convert a com-
- mand economy to capitalism.
~ The conditions for shock therapy to succeed are quite stringent.

Moreover, the theory upon which it rests makes a number of ques-

* James R. Millar is Director of The Institute for European, Russian, and Eurasian Studies at
George Washington University, Washington, D.C. This paper was originally prepared for
Daewoo Research Institute of Seoul, Korea.
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tionable assumptions, especially for the Russian case. It is assumed
by the theory that if monetary and pecuniary problems can be
solved, production will be restored without central government
intervention in production decisions.

The article explores the question of whether the market mecha-
nism is still too weak in the CIS to carry the entire burden of allo-
cation, production, and distribution. Enormous external assistance,
both financial and educational, will be necessary to avoid failure of
the economic transformation process and backsliding into another
variant of the crisis administered economy. Russia and the other
successor states of the Soviet Union will have to develop their own
unique transformation strategies based on their own peculiar eco-
nomic circumstances, histories, and opportunities. Economies are
more like giant tankers than they are like rowboats. They cannot
be maneuvered readily or turned about quickly.

INTRODUCTION

[Tlhe ideas of economists and political philosophers, both
when they are right and when they are wrong, are more
powerful than is commonly understood. Indeed, the world
is ruled by little else. Practical men, who believe them-
selves to be quite exempt from any intellectual influences,
are usually the slaves of some defunct economist. Madmen
in authority, who hear voices in the air, are distilling their
frenzy from some academic scribbler of a few years back.
... [Sloon or late, it is ideas, not vested interests, which
are dangerous for good or evil—John Maynard Keynes,
The General Theory, pp. 383-4.

Russia and the other successor states of the Soviet Union are at
a critical turning point in mid-1992. The conversion of a socialist
command economy into a modern, mixed market economy is with-
out historical precedent, and much disagreement exists both among
economists in the Commonwealth of Independent States (CIS) and
within the Western economic community about how to go about
the transformation process.

Yegor Gaidar, now acting Prime Minister of Russia, initiated a
transformation regime that is called “shock therapy” because it at-
tempts to create the necessary institutions for a functioning capi-
talist economy and achieve macroeconomic stability in the shortest
possible time period. This strategy recommends speed in implemen-
tation on two grounds. First, a market economy requires the exist-
ence of a minimum set of institutions coming into operation simul-
taneously. Liberalizing retail prices, for example, can have little
beneficial effect upon production and allocation decisions unless en-
terprises have been privatized and thus are operated according to
the dictates of profit maximization. A second reason given to move
fast with the economic transformation is that the process is expect-
ed to be economically painful for most members of the population.
The quicker the new economic regime is in place, the less time op-
ponents will have to organize and the sooner it will begin to yield
benefits to offset the costs of the transition, such as unemployment
and the loss of welfare entitlements and lifetime savings.
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As a transition strategy, shock therapy is the approach generally
supported by the World Bank, the International Monetary Fund,
and such well-known academic consultants as Harvard Professor
Jeffrey Sachs. The transformation regime is based on a monetarist
philosophy and a free market ideology. Jude Wanniski, for exam-
ple, has expressed the ideology underlying it most clearly in an
essay on the future of Russian capitalism:

It is possible to imagine a future of Russian capitalism
that asserts itself early in the 21st century as the envy of
the world. . ..

The Russian people are now engaged in nothing less
than designing the basic architecture of a brand new coun-
try. Why not consider all possibilities?. Why not design the
Russian system of capitalism to be the best?

By the “best,” Wanniski means most unfettered by state inter-
vention and ownership. Wanniski’s view, as is true also for Sachs,
the World Bank, and the IMF, is obviously ideologically informed.
This is not an approach based upon the modification of former
Soviet economic institutions. It calls instead for complete displace-
ment of the prior economy, which means, in short, a revolution.

A Russian economist and critic of the Gaidar transformation
regime, Nikolay Shmelev, believes that it is unrealistic to create a
market economy in so short a time: “Three generations built the
insane asylum, and three generations will be coming out of the
insane asylum.” Another critic, the director of the Russian Gos-
bank, Georgi Matyukhin, argued recently that Yeltsin and Gaidar
were being misled by Western advisors such as Jeffrey Sachs, who
are not familiar with the political and economic “realities” of the
Russian economy. “They know as little as we do, although they are
paid very well,” he said. “I would give such advice to anyone for a
tenth of what they are paid.”

The majority of Western economists who were specialists on the
Soviet economy prior to the collapse of communism, tend to agree
with the critics of shock therapy. They are branded conservatives
in the West not because they are opposed to the development of
market institutions in Russia and the other republics, but because,
like their Russian counterparts, they are all too aware of what Ma-
tyukhin calls the realities of the Russian economy. Western Soviet
specialists are reformists in the sense that they call for gradual
modification of existing economic institutions, not their wholesale
elimination. They also tend to be conscious political economists
who believe that economists recommending economic policies must
take political constraints and realities into account in formulating
economic reform. Supporters of shock therapy base their recom-
mendations instead on a theoretical model of the market economy
that they are attempting to replicate in Russia, and they see little
advantage in attempting to salvage or modify existing institutions.
They also tend to be impatient with political constraints. In this
sense, Jeffrey Sachs, the IMF, and World Bank are revolutionists.

Any attempt to assess the current state of reform in Russia and
the other successor states of the U.S.S.R. must, therefore, evaluate
transformation strategies as well as empirical indices on produc-
tion, prices, money stock, and the like. Except for the most hide-
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bound of Russian economists, Marx has now been renounced as
“defunct,” but CIS policymakers must now choose among a bewil-
dering variety of Western “academic scribblers” and their very dif-
ferent theories of how the transformation to a market economy is
likely best to be accomplished. As CIS economists and leaders are
discovering, there is no such thing as “bourgeois economics.” There
are only bourgeois economists and schools of bourgeois economics.
There is no single body of propositions, theory, or dogma they may
cleave to with the kind of assurance a true natural science or the
old Marxist dogma provide. Russian and other CIS leaders are
obliged, therefore, to choose Western advisors without really know-
ing which are the most likely to offer useful approaches and to
accept advice that is hotly contradicted by the advice of others. In
these circumstances, Western economic advisors who assert their
views with the greatest confidence and who provide what appear to
be simple and quick solutions are likely to appeal to leaders who
are facing a leap into the unknown in the face of popular unrest.
The danger is, of course, that they may be merely leaping from one
obsolete, unworkable economic dogma to another, from the frying
pan into the fire.

THE Limits oF Economic THEORY

If central planning of economies has been discredited by the
Soviet experiment, central management of economies has not. In
fact, a major objective of economic transformation of the Russian
and other CIS economies is to create fiscal and monetary institu-
tions that will permit central management of what is expected to
become a predominantly private enterprise economy. The other
main thrust is, of course, to privatize and to create the conditions
under which private enterprise may flourish. Central management
oKf capitalist economies is, in fact, the main legacy of John Maynard

eynes.

A popular economics textbook published in 1950 by the well-
known American Keynesian Abba Lerner, for example, introduced
economics to the student by presenting the economy as an automo-
bile that can be steered down the highway by means of appropriate
fiscal and monetary adjustments. Thus, depression and inflation
could be prevented and a stable, safe and satisfactory rate of
growth could be attained by good steering. According to Lerner,
“The instrument that can do this is as readily available as the
steering wheel for automobiles, yet it has not been installed {in the
economy] and put into operation.” This is an interesting metaphor.
However, after 25 years as an economist, I must say that I would
certainly be frightened to death were I in an automobile in which
the steering wheel is as loosely connected to the wheels as the
economy is to fiscal and monetary policies, or where everyone in
the car is struggling to steer the machine in a preferred direction.

Western economists would do well, therefore, not to claim too
much for economics as a science or, therefore, for any given reform
package. Our field has a number of characteristics of a science—a
common and highly specialized vocabulary, a set of operational em-
pirical measurements of the level and intensity of economic activi-
ty, and a variety of mathematical and statistical models that seek
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to identify precise causal and temporal relationships. We are not,
however, very good at prediction yet, and most of our models, par-
ticularly the mathematical models, are prescriptive rather than de-
‘scriptive systems. They are more useful in specifying what will
happen if transactors in the system maximize profits and/or utility
than as a description of the way market economies really work.

Thanks to these models and to the observation of policy instru-
ments in practice, however, Western economists have developed
some highly useful concepts and rules of thumb. Western econo-
mists conceive of an economy as a set of simultaneous equations in
n variables, which require a solution that solves for all prices and
quantities in the system simultaneously. It follows that all prices
and quantities in the system are interdependent, which is the pri-
mary reason that reform proposals call for simultaneity in the cre-
ation of market institutions. We also think of this set of economy-
wide simultaneous equations as summing to the aggregate demand
components of Gross National Product (GNP), that is, to the aggre-
gate final demand categories: consumption, investment, govern-
ment expenditures and net exports, on the one hand, and to the
final distributive income shares, Gross National Income (GNI), on
the other. Western policy recommendations, including shock ther-
apy and other forms of macroeconomic stabilization, are based
upon these concepts.

The Marxist conception of an economy is a nineteenth century
construct that is not consistent with the contemporary bourgeois
conception as outlined above. Russian economists are now obliged
to adopt these Western concepts if they are to join in meaningful
discussion with Western economists and with economic organiza-
tions such as the IMF and World Bank. This will involve consider-
able “unlearning” of Marxist concepts that now impede reform ef-
forts—concepts such as the inherent exploitative character of mid-
dleman activities, international trade, economic growth and, of
course, of private property and profits too. This is not an easy task
because it involves substituting new concepts for well-established
thought patterns, and many Russian and other CIS economists will
not succeed in doing so. By way of substantiation, it should be
noted that students and even scholars first trained in Western eco-
nomic thought find Marx’s writings impenetrable. The absence of a
common core for analysis and policy evaluation is a serious handi-
cap for Russian economists in their dealings with each other as
well as with Western economists and economic organizations.

Tue Economy oN THE EVE oF REFORM

The Soviet economy was not at the point of collapse in 1986
when then Communist party General Secretary initiated peres-
troika. The reform effort was a response to two adverse economic
trends: a declining rate of growth of output and productivity and a
growing technological gap between the Soviet economy and the
leading Western economies, notably the United States, Japan, and
West Germany. The Soviet leadership was confronted with two al-
ternatives. They could do nothing and increasingly become a
second-rate economic power. The Soviet Union possessed sufficient
nuclear weapons and delivery systems to have remained a major
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military force, capable of defending the Soviet bloc against aggres-
sion. But this strategy would have meant giving up on the idea of .
catching up with and surpassing the capitalist countries. The alter-
native was to find a way to stimulate technological innovation and
economic growth in the Soviet bloc. The reform movement was de-
signed to do just that.

Thus, by introducing perestroika and glasnost, Gorbachev had no
intention of torpedoing the planned economy or the Communist
party. Gorbachev had been persuaded by his economic advisors, in _
particular Aganbegian, Petrakov, and Abalkin, that an adjustment
here and an improvement there would provide a gradual improve-
ment in economic performance and strengthen the political legiti-
macy of the party at the same time. It is true that Gorbachev used
the word “revolution” early in his effort to promote perestroika,
but it is also clear that he did not have a real revolution in mind.
In the end, however, glasnost led to the repudiation of the party as
the sole repository of political power. Perestroika brought about
the collapse of central planning and a corresponding further de-
cline in economic performance. Democratization fostered ethnic
separatism. The “new thinking” in foreign policy led the roll-back
of communism in Eastern Europe. In each case, developments out-
distanced or undermined the expectations of the reformers, and the
system as a whole careened out of central control. What went
wrong?

The primary precipitating factors for the breakdown of the econ-
omy were the attempt to decentralize economic decision making to
the enterprise level, encouragement of the cooperative movement
and, ultimately the most compromising, an attempt to open the
Soviet economy to the world market. The first two factors were de-
stabilizing because they served to increase aggregate demand in an
economic system with chronic excess demand in most markets. In a
“shortage economy” of this sort, any sudden increase in demand is
destabilizing because it, among other things, increases the degree
of supply uncertainty, which is sufficient in itself to increase cur-
rent demand still further and to aggravate shortages. Stores and
warehouses are emptied as buyers seek to protect themselves by
hoarding whatever is available and building up inventories. As
prices were not free to vary, there was no mechanism available to
choke off the cycle of demand increases, and the number of empty
stores increased as informal and illegal markets drew off what
goods were available.

Opening the Soviet economy to the world market also contribut-
ed to current period instability, and in the long run this has had
the most devastating effect upon production and performance. The
Soviet economy was built at a time when autarky actually served a
useful economic purpose. The main institutions of the Soviet econo-
my, particularly detailed central planning, central allocation of
critical resources, collectivized agriculture, large-scale and monopo-
lized industry, managerial incentives geared to the gross value of
output, guaranteed full employment, centralized price and wage
setting, and a full panoply of welfare entitlements, were created
during the Great Depression of the 1930s when a policy of autarky
served to prevent shocks from the world economy from disturbing
the Soviet industrialization drive. World War II reinforced this
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tendency, and the cold war had the same effect. Consequently, the
Soviet economy (and Eastern Europe also after incorporation in the
Soviet bloc) was effectively insulated from the world economy, and
trade with the international economy was heavily regulated and es-
sentially minimized.

In the first decades of the post-World War II world Soviet au-
tarky did not appear as a disadvantage, and the high rates of
growth of socialist countries in these years were taken as evidence
of the superiority of Soviet-type central planning. It is, of course,
easier to plan a closed economy than an open one. The planners
need not worry about the international business cycle, and shifts in
demand and supply in world markets can be prevented from dis-
torting annual plan values. Incorporation of Eastern Europe in a
common planned economic space following World War II allowed
the development of specialization of production and division of
labor under a bloc-wide autarkic system. The disadvantages of the
system became evident only gradually as the world market econo-
my began to boom and true international economic integration
began to develop outside the Soviet bloc. By the late 1970s, Soviet
economists began to realize that technological innovation, product
quality and efficiency were fostered in the world market and sadly
lacking in the Soviet bloc.

Behind the screen of autarky the Soviet Union had created an
artificial, hothouse economic system that rewarded inefficiency,
poor product quality, and the avoidance of innovation. World class
products and services were limited to sectors where direct competi-
tion with the world economy could not be avoided: military and
gpace industry, but even these priority sectors were lagging despite
heavy investment of resources in their promotion. Domestic monop-
olies and the absence of competition from abroad undermined inno-
vation, and full employment of labor along with the other charac-
teristics of a shortage economy made entry of new firms with new
products and ideas impractical even had it been condoned by the
regime. The division of labor and specialization of production that
was developed both within the bloc and within the Soviet economy
were based more on domestic political and defense considerations
than upon economic rationality. As a consequence of all these fac-
tors, the dynamics of the world economy left the Soviet bloc econo-
mies behind, and they were increasingly ill-prepared to compete
internationally outside the bloc.

Gorbachev and his advisors did intend to open the Soviet econo-
my to the world market, but the process developed much more rap-
idly than they intended because of the breakup of Eastern Europe.
The various Eastern European countries were willing to pay a sub-
stantial economic price to diminish ties with the Soviet economy
and to seek out trade with the West. Disintegration of the Soviet
bloc, followed by disintegration of the Soviet Union, demolished the
established trading patterns and thrust the various fragments into
the world market willy-nilly. The cost has been enormous. The
former East Germany provides an informative case in point.

When the wall came down between the two Germanies and the
process of reunification began, the East Germans feared that West
German industries and capitalists would buy up all the production
facilities in the former East Germany. It only gradually became
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clear that the West Germans were going to buy up almost nothing
of the existing industrial establishment. East Germany had devel-
oped the most successful model of central planning and had adapt-
ed its economy to the East European and Soviet market better
than other states. As that protected, artificial market was collaps-
ing, the value of the East German capital stock had to be recalcu-
lated on the basis of its promise in competition on the world
market. Needless to say, the value of the East German capital
stock collapsed along with the wall. In order to survive competitive-
ly on the world market, the prices of East Germany’s products
would have had to fall without limit, and real wages along with
them. The decision of the Federal Government of Germany to ex-
change East German marks for West German marks one-for-one
doomed Eastern German’s industry, and it committed western Ger-
mans to an enormous expense to modernize the Eastern German
economy. The successor states of the Soviet Union, and those of
Eastern Europe, do not have a Western “big brother’’ to bail them
out in this way. They will have to allow prices and real wages to
plunge in order to compete on world markets. This is the long-run
cost of the policy of autarky.

Soviet style central planning has other adverse legacies that
must be overcome as well. As was mentioned above, the Soviet
economy became a ‘“shortage” economy under the umbrella of au-
tarky and thanks also to the Soviet interpretation of Marxism. The
resulting distortions in economic structure and performance are
hindering attempts to reform the economy and to join the world
economy. Put simply, the Soviet economy developed into a sellers’
market, one in which no sales effort was required to move products
or services. This was as true for wholesale markets as it was for
retail markets. Consequently one did not find price, product qual-
ity, or service competition among Soviet firms at any level. The
entire effort in effecting market transactions had to be borne by
the buyer, who was obliged to scout su];),plies, queue, transport and
maintain inventories of scarce (“deficit’’) commodities. Enterprises
that failed to do so failed to fulfill their plans and lost incentive
payments and prestige. Households that failed to do so did without.

The existence of a sellers’ market in the Soviet Union was the
product of several institutional arrangements. First, workers in
state enterprises were assured of job security as a general rule. The
penalty for inefficiency and sloth was small; the reward for effi-
ciency and energy was also negligible. The payoff for stealing time
from work to queue for deficit commodities and services was, on
the contrary, large. Second, enterprise capital budgets were charac-
terized by “soft budget constraints,” which means that there has
been no real penalty for overinvestment in plant or inventory (or
labor force) and a possible benefit instead. Consequently, invest-
ment demand routinely exceeded supply, and there was no auto-
matic adjustment mechanism, such as flexible prices or interest
rates, available to correct the process. Third, government expendi-
tures were determined largely by two components: welfare entitle-
ments and defense expenditures, neither of which was sensitive to
the current state of aggregate demand and supply in the Soviet
economy. Fourth, the Soviet economy has been insulated from the
rest of the world by a number of mechanisms, notably by the lack
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of convertibility of the ruble and centralized control over foreign
access to the Soviet market. What these institutional factors added
up to is a state of chronic excess demand both for investment re-
sources and for consumer goods and services, inflexible demand for
government goods and services and a consequent competition for
resources between and within the government sectors and the
household sector.

Add to this set of institutional arrangements the fact that the
state also regulated prices of commodities and services sold in state
retail outlets. Price did not, therefore, play a role in equating
supply and demand anywhere in the official system. Enterprises
could ignore prices and focus upon fulfilling their quantitative
output plans. The two markets where prices have mattered at all
are the labor market and the consumers’ goods market. Soviet
planners followed a kind of “incomes policy” over the years in an
attempt to adjust household disposable income to the total value of
consumer goods and services made available annually in state mar-
kets. Increases in real income of households took place over the
years through gradual money wage increases, with retail prices re-
maining unchanged. The prices of consumer goods and services in
state outlets did not change substantially for decades, and some
prices had not changed since the 1950s. Relative prices, therefore,
no longer reflected relative scarcities in the economy.

Retail price changes in the Soviet socialist system were political-
ly constrained because they were set by a government committee.
Whenever this happens anywhere in the world, whether under so-
cialism or capitalism, political pressure ensures that the prices are
set either too low or too high, depending upon the side of the
market of the favored or most powerful political force. In the
U.S.S.R., prices on food products were set too low in order to favor
the urban worker and dweller (and perhaps to simplify central
planning too). The result was shortages and queues for food prod-
ucts. Because relative prices failed to change, prices of goods and
services in the Soviet economy increasingly did not reflect real
scarcity costs to society either, and production proportions became
completely irrational. Consumers ate more meat and consumed
more petroleum products than was warranted by real costs, and in-
dustry wasted energy sources that were underpriced.

Table 1 illustrates for East Germany the degree of irrationality
that developed for consumer goods. Most food products sold in East
Germany at relative prices substantially lower than in West Ger-
many, and prices of manufactured products sold for much more be-
cause the state did not lower retail prices as mass production and
“learning by doing” lowered the costs of producing these products
over time. Thus, the state overcharged on manufactured goods and
used the “profits” to subsidize the price of food products. Consum-
ers quite logically, therefore, overconsumed food and undercon-
sumed light manufactures by comparison with West Germany.
When the economy was opened to the West, these relative prices
could not be sustained.

Unrealistically low prices on many consumer goods made these
goods ‘“deficit commodities” most of the time throughout Soviet-
type economies, and consumers were obliged to buy them whenever
they appeared as soon as they appeared. Thus, shortages and un-
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TABLE 1. Relative Consumer Prices in East and West
Germany, 1989

Relative Consumer Prices in marks
{Numeraire 1 kg of wheat flour)

East Germany West Germany

Consumer Item

1 kg beef (for boiling) ............. 439 8.04
1 kg beef (for roasting)........... 1.42 14.26
1 kg pork chop ......cccerreeve.. 6.06 9.02
1kg gotatoes ..... 0.13 0.85
1 kg black bread 0.39 2.63
1 kg white bread 0.75 2.61
1 kg wheat flour 1.00 1.00
1 kg coffee .. 53.03 1.23
11 milk.... 0.51 1.0
legg.... 0.26 0.20
1 kg butter ........ 1.2 7.03
1 kg gouda cheese.. 545 10.02
1 kg suﬁar .............. 117 1.54
1 Kwh electricity...................... 0.06 0.25
1 ton brown coal
rationed ............oooccovvvvvvvnnnenn 1.29
free market.... 2.66 16.57
1 public transport
(within city) . 0.15 1.69
ladies’ pantyhose 10.60 423
1 washing machine. — 1,742.42 79113
1 refrigerator...... .. 1,079.50 450.80
1'24%)'183

1 square-meter rent in new
public apartment................... 0.6-0.95 3.22-6.45
1 place in public kindergarten... 11.36 72.58

Source: Janos Kornai. The Socialist System. The Political Economy
of Communism. Princeton University Press, Princeton, 1992, p. 157.

certainty of supply ensured that the stores that sold deficit com-
modities would be “empty” most of the time. They sold out any
supplies as quickly as the goods could be moved off the shelves.
Perestroika failed because it led to an increase in the number of
commodities for which the supply was uncertain and therefore to
an increase in the number of “empty” stores. As supply uncertain-
ty grew, so too did the benefits of jumping the queue, both legally
and illegally.

The discrepancy between the fixed state retail price for a com-
modity or service and the price that would just equate supply and
demand represents a “rent” or unearned benefit that someone
stands to acquire. Ordinary consumers could benefit if they were
willing to queue. To obtain a deficit commodity one had to have
both rubles and time. People who had more time than rubles,
which means the poor, the unemployed, and the retired, stood to
benefit differentially where deficit commodities were allocated ex-
clusively through ruble plus time budgets because time budgets are
equal for all. People who had more rubles than time stood to bene-
fit differentially from opportunities to jump the queue, and the
state provided numerous opportunities for preferred citizens to do
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so0. Access to special stores and clinics, to exclusive membership
clubs and restaurants, special distributions at the place of work, all
of which provided goods or services at low state retail prices, repre-
sented powerful incentives and rewards for the chosen few.

Economic rents of this sort made kinship and friendship net-
works beneficial too. In circumstances of general supply scarcity,
almost everyone is in a position to pass a portion of deficit rents on
to a friend or kin. Advance notice of goods deliveries, set asides,
quality differentiation among customers, and so forth, are all ways
by which individuals may pass on benefits to those whom they
favor. The same is also true with respect to the provision of welfare
entitlements, such as public education, access to universities, medi-
cal care, and the like, all of which are provided either free of
charge or well below cost.

The existence of rents created through the refusal to use prices
to allocate goods and services among households and among firms
also invited criminality. Pilferage, private (illegal) middleman ac-
tivities, the use of public property for private gain and general out-
right theft of public property were all invited by the structure of
Soviet wholesale and retail markets.

Tue Crisis oF 1990-91

The system by which goods and services came to be allocated in
the chronic sellers’ market of the Soviet economy had been gradu-
ally deteriorating during the Brezhnev years, and probably previ-
ously as well. The elimination of severe penalties for petty econom-
ic crime caused the underground economy to grow and increased
the significance of kinship and friendship networks in all official
markets. Blat and other forms of influence gathered increased im-
portance during the Brezhnev period of “stagnation.” The initial
enterprise reform under Gorbachev actually worsened the problem
because it freed up enterprises to take more initiative and failed to
reform prices, to constrain access to credit, to control expenditures
on capital account, or to restrict spending by households or deficit
financing by the state budget itself. The creation of cooperatives
added another legal competitor for retail and some wholesale
goods. Public discussion of the need to raise prices or to confiscate
private savings in order to reduce the “monetary overhang” fur-
ther increased uncertainty, thereby encouraging anticipatory
hoarding behavior and thus emptying even more stores. By 1990
both the official retail and wholesale markets were breaking down
and increasingly being bypassed illegally. Gorbachev’s decision not
to revise retail prices in state stores (and to compensate those who
would have fallen into, or deeper into, poverty as a result) was per-
haps the primary fatal mistake of perestroika. The fear of a con-
sumer and worker backlash to increased prices is, of course, under-
standable, for the result must be a massive redistribution of income
(and eventually of wealth as well), but Yeltsin has now demonstrat-
ed that it can be done.

In the early fall of 1990 Gorbachev was apparently almost per-
suaded to accept the Shatalin Plan to establish a market-oriented
economy within 500 days. The Shatalin Plan represented the most
radical reform to that time, and Gorbachev drew back from it at
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the very last moment. Until then the pace of reforms had been ac-
celerating. As is usual in revolutionary situations, as the pace of
change quickens, momentum shifts increasingly toward the more
radical reformers and their programs, thereby increasing also the
degree of polarization of society. The result of Gorbachev’s change
of heart was a stalemate that was not resolved until the fateful
August 1991 putsch transferred power to Yeltsin and the other re-
public leaders.

By the time Yeltsin and Gaidar acted in January, 1992, the eco-
nomic situation was largely out of control. The redistribution of
real income and wealth was under way at the end of 1991 without
the blessing of the state or of the reformers. Supply uncertainty
was increasing, and more and more goods were subject to hoarding.
Thus, there were more and more empty stores. Special distribu-
tions became increasingly important, which put an even bigger
drain on the state retail network. Regions were trying to restrict
consumers from outside their own, increasing pressures for geo-
graphical autarky. The retail network was breaking down altogeth-
er, and a very high proportion of goods and services was being dis-
tributed outside the state retail network by the time prices were
liberalized in January 1992.

As political forces clashed in 1991 and economic reforms failed to
be implemented, income, output, and trade declined drastically in
the Soviet Union. Gross domestic product declined by an estimated
17 percent in 1991 (Table 2). The decline was distributed unevenly
among republics (Table 3). Soviet foreign trade, both exports and
imports to socialist as well as to the developed countries declined
sharply too (Table 4). And the budget deficit grew apace and was
essentially out of control (Table 5). Yeltsin was persuaded at the
end of 1991 to use the political capital he accumulated by opposing
the coup in August to introduce “shock therapy” to transform the
Russian economy into a market system. Most of the other CIS
states followed suit.

TABLE 2. Economic performance indicators, U.S.S.R., 1989-1991

(Percentage Change)
Category 1989 1990 1991 =
Gross domestic product...... 30 =20 —-17.0
Net material product........... 24 —4.0 —150
Industry 1.7 —1.2 ~-18
Consumer g 49 44 —45
Producer goods 0.6 -32 NA
Agriculture®....... 1.3 -23 -10
Transport ©......oe.evevvnene. 19 -59 NA

Source: Former USSR, Agriculture and Trade Report Situation and Outlock Series.
USDA Economic Research Service RS-92-1, May 1992, p. 6. Narodhoe khozyaistvo v
1989 and 1990: Ekonomika i zhizn’, no. 6 (1992).

NA = Not available.

@ Values for 1991 cover CIS republics.

b Gross production.

< Volume of freight.
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TABLE 3. National Income Produced @

(Percentage Change)

Republic NIP Repubtic NIP
12 ]

—12 -2

—4 -3

—14 —12

-10 -1

—6 -

Source: 7he New Russian Revolution: The Transition to Markets in Russia and the Other Commonwealth States.
CA agl# Dl{\ rtea;;ortt to Joint Economic Committee, U.S. Congress—June 8, 1992.
= (fficial statistics.

TABLE 4. Foreign trade, former U.S.S.R., 1990 and 1991

(Billions of Rubles) =
Exports and Imports 1990 1991
Exports to:
Socialist countries ® 495 244
Developed countries 549 46.0
Other countries..........ccoorreeerervenne 15.5 11.0
World 119.8 81.4
{mports from:
Sociafist Countries ®............oomreeee 58.1 24.9
Developed countries.... 66.8 46.1
Other countries...........cooereeveceeeene 12.8 8.2
World 137.6 79.2

Sources: Ekonomicheskaya gazeta, no. 13 (1992). and Former USSR.
Agriculture and Trade Report. Situation and Qutiook Series. USDA Econom-
ic Research Service RS-92-1 May 1992, p. 33.

= In recent years, the U.S.S.R. official exchange rate for the ruble had
been in the $1.60-1.70 range. In 1991, the Soviets began to report using
a new ruble valuation. This series is not comparable to series published in
Frevious USSR Agriculture and Trade reports. The discontinuity is greatest
or trade with the socialist countries where the change to world prices
from administered prices has resulted in large changes in the data series.
The exchange rate for 1991 was about $0.59 to a commercial rate ruble.

blncludes Eastern Europe, Cuba, Mongolia, North Korea, People’s
Republic of China, and Vietnam.
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TABLE 5. State budget deficit and share of GDP, former
US.S.R., 1985-91

(Billions of Rubles)
- Deficit as share of
Year Deficit GDP (Percent)
13.9 1.8
45.5 51
52.5 6.4
80.6 9.2
80.7 8.7
581 - 6.2
200-240 = 12-14

Sources: Narodnoe khozyaistvo, various years; Ekonomika i zhizn’,
no. 6 (1992); and Former USSR, Agricufture and Trade Report.
Situation and Outiook Serfes. USDA Economic Research Service RS-
92-1 May 1992, p. 5.

*Value for 1991 covers 11 members of Commonwealth of
Independent States (15 republics of former U.SS.R. minus Baltic
gg}est and Georgia); estimate of former Soviet State Committee for

istics.

WHAT 1S SHOCK THERAPY?

Shock therapy is a highly conservative Western economic doc-
trine emphasizing monetary policy; it is primarily a formula for
macroeconomic stabilization. Originally developed to stabilize and
invigorate an economy with substantial capitalist aspects, it is here
being modified to convert a planned or command economy to cap-
italism. By following an autarkic, Marxist policy, Russia and the
other CIS states missed developing a modern market economy; they
also missed out on the taming of market forces. Both are notable
accomplishments of the twentieth century. Untamed capitalism is
not recommended, but it will be difficult to develop a market and
to learn to regulate it simultaneously. :

The 1990 Shatalin Plan to transform the economy to market
principles in 500 days was unacceptable in the end to Gorbachev in
1990 because it meant abandonment of both the Union and social-
ist economic principles. He was also skeptical about the feasibility
of a rapid transition. Gorbachev was quoted in May 1990 in the
New York Times, for example, criticizing a proposal raised in his
cabinet for a leap directly into a market economy: .

“They want to take a gamble,” he said. “Let everything be
thrown open tomorrow. Let market conditions be put in
place everywhere. Let’s have free enterprise and give the
green light to all forms of ownership. Let everything be
private. Let us sell the land, everything. I cannot support
such ideas, no matter how decisive and revolutionary they
g}ig,ht appear. These are irresponsible ideas, irresponsi-
e”

Thus, by mid-1990, Gorbachev was a man struggling mightily to
hold back a process of reform that was quickly turning revolution-
ary. He had hoped to reform the economy and the party, not to
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abandon them, but the central planning institutions and the politi-
cal and police bureaucracies had completely lost any popular legiti-
macy.

Since Gorbachev’s demise, however, all subsequent plans have
been similar to the Shatalin Plan. They all are teleologically
driven, that is, they have been based on the market economy as a
goal, rather than being tailored to modify specific characteristics of
the existing economic system. All, also, have called for a rapid
transformation to a market economy.

The first step of shock treatment as being applied in Russia and
several of the other successor states under tutelage of the IMF and
certain Western economic advisors is a set of short-run policies de-
signed to create a free market and to achieve macroeconomic sta-
bility. Ideally, they should be implemented simultaneously:

e Liberalizing prices to achieve rational relative prices and
market-clearing price levels, to curtail aggregate demand,
make hoarding unprofitable, destroy the population’s financial
assets, and undercut privilege and blat.

o Freezing money wages and income to cause real wages and in-
comes to fall. This is necessary to prevent a wage and price
spiral and to reduce real costs of production; in short, provid-
ing an anchor for the economy against hyperinflation and
making the economy more competitive internationally.

* Reducing and stabilizing government expenditures by cutting
subsidies and entitlements and reducing defense spending;

* Restricting aggregate demand by reducing deficit spending and
raising taxes (e.g., a VAT tax).

« Tightening bank credit, controlling the money supply, and cre-
ating a true central bank.

 Opening the economy to the world market by floating the ex-
change rate to establish convertibility, and eventually creating

"a stable exchange rate. It is also necessary for Russia and the
other new states to create domestic convertibility so that
anyone within Russia can buy any legal goods or services for
rubles, regardless of rank, position, or citizenship.

The criteria for successful implementation.of these short-run
policies include:

¢ Transforming the economy from a seller’'s market into a
buyer’s market thereby ending hoarding, which will occur
when prices rise to levels that no one expects to be exceeded.
Shelves will fill up as hoarding ends, and reservation prices
will fall sufficiently for people, enterprises, and governments
to begin to stop hoarding.

« Establishing a rising rate of unemployment as enterprises ra-
tilqnalize their labor forces and reduce redundant labor sup-
plies.

* Stabilizing wholesale and retail prices and money wages, open-
ing the economy to the world market and stabilization of the
exchange rate.

¢ Making the ruble convertible.

There is some evidence of a short-term supply response in Russia
today following the introduction of shock therapy in January, but
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most of the short-term criteria have not been satisfied. Prices for a
large share of consumer goods were liberalized in early 1992. Some
critical products, such as bread, milk, yogurt, baby food, and vodka
remained under strict price control in all of the independent states.
For uncontrolled goods, prices rose three- to five-fold on most goods
and services, and there were ten-fold increases in the prices of
highly prized items such as smoked pork filet, first-grade sausage,
champagne, and the like. As a result, these goods have appeared
for the first time in years in state retail outlets. Until price liberal-
ization, these high-quality products were distributed almost exclu-
sively through official special stores and special distributions for
privileged members of Soviet society—or illegally through various
black and gray markets.

The goods for which prices remain controlled are difficult to find
and require queuing. Soviet vodka is not to be found at all on the
shelves. Bread supplies appear eventually most days, but deliveries
are erratic. Milk can be found, but yogurt (keffir and smetana)
have disappeared almost completely. In response, the states are
gradually allowing these prices to rise.

Hoarding has ended for price decontrolled products. In fact, get-
ting rid of hoarded goods is so widespread that former Soviet cities
look like giant flea markets, with citizens seeking to sell both
hoarded goods and personal effects to generate ruble income. Hun-
dreds of petty sellers surround metro exits, department store en-
trances, and the like seeking to sell one or two items.

Price liberalization has, therefore, achieved some degree of suc-
cess, and most retail (and some wholesale) markets are now true
buyers’ markets. This, however, is the easy part and was readily
predicted in advance. It is, of course, a short-run effect. Stores are
filled with goods and private markets have sprung up everywhere
like mushrooms because enterprises, people, stores, cities, and re-
publics have stopped hoarding and begun to sell hoarded goods. But
production has not increased. In fact, output continues to fall. In
part, this reflects monopoly practice of raising prices and restrict-
ing output to generate increased profits. For shock therapy to
work, however, what is needed is a long-run supply response. The
short-run response is a kind of magician’s trick—a rabbit being
pulled out of a hat. It does not necessarily imply that a satisfactory
long-run response will follow. That will depend upon structural
changes in the economy—notably privatization and demonopoliza-
tion.

Money wages and pensions have not been successfully frozen, but
they have not thus far increased at the same rate that prices have.
Thus, there is something of a price-wage spiral, but one that is not
completely out of control. The slower growth of money wages than
prices is serving as an anchor—a ‘“‘dragging anchor” to be sure, but
nonetheless one that is preventing hyperinflation for the moment.
The pressures are great on the governments. of the CIS to raise
pensions and wages, and the outlook is not favorable. The basic
minimum pension in Russia, for example, has increased eight-fold
in the last 14 months.

According to the dictates of the model of shock therapy, unem-
ployment should be increasing as industries trim and rationalize
their labor forces in order to maximize profits. Essentially nothing

57-373 0-93 - 3
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has happened with respect to this criterion in any CIS state, in-
cluding Russia, which is supposed to be taking the lead (Table 6).
By Western standards unemployment is zero. Enterprise managers
continue to see it as their prime responsibility to provide for the
welfare of their employees, even at the expense of profits. Histori-
cally, enterprises have provided cheap hot meals, vacations in
health spas, housing, special distributions of scarce commodities,
and recreation facilities to their workers. And employment has
been essentially guaranteed also.

Laying workers off in order to streamline and rationalize factory
labor force deprives workers of more than their jobs. They may lose
all of these special benefits, and employers are loath to assume the
role of bad guy. Most are struggling to protect their workers from
the ravages of shock therapy; their efforts of course, undermine
government economic policies.

The aggregate price level has not been stabilized, although hy-
perinflation has thus far been avoided. The exchange rate cannot
be stabilized either, and convertibility cannot be attempted until
both are under control. It should be noted in this connection that
the target date for achieving full convertibility of the ruble has
been moved back from July 1, 1992, to fall 1992. Even that target is
overly ambitious. Further postponements are to be expected.

A survey of all available data on the various independent states
of the CIS indicates that, in general, the short-run objectives of
shock therapy are not being attained (see Table 7). The textbook
solution calls for an end to hoarding and queues and for rising un-
employment in the short run. Inflation is supposed to come under
control gradually. Russia has the best score, but it still does not re-
ceive a “passing grade.” The other republics are doing much worse.



TABLE 6. Unemployment in Russia in 1991-1992.

Forecast for 1991 Real Situation in 1991 Forecast for 1992
{Ministry of Labor and

(Thou- PO e Botied Russion Poulation - Economic Regions Th bt ok
sands) e-Sodied Russian Fopuiation sar?gs s"’& S Percentage ® ST Percentage *
X of ' Percentage *  pogpy People
eople

NA.® NA.® Russia, total 1,329.0 1.6 61.9 0.07 762.4 0.9
6,155.3 4.3 Northern 329 0.9 1.5 0.04 183 0.5
8,301.8 57 North-West 76.3 1.6 35 0.07 52.2 11
30,478.3 204 Central 257.1 1.5 12.0 0.07 119.5 0.7
8,476.5 5.6 Volga-Vyatsky 84.3 18 39 0.08 46.7 1.0
1,156.0 5.0 Central Black Earth 50.3 1.2 24 0.06 25.1 0.6
16,543.0 11.2 Volsa 179.1 1.9 8.4 0.09 1135 1.3
16,9443 i1l North Caucasus 149.5 1.6 6.9 0.07 102.6 09
15,1276 10.4 West-Siberian 157.2 1.8 13 0.08 87.6 1.0
9,2249 6.3 East-Siberian 106.4 2.0 49 0.09 80.2 1.5
8,032.4 59 Far-East 59.9 1.2 1.8 0.06 30.1 0.6
NA.® 0.6 Kaliningrad area 438 09 0.3 0.05 2.1 04

Source: Russian Business Monitor, No. 1, 1992, g 25. ! .

= The number of registered unemployed against the total able-bodied population.

® Note: The source does not give the population figure for the Kaliningrad area (column 1). Columns 1 and 2 for Russia are also not specified. Finally, the percent figures given in Column 2
refer to a total able-bodied Russian population that is not identified. The text states (p. 24) that the regions listed in the table represent approximately 75% of the Russian porulation. The
unemployed are defined here consonant with the April 19, 1991, Law on Employment as all “able-bodied citizens that have [po} job or earning, (excluding payments for public works on
assignment of government employment agencies) . . . [and are] . . . registered in an employment agency as seeking an adequate (sic.) job and ready to take it.”

16
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TABLE 7. Success Criteria: A Visual Guide to Reform Progress in CIS @

Unemploy- Retail

Inflation Hoarding  Full Shelves  OuipUt

ment Rationing Increase
X X 0 0 X X
X 0 0 0 d 0
1 0 0 0 7 0
z 0 C z ¢ 0
X 0 N/A X C 0
X 0 N/A N/A ¢ N/A
Tajikistan............... X 0 N/A N/A X N/A
Turkmenistan ........ 1 0 A N/A N/A N/A
Kyrgyzstan............ X 0 N/A N/A c 0
Kazakhstan............ X 0 /4 N/A C 0
Azerbaijan...... X 0 N/A N/A N/A 0
Armenia ... N/A 0 N/A N/A N/A N/A
GeOrgia........ouevne N/A 0 N/A N/A N/A N/A

® Compiled impressionistically from the following Russian and English lang_uage sources by my Research

Assistant, Alexander Sulla; USSR Todsy, December 1991-January 1992, CIS Today, January-July 1992; FBIS

Daily Reports—Central Eurasia, January-July 1992, RFE/RL ‘Daily Reports, January-July 1992; RFE/RL

,z?esga/f/l /?gpgﬂl s;grzluary 24, 1992; The New York Times, February 13, 1992; The Washinglon Post, February
, b, /, ana o, .

Legend:
X = full.
1 = partial.
C = minimal.
0 = zero.

N/A = not known.

LoNG-TERM REFORM SUCCESS

The long-term process requires privatization, demonopolization,
and the creation of an appropriate infrastructure for a modern cap-
italist system (e.g., legal protection of private property, business
regulatory systems). This will be more difficult and will take, lots
of time. The textbook says these measures should be initiated first,
therefore, in order to ensure a long-run supply response to price
and wage liberalization. But Russia’s Yegor Gaidar, now acting
Prime Minister, is going about the process in reverse in order to
destroy the old system, which has resisted all previous attempts to
reform the economy. Every reform attempt since 1965 has foun-
dered on this issue. No Soviet leader ever felt strong enough to con-
front consumer anger over price increases. Yeltsin is unique. Now,
at long last, the nettle of price reform has been grasped. The Rubi-
con has been crossed. This may be a good tactic, but it represents a
very risky strategy on both economic and political grounds.

What can go wrong?

e Price liberalization may be constrained, with the result that
hoarding continues and stores remain empty.

¢ Money wages (and pensions) may float along with retail prices.
It is difficult for a government to let product prices rise to
equilibrium levels because of the adverse impact this has on
the distribution of income and wealth. Money wages must at
least lag, but the pressures will be great to let money wages
rise, to protect those on fixed incomes by upping pensions and
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other benefits, and to maintain a broad social safety net, all of
which will make it hard to reduce, or even restrain the state
budget. More important, raising money wages and incomes
weakens the anchor against hyperinflation.

* Budget deficits may continue to rise.

* The central bank may fail to restrict credit. In reality there is
no true central bank yet in any member state of the CIS to
manage and allocate credit, and the monetary authorities
cannot, in any case, prevent legislative spending from spiral-
ling if the elected legislature so chooses.

* Privatization and demonopolization may stall, which thus far
is the case.

* Macroeconomic stabilization may fail. Convertibility of the
ruble will require a large stabilization fund; otherwise like a
run on an uninsured bank, the fund will be exhausted by insa-
tiable demand for foreign exchange.

The conditions for shock therapy to succeed, therefore, are quite
stringent on economic grounds alone. Moreover, the theory upon
which it rests makes a number of questionable assumptions, espe-
cially for the Russian case. It is assumed by the theory that if mon-
etary and pecuniary problems can be solved, production will be re-
stored without central government intervention in production deci-
sions. That is, if one gets retail and wholesale prices right, money
wages right, the interest rate right, and the exchange rate right,
production will take care of itself. Rational economic actors (enter-
prise managers and households) will, by maximizing profits and/or
utility, create an efficient and productive market economy. Thus,
paradoxically, shock therapy puts as much weight exclusively on
pecuniary variables as the old command system did on quantitative
variables. This purely monetarist solution is just as ideologically
driven and one-sided as Soviet Marxism was.

Shock therapy focuses on financial and price issues, but it cannot
succeed without privatization, demonopolization, and a well-con-
ceived industrial policy. This last component is an essential but
rarely discussed policy. The government must place a bet on cer-
tain existing industries and develop them for domestic and/or
export purposes. Nor is there any reason to believe that inexperi-
enced Russian “capitalist entrepreneurs”’ will know better than
government economists which industries hold promise for profita-
ble production in the new circumstances. They will not develop
spontaneously, as the current theory presupposes. What is needed
is something much more like the Marshall Plan than like shock
therapy. The Marshall Plan focused on production and economic
integration as well as on macroeconomic stabilization. It put the
burden of organizing investment, production, and distribution on
the shoulders of the potential beneficiaries, and it discouraged a
mercantilist or beggar-thy-neighbor approach by beneficiaries. Un-
fortunately, the new independent states all believe that they were
previously exploited economically, and they are reluctant now to
cooperate freely in a common economic space.
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CONCLUSION

The Soviet economy was always a crisis management economy.
The logical reaction in Russia and the other CIS states, if Gaidar’s
rapid transformation regime fails, will be to introduce central crisis
management again. This will, of course, look like the old command
economy in many ways, but no alternative is likely to be available.
The market mechanism is still too weak in the CIS to carry the
entire burden of allocation, production, and distribution. Shock
therapy is creating the external features of a market economy but
not necessarily its content, just as the native members of the Cargo
Cult of the Pacific during World War II hoped to induce U.S. Air
Force cargo aircraft to land on their simulated landing strips. The
native cult members, of course, did not really understand the great-
er context, that is, where these great cargo birds came from or
why. They only knew that should they succeed in luring one of
them to land, they would be rich in goods. Many Russian econo-
mists do not understand the context of a market economy any
better, and they are inclined to put too much faith in the claims of
Western economists. Enormous external assistance, both financial
and educational, will be necessary to avoid failure of the economic
transformation process and backsliding into another variant of the
crisis-administered economy. Meanwhile, Russian, Ukrainian, and
other republic economists will have to gain their own seat-of-the-
pants experience in the central management of a market economy.
This will take many years.

The various other republics are following at different rates the
pace set by Russia. The fact that the ruble is still currency in these
other new states creates a special problem for implementing shock
therapy in Russia. In effect, Russia faces a ruble overhang in the
republics and must either renounce this “external debt” or secure
cooperation and coordination in monetary policy and exchange rate
stabilization among all of the republics. One course invites conflict,
the other delay. No ready solution is in the offing. The most likely
outcome is the first because each republic wants its own currency.

Yegor Gaidar is promising a turn around of the economy in a
year or two. Most objective observers see the process as taking at
least ten years or more if a stop-and-go approach infects policy im-
plementation, which has been the fate of shock therapy experi-
ments elsewhere in the world. The governments of the various new
independent states do not have the political support required to
carry out the necessary transformation in the short period they
prefer. They will have to back down and adopt partial solutions.
And Russia and the other successor states of the Soviet Union will
have to develop their own unique transformation strategies based
on their own peculiar economic circumstances, histories, and oppor-
tunities. Each needs its own Keynes to model an appropriate strat-
egy for privatization and stabilization. They will have to realize
also that economies are more like giant tankers than they are like
rov_vl;{(iats. They cannot be maneuvered readily or turned about
quickly.

Unfortunately, the problems that Yeltsin, Kravchuk, and other
leaders of the newly independent states face are not purely domes-
tic economic and political issues. The new states must now treat
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their interrelations as foreign relations, and there are many
sources of friction among them. First, each former republic appears
to believe that it was previously exploited in its relations with the
others. Trade within the former Soviet Union has declined drasti-
cally as a result, at great economic cost to all. The problem of
maintaining a “common ruble space” for CIS members is compli-
cated by the inability of the individual states to control inflation
and their unwillingness to cooperate.

Second, the various former republics have concerns about nation-
al groups that are located in the other new states. Pérhaps the
most serious problem is the diaspora of native Russian population
in the other states. We have seen in Yugoslavia how violent this
issue can become — if the dominant nationality seeks “to protect”
its own national group’s rights beyond its borders. Conflict between
Ukraine and Kazakhstan, on the one hand, and Russia, on the
other, is particularly troubling at this time. The Crimea offers an-
other source of potential conflict between Ukraine and Russia.

Meanwhile, Russia itself contains 31 self-conscious ethnic groups.
They represent autonomous republics and regions that were estab-
lished under Soviet rule. Their incorporation in the Russian empire
goes back to Tsarist times. Some of these groups, who total 25 mil-
lion citizens in all in Russia, have already sought independent or
quasi-independent status. Others are sure to do so in the future.
Thus, Yeltsin’s government must seek a way to prevent the contin-
ued process of disintegration within Russia itself.

The specter of possible political conflict among the various
former republics of the Soviet Union further complicates economic
reform policies. So too does potential conflict within each new
state. To the extent that the new states that compose the CIS focus
on ancient rivalries, hatreds, and grudges, economic reform will be
undercut. Russia’s role as reform pathbreaker may also be under-
cut by the continued centrifugal forces generated by intense ethnic
competition. We have seen in Yugoslavia the worst possible out-
come of all these forces. Shock therapy was initially successful
there—until ethnic rivalries made the question of economic reform
moot. Military conflict has superseded economic concerns. A simi-
lar development in the CIS would be even more destructive.

A Yugoslav type outcome represents the worst case outcome for
economic reform in the CIS. A rejection of shock therapy is the
more likely outcome. The objectives of economic policy will remain
the same as under shock therapy, but implementation will be
slowed in order to maintain peace among the member states of the
CIS and political stability within each state. Politics, it has been
said, is “the art of the possible.” A review of economic policy today
in the CIS indicates that shock therapy is not within the realm of
the “possible” politically or economically.
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SUMMARY

The 15 sovereign states that replaced the Soviet Union in Decem-
ber 1991 are in the midst of an attempted societal transformation
that is unprecedented in nature and scope. In the economic realm,
these states begin the transition from socialist central planning to
capitalist market economies with formidable legacies from failed
communism. The legacies are found in the remnants of the institu-
tions through which the economy was managed for many decades
and in the mindsets and habits of the people whose behavior was
molded by those institutions. Other legacies stem from the develop-
ment strategies that were pursued and are physically embodied in
the land use patterns, capital stocks, environment, and skills of the
labor force. Past policies of extreme protectionism and Moscow-dic-
tated approaches to regional development have produced large eco-
nomic interdependencies among the new states. By their very
nature, these legacies will take many years to overcome. Nonethe-
less, the old system, despite its manifest flaws, did generate eco-
nomic growth, secular improvements in living standards, and an
extraordinary degree of personal economic security. The failure to
understand the nature of these legacies generates both good and

* Gertrude E. Schroeder is a Professor of Economics at the University of Virginia.
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bad results in unrealistic expectations about what is possible and
biases evaluations of the pace of transition in each new state.

For several decades, the former Soviet republics experienced a
treadmill of attempts to reform socialism. This futile process was
ended in 1990 and 1991 as the unintended result of Gorbachev-initi-
ated policies of glasnost and perestroika. In those years, reform
programs were adopted that, if implemented, eventually would
have eradicated the venerable institutions of socialism and re-
placed them with those of capitalism. The republics enacted a
number of laws appropriate to that end and gained experience in
managing their own affairs. Moreover, amidst the amounting disar-
ray in the economy, governments, business firms, and individuals
were beginning to alter their behavior and attitudes in ways essen-
tial for a market economy.

Given the revolutionary nature of the many-faceted transforma-
tion from subservience to independence, the speed with which it oc-
curred, and the excessive burden on the new governments, the
progress on economic reform made thus far is remarkable. The
fledgling states in varying ways and degrees have been able to
build on prior accomplishments. Most prices have been decon-
trolled, new fiscal systems have been instituted, the privatization
process is in motion, and market processes are continuing to arise
from below. There is much diversity among the states. That the
reform programs are the subjects of intense political controversy,
that implementation of some aspects is proceeding slowly, and that
large elements of the old system are still in place are only to be
expected in this brief period of independence. The ability of the
new states to stay the course will depend primarily on whether
they can maintain reasonably stable governments committed to
reform and avoid consuming their energies in ethnic strife. Appro-
priate international support is essential. It would be a great trage-
dy if any of the Soviet Union’s successor states were to become
mired in a new treadmill of failed attempts to lay the foundations
for a successful market economy. In contrast to the past, post-
Soviet economic reforms do not aim to square the circle.

INTRODUCTION

The Soviet Union, which played such a fateful role in world his-
tory for more than seven decades, is no more: in December 1991, it
was replaced with 15 independent states, 11 of them loosely associ-
ated in a new entity called the Commonwealth of Independent
States (CIS). The new states are in the throes of a societal transfor-
mation unprecedented in nature and scope. In essence, they are ex-
periencing three, thus far largely peaceful revolutions—the trans-
formation of governance from dictatorial rule to rule by participa-
tory consensus, the transformation of the economic system from so-
cialist central planning to one based on private enterprise and
markets, and the transformation from units in a highly integrated
and centrally managed empire to fully sovereign nation-states.
Given the unique legacies of failed communism, successful comple-
tion of any one of these revolutions would be daunting; together,
they pose challenges of such scope and complexity as almost to defy
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comprehension, let alone succinct description of the ongoing proc-
esses.

As these intertwined revolutionary processes unfold in the
coming years, the need to assess the progress of the three transfor-
mations will be ever present. Evidence of progress (or regress) will
take the form of innumerable actions at all levels of society and in
all arenas—political, economic, and social. The cacophony of daily
happenings will need constantly to be put into a perspective frame-
work, so as to avoid premature judgments based on the headline
event of the moment. In assessing the pace of change, such perspec-
tive requires a clear picture of the-state of affairs at the outset and
of the legacies of the past. It requires an organized outline of what
the transformations require in terms of institutions and physical
and psychological reorientations based on understanding of the
necessary underpinnings of the desired new order. And it requires
that reasonable expectations be formed regarding the ease, speed,
and smoothness of such fundamental changes in societal institu-
tions and human behavior.

This paper aims to develop such a perspective, focusing on the
economic transformation. We first review the key physical and in-
stitutional legacies and the shared experiences that define the eco-
nomic starting point for each of the new states that have emerged
from former Soviet republics—states that are widely diverse in his-
tory, culture, ethnic composition, resource endowments, and level
of development. Next, we outline what must be done to accomplish
a successful economic transformation from central planning to
markets—the declared goal of all 15 states. Then we describe what
has been accomplished thus far, for Russia in some detail and for
the other states more summarily. The paper concludes with an
evaluation of that brief record, putting it in perspective and specu-
lating about the ability of the post-Soviet states to meet the many
critical challenges that they face.

THE LEGACIES OF SOCIALIST CENTRAL PLANNING: A COMMON
INHERITANCE

The Soviet system of governance has left formidable legacies for
its successor states. These legacies are to be found in the remnants
of the institutions through which the economy was managed for
many decades and in the habits and mindsets of the people whose
behavior was molded by those institutions. Other legacies, perhaps
even more terrible, stem from the development strategies that
were pursued and are embodied in the physical capital stocks of
each new state, in its land and its environment, and in the skills of
its labor force. Related to those institutions and strategies are the
legacies that are primarily the result of protectionist policies that
not only insulated business firms from foreign competition, but
from domestic competition as well. Nonetheless, the old system, de-
spite its manifest flaws, did generate economic growth, secular
gains in living standards, and an extraordinary degree of personal
economic security. To maintain perspective on the emerging new
economic orders in the successor states, one needs to keep in mind
the totglity of the old monolithic order and its legacies, both good
and bad.
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ECONOMIC INSTITUTIONS

Under the old regime, the economy functioned through a system
that possessed its own internal logic and through institutions that
were closely interconnected and mutually reinforcing. ! Virtually
all productive property was owned collectively, mainly by the state.
Resources were formally allocated through centrally dictated plans
for production and associated physical allocation of material inputs
and capital to firms. Economic organization was hierarchical, with
firms and farms functioning essentially as the lowest level units in
a bureaucracy. Prices were set administratively, changed infre-
quently, and served mainly an accounting function, as was likewise
the case with regard to money and bank credit. Thus, prices,
money, and financial variables played only passive roles in the
economy. Work incentives, while also job-related, were geared to
meeting the centrally dictated production plans. Finally, the
formal institutions were supplemented in practice by a variety of
informal arrangements and behavioral norms, both semi-legal and
illegal and market-like in character, that on balance facilitated the
functioning of the formal arrangements that proved to be so deeply
flawed in practice. This so-called “second economy” functioned in
the sphere of production as well as in consumption. Queuing and
black markets were perennial features of everyday life.

The presence of these institutions meant that socialized property
became nobody’s property, with no one having a personal stake in
maximizing its income stream and its value over time. 2 It meant
that firms throughout the production-distribution chain were ori-
ented vertically toward satisfying their organizational superiors
" rather than horizontally toward pleasing their suppliers and cus-
tomers. It meant that prices became accounting units that reflected
neither relative costs nor relative scarcities even tolerably well. It
meant that money was not real money in the sense of a universal
carrier of options to buy goods and services of one’s choice. It
meant that there were no capital and financial markets and that
banks acted essentially as accounting and money transfer agents
for the government. Workers were educated and trained in the
service of this institutional milieu. These institutions are the polar
opposites of those characteristic of a well-functioning market econo-
my.

DEVELOPMENT STRATEGIES

A hallmark of Soviet development strategy was its long-contin-
ued addiction to unbalanced growth of the economy. To mobilize re-
sources for economic growth, investment was pushed to a near-
maximum at the expense of consumption. From the outset, invest-
ment was allocated disproportionately to the industrial sector and
within that sector to heavy industry and defense at the expense of

1 For discussion of this point see in particular Alastair McAuley, “Central Planning, Market
Socialism, and Rapid Innovation,” in Mark E. Schaffer (ed.), Technology Transfer and East-West
Relations, New York, St. Martin's Press, 1985, pp. 32-49. Richard C. Ericson, “The Classical
Soviet-Type Economy: Nature of the System and Implications for Reform,” The Journal of Eco-
nomic Perspectives, Fall 1991, pp. 11-28.

2 The many adverse consequences of the communist system of property are discussed in Ger-
gliu%g Schroeder, “The Role of Property in Communist Countries,” In Depth, Winter 1992, pp.
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consumer goods industries. Agriculture and the service sectors
were relatively neglected, although in later years investment was
directed disproportionately to agriculture as the perceived panacea
for its perennial shortcomings. Moreover, Moscow-dictated regional
development policies fostered specialization rather than diversifica-
tion in each republic. The outcomes of this strategy are to be seen
in the pattern of land use, in the nature and location of the physi-
cal capital stock, and in the deployment of the work force in each
of the successor states; these are the physical facts of life with
which they necessarily must begin their independent course. To
one degree or another, their economies begin with overblown and
distorted industrial sectors, unduly large amounts of resources tied
up on farms, and grossly backward service sectors, where the accu-
mulated backlog of neglect is awesome to behold. 3

To speed up economic growth and to compensate for the manifest
inability of Soviet-style institutions to economize resources, a mobi-
lization strategy also was pursued. Capital stocks were accumulat-
ed beyond the point of diminishing returns and at excessive costs
in terms of consumption forgone by the population. Working-age
adults were drawn into the labor force to such an extent that labor
force participation rates are a near maximum. Land was deployed
and natural resources employed in the service of production, with
scant attention paid to the environmental consequences. Although
by the time of the Soviet Union’s demise, this growth strategy was
no longer viable, its legacies are visible and formidable. They are
found in the massive and largely obsolescent stocks of machinery,
equipment, and buildings often unsuitably located, in the fact that
almost everyone has some job that he regards as his right, and in
the parlous state of the environment. These are the characteristics
of the physical inheritance, in varying degrees and configurations
of each of the successor states.

THE ULTIMATE IN PROTECTIONISM

The foreign trade institutions and policies in place in the
U.S.S.R. over many decades effectively shielded producers from all
foreign competition. Within a general policy of trade aversion and,
after World War II, a strong orientation toward trade with other
socialist countries, Moscow planners decided what products were to
be imported and in what quantities; the idea that imports should
be used to spur efficiency in firms was completely alien. Rather,
imports were obtained to fill gaps in domestic production essential
to meeting overall plans. Procurement of imports through special-
ized government agencies and their allocation through supervising
ministries also meant that business firms were insulated from con-
tacts with their own foreign suppliers. A bias toward import substi-
tution figured importantly in planners’ decisions about the expan-
sion of domestic production capacities.

Similarly, firms were protected from having to try to sell their
products on foreign markets. Planners decided what part of a
firm’s output was to be exported, and if need be, accorded the firm

3 These and other severe economic distortions brought about by socialist central planning are
described in Jan Winiecki, The Distorted World of Soviet-Type Economies, Pittsburgh, Pa., Uni-
versity of Pittsburgh Press, 1988.



62

special benefits to make its products salable abroad. In any case,
the firm knew that whatever was not exported would be allocated
to domestic customers. Like firms acquiring imports, exporters did
not deal directly with their foreign customers either; both dealt
with state bureaucracies. In general, exports were viewed as a nec-
essary evil, the price that had to be paid for unavoidable imports.

The protected environment for Soviet firms was enhanced by the
fact that the majority of trade throughout the postwar period was
conducted within the framework of the Council for Mutual Eco-
nomic Assistance (CMEA) trading system. Essentially, under that
arrangement Soviet energy and raw materials were bartered for
relatively inferior East European machinery and manufactures. It
was a system of largely captive markets, in which sizeable mutual
economic interdeperidencies developed, but without the necessity to
settle accounts in real money (hard currency). The accrued produc-
tion interdependencies made all CMEA members and their firms
highly vulnerable to any move to end the captive markets.

Extreme protectionism for business firms extended to the domes-
tic arena as well. Firms did not have to compete with one another
for customers or even to find them. Rather, a firm’s products were
“sold” or more aptly put, “distributed” for it via its plan for
“sales.”” To make matters worse, many firms were endowed with
the ultimate in protection—monopoly or near-monopoly in the pro-
duction of particular products. This ubiquitous situation arose from
planners’ misguided notions about the economic efficiencies to be
had from concentrating output in giant agglomerations. The legacy
of such policies is a world of monopolies. For example, according to
Soviet data for the late 1980s, more than one-third of all important
machinery products (such as sewing machines, tram rails, locomo-
tive cranes) was made by only one producer, and another third was
made by only two firms. 4

This policy of gigantomania created large and critical interdepen-
dencies, which were reinforced in their geographical impact among
republics by the central government’s regional development and in-
dustrial location policies. These policies fostered specialization
rather than diversification in each republic. Plants were designed
and sited predominantly in the interest of the country as a whole.
In a sense, this approach maximized interrepublic trade in an insti-
tutional setting that permitted firms to exchange their products in
a highly protected market—another “captive market,” in effect. As
with foreign trade, these exchanges were arranged by state bu-
reaucracies (mainly the industrial ministries and the State Com-
mittee for Supply) rather than by the firms themselves. Again, this
situation made each republic and its producers highly vulnerable
to dissolution of the internal Soviet market. To cite only one set of
statistics characterizing the mutual vulnerabilities, in 1989, im-
ports (domestic and foreign) provided from 15.7 percent (Russia) to
31 percent (Armenia) of consumption in the republics, and exports
accounted for from 10.7 percent (Russia) to 27.1 percent (Azerbaidz-

+ These and a variety of other statistics showing the high degree of industrial concentration in
the Soviet Union are cited in Heidi Kroll, “Monopoly and Transition to the Market,” Soviet
Economy, April-June 1991, pp. 143-174.
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han) of republic production. 5 These mutual trade dependencies are
deeply embedded in the production profiles, capital stocks, and
labor skills in each new state and cannot be altered in any major
way in the short run.

Finally, enterprises as well as republic governments themselves
were insulated from bankruptcy or insolvency through a complex
network of monetary transfers and by the highly centralized finan-
cial system. Firms did not have to seek out investors or banks to
obtain new capital; instead, funds were supplied to them virtually
without charge. If firms ran into financial difficulties, they could
expect to be rescued by their parent ministry. Bankruptcy and clo-
sure because of insolvency were unknown. Republic governments
did not have to concern themselves with raising revenue and bal-
ancing their budgets. Rather, their role was to administer budget
revenues and expenditures largely determined for them by the cen-
tral government. Whenever planned expenditures exceeded allocat-
ed revenues, the central government simply re-jiggered the flows or
provided subsidies. If republic governments wanted to increase in-
vestment or social expenditures, they needed to lobby the fiscal au-
thorities and central economic ministries in Moscow.

Individuals, too, were protected from economic vicissitudes. The
state guaranteed jobs for everyone who wanted one. School leavers
could rely on the government to find them their first jobs. Rein-
forced by the fact that much housing and many welfare benefits
were provided by employers, workers came to regard their particu-
lar jobs in particular firms as economic rights. Housing, health
care, and education, although rationed in various ways, also came
to be provided as social rights with only nominal charge, if any. To
a large extent, also, an employee’s job entitled him to housing, rec-
reational facilities, and social benefits financed by his employer.
Social security systems provided income for the aged, the disabled,
and families who lost a breadwinner. Finally, in the postwar period
the rate of inflation was low, wages rose much more rapidly, and
social benefits were increased periodically. Such was the relatively
secure and predictable postwar milieu that most people came to
value and to associate with socialism.

ECONOMIC PERFORMANCE

Although nowadays almost universally discredited, the socialist
production system proved able to generate fairly steady economic
growth, albeit at markedly declining rates after 1975. According to
the best measures available either East or West—those of the U.S.
Central Intelligence Agency—annual growth of GNP averaged 3.4
percent for the 40-year period from 1951 to 1990.% Growth was
positive in every year but three—1963, 1979 and 1990. But while
growth rates averaged about 5 percent in the 1950s and 1960s, the
average rate fell to 2.5 percent in the 1970s and to 1.2 percent in

® These and other data on interrepublic dependencies are presented in Gertrude Schroeder,
“Economic Relations among the Soviet Republics,” in Michael P. Claudon and Tamar L. Gutner
(eds.), Investing in Reform: Doing Business in a Changing Soviet Union, New York, New York
University Press, 1991, pp. 19-37.

¢ Laurie Kurtzweg, Measures of Soviet Economic Growth in 1982 Prices, A Study Prepared for
the Use of the Joint Economic Committee of the US Confress, November 1990, pp. 54-57. CIA,
Handbook of Economic Statistics, 1991, CPAS 91-1001, p. 34.
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the 1980s. Over the whole period, however, the Soviet economy was
not able to keep up with Western Europe and even ceased to gain
on that of the United States after 1965. These relationships held
true on a per capita basis as well. Thus, so-called “development
gaps”’ were widening quantitatively and, as is now becoming ever
more evident, qualitatively as well.

Moreover, in the postwar period, the Soviet people saw their lot
improve dramatically, albeit from very low levels. With the higher
priority accorded to consumption by post-Stalin leaderships, per
capita consumption grew rapidly, registering an average annual
growth of 2.8 percent during 1951-90. Again, however, the pace of
gains in living standards slowed markedly—from a total gain of 35
percent in the 1950s to a mere 9 percent during the 1980s. Al-
though “consumption gaps” with the West were widening, especial-
ly in qualitative terms, the Soviet people were able to perceive
steady and palpable improvements in their living standards over
the years in terms of more and better food, more clothing and foot-
wear of more modern design, fast-growing stocks of consumer dura-
bles including much-coveted automobiles, more spacious housing
with more amenities, and additional services of many kinds. Anti-
quated though it was by Western standards, the cumbersome retail
distribution system did manage to make most daily necessities
available for purchase most of the time, at least until the end of
the 1980s. While queuing was commonplace, people found a variety
of ways to better their lot through informal channels. Judging from
an extensive Western survey of Soviet emigrees, people were mod-
erately well satisfied with their overall standard of living. ? The
significance of all this is that in the midst of today’s turmoil,
people can remember that socialism did work after a fashion.

Also part of the performance legacy of socialist central planning,
however, is the fact that those gains in economic growth and living
standards were obtained at grossly excessive costs relative to the
Western experience. Unlike in the West in general, Soviet growth
was fueled by a massive buildup of capital stock, near-maximum
mobilization of the population into the work force, profligate use of
energy and raw materials, and an almost total disregard for the en-
vironmental consequences of what amounted to a policy of produc-
tion at any cost. Whatever the disputes over the numerical calcula-
tions, it would be generally agreed that improvements in productiv-
ity beyond those embodied in the capital stock and a better-educat-
ed work force contributed little, if at all to Soviet growth, a situa-
tion markedly different from Western growth experience. 8 Also, it
is now generally agreed that the “technology gap” as reflected in
the quality and modernity of the physical technologies and process-
es used throughout the Soviet economy, and therefore embodied in
present stocks of machinery and equipment, is large relative to the
West and has been widening in recent years. There is no dispute
either that the energy and raw materials intensiveness of Soviet
production technologies exceeds those in the West by wide margins.

7 James R. Millar (ed.), Politics, Work, and Daily Lz;{'e in the USSR: A Survey of Former Soviet
Citizens, Cambridge, Cambridge University Press, 1987.

8 For a masterful survey of Soviet growth experience see Gur Ofer, “Soviet Economic Growth,
1928-1985,” Journal of Economic Literature, December )}987, pp. 1767-1833.
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This lamentable outcome is mainly the result of the fact that tech-
nological progress had to be “introduced” from above, because the
system lacked incentives to generate it from below. Finally, observ-
ers agree that damage to the physical environment and to human
beings has been inordinate; witness is given by the Chernobyl dis-
aster and the title of a recent book Ecocide in the USSR: Health
and Nature under Siege. ®

A TREADMILL OF ATTEMPTS TO REFORM SOCIALISM

Although the debilities of socialist central planning were visible
from the start, they had become ever more evident by the mid-
1960s, as economic performance indicators began to worsen and the
sources of extensive growth began to dry up. Soviet leaderships
from Khrushchev through Gorbachev believed that remedies could
be found through within-system reforms. Their numerous actions
were intended to make the system more efficient while leaving its
essential features intact. Since it was those very features that in-
fluenced the behavior of economic agents and therefore economic
outcomes, those efforts amounted to trying to square the circle and
came to naught. 1° Despite the perennial changes, and perhaps to
some degree because of them, economic performance worsened.
Until almost the very end of this process, there were three un-
touchables—the role of the Communist Party in the economy, the
communist system of property, and government determination of
most production and prices. Within that framework, the numerous
tinkerings reflected a ceaseless search for panaceas in three
areas—economic organization, planning routines, and the degree of
autonomy to be accorded to firms along with incentive schemes for
their managers.

Planners seemed to believe that discovery of the “ideal” arrange-
ments of economic organizations would solve the economy’s prob-
lems. The ensuing search and experimentation concerned organiza-
tional relationships between the central government and republic
and lower-level administrative units, the structures of the economic
bureaucracies, and the organizational structures between them and
the enterprises. The permutations and combinations that were
tried out almost defy description. Some changes were major, such
as Khrushchev’s replacement of nearly all of the central economic
ministries in 1957 with regional economic councils and Brezhnev’s
subsequent restoration of the ministries in 1965. Also of conse-
quence was Brezhnev’s drive in the 1970s to amalgamate enter-
prises into large associations and Gorbachev’s establishment of
seven supra-ministries (bureaus) during 1985-87 to coordinate the
activities of several ministries with similar preducts or functions.
Other innovations were of less consequence but were ubiquitous.
For example, Gosplan underwent many reorganizations over the
years; the responsibilities for central rationing and pricing were

? Murray Feshbach and Alfred Friendly, Jr., New York, Basic Books, 1992.

10 This section relies on the author’s many papers on Soviet economic reforms, especially
“Soviet Economy on a Treadmill of Reforms,” in the Joint Economic Committee Compendium
Soviet Economy in a Time of Change, 1979, pp. 312-340: “Soviet Economic Reform Decrees: More
Steps on the Treadmill,” in the Joint Economic Compendium Soviet Economy in the 1980s: Prob-
lems and Prospects, 1982, pp. 68-88: “Organizations and Hierarchies: the Perennial Search for
Solutions,” Comparative Economic Studies, Winter 1987, pp. 7-28.
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handed about; the number of ministries was increased and then de-
creased; ministries were divided and then reunited; ministries were
shifted from all-union to union-republic status and back again.
Through all this the basic formal organizational structures en-
(ti-ured, until Gorbachev’s innovations brought about their destruc-
ion.

Another theme that pervaded the saga of reforms was the plan-
ners’ seeming conviction that finding the “perfect” plan and plan-
ning routines would lead to similarly “perfect”’ performance by ex-
ecutants. In search of the optimal plan, postwar planners turned to
modern computer technologies and mathematical models. Alter-
ations often were made in planning procedures and routines. The
number of plan targets set centrally for firms went through cycles
of being decreased and then increased. Specific targets were rede-
fined to make them more “scientific.” Terminologies were
changed—from mandatory “plan targets”’ to mandatory ‘“‘state
orders.” Procedures were periodically altered in efforts to resolve
the perennial tension between ‘“‘branch” and ‘“regional” planning.
Planning through ‘“program-goals” approaches and comprehensive
planning for key industrial “complexes” and regions were added to
Gosplan’s burden and superimposed on the ordinary routines. The
" fecklessness of the persistent efforts to make central planning work

better is shown by a growing divergence between plans and actual
results. In the final Soviet five-year plan (the twelfth) for example,
the plan called for an average annual growth of 4 percent in GNP,
but the rate achieved was less than 1 percent, as was also true for
industrial production, for which average annual growth of 4.6 per-
cent was targeted.

A third focus of the treadmill of within-system reforms was the
degree of autonomy that should be given to enterprises and the
design of incentive schemes for their managers. The situation was
one of ebb and flow, in which the planners broadened the decision-
making authority for firms in varying degrees and areas, and then
retracted all or parts of the newly delegated authority. Although
by no means removed from the dictates of their ministries and cen-
tral plans, firms were given by far the most extensive delegation of
authority in Gorbachev’'s 1987 package of reforms with its new
"Statute on the State Enterprise. In the growing macro-disarray of
the latter 1980s, firms in practice were able to exercise ever more
independence. They found that they often could ignore the frantic
efforts of their superiors to rein them in, behavior that contributed
importantly to bringing down the system of centralized planning.

The frequent alterations in the permitted autonomy for enter-
-prises were accompanied by alterations in the criteria for assessing
their success and rewarding their managers. While Stalin and
Khrushchev focused almost singlemindedly on meeting plans for
production in physical and value terms, their successors in their
subsequent packages of reforms tried out a seemingly endless
number of other combinations. In the 1965 package, meeting the
plan targets for key products in physical units was still required,
" but bonuses were made dependent on targets for sales and profit-
ability. When that complicated scheme did not bring the desired re-
sults, other criteria were added—notably meeting plans for labor
productivity and improved product quality. Later, the emphasis
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shifted to contract fulfillment as the principal criterion for success.
In effect, the planners sought to devise schemes that would induce
socialist firms to increase production, improve efficiency across the
board, improve the quality of products, and pay attention to cus-
tomers. In a word, they were attempting to elicit capitalist behav-
ior from socialist firms without placing them in a capitalist envi-
ronment. This was one more failed attempt at squaring the circle.

ENDING THE TREADMILL OF SOVIET-TYPE REFORMS

While Mikhail Gorbachev was fond of characterizing his reform
initiatives taken before 1990 as both “radical” and “revolutionary,”
as formally laid out they were neither; in fact, they were a continu-
ation of the decades-long treadmill. 1! But they did contain ele-
ments of radicalism, and they set in motion forces that uninten-
tionally catapulted the Soviet economy off the venerable treadmill
and into an era of reforms that in concept really are both radical
and revolutionary. The reforms adopted in Gorbachev’s first few
years of tenure contained two important innovations that were
harbingers of things to come. First, he started a discussion about
property ownership and launched an expansion of the private
sector through legislation on private and cooperative economic ac-
tivities. Second, he began the process of dismantling the state mo-
nopoly on foreign trade. But the real breakthrough occurred in
1990 in a series of developments that brought a sea change on the
economic reform front. Since these events have been detailed else-
where, a summary will suffice to make the point. 12

In that momentous year, truly radical reform programs were
promulgated and some of them were approved by more or less
democratically elected legislative bodies. These programs were rad-
ical in the sense that if they had been implemented as intended,
they would have dismantled the venerable institutions of socialist
central planning and ultimately replaced them with those appro-
priate for a market economy with a sizeable public sector. The har-
binger of those historic developments was the so-called “Abalkin
Blueprint” set forth in the fall of 1989, which for the first time
made property ownership the centerpiece of reform. 13 This theme
also figured in a more subdued way in the more conservative pro-
grams set forth by the Ryzhkov government in December 1989 and
in May and September 1990. The most radical of the programs,
however, appeared in August 1990 as the much-touted “500 day”
(Shatalin) Plan. 14 This program was unprecedented both for its
stress on property ownership and for its fast timetables for ‘“desta-
tizing” and privatizing state property and for decontrolling prices—
steps that are essential to creating a market economy.

The basic features of this plan were incorporated in more gener-
al terms in the so-called Presidential Plan that was adopted by the

!1 Details are given in Gertrude Schroeder, “Gorbachev: Radically Implementing Brezhnev’s
Reforms,” Soviet Economy, October-December 1986, pp. 289-301 and “Anatomy of Gorbachev’s
Economic Reforms,” Soviet Economy, July-September 1987, pp- 219-241.

32; &rtmde Schroeder, “A Critical Time for Perestroika,” Current History, October 1991, pp-

13 See Ed A. Hewett, “Perestroika Plus: the Abalkin Reforms,” Plan Econ Report, No. 48-49,
December 1, 1989.

!4 See Ed A. Hewett, “The New Soviet Plan,” Foreign Affairs, Winter 1990/91, pp. 146-167.
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- federal legislature on October 19, 1990. 15 The language and char-
acter of this document stand in marked contrast to those contained
in the 1987 package of reforms. Thus, the document states, “The
choice of switching to a market has been made, a choice of historic
importance for the country.” Unlike its many predecessors, this of-
ficial document outlined measures appropriate to that goal. Under
its general authority, the government in early 1991 sharply in-
creased both wholesale and retail prices, but also freed some 40 to
45 percent of them to be determined through contractual negotia-
tions or to have ceilings, which proved largely unenforceable. This
unprecedented step by the central government made it easier for
tilggzsuccessor republic governments to free most prices in January

In addition to comprehensive reform programs, the year 1990
also marked a watershed in the extent and kinds of reform legisla-
tion adopted by both the central and the republic governments. A
mere list of their subjects shows their unprecedented nature. They
concern: property ownership in general, ownership and disposition
of land, operating rules for enterprises regardless of ownership,
promotion of small businesses, prevention of monopoly and demon-
opolization, establishment of a Western-style central bank and
commercial banks, creation of a uniform system of taxation of prof-
its, setting up joint stock companies and securities markets, privat-
ization of property, foreign investment, and entrepreneurship (pri-
vate economic endeavors). Although legislative progress was
uneven among republics and individual laws were flawed and
sometimes conflicted with federal laws, this experience in 1990 and
1991 was a vital learning process for the new states-to-be; they did
not have to start from scratch.

Other remarkable developments—and indeed essential ones—
contributed to the breakthrough on the reform front in 1990 and
its solidification in 1991. Above all, there was the meteoric ascend-
ancy to power of republic governments. Even under the old order,
this would have been required for effective economic reforms; in
the new order, the republics gained experience for the first time in
governing rather than merely administering their territories.
Second, the central Communist Party’s role in the economy and so-
ciety was shattered, a sine qua non for market-oriented reforms.
Third, the Marxist-Leninist ideology faded away, bringing with it a
radical change in the language of economic discourse (although the
ideology’s mindset still seems to dominate much of the economics
profession). 16 Fourth, the onrush of events dealt a fatal blow to
the institutions of central planning, rendering them unable to en-
force their will on economic agents. Fifth, the cumbersome and in-
efficient CMEA trading system was ended, along with the organiza-
tion itself.

While these developments combined to bring about a fall in
output, accelerating inflation, a sharp decline in trade among re-

15 The formal title of the Plan is “Basic Guidelines for Stabilization of the National Economy
and Transition to a Market Economy.” Izvestia, October 27, 1990.

16 See Michael Alexeev, Clifford Gaddy and Jim Leitzel, “Economics in the Former Soviet
Union,” Journal of Economic Perspectives, Spring 1992, pp. 137-148 and Pekka Sutela, Economic
TKBolught and Economic Reform in the Soviet Union, Cambridge, Cambridge University Press,
1991.
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publics and foreign trade, and growing economic chaos, !7 they ef-
fectively ended Soviet-type reforms. From then on, economic
reform would take a totally different character. Moreover, amidst
the mounting disarray in the macro-economy, critically important
things were happening that are essential to the future of the tran-
sition to the intended new economic order. At the micro-economic
level, ordinary people began to take charge of their lives in myriad
ways; entrepreneurs appeared in rapidly growing numbers; enter-
prises acted ever more on their own in pursuit of self-interest; local
and regional governmental bodies started to take charge of their
own affairs; foreign firms continued to invest in the region in in-
creasing amounts and numbers (albeit still small in total); and a
multitude of individuals and organizations at all levels in society
were interacting with their counterparts abroad in a wide range of
endeavors. In its totality, the scale of all of this is large and it is
growing.

FroM CENTRAL PLANNING TO A MARKET EcoNomMYy: WHAT Is To BE
DonNEg?

Before its demise in late 1991, the Soviet central government had
committed itself to a choice of historical importance—to institute a
market economy with its radically different institutions to replace
the failed economic system of socialist central planning. This deci-
sion was a recognition at long last of the futility of further at-
tempts to reform socialism. As of now, each of the 15 successor
states has made a similar commitment. Their aim is to join the
international community as well-functioning market economies
that can generate economic growth and improve living standards
for the people. The goal is often put as one of creating a “normal
economy.” Economic theory and world experience define clearly
the basic characteristics of a successful market economy. They are:
the majority—three-quarters or more—of land and capital assets
are in private hands with property rights that are clearly defined
and legally protected; production is guided by consumers through
flexible prices; the economic role of the state is limited to defining
and enforcing property rights, ensuring macro-economic stability,
and providing public goods as chosen by the political process. For
the new states bent on creating a market economy, this means,
simply put, privatization of most now state-owned property, remov-
al of controls on prices and economic activity, and institution of a
new role for the state.

Whereas economics delineates the essential characteristics of a
market economy, it has no agreed-upon theoretical model that pre-
scribes an optimal strategy for transforming one economic system
into another one. But when that possibility became real in the late
1980s (first in Eastern Europe), mapping the transition presented a
new and exciting challenge for mainstream economists. Many of
them quickly took it up. The result was a lively debate among
Western economists, and a subdued one by Soviet economists,
about what steps must be taken to bring about a market economy

!7 For details on the performance of the economy in this period see the paper by James H.
Noren and Laurie Kurtzweg in this volume.
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and about the sequence and speed with which they ought to be
taken. 18 Early on, the issues came to be discussed in terms of “Big
Bang” versus gradualism and in terms of whether macro-economic
stabilization should precede privatization or vice-versa. Western
economists were quick to provide their own “optimal” recipes for
accomplishing both of these major tasks. In the process of proffer-
ing policy advice to the post-communist governments -and interact-
ing with them, Western mainstream economists learned much
about the entrenched economic and political legacies of socialism,
and Soviet economists learned much about the desiderata for a
market economy. In the meantime, the countries of Eastern
Europe were providing models and experience in diverse transition
paths and privatization schemes.

Out of these debates and experience has come a broad consensus
about what must be done to transform a centrally planned econo-
my into a market economy and to deal with the legacies of many
decades of economic development under socialism. These tasks are
the following, not necessarily in time sequence:

1. Stabilization. Inflation must be brought under control through

-drastic reduction in budget deficits and restricted credits.

2. Liberalization. Prices must be freed from controls, profit-seek-
ing business firms and farms must be allowed to decide for them-
selves what to produce and how to produce it, and firms must be
able to engage freely in foreign trade. The currency should be
made convertible as soon as feasible.

3. Privatization. Most land and capital assets must be put into
private hands and market arrangements set up for the exchange of
such assets. Individuals and groups must be free to establish new
private businesses with ease. Monopolies must be broken up.

4. Regulation. The state must assume the role of regulator of the
macro-economy and of business activity using instruments that pro-
mote well-functioning markets through their influence on decisions
of individuals and firms. The state itself should provide legal and
social protection and supply public goods and services in amounts

- and kinds chosen by electorates.

5. New institutions. Legal, accounting, and statistical systems ap-
propriate for a market economy must be established and new fi-
. nancial institutions created, such as a central bank and a network
of private commercial banks, insurance companies, and securities
exchanges.

6. Restructuring of production. The mix of goods and services pro-
duced must change and the land, capital, and labor resources must
be redeployed in accord with the preferences of consumers at home
and abroad. The state may play a role in such restructuring but

18 There is already a large literature on the economics of transition. For example: “Symposi-
um on Economic Transition in the Soviet Union and Eastern Europe,” Journal of Economic Per-
spectives, Fall 1991, pp. 3-162. “The Economic Transition in Eastern Europe,” Comparative Eco-
nomic Studies, Summer 1991, pp. 9-177. Merton J. Peck and Thomas J. Richardson (eds.), What
is to be Done? Proposals For the Soviet Transition to the Market, New Haven, Yale University
Press, 1991. Christopher Clague and Gordon C. Rausser, The Emergence of Market Economies in
Eastern Europe, Cambridge, Mass., Blackwell Publishers, 1992. Hans Bloomestein and Michael
Marrese (eds.), Transformation of Planned Economies: Property Rights Reform and Macroeco-
nomic Stability, Paris, OECD, 1991. OECD, Reforming the Economies of Central and Eastern
Europe, Paris, OECD, 1992. Peter Murrell, “Big Bang versus Evolution,” Plan Econ Report, no.
26, June 29, 1990. Entire special issue, Economics of Planning, vol. 25, no. 1, 1992. Janos Kornai,
The Road to a Free Economy, New York, W. W. Norton, 1990.
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o_ug};tlsnot to dictate its directions, which should come from market
signals.

Couched in summary form, these are the six major sets of tasks
that must be carried out by each of the 15 successor states, if they
are to create a reasonably well-functioning market economy start-
ing from the physical, human, institutional, and economic legacies
of central planning. Each of these major tasks encompasses a mul-
titude of specific tasks and entails numerous and perhaps conflict-
ing choices. What has to be done economically is gargantuan, and
the tasks must be accomplished through political processes that are
still in formation everywhere. While economists agree that stabili-
zation—creating a credible currency—has to take precedence in the
inflationary environment that was inherited from perestroika, the
sheer magnitude and inter-connectedness of the tasks would seem
to require that a start be made on almost all fronts simultaneously.
The new states will choose their own particular paths and paces of
reform. Even though they have common legacies and large econom-
ic interdependencies, these choices will be influenced by the politi-
cal, social, and economic particularities in each state.

WHAT Has BEEN ACCOMPLISHED?

During late 1990 and 1991, before the breakup of the U.S.S.R., all
the republics had adopted some of the kinds of legislation that rep-
resent steps toward a market economy. Several of them had pro-
mulgated their own comprehensive programs for econemic reform.
One republic—Estonia—had decontrolled most prices. Evidently
convinced of the inability of the central government to spearhead
reform, Russian President Boris Yeltsin in late October 1991 out-
lined a sweeping set of reforms that Russia intended to implement
on its own within a short time. Following the center’s demise, -
newly independent Russia began to carry out its program with
vigor. Because of their interdependencies and the fact that the
ruble is their common currency, the other new states have been
forced to follow suit in some respects, notably in the decontrol of
most prices. In other respects, the new states are going their own
ways, most prominently in the methods and pace of privatization
and in agricultural reform. With their independence now recog-
nized by the international community, the former Soviet republics
are being admitted to membership in the European Bank for Re-
construction and Development (EBRD), the IMF, and the World
Bank with a speed that is unprecedented and astonishing. Delega-
tions from these international organizations, along with many pri-
vate advisors, are now working with the new states to further the
process of reform.

Even at this very early stage, it is useful to review briefly what
has been accomplished in the new states in less than a year of in-
dependence. In offering these brief surveys, we focus on major es-
sentials and eschew a mass of detail. We also note the extraordi-
nary difficulties in sorting out statements of intent, formal pro-
grams, laws passed, and implementation of legislated reforms in
practice. The information was obtained from a wide variety of
sources, including IMF surveys, Joint Publications Research Serv-
ice (JPRS) Reports and the press; a few major sources are cited in
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footnotes. Of course, each new state’s progress deserves much fuller
treatment than can be given in this paper, and no doubt will get it
as time passes. We reserve overall evaluation of the state of the
reform process in the post Soviet Union to a concluding section.

RUSSIA

In the course of its struggle for sovereignty in 1990 and 1991,
Russia began to lay the foundations for radical economic reform. In
those years, legislation was adopted on property ownership, land
use, privatization of state property, joint stock companies, demono-
polization, and freedom of enterprise. Subsequently, some of this
legislation was amended and new reform-related laws and presi-
dential decrees adopted. President Yeltsin’s reform initiative in Oc-
tober 1991 outlined plans for bold action in the areas of price liber-
alization, currency stabilization, and privatization. This program
was amended in February 1992, and in June a three-year program
to implement specified reforms was announced. 19

Progress has been made on a broad front. Prices have been freed
for some 90 percent of consumer goods and 80 percent of producer
goods, with the prices of the others, most notably energy, being
raised manyfold. The initial price explosion in January eliminated
the money overhang in the consumer sector and returned many
goods to the shelves. The rate of inflation was brought down
through sizeable (albeit still insufficient) reductions in the budget
deficit. Reducing subsidies and restricting credit for the large state
enterprises is proving difficult to do. New value-added and general-
ly uniform profits taxes were adopted. A start was made on bank-
ing reform, with interest rates raised sharply and a number of pri-
vate commercial banks established. Many restrictions on freedom
to found new businesses have been removed, most notably in the
area of trade; moreover, all enterprises are now free to engage in
foreign trade, with some products still subject to licensing and a re-
quirement that half of all hard currency earnings be sold to the
state at market rates of exchange. Foreign exchange rates have
been unified and a nascent foreign exchange market is in being.

A program is under way for extensive privatization taking a vari-
ety of forms, with plans to adopt a voucher scheme later this
year. 20 A process of voluntary decollectivization of agriculture has
been started, involving the transformation by vote of the work
force of collective and state farms into cooperatives, joint stock
companies or associations of individual peasant farms.2! As of
July 1992, there were 130,000 of these farms, and the number has
been growing rapidly. New pension, unemployment compensation,
and worker retraining programs are in place, with partial index-

18 For a full description and analysis of Russia’s economic reform see James H. Noren, “The
Russian Economic Reforms: Progress and Prospects,” Soviet Economy, January-March 1992, pp.
3-41. For another ap&:isal see Vladimir Capelik, “Yeltsin’s Economic Reform: A Pessimistic
Appraisal”’, RFE/RL Research Report, vol. 1, no. 4, 24 January 1992.

20 For a status report on the private sector in Russia see the paper by Sandra Hughes and
Scot Butler in this volume.

21 For details see Kenneth R. Gray and Yuri Markish, “Russian Land Privatization: Two De-
crees Forward, One Decree Backward?,” USDA, Economies in Transition Agriculture Report,
January/February 1992, pp. 7-16. Timothy N. Ash, Robert Lewis, and Tanya Skaldina, “Russia
Sets the Pace of Agricultural Reform,” RFE/RL Research Report, vol. 1, no. 25, 19 June 1992,
pp- 55-63. '



73

ation of wages being sanctioned. Finally, an impressive start has
been made on the restructuring of production simply by virtue of a
drastic reduction in military expenditures and a new program that
allows defense enterprises to devise and execute their own strate-
gies for conversion. It appears also that budgetary investment is
being largely confined to financing economic and social infrastruc-
ture.

WESTERN REPUBLICS

Ukraine, Belarus, and Moldova have much in common. The gov-
ernments in all three states have stated their intention to create
market economies and have taken significant steps to do so via leg-
islation and programs, but implementation has been slow thus far.
Most prices were freed in early January 1992, but more of them
remain regulated than in Russia. All three states have tentative
plans to introduce their own currencies, Ukraine being the farthest
along on this path. Each has its own national bank and has made a
little progress toward commercializing its banking system. In 1992,
each state reformed its tax system, replacing the old turnover and
profits taxes with new value-added taxes, uniform profits taxes and
a variety of explicit excise taxes, but none has achieved adequate
control over budgetary expenditures and bank crediting. All three
have social safety nets in place, with that of Ukraine being the
most generous and containing provisions for nearly total index-
ation of wages to compensate for price increases. By early 1992, the
legislatures in the three states had adopted laws on ownership of
property and land, freedom of economic activity, demonopolization,
and privatization of state property. A law on privatization of hous-
ing took effect in Belarus on July 1, 1992. Although the change in
ownership of property has been miniscule thus far, the govern-
ments have recently announced plans to implement the process.
All three have yet to do much in the area of agricultural reform,
although Ukraine had managed to create 10,000 private farms as of
mid-year 1992, despite much resistance. Besides political conserv-
atism, progress on reform in Moldova has been slowed by the mili-
tary conflict over the status of the Dniester region and in Ukraine
by sparring with Russia about jurisdiction over the Crimea and
over the military forces of the former U.S.S.R.

TRANSCAUCASIA

Like the Western republics, Georgia, Azerbaidzhan, and Armenia
have managed to adopt some of the key legislation needed to ac-
complish their stated objective of marketizing their economies, but
(except for land reform in Armenia) little has been done to imple-
ment these laws and decrees. In their brief period of independence,
these three states have been plagued with ethnic strife and (in
Georgia and Azerbaidzhan) by struggles over control of the govern-
ment. Following Russia’s lead, the three states decontrolled most
prices in early 1992. Azerbaidzhan and Armenia have plans to
adopt their own currencies ultimately, and the new Georgian
reform program raises that possibility. All three states now have
their own national banks and a few private commercial banks, and
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all three have replaced the old turnover and profits tax arrange-
ments with new value-added, profits, and excise taxes.

With regard to property ownership and privatization, the picture
is one of diversity. Armenia has adopted such legislation, along
with a program for land reform under which about 80 percent of
all agricultural land formerly in the hands of state and collective
farms has been privatized and some 165,000 individual farms estab-
lished. 22 Azerbaidzhan in early 1992 adopted two major pieces of
reform legislation—a new law on land use and a decree on “Urgent
Measures” for demonopolization, destatization, and privatization of
property. It seems, however, that the last has yet to be buttressed
with specific legislation and a concrete plan for implementation.
Although Georgia had adopted major legislation on property
(mainly in 1991), only in mid-May 1992 did it manage to formulate
a comprehensive reform program, which calls for extensive privat-
ization by a variety of methods over the next several years. Under
the earlier legislation, however, the republic has put state housing
into private hands through gifts and has begun to give peasant
families free plots of land of 1.25 hectares. Under this land reform
program the government plans to privatize roughly half of all agri-
cultural land by mid-1992 and later on to begin disbanding the
large state farms.

CENTRAL ASIA

Although there are important differences in the vigor of political
support, the leaders of each of the Central Asian states including
Kazakhstan have stated that they are committed to achieving a
market-oriented economy. Up to now, their approaches have been
conservative, and on the whole not much has been accomplished as
yet. Nevertheless, most prices have been freed in each republic, but
each has rolled back some consumer prices in early 1992. Each one
has set up its own central bank, mainly based on laws adopted in
1991, but little has been done to commercialize the banking system.
As of early 1992, however, all five republics had reformed their tax
systems, with value-added profits and excise taxes replacing the old
turnover tax and profits taxes. As of now, these states seem intent
on remaining in the ruble zone, despite recent talk of setting up
their own currencies in some of them.

With regard to property ownership, destatization, and privatiza-
tion, there is considerable diversity. By early 1992, all states had
adopted laws on land use, privatization and freedom of economic
activity. They (except apparently Tajikistan) have taken initial
steps to destatize the farm sector. Uzbekistan, for example, has dis-
tributed free parcels of land to peasant families on the principle of
extended leasing with inheritance rights; it plans to deal with loss-
making collective farms in this way. Turkmenistan is taking a
similar approach. The region’s frontrunners in the reform proc-
ess—Kazakhstan and Kyrgyzstan—began agricultural reforms in
1991 with measures to create peasant farms, sell off or otherwise
“privatize” loss-making farms, and transform collective farms and

22 For details on the Armenian land reform see USDA, Economies in Transition Agriculture
Report, May/June 1992, pp. 14-17.
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state farms into true producers’ cooperatives. 22 At the beginning
of 1992, there were over 3,300 peasant farms in Kazakhstan and
over 4,000 in Kyrgyzstan. A recent decree provides for rapid privat-
ization of the food processing industries. These two states are out
in front also in their programs for privatization of the nonagricul-
tural sectors. 24 Both states are taking phased approaches that set
ambitious targets for fairly speedy privatization of most state
assets, including housing, in the next few years. Privatization is to
be accomplished in a variety of ways including distribution of free
vouchers to employees. According to an official of the Kazakh State
Property Committee, 2,426 small and medium-size establishments
had been sold as of June 1, 1992. Although progress has been slow,
both states have recently publicized measures to speed up the proc-
ess. In the other three republics, forward motion has been slowed
by more conservative governments.

THE BALTIC STATES

During their three-year struggle for independence, Estonia,
Latvia, and Lithuania not only led the rest of the former Soviet
Union in setting the goal of establishing a market economy, but
also in conceptualizing programs for accomplishing the transition
and starting the process. All three republics had freed most prices
and abolished most consumer subsidies in 1991, earlier than else-
where; Estonia dropped all subsidies on food and rents in May
1992, something not yet done even in Russia. All three states have
independent budgets and central banks. in June 1992, Estonia
adopted its own currency—the kroon pegged to the German
mark—and the other two Baltic states are moving to do so, perhaps
by the end of the year. All three have replaced their old Soviet-
style tax systems with value-added, corporate income, and explicit
excise taxes. The three states also have established their own social
security systems and have taken measures to protect benefits from
erosion by inflation.

With regard to fostering a private sector, again the Baltics led
the way. When individual labor activity and the formation of coop-
eratives were sanctioned by new Soviet laws in the 1980s, their
peoples responded with new businesses formed in numbers signifi-
cantly greater than their relative shares in the Soviet population.
Each state has adopted legislation and started implementing their
stated intent to dismantle the state and collective farms and en-
courage peasant farming; their programs allow private ownership
of land and involve restitution of property confiscated by Soviet au-
thorities in the annexation of these states. 25 A Lithuanian law
also provides for the privatization of agricultural equipment. In
Latvia, some 45,000 private farms had been registered as of June
1992, compared with only 6,456 two years earlier. In the spring of
1992 there were 32,000 such farms in Lithuania and about 7,000 in
Estonia. Latvia has nearly completed the transformation of state

23 For details see Bess Brown and John Tedstrom, “Kazakhstan and K tan: Central
Asia’s Leaders,” RFE/RL Research Report, vol. 1, no. 17, 24 April 1992, pp. X

24 For details about the programs and Eprogress in Lithuania and Latvia see the articles by
Saulius Girnius and Dzintra Bungs in RFE/RL Research Report, vol. 1, no. 11, pl?. 67-79.

25 For details see OECD Draft Report, Agrarian Reform in the Baltic States, Paris, June 1992.



76

and collective farms mainly into joint stock companies eventually
to be privatized, and a similar process is actively under way in
Lithuania.

The three states also have adopted a variety of legislation foster-
ing the privatization of nonagricultural property and housing.
Their approaches differ, but all involve restitution of confiscated
property, some form of voucher scheme and privatization through
several means, and the countries are proceeding to implement
these programs. Under the Lithuanian program, according to the
Prime Minister, two-thirds of the state’s property was to be priva-
tized by the end of 1992. Lithuania’s legislation establishes invest-
ment accounts for citizens and indexes them partly for inflation.
These funds can be used to purchase shares in firms or to buy
housing. While sales of state firms have gotten off to a slow start,
some 60 percent of eligible housing had been sold by the end of
June 1992. Building on legislation passed in 1991, Latvia in Febru-
ary-March 1992 adopted an array of legislation providing the legal
basis for privatization and actively promoting the process, but im-
plementation has been slowed by the unresolved citizenship ques-
tion. Although Estonia has managed to privatize a small part of its
services establishment and to convert a sizeable number of firms to
joint stock companies, the process here, as in agriculture, has been
slowed by the complexities of restoring property to former owners.
Finally, all three states have rather liberal laws designed to attract
foreign investment, and they (especially Estonia) appear to have
been somewhat more successful than the other former Soviet re-
publics in obtaining it, mainly from the Nordic countries. While
the reform agenda has by no means been neglected, the energies of
Baltic governments have been severely taxed by the mechanics of
establishing statehood, difficulties with the Russian government
over trade and troop withdrawals, and problems of trying to cope
with specific economic crises such as energy supplies.

CONCLUSIONS

In its last year of existence, the U.S.S.R. witnessed the culmina-
tion of the combined failures of courses of action it had long pur-
sued in two critical realms—its attachment to within-system eco-
nomic reforms and its vaunted “nationalities policies.” At long last
the leadership was forced to recognize that Stalin’s system of so-
cialist central planning could not be reformed and that escape from
a progressive deterioration in economic performance across the
board required replacement of that venerable system with the in-
stitutions of capitalism. As a consequence, the decades-long series
of attempts at within-system economic reform came to an end.
Moreover, the spectacular failure of nationalities policies to create
a cohesive nation-state on a territory populated by many diverse
ethnic groups was manifested in the dissolution of the Soviet
Union itself. Indeed, by creating an administrative structure—the
union-republics—based on the traditional homelands of major
ethnic groups, the Soviet state had sown the seeds of its own de-
struction. Once the union government’s reins were loosened under
the policies of glasnost and perestroika, the result was a bloodless
revolt of the republics that proceeded swiftly and ended in replace-
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ment on the world stage of the unitary Soviet state by 15 new sov-
ereign states. Each is a nation-state in the sense that an indigenous
ethnic group is dominant in its total population. The speed with
which the Soviet state self-destructed gave its successor states—
even giant Russia—scant time to assume the many tasks once per-
formed by the center and to prepare for their new status in the
international arena. The spearheading of economic reform and the
overall management of the macro-economy were among the critical
functions that had been assumed by the now defunct center.

In order to gain perspective on what the new states have accom-
plished thus far in the area of economic reforms, we must remind
ourselves of what are the most urgent of the tasks of new state-
hood. The burden on their new inexperienced governments is im-
mense. In the area of foreign relations, the new states must now
formulate their own foreign policy, establish diplomatic relations
with foreign states (among them the other former republics of the
defunct U.S.S.R.), and negotiate new international agreements on a
wide range of matters. They also must establish a presence in a
multitude of international organizations. Related to these tasks,
the new states must decide on matters of national defense, includ-
ing how to disentangle the formerly unified Soviet defense estab-
lishment. In the domestic political arena, the new states need new
constitutions, laws, and administrative structures suited to inde-
pendence. The political processes need to be managed to ensure a
reasonable degree of stability of government in order to formulate
and execute policy over a broad spectrum. Among the most urgent
issues for most of them is how to deal with their minority popula-
tions, including separatist demands in several states. In the social
arena, the new states must revamp their social systems and formu-
late policies to deal with urgent problems in public health, crimi-
nal justice, and the environment.

In the economic realm, the tasks are even more daunting and
also more pressing, since they concern the daily welfare of the
entire population. Pursuing the complex tasks of systemic reform
as sketched above is only one of them, albeit an urgent one, if eco-
nomic viability is to be sustained in the long run. While pushing
the reform process forward, the beleaguered governments must
cope with the daily crises stemming from the deep recession into
which their economies have been plunged by the collapse of the
center with its ability to command, by the steep decline in defense
spending, by the disarray in trade with former CMEA members
and the former republics, by worker strikes or strike threats, and
by ethnic strife. The new states must now manage their own public
sectors and try to balance their own budgets. Moreover, they need
to find ways to maintain social peace during the difficult period of
transition and to build a political constituency for continuation of
the reform process so as to maintain its credibility. In the interna-
tional arena, they must forge new economic relationships with
other countries, interact with them through international organiza-
tions, and seek economic aid and foreign investment. Finally, they
must deal with the cacophony of voices, both from their own econo-
mists and from those in the West, espousing one or another pro-
gram for reform. Fascinated and challenged by the issues of sys-
temic transformation, the latter have pelted the new governments
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with advice on how to do it, advice that is often conflicting and
sometimes reflects inadequate understanding of the many legacies
of the old ways and the political and societal constraints on the pol-
icymakers in these fledgling states.

Given the revolutionary nature of the many-faceted transforma-
tion from subservience to independence, the speed with which it oc-
curred, and the excessive burden on the new governments, the
progress on economic reform made thus far is remarkable. In vary-
ing ways and degrees, the new states have been able to build on
what has been accomplished while the old regime (although in-
creasingly ineffectual) was still in place. That severe difficulties
have been encountered in putting legislated changes into practice
is only to be expected. Human attitudes and habitual ways of doing
things change slowly in all societies: But there is much evidence
that such changes are indeed taking place. 26 That the details of
specific facets of the reform agenda, e.g., privatization, are subjects
of intense political controversy also is to be expected, since the new
legislatures lack understanding of economics and are prone to pop-
ulism. Despite all this, the reform process remains in motion every-
where as of now, even in those new states beset by ethnic conflict.
Meanwhile, market processes are arising from below, as individuals
and firms alter their traditional behavior to cope with the new sit-
uations that they face. That such behavior often may be subopti-
mal and may even seem unjust (so-called spontaneous privatiza-
tion, for example) also should be expected, especially in the present
chaotic macro-economic environment in all the new states, where
governments are weak and legal systems unsettled.

Although systemic transformation is in process at long last in all
of the successor states, large elements of the old system remain in
place, a situation that could hardly be otherwise, given the brevity
of their independence. While formal central planning is absent, all
of the states have retained the system of state orders ostensibly
backed up with state-guaranteed supplies, as part of their desper-
ate effort to implement inter-republic trade agreements and to
meet what are considered essential state needs, such as assuring
food supplies for the cities and securing key products for export for
hard currency. State orders are no longer mandatory in Russia,
however, and most states have plans to reduce their role. Old-style
bureaucratic structures are still in place to administer these rem-
nants of the old central rationing system. But the use of state
orders to dictate and allocate even a decreasing share of production
is becoming increasingly ineffective, as producers ignore state
orders if they see fit and as regional units of the supply bureaucra-
cies do likewise. Governments are still trying to control the prices
of some key products, notably energy, raw materials, and agricul-
tural products, but such controls also are proving difficult to en-
force. Moreover, their continuance is creating acute financial prob-
lems, as firms and farms struggle to survive in a milieu of prices,
some free and some controlled. State ownership of property re-

26 Some of the strongest evidence on how popular attitudes are changing is provided by public
opinion surveys. See in particular Tatiana Zaslavskaia, “The Economic Situation, Food Prob-
lems and Public Opinion in Russia,” a paper given at the Geonomics Spring Seminar in Middle-
bury, Vermont, May 17-20, 1992.
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mains overwhelmingly dominant, and the process of privatization
is proceeding slowly. A stable currency has yet to be achieved.
Reform of financial institutions, in particular, is at an embryonic
stage. Only spotty progress has been made toward revamping the
old legal, accounting, and statistical systems. As for restructuring
the mix of production, however, much alteration is occurring willy-
nilly, as defense production falls and conversion to civilian prod-
ucts is attempted, as firms and farms spontaneously or under gov-
ernment prodding alter their product mixes, as the private sector
oriented toward consumers expands, and as such investment as is
taking place in the present chaotic conditions gravitates toward
consumer-oriented sectors.

The tasks still ahead in establishing the conditions and institu-
tions of a viable market economy are awesome. They would severe-
ly tax the political and social fabric of even the most seasoned,
stable, and ethnically homogeneous democracy. But there is no eco-
nomic reason why they cannot be accomplished in time. Under the
best circumstances, the transformation will require many years,
and given the physical and psychological legacies, the full recovery
of the economies will be slow in coming. As is already clear, the
transformation process will be characterized by much diversity.
The Baltic states are already going their own ways, driven by their
goal of becoming a part of Europe as soon as possible. Ukraine
seems determined to take its own path to cementing statehood and
achieving economic reform. For the other non-Russian states, what
happens in Russia likely will be critical. If Russia continues to
push ahead with economic reforms, the smaller states will be com-
pelled to follow suit, at least as long as they remain in the ruble
zone and heavily trade-dependent on their giant neighbor. They
can learn from its experience. 27

In the final analysis, the future of the transformation process in
each of the 15 former Soviet republics will depend on factors that
have little to do with economics. 28 First and foremost is whether
they will remain as states within their present borders; the demo-
graphic-ethnic inheritance contains much potential for conflict
over territorial integrity, as is already evident. That factor aside,
the sustainability of economic reform depends on whether the new
entities can maintain reasonably stable and committed govern-
ments. Sustainability also depends on whether those governments
and their populations can avoid consuming their energies and re-
sources in ethnic conflict; up to now, this factor has hampered the
reform process and damaged the economies in several republics.

Although many observers are deeply pessimistic about the future
course of economic transformation in the former Soviet republics,
this observer is more sanguine. It is true that even with substantial
Western aid, the chances of substantial revival of their economies
in the near term are slim. Given the likelihood of continued eco-
nomic deprivation for much of the population and the consequent

27 Russia’s innovative attempt to keep the social peace and forge support for reform through a
mechanism called “‘social partnership” bears watching. For details see Elizabeth Teague, ‘“Rus-
siga;nz Govirél_rgsent Seeks 'Social Partnership’,” RFE/RL Research Report, vol. 1, no. 25, 19 June
1992, pp. .

28 For an elaboration of this argument see Gertrude Schroeder, “On the Economic Viability of
New Nation-States,” Journal of International Affairs, Winter 1992, pp. 549-574.
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strains on the political process, the course of economic transforma-
tion of course could stall. But progress by fits and starts is to be
expected in any case and seems the most likely course of events.
Patience by both participants and observers of this complex process
is required.

The new states, whatever their configuration, have little choice,
however, but to make haste slowly toward a market economy, the
only economic system that has proved its long-run viability. With
so many of the impediments to systemic transformation removed
by actions taken in the past two years, it would be a great tragedy
if the people and the political leadership of any of the successor
states failed to capitalize on those historic achievements and al-
lowed the reform process to bog down in another series of failed
attempts to stay the course. Worse still would be attempts to re-
store the old socialist order. The new states need to hold fast long
enough to cross the Rubicon; they must put a critical mass of
market-oriented institutional changes in motion such that the be-
havior of most individuals and firms will change fundamentally so
as to yield the fruits of the systemic transformation. But in con-
trast to the old treadmill of attempts to reform socialism, the goal
of transition to a market economy is feasible and can have a high
payoff, given time, patience, and appropriate international support.
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Branch, 1988 112
A3.1. US.SR.: Shares by -Branch in Total Value-Added of Industry by
Republic, 1988 113
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* Douglas Diamond is a retired CIA official, Gregory Kisunko is with the Center for Interna-
tional Research of the U.S. Census Bureau.
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Branch, 1980, 1985-90 119

FiGURE

1. US.S.R.: Alternative Measures of Growth in Industrial Output by Republic,

1981-89 86
SuMMARY

The deficiencies of the official measure of industrial growth for
the former Soviet Union are well documented. The official indica-
tor is unacceptable because of twin biases of new-product pricing
and double counting that normally exaggerates growth. In the first
instance, prices assigned to new industrial products are often too
high relative to prices for products to be replaced in view of the
changes in technology and quality. In the second case, bias from
double counting arises from increasing specialization in the produc-
tion of a given commodity when enterprises increase their depend-
ency on other enterprises for intermediate goods. !

This paper develops a series of synthetic measures of industrial
output for each of the 15 republics of the former U.S.S.R., remem-
bering that there is a wide difference in the regional distribution
by branch of industry.? Patterns of specialization in industrial
structure of the former republics were driven, in part, by the
uneven distribution of resources and, in part, by the historical
roots of economic development reaching into the pre-communist
era. Because the bias in the officially published measure of growth
is greater in some branches than others, a distorted view of past
overall industrial growth for the several former republics would
result if the All-Union discount for overall industry was applied to
each of the republics.

ALTERNATIVE WEIGHTING SCHEMES

Because of the biases in former Soviet Union measurement of in-
dustrial growth (generally upward), an alternative index of indus-
trial production has been constructed by the CIA. This independent
measure (referred to as “synthetic”’) presents a picture of Soviet in-
Eiustriz;.)ll g!it))wth different from that given by the official indicator
see table 1).

1 The problems with the official measure are discussed in CIA, Com&arir? Planned and
Actual Growth of Industrial Output in Centrally Planned Economies, ER 80-10461, A 1980;
Rush V. Greenslade, “Industrial Production in the USSR”, Vladimir G. Treml and John P.
Hardt (eds.), Soviet Economic Statistics (Durham: Duke Universit{} Press, 1972), pj). 155-194; Ray
Converse, “An Index of Industrial Production in the USSR”, U.S. Co oint Economic
Committee. USSR: Measures of Economic Growth and Development, 1950-80. Washington, DC:
U.S. Government Printing Office, December, 1982, p. 169.

2 If the bias in the official rate of growth was the same for all branches of industry, the cor-
rective adjustment in the official measure for overall industrial growth by republic would be the
same as for the All-Union measure.
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- TABLE 1. US.SR.: Comparative Measures of
Growth in Industrial Output, Selected Periods.

Average Annual Rate of Growth
(Percent)

Source: CIA data.

. * Tabular materials from the Office of Stavic and Eurasian
Analysis, CIA.
- ® Narodnoye Khozyaystwo SSSR (various years).

- Underlying the indicator for total industrial growth is a substan-
tial divergence by branch between the official and synthetic meas-
ures. As-would be expected, the upward bias for a branch with a
relatively - homogeneous and technically unchanging product mix
{e.g. fuels) would be less than for.a branch with a widely diverse
and technically changing product mix (e.g., machinery). The com-
. parative measures of average annual growth by branch of industry
for 1981-85 demonstrate this difference (see table 2).

- TABLE 2. U.S.S.R.. Official and CIA Growth Measures by Branch of
Industry, 1981-85.

Average Annual Rate of Growth (Percent)
Measure Difference
(1) minus (2)

Official

g

Branch

—
—
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WP et NN £ O ~d

Source: CiA data.
* Both columns 1 and 2 measures include output of defense durables as well as
producer and consumer durables.

In calibrating industrial growth for each of the republics the ap-
propriate measure requires counting only the net contribution or
value added. The value added for each branch of industry is the
summation of value added for each enterprise (i.e. profits, wages,
and payments to other factors of production). This requires the



84

elimination of the cost of materials and services purchased from
other enterprises (the “intermediate” product) because these are
included in the measure of output of the enterprise producing
them. The substantial difference in the structure of industry de-
pending on whether value added or gross output weights are used
1s shown in table 3.

TABLE 3. U.S.S.R.: Shares by Branch of Industry Expressed
in Gross Qutput and Value Added Terms, 1988.

(Percentage)
Branch Gt o vaie Addd
Total Industry.........oooooveeererrerrcereee. 100.0 100.0
Electric power..........co.o.....coveeeenee 38 81
Fuels 14 122
Metallurgy.....coc.ovcererrrrrsnane 9.6 9.0
Machinery..........oooeecevmrecsesnene 283 339
Chemicals.................. 6.8 18
Wood, pulp, and paper. 4.5 5.5
Construction materials. 38 6.2
Light industry......... 143 6.2
Food industry.......... 14.4 1.1
Other Industries®..........cccococerns 11 34

Source: see table A1.5 for source note on Gross value and table A3.1
for value added source.
* Not elsewhere classified.

In aggregating estimates of the value of output and indexes of
growth by branch of industry for the constituent republics of the
former Soviet Union a circuitous procedure is required. First, esti-
mates of ruble and growth measures by branch of industry for the
republics are derived according to official Soviet accounting proce-
dures. Indexes of growth for each of the industrial branches in
each republic are adjusted by the ratios of official to CIA syntheti-
cally derived measures for the former U.S.S.R. as a whole. The as-
sumption is made that regardless of the product (e.g., iron ore) and
sector (e.g., ferrous ores) composition, the relevant synthetically de-
rived adjustment factor for the branch (e.g., metallurgy) for the
country as a whole is applicable to each of the republics. To the
extent that product and sector composition within a branch of in-
dustry differ by republic, the appropriate adjustment for bias in
the official measures also differs. As a result, application of “cor-
rection” factors derived from All-Union branch data will lead to a
less than full adjustment.

Second, in order to achieve a more complete adjustment of CIA’s
synthetic measure and the adjusted official measure, the several
branches of industry of the adjusted official measure are aggregat-
ed by use of ruble weights that avoid double counting of product.
The latter is inherent in the unadjusted official measure that em-
ploys gross values of output (GVO) capturing the value of both the
intermediate product used (e.g., metals in machinery) and the
added value achieved by processing materials into final product
(e.g., converting metals into machinery). A rough measure of the
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value added from the processing of raw materials and other inter-
mediate product can by found in the officially constructed input-
output tables. For this purpose, the 1988 input-output table in pro-
ducer prices for each republic was employed to derive value added
weights by branch. This approach corrects for the distortion that
would result in deriving an overall measure of industrial growth
for each republic if indexes of growth by branch were aggregated
by use of gross values of output in the base year.

Finally, the time series of official indexes of gross value of outpit
by branch and by republic were weighted with value added rubles
by branch from the officially constructed input-output table for
each republic to achieve a synthetic official growth measure of
total industrial output. This permits achieving parallelism with the
“corrected” measures described above, i.e., both the official and
synthetic measures have the same weighting schemes.

The derivation of synthetic measures of overall industrial growth
for the 15 republics by the disaggregated method does lead to sub-
stantial differences and more accurate indicators of growth for
each of the republics (see Figure 1).

ResuLTS OF THE REVISIONS ON INDUSTRIAL PERFORMANCE BY
REPUBLIC

The two supplemental tables (Al.1 and Al.2) to Appendix table
Al provide the basis for deriving the Soviet official gross ruble
series of total industrial output by republic expressed in constant
prices. The derivation of the official gross ruble series for each
branch of industry for the 15 republics is carried out in Appendix
tables Al.4 and Al.5. The results of substituting branch of industry
value added weights for the gross value weights in aggregating the
official GVO indexes for each republic is shown in Appendix tables
A2 and A2.1.

The required “correction” factors by branch were derived from
the relationship between the official indicators of growth by branch
and the CIA indicators for the same branches, both for the Soviet
Union as a whole (Appendix table A5). These, in turn, are applied
to official indexes for each branch by republic to derive the weight-
ed results of the revised synthetic measures. The difference be-
tween total industrial output for each republic obtained by the two
synthetic methods is graphically shown in Figure 1 based on the
numerical results depicted in Appendix tables A6 and AT7. 3

3 To supplement the change in industrial output as a measure of performance, indicators of
change in use of resources in obtaining the new level of output is often used. This measure of
productivity is defined as the difference between the rate of increase in inputs committed to
industry and the rate of increase in output. If the rates of growth of synthetic measures of
output derived in this paper are lower than the rates officially claimed, productivity perform-
ance worsens. In short, the growth of output not explained by growth in labor, plant and equip-
ment and other inputs declines proportionally. The derivation of productivity measures is
beyond the scope of this paper.
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FIGURE 1. US.S.R.: ALTERNATIVE MEASURES OF GROWTH IN
INpusTRIAL OUTPUT BY REPUBLIC, 1981-90.
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FIGURE 1. U.S.S.R.: ALTERNATIVE MEASURES OF GROWTH IN
InpusTrIAL OUTPUT BY REPUBLIC, 1981-90.—CONTINUED
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FIGURE 1. U.S.S.R.: ALTERNATIVE MEASURES OF GROWTH IN
INpUSTRIAL OuTPUT BY REPUBLIC, 1981-90.—~CONTINUED
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FIGURE 1. U.S.S.R.: ALTERNATIVE MEASURES OF GROWTH IN
InpusTrIAL OuTtPUT BY. REPUBLIC, 1981-90.—CONTINUED
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OTHER RESULTS
COMPOSITION OF OUTPUT IN THE REPUBLICS

As indicated above, the composition of industrial output by
branch differs widely by republic. As a measure of republic special-
ization, location quotients were derived. The quotients shown in
table 4 measure shares in total industrial output in each republic
related to the corresponding shares for the country as a whole
(U.S.S.R.=1.00). As expected, the largest disparities in regional lo-
cation are in those industries with large extractive components ex-
emplified by selective republics that had little or no production in
fuels and metallurgy.

The three Slavic republics (Russia, Ukraine, and Belorussia)
dominated machinery with all quotients above 1.00. Somewhat sur-
prisingly, the three Baltic states with their technically literate
labor forces and relatively high level of sophistication in manufac-
turing processes and quality control had quotients below 1.00 for
machinery. This may have been a function of the large defense-re-
lated component in the machinery branch at the All-Union level
and the traditional emphasis on heavy industry in the three Slavic
republics. These same three republics had the lowest quotients
among the 15 in light industry (soft goods). The three republics of
Central Asia (Uzbekistan, Tadzhikistan, and Turkmenistan) with
their cotton-supported textile industries had light industry quo-
tients above 2.50. Because of the highly dispersed demand for its
product and its relatively low value per unit of weight, construc-
tion materials among the republics had the narrowest range of lo-
cation quotients (0.76—1.62 for 1988).



TABLE 4. U.S.S.R.: Republic Shares of Total Industrial Output and Location Quotients Based on Output by Branch, 1988.

Location Quotients ®

Light Industry  Food Industry

Construction
and Paper Materials

Wood, Pulp,

Machinery Chemicals

Meta||u;gy

Fuels

Electric Power

Share of Total
Qutput (percent) *

Republic
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carresponding shares for the US.S.R. as a whole.

quotients are in total industrial cutput in a republic refated to the

— = lero or negligible output.

= Based on ruble values in Appendix table 3.

Source: See table 8.

® | ocation



92

INTERNATIONAL COMPARISONS

The official GVO indexes give a distorted view of industrial
growth when compared to other countries. Table 5 below provides
the two measures of overall industrial growth for the 1980s for the
three Baltic republics and compares them to the growth rates for
the same period for the neighboring economies of Finland and
Sweden. When the inflated growth indicators are discounted to par-
allel measures of the two Nordic countries, the industrial growth
performance of the three Baltic republics roughly matches that of
Finland and Sweden.

TABLE 5. Comparative Measures of Industrial Growth,

1981-89.
Average Annual Rate of Growth
Official Revised

NooNe
~Nowvmwn

Sources: Baltics—Appendix tables A1.2 and A7; Finland and
Sweden—Annual Statistical Abstracts.

USE OF INDEXES IN POLICYMAKING

Given the misleading aspects of the official GVO indicator of
growth for industry and its component branches, the question
arises as to whether the systems directors (e.g., Politburo members,
planners) used these measures in judging success in meeting plan
targets and in making decisions affecting resource allocations. The
limited evidence, on balance, strongly indicates that the relevant
authorities: (1) were well aware of the shortcomings of the aggre-
gate performance indicators and (2) focused their attention on
physical measures at a much lower level of aggregation. As Stanley
Cohn has pointed out:

the stress on administrative allocation of resources is nec-
essarily microeconomic in concept. The party leadership
has been accustomed to conceive their goals in terms of
key intermediate products and perhaps final military prod-
ucts, but not the overall growth of the economy or of its
major expenditure components. Given both the preferences
of the leadership and the command principle of organiza-
tion it is not surprising that GNP indicators [and other ag-
gregates] have played a minor role in the formulation and
implementation of Soviet economic policies. 4

4 Stanley H. Cohn, “National Income Growth Statistics,” in Vladimir G. Treml and John P.
Hardt (eds.), Soviet Economic Statistics, p. 146.
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The strongest evidence that the system directors were well aware
of the upward bias in the claimed rate of industrial growth comes
from a 1980 study comparing plans and plan fulfillment indicators:

Comparison of the planned rate of growth of total industri-
al production with what the statistical authorities eventu-

. ally claim creates the mistaken impression that plans are
generally fulfilled. Yet when the achieved output levels of
industrial products are compared with plan figures in
physical terms, it becomes apparent that the overall plans
could not possibly have been achieved. ®

s National Foréig‘n Assessment Center, CIA, Comparing Planned and Actual Growth of Indus-
trial Output in Centrally Planned Economies, ER80-10461, August, 1980, p. iii.
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APPENDIX TABLES

The tabular materials use the following abbreviations for the
Soviet Union and the former republics: 8

USSR—Union of Soviet Socialist Republics

RSFSR—Russia

UkSSR—Ukraine

BSSR—Belorussia

UzSSR—Uzbekistan

KSSR—Kazakhstan

GSSR—Georgia

AzSSR—Azerbaydzhan

LSSR—Lithuania

MSSR—Moldavia

LaSSR—Latvia

KirSSR—Kirgizia

TSSR—Tadzhikistan

ArSSR-—Armenia

TurSSR—Turkmenistan

ESSR—Estonia

8 These republic designators are those used in the Soviet era. The new designators, reflecting
the advent of the Commonwealth of Independent States. were formally accepted by the Board of

Geographic Names in January 1992.



TABLE Al. U.S.S.R.: Official Measure of Grass Valve of Total Industrial Output by Republic, 1980, 1985-90. @
(Billons of Rubles)

Ramor USSR RSFSR USSR BSSR USSR KSR GSR AR USSR MSSR LaSSR KSSR TaSR ASSR TUSSR ESSR
e @ @ @ B @ O ® @ ) ) 1) 03) (149 03 18 1)

6668 4014 1268 268 197 224 91 102 105 82 90 53 49 60 36 53

4747 1507 352 248 266 112 127 132 102 106 67 59 80 41 6l
836.2 491 1570 376 262 279 114 125 138 105 110 70 60 84 43 64
8680 5135 1632 401 268 291 117 129 144 110 1§ 71 63 88 44 66
9019 5330 1699 427 277 302 121 134 153 114 19 76 66 87 46 68
9172 5404 1746 446 287 310 122 135 159 120 122 80 68 80 47 68
9062 5399 1744 456 293 307 115 126 155 124 122 79 68 74 49 68

Source and Methadology:

Column 1: Sum of columns 3 to 17.

Column 2: Gross value of output derived from data ed in various editions of the annual Soviet statistical abstract (Markhoz). T3Note to columns 1
and 2: The slight difference between the sums in columns 1 and 2 can be explained by the derivation procedure for the republics (see table 1.2). The use of
index numbers to extrapolate the ruble values oblained for 1986 by republic teads to small rounding errors. The largest difference in the time series is for 1988
when the 13.5 billion ruble gap between columns 1 and 2 comes to 15 percent of the All-Union control total of 808.6 billion rubles.

Columns 3 to 17: Kaprasy Ekonamiki; no. 4, 1990, p, 52. Source presented data for 1986 on industrial output for All-Union and union republics expressed
in per capita index number form. Using these data, taken together with the per capita ruble value of industrial output for the USSR from the same source, and
the average population in 1986, gross value of industrial output was derived for each republic (see table 1.1). All other years are obtained by extrapolating the
1986 values with the index series set forth in table 1.2, . .

» Official measure of gross output expressed in 1982 established prices.

G6



96
TABLE Al.1. U.S.S.R.: Derivation of Gross Value of Total Industrial Output by Republic,

1986. 2
lation (min. Reoubii
Po Calt Population (min. persons) . - ot
Republi Industrial Gote Outl)tll uﬁ"tn
epublic \ e
(USSOI‘{!I{OO) 1/1/1986 1/1/1987 fmwg 5 (m) r(u Mgl)l o(uptgrut
cent)
(n (2) 3) ) (5) (6) 0

1000 278784  281.689  280.237 29840 836226  100.0
1149 144080 145311 144696 34286  496.105 59.3
1030  50.994 51.201 51098 30735 157.049 18.8
125.5 10.008 10.078 10.043 37449 37.610
46.8 18.487 19.026 18757 13965 26.194
58.0 16.028 16.244 16136 17307 21921
13.0 5.234 5.266 5250 21783 11.436
61.8 6.708 6.811 6.760 18441 12.465
121.8 3.603 3.641 3622 38136 13.813
843 4147 4.185 4166 25155 10.480
139.9 2.622 2647 2635 41746 10.998
9l 4.051 4143 4097 17039 6.981
425 4.648 4.807 4728 12682 5.995
829 3.362 3412 3387 4137 8.379
431 3.210 3.361 3316 12861 4.264
131.7 1.542 1.556 1.543 41090 6.365

CONONDWW N LT n

Source and Methodology:

Column 1: Vaprasy Ekonomiki, no.4, 1990, p. 52.

Columns 2 and 3: Narkhoz 85 p. 8, for 1 January, 1986; Narkhaz za 70 et, p. 374, for 1 January, 1987.

Column 4: Arithmetic mean of data in columns 2 and 3.

Column 5: Ruble data for the USSR from Voprasy Ekonomiki, no.4, 1990, p. 56, applied to per capita indexes
for the republics in column 1 (USSR=100).

Column 6: Column 4 multiplied by column 5.

Column 7: Values by republic in column 6 divided by total for the U.S.S.R.

= Official measure of gross output expressed in 1982 established prices.



TABLE Al.2. U.S.SR.: Official Indexes of Growth of Gross Industrial Qutput by Republic and by Branch, 1980, 1985-90. =

Type of Output

Year

USSR RSFSR  UKSSR

A1)

2

3

BSSR UzSSR  KSSR

(4)

{5

(6)

GSSK AZSS

2

R
{8)

MSSR
(10)

LaSSR
()

KiSSR
(12)

TaSSR
{13)

AISSR  TuSSR

(19)

ESSR
(16)

Total Output

100.0
1193
1246

100.0
1182

///

100.0
1217
124.5
127.6
1317
1326
125.0

100.0
980
99.3
99.6
99.8
NA
NA

100.0
66.0

Ly

BoRw—838
WD a0

100.0

s=83888 111111 =&

100.0
1137
1182
1228
128.1

Pt

Frrrri



- TABLE Ai.2. U.S.S,R.:'Oﬁicial Indexes of Growth of Gress Industrial Output by Republic and by Branch, 1980, 1985-90. =

—Continued

Type of Output

RSFSR UKSSR BSSR  UzSSR KSSR  GSSR  AzSSR

(2)

3)

4

(5)

(6)

U]

(8)

KiSSR  TaSSR

(12)

(13)

Wood, pulp, and paper .....

Construction materials

1000
1330
1423
149.0

100.0

100.0
154.0
161.0
168.0
1810

NA

NA

100.0
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TABLE A1.2. U.S.S.R.: Official Indexes of Growth of Gross Industrial Qutput by Republic and by Branch, 1980, 1985-90. @

—Continued

Type of Output  Year uuss)n

RSFSR UKSSR BSSR UzSSR  KSSR  GSSR

@

3

4

(5

(6)

U]

AZSSR
(8)

LaSSR
{11

KISSR
(12)

Light industry ...........ccues 1980 100.0

100.0

100.0

Source and Methodology:

Data in columns 1 to 16 were taken from various statistical abstracts published by All-Union and republican statistical administrations (Gaskomstaf). (Sources available

upon request).

The indexes of growth for “industries n.e.c.” are those for total industry. This category includes miscellaneous products such as musical instruments, pencils, pens and

ink. The use of the overall industry indicator of growth has the effect of allocating “other industry” proportionaly among all of the branches.

* Based on ruble values of gross output expressed in 1982 established prices (1980=100).

® Not elsewhere classified.
NA = Not available.
— = lero or negligible.
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(Percent)
TaSSR ArSSR TuSSR  ESSR
2 @ @ G ® O @ (O a0 (@ (12 (13) (4 (15 (16)

USSR RSFSR UKSSR BSSR UzSSR KSSR GSSR AzSSR LiSSR MSSR LaSSR  KiSSR

(1)

TABLE A1.3. U.S.S.R.: Official Soviet Measure of Annual Growth by Republic and by Branch of Industry, 1981-90. ®
Year

Type of Qutput
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TABLE A1.3. U.S.S R.: Official Soviet Measure of Annual Growth bty Republic and by Branch of Industry, 1981-90. =

Continued

(Percent)

ArSSR - TuSSR  ESSR
(8 (0 an (2 (13 (d) (15 (16)

(8)

@2 @ @& ® (6

USSR RSFSR UKSSR BSSR UzSSR KSSR G(S7$'R AZSSR LISSR MSSR LaSSR KiSSR TaSSR

(1)

Year

Type of Qutput

Chemicals ..................
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Wood, pulp and paper ......

Construction materials......

Light industry ..............c....



TABLE AL.3. U.S.S.R.: Official Soviet Measure of Annual Growth by Republic and by Branch of Industry, 1981-90. * —

Continued

(Percent)

GSSR  AZSSR LISSR  MSSR KiSSR TaSSR ArSSR TuSSR  ESSR
M @ & ) an ) (13) (1) (15 (6)

(5) (6

4

(2)

USSR  RSFSR Ui((%k BSSR UZSSR  KSSR

(1)

Year

Type of Qutput

102

~ -

S - W wr w00~
3 L —

NENCHT T mmBnS

IRTSEE
g
I
=it 3

Food industry.........ccournms

Other industries ©.............

= Based on ruble measures of gross output expressed in 1982 established prices.

Source: Based on cumulative indexes given in table AL.2.

e annual.

® Avereaf
< Not elsewhere classified.



TABLE Al.4. US.SR.: Gross Value of Industrial Qutput by Republic and by Branch of Industry, 1980, 1985-90. =
(Billions of Rubles)

peof Oupit  Year USSR RSFR UKSSR BSSR USSR KSR GSSR AZSSR LSSR MSSR LaSSR KISSR TaSSR ASSR TSR ESSR
yoe o (1) (2) (3) 4 (8 ® 0 @ ® 10 A (12 (13) (14 (15 (16)
Electric pOWeT.............. 1980 25676 16900 4425 0913 0713 1230 0219 0314 0366 0303 0132 0164 0288 0257 0107 0421
1985 30811 20280 5177 0959 0991 1637 0214 0399 0392 0336 0148 0192 0320 0293 0174 0413

1986 31735 21091 5183 1016 1077 1702 0217 0411 0401 0353 0151 0207 0271 0293 0195 0413

1987 33276 22105 5436 1074 1119 1767 0218 0436 0592 035 0171 0176 0311 0308 0209 0417

1988 33892 22308 5695 1083 1055 1767 0218 0452 0657 0349 0155 0255 0366 0304 0203 0404

1989 34200 22714 5643 1074 1169 1817 NA  NA 0732 0346 0167 0272 0306 NA 0228 0404

1990 34817 23119 5695 1102 NA 178 NA  NA 0711 0323 0185 0247 NA NA  NA 033
FUBIS...coe 1980 56082 37426 8505 2547 1045 2324 0219 1330 0073 — 0045 0063 0049 — 0806 0167
1985 50447 39672 8930 2598 1118 2742 0144 1336 0549 — 0053 0060 0042 — 0847 0173

198 61824 41259 9109 2676 1233 2967 0136 1384 0580 — 0055 0060 0047 — 0855 0180

1987 63013 42052 9020 2702 1254 3071 0129 1397 0807 — 0053 0058 0084 — 0871 0177

1988 63608 42845 9198 2806 1317 312 0105 1370 0642 — 0051 0061 0042 — 0863 0173

1989 63013 42440 8957 2858 1330 3071 NA NA 063 — 0054 0060 0033 — 0879 0174

1990 60636 40862 8434 2780 NA 2989 NA  NA 0495 — 0048 0057 NA — 0142

Metallurgy ................. 1980 69.541 49404 19758 0180 1039 4141 0517 0363 — 0007 0198 — — — — —
1985 77090 55332 21141 0279 1153 4431 0338 0483 — 003 0209 — — _— — _

198 80278 57546 21987 0354 1205 4608 0538 048 — 0034 023 — _— — _ _

1987 81821 58652 22198 0371 1236 4697 0532 0515 — 0120 025 — — _— _—

1988 84137 60312 22833 0458 1215 4918 0532 050 — 0123 029 — — — _— _

1989 84909 60866 22621 0544 1288 4962 WA NA — 0120 0219 — — — _— _

1990 82593 59759 21775 0592 NA 4785 WA NA — 043 021 — — — — _
MACHIDEIY....c...coc 1980 163.830 105324 32422 6665 2908 3393 1030 1232 2449 118 2175 1295 0416 1456 0167 0678
1985 221170 140081 43770 10064 3955 4479 153 1959 3035 1779 2914 1709 0520 2461 0.228 0861

1985 236652 149887 47.272 11070 4217 4748 1658 2132 3301 1939 3118 1829 0500 2666 022 0915

1987 249922 156891 49898 11976 4450 43882 1730 2304 3451 2152 3293 1914 0603 2854 0243 0969

1988 263192 165296 52962 12982 4799 4972 1854 2403 3743 2277 3410 2034 0649 2781 0244 1003

1989 269827 168038 55150 13388 4799 5106 HA  NA 4088 2472 3497 2034 0665 NA 0243 1023

1990 272039 169498 56026 14391 NA 4972 WA NA 4112 2579 355 2017 NA NA  NA 1153

CHEMKCAS ... 1980 42011 27241 7661 2181 0924 1016 0250 0689 0481 0156 0548 002 0194 0528 0129 0411
1985 53353 34597 9423 2901 1359 1605 0377 0834 0549 0238 075 0033 0298 0517 0154 0518

1985 56555 36327 9894 3162 1562 1765 0422 0848 0594 0255 0809 0035 0331 0570 0.174 0551

1987 59222 37710 10459 3394 1691 1909 0453 0868 0607 0274 0855 0038 0358 0607 0201 0575

1988 61890 39440 10836 3627 1821 2070 0479 0855 062 0324 0885 0041 0401 0564 0205 0.600

1989 62424 39786 11025 3743 1811 2102 WA  NA 0604 0352 0908 0040 0413 NA 0200 0617

1990 60.823 38748 10915 3714 NA 2096 WA NA 0557 0371 0923 0041 NA NA NA 0519
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TABLE Al.4. US.SR.: Gross Value of Industrial Qutput by Republic and by Branch of Industry, 1980, 1985-90. *—Continued
(Billions of Rubles) '

Type of Qutput Year U(SIS)R

RSFSR
()

UzSSR
(9)

KSSR
(6)

GSSR
U]

AzSSR

(8)

LiSSR
9

Wood, pulp, and paper ..... }380 30418

Construction materials...... 1380 26.089

.500
1989 35106
1950  34.803

Light industry..........ocvrne 1980 108 551

1989 127787
1930 127.787

Food industry.......ceoveeeee 1980 103.557
1985 118.055

1986 120.417

1987 125.139

1988 129.861
583

134.
1990 134.583

21,63
2881
%.125

and Methodology:
1986 - Calculated by using total output from table Al (column 2) and branch shares by republic from table AL.5.
1980, 1985 1987-90 1986 values extrapolated by
= Expressed in 1982 established prices.

NA = Not avanlable
= Zero or negligible.

icial indexes of gross output from Table

AL2.
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TABLE AL.5. U.S.S.R.: Republic Shares of the Official Measure of Gross Industrial Qutput by Branch, 1986.
(Percent)

Type of Output USSR RSFSR  UKSSR BSSR UZSSR KSSR GSSR AZSSR LISSR MSSR LaSSR KiSSR TaSSR ArSSR. TuSSR ESSR
) @ @& @ 6 ® O ® @O 1w ay (1@ 3 14 (15 8

38 43 33 27 41 61 19 33 29 34 14 30 45 35 46 65
14 83 58 711 47 106 12 11 42 -~ 05 09 08 — 20 28
96 116 140 09 486 165 47 39 — 09 19 — —~ — - _~
283 302 301 24 161 170 145 171 239 185 284 262 95 318 53 144
6.8 13 63 84 60 63 37 68 43 24 74 05 55 68 41 87
45 53 28 40 18 25 37 17 57 32 58 18 06 22 11 86
38 38 37 43 56 57 51 31 52 44 36 46 52 57 62 36
143 124 115 208 384 153 212 200 217 217 208 281 444 237 391 265
44 M7 177 194 135 181 369 297 288 372 261 232 156 198 129 243

Source: All-Union and Republic Narthezy for selected years. . . .

* Lithuania, Turkmenia and Estonia have negligible output of metallurgical products (see table 2). Although Armenia, Tadzhikistan and Kirgizia produced unknown
amounts, the official abstracts do not publish shares of this branch in total output. Hence, we assumed that for valuing gross industrial output for the latter republics
shares of met§llurgy m giagged to industry not included elsewhere.

— = [0 OF 3
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TABLE A2. U.S.S.R.: “Hybrid” Measure of the Official Concept of Value Added by Branch of Industry, Total and by Republic, 1980, 1985-90 @
(Billions of Rubles)

Type of Qutput

USSR

RSFSR
(2)

UKSSR
3)

BSSR  UzSSR

4)

(9)

AZSSR
8

MSSR
(10)

TaSSR
(13)

TuSSR
(15)

Total industry

Electric power

Fuels

Metallurgy

(1)

224.308
267.697
219475
290.095
301.409
306.533
302.855

18.449
22139
22.803
23910

145.782
171477
179.194
185.465
192.513
195.208
195.013

11.505
13.806
14.358
15.048
15.186
15.462
15.738

21772
23.078
24.001
24.463
24.925
24.694
23.m
13.777
15.430
16.047
16.356
16.819
16.973
16.664

37.017
43753
45.591
47.369
49311
50.692
50.641

6.331
8.455
9.022
9.626
10.233
10.704
10.928

4.232
5.249
5.144
5.334
5815
5.554
5.204

0.277
0.352
0.363
0.385
0.398

NA

NA

1.084
1.089

1.767

1188
1426

1492

901



TABLE A2. U.S.S.R.: “Hybrid” Measure of the Official Concept of Value Added by Branch of Industry, Total and by Republic, 1980, 1985-90 *—Continued
(Billions of Rubles)

Type of Qutput

USSR
(1)

RSFSR
@

UKSSR
3)

KSSR
(6)

GSSR
)

AZSSR
(8

LiSSR
9

Machinery.

Chemicals

Wood, pulp and paper

Construction materials

63.539
88.7717
91.782
96.928
102.075
104.648
105.506

15.872
20.158

44.164
58.738
62.850
65.786
69.311
70.485
71.073

9.392
11.928
12.524
13.002
13.598
13717
13.359

10.146
11.668
12.251
12.7118
12.951
13418
12.951

8.281

9.523
10.094
10.475
10.951
11.237
11.142

10.370
13.999
15.119
15.959
16.939
17.639
17.919

0427
0.678
0.738
0.798
0.832

NA

NA

1.239
1.499
1.524
1.561
1.536

NA

NA

0.049

0.801

L01



TABLE A2. US.S.R.: “Hybrid” Measure of the Official Concept of Value Added by Branch of Industry, Total and by Republic, 1980, 1985-90 *—Continued
(Billions of Rubles)

Type of Output Year USSR RSFSR  UKSSR BSSR UZSSR KSSR  GSSR AZSSR LSSR MSSR LaSSR KISSR TaSSR ArSSR TuSSR  ESSR
(1) ) @ @ (5 ® (M ® (@ (0 (1) (12 (13) (14 (15 (16)

Light industry 1980 16064 8796 2207 0793 1.061 0582 0328 0345 0331 0233 0277 0206 0235 0307 0.79 0202
1985 17349 8972 2406 0944 1273 0640 0397 0397 0391 0297 0286 0228 0275 0433 0186 0229
1986 17606 9062 . 2430 0972 1337 0653 0410 0400 0405 0302 0291 0233 0272 0439 0202 0237
1987 17869 9152 2478 1000 1316 0672 0416 0400 0418 0320 0297 0235 0279 0451 0.200 0.245
1988 18563 9511 2574 1047 1348 0704 0439 0397 0434 0341 0303 0256 0284 0457 0218 0251
1989 18910 9690 2646 1076 1401 0736 NA  NA 0. . . . . .
1990 18910 9690 2657 1085 NA 0743 NA  NA 0458 0371 0303 0267 NA NA  NA 0208

Food industry 1980 18614 9981 3127 0433 0445 0986 0487 0329 0478 0458 0453 0.113 0.117 0177 0089 0369
1985 21220 11578 3534 0592 0574 1115 0560 0404 0565 0545 0507 0160 0124 0214 0.128 0.409
198 21644 12157 3604 0610 0605 1193 0565 0325 0584 0509 0517 0166 0125 0230 0.126 0424
1987 22493 12620 3816 0645 0636 1271 0574 0339 0592 0534 0542 0161 0125 0231 0136 0435
1988 23342 13083 3852 0675 0659 1304 0.584 0385 0608 0529 0563 0.161 0129 0228 0.145 0439
1989 24190 13662 4064 0705 0676 1371 NA  NA 0610 0556 0588 0176 0135 NA 0155 0435
1990 24190 13778 4092 0717 NA 1372 NA  NA 0572 0572 0568 0182 NA  NA  NA 0452

Other Industries ®. 1980 7622 4679 1360 0306 0197 0122 0096 0145 0222 0098 0141 0072 0052 0062 0010 0104
1985 9097 5504 1608 039 0.245 0144 0117 0179 0276 0121 0166 0091 0062 0081 0012 0.120
198 9497 5752 1675 0423 025 0152 0.120 0.76 0283 0.125 0.172 0095 0063 0085 0012 0124
1987 9858 5953 1741 0451 0265 0158 0123 0182 0303 0.31 0179 009 0067 0089 0012 0128
1988 10282 6179 1812 0479 0274 0164 0127 0188 0320 0135 0.185 0102 0070 0088 0013 0.132
1989 10416 6266 1863 0501 0284 0.168 NA  NA 0333 0143 0191 0108 0072 NA 0013 0133
1990 10291 6260 1861 0512 NA 0167 NA  NA 0324 0147 0191 0107 NA  NA NA 0133

Source and Me :

Value added obtained gy moving ruble output for each branch of indust]r% for each republic in 1988. These 1988 weights reflect factor incomes (wages etc.g but also incude turnover (excise) taxes and subsidies
but exclugk the value of industrial materials and other intermediate product. These are from the official input-output tables for each biic for 1988 (see table 3). Years other than 1988 were derived by extrapolating
with official indexes of gross value of output set forth in table 1.2. The latter are based on gross values of output expressed in 1982 established prices. .

These values are termed “hybrid” because they reflect the extrapolation of valve added weights by the use of official grass vale of oulput indexes. This artificial construct is undertaken in order to achieve
parallelism in weighting procedures in comparing official measures of growth with /A fype measures of growth. . ] .

1. Total output for USSR and by republic: 1988—Table 3; 1980, 1985-87, 1989-90: Summation of value added entries for 1988 moved by the grass value of output index for total industry shown in table 1.2.

2. Output by branch: 1988 — Table 3; 1980, 1985-87, 1989-90: Value added entries for 1988 moved by gross valie of oufput indexes shown in table 1.2. .

« Expressed in 1988 producer’s prices. See footnote to table 2.1 and methodological note above.

b Not elsewhere classified.

NA = Not available.

— = lero or negligible.
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R LISSR MSSR LaSSR KiSSR TaSSR ArSSR TuSSR ESSR
M @ ® (o an (2 (13 049 (19

(6)

1981-90.
(Annual Rates of Growth, Percent)
RSFSR UKSSR BSSR UZSSR KSSR GSSR  AzS¢
@ @ @ (5

1)

TABLE A2.1. US.S.R.: Derivation of CIA Type Synthetic Measures of Industrial Growth by Republic and by Branch,
Type of Qutput
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(15)

(14)

AISSR - TuSSR

TaSSR
(13)

(12)

1)

LaSSR
9 (19 (1

MSSR

LISSR
mn ®

(6)

(5)

1981-90.—Continued

(Annuat Rates of Growth, Percent)

RSFSR UKSSR BSSR UZSSR KSSR GSSR
@ & @

(1)

Type of Qutput

TABLE A2.1. U.S.S.R.: Derivation of CIA Type Synthetic Measures of Industrial Growth by Republic and by Branch,
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TABLE A2.1. U.S.S.R.: Derivation of CIA Type Synthetic Measures of Industrial Growth by Republic and by Branch,
1981-90.-—Continued

(Annual Rates of Growth, Percent)

Type of Output RSFSR  UKSSR BSSR UzSSR KSSR GSSR AzSSR LISSR MSSR LaSSR KiSSR TaSSR ArSSR TuSSR  ESSR
@ @& @ ¢ ® @O @ @ Q0 ) 12 (13 (4) (15
Light industry
04 17 35 37 19 39 28 34 49 06 21 32 11 08 25
04 04 24 44 14 27 03 31 14 14 14 -14 08 80 29
L7 27 37 -09 37 23 07 39 67 27 11 33 36 —02 42
24 24 32 09 32 40 -23 23 49 05 712 02 -01 74 10
15 24 23 35 41 N NA 27 48 06 50 37 NA 28 —04
00 04 09 N 09 NA NA 24 34 09 —08 NN NA NA-17)
21 16 28 43 16 20 34 25 27 14 62 03 30 43 13
-20 —-48 -39 -16 —01 —59 —249 —-34 —95 —48 -—29 —58 03 —-81 -—33
35 56 55 48 62 14 37 10 07 46 -—-32 03 05 15 23
40 12 49 38 29 20 133 31 —07 40 00 31 12 698 11
39 50 39 22 46 NN NA 02 46 40 87 40 N 63 -13
00 —01 09 NA—07 NA NA 69 21 —42 28 NA N NA 32

Source and M : Note:- These so-called “corrected” synthetic measures are derived because, in the absence of independently derived estimates of
industrial output (total and by branch) for each of the republics, it is necessary to obtain substitute measures, albeit fess than ideally constructed. The official
gross valve of output (GVO) indexes by republic have the same distortions as the cgarallel indexes at the All-Union level. This table derives measures paralleling the
same concept underlying the CIA smtheticalli derived indexes (total and by branch) at the All-Union level. The official GVO indexes for each of the republics are
adjusted by the relative difference between the official GVO measure at the AlUnion Jeve/ (set forth in table 1.2) and the CIA synthetically derived measure for
each year (total and by branch) at the A/-Union level (set forth in table 5).
Synthetic measure of rates of growth by republic were derived as follows:
(1 Totalqi’.ndustry: Derived by the following formula:
r=av, .
where r = CIA's measure for rates of growth; a* = annual rate of growth of branch i; b! = weight of this branch in total output for each of the
republics in 1988 where output by branch is measured by value added mof by the official measure of GVO (see table 3.1).
(2) All branches ar&i) years1 ov(l)efe calculated by the folowing formula:
r=1*A/100 — 100,
where | = index by branch and by republic shown in table 1.2, A' = index for republic i derived by formula: A' = k' 4 100, where k! is the relative
difference in rate of growth by branch between the officia/ GVO and CIA synthetic measures for the USSR as a whole. See column 3 of table 5.
NA = Not avallable.
— = Zero or negligible.
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TABLE A3. U.S.S.R.: Official Measure of Value Added in Industry by Republic and by Branch, 1988 ®
(Billions of Rubles)

Type of Output USSR RSFSR  UKSSR BSSR UZSSR  KSSR  GSSR AZSSR USSR MSSR LaSSR KiSSR TaSSR ASSR TuSSR - ESSR
(1) (2) @ @ @ ® O B @ (0 () (12 (13 () a8 (18

192513 49311 10233 7.395 13127 3669 5515 3858 2439 2960 1880 1607 2806 1911
15,186  3.624 7 146 .

24925 6460 0326 0432 2027 0101 Li17 0080 — 0020 0099 0055 — 0870 0.142
16819 6172 0318 0268 2534 0284 0253 — 0061 0033 0115 0200 0168 — ~ —
69311 16939 4141 1773 2303 1001 0832 1224 0760 1072 0668 0319 1054 0.166 0.512
13508 3403 1448 0921 1139 0209 1536 0213 0052 0182 0010 0144 0262 0147 0112
12951 1477 0511 0159 0362 0.153 0076 0.267 0099 0248 0045 0036 0065 0024 0198
18%?{ 2992 0672 0855 1022 0389 0332 0306 0228 0181 0.142 0131 0251 0169 0145

18.5
23.342 ! : 1 . . . . . . . . . . X
10242 6179 1812 0479 0274 0164 0127 0188 0320 0135 0185 0102 0.070 0.088 0013 0132

Source and Methodology: Data are from the Input-Output table for each republic as published Goskomstat SSSR Ot mezhotraslevoy balans proizvodstva i
raspredeleniya kisii v narodnom khozyaistve za 1988 god v stoimostnom ii v tsenakh k _mgopotrebleniya(vari?u?%ksﬁe

Value is expressed in current prices reflecting factor incomes plus tumover (excise) taxes, miscellaneous fees, and subsidies. The largest adjustment between this
coverage of industrial output and the official measure of gross value of output in 2 is the absence of intermediate product used in the production of final product.

:Ouf&mal masur&a ogsmt;e added (Soviet definition) expressed in 1988 established producer's prices.

— = Zefo or negligible.
nec. = Not as"%m
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TABLE A3.1. U.S.S.R.: Shares by Branch in Total Value Added of Industry by Republic, 1988.

(Percent)

USSR RSFSR UKSSR BSSR UzSSR KSSR  GSSR A:zSSR LiSSR MSSR LaSSR  KiSSR

ASSR TuSSR  ESSR
(14) (15 (16)

TaSSR
(13)

@ @ & & ® (O @ (@ 1) (ah (12

(1)

Type of Qutput
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Zero or negligible.

& Not elsewhere classified.

Source: Derived from table 3.
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TABLE A4. U.S.S.R.: CIA Synthetic Measures of Value of Output by
Branch of Industry, 1980, 1985-90. =

(Billions of Rubles)

Type of Output-—~ 1980 1985 1986 1987 1988 1989 1390

Total industry............... 2045 2246 230 1 2370 2433 2419 2350
Electric power.. .. 142 165 71 178 182 184 185
Fuels........... . 194 202 20 9 213 216 212 204
Metallurgy.................... 208 224 232 5 240 28 230
Ferrous metallurgy....... 126 134 139 140 142 139 134
Nonferrous metallurgy.. 82 90 93 95 98 99 96
Machinery..........ccoooo.... 729 794 813 844 866 854 824
Chemicals .................. 146 177 185 190 194 188 178
Wood, pulp, and

171071 SR 123 135 141 145 149 149 145
Construction

materials................. 123 135 140 145 151 152 146
Light industry ........... 141 152 154 157 160 163 163
Food industry 157 172 164 170 177 182 181
Other industry ®........... 8.1 89 91 94 97 96 93

Source and Methodology:

Row 1: Summation of rows 2 to 4 and 7 to 13.

Row 4: Summation of rows 5 and 6.

Rows 2 to 3 and 5 to 13: CIA measures from the Office of Slavic and Eurasian
Analysis, CIA.

= Expressed in factor cost prices of 1982.

b Not elsewhere classified.

TABLE A4.1. U.S.S.R.: CIA Synthetic Measures of Annual Growth in
Output by Branch of Industry, 1981-90.

(Percent)

Teof Ouput 198185 (ME 1086 1087 1088 1989 19%
Total industry ........ccooe..... 19 24 30 27 —06 -28
Metallrgy .......ccooceernrerneee 15 34 14 22 —-09 -32

Ferrous metallurgy ......... 1.2 36 08 15 =20 -34

Nonferrous metallurgy.... 2.0 30 2.3 32 08 -30
FUS......ereeeeeeecr s 0.8 33 19 14 —16 40
Electric power. 31 35 11 24 1.0 0.3
Machinery....... L7 24 37 21 —14 -35
Chemicals .................cooccnnenn 38 47 21 22 29 -53
Wood, pulp, and paper ....... 19 45 2.2 32 —05 -22
Construction materials......... 18 40 37 42 06 40
Light industry 1.6 14 17 24 15 00
Food industry.. 1.8 —47 36 41 31 —08
Other industry........coveeeeerner 1.9 24 30 21 —-06 -—28

Source: CIA measures of growth are based on the ruble values given in table A4.
= Not elsewhere classified.
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TABLE A5. U.S.S.R.: Official Soviet GVO and CIA Synthetic Measures of
Annual Growth by Branch of Industry, 1981-90.

{Percent)
Annual Growth Rate Difference
Synthetic Official (2) minus (1)
Type of Qutput (1) (2) 3) .
Total industry
1981-85 (average annual) ........ 19 36 17
1986, 24 44 20
1987 30 38 038
1988 2.7 39 12
1989 —0.6 17 23
1990, -28 -12 16
Metallurgy
1981-85 (average annual) ........ 15 2.1 0.6
1986 34 40 0.6
1987 14 19 0.5
1988 2.2 28 0.6
1989 -09 09 18
1990 32 =27 0.5
Fuels
1981-85 (average annual) ........ 08 1.2 0.4
1986. 33 40 0.7
1987 19 19 0.0
1088 14 03 0.3
1989 —16 —09 0.7
1990 —40 —38 0.2
Electric power
1981-85 (average annual) ........ 31 37 0.6
1986 3.5 3.0 —05
1987 41 49 08
1988 24 19 —05
1989 1.0 0.9 —01
1990 03 18 1.5
Machinery
1981-85 (average annual) ........ 17 6.2 45
1986. 24 7.0 46
1987 37 5.6 1.9
1988 2.7 53 2.6
1989 -14 2.5 39
1990 -35 0.8 43
Chemicals
1981-85 (average annual) ........ 3.8 49 11
1986. 47 6.0 13
1987 2.1 47 2.0
1988 2.2 45 2.3
1989 -29 0.9 38
1990 -53 —26 2.1
Wood, pulp, and paper
1981-85 (average annual) ........ 19 35 16
1986 45 50 0.5
1987 2.2 2.9 0.7
1988 3.2 37 0.5
1989 —0.5 18 2.3
1990 22 —09 13
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TABLE A5. U.S.S.R.: Official Soviet GVO and CIA Synthetic Measures of
Annual Growth by Branch of Industry, 1981-90.—Continued

(Percent)

Annual Growth Rate Difference
Synthetic Official (2) minus (1)

Type of Qutput (1) (2) (3)

Construction materials
1981-85 (average annual) ........
1986
1987
1988
1989
1950 ;
Light industry
1981-85 (average annual) ........
1986.
1987
1988
1989
1990
Food industry
1981-85 (average annual) ........
1986.

1987

1988,

1989

1990
Other Industries

1981-85 (average annual) ........

1986

1987
1988
1989
1990

O = N

O
— N P e O N

O

O W

* Source and Methodology:

Column 1: Tabular materials from the Office of Slavic and Eurasian Analysis, CA.

Column 2: Table 1.3.

Measures for both columns 1 and 2 are based on the average for the nine accounted for
branches of industry (see total industry above).

a Not elsewhere classified.



TABLE A6. U.S.S.R.: Alternative Measures of Total Industrial Output by Republic, 1981-90.
(Annual Rates of Growth, Percent)

Measure and Year RSFSR UKSSR BSSR UzSSR KSSR  GSSR AzSSR LiSSR MSSR LaSSR  KiSSR TaSSR ArSSR TuSSR  ESSR
I @ @ @& 6 ® () @ (9 (10 (1) (12 (13) (14) (19
Measure |
1981-85 (average annual) ................ 33 034 53 45 34 A0 44 45 44 33 46 37 51 26 28
1986 45 42 67 56 51 23 20 48 26 37 43 17 45 48 38
1987 35 39 67 25 43 25 37 46 50 42 14 50 47 31 30
1988 38 41 63 33 37 32 34 57 33 35 68 55 -11 43 31l
1989 14 28 46 36 25 NA NA 42 57 31 52 18 NA 33 07
" 1990 i =01 -01 21 NA 08 NA NA —-28 32 -02 -06 NA NA NA 01
easure
1981-85 (average annual) ................ 38 36 6.0 54 40 486 43 49 6.4 40 43 4.6 10 3.2 28
1 53 46 80 68 57 35 17 56 82 47 62 36 66 38 42
1987 36 35 66 38 42 26 35 80 65 52 06 64 53 43 33
1988 38 43 71 39 35 30 09 60 35 27 122 81 -1 13 21
1989 1.6 19 51 29 20 NA NA 50 48 27 32 —-07 -97.1 29 06
" 1930 i -06 06 22 NA 19 NA NA =26 32 02 -14 NA NA NA —09
easure
198185 (average annual) ................ 1.6 L5 35 36 25 27 29 28 43 17 22 31 47 23 10
1986 26 20 50 44 37 08 01 25 49 12 35 16 37 24 13
1987 26 25 54 30 34 18 26 11 56 42 —02 56 43 40 26
1988 25 31 54 26 27 18 02 48 23 13 10 69 -31 08 1.2
1989 -07 —04 24 10 03 NA NA 28 28 04 13 -24 NA 17 12
1930 —-29 -28 -—-05 NA =35 NA NA —48 10 -22 -36 NA NA NA =29

Surces and Methodology:

Measure + Official Soviet indexes of total gross output. ] .

Measure I Official Soviet indexes of gross output for nine industrial branches by republic expressed in 1982 established prices weighted by value added rubles by
branch and by republic for 1988. Time series of indexes are from table Al1.2; value added weights are from table A3.1.

Measure JIf Official Soviet indexes of gross output for nine industrial branches by republic exﬂressed in 1982 established prices agjusted upward or downward by the
difference (expressed in relative terms) between the Ai-Union official rates of growth by branch and C/A synthetic measures of Ali-Union rates of growth by branch
weighted by value added rubles by branch and by reﬂublic for 1988. Time series of official measures at the republic level are from table AL.3; at the All-Union level, table
AS. CI":\Asynthﬁtitc meglsg{es of growth by branch at the All-Union level are from table AS. Value added weights are from table A3.1.

= Not available.
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TABLE A7. U.S.S.R.: Cumulative Index of Growth of Total Industry by Republic, 1981-90 =

Measure Year

RSFSR  UKSSR  BSSR  UzSSR
m @ @& @

KSSR
(8)

GSsR
(6)

AZSSR  LiSSR  MSSR  LaSSR
mn ® @ uan

KiSSR
(11)

TaSSR
(12)

ArSSR
(13)

Measure I.........
1981....
1982....
1983....
1984....

100.0
103.

Measure Il

Measure Ill........
19

1384
141.8
1411

100.0
104.5

Source and Methodology: Calculated according to data in table 6. For coverage of the three measures see table AB.
»1981-84 are based on a linear trend between 1980 and 1985.

NA = Not available.
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TABLE A8. U.S.S.R.: Industrial Location Quotients by Republic Based on OQutput by Branch, 1980, 1985-90 =

USSR RSFSR UKSSR BSSR UzSSR KSSR  GSSR  AzSSR  LISSR  MSSR LaSSR  KiSSR TaSSR ArSSR  TuSSR
Tpeof Ouput — Year “y" ") T3y @) 5 ) (D @) ()

(10) (1) (12) (13) (14) (19)

Electric power................. 1980 100 111 082 088 085 145 068 081 092 103 039 08 158 114 079
100 L12 08 071 104 161 051 08 078 08 037 075 144 09 11
100 112 08 071 108 161 05 08 076 08 03 078 119 092 120
100 L13 08 070 108 158 048 088 107 084 039 065 129 090 123
100 113 081 068 102 15 049 091 115 085 035 091 150 094 119
100 114 08 065 110 15 NA NA 124 080 037 093 124 NA 130
100 113 08 063 NA 152 NA NA 121 071 040 08 NA NA NA
717 S 100 113 081 113 064 126 031 15 008 — 006 014 012 — 271
100 114 08 100 o061 140 018 142 05 — 007 012 010 — 280
100 112 078 096 064 143 016 15 05 — 007 012 01l — 271
100 113 076 093 064 145 005 149 058 — 006 01l 010 — 272
100 116 078 094 068 147 013 146 060 — 006 012 009 — 269
100 116 076 094 071 145 NA NA 059 — 006 011 007 — 273
100 115 074 082 NA 146 NA NA 048 — 006 0.1 N — NA
Metatturgy 100 120 15 006 051 18 060 034 — 001 02 — — — —
100 122 146 008 048 174 051 040 — 004 02 -~ — — —
100 121 146 010 048 172 049 04 — 009 020 — — — —
100 122 144 010 049 170 048 Q42 — 012 020 —- — — —
100 123 146 012 047 175 049 043 — 012 020 — — @ — —
100 123 14 013 049 174 N N — 011 020 —- — — —
100 123 139 014 N 172 N N~ 012 08 — — — -—
Machinery 100 109 106 101 061 063 051 05 097 061 100 101 036 101 019
100 108 106 104 058 061 053 056 084 066 100 093 033 112 020
100 107 106 104 05 060 051 060 08 065 100 093 034 112 019
100 106 106 104 05 05 051 062 083 068 100 094 033 113 019
100 108 109 105 060 057 054 062 08 071 100 093 034 111 018
100 107 109 107 057 056 NA NA 088 073 099 08 034 NA 018
100 106 109 106 'NA 054 NA NA 089 072 098 08 NA NA NA
Chemicals 100 110 097 129 075 073 051 108 074 032 099 008 065 143 058
100 110 094 124 08 091 052 099 063 036 108 008 077 098 05
100 108 093 124 088 093 055 101 064 036 109 008 08 101 060
100 108 084 124 092 09 058 09 062 036 110 008 084 101 067
100 110 094 125 096 100 059 094 060 043 110 008 090 096 0.66
100 L10 094 124 093 100 NA NA 056 045 111 007 092 NA 063
100 108 095 122 NA 102 NA NA 054 046 114 008 NA NA NA
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TABLE A8. U.S.S.R.: Industrial Location Quotients by Republic Based on Qutput by Branch, 1980, 1985-90 =—Continued

USSR RSFSR UKSSR BSSR UzSSR KSSR  GSSR  AzSSR  LiSSR MSSR LaSSR KiSSR TaSSR ArSSR TuSSR  ESSR
Tye of Output  Year “py' Ty T3y @) (5 6) (D (8) (9 (10) () (1) (13) (14) (15 (16)

Wood, pulp and paper.... 1980 100 120 058 095 038 050 073 031 122 071 120 042 0]2 046 020 177
1985 100 117 062 091 041 054 08 035 127 072 129 043 012 048 021 189
1986 100 116 062 08 040 055 081 037 125 070 128 040 013 048 023 190
1987 100 118 061 08 042 056 081 037 124 071 129 041 013 049 024 194
1988 100 117 065 083 043 05 079 036 123 075 132 042 8 g 0’1‘9\ 8% 2.04

Construction materials...... 1380 .00 099 103 122 15 166 126 069 124 119 099 124 135 171 134 09

Light industry.......cc.c.con.. 1980 100 093 081 146 252 106 144 130 146 141 152 204 298 145 256 169

Food industry..........coueee {980 100 098 124 142 086 1102 282 238 203 284 183 136

Source and Methodology: The location quotient relates the share of the official measure of gross output that a particular branch is in total industrial output in a
republic gelated fo the oiar)re;polldmg she;re for the USSR as a whole:

where[ L—'. = output in branch i of republic r; Lt = total industrial output in republic r; L, = output in branch i of the USSR as a whole; Lu = total output in
|ndustryU|§|s ahe U. g .S.R. Data are from table A3.1.

— = Zero or ne%hgnme
NA = Not availabl
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SuMMARY

From the outset, Soviet. regional-policies were carried out within

a framework of highly- centralized .economic administration and
geared to serve the perceived interests of the union as a whole. The
particular needs and preferences of the republics got short shrift in
this process. Whereas republic planners wanted to create relatively
diversified economies, Moscow planners opted for specialization en-
forced through its control over investment. Although political rhet-
oric long proclaimed the goal of evening out levels of development
among the republics and various national groups, the policies actu-
- ally-implemented did not ‘consistently .promote that goal, although
they did foster some industrialization everywhere and they put in
place systems of universally.available education and health care.

* Gertrude E. Shroeder is Professor of Economics at the University of Virginia. This paper is a
revision of one presented at a conference on “The ‘National Question’ in the Soviet Union” at
the University of Waterloo in May 1990.
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The ultimate consequences of Soviet regional policies can be seen
in the present large disparities in levels of development among the
republics. In the late 1980s, the poorest republics (Uzbekistan and
Tadzhikistan) had estimated per capita GNPs of only about a third
of that of the R.S.F.S.R. Living standards in Tadzhikistan, as meas-
ured by per capita consumption, were only about half the Russian
level, which in turn was 22 percent below that in Estonia. Differ-
ences had widened in recent years. All republics had economic
structures that were severely distorted by Western comparison,
with overblown industrial sectors and grossly underdeveloped serv-
ice sectors, especially retail trade and personal services. Environ-
mental damage was ubiquitous. The distortions and damage are
physically embodied in each republic in its patterns of land use, its
?lants and equipment, and the skills and distribution of its work
orce.

Moscow’s preference for regional specialization and its penchant
for gigantomania combined to produce monopolistic industries and
large interrepublic trade dependencies. Most republics conduct the
majority of their trade with one another, and that trade supplies
critical needs to sustain domestic consumption and also provides
outlets for surplus production. Such are the physical legacies and
economic realities that Soviet regional policies bequeathed to its fif-
teen successor states in varying degrees and configurations. Other
legacies are republic governments without experience in real gov-
ernance and ethnically fragmented population structures.

Although Gorbachev sought to revitalize the Soviet state and its
constituent peoples, his often contradictory and misguided policies
instead hastened its demise. Glasnost provided republican leaders
with many forums in which to air long-standing grievances against
policies made in Moscow and their consequences. Perestroika with
its inconsistent economic reforms added to the list of grievances,
but also accorded the republics and enterprises more leeway in eco-
nomic decision making. The latter, coupled with Gorbachev’s policy
of democratization and greater autonomy for the republics in gen-
eral, fueled the smoldering fires of latent separatism that were in-
herent in an administrative structure based on dominant national-
ity groups. Gorbachev was unable to control the centrifugal forces
fOOtﬁded in Soviet regional policies that he unintentionally un-
eashed.

INTRODUCTION

For many decades, Soviet policy statements proclaimed the goal
of evening out levels of economic development and equalizing
living standards among the country’s diverse nationalities. More-
over, as a “voluntary” federation of theoretically sovereign repub-
lics, Soviet legislation supposedly gave each of them an equal role
in formulating national economic policies. The advent of glasnost
under Mikhail Gorbachev demonstrated vividly, however, that the
realities were quite otherwise. Disparities in levels of development
and living standards among the Soviet Union’s major nationality
groups not only were large, but also had been widening in recent
years. Moreover, economic policies made in Moscow and enforced
through highly centralized planning and administration, while pro-
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- moting economic development everywhere, created severely distort-
ed economies and ecological disasters in many republics. With
“radical,” decentralizing economic reforms once again on the
agenda in Moscow, the regional consequences of past economic poli-
cies and practices provided a large added dimension to the center-
periphery tensions that were unleashed by other facets of Gorba-
chev’s perestroika. After the dissolution of the Soviet Union at the
end of December, 1991, each of the successor states inherited the
legacies of Moscow’s regional economic policies pursued for many
decades. '

This paper first will review the Soviet economic development
policies that were pursued as they affected regional economies. The
fifteen republics are taken as units of analysis, since they were the
main focus of the “national question” and now constitute the new
independent states and since they are the units for which the most
data are available. The results of these long-continued policies are
examined as revealed in the inherited disparities in levels of devel-
opment, distorted economic structures, economic interdependencies,
environmental degradation, and disparities in living standards
.among the former republics, allowing for intra-republican national-
- ity differences where possible. Finally, Gorbachev’s economic poli-
cies and their consequences are examined as they unfolded in 1990
and 1991 and culminated in the peaceful dissolution of the Soviet
Union into fifteen new nation states. :

Sovier RecioNaL DEVELOPMENT PoOLICIES !

For many decades, Soviet government policy statements pro-
claimed the goal of evening out levels of development and equaliz-
ing living standards among the constituent republics. Considerable
progress was made in the prewar and early postwar years in reduc-
ing the enormous economic disparities that originally existed when
the union was formed. This outcome applied, in particular, to the
republics of Central Asia and Transcaucasia, where industrializa-
tion had proceeded swiftly from very low levels and where univer-
sal public health and education systems were put in place. 2 After
Leonid Brezhnev’s declaration in 1972 that the problem of regional
economic disparities among national groups had been basically
solved, 3 official policy statements dropped the evening-out theme,
and practice continued to promote some economic development in
all republics through appropriate but widely differing investment
allocations. Regardless of the real intent, the practical task of re-
ducing regional economic disparities was made more difficult by
izhe large differences in rates of population growth among repub-
ics.

Within the framework of a general policy of fostering economic
development in all republics, however, implementation of that
policy was always carried out explicitly with the objective of pro-

1 A good survey of Soviet regional develorement policies and their consequences is given in Jan
Ake Dellenbrant, The Soviet Regional Dilemma; Armonk, New York: M.E. Sharpe, 1986 and
Jonathan R. Schiffer, Soviet Regional Economic Policy, New York, St. Martin’s Press, 1989.

2 For details see Alec Nove and J. A. Newth, The Soviet Middle East: A Communist Model for
Development, London: Allen and Unwin, 1966.

3 Pravda, December 22, 1972.
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moting the interests of the Soviet Union as a whole. As a result,
the particular interests of individual republics were given short
shrift in the planning and resource allocation process. The long-run
regional consequences of industrial location decisions and develop-
ment priorities were largely ignored, along with many problems pe-
culiar to specific republics. Republic leaders through the political
process had the opportunity to lobby on behalf of local concerns,
but their efforts bore fruit only on matters of minor consequence,
such as small increases in budget allocations for one or another
purpose. ¢

Moscow’s purposes were imposed and implemented from the
outset through a highly centralized structure of economic adminis-
tration. Only for a brief span of seven years—the period of Nikita
Khrushchev’s sovnarkhoz reforms—did the republics have a sub-
stantial voice in influencing the allocation of investment and,
therefore, in determining the structures of their economies. The re-
sults of their actions are apparent in increased industrial and in-
frastructure investment and moves toward a more balanced devel-
opment pattern in that period, at least in Central Asia. > Moscow
predictably viewed such actions as manifestations of “localism”
and disregard for the interests of the country as a whole. Although
this brief experiment in regional administration of industry and
construction was ended in 1965, the republics were given some
vague promises of being accorded more authority to chart the eco-
nomic course of their territories.

Except for the sovnarkhoz period, all major decisions about the
location of plants, the development strategy, and the allocation of
investment in each region were formulated by the U.S.S.R. Gosplan
and the economic ministries based in Moscow. Ministries were of
three types—all-union, union-republic, and republic. The first two
types dominated overwhelmingly. Thus, in 1989, enterprises subor-
dinated to all-union ministries accounted for as little as 28 percent
of industrial production in Moldova and as much as 69 percent in
the R.S.F.S.R. ¢ But those ministries’ shares in the total industrial
capital stock were 48 percent and 87 percent, respectively, in the
two republics. For the U.S.S.R. as a whole, the share of production
managed by all-union ministries had been rising rapidly: it was 47
percent in 1967 and 61 percent in 1989. These ministries, which
controlled nearly all of heavy industry, were virtually impervious
to regional influence. Even in the case of activities managed
through union-republic ministries, development strategies were set
in Moscow. Republic offices of such ministries, as well as the repub-
lican Gosplans, had little real power, although they could submit
proposals and lobby for their adoption.

This diktat of the central government persisted despite a stream
of decrees ostensibly giving republic and local governmental bodies
greater authority and responsibility for planning and implement-

* For a pioneering analysis of regional budgetary policies and politics see Donna Bahry, Out-
side Moscow: Power, Politics and Budgetary Policies in the Soviet Republics, New York: Colum-
bia University Press, 1987,

5 55-5%0“8 A. Rumer, Soviet Central Asia: A Tragic Experiment, Boston: Unwin-Hyman, 1989, pp.

8 Narodnoe khoziaistvo SSSR v 1989 godu, Moscow, Finansy i statistika, 1990, p. 331. Hereaf-
ter referred to as Narkhoz SSSR.
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ing economic development strategies in their territories. 7 The is-
suances in 1986 and in 1987 8 formed part of Mikhail Gorbachev’s
evolving strategy for “radical”’ economic reform, the regional as-
pects of which will be treated below. Until 1990, such decentraliza-
tion by decree had been ineffective, not only because major deci-
sions were made by Moscow bureaucracies, but also because
Moscow controlled the purse. In 1987, the union budget comprised
55.1 percent of the total state budget, compared with 42.5 percent
in 1965. The republics did not have independent revenue-raising
authority, and center-set sources of revenue were allocated to re-
public budgets via assorted formulas determined by Moscow. Like-
wise, expenditures in republic budgets were fixed in accordance
with various centrally-set normatives. Having had little real power
and no independent fiscal authority, republic leaders with the
advent of the Gorbachev-inspired policy of glasnost felt justified in
blaming Moscow for the detrimental effects of its regional policies
and did so in a rising chorus.

THE CONSEQUENCES OF SovIET REGioNAL EcoNnomic PoLicIEs

The many economic legacies with which the new states necessar-
ily begin may be surveyed under five categories: disparities in
levels of economic development, distorted economic structures, dis-
parities in standards of living, environmental degradation, and
large interrepublic economic dependencies. The institutional lega-
cies are surveyed in a separate paper. ?

DISPARITIES IN LEVELS OF DEVELOPMENT

Soviet regional policies by no means equalized levels of economic
development among the republics. Whether regional gaps have
been reduced in recent decades depends on the measure selected
and the methodology used. 1° Table 1 presents some standard indi-
cators of economic development in the republics in the 1980s. Be-
cause of distortions and definitional differences affecting official
Soviet measures, this paper uses measures developed by Western
research whenever possible. 1! For the most part, the data refer to
1988 or 1989, considered to be the last normal years before the
U.S.S.R.’s breakup.

All four indicators reveal large disparities among the republics.
The commonly used measure of GNP per capita shows that in 1989
the poorest republics—Tadzhikistan and Uzbekistan—had levels of

7 These decrees are summarized in Gertrude E. Schroeder, “Nationalities and the Soviet Econ-
omy”, in Lubomi'r Hajda and Mark Beissinger (eds.), The Nationalities Factor in Soviet Politics
and Society, Boulder, éolorado; Westview Press, 1990, pp. 43-71.

8 Pravda, July 80, 1986. O korennoy perestroike upravleniia ekonomikoy: sbornik dokumentov.
Moscow, Gospolitizdat, 1988, pp. 208~ ge

? See the author’s paper ‘“Post-Soviet Economic Reforms in Perspective” in this volume.

10 The various studies are summarized in Dellenbrant, op. cit., pp. 47-61 and in Donna Bahr}'
and Carol Nechemias, “Half Full or Half Empty: The Debate Over Soviet Regional Equality”,
Slavic Review, vol. 40, no. 3 (Fall 1981), pp. 366-383.

11 Desgpite their conceptual differences, official measures of per capita national income used
display fairly similar patterns among republics as are shown by the GNP measures shown in
Table 1. Goskomstat R. Statisticheskie materialy ob ekonomicheskom i sotsial’nom razvitii
soyuznykh i avtonomnykh respublik, avtonomnykh oblastei i okrugov, chast’ 1, Moscow, 1989, p.
8. Soviet economists have criticized these data in recent years. gee, for example, Eknomiches-
kaia gazeta, no. 34 (August 1989), p. 6, Ekonomika i organizatsiia promyshlennogo proizvodstva,
no. 9 (September 1989), pp. 29-46.
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only about one-third of that in Russia, while only Estonia and
Latvia exceeded that level. These disparities have increased since
1980, but the general pattern has been stable, with Russia and the
Baltics ranking highest and the Central Asian republics and Azer-
baijan ranking lowest. The other indicators—percentage of urban
population in the total, share of agriculture in the total labor force,
and infant mortality rate—display similarly large differences
among republics, with four Central Asian republics and Azerbaijan
consistently ranking far below the R.S.F.S.R. and with the Baltic
republics above it in terms of level of economic development. The
latter four republics are far more urban, have smaller shares of the
labor force in agriculture, and have lower infant mortality rates
than do the other five republics.

TABLE 1. Indicators of Levels of Development of Soviet Republics in the

1980s.
_ Urban Poputation Percentage Infant
Region and Republic GNP ?g%gaplta aﬂg‘i'ﬂgﬁgsf Force in rlll%tgh "fﬁ;
1987 Aeicdtre “ogg
European Russia
RSFSR 100 13.5 17.5 18.9
71 66.7 24.8 14.2
89 64.2 28.6 13.1
66 46.5 344 230
103 71.8 20.1 124
103 70.9 231 11.0
88 67.0 29.3 115
63 54.6 29.1 219
64 68.1 176 25.3
52 54.0 322 21.0
Central Asia
Kazakhstan... . 64 58.1 28.5 29.2
Uzbekistan 34 419 35.1 433
Kyrgyzstan ... 45 397 33.0 36.8
Tadzhikistan . 32 333 31.1 489
Turkmenistan..... . 50 416 35.7 53.3

Sources: GNP per capita: data are preliminary estimates Prepared. by the Center for
International Research, U.S. Bureau of the Census. They are calculated in the same way as
CIA estimates for GNP as a whole in the US.S.R. and described in USSR: Measures of
Economic Growth and Development, 1950-80, U.S. Congress, Joint Economic Committee,
1982, pr. 137-140. Share of urban_population. Narkhoz SSSR, 2a 60 Jef, pp. 389-394.
Share of labor force in agriculture: These are based on my estimates of employment in
purely agricultural activities as a share of total employment. The methodology is described in
Ann Goodman, Marsgret Hughes and Gertrude E. Schroeder, “Raising the Efficiency of Soviet
Farm Labor,” in Gorbachev'’s Economic Plans, U.S. Congress, Joint Economic Commitee
1987, Volume 2, p. 117. Infant mortality: Narkhoz SSSK, 1988, p. 29. These rates are
believed to be considerably understated relative to measures used in the West.

DISTORTED ECONOMIC STRUCTURES

Western research has demonstrated that the Soviet development
strategy of extremely unbalanced growth produced a severely dis-
torted economic structure when compared with Western countries
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at similar levels of development. 12 As reflected in the distribution
of the labor force, the share of industrial employment is inordinate-
ly high and the share of the service sector is very low, most notably
the share engaged in retail trade and personal services. A similar
conclusion holds for all of the republics. In Estonia in 1986, for ex-
ample, 43 percent of the labor force was engaged in industry and
construction, compared with 27 to 32 percent in the four Scandina-
vian countries; corresponding figures for trade and public dining
show 9 percent of the Estonian workforce in these occupations,
compared to 14 to 18 percent in Scandinavia. '3 For Latvia, in
1987, 40 percent worked in industry and 9 percent in trade and
public dining. In Lithuania 41 percent worked in industry and 8
percent in trade and dining, in 1987. 14 Many decades of large-
scale, persistent redirection of investment will be required to cor-
rect such distortions.

The present disparities in levels of development among the re-
publics result not only from relative initial starting points and
rates of population growth, but also from relative investment allo-
cations, which were determined centrally. Over the past three dec-
ades, the share of the R.S.F.SR. in total investment has risen
steadily, while those of Ukraine and Kazakhstan have fallen mark-
edly; these three republics account for more than four-fifths of all
investment. The other republics show diverse trends, evidently re-
lated to Moscow’s resource exploitation priorities in particular five-
year pians. Tabie Z gives data on the investment shares among the
republics in the 1980s, along with allocations expressed per capita
and per worker. In accord with Gorbachev’s policy of pushing in-
dustrial modernization by renovating existing facilities rather than
building new ones, the investment share of largely industrialized
European Russia rose during 1986-90, while that of relatively un-
derdeveloped Central Asia fell.

Gorbachev’s rhetoric on regional policy also emphasized repeat-
edly the priority of national interests and the general intent to
make resource allocations to individual republics dependent on
their relative “contribution.” 15 Thus, Moscow was reluctant to
invest in republics where levels of labor productivity were per-
ceived to be relatively low. According to recently published official
data, “social”’ labor productivity exceeds the national average only
in the R.S.F.S.R, (where it was the highest), the Baltics, and Be-
larus, 16 in 1988, labor productivity in the Central Asian republics
was only 49 to 61 percent of that in the R.S.F.S.R., according to of-
ficial assessments. Moreover, the R.SF.S.R.’s relative advantage
was seen to be rising.

12 Gur Ofer, The Service Sector in Soviet Economic Growth: A Comparative Study, Cambridge,
Mass.; Harvard Univemitwm, 1973. Paul Gregory, Socialist and Non-Socialist Industrializa-
tion Patterns, New York; eger Publishers, 1970. Jan Winiecki, The Distorted World of Soviet-
Type Economies, Pittsburgh, Pa.; University of Pittsburgh Press, 1988.

13 Andrew R. Bond and Matthew J. Sagers, “Adoption of Laws on Economic Autonomy for the
Baltic Republics and the Example of Estonia: A Comment,” Soviet Geography, vol. 1, no. 31 (Jan-
uary 1990), pp. 5-6.

14 Goskomstat SSSR, Statisticheskie materialy . . ., Chast 1, p. 24.

15 Thege points were made first in Gorbachev’s speech to the 27th Party Congress, Pravda,
February 26, 1986.

18 Goskomostat, Statisticheskie materialy . .., p. 1.
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TABLE 2. Republic Shares of Total Investment and Investment Per Capita and Per Worker,

1981-1990.
Shares of Total Gross Levels of Gross Fixed Investment
. ) Fixed Investment
Region and Republ\nc (USSR = 100.0) Per Capita Per Worker

1981-85 1986-90  1981-85  1986-90 1981-85 1986-90

. 806 81.2
A 622 62.8 100.0 100.0 100.0 100.0
v o139 13.7 62.5 62.0 65.2 64.0
\ 34 37 71.6 849 783 834
11 11 62.5 58.8 66.9 65.1

2.9 29
0.6 0.6 88.9 81.1 89.1 89.3
10 0.9 81.3 80.4 84.6 712
1. 14 84.4 87.98 5.9 86.1

41 4.1
15 13 64.6 51.8 70.1 59.7
0.9 \ 1.2 60.7 83.1 73.0 93.0
. 17 1.6 60.4 50.8 86.9 70.6

Central Asia.... 124 11.8
Kazakhstan. 59 5.8 85.9 82.7 101.9 95.9
Uzbekistan . 41 35 54.5 417 829 65.1
Kyrgyzstan 0.7 0.7 439 41.0 61.7 58.5
Tadzhi 0.7 \ 08 378 36.7 64.1 62.8
Turkmenistan... 1.0 V10 74.2 64.3 104.4 90.6

Sources: Investment—~Narkhoz SSSR, 1990, p. 553; Population—Mid-year populations in 1983 and in 1988
calculated from data in various Aarkhozy, Employment—Number of workers and employees plus number of
collective farmers employed in the socialized sector in 1983 and in 1988. Data are given in Narkhoz SSSK, 1983,
pp. 280, 358; Narkhoz, 1990, p. 102; Agropromyshilennii kompleks SSSF, Moscow, 1890, p. 111.

As the data in Table 2 show, there were large differences among
republics in investment allocations expressed per capita and per
worker. In 1986-90, for example, levels of investment per capita
ranged from 37 percent of the R.S.F.S.R. level in Tadzhikistan to 88
percent in Lithuania. Investment per worker relative to the
R.S.F.S.R. ranged from 58 percent in Kyrgyzstan to 96 percent in
Kazakhstan. On both measures, the relative positions of the Cen-
tral Asian and Transcaucasian republics deteriorated markedly
after 1985. Clearly, neither Gorbachev nor his predecessors were in-
clined to accommodate investment allocations to fast-growing popu-
lations and work forces in the southern tier. Thus, these republics
faced a “Catch 22" situation. In order to increase labor productivi-
ty, they needed to raise the capital/labor ratio sharply, which
would require increased investment allocations relative to the rest
of the country. But Gorbachev’s policies, even more than those of
his predecessors, evidently steered investment allocations regional-
ly in accord with their perceived productivity.

On another level, a frequently voiced grievance of some repub-
lics, Latvia and Estonia in particular, was that the Moscow-based
ministries built huge industrial plants in the republics without
regard to local labor supplies. As a consequence, large numbers of
(mainly) Russians migrated into these areas to provide a work force
for the new plants, thereby diluting the ethnic homogeneity of
native homelands. For example, whereas in 1959, Estonians made

v
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up 74.6 percent of the total population of Estonia, (92 percent pre-
war), they comprised only 61.5 percent in 1989; Latvians made up
62.0 percent of Latvia’s population in 1959 and 52.0 percent in
1989. For the more radical nationalist spokesmen in these repub-
lics, this outcome of centrally dictated industrial location patterns,
with its focus on labor-intensive industries, was seen as a reflection
of a policy of ethnic genocide. 17 Certainly, such ethnic diversity
now presents these two newly independent states with a potential-
ly divisive situation that did not prevail in the prewar period of
their national independence.

Perhaps the most celebrated case of distorted economic develop-
ment wrought by Moscow’s policies is to be found in the four poor-
est republics of Central Asia. '® There, Moscow for decades vigor-
ously promoted cotton growing to satisfy domestic needs and pro-
vide a source of hard currency exports. Such super-specialization in
cotton created enormous demands for water for irrigation, severely
depleted the soil, and crowded out ordinary food crops that could
be grown in Central Asia. Moreover, Soviet policy relegated Cen-
tral Asia to the role of a producer of raw materials. In 1988, virtu-
ally all cotton fiber originated there, but the region produced only
8.5 percent of the country’s cotton cloth; corresponding figures for
Uzbekistan are 61.7 and 5.6. 1° A similar policy was applied to Ka-
zakhstan, which in 1988 produced 22.7 percent of all wool, but only
4.4 percent of woolen cloth. Although machinery industries were
developed in Central Asia, they, too, were oriented toward cotton
production and the processing of raw materials. Similarly, industri-
al investment was concentrated on the extraction of energy and
nonferrous metals, at the expense of creating processing facilities
and capacities for manufacturing. Writing in 1986, a Western
scholar described Central Asia’s economy as “colonial,” a “planta-
tion economy.” 20

Acrimonious arguments between Moscow and Central Asian
leaders and scholars over regional development policy and its con-
sequences were carried on for several decades. 21 With the advent
of Gorbachev and his policies of glasnost and perestroika, the issue
became a central focus for Central Asian grievances against
Moscow. At the Central Committee Plenum on nationality policy
held in September 1989, for instance, the Party first secretary in
Uzbekistan referred to “the arbitrary and distorted approach that
was taken toward so-called, “cotton affairs,” as well as in evaluat-
ing historical and cultural values and the people’s customs and tra-
ditions” and declared that they provide “the soil in which social
tensions and tensions between nationalities are springing up in the

17 A typical example of this point of view is given in a speech by the Estonian Communist
ngrt lﬁlr;gs)Secretary V. d. Valas at the CPSU plenum on nationalities policies, Pravda, Septem-

r 21, A

18 For a recent description and assessment see Boris Z. Rumur, op. cit.

19 Narkhoz SSSR, 1988, pp. 342-343.

20 J eglie Dienes, Soviet Asia: Ec ic Develop t and National Policy Choices, Boulder,
Colorado; Westview Press, 1987, p. 125.

2! For descriptions see: Boris Z. Rumer, op. cit., pp. 43-122. Gregory Gleason, “Ministries
Versus Territories: Evidence From Agricultural Administration in Soviet Central Asia”, Studies
in Comparative Communisms, Vol. XIX, No. 314 (Autumn/Winter 1986), pp. 227-245. Grey Hod-
nett, “’Fgchnology and Social Change in Soviet Central Asia: the Politics of Cotton Growing”, in
Henry W. Morton and Randolph L. Taukraaes (eds.), Soviet Politics and Society in the 1970,
New York; The Free Press, 1974, pp. 60-117.
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republic today.” 22 The Party Secretary in Tadzhikistan made a
similar point with regard to the failure of repeated attempts by
local leaders to persuade the center to site cotton textile factories
and other labor-intensive facilities in the republic. The reluctance
of the center to pay attention to the need of Central Asian repub-
lics and Azerbaijan to provide jobs for their fast-growing popula-
tions of working age also elicited bitter complaints from republic
leaders. High rates of unemployment there were cited as a princi-
pal reason for rising ethnic tensions in these republics.

Other republics voiced similar grievances. Ukrainians com-
plained that central diktat had assigned their republic the role of
producer of mainly extractive and intermediate goods, thus creat-
ing a lop-sided economic structure and unnecessary dependence on
other republics for final goods. Many Ukrainians were also bitter
about what they perceived as their having been forced to transfer
income to support other, less productive republics. Western re-
search has estimated such transfers to have amounted to an aver-
age of some 10 percent of national income annually over many
years. 23 In general, it seems that, whereas local sentiment sought
to promote a diversified pattern of economic development, the
union ministries chose specialization with its consequent high
levels of interrepublic trade. '

DISPARITIES IN LIVING STANDARDS

In forum after forum during the Gorbachev era, leaders lament-
ed the poor living conditions in their republics and cited long bills
of particulars. The Baltics compared their lot with that of nearby
affluent Scandinavia; the southern republics compared their well-
being with that of the northern tier. In contrast, Russian and
Ukrainian spokesmen argued that living standards in their repub-
lics had been held down because of the transfer of budgetary funds
to the poorer southern regions, which had not “earned” them.
People in the Baltic republics believed that they would have been
far better off, had they been able to retain their independence lost
in 1940. In contrast, people in the Central Asian republics main-
tained that the federal government had the “socialist” duty to
eliminate the lags in their development, for which the center was
_to blame.

Disparities in living standards among the republics are quite
large, if not by international standards, at least by “socialist”
standards. Moreover, the gaps had been slowly widening since at
least 1970 and continued to do so under Gorbachev. As an alterna-
tive to the Soviet official measure of living standards (labeled “real
per capita incomes”), the author devised a Western-type measure—
" real per capita consumption, defined to embrace both personal con-
. sumption and government expenditures on health and education.
This measure also attempts to remove the substantial upward bias
in the official measures of improvement in living standards. 24

22 Prquda, September 22, 1989. .

23], S, Koropeckyj, “A Century of Moscow-Ukraine Economic Relations: An Interpretation,”
- Harvard Ukrainian Studies, vol. 3, no. 4 (December 1981), pp. 467-496.

24 The basic methodol for deriving this measure is described in Gertrude E. Schroeder,
“Regional Living Standards,” in . S. Korpeckyj and Gertrude E. Schroeder (eds.), Economics of
Soviet Regions, New York: Praeger Publishers, 1981, pp. 149-153.



131

Table 3 gives such estimates of the relative levels and growth rates
of real per capita consumption during 1981-1988 for the fifteen re-
publics, with levels expressed relative to that in the R.S.F.S.R.
While the differentials in living standards revealed by this meas-
ure are similar to newly published official data, 25 the rates of im-
provement shown by the alternative measure are much lower. The
results regarding relative levels are consistent with a wide variety
of related data for each republic, except for Moldova, where the al-
ternative estimate is probably too high, and Latvia, for which it
may be too low. They do not take into account the activities of the
illegal “underground” economy, since there are no reliable data
with which to do so; its impact could differ appreciably among re-
gions. By and large, it appears that relative standings of the repub-
lics were about the same in 1990 as in 1988.

TABLE 3. Levels and Growth of Per Capita Consumption in Soviet Republics,

1980-88.
Levels (RSFSR = 100) Average Annual Rates of
Region and Republic Growth
1980 1985 198 198185 198688
European Russia
160 100 100 0.8 0.6
84 88 88 15 0.6
9] 93 94 13 10
89 90 91 0.9 10
120 118 122 0.4 20
106 103 106 04 13
106 103 105 0.2 12
Transcaucasia
Georgia......ocouerrnes 85 9% 98 24 23
Armenia.... 78 76 L) 0.4 —0.6
Azerbaijan ............ 62 64 63 12 0.4
Central Asia
Kazakhstan.............. 82 80 81 0.3 0.7
Uzbekistan............... n 68 63 —01 ~18
Kyrgyzstan .............. 67 67 66 07 04
Tadzhikistan ............ 51 55 52 0.1 -10
Turkmenistan........... 1 68 67 —01 03

Sources: Levels of per capita consumption in current priceswere calculated in accordance with
the methodolo%' described in Gertrude E. Schroeder, “Regional Living Standards,” in 1.S. Koropeckyj
and Gertrude E. Schroeder 3eds.), Economics of Soviet Regions, New York, Praeger, 1981, pp.
149-153. The methodology described there was revised by inflating the calculated ruble values by
the official index of retail prices given in Torgowlia SSSR, Moscow, 1989, p. 75. Also, revised
official indexes of real per capita incomes were used (Narkfoz SSSR, 1988, p. 95).

Average annual rates of real growth were obtained by deflating all ruble values in current prices
calculated as described above by an lmflicit price index for the USSR obtained by deflating the
values in current prices with a price index that can be derived from estimates of consumption in
current and constant prices for the USSR as a whole.

28 Goskomstat SSSR, Sotsial'noe razvitiie i uroven’ zhizni naseleniia SSSR: statisticheskii
sbornik, Moscow, 1989, p. 97. The author’s alternative estimates or relative levels accord fairly
well with estimates using an entirely different methodology recently developed by the Center
for International Research, U.S. Bureau of the Census.
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As indicated in Table 3, per capita consumption in 1988 ranged
from 52 percent of the R.S.F.S.R. level in Tadzhikistan to 22 per-
cent above.that level in Estonia. With the exception of Georgia, all
of the southern tier republics fare quite poorly relative to the Rus-
sian republic. For all of Central Asia and also for Armenia, the dis-
parities have increased since 1980. Except in the Baltics, the
growth of per capita consumption slowed under Gorbachev, and
levels actually declined in three republics. Conceptually, the alter-
native measure relates to quantities of goods and services provided
per capita, but the gaps probably are even greater when qualitative
factors are taken into account. For example, much anecdotal evi-
dence suggests that the quality of goods and services, including
health care and education, is much poorer in the southern repub-
lics than elsewhere, while quality seems to be somewhat better in
the Baltics.

To supplement the overall measure of relative living standards,
Table 4 presents data for the republics on availability of housing,
home telephones, passenger automobiles, and food. While the pat-
terns are quite diverse, the general picture provided by these data
is similar to that given by the overall measures. The Baltic repub-
lics retain their superior position, while four Central Asian repub-
lics and Azerbaijan lag far behind. With regard to housing, a
source of grievance almost everywhere, per capita living space
available in cities in 1988 in all of Central Asia, Azerbaijan, Arme-
nia, and Moldova was still well below the minimum standard for
health and decency (9 square meters per capita) set by the Soviet
government in 1928. Provision of housing amenities also differs
among republics in a similar pattern.

A mass of evidence indicates that living standards are much
lower in rural areas than in cities. Thus, the 1987 average monthly
wages of the state labor force in rural areas were below those in
urban areas in all republics except the Baltics (where they were
higher) by 2 percent (Kazakhstan) to 20 percent (Azerbaijan). 2¢ A
similar relationship prevailed with regard to average monthly
earnings of collective farmers, which in over half of the republics
were even lower than the wages of rural state workers. On the
other hand, rural incomes were boosted by earnings from private
plots, whose shares in total agricultural output differ widely among
republics; in 1987 the shares ranged from 16 percent in Turkmenis-
tan to 42 percent in Georgia. 2?7 Although rural housing, most of
which is owned privately, had substantially more space per dwell-
ing (except in Tadzhikistan) than urban housing, 28 most of it had
few amenities. Thus in 1988, only 2 percent of collective farm hous-
ing had running water in Turkmenistan and Azerbaijan, whereas
the shares were 60 to 74 percent in the Baltics. 29 Fewer home tele-
phones were available in rural areas than in cities—levels of less
than one-third in most republics. Large rural-urban gaps also pre-
vail in the provision of day care facilities for preschool children,

26 Goskomstat SSSR, Trud v SSSR: statisticheskii sbornik; Moscow, 1988, pp. 156-157. Nark-
hoz SSSR, 1988, p. 83.

27 Goskomstat SSSR, Press-uypusk, no. 170, 24 Ai)ril 1989.

28 Goskomstat SSSR, Press-vypusk, No. 288, 3 July 1989.

29 Goskomstat SSSR, Press-vypusk, No. 436, 29 November 1989.
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with the gaps differing widely among republics. 3° Finally, retail
sales per capita in rural areas were less than half those in cities in
most republics, 3! and the gaps in provision of everyday services
were also large. 32 Rural residents were forced to travel to cities to
obtain many goods and services.

TABLE 4. Indicators of Relative Living Standards in Soviet Republics, 1980, 1985, and

1988.
Urban Housing Space  Home Telephones (per  Passenger Cars (per Food Consumption
Rle!gionblqnd (M2 per capita) 1000 Urban Peop‘e) loogfamilies) (RSFSR = POO)
epublic
1980 1985 1988 1980 1985 1988 1980 1985 1988 1980 1985 1988
European Russia
FSR e 86 93 96 59 8 102 10 14 16 100 100 100
Ukraine... .. 89 95 98 85 111 10 14 17 106 108 108
Belarus... 84 90 94 66 92 125 8 12 16 105 102 107
78 82 86 67 84 107 8 11 13 103 109 106
100 115 120 97 118 144 21 29 33 100 105 96
102 108 112 141 163 185 18 22 25 99 106 102
. 93 103 106 96 130 162 22 28 33 100 104 104
Transcaucasia
Georgia.... 95 102 111 12 89 106 19 27 31 9 104 101
Armenia... 78 82 80 109 136 140 19 27 31 89 90 83
Azerbaijan 715 19 53 78 97 12 14 17 83 86 83
Central Asia
Kazakhstan.. 78 81 84 53 65 92 12 15 18 93 96 9%
Uzbekista 63 713 13 44 60 84 13 19 21 84 86 81
Ryrgyzsian ... 15 76 16 48 62 89 12 16 18 79 83 85
Tadzhikistan . 69 12 14 42 64 76 12 20 22 83 86 82
Turkmenistan........ 69 10 10 38 59 78 16 29 1. & 85 83

Sources: Urban housing.—Measured in square meters of fiving space. Data for 1980 given in square meters of total floor
space were converted to living space usg%% coefficients for 1985. Sofsia/noe razvitie i uroven’ zhizoi naseleniia SSSR,

oscow, 1988, pp. 189-190. Goskomstat SSSR. Press-ypusk No. 288, 3 July 1989. o )

Urban telephones— Sotsial noe razvitie | uroven’ Zhizni naselenia SSSR, p. 298. Statisticheskie materialy obrazvitia
Soyuznykh i avionomnykis respublik, aytonomnykls oblastei i okrugov, chast 1, 1989, p. 331.

Passenger cars.— lorgoviia SSSK, Moscow, 1989, p. 41. .

Food consumption— Torgoviia SSSR, Moscow, 1989, pp. 24-25. Source gives total quantities of food consumed per capita
measured in kilograms or units per year. These quantities have been converted to calories with standard conversion
coefficients for the products.

Data first published by the Soviet government in 1989 permit an
assessment of regional differences in the extent of poverty. 33 In
1989, 11.1 percent of the total population in the U.S.S.R. had aggre-
gate incomes (including incomes in kind) below .75 rubles per
month. The official poverty line was 78 rubles per month. The
shares were about 2 percent in the Baltics and 5 percent in the
R.S.F.S.R. But the share was 51 percent in Tadzhikistan, 44 percent
in Uzbekistan, and 33 to 35 percent in Kyrgyzstan, Turkmenistan,
and Azerbaijan. Central Asian leaders often cited these data, along
with estimates of the number of unemployed workers in their re-
publics, as evidence of the poor living conditions there.

Other data for the republics reflect the situation of their titular
nationalities. According to 1989 census data, the titular nationali-
ties made up over half of the total populations in all republics

20 Goskomstat SSSR, Narodnoe obrazovanie i kul'tura v SSSR: statisticheskii sbornik, Moscow,
1989, pp. 38-39.

31 Narkhoz SSSR, 1988, p. 108.

32 Goskomstat SSSR, Statisticheskie materialy . . ., Chast 1, p. 60.

33 Narkhoz SSSR, 1989, p. 91.
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except Kazakhstan. 3¢ They comprised 70 percent or more in 9 re-
publics. Data from this and earlier censuses allow the following
generalizations to be made: titular nationalities tend to live in
their own republics by overwhelming margins; there is a strong
tendency for them to live in rural areas (except for Russians and
Armenians) and to be less well educated than the rest of their re-
public’s population (except for Russians, Armenians and Geor-
gians). In republics, such -as Central Asia and Ukraine, where the
titular nationalities are both more rural and less educated, one
would expect them to be concentrated in lower-paying jobs. On bal-
ance, one may conclude that the data given for republics in Tables
4 and 5 reflect reasonably well the situation of their titular nation-
alities in the R.S.F.S.R., Transcaucasia, and the Baltics, but over-
-state perhaps by sizeable margins the position of titular nationali-
‘ties in the other republics. Clearly, the substantial economic dis-
parities among the union republics, and within them as well, were
a major source of the escalation of ethnic tensions with the advent
of glasnost.

ENVIRONMENTAL DEGRADATION

Another contentious issue between the periphery and the center
that surfaced with the advent of glasnost concerned the state of the
environment. Certainly not for the first time, republican leaders
used the environmental issue as a vehicle for lambasting the cen-
tral economic ministries, which were cast as the principal villains
responsible for the environmental degradation. A notable case in
point was the protracted controversy that raged over the erstwhile
project to divert Siberian rivers to ease the pressure on water sup-
plies in Central Asia and halt the desiccation of the Aral Sea. %5
Although this grandiose project was halted by the central govern-
ment, largely on grounds of its huge cost, the debate continued.
The project was seen by many people as one that would benefit the
Central Asians at the expense of Russians. Uzbek leaders called for
the project’s revival as the only way to avert an economic but, even
more, a political crisis in their republic. 3¢

While the river diversion case may be the most notorious, the
heady mix of environmentalism and nationalism became evident
everywhere. In Kazakhstan and in Central Asia, environmental
and development issues became closely intertwined.37 Latvians
protested dam construction and the military activities in the repub-
lic as environmentally disastrous; Armenians protested en mass
against air pollution there; Estonians cited severe pollution of air
and water. The common culprit was seen to be “departmental tyr-
anny.” 38 Kazakh leaders demanded the closure of a nuclear weap-

34 Goskomstat SSSR, Statisticheskie materialy . .., Chast IL

35 A good summary of this controversy is given in Robert G. Darst, Jr., “Environmentalism in
the USSR: The Opposition to the River Diversion Projects”, Soviet Economy, vol. 4, no. 3 (July-
September 1988), pp. 223-252; and Philip P. Micklin and Andrew R. Bond, “Reflections on Envir-
onmentalism and the River Diversion Projects,” ibid., pp. 253-274.

38 Literaturnaia gazeta, no. 46, 15 November 1989, p. 2.

37 Kommunist, No. 14, September 1989, pp. 23-43; and Noviy Mir, No. 1, 1990, pp. 201-2086.

38 Examples are cited in Darst, loc. cit., Sovetskaia Estoniia, October 30, 1989. Sovetskaia Lat-
viia, January 14, 1990.
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ons testing range on grounds of damage to the population’s health,
and stated “millions of hectares of land have been kept out of eco-
nomic use by military departments alone.” 39 ’

Ukrainians expressed bitterness about plans for developing elec-
tric power in the republic; at the 19th Party Conference in June
1988, a speaker said, “The arrogance and disdain that some union
bodies, especially the Ministry of Electric Power, have toward Uk-
raines’s fate not only border on some sort of merciless cruelty, but
are an insult to national dignity”; he continued, “I have been given .
a mandate from Communists to demand ... that the outside plan-
ners who are running loose all over Ukraine and other republics in
the style of plantation owners, with no regard for the interests or
even the very lives of the native peoples, be stopped.” 4® The Lith-
uanian Party First Secretary stated at the same Conference,
“There are still no pollution control devices in Kaunas, the repub-
lic’s second largest industrial center. This is largely the result of °
the fact that a number of union ministries have viewed and contin-
ue to view environmental protection as a matter of secondary im-
portance.” 41 In addition, republican spokesmen frequently at-
tacked the central ministries for the general failure of socialist cen-
tral planning to accord priority to pollution control and to pay at-
tention to local requirements for municipal services and social in-
frastructure when new facilities were built. Finally, some local gov-
ernments even shut down polluting enterprises, despite the out-
cries of the buyers of their products, and some nuciear power
plants were mothballed following the Chernobyl disaster.

INTER-REPUBLICAN ECONOMIC DEPENDENCIES

Soviet regional development strategy created large and in many
cases growing economic dependencies among the republics. 42 Their
extent can best be examined by means of republican input/output -
tables and trade flows, but the U.S.S.R. never published complete
tables and released only fragmentary ones for four years—1959,
1966, 1972, and 1988 and did not make them available for all re-
publics. From Western work on these data, however, we can obtain
an idea of the overall size of these dependencies in 1966. 43 The
U.S.S.R. State Committee for Statistics (Goskomstat) finally pub-
lished data on inter-republican trade flows in 1988 and 1989. 44 In
1988, such trade made up 85-90 percent of total trade turnover in
all republics except Ukraine (79 percent) and Russia (57 percent).
Table 5 presents data on the relative dependencies of the republics

39 Kommunist, No. 14, September 1989, pp. 23-43, Pravda, September 30, 1989.

4¢ Pravda, July 2, 1988.

41 Thid.

*2 For a more extended discussion of inter-republican economic relations see the paper by
Stuart Brown and Misha Belkindas in this volume and this author’s paper “Economic Relations
Among the Soviet Republics”, in Michael P. Claudon and Tamar L. Gutner, Investing in Reform:
%oigg Business in a Changing Soviet Union, New York, New York University Press, 1991, pp.

43 James W. Gillula, “The Interdependence of Soviet Republics”, in Soviet Economy in a Time
of Change, Washington; U.S. Congress Joint Economic Committee, 1979, Vol. 1, p. 640. Interde-
pendencies had become somewhat greater by 1972. James W. Gillula, The Reconstructed 1972
Input-Output Tables for Eight Soviet Republics, U.S. Bureau of the Census, Foreign Economic
Report, Ng. 19, December 1982, pp. 95-99.

63.:)‘ Vestnik statistiki, No. 3, 1990, pp. 37-53 and No. 4, 1990, pp. 51-60. Narkhoz SSSR, 1990, p.
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on one another for imports and exports in 1988 and 1989, expressed
as shares of total consumption and the total value of production in
each republic, respectively. In those years, the shares of imports in
republican consumption ranged from 16 percent in Russia to 31
percent in Armenia; the shares or exports in republican production
ranged from 11 percent in Russia to 27 percent in Azerbaijan.

TABLE 5. Relative Importance of Foreign Trade by Republic in 1988 and 1989.

Shares of Interrepublican Trade in
Total Imports as Total Exports as
Region and Republic  Shares of Republican  Shares of Republican Total Trade, 1388

Consumption, 1983 Production, 1989 Imports Exports
European Russia :
RSFSR. 157 10.7 51 68
176 149 13 85
25.1 26.0 19 91
280 243 82 95
28.1 24.2 81 90
26.9 24.9 82 92
210 220 83 91
26.2 25.1 80 93
310 26.0 82 98
213 21.1 75 94
Central Asia
Kazakhstan 19.2 110 84 91
Uzbekistan 23.6 18.2 86 85
Kyrgyzstan 26.5 179 80 98
Tadzhikistan . . 29.5 212 81 86
Turkmenistan..................... 25.7 216 86 92

Sources: Vestnik Statistiki no. 3, 1990, p. 36. Narkhoz SSSR, 1990, p. 639.

The Soviet %ovemment recently released other data that permit
an assessment of inter-republican dependencies in selected key
areas. From . published energy balances we can see that in 1985
only the RS.F.SR., Kazakhstan, Azerbaijan, and Turkmenistan
were self-sufficient in energy, on balance. The others had to import
shares of their domestic consumption ranging from 99 percent in
Moldova to 22 percent in Uzbekistan: 45 in 1988, the latter’s im-
ported share had risen to 28. 46 Uzbekistan, along with Ukraine,
had shifted from a position of self-sufficiency in 1970 to a net im-
porter in 1985. Imported shares rose in all the remaining republics
except Tadzhikistan during that period. For consumer goods, the
data show that the R.S.F.S.R., Ukraine, and all Central Asian re-
publics were net importers. 7 With respect to food products, the
same republics (except Ukraine and Kyrgyzstan) were net import-
ers, along with Azerbaijan and Armenia. All Central Asian repub-
lics were substantial net importers of products of light industry.
With respect to other consumer goods (mainly durables), all repub-

45 Goskomstat SSSR, Material'no-tekhnicheskoe obespechenie narodnogo khoziaistva SSSR:
statisticheskii sbornik, Moscow: 1988, pp. 66-75.

46 Gogkomstat SSSR, Press-uypusk, no. 394, 5 September 1989.

47 Gosknomstat SSSR, Torgovlia SSSR: statisticheskii sbornik, Moscow, 1989, pp. 217-236.
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lics except the R.S.F.S.R., Belarus, and Latvia were net importers,
usually by large margins.

As one would expect, the R.S.F.S.R. was by far the largest source
of imports for the small republics and also the largest customer for
their exports. In 1982, for example, the R.S.F.S.R. accounted for
53.8 percent of Estonia’s imports and 58.2 percent of its exports. 48
The other two Baltic republics accounted for 9 and 11 percent, re-
spectively. The situation was similar for Lithuania.4® In 1990,
Russia was the largest trading partner for all republics, with
Ukraine ranking second in most cases. Trade among the Baltics
was modest, but that among the Central Asian republics was fairly
substantial, associated mainly with mutual exchanges of energy.

The national leadership clearly regarded these large and growing
economic interdependencies among the republics as evidence of the
success of Soviet regional development policies. Thus, in his speech
to the Party plenum on nationalities policies in September 1989,
Gorbachev noted such an achievement: “As a result of many years
of development on the basis of plans, the Soviet economy has
become highly integrated and is now a single national economic
complex.” 30 At the same time, however, the balance of such inter-
republic trade became a focus for acrimonious accusations and dis-
putes among republic leaders and economists, often aired under the
rubric “Who is feeding whom?” The argument was often made that
a republic’s balance-of-trade deficit or surplus calculated in ruble
prices did not reveal the “true” situation because of the many dis-
tortions in Soviet prices, which did not reflect the real costs and
values of products. This argument prompted the U.S.S.R. State
Committee on Statistics to publish republican balance-of-payments
data calculated in both internal prices and in world market
prices. 5! Because fuels and raw materials are under priced in the
U.S.S.R. relative to world market prices, the calculation shows that
the balance of trade for the R.S.F.S.R., the Ukraine, and Turkmen-
istan looks considerably better when tabulated in world market
prices instead of in domestic prices; on the other hand, the remain-
ing republics have even larger deficits when their trade flows are
figured in world market prices. Such calculations satisfied few crit-
ics, and arguments continued to rage during 1989 and 1990. 52

THE REGIONAL IMPACT OF GORBACHEV'S EcoNnoMic PoLiciks, 1985-
1989

The evolution of Gorbachev’s policies bearing on the economic as-
pects of overall nationalities policy is considered under three ru-
brics: reduction of regional disparities; the role of all-union inter-
ests; and the scope of economic autonomy to be accorded to the re-
publics.

48 K. Kukk, Economic Relations of the Estonian SSSR, Tallinn, 1988 (In Estonian).

49 Sovetskaia Litva, October 25, 1989.

50 Pravda, September 20, 1989.

5! Argumenty i fakty, no. 50 (16-22 December 1989), pp. 6-7. Narkhoz SSSR, 1990, p. 642.

52 For example: Ekonomika i zhizn’, No. 10 (March 1990), pp. 7-8. Pravitel stvennii vestnik, no.
5, January 1990, pp. 6-7. Ekonomika i matematicheskie metady, no. 1, 1990, pp. 93-104.
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REDUCTION OF REGIONAL DISPARITIES

With regard to reducing economic disparities, on which Commu-
nist Party pronouncements had been largely silent for at least a
decade, Gorbachev initially took a rather hard-line position. As al-
ready noted, he suggested in early 1986 that budget allocations for
social needs ought to be related to the efficiency of a region’s econ-
omy, i.e., to its “contribution” to the national economy as a whole.
Neither his opening speech nor the resolutions adopted by the 19th
Party Conference in June 1988 mentioned reduction of regional
economic disparities as a desirable objective. With the outbreaks of
national violence and the outpouring of national economic griev-
ances in many forums, however, Gorbachev evidently concluded
that depressed economic conditions could be fueling ethnic ten-
sions, especially in the southern republics. At the much-postponed
Party plenum on nationalities issues held in September 1989, Gor-
bachev said, “Despite the impressive progress made in ‘evening out
the differences,” serious problems still remain in this field”. 32 He
broached the idea of setting up some kind of a mechanism for
using state budget funds “to consistently resolve the pressing prob-
lems of the regions that lag behind.” The resolution adopted at the
plenum was more specific:

The country must have a system of economic levers and
incentives which enables the USSR government on the
basis of the efficient use of state budget resources to
pursue in conjunction with the republics a purposeful line
aimed at eliminating the lag in the economic development
of individual regions due to objective factors and also to
create an all-union fund to provide aid to regions affected
by natural disasters or ecological catastrophes, and in the
development of new territories. 54

Although no mention was made of such a fund, the 1990 state
budget provided for a total grant of 7.4 billion rubles to the five
Central Asian republics and Armenia, thus continuing past prac-
tices. 55 The new central Stabilization Funds created in 1991 also
were supposed to be used to aid the poorer republics.

THE ROLE OF ALL-UNION INTERESTS

In many pronouncements, Gorbachev insisted on the primacy of
all-union (state) interests in the formation of economic policy. He
repeatedly railed against “‘national egoism,” “chauvinism,” “self-
ishness,” and “separatism.” With the rise of independence move-
ments in the Baltics and elsewhere in 1988 and 1989, his speeches
often cited figures showing the large economic interdependencies
that had developed among the republics. In his speech to the Party
plenum on nationalities policy in September 1989, he stated, “A
major advantage of all of our republics and regions is without
doubt the existence of a practically unlimited all-union market.” 3¢

83 Pravda, September 20, 1989.
54 Prauda, September 24, 1989.
55 Jzvestiia, September 27, 1989.
56 Prquda, September 20, 1989.
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But he also referred to “negative processes” that had led to “social
tensions and the flare-up of conflict situations including in the
sphere of inter-ethnic relations.” While citing as causes “the bane-
ful effects of excessive centralization, diktat, and arbitrariness of
departments in the development of various economic branches,” he
also pointed out that the republic governments themselves often
had pressured the center to locate new plants and industries on
their territories. “Much for which the center is now being blamed
emerged as a result of persistent, repeated requests from republi-
can and local bodies,” he said.

As for remedial action to alleviate the most pressing problems in
the southern tier, it appears that Moscow solicited detailed propos-
als from those republics. In an interview in August 1989, a Gosplan
Deputy Chairman cited a number of steps that were being taken;
projections for their accelerated economic development in the long
range plans; a specific.Council of Ministers Resolution pertaining
to Uzbekistan; the Council of Ministers Resolution on the Aral Sea;
the “special attention” given to proposals from Kazakhstan and
Tadzhikistan in connection with formulation of the 13th Five-year
Plan and the Plan to 2010; a “special resolution” of the central
government on development of fruit-growing in Tadzhikistan; and
the more general resolutions delegating more authority to the re-
publics, thus enabling them to help solve such problems. 57

N\
THE SCOPE OF AUTONOMY FOR REPUBLICS

An important facet of Gorbachev’s evolving “radical”’ economic
reforms pertained to moves to grant the republics and local govern-
ments substantially greater authority and responsibility for manag-
ing their economies within the framework of an all-union “national
economic complex.” Initial decrees adopted in July 1986 moved
somewhat toward such decentralization, mainly in the social
sphere and in construction. 58 As part of an overall reform pack-
age, a decree of July 1987 went much farther, ostensibly according
the republics virtually complete control over consumer-related sec-
tors and infrastructure in their economies and broadened budget-
ary authority, although heavy industry and nation-wide infrastruc-
ture would remain in the hands of union organs. 5° To that end,
seven formerly union-republic ministries were given all-union
status in 1987 and 1988, and most union-republic industrial minis-
tries were abolished. As a result, the share of centrally controlled
industrial production increased in some republics: in 1989, it was

half or more in the R.S.F.S.R., Ukraine, Belarus, Kazakhstan and
Armenia. Although the provisions of the 1987 decree were incorpo-

rated into planning and budgetary procedures, their attempted im-
plementation created much confusion and uncertainty.

In the meantime, something potentially far more radical ap-
peared—the movement toward full economic autonomy for the re-
publics. The general idea was initially endorsed in mid-1988 in the
Resolution adopted at the 19th Party Conference, but “with a clear
definition of what they are expected to contribute to union-wide

57 Trud, August 24, 1989.
58 Pravda, July 30 and September 13, 1986.
59 Source cited in 8 above.
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programs.” 8° In September 1988, the Party Central Committee au-
thorized an experiment along those lines in the Baltics, Belarus,
the Tatar ASSR, Sverdlovsk Oblast, and Moscow, starting in 1990.
Independence-minded reformers in the Baltic republics seized upon
this idea and proceeded to develop quite radical models to be used
to pave the way for full political sovereignty. ¢! The national gov-
ernment responded by publishing a draft law in March 1989 enti-
tled “General Principles for Restructuring the Leadership of the
Economy and the Social Sphere in the Union Republics on the
Basis of Broadening Their Sovereign Rights, Self-Management and
Self-Finance.” 82 Although replete with rhetoric about republic eco-
nomic sovereignty, this document, in fact, went little beyond the
1987 decree, mostly elaborating details and spelling out stream-
lined budgetary arrangements between the republics and the
center. Following a lively public discussion of this draft, the Su-
preme Soviet returned it twice (in October and in November) for
reworking because it was not “radical” enough. 3 Meanwhile, the
Council of Ministers adopted a decree providing for the transfer of
Belarus to economic sovereignty in 1990 along the lines spelled out
in the March draft. ¢4

Following publication of ever more radical proposals by the
Baltic republics, notably Estonia, and contentious debates at the
September 1989 Party plenum on nationalities policies, the
U.S.S.R. Supreme Soviet on November 27th adopted a “Law on the
Economic Autonomy of the Lithuanian S.S.R., the Latvian S.S.R.,
and the Estonian S.S.R.,” which, while not meeting all of the de-
mands of Baltic leaders (republican ownership of all property and
land and full control over all enterprises, banking, financial mat-
ters and foreign trade), did accord them considerable leeway. %%
This law provided the basis for acrimonious negotiations with
Moscow agencies to spell out the details of the economic relation-
ships of those republican governments with Moscow. Issues of the
transfer of union enterprises to republic jurisdiction and the size of
the tax to be paid to the union budget were the most contentious.
Even before the adoption of this law, the Baltic republics had been
taking actions that were at variance with Moscow policies, leading
to accusations of “sabotage” and counter-accusations of “blockade.”
Finally, while awaiting a new national law on the subject, other re-
publics were preparing their own draft programs for economic au-
tonomy. The Kazakh government, moreover, was considering a
draft U.S.S.R. government decree authorizing an experiment there
with some version of republic-wide economic sovereignty in 1990
and sovereignty at the oblast level in 1991. 6¢

In his speech to another CPSU plenum in late December 1989,
Gorbachev spoke fervently about what he regarded as the folly of
attempts at economic (and political) independence for Lithuania,

80 Prquda, July 2, 1988.

61 A detailed review of the evolution and content of the Baltic models for economic sovereign-
ty is given in Misha V. Belkindas, Soviet Re‘fio 1 Economic Autonomy: Baltics versus Moscow,

‘alls Church, Virginia; Delphic Associates, 1989.

62 Prquda, March 14, 1989.

63 TASS, Moscow, November 20, 1989.

84 Izvestiia, September 16, 1989.

85 Jzvestiia, December 2, 1989.

88 Irvestiia, January 4, 1990.
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where the Communist Party had just recently broken with
Moscow. “Those who concern themselves with policy and not with
emotions understand that the economic separation of Lithuania
cannot and will not lead to any material prosperity either now or
in the foreseeable future.” ¢7 At the next CPSU plenum held in
early February 1990 to prepare the platform for the 28th Party
Congress, Gorbachev called for the continued “principled” fight
against “nationalism, chauvinism and separatism,” but he also
spoke of development of a “treaty-based principle” for the Soviet
federation and the possibility for “the existence of various forms of
federal ties.” 8 The Party platform adopted at the plenum en-
dorsed the resolution on nationalities policy that had been adopted
in September 1989 as the framework for action. On economic
policy, the platform stated further, “The present-day economy
cannot manage without the center operating at the macro-level.
The center has no interests of its own distinct from the fundamen-
tal interests of the republics and peoples of the federation. But the
jurisdiction of the union and the republics must be clearly defined
in such areas as planning, budget formation, taxes and credit, and
pricing. Direct contract links between enterprises in all republics
and regions, and a developing union-wide market, must form the
economic foundation for integration processes and the renewal and
strengthening of the federation.” 8

DEVELOPMENTS IN 1990 AND 1991

The pace of events accelerated rapidly in 1990. 7°© On April 10,
1990, the Supreme Soviet adopted a new law entitled “On the Fun-
damentals of Economic Relations Between the USSR and the
Union and Autonomous Republics.” 71 The law was to take effect
on January 1, 1991, and the U.S.S.R. Council of Ministers was di-
rected to prepare a series of implementing documents. The law laid
out in fairly broad terms the areas of responsibility in economic
matters that were to be reserved for the national government, pre-
scribed general procedures for forming the all-union budget, and
stressed the primacy of federal laws and regulations over those
adopted at lower levels. A major section of the law dealt with the
“all-union market.” Republics were forbidden to discriminate
against one another in economic matters and to erect barriers to
interrepublic commerce. Republics could enter into treaties with
the federal government and with one another on economic matters,
and general procedures were set forth for resolving disputes. Cast
in much broader and more legalistic language than the govern-
ment’s original draft, the new law provided ample room for dis-
putes between the federal and republican governments over its
intent in individual cases.

87 Pravda, December 17, 1989.

é8 Pravda, February 6, 1990.

8° Pravda, February 13, 1990.

70 The following discussion rests in part on the author’s paper “Perestroyka in the Aftermath
of 1990”, Soviet Economy, Vol. 7, No. 1, 1991, pp. 3-13. See also Donna Bahry “The Union Re-
publics and Contradictions in Gorbachev’s Economic Reform”, Soviet Economy, Vol. 7, No. 3,
1991, pp. 215-255. _

1 Jzvestiia, April 17, 1990.
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But events did not wait for the orderly implementation of this
law. One by one, the republics declared their sovereignty and
signed treaties and economic cooperation agreements with one an-
other, a movement that gathered speed in the second half of 1990
as the overall economic situation deteriorated markedly. All repub-
lics declared their sovereignty during the year. By the end of May
1991, the R.S.F.S.R. and Ukraine had bilateral agreements with all
other republics, and all the rest (but one) had such agreements
with at least half of the republics. These assorted agreements
varied widely in content and specificity, but most of them con-
tained a pledge to maintain existing economic ties at least at the
1990 level during 1991. Most republics also acted quickly to estab-
lish direct trade ties with foreign countries. Finally, moves were
made to conclude treaties of cooperation among groups of republics:
specifically, such accords were signed by the three Baltic republics
in April 1990 and by the five Central Asian republics in June 1990.

While adoption of economic reform legislation and consideration
of ever more radical reform programs proceeded at the national
level during 1990, republican legislatures acted to draft and/or
enact their own laws on economic matters that also were the sub-
ject of federal legislation, for example, on land reform, property
ownership, enterprises, and taxes. The Baltic republics were the
most active in this regard. Some of these laws conflicted with feder-
al legislation, creating massive confusion in their implementation.
Some republics also drafted their own blueprints for economic
reform, and the R.S.F.S.R. legislature voted to endorse “in princi-
ple” the rather radical Shatalin Plan for economic reform and re-
public economic sovereignty that was rejected at the national level.
This chaotic process came to be described as the “war of laws.”

Connected with this “war” and the declarations of republic sov-
ereignty were the conflicts that erupted between the center and
the republics over the control of individual enterprises. The Baltics,
in particular, fought battles with Moscow over this issue, as did the
R.S.F.SR. and the Ukraine in regard to the coal industry. This
process came to be described as the “war of jurisdictions.” Toward
the end of the year and in early 1991, battles also were fought over
the formation of budgets for 1991, in particular over the size of re-
public “contributions” to funding the federal budget. Gorbachev fi-
nally managed to forge some kind of an accord with the republics
in regard to budgetary and related matters and coordination of
price, wage, and social policies. Although it was endorsed “in prin-
ciple” by the Federation Council, the failure of some republics (in-
cluding the R.S.F.S.R.) to observe this agreement contributed to an
accelerating decline in production and a budgetary crisis, as some
republics failed to remit the agreed-upon sums to the Union
budget, and a “battle of the budgets” ensued. This situation led
Gorbachev to unveil an “anti-crisis program” in April. 72 Center/
republic disputes over this program culminated in the historic
accord signed by Gorbachev and nine republics on April 23, 1991. 72
The accord was supplemented by a new “anti-crisis” plan and was

72 Pravda, April 10, 1991.
73 Pravda, April 24, 1991.
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to be implemented through negotiation of a new union treaty and
constitution.

As the year proceeded, events on the nationalities front played
out at a fast pace in a general context of accelerating political up-
heaval and a deteriorating economic environment. Gorbachev’s ill-
conceived economic policies and badly flawed economic reforms im-
plemented over the preceding five years had moved the economy
from a “pre-crisis” state to one of full-blooded “crisis,” to use Gor-
bachev’s own words. There were no significant improvements in
economic growth, efficiency, product quality, or standards of living,
and the situation of the poorer republics deteriorated markedly.
Even worse, perestroika also brought near disintegration of the
consumer market throughout the country, chaos in the investment
process, massive fiscal disarray, rapid inflation and a pervasive de-
terioration of government administrative services. 7¢ Regional con-
flicts both contributed to this situation and were exacerbated by it,
as regional autarky spread when republics and local bodies acted to
protect their own populations and economies at the expense of
other localities and the country as a whole. Regions adopted local-
ized rationing schemes, imposed embargoes on shipments of scarce
goods to other regions, refused to adhere to contracts for delivery of
products outside their areas, and took local actions to nullify Mos-
cow’s attempts to stabilize the economy.

The “9 plus 1” accord (nine republics plus the center) proved
ephemeral. In a climate of growing separatism during the spring
and early summer, negotiations over drafts of a union treaty
needed to implement it stalled over the fundamental issue of feder-
ation versus confederation. The failure in late August of the coup
that was launched to halt the perceived disintegration of the Soviet
state only hastened its demise. The independence of the three
Baltic republics was recognized by an enfeebled central govern-
ment in early September. Other republics quickly issued their own
declarations of independence. While talks on the union treaty con-
tinued, its futility was made clear when Ukraine declared its inde-
pendence on December 1. A week later, Russia, Ukraine, and Be-
larus agreed to form a Commonwealth of Independent States (CIS)
and were later joined by all the rest except Georgia. On Christmas
day, Mikhail Gorbachev, the initiator of the fateful policies of glas-
nost, perestroika and democratization, resigned, and the venerable
Soviet state formally ceased to exist at the end of the year.

Meanwhile, negotiations to establish an economic union of some
kind had been proceeding and had produced a Draft Treaty on the
Economic Community signed by eight republics in early October;
most of the rest subsequently signalled their intent to participate.
Although this document provided for coordination of economic poli-
cies among members, Russia soon announced its intention to
launch its own radical economic reform, beginning with price liber-
alization in mid-December. This action, coupled with formation of
the CIS, ended the treaty process, and the new structure became
the mechanism for coordination of economic policies among the 11
member states. In its first nine months of existence, the CIS struc-

74 For a review of the performance of the Soviet economy and the republics during 1986-91
see the paper by James H. Noren and Laurie Kurtzweg in this volume.
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ture has provided the vehicle for many-meetings and policy is-
suances. 75 Overall, however, the member states have made little
progress toward setting up the coordinated trade and currency ar-
rangements that their inherited economic interdependencies would
seem to require in the short to medium term.

CONCLUSIONS

The much-touted Leninist nationalities policies of the Soviet
state failed spectacularly. Intended to create a melting pot in a
multinational Sovietized state, they instead facilitated its destruc-
tion. These policies called both for the “flourishing” of each of the
many nationalities and for their gradual “convergence.” Ultimate-
ly, these two processes carried out under socialism would lead to
the merging of all peoples, that is, to the creation of a “new Soviet
people.” In practice, these general policies were executed through a
regional administrative structure—the union republics—each of
which could be regarded as the historical homeland of its dominant
population group. Soviet policies permitted the retention of native
languages in the titular republics and encouraged their distinctive
culture. Both policies unintentionally nurtured the seeds of nation-
hood. Their swift ripening in 1991 not only destroyed the Soviet
state, but established fifteen new nationstates on the basis of the
former republics. The Soviet state in effect had created its own
gravediggers.

In the economic realm, policy was made centrally, but executed
administratively through the republic structure. In terms of “flour-
ishing,” these policies did indeed promote economic development
and industrialization in each republic, along with systems of uni-
versal health care and education. Extreme disparities were re-
duced, but by no means were levels of development and living
standards equalized. among the republics. Despite the obvious eco-
nomic progress made everywhere, Moscow’s failure to tailor its
policies more carefully to the needs of the regions became a source
of many pent-up grievances. When Gorbachev sought to revitalize
the Soviet state through his policies of glasnost, perestroika, and
democratization, these long-standing grievances provided the basis
for an explosion of rage against the eenter voiced through republic
spokesman, who now demanded control over their own economic
affairs and, finally, their political independence. Like the sorcerer’s
. apprentice, Gorbachev was unable to control the centrifugal forces
-he had unleashed, inadvertently hastening the Union’s demise.

The regional policies pursue! by the Soviet Union have left terri-
ble legacies for its successor states. Their nature and severity differ
considerably among them. Most fundamentally, these legacies are
to be found in the patterns of land use, the physical capital stocks
in place, the skills of the work force, and the state of the environ-

-ment. Large interrepublic economic dependencies stem from these
physical and human assets that Moscow-centered regional policies
had put in place. More generally Soviet nationalities policies, as
they were carried out in the republics, bequeathed to their succes-

75 For a detailed description of this tortuous process see James H. Noren and Robin Watson,
“Interrepublican Economic Relations After ‘the Disintegration of the USSR”, Soviet Economy,
vol. 8, no. 2, pp. 89-129.
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sors governments without experience in real governance and poten-
tially divisive ethnic compositions of the population. But they have
also bequeathed to each of them relatively educated populations
and skilled work forces and a territorial-administrative framework
based on the potentially cohesive force of perceived nationhood.
While the task of creating economically viable nation-states from
the fragments of the empire is awesome, one need not conclude
that it is impossible, given time, patience, and appropriate interna-
tional support carefully tailored to time and place.
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In designing technical facilities, perhaps with international as-
sistance, to ease the transition to a market economy in the former
Soviet Union, it is useful to separate the politics of union formation
from the analysis of why countries pool some of their resources.
This can best be done by looking at the destruction of the ruble
zone within a broader setting. The paper recalls the key features of
the economic and monetary union that existed until the U.S.S.R.’s
dissolution and the aspirations of moving toward market-based eco-
nomic systems harbored by some of the policymakers of the succes-
sor republics and the new generation of policy advisers. How to get
from the planning systems to basic market orientation is bound to
be complex. To maintain some sociopolitical--and economic—order
in the transition, maintaining buoyant interrepublic trade, possibly
with foreign assistance, is a must. This could usefully be arranged
through a payment facility, regardless of whether the successor re-
publics adopt their own currency, and it might be useful to let
other former Council for Mutual Economic Assistance (CMEA)
countries as well as Albania and the Yugoslav successor republics
choose to join it too.

INTRODUCTION

With the foundering of Communism over the past three years or
80, we have witnessed many dramatic, and on the whole unantici-
pated, transformations throughout the eastern part of Europe. I

* Josef M. van Brabant is Principal Economic Affairs Officer of the Department of Economic
and Social Development of the United Nations Secretariat in New York. The opinions expressed
here are the author’s and do not necessarily reflect those that may be held by the United Na-
tions in general and its Secretariat in particular.
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- collectively refer. to these planned economies in transition (PETs)—
no pun intended—as “East.” One of the more surprising aspects of
this tumultuous remaking of the East has been the collapse of the
former Soviet Union. The previous constituent republics, at least in
their political posturing, have become unrecognizable, despite
strenuous efforts to erect a Commonwealth of Independent States
(CIS). However, their emerging economic problems are jointly
shared, if only because of the recent experiences of the countries !
formerly allied in the CMEA and the destruction of their regional
price, trade, and payment regimes. 2 ‘

The CIS proposes to formulate a common policy regarding the
_ ruble, foreign affairs, and defense, among others, and to foster

- some coordination of economic reforms of the type spearheaded by
the Russian Federation (hereafter referred to as Russia) since Jan-
uary 1992. To some degree, this smacks of the former transferable
ruble (TR) regimes that were the mainstay of economic relations
within the CMEA until they spectacularly unraveled in 1990. But
the frustrated aspiration of these countries to quickly realize trade
and payment conditions comparable to those of ‘“‘the world market”
has left a bitter taste and many dashed hopes. The situation for the
other former CMEA members as well as Albania and the successor
Yugoslav republics is nothing short of catastrophic. Expectations of
this being emulated in the former U.S.S.R. are widespread and
probably self-fulfilling.

THE PoLrtics oF EcoNoMic DISINTEGRATION

Politics is, of course, important in setting the framework within
which states coexist and indeed for determining how best any one
state can reach its set goals. The slide in the Soviet polity had
started much earlier than the palace revolt of August 1991. What-
ever salutary effects perestroyka and its associated “New Think-
ing”’ may have had on world and regional politics, and indeed on
the demise of Communism more generally, the economic compo-
nents of perestroyka had withered to calamitous failure well
before—no later than 1988—the final disintegration of the union.
Shortages were pervasive; output was declining at an alarming
rate; productivity was down; unemployment and poverty were
coming into the open; the prospect for a decent harvest in 1991 was
dim; the budget deficit was well out of control; external imbalances
were rising (at least in the ex ante sense), inflation was rampant;

t Membership was identical to what is here denoted as East, except Albania, which ceased
participation in 1961; Yugoslavia, which became an associate member in 1964, but never as-
sumed full membership; three full non-European members (Cuba, Mongolia, and Vietnam); nine
cooperants (Afghanistan, Angola, Ethiopia, Finland, Iraq, Mexico, Nicaragua, Syria, and (Demo-
cratic) Yemen); and other develoFing countries that maintained some relationship, usually as
observer, with the CMEA. Here I focus on the European members of the ex-CMEA (Bulgaria,
Czechoslovakia, the German Democratic Republic (GDR), Hungary, Poland, Romania, and the
Soviet Union). This group is also identified as Eastern Eurﬁ although I shall occasionally use
the notion to refer either to the six smaller European CMEA countries prior to the GDR's ab-
sorption into Germany or the East other than the CIS and Georgia. But the context makes it
then clear that I have this smaller group in mind.

2 Certainly the CMEA was not formally abolished until 28 June 1991 at the 46th Council Ses-
sion in Budapest and the transferable ruble mechanisms remained in place until the end of
1990. But by then these mutations were only a belated recognition of the decay that had already
pﬁrvasively tunneled through the real spheres of trade, payments, and economic cooperation in
the East.
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and the value of the ruble was being eroded at an alarming pace.
Ruble printing was running into its own bottleneck set by the
availability of paper, ink, and functioning presses.

Even when measured by the official gauges of Soviet policymak-
ers, the ruble had slipped in less than one year from about R6 per
dollar in the tourist market to R45 by late 1991. The auction rate
had even gone beyond that measure, reaching into the R60-100
range, depending on nervousness permitted in the narrow trading.
And, of course, the black market rate was well beyond that, by
some accounts perhaps twice the auction rate. In early 1992, with
the launching of Russia’s dash toward what may yet turn out to be
economic disaster, the exchange rate plummeted further; at one
point it reached about R230. The visible improvement in late Feb-
ruary and early March 1992 stemmed probably more from the
shortage of physical ruble amounts; the need to pay inflated wages
in state-owned enterprises, if necessary by mobilizing convertible
currency holdings; and the tug-of-war between the government and
the central bank of Russia, in which the latter was pressed to de-
monstrably reverse its dismal dash to the printing press in preced-
ing months, than from a genuine resurgence of confidence in the
wholly discredited ruble.

Any reversal of this drift into sheer economic anarchy would
have involved stringent demand-management measures aimed at
economic stabilization, in the first instance by eliminating stock
disequilibria, or the imbalances built up over the past years be-
cause of egregious policy errors. But it would soon also involve the
rudiments of coming to grips in monetary and fiscal domains with
the basic requirements of stabilization in the flow sense, or manag-
ing the economy in such a way that the government either does
not run a budgetary deficit or can finance it out of voluntary sav-
ings through financial intermediation in ‘commercial markets.’
Only in this way could confidence in the ruble be restored, at least
at home, possibly only in Russia.

Because the commitment to economic stabilization was absent
until early 1992 and has been lukewarm at best since then, since
about mid-1991 the question increasingly has been asked whether
with such a loose union it would still make sense to maintain a
single currency. In addition, with the growing displacement of the
ruble, either with straightforward barter or convertible currency, it

e proper to inquire into the raison d’étre of the ruble in any
credible reform package. Without the latter, the ruble would prob-
ably disappear into oblivion as several other currencies did, follow-
ing the ravages of war, revolution, or sheer regime mismanage-
ment.

Managing a union with up to 15 sovereign republics in a single
currency zone necessarily raises issues that are familiar from the
literature about optimal currency areas, although the ruble zone
could hardly be termed an optimal area, if only because the condi-
tion for reaping the advantages of a common currency with inter-
nal and external balance at high levels of capacity utilization were
rarely fulfilled, especially since the start of perestroyka got under
way. Nonetheless, the practical issues emanating from the destruc-
tion of the ruble regime are known from the demise of the TR
price, payment, and trading regimes since late 1989 and the dinar
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regimes more recently. But the issues at stake are more acute for
the ruble zone for at least two reasons. For one thing, the depend-
ence of the republics on intragroup trade is at least as pro-
nounced—and in some republics far more so—as was the case in
the CMEA until about 1990. More important, the ruble zone,
though it never reigned over a market properly defined, provided
the institutional wherewithal for the acquisition and disposal of
goods, without the republics having to worry too much about inter-
republic imbalances. That arrangement, including the rampant
cross-subsidization largely through nonscarcity pricing, may well
have been irrational, and it might in the end be preferable to let
some republics orient themselves to other areas in which they can
better capitalize on their static and dynamic comparative advan-
tages. Until that platform can be reached, however, the question of
how best to orderly transit from the present disarray to market-
based decision making remains to be addressed. The disruption of
the ruble regimes elicits at least three questions: How best to con-
duct orderly trade and payment arrangements now that the Gos-
bank infrastructure has been obliterated; How best to finance ruble
imbalances, or the imbalances previously incurred in rubles, and
offset them through the ruble credit mechanisms; and how best to
come to grips with the new imbalances arising from the transition
to “world market” pricing.

For many observers of the collapsing TR, ruble, and dinar re-
gimes, the advice to the transition’s managers has been to move
away as rapidly as sociopolitical circumstances permit from the an-
tiquated forms of economic interaction. If necessary in the short
run, the advice has been to opt for bilateral solutions, even pure
barter (Drabek 1992; Rosati 1991). That, however, cannot generally
be salutary and it is certainly not the best solution. For one thing,
barter and bilateralism pose the danger of a sharp compression in
the volume of sustainable trade as they require the “double coinci-
dences of wants,” as characterized by Stanley Fischer (1992, p. 34)
twice over, given that the economic interaction among the repub-
lics is not solely determined by economic considerations.

The position taken on the most rapid destruction of inherited
economic interdependencies is wrong as a matter of both theory
and political economy. As a matter of trade theory, in a number of
second-best situations, including those prevailing in the former
Soviet Union, it may be desirable for now to maintain approxi-
mately the turnover that has ultimately to be displaced by shifting
the commodity composition or the geographical orientation of
trade. And there is, of course, no reason to believe that the optimal
restructuring of trade would wipe out all commercial ties forged
over more than half a century. As a matter of political economy, a
very rapid and forced compression of trade, hence output, of what
may in the end have to disappear may stop a reform process cold
in its tracks. The recent experience of the former CMEA members
provides some evidence that trade-related shocks to an economy in
comprehensive transition, even if due to trade that eventually
would have lacked a solid economic foundation, can produce too
rapid a decline in output, thereby undermining the credibility of
the transformation policies as such.
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THE RATIONALE OF COMMON TRADING AND MONETARY AREAS

In view of the rapidly collapsing ruble regime, it may be useful
to briefly recollect the rationale for countries banding together. To
do so, the basic points justifying ‘optimum’ currency or economic
regimes need to be recalled. In this context, I can only do so in a
very rudimentary way (but see Brabant 1992c) by contrasting the
essence of the ideal regime with the emerging disarray in the
former, more or less, coherent zones. I shall do so specifically with
reference to what appears to be required to shift from a common to
a disrupted union, now that reform ambitions in the successor
states are unlikely to coincide. Some common trade framework is
required even if the successor republics adopt different domestic re-
forms; the latter need at least implicitly to be managed. This ques-
tion becomes especially important when there is a need for coordi-
nation in an environment (such as the former CMEA, U.S.S.R,, or
Yugoslavia) that is otherwise utterly in shambles.

There is little point in looking for a neat economic rationale to
explain the formation of the Soviet Federation as it never explicit-
ly aspired to reaping the economic gains available within an opti-
mum currency area or regional association (Grubel 1973, Mundell
1973). The common formula is that gains can be reaped from
having a currency area in which there is only one currency or in
which there are multiple currencies that are rigidly and (in the ex-
pectational sense) permanently linked through credible exchange
rates, but that may periodically adjust in tandem to other curren-
cies. The commitment to immutable exchange rates requires that
aggregative monetary and fiscal policies be harmonized so as to
maintain long-run equilibrium in the current account and to ar-
range lending facilities to make it possible for members to keep the
exchange rate stable in spite of short-run external disequilibria.
With a single currency, there is, of course, no need to harmonize
policies with a view to maintaining the overall current account, but
regional imbalances, including those in employment patterns, must
be corrected when labor mobility is imperfect. For that, harmo-
nized fiscal policy must be attuned to take over the function that
otherwise an exchange rate might play in the adjustment process
(Grubel 1973, p. 101). However, even that might not suffice, and it
will then be necessary to integrate labor markets (Balassa 1973).

The above can realistically be pursued only when there is some
potent coordination mechanism. This is normally provided through
flexible, fully integrated markets. But that could not prop up the
case for the ruble zone or its preferred transformation in the fore-
seeable future. Yet, there would be little point in fostering a return
to intensive interrepublic trade without invoking an economic
logic. Not that economics by itself can persuade sovereign states—
or those aspiring to that status—to engage in constructive joint un-
dertakings. But by pointing out the economic gains of participating
in some union, cogent arguments setting a tangible tradeoff be-
tween economic gains and political drawbacks could be formulated
for policymakers.

An economic union with one common currency, provided there is
an agreed fiscal, monetary, and indeed labor policy stance, may
yield significant economic gains. But these do not necessarily
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accrue equitably to all entities of the union. A case can, therefore,
be made for agreeing on redistributing some of these gains, for ex-
ample, through regional policies. This rationale is very different
from any advocacy of recreating the CMEA mechanisms for man-
aging the interrepublic relations as Laszlé6 Csaba (1991) has argued.
This cannot be a desirable option and it certainly should not be in-
voked to deride proposals for temporary payment mechanisms (see
Brabant 1991a, b, ¢; Havrylyshyn 1992, and Havrylyshyn and Wil-
liamson 1991).

THE UNRAVELING OF EcoNomic TiEs

Prior to the collapse of the Soviet Union, interrepublic relations
devolved more from administrative convenience and political im-
peratives than economics. In other words, trade and payment rela-
tions between, say, Ukraine and then Byelorussia were no different
from those between, say, Leningrad and Moscow. All transactions
in principle devolved from planning decisions or administratively
negotiated contracts with rather inflexible prices, but the clearing
of transactions ensured through the technical apparatus of the
monobanking system, was backed up by agreed-upon plan prior-
ities. This system had been crumbling for some time prior to the
formal collapse of the union as sovereignty claims were being
staked out. But just as the TR regimes outlived the interruption of
CMEA contract discipline, the ruble zone and the unionwide tech-
nical clearing of settlements were preserved until the dissolution of
the Gosbank system. 2

As a result, trade flows did not emanate from genuine compara-
tive advantages. Just as in the TR regimes, goods were traded at
prices that reflected neither domestic ruble costs nor real scarcities
in world markets, and these prices were as a rule not directly
passed on to domestic agents. Eastern markets were ‘captive,” espe-
cially for goods built within the context of intergovernmental spe-
cialization agreements and jointly financed investment projects.
The former were mainly in support of machine building and manu-
facturing more generally. The latter were principally designed to
shore up the buoyant exchange of Soviet fuels and raw materials
for Eastern European manufactured products.

The resulting patterns of trade on the whole supported econo-
mies that were by design sheltered against external competition
and without competition from within; economies that engaged in
widespread redistribution of incomes throughout their own econo-
my, but were reluctant to do likewise on a regional level, even
among likeminded partners; and economies that had their econom-
ic priorities set by the political and bureaucratic powers in place,
rather than through a framework from within which economic de-
cision makers could formulate their own strategies in pursuit of
their own profit motives. Except for the reluctance to redistribute

3 Note that CMEA and Yugoslav interdependences differed slightly from this state of affairs.
For one thing, regardless of aspirations of some key players in the CMEA tug-of-war and the
agreed policy framework, there never was a unified CMEA economic space and the CMEA mem-
bers in fact never aimed at elaborating it. On the other hand, though at some point there was
centralism in Yugoslavia, this was eroded rapidly as a result of the inchoate economic and polit-
ical decentralization of “market socialism” a la Tito and his epigones.
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incomes and the degree of integrated planning, this CMEA system
on the whole characterized the ruble regimes as well.

Whatever the considerable defects of these regimes—and they
were very substantial indeed!'—they did support buoyant trade and
clearing for many decades. The system began to totter—and, in the
end, it faltered completely—when imbalances could no longer be
accommodated, and the erstwhile transfer of incomes through pe-
culiar price setting proved unacceptable to those countries or re-
publics that had been shoring up their regional or domestic part-
ners. But aiming at more scarcity-related pricing and economic de-
cision making is quite different from being able to apply ‘world
market’ conditions overnight or redirecting trade to alternative
markets. This can best be understood by looking at the likely impli-
cations of such regime switching. These are bound to be more omi-
nous for the ruble than TR regimes, owing to the fact that the
forrner economic space functioned in a much more integrated, if
bureaucratically planned, way than this applied to the TR econom-
ic space.

“World conditions” in Eastern parlance means essentially four
things: goods and services are negotiated by microeconomic agents
on their own account; market-clearing prices of a sort, given that
there are really not yet genuine markets in the East, will be the
terms at which exchanges take place; imbalances are settled in
convertible currency on a current basis or periodically (in the case
~ of clearing); and the usances of world trading, notably on payment
conditions, need to be observed. Other financing modalities can be
worked out by going through financial markets, but that opens up
an altogether different arena.

The switch to this new environment exerts repercussions that
can usefully be analyzed in three categories. First, the adoption of
market-clearing prices of a sort significantly modifies the terms-of-
trade. In the case of the Soviet successor republics, it would im-
prove the terms of trade of the exporters of fuels and most raw ma-
terials (largely Azerbaijan, Russia, and Turkmenistan), but sharply
deteriorate those for the other republics. ¢ In fact, some of the
southern republics may yet lose in terms-of-trade because transfers
through the pricing mechanism, notably for foodstuffs and fuels,
are due to be completely eliminated, and this might more than
offset the gains alluded to earlier. The western republics are prob-
ably bound to lose most, in relative terms, while the livelihood of
many of the southern republics may be reduced beyond the level at
which sociopolitical consensus on transition can be maintained.

Second, demand and supply schedules are bound to change be-
cause the new microeconomic agents are highly unlikely to repli-
cate the earlier behavior of ministerial bureaucrats, which at least
for now (albeit at the republican rather than central levels) contin-

4 That would probably be exacerbated by the erosion of manufactures prices, as could have
been anticipated for CMEA trade. However, the latter slide will probably be somewhat slower,
provided some semblance of trade order at moderately high levels of aggregate economic activity
can be maintained. The major impact on manufactures will probably occur through volume com-
pressions of products no longer wanted rather than through the erosion of prices of manufac-
tures that, at least for now, will be required to maintain, for example, the existing machine
park. The price slide will gather speed in the medium term as the existing capital stock is being
replaced with “better’” products. With a sharp compression in levels of activity, it may start
earlier than it would otherwise, of course.
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ue to set trading and payment patterns. This will change the
demand of importers of manufactured goods more radically than
the demand for most raw materials and fuels. Structural change
over time, including energy and raw material conservation meas-
ures embraced as prices start to “bite” and new capital invest-
ments can be undertaken, would eventually impact also on the
demand for such goods.

Finally, arguably the most important repercussion is bound to
emanate from the inability to increase the supply of convertible
currency in line with demand for both transaction and precaution-
ary reasons. With new trading agents, larger ex ante imbalances
are likely to surface. To finance them, adequate reserves are re-
quired. Also the transaction demand for convertible currency rises,
basically for three reasons. One is the rule of thumb that it is pru-
dent for a country to hold foreign-exchange reserves equivalent to
about three months’ worth of imports. Another is the need to fi-
nance private trading and related foreign transactions previously
all conducted at special clearing conditions. Finally, because of the
asymmetry in export structures, the net exporters of machinery
would on balance have to grant supplier credit of 90 to 120 days
but pay cash for their net imports of fuels and raw materials.

Required reserves can be built up by running a net current-ac-
count surplus now or in the future (if borrowing were feasible).
Doing this in the short run would be very costly, if not impossible,
given the excess demand for imports and the inability quickly to
switch export markets without incurring sizable terms-of-trade or
export-revenue losses. Borrowing might help, but only if the inter-
vening years are utilized for structural change and thus laying the
foundations for a future current-account surplus. Even if alterna-
tive, private as well as official, reserve financing could be explored,
the successor republics will have to depend to a considerable extent
on interrepublic credit, which in the short run is analogous to the
erstwhile transfer of implicit subsidies. While it would be easier to
arrange this technically in a uniform ruble zone, the essence even
with multiple currencies is a (temporary) transfer of real resources
from one republic (mainly Russia) to others.

Even if the politics remain clement, without having available
some mechanism through which trade and payments can be set-
tled, and in the short- to medium-run financed in some sense under
some form of surveillance, one must reckon with a serious contrac-
tion in sustainable levels of interrepublic trade. This is highly un-
desirable, not because previously conducted trade has been rational
(although it must still be financed at this stage), but some part of
that trade will have to be maintained to sustain orderly adjust-
ment without eroding the support for the envisaged transforma-
tion. A collapse of ruble trade in turn cannot but exert downward
pressure on supportable levels of domestic economic activity, and,
through the multiplier, a downward spiral for most republics, espe-
cially the trade-dependent ones unable to reorient their trade

uickly to- Western markets, is bound to follow. The impact for the
viet successor republics seems likely to be even more Pronounced
than has been the case of switching to ‘“world market” conditions
in the economic relations among the ex-CMEA countries. There is,
therefore, some interest in seeking ways to avert an abrupt com-
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pression of interrepublic trade. The support for doing so in the case
of the ruble zone would seem even more compelling than was the
case for the TR, when it gave way in 1990-1991.

Would it logically make sense, and be politically prudent, to
rescue part of the traditional trade—including some flows that
cannot be justified in the medium to long run—and, at the same
time, provide a platform for rebuilding economic cooperation on
strictly economic grounds? I maintain that there are such opportu-
nities. But none can be immediately placed in the context of “world
market” conditions. My preferred strategy includes the creation of
a payments union with outside support and supervision. Certainly,
many difficulties are likely to arise in managing trade and pay-
ments under conditions of comprehensive economic transformation.
Barring massive foreign assistance on the order of what has been
arranged in Germany, only by instituting some payment facility
can utter economic collapse be staved off, the base to pursue perva-
sive structural adjustment be shored up, the market orientation of
these countries be robustly anchored, and the fuller integration of
these countries into the world economy on a sustainable basis be
prepared.

THE NEED FOR A PAYMENTS UNION AND THE QUESTION OF CHRONIC
IMBALANCES

Many alternatives for resetting policies in the successor republics
have been proposed. I shall not examine all of them, if only be-
cause some fancy schemes are simply quite implausible (Brabant
1992a, b). And the survivability of the ruble zone does not depend
on, and certainly does not derive its rationale from, the long run.
Rather, it depends on whether policymakers can make a credible
and orderly transition from the currently convoluted situation to
one with the potential to buttress and foster along the transition to
market-based economic systems.

To_forestall the easy critique of advocating derogations from
“world market” conditions, let me first outline the three circum-
stances under which there can be no need for any special facility,
such as a payments union. First, it is superfluous when countries
at near-full employment adopt some form of currency convertibility
approximating the stipulation of Article VIII of the Articles of
Agreement of the International Monetary Fund (IMF).5 That
should at least encompass automatic and anonymous access to for-
eigg exchange for all duly authorized transactions by legitimate
traders.

A second instance occurs when the potential participants in the
envisaged mechanisms can redirect their trade to other markets
without incurring sizable terms-of-trade losses. In the case of the
successor republics a further requirement is that there be no siza-
ble export-revenue losses, since a good share of former ruble trade
consists of special-order goods that would be all but impossible to
merchandise elsewhere. The Soviet successor republics are unlikely

® Article VIII, section 2 states that “no member shall, without the approval of the Fund,
impose restrictions on the making of payments and transfers for current international transac-
tio:g" (IMg;ZIéWS, p- 29). For a useful interpretation, see Gianviti 1989, 1990, and a comment in
Brabant 1 .



155

to be in a position to repeat the feat of some Central European
countries in Western European markets, even though the losses in
the East have not yet been offset. The reasons are multiple, but in-
volve marketing, security arrangements, and available infrastruc-
ture as well as the fact that the republics are not likely to obtain
the same privileged access to Western markets, even if their recent
pace of economic activity had provided room for export expansion.

Finally, if potential participants were willing and able to finance
their intragroup trade in convertible currency, even though their
own currency is for now inconvertible, no payment facility is re-
quired. This case would amount to de facto convertibility through
liberal foreign-exchange allocation mechanisms that for now fall
short of emulating relatively free markets for commercial ex-
change transactions.

Although under these conditions no payment facility should be
innovated, countries may still wish to explore avenues through
which they could economize on scarce foreign exchange or expedite
the settlement of reciprocal transactions. There is nothing onerous
or particularly unusual about establishing some clearing scheme,
such as the one utilized in Western Europe. Finding plausible ways
in which their transactions can be expeditiously settled is an
urgent necessity in the case of the successor republics, given the
breakdown of the former Gosbank settlements system. Certainly,
Russia claims to have instituted a settlements facility for interre-
public trade, including swing credits (Yasiliev 1992). But other re-
publics contend that the scheme is either highly inadequate or non-
operational (Havrylyshyn 1992, Imanov 1992, Iztelenov 1992, Kara-
petjan 1992, Narzikulov 1992, Onoprishwili 1992, Steinbuka 1992).

From the above it follows that I favor a payments union only to
assist with the establishment of market systems in PETs as a
purely temporary device that should help guide these countries
toward current-transaction convertibility in the shortest time possi-
ble and at the smallest transition cost (Brabant 1991a). Note that a
payments union can come to grips only with temporary imbal-
ances. Structural deficits have to be dealt with through structural-
adjustment lending, although the two facilities could be coordinat-
ed, as pointed out later. Also, my advocacy of a payments union for
all or subgroups of PETs makes sense only if it is thoroughly inte-
grated in the entire design to restructure the participating econo-
mies through national, regional, as well as international efforts.
Such a facility would minimize the inhibitions to economic integra-
tion, formal or not, among the countries thoroughly committed to
reform. Without a transferable currency this cannot function.
Short of reaching de facto convertibility for the national currency,
a transferable currency managed within the context of a payments
union may be useful.

Ensuring some harmony between current-account management
and forging ahead with market-oriented transitions as rapidly as
circumstances permit requires that there be some instance to su-
pervise the entire operation. To expect that the Russian authorities
can do so only on the basis of a technical clearing facility with
swing credits, as in the proposal for an Interrepublic Payments
Mechanism of Stanley Fischer (1992, p. 36), is naive at best. To the
extent it credits the presence of the Washington financial institu-
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tions with the ability to infuse such a mechanism with credibility
for the other republics, the position taken may be a pragmatic one.
But I have expressed my doubts on the intermittent involvement
notably of the Fund in current-account management with a view to
fostering the reform, largely on the grounds that the tail cannot
wag the dog (see Brabant 1991a, 1992d).

Without the ability to pursue any of the three courses under
which a payments union would be superfluous, the successor repub-
lics can at best choose from among three genuine alternatives. One
is borrowing in commercial markets on their own account (perhaps
with government guarantees and assistance from the Washington
financial institutions) to finance their structural change over the
medium run. But commercial lenders are highly reluctant to
repeat their errors of the preceding two decades and, in view of
their inexperience with most of the successor republics, are unlike-
ly to be inclined to lend in adequate volumes for current-account
purposes. Furthermore, such massive borrowing might simply
worsen the external-debt situation of these countries and eventual-
ly usher in another debt crisis, as it did in the early 1980s for most
of the East. It is especially difficult for commercial banks to enact
effective surveillance so that the funds are indeed mobilized to cre-
dibly restructure output profiles. To counteract this reluctance of
commercial markets, would it be advisable to set up a special bor-
rowing facility at the IMF, similar to the oil facility inaugurated in
the 1970s, provided it could be financed and managed specifically
for the successor republics or perhaps all PETs.

The last option is to sustain a massive loss of trade, either in
terms of an erosion of the country’s terms-of-trade or because of
the collapse of export markets. The consequences of such a policy
option would be a sharp downward pressure on sustainable levels
of economic activity that may in due course lead to a protracted
economic depression, a sort of low-level equilibrium trap from
which policymakers may find it very difficult to extricate their
economy.

One major problem that has often been invoked against setting
up a payments union is the existence or emergence of chronic
creditors. If settlements arrangements permit, at given levels of
economic activity, Russia will predictably maintain a net export
surplus if the successor republics were to switch to world prices in
their intragroup trade, provided buoyant activity levels can be en-
sured. Because it is no longer interested in subsidizing the other re-
publics, it will have to be paid for its surplus, if not immediately at
least over the medium run. It might prefer to be paid immediately
but the republics simply do not have adequate reserves. Russia
might, then, seek to divert exports to convertible-currency markets,
but there are limits to this flexibility in the short to medium run
(such as security interests in the West, limited infrastructure in
Russia, and retooling costs to adjust to heavy Russian oils). Either
for physical or profitability reasons, Russia might yet be interested
in extending interrepublic loans that will eventually be repaid.
This provides a useful nexus on which a payment facility with out-
side assistance too may be grafted.

If the international community were interested in ensuring an
orderly restructuring of the successor republics, presumably funds
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would need to be appropriated to finance the republics’ deficit vis-
a-vis Russia. This can be reconciled by constituting the payment fa-
cility in a somewhat peculiar fashion. So the linchpin of the discus-
sion is not for or against a payments union, but rather whether the
international community is interested in an orderly transition in
the former U.S.S.R., how and at what cost such a winding down of
old ties may be attempted, and whether the capital required to fi-
nance the scheme can be mobilized and, if not, whether there are
other ways of economizing on scarce assistance funds.

In any case, if magnitudes of imbalances can be agreed upon as
worthy of being financed in the interest of orderly transition, this
can be incorporated in a payments union by adopting asymmetric
rules on drawings against common funds for creditors and debtors
and their changes according to a prearranged schedule worked out
in line with the desired ‘adjustment’ of the net import countries.
This can be embedded, both for one member country willing to lend
or in the case of outside capital, though different asymmetries in
debtor-creditor positions and their periodic modification according
to an agreed-upon adjustment schedule.

In other words, it is wrong to assume that a payments union
cannot cope with chronic creditors. This is only so when managers
of the agreement do not succeed in holding participants to agreed-
upon rules or cannot persuade policymakers of the participating
economies to adjust their macroeconomic stances to wind down
excess credits and debits. Excess in this context must clearly be de-
termined by the desirability of lending within the union on capital
account as well as the reciprocal drawing facilities to be “hard-
ened” over time. That would mean that the Surveillance Board, in
my scheme of things, is either incompetent or unable to hold deci-
sion makers to policy advice.

Note that even if one member were to agree to temporarily
transfer capital, the critical variable often ignored in the easy criti-
cism of a payments union is the competence and persuasiveness of
the Surveillance Board. A stamp of approval on the part of the
international community, including those called upon to line up
capital to finance current-account deficits, is highly desirable and,
in the end, unavoidable. Any scheme agreed to by a potential credi-
tor may seem not credible to the potential debtor. A mix of inter-
nal and external support might, therefore, be the more desirable
option. For reasons advocated elsewhere (Brabant 1991a), I would
not entrust this task to the existing multilateral financial organiza-
tions, if only because of their built-in bias toward management of
demand at the expense of taking direct action on the supply side,
and the inherent difficulties of global organizations to cater to the
needs of one specific group of countries in any case. Supply-side
management is urgently required to foster structural change in
economies where markets are at best incipient and far from suffi-
ciently flexible to give credence to the assumption of automatic ad-
justment mechanisms.

How BEest To RipE OuT THE TRANSITION

Opinions about the desirable path of disengaging from the erst-
while unions that were either not politically desired or not truly
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based on economic factors have ranged disturbingly from an advo-
cacy of maintaining the union to its most rapid destruction. The
latter view derives essentially from presumptions that in the long
run—essentially the equilibrium position in a comparative statics
perspective—most of the component economies would do better by
seceding from the union than from committing themselves to not
very credible gradualism. The former position essentially argues
that the costs of disengagement are so large (either because of true
benefits or because of gradual disengagement) that it would be
sheer folly to seek rapid dissolution of the existing unions. Natural-
ly, both positions are suspect. But I would ally myself more readily
to those advocating gradual dissolution of the union than to those
propounding shock therapy. The latter evidently tacitly relies on
the assumption that “market-based” adaptations will emerge
quickly, hence, the short-term cost of complete destruction will be
inferior to the discounted cost of any gradual solution.

Even if such a quick, moderately costly transition were feasible, I
am suspicious of arguments that propound to be able to forecast
the desirable trading and integration patterns of the economies in
transition. For one thing, I find it almost ludicrous to entertain se-
riously any eventuality of the PETs returning to their trading pat-
terns of the 1920s, either before the Great Depression for Eastern
Europe (Bofinger and Gros 1992, Collins and Rodrik 1991), includ-
ing the Baltics and, of course, Albania and Yugoslavia; or before
the institutionalization of administrative planning in the Soviet
Union (Bofinger and Gros 1992, Vavilov and Vyugin 1992). Even
the presumption that the trade orientation registered at that time
was in any sense an equilibrium position is suspect, if only because
of the enormous adjustment difficulties experienced after World
War I and the very substantial trade barriers (not necessarily of
the tariff kind) erected by the successor republics to the Empires
swept away by that war. There simply is no reason to presume that
the industrialization and related structural changes that have
taken place in the meantime have been all for naught, hence that
these countries would be well advised to return to their spuriously
imputed prewar equilibrium.

imilarly suspect are forecasts based on gravity equations con-
structed for presumptively comparable market economies (Bofinger
and Gros 1992, Rosati 1991, Vavilov and Vyugin 1992). I find it
hard to believe that, say, the Soviet successor republics could all be
interpolated into the parameter values obtained on the basis of the
same gravity equation estimated for some group of “similar”
market economies (Bofinger and Gros 1992). I also have doubts
about the assumption that the behavior of Western European
economies provides a solid guide to how the Eastern countries will
eventually trade (Rosati 1991). Arguments that parameter values
for gravity equations are stable and almost invariant to sampling
are not very persuasive for anyone who has experimented with al-
ternative specifications. And if such invariance were to prevail, the
model itself would be highly suspect, if only because there are so
many countries that cannot be considered “normal” trading par-
ticipants. It should also be recalled that the gravity model is a
specification of general equilibrium, hence, only applicable if there
is a fair conjecture that the sample is drawn from a global equilib-



159

rium. Point estimates based on one-year samples are rather suspect
of being derived from magnitudes generated under such a demand-
ing model.

Measurement problems regarding proper GDP levels in dollars
(or any uniform Western currency) loom large in all of the gravity
runs, and little attention appears to be have been paid to how best
to correct for the huge differences between purchasing power and
commercial exchange rates, especially those set after the transi-
tion, on the one hand, and the measurement of GDP for countries
that traditionally adhered to net material product (NMP) computa-
tions in any case. Perhaps the most difficult problem is the integra-
tion of TR and convertible currency trade into one composite meas-
ure to be used in evaluating whether current trade is or is not
“normal” in any meaningful sense.

Even if some invariance were to be observed and justified, it
would still be true that the relationship between estimated and ob-
served trade values for many countries tends to be rather different
from unity, even once all kinds of dummy variables are introduced.
It is for that reason that point forecasts for, say, trade between
Denmark and Sweden tend to be rather “biased.” Once this uncer-
tainty is projected into the future (and parameter values are in any
case not very stable over time, hence the presumed base year
values are suspect as “norms” for the countries undergoing rapid
structural change), the confidence interval becomes so wide that
any point estimate will be pure empiricism with little informative
value for policymaking. ¢

But most suspect is the proposition that any presumed equilibri-
um value based on aggregate income (and related) indicators ob-
served shortly before or during the transition can be taken as a
“normal” magnitude in any proper sense of that term and thus
used as indicator of trade once equilibrium is restored. The latter
long-term goal is, as a rule, surreptiously added. But this implicit
assumption hides a great fallacy: What matters during the transi-
tion is not some target for long-term equilibrium, but rather how to
disengage (if such should be done) from the intricate trading web
knit over so many decades in an orderly way and thus gain a situa-
tion that economic magnitudes can fully support.

And, finally, the argument occasionally invoked to the effect that
integration among developing countries is not very likely to
emerge on economic grounds because the static and even more the
dynamic comparative advantages of these countries are largely
with developed markets rather than their fellow developing coun-
tries (Gros 1991) is not persuasive. To the extent that one believes
in path dependency, a good deal of the trade orientation of develop-
ing countries emanates from ties built up with colonial powers and
subseguently waxed through various forms of “development assist-
ance.” Now, especially in the case of the Soviet successor republics,
very intimate ties were built over more than half a century. If
these countries had been able to choose an independent develop-

¢ Several observers have admitted the latter (Bofinger and Gros 1992), but then contend that
what matters is not the biased absolute level of trade but rather the projected geographical dis-
tribution of trade. Well, one cannot project reliable geographical shares from the summation of
absolute binary forecasts that are admittedly unreliable. Certainly, shares must lie between zero
and 100 percent. But these are trivial boundaries at best!
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ment strategy they might now look very different from what in
fact could emerge under Soviet rule. But that does not necessarily
mean that one could overnight embark on such a preferred devel-
opment path, as it were, in mid-stream. For one thing, I do not
even believe that with “freedom” completely centrifugal forces will
be warranted and emerge on solid economic grounds. It may well
be the case that, say, Uzbekistan in the year 2000 may trade 70
percent of its trade with other countries than the republics that
once were in the Soviet Union. But I suspect that a good deal of
that will be “new” trade, that is, trade creation over and above
levels sustained under Soviet rule, once trading patterns have been
restored to economically sensible levels.

CONCLUSIONS

I have argued that holding a currency area, such as that for the
ruble, together without a common monetary platform supported
through adequate fiscal and labor-market policies may not improve
matters beyond the purely cosmetic. The outcome under the cir-
cumstances would depend on two events. One requires that those
in “control” of monetary policy be able and willing to share sei-
gniorage and provide for adequate settlement and credit mecha-
nisms, so that orthodox trade patterns can be gradually eroded.
The other is that the remaining republics desist from embracing all
kinds of de facto trade barriers, such as those installed by the
Soviet republics in 1990-1991. :

Given the extreme disarray in the post-Soviet Union, it would be
a forlorn hope to expect such a coordination and voluntary submis-
sion to Russian decision making to emerge spontaneously. Rather,
a further compression of trade among the republics can be averted
only through credible gradualism. And that requires international
financial assistance and active surveillance. If donors wish to come
to the rescue of the PETs, the resource-transfer mechanisms should
be designed so as to maximize the bang for each dollar—or ecu—
ultimately in terms of fostering the radical restructuring of these
societies, maximizing as much self-help as these PETs can muster
(including avoiding the imposition of all kinds of artificial trade
barriers), and minimizing any adverse implications for the global
economy, including transfers to developing countries.

Although there may be several ways to achieve these objectives,
in my view, a flexible payment mechanism with outside financing
and surveillance offers the best way to cope with the very difficult
situation at hand. It could be more effective and less expensive
than the current course pursued through IMF-led ruble stabiliza-
tion and current-account financing.
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SUMMARY

In May 1990 speaker after speaker at the Russian Federation’s
Congress of People’s Deputies conference rose to condemn Russia’s
disproportionate resource burden and “nonequivalent exchange”
with the rest of the Soviet Union (see, e.g., Vlasov, 1990). In what
amounted to a national catharsis, Russia’s reply to the popular
question “who’s feeding whom?”’ was unambiguous.

This paper explores the validity of this question and Russia’s
answer. With the breakup of the Soviet Union a reasoned reply to
“who’s feeding whom?” remains important: The perception that
certain republics assumed a disproportionate burden in realizing
central resource allocative priorities arguably played a role in the
union’s demise. Thus, a reexamination of ‘“who’s feeding whom?” is
compelling for historical reasons alone. Furthermore, what can

* Stuart S. Brown is with the Department of Economics, Georgetown University. Misha V.
Balkindas is with the WEFA Group. The research was done with support from the National
Council for Soviet and East European Research. We also wish to thank Joe Brada, Rick Erick-
son, Ed Hewett and Gertrude Schroeder for their valuable comments on a previgus draft of this
paper. B
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Soviet data on republic trade, the principal evidence marshalled to
evaluate “who’s feeding whom?”, reveal about variations in the im-
ipe(ti’iabe costs of independence in the various former Soviet repub-
ics?

The rest of the paper is organized as follows: The first part ana-
lyzes data on republic trade balances, key physical interrepublic
commodity flows and republic generation and consumption of for-
eign exchange. The second part interprets the findings and assesses
their implications for interrepublic resource transfers in the
former Soviet Union.

REPUBLICAN MERCHANDISE TRADE BALANCES

“Who's feeding whom?” is a dramatic way of asking which
former Soviet republics have been chronic net creditors versus
debtors. To determine this in principle, entails the estimation of a
time series of current accounts by republic. The latter, in turn, re-
quires two basic subcomponents: republic merchandise and services
trade balances for successive years.

Such estimates were never made in the Soviet Union; at least
they were never made public. Two obstacles preclude Western esti-
mates of republic current accounts: The first is the limited dura-
tion for which officials of the former Soviet Union have so far pro-
vided republic trade balances; only 1987-89 republic trade data are
available. The other reason is that such data are largely confined
to merchandise trade and thus neglect most categories of services.

One can best start by drawing tentative conclusions based on a
cautious interpretation of recorded republic trade flows in 1987-
1989. These include commodities exported and imported among
Soviet republics and with the rest of the world in established do-
mestic prices, domestic prices adjusted for the interrepublic reallo-
* cation of financial resources plus so-called money migration, and
world market prices. Merchandise trade balances by republic in
each set of prices are summarized in table 1.

As many observers have legitimately objected, the trade balances
in domestic prices severely bias real interregional commodity flows
due to well-known distortions underlying Soviet domestic prices.
However, others reject officially estimated adjusted domestic price
balances because net flows of turnover taxes among the republics
represent merely the financial counterpart of underlying real flows
better captured in unadjusted prices (Dolle and van Selm, 1991).
We believe that the latter argument reflects a fundamental misun-
derstanding of the purpose for and effect of central reallocation of
financial resources among the republics. While it remains broadly
true that one can characterize the Soviet economy as a passive
monetary regime, net financial flows among the republics did serve
to augment or reduce republic absorption (consumption plus accu-
mulation). Because adjusted domestic price balances better capture
the contribution of real interrepublic trade flows to republic ab-
sorption and thus, to the republic’s national income balance, than
do unadjusted domestic prices, no compelling reason exists to con-
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TABLE 1. Interrepublic and Foreign Trade Balances, by Republic
(Millions of Rubles)

1987 1988 1989
Republic Domestic  World  Domestic [})‘gtlr?es;?;: World  Domestic
Price Price Price Price Price Price

Russia —28,760 41,284 —33,327 —41,727 30,800 —34,660
Ukraine —6,181 —5418 —2927 —2927 —-2900 —6,480
Belarus 1,157 —2,492 2073 32713 -2,100 950
Uzbekistan —4000 —4362 —1840 —740 —2500 -3,990
Kazakhstan —7541 —7653 —7255 —6,555 —6,600 —8,480
Georgia —-325 —1J11 592 —992 —1900 —380
Azerbaijan 1,209 ~48 L1160 2110 —500 1,930
Lithuania —1,098 3535 —1530 —630 —3700 —1,020
Moldova —288 —1870 —-1,023 177 —2,600 —1,150
Latvia —900 —1721 —695 5 —1300 —620
Kyrgyzstan —1166 —1405 —1149 —719 —-1,000 —1,690
Tajikistan —1187 —1309 —1134 —634 —1,00 —1,400
Armenia —134¢ 539 —1109 —1409 —1400 -—1210
Turkmenistan —478 105 —284 116 0 —670
Estonia —689 —1352 —748 348 —1300 —700
Total, - 50,381 7,704 —50,431 —50,431 1,800 —59,570

Sources: Argumenty, 1989; Mikhaylov, 1990; Vestnik statistii, No.d4, 1990, SSS8 isyfraki, 1991.

sider the unadjusted trade balances further.! (For the interested
reader, unadjusted domestic price ruble imports and exports by re-
public are provided in Appendix A).

REPUBLIC TRADE BALANCES IN ADJUSTED DOMESTIC PRICES

To bring republic trade data closer to an adjusted factor-cost,
thus arguably more realistic basis, domestic prices must be adjust-
ed for interrepublic flows of turnover taxes and subsidies. 2 In addi-
tion, further adjustments are necessary to account for interrepublic
migration, which can also distort republic trade balances. A large
inflow of money due to vacations, business trips, or the search for
more consumer items understates a republic’s trade balance since
migrant purchases of local goods are not recorded as exports. Like-

! National income balance is net material product produced less net material product used.
At the national level this balance equals socalled special earnings from foreign trade plus
losses. At the republic level the net material product balance equals the percentage of national
special earnings central authorities impute to each republic, republic losses, plus the interrepub-
lic merchandise trade balance. For an analysis see Brown and gelkindas, 1992,

2 The degree to which domestic prices unadjusted for financial flows distort real interrepublic
commodity flows varies by republic and reflect disparate industrial structures, hence varying
shares of wages, profits and taxes in value added. For example, the overwhelming majority of
net output produced in sectors of heavy industry and agriculture is realized in the prices of
products of other sectors, primarily in the consumer textile, apparel, and food industries. Be-
cause turnover tax is highest for final consumer manufactures, it disproportionately augments
exports in republics specializing in such manufacture. Thus, for example, large alcoholic bever-

e exporters (importers) bias trade balances upward (downward) due to the roughly 90 percent
of value added attributable to turnover tax on alcohol.

In contrast, due to the Soviet practice of levying subsidies at the location of production rather
than consumption, the presence of subsidies reduces the value of exportables. Thus export
volume for large net agricultural exporters is downwardly biased thanks to the high percentage
of subsidies contained in the retail price.
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wise, a large outflow of money for these purposes would overstate a
republic’s trade balance since purchases of goods outside the repub-
lic are not recorded as imports.

Goskomstat’s adjusted trade balances for 1988 are presented in
table 2. The most significant change relative to established domes-
tic prices is for Russia; its total (domestic and foreign) trade bal-
ance drops 8.4 billion rubles to -41.7 billion. Moldova’s total trade
balance shifts from negative 1 billion rubles to a positive 0.8 billion
and Latvia’s and Turkmenistan’s trade deficits are eliminated.
While netting out turnover taxes, subsidies, and money migration
that affect the other republics as well, their status as trade surplus
(or deficit) republics does not change. In particular, positive trade
balances in Belarus and ‘Azerbaijan increase roughly by 57 and 91
percent, respectively. Meanwhile, negative trade balances in much
of Central Asia are reduced. Trade balances in Georgia and Arme-
nia deteriorate by 67 and 27 percent, respectively.

TABLE 2. Trade Balance Adjustments, 1988
(Billions of Rubles)

Adjustment for: Adiusted
: Trade —————— Purchases
Republic Balance  Turnover Subsidies by Migrants Total Barlgtrjl?:e
Taxes

RUSSIA.....rcveerrmaee —333 —34 —51 1 -84 417
Ukraine............ccoo.. -29 —1.2 1.6 -4 | E—
Belarus ... 2.1 —11 17 6 1.2 33
Uzbekistan .. —18 15 0 -4 11 -1
Kazakhstan ........... -13 2 1.0 -5 J —66
£ F— —6 .6 -3 -1 -4 =10
Azerbaijan... 1.1 18 —4 —4 1.0 21
Lithvania............... —15 -4 3 5 9 ~.6
Moldova................. —1.0 9 3 6 1.8 8
Latvia.......cooovvrveenee -1 -2 A4 5 . 0
Kyrgyzstan............ —-11 3 1 0 A4 -1
Tajikistan............... —11 A -1 2 5 —b
Armenia 2 -3 -2 -3 -14
5 1 -2 A4 1

-1 2 3 A -3

0 0 0 0 504

Source: Vestnik statistiti, No. 3, 1990, Table 1.

Some evidence exists that for certain republics the prices under-
lying the republic trade balances deviate from those at which such
goods were actually transacted. 3 In other cases the prices assigned
to specific goods in interrepublic trade may be either less than
their costs of production or less than the prices at which they are
sold within the producing republic. ¢ The degree to which financial

3 Economists at the Estonian Institute of Economics told us in private discussion that actual
transaction prices for certain Estonian exports (imports) were greater (less) than the prices used
in Goskomstat’s merchandise trade estimates.

4 For example, Kalev Kukk writes that Estonia subsidizes the exports of much of its meat and
milk products (i.e. sells them below cost). For example, he asserts that in 1982 such exports of

Continued
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reallocation offsets such biases in measured trade flows is difficult
to assess.

Partly in response to such issues the Soviets provide republic
trade balances in world market prices. Such valuations hold the
disadvantage that the country’s (and republics’) factor endowments
and thus, relative scarcities, may be poorly captured. > However,
given their myriad biases domestic price trade balances arguably
reflect Soviet scarcities less accurately than do world market
prices. Besides, valuation in world market prices best captures the
opportunity costs of interrepublic trade.

REPUBLIC TRADE BALANCES IN WORLD MARKET PRICES

According to Goskomstat figures (see table 3), all Soviet republics
except Russia run commodity trade deficits on overall trade in
world market prices for 1988. (No breakdown is given for interre-
public versus foreign trade in 1988). These adjusted prices have the
most dramatic effect on Russia’s trade balances, which rise from a
negative 33.3 billion (in domestic prices) to a positive 30.8 billion.
Of this change, 33.9 billion is attributable to imports with the re-
maining 30.2 billion due to exports. This suggests that the revalu-
ation of energy and metal exports is only part of the story, albeit a
crucial one. In addition, however, the Russian Federation accounts
for over 50 percent of all machinery and light industry (republic
plus foreign) imports. Since the average prices of the interrepublic
component (of a republic’s total trade) exceeds world market levels
at the official exchange rate, a meaningful price reform arguably
would tend to lower significantly the value of interrepublic im-
ports.

Table 4 provides ratios of world to (unadjusted) domestic prices
for combined interrepublic and foreign trade by republic. Were for-
eign and domestic trade flows separable, world-domestic price
ratios for interrepublic merchandise trade alone would capture the
order of magnitude of the opportunity cost of interrepublic com-
modity trade. With domestic and foreign trade combined, it is im-
possible to know to what extent (interrepublic plus foreign) domes-
tic price imports (exports) are biased upward by the convention of
applying high prices to foreign consumer goods (by the average
higher quality of Soviet exports relative to domestic equivalents).

In columns 3 and 6 of table 4 an estimate is given of the opportu-
nity cost of the pattern of interrepublic plus foreign trade during
the late 1980s for each republic. Given the paucity of data, these
can be regarded as the best possible guesstimates of the immediate

Estonian subsidies equaled in value Estonia’s alleged import surplus for that year. In 1985, such
subsidies amounted to 270 million rubles or 40 percent of the budgetary subsidies received by
Estonia’s industry that year. He adds, however, that Estonia receives similar subsidies through
its imports from other republics. Kukk also cites Estonian electrical energy exports as a prime
example of price distortions in the interrepublican commodity flows. When the average price for
a kilowatt hour inside Estonia was 1.9 kopecks, Estonia was exporting this at 1.1 kopecks.

& For example, world prices arguably understate the value of agricultural imports from other
republics given the high-cost and excessive material intensity of Soviet agriculture and therefore
light industrial products embodying agricultural raw materials (Mikhaylov, 1990). The reestima-
tion of agricultural exports upward primarily would improve the balances of Kazakhstan,
Ukraine, Belarus, and the Baltics.
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TABLE 3. Interrepublic and Foreign Trade In World Market Prices
(Millions of Rubles)

1987 1988
Republic

Imports Exports Imports Exports
TR 99,259 140,543 101,900 132,700
UKTiNe .......coeerveverrnenens 49,374 43,956 47,400 44,500
Belarus..........coooceenrvenences 18,961 16,469 18,500 16,400
Uzbekistan ............coevenne. 11,321 6,959 10,500 8,000
Kazakhstan..................... 16,147 8,494 15,600 9,000
GEOTIA .....vvveeroeeeeeennnnnee 5,286 3,515 5,300 3,400
Azerbaijan.............coccn.. 5,161 5113 5,100 4,600
Lithuania......cc...covevenenene 7,861 -4,326 7,800 4,100
Moldova .........coooceevvennne 5,055 3,185 5,100 2,500
Latvia.......cooveemrenreenrennes 5211 3,550 5,000 3,700
Kyrgyzstan ..........ccooeeee. 2,924 1,519 3,200 2,100
Tajikistan .........ccoovcennneee 2,867 1,558 2,800 1,700
11111 3,025 2,486 3,600 2,200
2,605 2,500 2,400 2,400
3,316 1,964 3,200 1,900
238,433 246,137 237,400 239,200

Sources: Vestnik statistiki, No. 4, 1990; Mikhaylov, 1990.

TABLE 4. Change in Terms of Trade of a Shift from Domestic to World Market

Prices
1987 World/Domestic ~ Terms of 1988 World/Domestic  Terms of
Republics Price Ratio Trade Price Ratio Trade
ep - — Effet ———  Hffect
Imports Exports (%) ® Imports Exports (%) ®
155 1.368 81.2 750 1.294 126
984 999 L5 951 948 -3
1071 8713 185 1.037 823 206
873 715 —111 8562 763 104
987 964 —24 950 982 34
-~ 8 612 297 816 516 -294
Azerbaijan........... 929 75 186 899 678 —246
Lithuania . n3 = 1.042 688 339
© Moldova....cooe. 566 .-3338 839 494 4Ll
Latvia......cccevrrncs . 756 —187 894 756 -155
- Kyrgyzstan........... 838 654 220 855 808 —-53
Tajkistan....... S )| 688 172 802 Ja  -101
Armenia............. 743 631 —150 138 584 —209
Turkmenistan ........ 891 1.022 147 822 &101 108
Estonia.............. 913 667 —269 863 642 256
/17— 863 1.089 26.2 841 1.031 21

Sources: Mikhaylov, 1990, Tables 3 and 8.
= Authors’ estimations.
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terms of trade change in going to ‘“world market prices”. ¢ The use
of unadjusted domestic prices biases the change in the terms of
trade downward for republics whose trade balances worsen as ad-
justed domestic prices are substituted for unadjusted domestic
prices and whose trade balances improve in world market prices.
For example, Russia’s terms of trade would actually improve by a
greater amount than suggested in the table. In contrast, the esti-
mates for the Baltic states may somewhat understate the actual
terms of trade deterioration to be expected.

Data in table 4 suggest that the only significant gainers in the
move from domestic to world prices are Russia and Turkmenistan
(the biggest relative exporter of gas). Russia’s terms of trade effect
is estimated to be 81 and 73 percent, and Turkmenistan’s 15 and 11
percent in 1987 and 1988, respectively. The effect for Ukraine is a
small positive change in 1987 and an even smaller negative change
in 1988; the reverse is true for Kazakhstan. The biggest “losers”
are Moldova, Lithuania, and Georgia, followed by smaller albeit
significant losses in Belarus, Azerbaijan, Latvia, Armenia, and Es-
tonia. Losses in Uzbekistan, Tajikistan, and Kyrgyzstan (1988) are
smaller still.

Before proceeding further, biases in the official Soviet procedure
for revaluing trade flows in world market Prices should be high-
lighted. First, the base “world market prices” employed are in fact
Soviet foreign currency prices. Thus, the domestic ruble equiva-
lents (in which the world market price balances are expressed) re-
fiect prices the Soviet Union pays to and receives from all its trad-
ing partners, including the less-developed-countries, the former
members of the Council of Mutual Economic Assistance, and the
industrialized countries. The differential prices at which the Soviet
Union traded with each of these groups reflect a variety of consid-
erations including non-economic factors. Consequently, the U.S.S.R.
may have sold or purchased a given good at several alternative
prices, none of which correspond closely to this good’s (or its closest
equivalent’s) contemporaneous price in world markets. 7

Since locating a world market price for each good traded among
the republics would require a herculean effort, Soviet statisticians
apply a shortcut method in which only a limited number of conver-
sion coefficients (ratios of domestic to foreign prices) for highly ag-
gregated commodity groups are used. Thus, for example, Lithuani-
an calculator exports might be converted to valuta prices at the co-
efficient for machine building as a whole or perhaps for all elec-
tronic equipment. Such coefficients would then be used to express
Lithuanian exports to Russia (say) in world market prices. Appar-
ently little or no effort is used to adjust for the typical quality dif-
ferential between Lithuanian calculator exports to Russia com-

8In principle, a better terms of trade estimate could be derived using adjusted domestic
prices. However, because the Soviets tell us only how these data affect the balance of trade and
not exports and imports separately they cannot be used to estimate the terms of trade change in
goingoto “world market prices.”

7 Soviet foreign currency prices probably bias upward the trade balances of predominantly
manufactures (interrepublic) exporters among Soviet republics given the average lower qualit;
of Soviet manufactures sold domestically. With its high share of raw material exports, Russia’s
domestic exports should not be appreciably affected; however, depending on the strength of any
such quality bias in the data, Russia’s large manufactures imports from other republics could
bias imports upward where quality differentials exist between domestic and foreign sales.
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pared with calculator exports to Europe. Moreover, it is unclear
how often coefficients are revised to account for changes in world
market prices. The resulting biases presumably are largest in
smaller republics that specialize in a small subgroup of a given in-
dustrial sector. &

It should be stressed that these trade flows, and hence the esti-
mates of terms of trade movements upon which they rest, are
highly sensitive to the choice of coefficients. To see this, in table 5
alternative trade figures are presented in hypothetical foreign
trade prices based on minor changes in the domestic/world price
coefficients. For example, Columns 7-9 depict a trade scenario in
which import coefficients are augmented by 10 percent, with export
coefficients unchanged. In addition, we show how trade flows would
change if the export coefficients varied by 10 percent, and finally
what happens when both export and import coefficients vary in op-
posite directions.

The results are revealing. Even when the country’s overall trade
balance moves from a positive 1.8 billion rubles to a negative 46
billion rubles owing to less favorable coefficients for both imports
and exports, Russia’s overall trade balance remains positive while
that of all remaining republics are negative. This includes a sizable
negative of 12 billion for Ukraine and a negative 9 billion for Ka-
zakhstan.

Given the different size of the republic economies, it is instruc-
tive to examine the trade flows and their balances on a per capita
basis (our estimates in world prices are presented in table 6). Here,
the plausibility of Russia’s claim to sole net creditor status appears
clearest. Aside from Turkmenistan, Ukraine, and Azerbaijan,
which have either balanced trade or modest negative balances, the
remaining republics appear as significant resource importers in per
capita terms. In this regard the Baltic states stand out (Lithuania,
in particular) along with Moldova, Armenia (1988), and Kazakh-
stan.

SUPPLEMENTARY INDICATORS FOR ‘“WHO’S FEEDING WHOM?"’

Given the ambiguity involved in measuring and interpreting re-
public trade balances using the above methodology, it is natural to
seek other indicators that capture individual republics’ contribu-
tions. Two alternatives are the republic’s import/export structure
of key physical commodities and the republics’ net generation of
valuta (foreign currency receipts earned net of receipts used).

Table 7 coatains trade flows for 6 critical commodity groups in
physical quantities; these include three industrial inputs (coal,
metals, and natural gas), one agricultural input (mineral fertiliz-
ers), and two groups of food products (meat and dairy products). Of
noteworthy absence is petroleum of whose production Russia re-
portedly accounts for over 90 percent.

Russia is a significant net importer of all product groups present-
ed except gas and fertilizers. ® Eight republics are completely de-

8 For example, Estonia produces shale-oil and conversion to world market prices by the oil/
gas sector coefficient conceivably could measurably bias the overall Estonian export figure in
one direction or another.

9 Although official Soviet statistics exclude comparable data for oil, it is well known that the
R.S.F.S.R. is the leading net exporter of these critical products.
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TABLE 5. Trade Balances in World Market Prices, 1988.

(Alternative Scenarios)
Domestic Prices Ratio of
Domestic to
World Prices M-+10% Imports  Exports  Balance
Imports  Exports  Balance ——
M X
1 2 3 4 5 6 7 8 ]

135,860 102,540 —33320 1333 773 1467 92,636 132,700 40,064
49,860 46940 —2920 1052 1.055 LI57 43,091 44500 1409
17,840 19920 2,080 964 1215 1061 16818 16400 —418
12320 10430 —1,830 1173 1311 1291 9545 8,000 —1,545
16400 9100 —7300 1051 1.011 1156 14182 9,000 5,182

6490 5900 —590 1225 1.735 1347 4818 3400 —1418
5700 6800 1,100 1118 1478 1229 4636 4600 36
7490 5960 -1530 960 1454 1056 7,091 4,100 —2991
6100 5060 —1040 1.196 2.024 1316 4636 2500 —2,136
5600 4500 —700 1120 1324 1232 4545 3700 —845
3770 2,560 —1210 1178 1.219 1296 2909 2100 —809
3490 2330 —1,160 1246 1371 1371 2545 1,700 —845
4880 3760 —1,20 135 1.709 1491 3213 2200 —1,073

Turkmenistan. 2900 2600 —300 1.208 1.083 1329 2182 2400 218

Estonia 3700 3000 —700 115 1.579 1212 2909 1900 —1,009

Total 282,400 231,860 —50,540 1.190 .969 1309 215818 239,200 23,382

Tajikistan...
Armenia.....

M X+10% Imports Exports Balance M—10% X+10% Imports Exports Balance
Republic 10 1i 12 13 14 15 16 17 18 19

Russia.. . 1333 850 101,900 120636 18736 1.200  .850 113222 120636 7414
Ukraine 1052 1160 47,400 40455 —6945 847 1160 52,667 40,455 —12.212
Belarus.. 964 1336 18500 14,909 —3591 868 1336 20,556 14,909 —5646
Uzbekis L173 1442 10500 7,273 —3227 1.056 1442 11667 72713 —4394
Kazakhstan. 1051 1112 15600 8182 —7418 946 1112 17333 8182 —9152
Georgia...... 1225 1909 5300 3091 —2209 1102 1909 5889 3091 —2798
Azerbaijan L118 1626 5100 418 —918 1006 1626 5667 4182 —1,485
Lithuania... 860 1599 7,800 3727 —4,073 864 1599 8667 3727 —4939
Moldova 1196 2226 5100 2273 —2827 1076 2226 5667 2273 —33%4
Latvia.... 1120 1457 5000 3364 —1636 1008 1457 5556 33684 —2,192

Kyrgyzstan
Tajikistan ..

1178 1341 3200 1909 —1291 1060 1341 3556 1,909 —1,646
1246 1508 2800 1,545 —1255 1122 1.508 3111 1,545 —1,566
1356 1880 3600 2000 —1600 1220 1.880 4,000 2,000 —2,000
1208 1192 2400 2182 —218 1088 1192 2667 2182 —485
1156 1737 3200 1727 —1473 1041 1737 3556 1,727 —1828
1190 1066 237400 217,455 —19,945 1071 1066 263,778 217,455 —46,323

Source: Table 3; authors’ estimations.

pendent on coal imports, largely from the Ukraine and Kazakh-
stan; the latter are also dominant net metal exporters. Indeed, Ka-
zakhstan is a significant exporter of all but dairy products. Turk-
menistan is the biggest net natural gas exporter. Leading agricul-
tural exporters include Ukraine, Belarus, and the Baltic republics.
Particularly dependent on imports of critical goods are Transcauca-
sia and Central Asia.

How do the republics fare with respect to the generation of
highly valued valuta? Without exception all Soviet republics re-
corded negative foreign balances in domestic prices for 1988. The
key reason can be gleaned from columns 10 and 11 in table 8. In all
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TABLE 6. Per Capita Trade, by Republic.
(Rubles, World Market Prices)

1987 1988
Republic

Imports  Exports Balance Imports Exports Balance
Russia......ccorveee. 681 964 694 903 210
Ukraine............... 9%2 857 —106 919 82 —56
Belarus .............. 1877 1631 —247 1814 1608 —206
Uzbekistan......... 590 362 --227 533 406 —127
Kazakhstan......... 991 521 470 945 545 —400
Georgia .............. 997 663 —334 981 630 —352
Azerbaijan........... 748 741 729 657 -1
Lithuania............ 2125 1,169 —955 2108 1,108 —1,000
Moldova.............. 1,204 758 —445 1,186 581 —605
Latvia.......c.co..o... 1952 1315 —637 1852 1370 —481
Kyrgyzstan......... 696 362 —335 744 488 256
Tajikistan ........... 585 318 267 560 340 —220
Armenia ............. 890 731 -—159 1,091 667 —424
Turkmenistan ..... 766 735 686 686 0
Estonia............... 2073 1228 —845 2000 1,188 —813
Total ..., 843 870 832 838 6

Sources: Tables 1 and 3; Naselenye 87, p. 8; Naselenye 88, p. 8; Authors’

estimations.

but two republics foreign imports as a share of total imports exceed
foreign exports as a share of total exports. This follows directly
from the Soviet convention of applying high coefficients to valuta
prices for imports. Although the purpose is to enhance budgetary
revenues by exploiting the scarcity of higher quality importables,
the procedure worsens the trade balance in domestic prices.
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TABLE 7. Exports and Imports, by Republic, Selected Products, 1988.

(Thousands Tons)
Coal Metals Mineral Fertilizers

Republic
Imports  Exports  Balance !mports Exports Balance Imports Exports Balance
USSR 117,017 137,392 20375 38756 45819 7,063 7,848 15301 7453
i 59454 49,182 —10,272 19296 17,323 —1973 1557 5922 4365
21186 25,745 4559 6519 21776 15257 2324 1,109 —1215
3,333 0 3333 2892 432 —2,460 710 5058 4348
3,742 967 —27715 1,608 707 901 367 793 426
14063 58,842 44779 2751 3,646 895 556 1,495 939
881 419  —462 763 620 —143 151 81 -0
262 0 -262 991 86 —905 154 244 90
1,720 0 1720 780 0 —780 496 281 =215
5,691 0 -5691 356 530 174 238 0 -238
1,210 0 -1270 902 693 —203 398 83 315
Kyrgyastan ... 2833 1888 945 452 0 452 195 0 —19%
765 349 416 315 0 =315 256 41 =215
645 0 —645 492 0 -—492 100 7 -9
121 0 727 224 0 -2 185 46 —139
445 0 —445 415 0 -415 161 141 =20
Reouli Meat Products Dairy Products Natural Gas, 1985 (Millions g. m.)

ublic
> Imports  Exports Balance Imports Exports Balance Imports  Exports  Balance
1453 — 1067 16,130 7,i84 —B,946 345508 345,508 0
63 —1.844 9,604 424 9,180 80,531 151,448 70917
455 423 2122005 1,793 123,193 9,538 —113,655
337 323 2 2184 2182 33665 24411 —9254
0 —191 1423 1 ~1422 74761 77369 2,608
178 166 390 29 361 6,033 2,282 —3791
0 88 1248 4 —1,244 4,769 0 —4769
0 -718 117 0 —-1,217 5,266 5117 —149
181 179 2 1328 132 4,495 5 —4490
78 4 18 111 93 1,231 0 -1231
81 79 3 603 600 3,027 515 —2512
18 8 88 1 -8 1,422 1 -135
Tajikistan . 1 -4 320 0 —320 1,389 24 1175
Armenia.... 74 0 -7 1176 17 —1,159 4,397 102 —4295
Turkmenistan. 59 0 -5 360 0 —360 8 74476 74,468
Estonia............... 4 61 51 7 am 470 1,321 0 -1321

Sources: Vestnik statistiki, No. 4, 1930; For natural gas the source is Maferiaino, 1988, pp. 146, 147.



TABLE 8. Interrepublic and Foreign Trade Balances by Republic, 1988.
(Millions of Rubles)

Total Domestic Foreign Shares of Foreign Component in
Total Shares

Imports Exports  Balance Imports  Exports  Balance Imports Exports  Balance Impots  Exports  Ratios

Republic 1 2 3 4 5 6 l 8 9 10 11 12
(TR 135,865.1 102,537.7 —333214 68,9639 69,224.2 260.3 6,6901.2 33,313.5 —33,587.7 492 325 1.52
Ukraine. .. 498623 469353 —2927.0 364316 400552 3,623.6 13,4307 6,880.1 —6,5506 269 147 1.84
Belarus ...... .. 178438 199172 20734 141714 182217 40503 36724 16955 19769 206 8.5 2.42
Uzbekistan. - 123271 104869 —1840.2 10,6237 8957.2 —1,666.5 17034 15297 —1737 138 14.6 0.95
Kazakhstan 164201 99,1648 —72553 13,6864 83371 —53493 27337 8277 -—19060 167 9.0 1.84
Georgia ... 64929 59008 —5921 52184  §,508.1 2897 12745 3927 8818 196 6.7 2.95
Azerbaijan. 5672.2 67820 11098 42582 63575 20993 14140 4245 9895 249 6.3 3.98
Lithuania 74876 59578 —1,529.8 62385 54307 —807.8 12491 5271 7220 167 88 1.89
Moldova 6,0804 50675 —1,0229 4985 48003 -—1862 10939 2572 8367 180 5.1 3.54
Latvia ... 55912 48961 —6951 46328 45152 1176 9584 3809 5175 171 18 2.20
Kyrgyzst 37448 25954 —11494 29718 25368 4350 7730 586 —7144 206 23 9.14
Tajikistan... 34924 23587 —1,1337 30226 20252 9974 4698 3335 1363 135 141 0.95
Armenia 48764 37670 —11094 40176 36831 3345 8588 839 7149 176 2.2 191
Turkmen 29182 26342 —2840 24860 23892 —968 4322 2450 1872 148 9.3 1.59
Estonia 37086 29610 —7476 30472 27151 —3321 6614 2459 4155 118 8.3 2.15
Total for all republics... 282,383.1 231,952.4 —50,4307 184,756.6 184,756.6 0.0 97,626.5 47,1958 —50,430.7 346 203 170

Source: Vestnik statistiki, No. 3, 1990. Authors’ estimations.

PLI
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The last column of table 8 shows the share of the foreign compo-
nent in total imports divided by the share of the foreign component
in total exports or My/M,, / X,,/X,,, where z = foreign plus inter-
republic exports or imports; k = foreign imports or exports, and i
= the ith republic. This statistic provides a measure of the repub-
lic’s share of the country’s valuta-generating burden; such valuta
on average requires greater effort and production costs to raise
product quality to world market levels. In addition, valuta is the
means by which higher quality importables are acquired.

Like all data valued in distorted Soviet prices this statistic
should be approached with the customary caution. In particular,
the use of (unadjusted) domestic prices implies that the above ratio
understates the contribution of those republics like Russia whose
terms of trade are expected to improve in the movement to world
market prices. Likewise the ratio overstates the contribution of re-
publics whose terms of trade are expected to deteriorate in the
move to world prices. Despite such caveats the figures remain in-
structive. The value of the ratio for all republics is 1.7. Particularly
low ratios are found for Uzbekistan (0.95) and Tajikistan (0.95)
while the highest ratios are recorded in Armenia (7.91) and Kyrgyz-
stan (9.14). Moderately high ratios appear in Belarus (2.42), Georgia
(2.95), Azerbaijan (3.98), Moldova (3.54), Latvia (2.20), and Estonia
(2.15). Roughly average or moderately below average ratios appear
in Russia, Ukraine, Kazakhstan, Lithuania, and Turkmenistan. 10

As deputies to the Russian Federations’s first annual congress in
May 1550 repeatedly stated, Russia generates a disproportionate
share of the country’s hard currency revenue (Vlasov, 1990; Gran-
berg, 1990). These data suggest that the R.S.F.S.R. is also slightly
above average for Soviet republics in terms of the overall valuta
generated relative to valuta spent on own consumption. However,
what is most striking is the degree to which Central Asia (exclud-
ing Kyrgyzstan) generates a disproportionate quantity of valuta
relative to the imports enjoyed from valuta expenditure. These fig-
ures may even understate Central Asia’s “altruistic” foreign trade
patterns given the high percentage of foreign imports in the (high
priced) consumer goods category. For example, Uzbekistan, Tajikis-
tan, Turkmenistan, and Kyrgyzstan all import a disproportionately
high share of consumer goods from abroad; this would tend to exag-
gerate their valuta imports. In contrast, the Caucasuses plus Kyr-
gyzstan portray the opposite tendency with relatively high foreign
import/export ratios. 11

INTERPRETATION AND CONCLUSIONS

The question, “who’s feeding whom?” has long lurked below the
surface of nationalist hostilities in the Soviet Union. If the lack of
republic services trade balances and time series data, plus distor-

'°In principle, summing across all republics’ net interrepublican trade flows should yield
zero, which in fact occurs as one can see from the column domestic balance in table 8. However,
the sum of republic foreign trade balances cannot sum to the country’s overall trade balance
since official sources on foreign trade statistics record the latter in valuta rubles only.

!! Furthermore, in situations where one republic’s foreign imports are “reexported” to an-
other republic (e.g. Russian imports of Swiss boots resold in Moldavia), the receiving republic’s
interrepublic import values are inflated by more or less depending on the size of the implicit
exchange rate for such goods determined in Moscow.
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tions in Soviet pricing methodology are discounted, an answer can
readily be supplied: The Russian Federation dominates as the prin-
cipal net generator of resource outflows to all remaining 14 repub-
lics. }2 This conclusion appears inevitable if one takes real trade
flows as given and values these flows in (arguably more realistic)
Soviet foreign currency prices. In such prices Russia achieved a
total export surplus of 41 billion rubles in 1987 and 31 billion
rubles in 1988.12

From this vantage point, the only remaining issue is the specific
pattern of transfers extended to the various non-Russian republics.
These are best studied in per capita perspective. In Central Asia,
while Uzbekistan, Tajikistan, Kyrgyzstan, and Kazakhstan were
moderate net resource importers during 1988, Turkmenistan had
balanced trade. Aside from Azerbaijan, which exhibits a relatively
small net resource dependence on Russia, the rest of Transcaucasia
(Armenia and Georgia) is a moderately heavy net resource import-
er. The clearest pattern of resource dependence is in the Baltics
where regional per capita net imports are highest. Finally, thanks
to Russia, the European Slavic region is relatively balanced but
this disguises small and moderate per capita deficits in Ukraine
and Belarus, respectively.

In'contrast, if one views relative (adjusted) domestic prices as
more appropriate weights, the pattern of resource transfers ap-
pears less lop-sided and Russia abandons its position of sole net re-
source provider. Indeed, from this perspective Russia emerges as a
major net importer of resources. Despite current claims about its
relative economic potential, Ukraine represents a net resource im-
porter overall, regardless of price weights. More generally, most
non-Russian republics fare better in domestic as opposed to world
market prices. And if one confines attention to interrepublic trade
alone, roughly half of the republics appear as net resource export-
ers with Ukraine, Belarus, and Azerbaijan appearing particularly
strong.

" Alternative measures of economic dependence, including key
physical commodity export and import balances and net generation
of valuta, provide additional information. Here the surprising suc-
cess story is Central Asia (including Kazakhstan). Ukraine per-

12 It is interesting to note that figures of 70 billion rubles for 1987 and 64 billion for 1988 have
been repeatedly used as estimates of Russia’s subsidies to the remaining republics. However,
given the limits of the data upon which this conclusion is reached - in particular, its confine-
ment to merchandise trade - a more legitimate estimate of the resource transfer would be Rus-
sia’s interrepublican trade surplus in world market prices in 1988, 41 billion rubles, rather than
the difference between the trade balances in domestic and world prices. In addition, there is
reason to suspect that this lower figure is itself inflated, even without invoking services trade.
For example, agricultural and light industry imports to Russia from neighboring republics
should be priced higher than world market levels owing to their unusually high-cost nature. (In
response, however, it could be claimed that the opportunity costs of Russia’s trade patterns in-
clude purchasing high cost agriculture rather than utilizing the world market). In_addition,
much of the machinery exrort.s for which Russia claims it is not fairly reimbursed include mili-
tary hardware. It is not clear that such purchases are in all cases desired by their recipients.
(Mikhaylov, 1990) Finally, in arriving at the domestic ruble equivalent of the balance in world
market (dollar) prices, an internal exchange rate of unity is assumed. This is tantamount to as-
suming that the official excha:fe rate is a realistic converter of foreign to domestic prices.

13 Of course the Russian Federation now faces complaints that particular oblasts and raions
%e:erate the bulk of Russia net exports, including valuta earnings. For instance, arguments

m the Tyumen region that the latter generates a dis; roportionate quantitly of oil and natural
gas relative to other oblasts while ranking toward the got
potent example (Dobbs, 1990).

tom in provision of social services is a
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forms relatively well on the commodity availability measure but
depends critically on imports of natural gas and fertilizers. While
its record in securing valuta relative to consuming it measures up
well against a majority of the other republics, Ukraine’s perform-
ance pales next to that of Central Asia (excluding the disastrous
performance in Kyrgyzstan). In particular, Turkmenistan and Uz-
bekistan are leading net gas exporters. And Kazakhstan stands out
as a net exporter of five of the six products examined.

In contrast, Transcaucasia brings in the worst regional perform-
ance on the combination of these two measures. While the Baltics
perform about average on the valuta standard and are net export-
ers of food, they remain more dependent than most republics on
certain key commodities. Finally, out of the six commodities exam-
ined (excluding oil), Russia is a leading producer and exporter of
four but a net exporter of only 2. Its net valuta production record
igs formidable but does not quite measure up to that of Central

ia.

Although the above data provide some flavor of interdependen-
cies among the former Soviet republics in key commodities and
overall merchandise trade, the tendency of certain observers to
treat these data as operational measures of the republics’ contribu-
tion to the national economy is misleading:

First, there is no theoretical basis for considering merchandise
trade to be more critical than that of services; hence, commodity
flows provide at best a partial perspective on interrepublic trade.
Given their relatively small share of Soviet gross national product
and the probable lower degree with which services enter interre-
public trade, the inclusion of services is unlikely to affect the trade
balances measurably. However, it cannot be ruled out that services
may appreciably affect trade balances in a few republics. 14

A different set of biases can affect these balances through
volume rather than price. Some observers argue that central au-
thorities occasionally tamper with the commodity trade quantities
so that the latter no longer perfectly mirror the republic’s input-
output data. 15 Still others claim that republics frequently have the
capacity to export additional products given the proper incen-
tives. 18 Finally, spokespeople for certain former republics, particu-

14 Inclusion of services will vary by republics. Some rough estimations and observations sug-
gest that they can be quite substantial for the Baltic states and Ukraine. The Baltic states have
a few major seaports, and transit fees will deﬁnitel&’increase hard currency earnings. The same
is true regarding a anment for the Soviet (now Commonwealth’s) military bases stationed in
the Baltic States. Ukraine has a long mileage of gas and oil pipelines located on its territory.
These pipelines are the means of transportation for Russian gas deliveries to Western and East-
ern Europe. A transit fee would probably add over a billion dollars to the Ukrainian service
account.

18 I discussions with researchers in the Estonian Institute of Economics we discovered that
data on a republic’s foreign trade is collected from enterprises directly and do not always corre-
spond well with input-output data. For example, at least three big enterprises directly subordi-
nated to the all-union ministries provide no information to the Estonian statistical authorities.
As a result the infutroutput data fails to capture all of the republic’s relevant regional activity.
Moscow statistical authorities actually supplement the Estonian input-output data with data
corresponding to these all-union enterprises.

18 For example, Jan Laas of the Estonian Institute of Economics asserts that Estonia could
improve its trade balance by selling more milk, meat, fish, textiles, and wood products. It bears
mention, however, that republics never had an incentive to increase exports in order to achieve
a positive trade balance. &hat mattered was the availability of goods inside the republic. Thus,
to the extent that the republics had such influence, each tried to increase imports while reduc-
ing exports.

57-3730-93 - 7
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larly the Baltics, argue that their territories serve as major con-
duits for the processing and export of refined energy products for
which they are not properly credited either in terms of the value
add::ii P7y transport and refining services or for the valuta gar-
nered.

A related and fundamental issue concerns central control over
investment flows, which largely predetermine what gets traded.
Since investment shapes a region’s production specialization, the
investment pattern influences with a lag republican industrial
structure and production capacity. Since increases in capacity, in
turn, permit greater export production, and since imports of ma-
chinery and equipment are associated with currently allotted in-
vestment funds, the trade balance in any given year is largely de-
terminled by investment decisions that are beyond the republic’s
control.

One is tempted to regress investment on trade flows by republic
but this strategy encounters at least two serious obstacles: First, in-
vestment data are reported in constant prices and hence are incom-
patible with current price trade data for which adequate deflators
are unavailable. Second, although times series for investment by
republic are available, the Soviets have provided republican trade
flows for 1987-89 only. This is too short a duration with which to
expect meaningful coefficients relating many successive years of
targeted investment and republic trade balances. Finally, depend-
ing on the specific use pattern of these investments, adequate data
for which is unavailable—in particular do they tend to be export
capacity-enlarging or largely confined to nontradeables like hous-
ing?—regression analysis is unlikely to be revealing.

Nevertheless, a cursory examination of republican investment
flows remains instructive. Investment data (tables 9 and 10) show
that the more developed or resource-rich union republics, with the
notable exception of Ukraine, tend to receive the highest per capita
investment funds. At least during the last 15 years investment has
disproportionately flowed to the Russian republic, followed by
above average (but more modest) flows to the Baltics. In fact, the
relatively industrialized Ukraine, which contributes 16 percent of
Soviet net material product, receives a below average share of in-
vestment resources per capita.

In contrast, with the exception of Kazakhstan and Turkmenis-
tan, Central Asia has received a strikingly lower per capita share
of investment funds. The latter is probably explained by some com-
bination of high fertility rates in Central Asia, lower capital re-
placement needs (due to scant past investment), and centrally de-
termined upward limits on the reallocation of investment flows to

17 For example, G. Balltin’sh asserts that Latvia’s official merchandise trade deficit in 1987
should decline by 260 million rubles thanks to its unnoted contribution to the country’s oil ex-
ports (Baltin’sh, 1989). Mikhaylov refers to the idea of certain economists to redistribute export
and import volumes among the republics to account for the help that poorly endowed republics
provide in developing the resource and export potential of richly-endowed republics. Mikhaylov
regards this notion as “erroneous” as such assistance in the form of transportation services
and/or material inputs are already present in the interrepublic export/import volumes. Howev-
er, while the Latvian Maritime Steamship Company and the republic’s railroad transport were
credited with transportation exports to republics producing energy and raw materials, Mikhay-
lov maintains that Latvia should have also earned a share in the ultimate earnings of foreign
exchange from the export of such products (Mikhaylov, 1990, pp 7-8).
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TABLE 9. Investment, by Republic, 1980-88.
(Rubles per Capita)

Repubfic 1980 1981 1982 1983 1984 1985 1985 1987 1988

Russia 623 642 665 752 713 837 880 941
Ukraine 377 388 424 482 493 541 552 il
Belarus 469 470 496 650 611 643 764 758
Uzbekistan 361 360 378 403 374 372 313 3¥
Kazakhstan 546 548 570 638 653 682 744 790
Geor, 364 409 414 510 541 528 561 557
Azerbai 357 370 415 457 500 523 505 497
Lithuania 504 527 569 645 683 773 812 868
Motdova 372 399 428 504 486 496 535 546
Latvia 542 559 559 661 725 787 736 730
Kyr 65 2715 302 335 345 35 358 371
Taj lstan 240 231 245 288 298 311 327 313

Turkmenlstan 449 470 512 574 565 597 574 586
tonia................. 560 546 545 582 696 723 768 758 817
1A R 503 518 533 558 634 647 694 726 764

Sources: National and republican statistical yearbooks, various years.

equalize development levels among the republics. Finally, invest-
ment rates in Transcaucasia and Moldova are somewhat higher
than Central Asia but still considerably below the average. 18

TABLE 10. Per Capita Investment by Republic.

(As a Percentage of the USSR Average)

Republic 1980 1981 1982 1983 1984 1985 1986 1987 1983

Russia.......coocee.... 119.48 120.27 12045 11918 11861 11947 12061 12121 12317
Ukraine . 1515 7278 7280 7599 7603 7620 7795 7603 7474
Belarus ............... 88.67 90.54 88.18 88.89 102.52 9444 9265 10523 99.21
Uzbekistan............. 6819 6969 67.54 67.74 6356 5781 5360 5138 50.26
Kazakhstan............ 106.36 10541 102.81 10215 100.63 101.85 98.27 10248 103.40
Georgia ........co... 7296 7027 7674 7419 8044 8362 7608 7127 7281
Azerbaijan .. 6461 6892 6942 7437 7208 7728 7536 69.56 65.05
Lituania............. 9125 97.30 98.87 101.97 10174 105.56 111.38 111.85 113.61
Moldova.............. 7475 7181 7486 7670 7950 7512 7147 7369 7147
Latvia....... .. 100.80 10463 104.88 100.18 104.26 112.06 113.40 101.38 95.55
Kyrgyzstan . 5116 51.59 5412 5284 5332 5130 4931 4856
Tajikistan.............. . 4633 4334 4391 4543 4606 4481 4504 4097
Armenia................. . 7529 7205 69.71 7271 7419 7262 7218 6191

Turkmenistan ...... 8549 8668 8818 9176 9054 8733 8602 79.06 7670
10541 102.25 104.30 10978 11175 11066 104.41 106.94
100.00 100.00 100.00 100.00 100.00 100.00 100.00 100.00

Source: Table 9.

18 In a recent paper John Burkett tests econometrically which factors appear to be driving the
distribution of investment among Soviet republics. He concludes as follows: “Considerations of
efficiency as well as equality and defense seem to have had diminished influence on the alloca-
tion of investment among republics in the late 1980s. Increasingly, investment is concentrated
in the already capital-abundant republics.” (Burkett, 10-11)
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Investment allocation aside, central directives on the destination
and source of trade flows often conflict with local wishes and prior-
ities. Were republican authorities to attempt to alter such balances
(on the basis of perceived comparative advantages, say), strict plan
directives governing production, pricing, and the regional source
and destination of both inputs and outputs presumably would foil
such intentions. That consideration, coupled with the republic’s
lack of control over investment flows, complicates how one inter-
prets “who’s feeding whom?” and the data employed with which to
answer it. 19

For example, Estonian economists like to cite the huge Novotal-
linsky port that was constructed with the help of a massive import
to Estonia of machinery and materials. The decision to build this
port was made despite local objections. Moreover, its capacity for
handling maritime trade greatly exceeds its current requirements
(largely because grain imports were overprojected), entailing seri-
ous problems for Estonia. Meanwhile, while material imports to
build the port are prominently represented in Estonia’s trade bal-
ances, exports from the port are not included in the commodity bal-
ances because they are considered a part of “nonproductive” serv-
ices. 2° Another example is importables such as military hardware,
which certain republics may not have imported were they free to
refuse them (Mikhaylov, 1990; p. 8). A large part of these goods im-
ported to or exported by a particular republic escapes the purview
of official statistics and is accordingly omitted from the trade bal-
ances. The part that is included has a positive impact for republics
with a high share of machinery and equipment in their export
structure and lowers the trade balance for republics with a high
share of agriculture and consumer goods.

In summary, the various data analyzed in this paper together
reveal something about the inherited interdependencies among the
union republics and their varied contributions to the national econ-
omy. Nevertheless, they mask certain critical aspects of Soviet re-
source allocation. Foremost among these are central control over
production and trade decisionmaking, central determination of in-
terrepublic investment allocation and the requisitioning of finan-
cial resources with which to finance investments, and the absence
of comprehensive services trade data. In addition, the answer to
“who’s feeding whom?”’ rests critically on the appropriate price
weights used to value interrepublic and foreign trade flows. It
bears mention, however, that Russia’s net creditor status in world
market prices is so dominant that it is largely insensitive to signifi-
cant variations in the coefficients used to translate foreign curren-
¢y prices into their domestic price equivalents.

With the Soviet Union’s dissolution, the fundamental issue shifts
from which republics have historically assumed the majority of the
Soviet resource burden to which states are currently best able to
survive independently, facing world market prices and competition.

19In_particular, one would expect that republics receiving a disproportionate share of per
capita investment funds ceteris paribus eventually would become net commodity (and services)
exporters.

29 Conversation with Dr. Teet Rayasalis. Also mentioned in K. Kukk (1/13/88). In addition, in
discussion Jan Laas cites Siberian exports of metal to the Baltics as an example of irrational
central decisions that impact interrepublic trade flows.
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Trade flows valued in “world market prices” suggest something
about the relative survivability of the individual former republics
immediately following the breakup of the Soviet Union. In particu-
lar, the best possible guesstimates of the short-run terms-of-trade
adjustments based on comparisons between domestic and “world
market prices” show the vast majority of former Soviet republics
suffering a significant albeit variable degree of trade balance dete-
rioration. However, such balances say little about the many uncer-
tainties attending the dynamic development of these states as they
restructure in response to evolving global opportunities.
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APPENDIX A

TABLE A-1. Interrepublic and Foreign Trade, in Domestic Prices.
{Millions of Rubles)

1987 1988 1989
Republic

Imports  Exports  Imports Exports  Imports  Exports
Russia 131471 102,711 1358651 102,537.7 144,270 109,610
Ukraine 50,179 43998 49,8623 469353 54,540 48,060
Belarus 17,707 18864 17,8438 19917.2 19350 20,300
Uzbekistan 12974 8974 123211 104869 14160 10,170
Kazakhstan 16352 8811 164201 91648 17,570 9,090
Georgia 6,069 5744 64929 59008 6470 6,090
Azerbaijan 5554 6,763 56722 6,782 5190 7,120
Lithuania 6968 5870 704876 59578 7350 6330
Moldova 5915 5627 60804 50575 6610 5460
Latvia 5593 4693 55912  4.89.1 6,030 5410
Kyrgyzstan 3490 2324 37448 25954 4290 2,600
Tadzhikistan 3,451 2,264 34924 23587 3930 2,530
Armenia 4071 3937 48164 3767 4900 3,690
Turkmenistan 2925 2447 28182 26342 3330 2,660
Estonia 3633 2944 37086 2961 3820 3120
Total, 276,352 225971 282,383.1 2319524 301810 242,240

Sources: Argumenty, 1989; Mikhaylov. 1990; SSSR v Isyfrakh, 1931.
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In hindsight, it appears remarkable that Mikhail Gorbachev
could receive so much acclaim for the economic policies that he
pursued from 1985. From our current perspective, it appears all too
evident that his rule was characterized by an unprecedented confu-
sion in economic policies. Virtually every mistake that could be
made was made. The Gorbachev administration carried out a mas-
sive destruction of the old Soviet system. In history, Gorbachev will
go down as one of the greatest destructors of evil, ! while he failed
in all his many attempts at construction. Gorbachev’s great
achievement was that he swiftly and relatively peacefully broke
down one of the most centralized and ruthless systems the world
has seen to date.

In this paper, we scrutinize Gorbachev’s mode of policy-making
in a first section. The consecutive two sections focus on principles
of Gorbachev’s policy and how they have survived. The second sec-
tion is devoted to Gorbachev’s major shortcomings, and the third
deals with Gorbachev’s achievements. In a fourth section we sum
up major remaining effects of his principles and actual policies.
The fifth section draws conclusions. The economic policies carried
out under Gorbachev’s aegis from 1985 until 1991 appear of less
relevance to his heritage. On the one hand, Gorbachev did not
appear to be the decisive engine behind these policies but rather
co-opted the policies of others. 2 The attempts at the revitalization
of the old command economy from 1985 to 1987 by reinforcing
morals and streamlining the system technologically failed altogeth-

* Anders Aslund is a Professor at the Stockholm School of Economics and Director of the
Stockholm Institute of East European Economics.
This point was possibly first made by Hans Magnus Enzensberger, “The State of Europe”,
Granta, no. ig, Winter 1990, pp. 136-142.
2 Anders Aslund, Gorbachev's Struggle for Economic Reform, 2d ed., Cornell University Press,
Ithaca, 1991, pp. 25-69.
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er and suggested that the only way out was a fully-fledged change
of economic system. Similarly, the endeavors of combining plan
and market during the last years of the 1980s implied that it was
necessary to go further. The introduction of quasi-property rights
in small scale activities was not enough. The public as well as the
policy-making elite became increasingly convinced that real cap-
italism was needed. Little of the policies pursued had any attrac-
tion after they had been tried.

GORBACHEV'S MODE OF PoLicY-MAKING

The irony of history was that Gorbachev did not want to destroy
socialism or the Soviet Union. He was among the last people in the
world who thought it possible to reform Soviet-type socialism. It
Las frequently been stated that Gorbachev was a fast learner and
that he swiftly adjusted to the situation. I would like to argue the
opposite point of view. As early as 10 December 1984, three months
before Gorbachev became General Secretary of the Communist
Party of the Soviet Union (CPSU), Gorbachev outlined his program
in vague but strategic terms 3 and to a surprising extent he stuck
to this program until his not very bitter end and after it. * In his
December 1984 speech, almost all the later famous catchwords
were already present. Gorbachev called for “revolutionary deci-
sions,” “the acceleration of social-economic progress,” “deep trans-
formation in the economy and the whole system of social rela-
tions,” “perestroika of economic management,” ‘‘competition,”
“self-management,” “self-government,” ‘‘democratization,” and
“glasnost”. 5 On the other hand, he continued to insist on the per-
severance of the Soviet Union, the reformability of the CPSU, and
the need for some kind of socialism. Considering the enormous
amount of change between 1984 and 1992, it is rather more re-
markable how little Gorbachev’s position on strategic ideological
issues appears to have changed. Points to be made are instead that
Gorbachev was remarkably radical at the outset of the process; ®
that like the Bourbons he learned nothing and forgot nothing; but
at the same time he was a very astute political operator and com-
promiser.

Gorbachev’s outstanding strength was not strategic rethinking
but political maneuvering. He appears a supreme political compro-
miser. Whatever the policy line was from 1985 till 1990, Gorbachev
appears to have been on the winning side. ? Considering that Gor-
bachev had taken such a radical stand in December 1984, it is
hardly tenable to argue that he changed his views back and forth.
Instead, it is obvious that he made sure that he joined the majority
whatever the majority thought in order to reinforce his own politi-
cal position. Initially, Gorbachev’s knack for compromises was vital
for his rise to power. Nobody could have climbed the highest rung

3 M. Gorbachev, Ibrannye rechi i stati, vol. 2, Politizdat, Moscow, 1987, pp. 75-108.

4 See for instance his interview in Time, December 23, 1991, pp. 14-17.

s Aslund, Gorbachev's Struggle for Economic Reform, p. 28.

6 Well made in an early article by Archie Brown, “Gorbachev: New Man in the Kremlin,”
Problems of Communism, vol. 32, no. 3, May-June 1985, pp. 1-23.

7 Aslund, Gorbachev'’s Struggle for Economic Reform, pp. 61-68.
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of Soviet Communist power without agreeing to the many princi-
ples of Soviet Communism.

A major difference between the start of the reforms in the
U.S.S.R. and China was that in the U.S.S.R., the Communist party,
the nomenklatura, and the ideology were intact, and there was no
sense of crisis. In China, the Communist party had been devastated
by the cultural revolution, which had discredited extreme Marx-
ism-Leninism and crippled the state and party apparatus. The eco-
nomic costs of the cultural revolution were just too obvious, and
economic pragmatism came to the fore. Deng Xiao-Peng made his
way by opposing the exaggerations of Maoism, while Gorbachev
rose as a seemingly obedient servant to Leonid Brezhnev. Deng had
a mandate for pragmatic economic change, when Gorbachev just
had a mandate of preservation of status quo.

After Gorbachev had become General Secretary, his position was
not very strong. He needed all his skills as a compromiser to stay
in power without being able to influence economic policy much,
since he remained a rather extreme liberal in the Soviet leader-
ship. As time passed by, the Soviet political establishment under-
went a considerable liberal drift. Significantly, in November 1987
Gorbachev for the first time warned people who wanted to go too
far.# In March 1990, Gorbachev was elected President of the
U.S.S.R. by the Congress of People’s Deputies of the U.S.S.R. At
long last he had sufficient powers not to have to compromise any
longer. However, rather then forging ahead, Gorbachev turned
himself to the conservative camp. First he appointed a Presidential
Council that was rather more conservative than the Politburo it
seemed to replace. Second, he played around with the radical 500-
day reform program just to discard it. Third, he reinforced his
powers in the fall of 1990 without seeming to have any intention to
push reform but rather stall it. Finally, he gave in to the Commu-
nist and military hardliners from November 1990 until January
1991, making his hardest Communist speeches since 1985. ® Gorba-
chev seemed to be unable to break with his old way of policy-
making. Compromise with the old Communist establishment was
his very way of living. As the Soviet discussion had been revital-
ized, Gorbachev appeared to have run out of ideas, and his speech-
es became ever more tedious and empty, suggesting a serious void.
The usefulness of compromise had ended, and Gorbachev had no
more political content to offer. It is all too characteristic that Gor-
bachev argued that it was necessary to distinguish between good
and bad Communists even after the abortive coup of August 1991.
He had failed to make a break with his Communist past.

If Gorbachev had not believed that it was possible to reform the
old Communist system, he would never have been given the confi-
dence to run it. As it turned out, Gorbachev destroyed both the
Soviet Communist system and the Soviet state, but this, his out-
standing achievement, was never his intention. It is therefore diffi-
cult to assess his work. The alterations of the old system that he
advocated were commendable, but no such changes were feasible.
By attempting them, Gorbachev forced much more far-reaching

8 Pravda, November 3, 1987; with tacit reference to Boris El'tsin.
® Pravda, December 1 and 2, 1990.
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transformations, but since they were not intended their social costs
appeared very high. However, the Soviet system was extremely
rigid, and it is possible or perhaps even likely that no other change
could have been so smooth and peaceful.

‘GORBACHEV’S PRINCIPAL SHORTFALLS 1°

It should be underscored that Mikhail Gorbachev could not have
started the dismantling of Soviet Communism if he had not been a
Communist at least in the broad sense that he identified himself
with the party and its ideology. A logical consequence of this is also
that Gorbachev’s major shortfalls were results of his refusal to
abandon Communism, since Communism does not appear to be a
viable system politically, nationally, or economically.

All over Eastern Europe, we have seen that no country has un-
dertaken a decisive change of economic system without a preceding
democratization. Nor has any country gone through democratiza-
tion without a radical systemic change coming soon afterward. Em-
pirically, the links appear organic, and it seems to be. Authoritari-
an rule has nurtured the development of liberal market economies
in many parts of the world, but in no case has state property been
dominant, while it has been almost all-embracing in many Commu-
nist states. For a Communist state, it appears necessary to make a
clear break with the previously ruling stratum, since it is not only
dominating the state apparatus and the military but the whole of
economic life. Since the Communists also dominate the military,
the army cannot provide the necessary break, rendering democracy
the only feasible option. This is not to say that democracy has to
survive. The change of system may fail in several ways, and an au-
thoritarian dictatorship may emerge after the initial emancipation
of the economy from the state has occurred. Gorbachev, however,
did not go for full democratization. He made his choice in the
winter of 1990-1991 when he decided to be elected President of the
U.S.S.R. by the Congress of People’s Deputies of the U.S.S.R., but
even so got only 59 percent of the votes as the single candidate.
Thereby he sealed his own fate. Although he went on to extend his
formal power, his authority was fatally undermined. ! As a result,
he became the prisoner of the conservative Communists and sub-
mitted to them altogether in November 1990. He stayed on as the
leader of the CPSU until its bitter end regardless of it being the
mainstay of antidemocratic sentiments. The current Russian Minis-
ter for Foreign Affairs, Andrei Kozyrev, has captured the situation:

Today the parliamentary system is deeply rooted in public
consciousness—one of Gorbachev’s chief merits. The irony
of history is such that the first and last Soviet president,
who never competed in nationwide free elections, contrib-
uted to a situation in which people came to regard such
elections as the only way of legitimizing power. 12

10| have discussed these in a recent article: see Aslund, “Russia’s Road from Communism”,
Daedalus, vol 121, no. 2, Spring 1992, pp. 77-96.

1 P;ter Reddaway, “Empire on the Brink,” The New York Review of Books, January 31, 1991,
pp- 7-9.
19"-’ Andrei Koyrev, “Russia: A Chance for Survival,” Foreign Affairs, vol. 71, no. 2, Spring

92, p. 7.
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In a similar vein, Theodore Draper has pointed out that there
was something of a tragic hero in Gorbachev: “This man of contra-
dictions had become, in his last phase, too much a democrat to be a
Communist and too much a Communist to be a democrat.” 13 He
failed to make a clear break with the old Soviet society at the same
time as he had broken it.

Gorbachev’s most striking intellectual shortcoming was his com-
plete oversight of nationalism. His ignorance stood in sharp con-
trast to the insights of some of his predecessors. Stalin made his
career by specializing in national issues, his methods were admit-
tedly very ruthless, but he knew what he was doing. Leonid Brezh-
nev let each national elite usurp its power in peace as long as its
subservience to him was not in question. While many Soviet lead-
ers had boasted about the unique Soviet solution of nationality
problems, the problem with Gorbachev was that he seemed to be-
lieve in Soviet propaganda in this regard. In his book, Perestroika,
Gorbachev made extremely naive statements on nationalism:

Socialism ... has all the conditions for solving nationality
problems on the basis of equality and cooperation. ...
Against the background of national strife, which has not
spared even the world’s most advanced countries, the
USSR represents a truly unique example in the history of
human civilization. These are the fruits of the nationality
policy launched by Lenin. 14

Whenever Gorbachev discussed national issues, he seemed to be
caught in the most simplistic Soviet stereotypes and slogans, and
worse these attitudes also emerged when he visited various repub-
lics, displaying an incredible lack of comprehension about what the
national complaints concerned. He never seems to have had any
idea of the nature of nationality problems. Not surprisingly he
tread ineptly whenever he had a chance. Time and again, he insist-
ed on positions on national policies, notably the union treaty, that
were no longer politically viable.

In the economic sphere, the foremost problem was Gorbachev’s
confusion over basic economic principles. While he had taken a
positive stand on marginal private enterprise before coming into
power, he did not move much further. He envisioned very little pri-
vate enterprise: “When proprietors appear, even private ownership
might emerge; I however imagine that it will be petty property. It
will be decisive only in certain spheres, where the cooperative and
state sectors do not work appropriately.” '3 In 1990, the private
ownership of land became a crucial divisive issue. After some vacil-
lation, Gorbachev came out firmly against private title to land: “I,
for instance, do not accept private ownership of land whatever you
do with me.” 1® Gorbachev’s attitude to the market was more posi-

llwl!’ngeOdof: Draper, “Who Killed Soviet Communism?”’ The New York Review of Books, June
, , D. 14,

14 M.S. Gorbachev, Perestroika. New Thinking for Our Country and the World, Harper & Row,
New York, p. 119.

15 Pravda, December 2, 1990.

‘¢ Pravda, December 1, 1990. For the broader policy debate at the time, see Anders Aslund,
“Diﬂ'erelrégt—is Over Economics in the Soviet Leadership,” Rand Note, N-32771-A, The Rand Corpo-
ration, .
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tive: “I have always stood up and stand up for the market.” !7 But
in fact he opted for a highly regulated market economy. As the
actual transition to a market started, Gorbachev came out against
“shock therapy” and favored a more gradual transition, but his
criticism was extremely vague, suggesting more political ambitions
than economic substance. ! Even after his demise, Gorbachev con-
tinued to praise socialism. ?

To sum up, one of the most telling characteristics of the short-
falls of Gorbachev has been volunteered by Boris El’'tsin:

He wanted to combine things that cannot be combined—to
marry a hedgehog and a grass snake—communism and a
market economy, public-property ownership and private-
property ownership, the multi-party system and the Com-
munist Party with its monopoly on power. But these
things are incompatible. He wanted to retain some of the
old things while introducing new reforms. In his latest
mistake he wanted our country to be a single state. That is
impossible, that is unrealistic. But he decided to stick to
his illusions and bide his time. 2°

In short, Gorbachev refused to opt clearly for democracy, private
enterprise, and a free market economy, while he failed to distance
himself from Communism and seemed unaware of the actual
nature of nationalism. All these faults were palpable, but they
were swept away with his departure, as they were some of the rea-
sons why Gorbachev had made himself impossible and unpopular.
Therefore, we can fortunately say that Gorbachev has not left any
heritage in these regards.

GORBACHEV’S ACHIEVEMENTS

It might seem unfair to discuss Gorbachev’s shortcomings before
we move to his achievements, but the former are all too often over-
looked. In broad terms, Gorbachev’s achievements amounted to the
breaking down of the old Communist system. With regard to the
economy, however, this implied a sharp economic decline without
any construction of a new viable economic system in sight. There-
fore, it is easier to exude enthusiasm over Gorbachev’s accomplish-
ments within the sphere of politics. They can be discussed in three
cati,ggories: glasnost, democratization, and new thinking in foreign
policy.

The establishment of freedom of speech was one of the foremost
services Gorbachev rendered his country. Glasnost was one of his
key slogans from the outset of his rule, and he moved forward all
the time. 2! The process was essentially completed with the first
session of the new Congress of People’s Deputies of the U.S.S.R. in
May and June 1989, when virtually anything was stated publicly
on TV and a vast share of the population watched. For the first
time, the Soviet peoples could form a clear view of how low the

17 Prauda, December 1, 1990.

18 The Washington Post, March 24, 1992; Komsomolskaya pravda, May 29, 1992.

19 M.S. Gorbachev, “No Time for Stereotypes,” The New York Times, February 24, 1992.

20 Newsweek, January 6, 1992, pp. 11-12.

21 For an account ofr{low glasnost proceeded, see Alev Nove, Glasnost in Action: Cultural Ren-
aissance in Russia, Unwin Hyman, Boston, 1989.
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growth rate had actually been, how low their relative standard of
living was, and how large the defense burden. 22 All the endemic
problems of the command economy were exposed. 23 While Gorba-
chev’s apparent purpose was to facilitate a fundamental reform of
the socialist system, the actual effect—which Gorbachev did not
block—was to debunk socialism as such.

As has been discussed above, Gorbachev did a lot for the estab-
lishment of democratization, introducing truly free elections of ev-
eryone but himself. Elected, democratic institutions, though un-
wieldy, were introduced at all levels of society. However, Gorba-
chev stopped short of distancing himself from the CPSU or the
KGB and even the massacre carried out by the Soviet military in
Vilnius on January 13, 1991. He had insisted on the creation of the
clumsy Congresses of People’s Deputies with too many deputies
that were partly appointed rather than elected. While Gorbachev
had launched the democratic process, he did not complete it.

One of Gorbachev’s greatest achievements was his transforma-
tion of foreign policy not only of the U.S.S.R. but of the whole
world. This had numerous repercussions also for the Soviet econo-
my. First, the end to superpower hostility lay the groundwork for
the easing of the Soviet defense burden, although the big cut oc-
curred in 1992 after Gorbachev’s demise. Second, the conclusion of
ideological warfare made the Council for Mutual Economic Assist-
ance (CMEA) and its obsolete trading system based on bilateral
barter over five-year periods redundant. Third, without ideological
and superpower competition, Soviet foreign aid of the old type also
became superfluous. Fourth, Soviet hostility to capitalist institu-
tions as well as secrecy had blocked the Soviet Union from enter-
ing into Bretton Woods institutions.

With the exception for Gorbachev’s half-hearted attempts to
build democratic institutions, his major achievements amounted to
the destruction of the old ideology, the barriers against the free-
dom of speech and the old framework of Soviet foreign policy. He
succeeded in the destruction but failed to build anything new. How-
ever, considering how enormous the task of destruction was, it
would be too much to ask one man both to destroy a massive fail-
ure and to construct a successful new society. Still, this means that
Gorbachev’s heritage is most of all destruction.

REMAINING EFFECTS OF GORBACHEV'S RULE

Thus, the main effects of Gorbachev’s rule are undoubtedly his
destruction of the old order. Sometimes, Gorbachev really wanted
to destroy parts of the old system, notably he tried to trim the old
industrial branch ministries. Mostly, however, he tried to reform
the old institutions, but failed. As a result, these institutions were
neither reformed nor revitalized but declined. At the center of
power, the administrative system deteriorated to such an extent
that regions, enterprises and people were forced to take their fate
into their own hands. This partly intended, partly accidental, de-
centralization was not accompanied by the envisioned rule of law.

22 Vasilii Selyunin and Grigorii I. Khanin, “Lukavaya tsifra,” Novyi mir, vol 63, no. 2, Febru-
ary 1987, Fp. 181-201.
23 Nikolai P. Shmelev, “Avansy i dolgi,” Novyi mir, vol 63, no. 6, June 1987, pp. 142-158.
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Instead the growing administrative disorder was paralleled by a
similar development of legal disorder. In the economic sphere, the
Gorbachev era was characterized by large and growing budget defi-
cits, which resulted in massive shortages on all markets. One con-
sequence of the lack of financial restraints was a huge increase in
the foreign indebtedness of the U.S.S.R. Another effect of the all-
embracing shortages was that the national income started tum-
bling after a prolonged period of stagnation. All these effects were
prevalent as Gorbachev finally departed at the end of 1991. The ul-
timate result, however, was that both the old system of the com-
mand economy and its ideology were so discredited and under-
mined that the ensuing administration was hardly given any
choice but to abandon them altogether.

Gorbachev’s approach to administration is very curious. In many
ways it reminded one of Nikita Khrushchev. Notably, Gorbachev
was incessantly proposing and introducing changes, whose main
purpose was to bring about some change, less important what
change. Initially, this seemed to make sense, since Gorbachev
wanted to reduce the size of branch ministries and similar tenta-
cles of the old command economy. However, he tended to amalga-
mate into very large central bodies that were pretty impossible to
govern. The State Agro-Industrial Committee (Gosagroprom) was
the case in point. Moreover, he did not push for the abolition of
harmful bodies, but rather for their reduction, allowing them to
struggle for both their survival and old purpose against more re-
formist bodies. In three years, the central administration had its
staff cut by half, while it persisted with its old tasks, rendering the
central administration severely overstrained and thus functioning
ever worse. Partly this was apparently intended to allow for more
liberalization, but partly society was left in a limbo without rights
to act on its own but also without central direction.

While it is possible to understand Gorbachev’s actions, with due
regard to opposition, until 1990, his later actions appear increasing-
ly confusing. Since the 19th Party Conference in the summer of
1988, Gorbachev had tried to reduce the power of the central party
organs. He achieved his apparent triumph in March 1990, as the
Politburo seemed to be effectively replaced by a new Presidential
Council, which however was supposed to be an advisory body, leav-
ing the President with much greater formal powers than previous-
ly. While this made sense, Gorbachev never clarified the situation.
Some members of the Presidential Council saw it as a successor to
the Politburo, others saw it as an advisory body, while others
looked upon it as a inner cabinet. 2¢ Rather than giving a clear
answer, Gorbachev abolished the Presidential Council in November
1990. Neither the Communist party nor the presidency had any
body that was strong enough to form economic policy any longer,
which was left to remnants of the old governmental apparatus that
Gorbachev had not cut. Long before the Soviet Union itself had
withered away, economic policy-making bodies had become unable
to form any policy.

2¢ Moscow News, no. 33, 1990, pp. 8-9.
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Because of the half-baked democratic reforms, rivalry developed
all over the country between the legislative councils at all levels
(the soviets) and the corresponding executives. These rivalries were
never resolved. They were prevalent everywhere democracy had
taken root. Partly this confusion was caused by a popular inability
to distinguish between legislative and executive powers, but partly
it was a consequence of Gorbachev’'s unwillingness to go for a
proper democratization. He wanted to preserve his role as arbiter
and middleman when it was no longer a realistic ambition.

The consequences of the administrative and organizational
changes that Gorbachev brought about was that the Soviet Union
seemed to approach administrative breakdown. Everywhere Gorba-
chev wanted to be a go-between, while he had no possibility of han-
dling all the many conflicts he nurtured. However, it is difficult to
believe that he was only Machiavellian. Presumably, much of the
chaos was also caused by poor organizational skills. His legacy has
been an extraordinary administrative disorder and complete confu-
sion between legislative and executive powers. The administrative
chaos has naturally grown worse after the dissolution of the
U.S.S.R. and the further development of all kinds of political strife.
Administrative ability seems to be one of the scarcest human skills
in the former Soviet Union.

One of the most ironic features of Gorbachev’s rule was that he
who daringly spoke in favor of a rule of law and a Rechisstaat in
fact contributed to the contrary, extensive legal disorder. Much of
what Gorbachev did had an impact on the legal situation. Two
major policies initiated under his reign were the anti-alcohol cam-
paign launched in May 1985 and the campaign against unearned
incomes of May 1986. 25 Both campaigns but particularly the latter
one were based on lawless administrative rule. The local authori-
ties were given extensive legal discretion to do what they cared to
for a vaguely formulated higher state purpose. This was contrary
to the rule of law. The campaign against unearned income was tar-
geted against private enterprise, although this might not have been
the original intention of the Soviet leadership. The struggle against
alcohol undermined legality in another way. It brought about ex-
traordinary restrictions against drinking, which were not accepted
by the public at large. As a result, wide-ranging criminal activities
arose in order to provide the public with the liquor it desired. The
anti-alcohol campaign has been pinpointed as one of the founda-
tions of the substantial organized criminality that has developed in
the U.S.S.R. in the latter half of the 1980s. 2¢

More broadly, the massive shortages that developed in the late
1980s brought about all kinds of illegal economic activities. The ag-
gravated shortages were partly caused by the anti-alcohol cam-
paign, partly by the general increase in macroeconomic imbal-
ances, essentially connected with a rising unfinanced deficit in the
state budget. While Gorbachev tried to promote the adoption of
proper laws rather than government decrees and increase the
transparency of legislation, he turned in the opposite direction in
1990, when-he acquired substantial rights to rule by decree.

25 Aglund, Gorbachev’s Struggle for Economic Reform, pp. 718-80, 158-163.
26 Shmelev, “Avansy i dolgi,” pp. 162-163.
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Contrary to Gorbachev’s apparent intentions, the legal system
itself was not transformed, and the prosecutor remained superior
to the judge in a Soviet court. Nor was the training of lawyers re-
formed or extended. As a result, the human capital in the shortest
supply as Russia transcended to a market economy was lawyers. To
all this comes the general decline in the state administration which
also effected the legal system with effects ranging from increasing
disregard for formal decisions to the declining salaries of state-em-
ployed, budget-financed lawyers which meant that the state found
it ever more difficult to attract able judges and magistrates. Gorba-
chev’s legacy in the legal sphere is double. On the one hand, he
was a pioneer in his advocacy of the rule of law. On the other
hand, his actions ran in the contrary direction. Both in the short
and medium term he undermined the establishment of any legal
order in the U.S.S.R.

One of the most striking negative results of the Gorbachev era
was the development of extraordinary financial and monetary im-
balances. In 1990, the consolidated state budget deficit of the
U.S.S.R. amounted to at least 20 percent of GNP and probably
more if properly assessed. The devastating secrecy of the old Soviet
system was illuminated when Gorbachev finally alleged that he
and the top economic politicians (N. I. Ryzhkov and V. I Dolgikh)
had not been allowed to see the real budget figures even under
Yurii Andropov in 1982-83, when Gorbachev was a member of the
Politburo and led the meetings of the Secretariat of the Central
Committee. 27 As a result, the new leadership did not bother about
the budget deficit but just decided to do something in 1985. Similar-
ly, little attention was paid to the effects on wages of the Law on
State Enterprises that came into force in 1988 as a major reform
law. Thirdly, with the partial democratization introduced in 1989,
social expenditures started skyrocketing from 1990, as the deputies
could raise public expenditures but hardly oust the government.
They were given opportunities to influence but no real responsibil-
ity. Finally, in 1991 the collection of tax revenues fell sharply.
Monetary policies were hardly pursued at all, as money largely re-
mained passive. The outcome was a complete destabilizatior%of the
financial and monetary system. An inflationary bomb had been
nurtured under Gorbachev’s irresponsible economic policies.

For a long time inflation was combatted with the old strict price
controls. In 1991 the situation was no longer tenable. In steps
prices were either raised or liberalized. One result was a huge in-
flation. Various statistics differ greatly, but the inflation probably
amounted to at least 200 percent in 1991, though prices started
skyrocketing toward the end of the year in anticipation of the price
liberalization at the outset of 1992, leaving the shops empty; the
few commodities that were at hand caught very high prices. An-
other result was a rising monetary overhang (excess of purchasing
power over availability of goods to absorb it), which at the end of
1991 required at least a doubling of the price level. In addition,
wages started rising ever faster, and shortages grew intolerable

27 Pravda, December 10, 1990, p. 1.
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toward the end of 1991. Macroeconomic imbalances were about as
bad as they could be.

Soviet growth rates had long been exaggerated, and the quality
of Soviet statistics grew worse rather than better toward the end of
the 1980s in spite of greater openness. In particular with regard to
1991, there is a great variety in the assessment of the growth-rate,
or rather rate of decline. The generally cautious Economic Commis-
sion for Europe (ECE) put the decline in GDP in 1991 at 17 per-
cent. 28 Thus, the Soviet economy was approaching a free fall as
Gorbachev departed.

The domestic macroeconomic imbalances that had grown ever
worse during the second half of the 1980s also resulted in a large
foreign debt. When Gorbachev had come into power, Soviet gross
foreign debt had been just over $25 billion. 2° When he left, it was
approaching $70 billion, and the U.S.S.R. stopped serving its for-
3ign‘ debt in December 1991, a few days before Gorbachev’s final

emise.

While Gorbachev brought about the freedom of speech and im-
pressive intellectual openness within the country, intellectual ex-
change with the outside world remained surprisingly limited.
While the minds had opened up, the actual exchange was minimal.
Around 1987-88, the leading intellectual lights of perestroika start-
ed traveling widely themselves. As late as 1991, only a minimum of
student exchanges with the outside world had started. In 1990 and
1991, a few of the essential Western text-books in economics and
management started appearing in the U.S.S.R. People realized that
capitalism was necessary, but only around 1991 started the neces-
sary intellectual training of market-oriented skills on a significant
scale. A delay of several years had been caused for not very clear
or good reasons.

Still, it is Gorbachev we must praise for the ultimate end of the
Communist myth. No longer can anyone argue that Communism is
economically or socially superior to capitalism or that Communist
dictatorship is better than democracy. It is obvious that the stand-
ard of living and the GNP per capita are much higher in the West
than in the former CMEA. Technological and qualitative progress
are slower under socialism than under capitalism. There is no effi-
cient economic system without private ownership and markets.
There is no alternative socialist system of foreign trade, only arbi-

_trary bureaucracy. Socialism does not provide any social guaran-
tees or even decent social security. The theories of modernization
and unbalanced growth have been severely discredited. Nor is so-
cialism an effective means for the solution of national conflicts.

CONCLUSIONS

Gorbachev is rightly perceived as a tragic hero. His task was one
of destruction. Who else has broken an alliance, an ideology, an
economic system, a political system and his own country? He is
worthy of great praise for having undertaken such a complete de-
struction of so much of Soviet Communism. At the ideological level,

19;; Ecoii&_:nic Commission for Europe, Economic Survey of Europe in 1991-1992, UN, New York,
’ s P -
29 Tbid., p. 322.
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he exposed all the Communist dogmas in the economic sphere and
either debunked them 