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I ntro<lucrion 

Economic development and the producrion of consumer goods in the USSR under the socialist model 
of ownership and centralized planning has fallen shon of government '!Xpectations and citizen 
demands. Reliance on this model has met mostly with negative resuhs and has proven to be an 
insufficient means of strengthening thl: national economy. Given this lack of success and in 
recognition of the need for change. a number of recent policy reforms have been introduced in the 
USSR. These reforms represent a movement toward the reduction of centralizc--d planning and 
management of industrial production enterprises and are intended 10 enhance industrial development 
and increase the production of consumer goods. 

The industrial cooperative movement is among these reforms. The movement's impetus stems from 
the previous success in using agricultural cooperatives as a means of increasing agricultural 
production in the USSR. Presently, the cooperative, or collective membership form of economic 
activity, is the most widespread form of small business operation in the USSR. It has be-en a key 
means of increasing services and products to Soviet citizens. Hopefully, the principles and concepts 
applied to agriculture cooperatives and small businesses can be successfully carried over and applied 
to heavy industrial and large scale production enterprises. 

The cooperative movement in the USSR is generating much interest in many circles. both positive 
and negative. The movement is regarded by many as one of the most encouraging prescr.ptions for 
improving industrial efficiency. reducing the burdensome numbers of stateowned enterprises. and 
generally enhancing economic development. Relatively litti.e is known or documented, however, 
about the successes and failures of the cooperative movement. 

Case studies have been undenaken of four USSR cooperatives in an effon to add to the body oi 
information on the successes and failures of cooperatives. It is also the purpose of these studies to 
identify key issues. problems. and potential barriers to the fut'1re success of the cooperative 
movement as a solution to the economic problems and meeting the tasks of industrial development in 
the USSR. 

The case study that follows outlines the details and summarizes the experiences of the Moscow Low 
Voltage Equipment Plant in its transition from State-owned Enterprise (operating under the auspices 
of the Ministry of Electro Technical Industries) to cooperative status. 

It is imponant !o mention here some of the limitations of this case study and resulting document. 
Since there were no English versions of the 1987 State Enterprise Law, Cooperative Law. or Charter 
of the Moscow Low Voltage Equipment Plant, the expcn was required to rely solely on verbal 
translations. Although care was taken to verify titles. names. and other points and items. it is feared 
that some may have been misstated and/or misunderstood. Moreover. the absence of English versions 
of the subject documents precluded any in-depth review and analysis of the legal framework of the 
cooperative movement and developing recommendations for changes thereto. The expen's inability to 
communicate in the Russian language may also have given rise to other oversights or 
misinterpretation!.. 

Backm>und 

The Moscow Low Voltage Equipment Plant (MLVEP) was established originally as a State enterprise 
under the Ministry of Electro Technical Industries to produce small electrical motors, relays, 
extension cords and other electrical equipment. Under State operation, the enterprise was successful 
and profitable. During its last year under State management, the plant realized a i 7% profit to sales. 
The Plant has had a history of meeting its State-set production objectives and is known for its 
competent management team. 

On July 20, 1988, the Moscow Low Voltage Equipment Plant was established as a producrion 
cooperative and registered with local authorities (the Moscow Municipality.) The cooperative was 
established under chanered contract between the Ministry of Electro Technical Industries and the 
Management and employees of the "!nterprise. 
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The ML VEP is located in the greater Mo,;cow area. It occupies 3.2 hectares of land. has seven 
buildings on its main premises for a total of approximately 15.000 square meters. and employs 1.700 
persons. In addition. there is a secondary plant location just outside the Moscow area. ML VEP has 
also acquired two other cooperatives: one in Poti. Georgia in 1988 and another in Serpekhov. 
(approximately 70 kilometers outside the City of Moscow) in June. 1989. With these two new 
acquisi~ions. MLEVP is believed to be the largest USSR cooperative. employing approximately 
3,100 persons. The cooperative's combined revenues for 1988 were approximately 51 million 
roubles ($ US 79 million) 

Under the contract provisions covering the enterprise's transition to cooperative status. the State 
agreed to pass to the cooperative th:: enterprise's main assets at a cost of 6 million roubles including 6 
percent interest per antium on the outstanding credit balance. The amount included the cost of fixed 
assets, equipment and materials. Payment for the assets was due and payable in full by 1995. The 
Cooperative. however. obtained a 4 percent interest bank loan for the total amount due. retired the 
Government credit, and saved 2 percent in the process. 

The official reason given by the Government to explain its willingness to transfer a profitable 
enterprise to cooperative status was that it (the Government) wanted to funher the 
cooperative/collective movement. Management pointed out, however. that the real reason probably 
stemmed from the Government's realization that central planning and State '>wnership serve as a 
hinderance to the development and expansion of enterprises because they "preclude unlimited 
planning and development as a result of limited funding allocations." Under this system. resources 
have to be spread among the various enterprises based on the "prioritization" of government 
budgetary allocations. In the case of the ML VEP, under state ownership the Government was unable 
to take measures to "re-tool" the aging enterprise; some of its machinery and equipment date back to 
1906. Under cooperative ownership, such decisions are limited only to the financial means of the 
enterprise to acquire the needed machinery and equipmenL The inability of the Soviet Government to 
provide this funding is believed to be the basic factor giving impetus to the establishment of ML VEP 
as a cooperative. Thus, it was mutually agreed by the Government, management and employees of 
ML VEP to ttansf er the enterprise to cooperative status. 

After the cooperative was established. a general meeting of employees was held to elect the 
enterprise's management team. Those persons holding previou" management positions were elected 
and retained their respective positions. All other employees were also retained in their respective 
positions and individual assignments. lbere were no staff terminations or substantive changes in 
organization structure; the enterprise remained basically in its original form. 

Under the new arrangements, the cooperative's production performance output increased by 
approximately 50% and profitability also increased from 17% to 27%. Management repons a 
substantial improvement in employee morale and work attitudes as a by-product of lhe change. By 
comparison, under state ownership operations were described as methodical and labor intensive. 
Government policies were often counterproductive. For instance, bonuses were based 011 increased 
consumption of materials and supplies and increases in numbers of employees. Under stale control. 
government subsidies and strict regulation of finances were the rule. There were no incentives lo 
introduce measures to improve the efficiency and cost-effectiveness of the enterprise -- more 
production meant more profits to the S1a1e. However. such measures are now routinely introduced 
and monitored and are directly attributible lo lhe increased efficiency a'ld profitability experienced. 

In November 1989. MLVEP began acquiring affilia1e cooperatives. The first, a small electrical 
equipment plant located in Poti, Georgia, was bankrupt and fraughl with labor problems. It was 
acquired by assuming a 3.5 million roubles debt and paying 17~.000 roubles into the organization's 
sc.cial development fund. After acquisition. 2CX> employees were terminated as a consequence of non
productivity and political opposition lo the change over. Currently. employmerit has been increased to 
i1s original, authorized level. The Poti plant serves essentially as a branch office and i;erves the main 
cooperative with raw materials, motors, and semi-finished products required to produce finis!1ed 
electrical equipment. Since its acquisition, cost reductions. and wage and bonus incentives have 
caused the Poli plant to become profi1able, realizing a 5% profit for the first quaner of 1989. 
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The acquisition of the second affiliate, the Serpekhov Electrical Motor Plant, took place on June 1, 
1989. The plant is located approximately 70 kilometers from Moscow and produces small electrical 
motors. Currently, negotiations are still underway with the Ministry of Electrical Technical Industry 
for lease and reorganization of the plant. 

Additional acquisitions, international joint ventures, and other strategic means of expanding domestic 
and intemati::mal markets are planned for the near iurure. 

Lca:al Authority and Rea:ulatory Provisions 

The cooperative ~haner (agreement between the Ministry and the cooperative) is the legal, binding 
authority for the ML VEP"s establishment and operation. The comprehensive charter sets fonh the 
terms and conditions of the following: 

o Aims and tasks of the cooperative 
o Membership rights and obligations 
o Management and conrrol 
o Production activities 
o Creation and use of assets 
o Organ:zation, work schedules, conditions, labor 
o Welfare of membership 
o Approval and registration 
o Cessation of obligations (dissolution of the enterprise) and liquidation committee. 

Several features of the agreement should be mentioned here. First, ihe terms and conditions of the 
agreement are in effect until the cessation of the cooperative. Second, termination or dissolution of the 
cooperative may only occur for the following reasons: violation of the terms of the agreement, 
violation of the law, or by a vote of the membership. Third, the membership has sole responsibility 
for and control of the corporate assets aild may dispose of them in any manner they choose. 
Disaibution of the proceeds resulting from the sale of assets is decided by vote of the membership. 
All assets, except for the land, belong to the cooperative. 

Qr:anization Suvcrure 

The or~anization structure of the ML VEP has evolvoo since its inception as a State enterprise. It 
appears that organizational needs have been met simply by adding operations and staff to existing 
structures rather than by systematically analyzing organizational arrangements in tenns of current and 
future needs. 

The current structure of the MLVEP, as described by management, appears as chart I. The chart 
portrays the organization structure as it reponedly existed in June, 1989. The chart has officially been 
adopted for use. 

The MLVEP is governed by the 1,700 members (workers) of the cooperative. General oversight of 
the administration anti management of the cooperative is provided by an Executive Comminee. (These 
relationships and responsibilities are not reflected in the chart referenced above.) The Director has the 
day to day responsibility for the managemem and supervision of the affairs of the cooperative. EJch 
organizational element and its respective functional responsibilities and relationships are described in 
chart I. 

Since it was nol the imenl of this assignment to perform an in-depth assessment of the organization 
and management of the enterprise, no attempt was made to identify and fully document the extent of 
the chart's appropriateness, attributes, and organiza1ion deficiencies. It is imponant to note, however, 
that while the organization structure does nvt pr(',clude the enterprise from succ::s~fully accomplishing 
its mission and goals, it exhibits many of the deficiencies common to organi1.ations which have not 
systematically and routinely applied modern principles of organization. Some of the more obvious 
problems are as follows: 
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o Lines of authority and responsibility arc unclear. Specific roles and relationships 
of major organizational clements are not well established. 

o Interrelationships among organiz.ational elements are inadequately defined. 

o Similar functions need to be consolidated under a single organization unit in order 
to eliminate overlapping and duplication. 

o Need for comprehensive review and update (restructuring) of the organization 
based on current and future organizational needs and universally recognized 
principles of organization. 

These and other related problems would, however, be the subject of a more detailed review and 
assessment. 

Staffine 

The MLVEP currently engages 1,700 em"'loyees at its Moscow plant, 700 at the Poti plant, and an 
additional 700 at the Serpckhov plant i.e. a total of 3,100 employees. These staffing levels make 
ML YEP one of the largest, if not the largest, cooperatives in the Soviet Union. 

Staff allocations for the Moscow Plant are as follows (a breakdown of staffing foi other plants was 
not immediately available): 

Administration 
Capital ConsDllCtion 
Design 
Dispatch 
Financial 
Legal 
Maintenance 
:>ersonnel 
Planning/Economics 
Production/related shops 
Sale/Sup plies 
Technology 
Testing Laboratory 
Tool Shop 
Transpon 

Total 

6 (includes top Management) 
30 
45 
6 

IO 
3 

100 
3 
8 

1,250 
12 
70 
20 

120 
17 

1,700 

Existing staffing patterns appear to be adequate for current operati,.ris. Additional human resources 
may be required if there is any i.ubstantial increase in the cooperative's operational programs. 
expansion in product line. or establishment of joir.t venture projects. Management, supervisory. 
worker relationships appeared to be satisfac1ory and appropriate. There was no evidence of the 
organi~ _:ion being "top heavy." 

Compensation a11d Employee Benefits 

MLVEP provides its employees with a base salary of 310-320 roubles per month. By comparison. 
the nation"! average for employees of stale enterprises is about 220-230 roubles per month. In 
addition to the basic wage, there are bonus pians which serve effectively as production and work 
pcrf onnance incentives. 
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As an example. for the common production worker who exceeds a pre-determined production 
standard establishe.d by vote of the membership, a bonus rate is paid for all production in excess of 
the standard For instance, the establishe.d rate of pay is set at 8 roubles for every 10 pieces of item X 
produced up to production level quantity Y. Workers receive additional compensation at a rate of 7 
roubles for every 10 pieces of item X produced above the standard. Based on current performance 
levels, most ML VEP workers are receiving a combined average wage and bonus of approximately 
750 roubles per month. The wage/bonus ratio of workers is approximately 55%/45%. If an employee 
fails to meet production standards. he or she receives the base salary. which in most cases still 
exceeds that of state enterprises. 

Management and supervisory staff compensation depends on the performance of subordinate 
workers. If workers fulfill the production plan and meet or exceed establishe.d production levels. the 
following rates of compensation apply: 

Director 
Chief Engineer 
Other Managers 
Shop Heads 
Foremen 

2.5 x worker avg. monthly wages 
2.4 x worker avg. monthly wages 

2.35 x worker avg. monthly wages 
1.5 - 1.8 x worker avg. monthly wages 
1.2 - 1.3 x worker avg. monthly wages 

If subordinate workers fail to meet production standards. managers and supervisors receive.35 x the 
monthly wage. The difference in compensation between State enterprise and ML VEP managers is that 
the State imposes a ceiling of 700 roubles a month for managers/supervisors; whereas, the above 
rates apply for ML VEP managers and no ceiling is imposed. 

Wages and bonuses are paid monthly. The cooperative deposits moneys into two separate funds with 
a State Bank which is housed in the Moscow plant facility. Cash transfers are then made into 
individual workers accounts, from which they may withdraw at will. The bank pays 6% interest per 
annum on all account balances. 

In addition to wages and bonuses, 25% of the cooperative's profits are applie.d to a social 
development fund. This fund provides both workers and members of the cooperative with various 
social benefits. These include: paid vacations, pensions (same as provided by State enterpiises), 
pioneer clubs for woricer's children, weekend tourist excursions, spon halls (gymnasiums) ar.d 
exercise facilities, medical services (facilities arc maintaine.d at each plant), a fund for 
purchasing/building flats or conagcs, and an accident in.:iurancc fund. The social benefits package is 
dcvclope.d in association with the various trade unions represented at the plants. 

Manai:ement Pragices and Systems 

Basic management practices and systems are employe.d by the MLVEP. Generally. these practice:; 
and systems have been carried over from the days of state ownership and have been modified to meet 
current operational situations and institutional needs. Tho:;e systems reviewed, however. appeared 
dated and in need of a comprehensive review and assessment. The successful management of the 
organization's resources has been accomplished in spite of these systems; and, as such. is directly 
auributed to its competent. senior level management and the drive of the membership to make the 
Cooperative a successful enrlcavor. 

The MLVEP is al~o fonunate in that it has very good relationships with and suppon of its "parent" 
ministry. In addition, MLVEP has good external relationships with and receives cooperation from 
such entities as suppliers and vendors. The latter also contributes significantly to the successful 
operations and management of the cooperative. 



- 8 -

Management systems employed by ML YEP include accounting. payroll and financial management 
controls; operational policies and procedmes. including descriptions of the duties and responsibilities 
of each major organizational element and position; MIS database and rcpo"ting; project tracking and 
status reponing; technical specifications, instructions and documentation for the operation of testing 
equipment: production monitoring and quality control. While management systems and practices are 
considered rudimentary by Western standards, they arc employed effectively and have permitted the 
ML VEP to achieve successfully its organizational goals and objectives. 

Operations 

Currently, ML VEP has four operational department~ (line functions) in its organizational 
arrangements: Engineering. Automatic Systems for Managing Production, Production, and Quality 
Control. These major functional areas incorporate, to a greater or lesser extent. all of the activities 
necessary to meet the production objectives adopted by the Cooperative. 

Operations arc organized by the separate geographical locations, with work shifts organized by day of 
the week and by time of day. While the Cooperative's basic operational hou1! comprise a single shift. 
five days a week; some production team operations require two or three shifts and operate seven days 
a week. Since production is based on a piece rate system, work scheduling is flexible and lef 1 

primarily to the decision of supervisors and members of production teams. 

In Moscow, there arc two plant facilities which comprise the MLVEP. In addition. there are two 
affiliate cooperatives (Poti. Georgia and Serpckhov) which feed semi-completed products, raw 
materials. and supplies into the mainstream production of electrical equipment (small electrical 
motors, extension cords. circuit boards. relays, and the like) at ML VEP. These plants are repone<i to 
have organization structures similar to those of ML VEP and operate in same manner. All plant 
facilities are reponedly in need of expansion and modernization. Some buildings and equipment date 
back to the early 1900s. Production, testing and computer equipment is severely outmoded. For 
example, ML VEP's computer is an EC 7320, first generation Minicomputer, a tape driven system 
with 4 MB of RAM and 8-10 terminals. This equipment possesses less S!)Ced and computing power 
than the original IBM PC. Computing is extremely slow and cumbersome. 

Future Planned Operations 

Future operational plans include the construction of new buildings on current and future plant sites. 
The latter depends, however. on the approval and allocation of land to the cooperative by the 
Government. 

MLVEP is also planning to purchase a number of new IBM, 16 !Tlhz AT compatible systems in the 
next several months. The cost of this is expected to exceed one million roubles. ML VEP currently has 
its technical .:.taff testing and evaluating the subject equipment. The addition of this new equipment 
should do much to upgrade the cooperative's automated processes (testing. design modeling. 
accounting and financial control.) 

In addition. the cooperative is exploring the feasibility of introducing new product lines. Its 
commitment to date incluc;es research, testing and hiring an individual 10 conduct a marketing survey 
and develop marketing str.itcgies for current and future products. The cooperative is hopeful that it 
will be able not only to expand its Soviet market bm also to extend it-. operations to other parts of the 
world through joint ventures with the United States of America and other western nations. 

Financial aspects 

The financial position, operations and ~ystems of MLVEP were reviewed briefly. In genera!, they 
were found to be simplistic, but adequate. Financial data was reviewed for 1988 and the first quarter 
of 1989. These data were minimal because of translation limitations. However, the data reviewed 
indicated that the C')()perative's financial position was fairly strong. 

• 
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Cooperative revenues for 1988 were 40 million roubles, with a net income of 11.269 million roubles. 
As of March 31, 1989, the combined revenues for MLVEP and POTl,were recorded at 11.988 
millioi; roubles. with an estimated net income of 3.373 million roubles. If current revenue trends 
continuc: throughout 1989, projected revenues will 1otal approximately 47.9 million roubles, with net 
incoll"'" '.If about 14.92 million roubles. This income level will represent a 3% ~rowth rate for the 
yar. 

The estimated net wonh of the MLVEP is 41.560 million roubles. This figure includes the following: 

Fixed assets 
Materials, inventory 
Unfinished products 
Finished products, warehouse 
Other inventory 
Cash 
Other BanJc accounts/credits 
Goods Shipped 
Other receivables 

Total 

9.688 (in million J"C'ubles) 
8.039 
0.599 
0.846 

10.497 
1.239 
7.454 
1.319 
1.879 

41.560 

Funher substantiating the cooperative's strong financial position is its ratio of assets to liabilities. 
Current assets are 41.56 million roubles versus approximately 12.77 million roubles in liabilitie<: 
(3.25: 1.) Another indicator of financial strength is the level of warehoused finished merchandise 
versus sales, 40 million versus 846,000 roubles. The laccer represents a little more than 25% of one 
month's average sales. 1989 projected revenues indicate an even better financial position. 

The cooperative's tax rate is specified by its charter agreement with the Ministry. Current tax rate is 
set at 28% VAT. This rate is the same as it was under state ownership and is fixed until the end of the 
current five-year plan (1990.) Taxes paid in 1988 totaled a liccle over 3.6 million roubles. Taxes for 
1989 are projected at 4.2 million roubles. 

A new taxation law will take effect July 1, 1989. Under the new tax law, rate limits will be set and 
administered by the Republics or by local municipal governments. At this point, the specific rates 
have not been set, but are rumored 10 be in the neighborhood of 20% to 60%. Most likely rates will 
probably be set around 30%. 

Issues. Problems and Concerns 

This section identifies and discusses those issues, problems. and concerns reponed or observed 
during this study thal may impede the develop:nent of the MLVEP cooperative or have a negative 
impact on the cooperative movement in general. The cooperative movement was characterized by one 
person inlerviewed as going through "a period of childhood illnesses." h was suggested that the 
cooperative movemenl will have to develop much in the same manner as a chiid "grows ou1" of i1s 
childhood illnesses. 

The specific issues cited by cooperative managers and as observed by the expen are discussed in the 
following paragraphs. 

1. Taxes 

Taxes and taxation policies were cited as the single most critical issue confronting the cooperative 
movement. Given the shift in responsibili1y for administering the tax law to the local government 
level, it is felt by many that "confiscatory" tax levels may be imposed in those areas where there may 
be strong opposition to the cooperative movement. 
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Funher, tax policies are not adminis~ered uniformly and are subject to broad interpretation. This 
creates a general feeling of uncenainty among those persons responsible for managing cooperatives 
and se\'erely limits their ability to plan effectively for the long-term development of their respective 
cooperatives. Cooperative leadership would like to Sf'e the establishment of "a level playing field" so 
that cooperatives are dealt with equally and fairly in terms of geographic administration and 
~ompetition with st.ate enterprises. 

2. Laws Affectine Cooperatives 

Current laws governing cooperatives have been developed .ild. ~ to deal with specific problems as 
they may arise. Consequently, the legal framework is unclear and ~acks comprehensive treatment of 
the various aspects of establishing cooperatives and cooperative development. 

Laws affecting cooperatives should be consolidated into a comprehensive law and should possibly be 
administered uniformly by a single governmental entity. In a broader context, the Soviet legal system 
should be reviewed to ensure its capability of dealing effectively with the kinds of legal issues 
surrounding entrepreneurial activity that are likely to arise now and in the future. 

3. Propeny Ownership 

Propeny ownership is another key issue. There are currently numerous ownership arrangements for 
cooperative assets. However, in no instances is the ownership of land permitted. Long-term lease 
agreements do exist on occasion which diminish for sonae the problem of ownership as a barrier to 
cooperative development. Nevenheless, from a practical point of view, the establishment and 
development of cooperatives would be greater facilitated if cooperatives had the capability cf 
acquiring and disposing of assets required to plan and operate business activities. 

The significance of the problem of propeny ownership varies with the type of cooperative and kind of 
agreement used. In the case of MLVEP, its agreement is directly with the previous "parent Ministry." 
The terms and conditions of this agreement supersede many of the local laws and ihereby provide a 
greater degree of stability to this cooperative. For example, the land occupied by the plant has in 
effect been "deeded" to the cooperative for as long as the cooperative is in busines~ or until the land is 
needed by the Central Government for some "greater purpose." Contrastingly, some cooperatives 
have one-year lease agreement!' or of shoner duration, or for no committed period at all. The 
uncenainty of future arrangements precludes so affected cooperatives from any long-term planning 
and even some routine operational decision-making. 

Although this is a highly controversial subject, as evidenced by the discussions in the recent 
Congress of People's Deputies, the Soviet Government ought to explore the feasibility of developing 
a law that will expand the forms of private ownership of assets. 

4. Currency Conversion and Foreien Exchan~ 

If the Soviet Union, in general, and the cooperatives, specifically. are going to do business with the 
West. there must be uniform economic laws and policies and the cessation of "forceful interference·· 
in economic transactions. Soviet enterprises (state owned and cooperatives) must be able to move 
freely in world markets. In order to do so, a "convenible currency" is needed as well as the reducti,)n 
or elimination of highly restrictive currency controls. 

This is a serious problem for MLVEP. In its current effons to "re-tool" its plants, it has found itself 
limited in terms of being able to purchase high quality technical equipment requiring foreign 
exchange. The problem is not lacking the financial means for acquiring the equipment, hu1 one of nor 
being ahle to obtain neces!>ary government approvals for currency conversions. 
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5. Availability of Raw Materials 

There are reponedly always shonages of key raw materials (i.e .• cement. steel. and other 
construction materials.) Absent a free markcl. the Central Government should provide assistance to 
cooperatives in securing the raw materials needed for both production and dev :lopmer.i r'lrposes. 
This is critical if emphasis is going to be :>laced on increasing the level of production of consumer 
goods to the Soviet society. 

6. Capitalization 

The ML VEP currently needs approximately 51 million roubles for future investment purposes. This 
level of development funding is not readily available to the cooperative. It was suggested that a 
special organiurion should be established under one of the Ministries to assist cooperatives to secure 
development capital. In conjunction with this efforl, consideration should be given to estabiishing a 
national industrial cooperative development bank. 

This special Ministry unit could also assist cooperatives in maintaining linkages with the Council of 
Ministers, provide suppon to research effons, and monitor t!:.: cooperative movement. The unit is 
envisioned as being an advocate body. 

7. Foreim Markets and Joint Ventures 

ML VEP is currently certified to conduct business internationally and to engage in joint ventures with 
international firms. At some point in the not too distant future. ML VEP plans to take advantage of ic; 
cenification and will actively pursue expanding into foreign markets and seeking international joint 
ventures. Some effons have already been undenaken. but its current emphasis is directed at capturing 
a larger Soviet market When the time comes for pursuing international markets. ML VEP will require 
information and assistance in a number of areas including selling foreign markets, establishing legai 
arrangements, and the like. (Other cooperatives will undoubtedly require ne same kind of 
assistance.) It is feared that current government practices of not including cooperatives in its policy 
plans will preclude access to the kinds of assistance and technical informaticn required. 

The Government should review itli policies and ensure that they do not have a negative affect on the 
effons of cooperatives ~n accessing information and obtaining technical assistance in pursuit of 
international markets and establishing joint venture arrangements. 

8. Technolo&Y and Skills Trans(kr 

As mentioned above. cooperatives will require improved technology and skills improvement at all 
levels if they are going to trade with and compete effectively in international markets. Provisions must 
be made to allow cooperatives to secure the needed technology and technical assistance from the 
international market place. The Soviet Government must insure that current policies do not restrict or 
impede cooperatives from securing this technology and teclinical assistance. 

Special attention should be given to technology needs in rhe area of computers. data processing and 
automation. High priority should be placed on eliminating any barric.rs that may exist in securing 
equipment and technical assistance for these purposes. 

Summazy of Actions Recommended for lmprovjn~ the Cooperative Movement 

J . Currenr laws governing cooperatives are vague and unclear. The Government needs ro 
review the current legal framework and enact new, stronger, and comprehensive legislation 
covering cooperatives. Panicular attention should be given to the topics of propeny 
ownership, leasing of assets, taxes, currency conversion and foreign exchange. Laws 
should be clear, uniform and "reliable." 
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1... A ministerial level eovemmcnt uni! should be established to serve as an ad\'OCate of 
the cooperative movement. It should monitor and solve such problems as racketeering and 
protection schemes. assist cooperatives secure development funding. research major issues 
related to coo?Crative development and expansion, serve as a linkage between cooperatives 
and Council of Ministers. 

3. The Soviet Government should take steps to establish a balanced environment that 
provides a "level playing field" for both state owned enterprises and cooperatives. The 
Government should also clarify how Soviet entrepreneurs are to operate in international 
markets undc:.r its socialistic economic system. A more progressive economic system based 
on uniform economic policy and laws, world markets, and a convenible currency is 
recommended. 

4. Alternative rr.eans of raising development and venture capita! must be developed. Such 
things as authorizing the sale of shares and establishing financial markets should be given 
serious consideration. 

5. The Government needs to clearly define the role of cooperatives in meeting its 
(Government's) objective of providing the Soviei. society with more consumer good!:. Also, 
that role definition should extend to expfaining how cooperatives can or will help the 
Government achieve its goal of becoming a producer of goods instead of a proJucer of raw 
materials. 

Lessons Learned 

One of the many lessons learned from this study effon is that central planning has failed to provide 
lhe requisite stimulus for successful economic developmen:. Central planning by its nature precludes 
effective planning because of the funding limitations placed on economic development. The economic 
systems currently in place in the Soviet Ur.ion relatP.d to enterprises are viewed by many as being "old 
systems, with old thoughts, and not in step with modem day needs." 

Another lesson learned is that the cooperative system can work in the Soviet Union if given a chance 
to do so. Using MLVEP as an example, it is clear that by converting state enterprises to cooperatives 
the Government can in fact reduce its finar.cial and budgetary burdens while still meeting state-set 
production targets or quotas. Moreover, in the process, worker productivity, morale, and financial 
benefits can be improved. Every effort should be made to expand ~.nd improve the Soviet cooper.irive 
.novement. 

MLVEP has also shown that it is beneficial to the State to "pass over" profitable enterprises to 
cooperatives. Under its cooperative arrangements, net income was increased by an additional 10 
percent, while it paid the same taxes and suc~essfully serviced an increased level of debt. It makes 
one wonder what ML VEP could do under a ~ystem where no restrictions or barriers are present. 
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