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ONE OF THE MOST striking de-
velopments in the economies of
the Soviet Union and its six East
European partners in the Council
for Mutual Economic Assistance
(CMEA) in recent years has been
the dramatic expansion of rela-
tions with the developed capitalist
market economies. The total trade
of these seven Communist states
with the 15 leading Western in-
dustrialized nations has more than
doubled, from US$17.4 billion in
1972 to US$45.5 billion in 1976.
However, within these totals, the
imports from the West by the
seven European members of CMEA
have increased faster, from
US$9.4 billion to US$26.1 billion,
than have their exports to the
West, which climbed from US$8.0

billion to US$19.4 billion.1 To
finance the resulting large trade
deficits, these countries have
borrowed heavily in the West. It
is estimated that at the end of
1976 the USSR's debt to the West
was US$14 billion, while the total
debt of the six East European
members of CMEA was US$25
billion — compared with US$4.5
billion and US$8.5 billion, respec-
tively, at the end of 1973.2

This rapid growth of economic
relations has taken many forms,
including contracts with Western
firms for "turnkey" projects in-
volving the construction of com-
plete plants in the USSR and
Eastern Europe, a formal agree-
ment for Soviet grain purchases
from the United States, and active
participation of Communist bor-
rowers in Western capital markets.
In the West, these developments
have focused government, busi-
ness, and academic attention on
a number of issues, including the
mechanisms employed by cen-
trally planned economies (CPE's)
for conducting foreign trade, the
transfer of technology from West
to East, the role of Western multi-

1 Data supplied to the author in July 1977
by the Bureau of East-West Trade of the
US Department of Commerce.

2 International Economic Report of the
President, January 1977, Washington, DC,
US Government Printing Office, 1977, pp.
64-65.

national corporations in the de-
velopment and trade of Commu-
nist countries, and the credit
policies of Western private and
governmental banks.

This interest has generated a
burgeoning literature on the
economics and politics of East-
West economic relations, which
includes the four books reviewed
here. While differing in scope,
focus, and intended audience, all
four illuminate important prob-
lems affecting the evolution of
East-West economic ties. Franklyn
D. Holzman's volume is the most
ambitious of them, undertaking
in a little over 200 pages to ex-
plain how Communist countries
conduct foreign trade and to ex-
amine relations between the USSR
and the East European countries
in CMEA, East-West relations, and
the trade and aid links of CMEA
countries with non-Communist
developing nations. The study by
Connie M. Friesen is more nar-
rowly focused on domestic and
transnational forces affecting the
context of Soviet-US "detente" in
which East-West trade has de-
veloped in the 1970's. The volume
edited by John P. Hardt contains
four papers on various technical
aspects of East-West trade, which
were presented at an International
Slavic Conference held in Banff,
Canada, in 1974. Finally, lancu
Spigler provides a detailed an-
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alysis of one specific form of East-
West "industrial cooperation" —
foreign equity participation in
joint corporations in East Euro-
pean countries.

AS THE REVIEWED volumes make
clear, there have been various
obstacles to "normal" trade rela-
tions between East and West. A
number of these impediments
appear to be inherent in the very
institutions and practices of the
centrally planned economies.

In the CPE's, foreign trade is
conducted as a monopoly by the
Ministry of Foreign Trade through
subordinate foreign trade organi-
zations (FTO's) specialized ac-
cording to product or geographic
area, or both. The ministry tries
if possible to arrange exports and
imports simultaneously through
what amounts to a barter ap-
proach within the framework of
bilateral trade agreements. Be-
cause exports are sold by the
FTO's, rather than by the actual
producing enterprises, the latter
have little interest in improving
quality to meet world market
standards and thereby to expand
exports. In turn, imports are sold
to the FTO's, rather than to the
actual user (to whom foreign
suppliers do not usually have ac-
cess)—making it more time-con-
suming and expensive for the
seller to negotiate contracts.

In a CPE, internal prices are
largely irrelevant for international
trade. They are determined ad-
ministratively (and revised infre-
quently) on a cost-plus-profit basis
which does not reflect relative
scarcity and fails to balance sup-
ply and demand, especially in the
case of producer goods. Exchange
rates are also set arbitrarily and
do not reflect relative price levels
and the purchasing power of cur-
rencies. Thus, complicated calcu-

lations of "foreign trade effective-
ness" are of little help in finding
a sensible pattern of exports and
imports.

In turn, the currencies of CPE's
are inconvertible. This is true in
two distinct senses. First, like the
currencies of a number of market
economies, they are not freely
convertible into foreign currency.
Second, a CPE's currency cannot
be freely converted even into the
goods of the given CPE—because
shortages exist when prices are
not at market-clearing levels, be-
cause producer goods (and some
consumer goods) are administra-
tively allocated, and because the
foreign trade monopoly controls
exports. Thus, revaluations and
devaluations of CPE currencies
have no effect on trade flows:
trade with the West is conducted
at world market prices in dollars,
pounds, yen, etc., while trade in-
side CMEA is conducted in the
strictly nominal "valuta ruble"
unit of account, at a negotiated
approximation of world market
prices.

Finally, in a CPE, tariffs do not
affect domestic selling prices and
are thus irrelevant in controlling
imports, which are instead deter-
mined by the implicit quantitative
restrictions embodied in the for-
eign trade plan. Therefore, in
trade negotiations with market
economies (where tariff reduc-
tions do affect trade flows through
changes in prices and quantities),
CPE's must offer different con-
cessions, such as specific com-
mitments to increase imports.

BEYOND THESE systemic con-
straints on the expansion of East-
West economic ties, there is also
the problem of the nature of the
"economic integration" of the
USSR and Eastern Europe in
CMEA. Western economic theory

commonly evaluates economic
integration in terms of the relative
importance of "trade creation"
and "trade diversion" effects.
"Trade creation" occurs when
members of an economic bloc
trade among themselves in goods
previously produced domestically,
without reducing trade with coun-
tries outside the given bloc. In
contrast, "trade diversion" occurs
when trade is shifted from outside
to member countries. As Holzman
shows, in the case of the CMEA
bloc, "trade diversion" greatly
outweighed "trade creation," be-
cause members' trade was con-
centrated within the bloc, at the
expense of trade on the world
market. As the dominant member
of CMEA, the USSR has exerted
great economic and political in-
fluence over the East European
countries. However, the latter—
notably, Romania—have resisted
Soviet efforts to give CMEA supra-
national power over plan coordina-
tion and production specialization.

The level and content of East-
West economic relations have also
been restrained by decisions of
Western governments to curb
"strategic" exports to Communist
countries, to curtail imports from
them by unfavorable tariff treat-
ment and quantitative restrictions,
and to limit credits to them. One
should note, however, that relaxa-
tion of these restrictions began as
early as 1954-55 and has pro-
ceeded steadily thereafter, first
in Western Europe and subse-
quently in the United States.

Thomas Wolf's essay in the
Hardt volume reviews a number of
empirical attempts to measure the
extent to which such Western
restrictions actually depressed
East-West trade, and thus to esti-
mate the possible stimulating
effects of their elimination. He
finds that these studies confirm
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that Western restrictions did
significantly curtail exports to, and
imports from, CMEA countries.
But Wolf stresses that these
calculations can be regarded as
only very approximate estimates,
because of severe methodological
and data problems, including in-
adequate disaggregation by coun-
tries and by products and failure
to test critical though often im-
plicit assumptions. For example,
some estimates of trade foregone
due to restrictions use a "market-
share approach" which assumes
that, if a particular East Euro-
pean country has a certain share
of a West European import market
in which it possesses most-
favored-nation (MFN) tariff treat-
ment, the East European country
would capture the same share of
the US import market if it ob-
tained MFN treatment from the
United States. This is usually an
unrealistic assumption, because
market shares depend on many
other factors in addition to MFN
treatment.

ALL FOUR BOOKS examine the
reasons for the surge of Soviet
and East European interest in ex-
panding East-West economic rela-
tions in the last decade. A key
factor was the slowdown in eco-
nomic growth in the CMEA area
which began in the late 1950's or
early 1960's (depending on the
country) and which led to a search
for ways to bolster economic per-
formance. Policy-makers recog-
nized the need to shift from an
"extensive" growth strategy, re-
quiring rapid increases in the non-
agricultural labor force and high
rates of investment, to an "inten-
sive" approach which stressed in-
creases in factor productivity
through improved incentives, bet-
ter management, and faster tech-
nological progress.

An initial approach to the prob-
lem was the economic reform
movement of the mid-1960's,
which sought to increase effi-
ciency through two kinds of de-
centralization. The first of these,
admin is t ra t ive decentralization,
involved partial devolution of
authority over selected decisions
from higher to lower tiers within
the administrative hierarchy—for
instance, from the ministry to the
intermediate "association" (which
controls a number of enterprises).
The second change, economic de-
centralization, aimed to give
domestic and international market
forces a greater role in determin-
ing the composition of output, the
allocation of resources, and even
the distribution of income. But,
fearing a loss of control over the
economy and society, CMEA
regimes proved in practice unwill-
ing to go very far toward either
type of decentralization, and only
the Hungarian reform was actually
implemented to a significant, if
attenuated, degree.3

Instead, the USSR and the
countries of Eastern Europe have
turned to East-West economic re-
lations as a politically safer and
economically more effective way
to modernize their economies, to
raise sagging growth rates, and to
meet some of the demands of their
populations for consumer goods
and services. These countries
hope to obtain from the West
three keys to improved economic
performance. The first is sophisti-
cated, up-to-date machinery and
equipment not available in the
CMEA region. The second is ad-

3 For a recent comprehensive appraisal,
see this reviewer's "Economic Reform in
Eastern Europe," in US Congress, Joint
Economic Committee, East European
Economies Post-Helsinki, Washington, DC,
US Government Printing Office, 1977, pp.
102-34.

vanced technology, including not
only production processes covered
by licenses but also entire turnkey
plants constructed by foreign
firms. The third, and perhaps
most important, is credit, which
is needed to cover two "gaps."
One is the "foreign exchange gap"
—a shortage of hard currency to
pay for imports from the West.
The other is the "domestic sav-
ings gap," which exists because
the strained Eastern economies
lack the capital and labor re-
sources for these additional in-
vestment projects (even if they
had the technical know-how to
carry them out).

In the case of the Soviet Union,
a further impetus for interest in
expanding East-West economic re-
lations has been the realization
that in the last decade Soviet
trade with Eastern Europe has on
balance been economically dis-
advantageous for the USSR, even
if it has been useful as a mech-
anism for exercising political con-
trol of the area. Intra-CMEA trade
has long been conducted at ne-
gotiated prices based on an aver-
age of world market prices during
an earlier reference period, such
as the preceding five years,4 and
during the last decade, world
market prices have been rising
much faster for raw materials and
fuels than for manufactured
goods.

Because these changes in
world market prices have been
reflected incompletely and with a
lag in intra-CMEA trade, the USSR
has been supplying Eastern
Europe raw materials and fuels
at comparatively low prices, in re-
turn for outdated machinery and
poor quality manufactures. If the

* For details, see Edward A. Hewett,
Foreign Trade Prices in the Council for
Mutual Economic Assistance, Cambridge,
England, Cambridge University Press, 1974.
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USSR sold these raw materials to
the West, it could command higher
prices and payment in convertible
currency which could be used to
buy advanced Western machinery
and technology.

Furthermore, it is worth noting
that the burden to the USSR of
this form of subsidization of
Eastern Europe is growing, for two
reasons. The real cost of Soviet
production of raw materials and
fuels is increasing as additional
output must be obtained from less
rich or more remote deposits, and
rising Soviet domestic require-
ments leave less of total output
available for export to Eastern
Europe or the West.

LOOKING TO an expansion of East-
West trade for help in solving their
economic problems, the Soviet
Union and the countries of East-
ern Europe are constrained by
their limited capability to increase
exports to hard-currency areas.
First, their strained economies
have few surpluses available for
export outside the CMEA area.
Second, the low quality of most of
their manufactured goods makes
them noncompetitive on the world
market. Finally, exports of some
goods are limited by Western
tariffs, quotas, and other trade
restrictions.

Consequently, the availability
of Western credits becomes a
critical factor. This in turn involves
Western assessments of the credit-
worthiness of the Communist bor-
rowers. As Lawrence J. Brainard
notes in his contribution to the
Hardt volume,

Lending is an art, not a science.
A most detailed analysis of a com-

pany's balance sheet or a coun-
try's balance of payments can pro-
vide much valuable information,
but when a loan decision is made,
it is the future ability and willing-
ness of the borrower to meet debt
obligations that must be forecast.
In making this judgment a banker
must weigh relevant economic,
political and personal data on the
borrower, (p. 7)

Debt-servicing ability is often
measured by the debt-service
ratio, calculated by dividing
scheduled repayments of principal
and interest by gross earnings of
foreign currencies (exports plus
invisible earnings, such as tourist
outlays). However, such calcula-
tions are far from decisive. More
important is the extent to which
the borrowing country uses the
credits to expand its convertible-
currency export potential (or to
reduce its imports). As the debt-
service ratios of the USSR and
Eastern Europe rise, Western lend-
ing institutions will demand more
information not only about the
borrowing country's balance of
payments, indebtedness, and
foreign exchange and gold re-
serves, but also about how the
credit will be used—in particular,
about its potential effect on hard-
currency trade. Communist gov-
ernments will thus be pressed to
make available information hither-
to considered secret.

In order to circumvent con-
vertible-currency shortages and
constraints on obtaining new
private and government credits,
CMEA countries have shown con-
siderable interest in various forms
of "industrial cooperation"—es-
tablishing a long-term contractual

relationship in which a Western
multinational firm contributes
some combination of technology,
machinery, materials, manage-
ment services, and assistance in
marketing the output in the West.
One form of these arrangements
is the "joint venture," which in-
volves foreign equity participation
in a special joint enterprise estab-
lished under the Communist
country's laws. So far, only
Romania and Hungary, among
CMEA members, have followed
Yugoslavia's example in authoriz-
ing such ventures, lancu Spigler
examines recent Romanian and
Hungarian legislation in an at-
tempt to develop a "theory of the
joint corporation" in Eastern
Europe—covering its organiza-
tion, production, investment, man-
agement, pricing, financing, taxa-
tion, and exports. His detailed
explanation of possible implica-
tions, complications, and pitfalls
contains many cautions for West-
ern firms considering joint venture
proposals.

Such experiments with the crea-
tion of joint corporations illustrate
the continuing effort of the CMEA
states to work out ways of over-
coming some of the institutional,
financial, and technical impedi-
ments to East-West economic
links. However, although these
and other innovations may show
successful results, the future de-
velopment of East-West economic
relations will depend more funda-
mentally on the decisions which
the countries in each group—and
especially the respective super-
powers, the USSR and the US—
take regarding such critical issues
as regional integration, transfer of
technology, and credits.
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By Peter H. Juviler
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LAW IN THE Soviet Union has
gained considerable scope and
status since the early 1930's. Dur-
ing those stormy years of Stalin's
"revolution from above" an in-
fluential coterie of Marxist jurists
busily set about undermining law
and the legal profession, which
they viewed as merely remnants
of the capitalist stage of history.
The precarious state of the law
was evident to the first American
student at the Moscow Law In-
stitute. In 1934 he found the
Institute dilapidated and with "a
schedule which changed so often
without notice that it became a
joke, and no one ever knew from
one semester to the next what
would be the subjects which
would be taught."

Three years later the American
student, on returning to the
spruced-up Institute for his final
year, discovered regularized class-
room schedules and a younger

» John N. Hazard, letter of Sept. 6, 1937, in
Donald D. Barry et a!., Eds., Contemporary
Soviet Law: Essays in Honor of John N.
Hazard, The Hague, Martinus Nijhoff, 1974,
pp. xxv-xxvi.

student body which regarded law
not as a stopgap but as a per-
manent vocation. Those "legal
nihilists" who earlier had pro-
claimed the "withering away" of
law and legal education now were
denounced as "wreckers" and
swept away in the blood purges.
Soviet law was legitimized as a
new, "socialist" type of law.1

Although reprieved by Stalin's
call for "the stability of law," the
legal profession still worked under
the burden of what Harold Ber-
man has called the "duality of law
and terror." Intimidated Soviet
jurists commented and adjudi-
cated in the shadow of Russia's
long history of extralegal terror
and prison camps, and some
jurists themselves fell victim.2

Khrushchev, by 1956 the most
powerful of Stalin's successors,
repudiated the "mass repressions"
of the past. Nonetheless, Khrush-
chev's expressions of contempt
for lawyers and his plans to sup-
plant much of the professional
judiciary with volunteer public
peacekeeping—advanced in 1959
as part of his program for "com-
munist popular self-administra-

2 See Harold J. Berman, Justice in the
U.S.S.R.: An Interpretation of Soviet Law, rev.
ed., New York, NY, Vintage, 1963, pp. 8, 43-
65; and Robert Sharlet, "Gulag: A Chronicle
of Soviet Extralegal History," Problems of
Communism (Washington, DC), May-June
1974, pp. 65-71.

tion"—caused renewed unease
among Soviet jurists and began a
new chapter in Soviet extralegal
history. This chapter, however,
proved quite short. Strong opposi-
tion and reports of failures caused
Khrushchev to limit the popular-
ization of crime prevention to a
much narrower range of public
participation, although the origi-
nal objective has never been en-
tirely abandoned.3

From the muffled debate over
the role of state and law in the
period of the transition to com-
munism has emerged the official
formulation of Khrushchev's suc-
cessors. This declares that Soviet
law will eventually wither away,
but that it will do so only under
communism, the future of plenty
and classless equality, and only
when Soviet citizens have fully
internalized the norms of com-
munist morality, which are said to
be embodied in the law. Until
then, one may anticipate the
"strengthening of socialist legality
and consolidation of the socialist
legal order." * Thus, Soviet law
has developed from a doomed
bourgeois relic and temporary

3 See the reviewer's Revolutionary Law
and Order: Politics and Social Change in the
USSR, New York, NY, The Free Press, 1976,
pp. 74-82.

4 N.G. Aleksandrov, Teoriya gosudarstva i
prava (The Theory of State and Law), 2nd
ed., Moscow, Yuridicheskaya literatura, 1974,
pp. 652-54.
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