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HISTORICAL BACKGROUND. LEGAL REGULATIONS.

~ External trade was an important element of Russian
co—gperatives at the turn of the 19-20th centuries. Engaged
primarily in agricultural production, Russian co-operatives
delivered a substantial part of their final product to
European markets. Russia stood for 60 per cent of flax sales
in Europe. There were also animal oils, hemp, sheepskins and
a variety of other merchandise of remarkable quality. The
external activities of Russian rural co—operatives
contributed to the stabilization of the balance of payments,
promoted purchases of equipment and wmaterials for the
accelerated development of agricultural production.

However, the rejection in the late 20-s of the New
Economic Folicy which supported co-operatives development
was followed by the spread of state domination in all areas
of economic life. The co-operative movement in its original
conception was actually curtailed, and the external
relations of economic units which formally remained
co—operative {(collective farms, consumer co—-operatives) got
under austere state control- and lost their independent
nature.

The current stage of the external economic activities
of production co-operatives -in  the Soviet Union is
regulated by the 1988 Law “On the Co-operation ir the USSR™.
One clause of this law is fully dedicated to the
external economic relations. Specific ways and forms of
their implementation are also stipulated in government
decrees c<f 1987-1988, mainly in the USSR Council of
Ministers Decree "On Further DPevelopment of External
€conomic Activities of State, Co-operative and Other FPublic
Ventures, Associations and Organizations” of December 2,
1988. According to this document, production co-operatives
were entitled to direct export—-import transactions. The
procedures of FC registration were developed and their
obligations towards government agencies regulating the
country’s external 2conomic relations were defined. Thus
was created a sufticient though not quite perfect legal
basis for such activities of production co-operatives.

Simultaneously, a number of recently enacted documents
reduced the . range of production co-operatives extarnal
activities. Thus the Council of Ministers Decree of December

23, 19e8 "On the regulation of certain co-operative
activities in accordance with the law “On the Co-operation
in the USSh" bans production and sales of cinema- and video
materials, foreign currency transactions, and reduces

opportunities in international tourism organization. Like
all other societies outside the networh of state external
economic agencies, production co-operatives are subject to
export control of certain products strateqgically important
for the country’'s external trade and besides to the
procedures of e:xport and import licencing.




According to co-operatives’ calculations, after the law
*"On the Co-operation in the USSR" enactment about 200
sub-legal acts were adopted including those that limit
opportunities for external economic activities development.
The most limitative was the decision banning barter
transactions. Currently, trade exchanges are practised as
routine export-import deals. Co-operatives willing to trade
with -foreign counterparts have to export their own products
and sell part of their currency earnings to the state (some
30 to 50 .to 70 per cent depending on the sectoral standards)
using the rest for their own import. Imported goods can only
be used by the co-operative itself . for further production
development and social and economic needs of its members.

The imposed limitations (1988-1989) cre mainly
consequent to current economic and financial difficulties of
the country. At the same time, the initiators of restrictive
measures pursued the purpose to prevent damages or profit
losses to the state. At the moment, the system of acts
regulating this area of co-operative activities may be
viewed as completed thus beginning a period of
co-operatives’ external economic activities adaptation to
this system.

CURRENT STATUS OF CO-DPERATIVES® EXTERNAL ECONOMIC RELATIONS

In August of 1989 production co-operatives totaled 939
out of 7218 associations registered as independent external
transactions participants. Last months saw the exceeding
growth of registered producers’ co-operatives against
state associations which became an irmportant evidence of
their increasing interest to expand externail economic
activities.

A substantial part of co-operatives’ ™ contractors are
small and medium businecses, often headed by Soviet
emigrants. 7They have a better knowledge of the country’s
eccnomic »ystem, the specifics of dealings with government
or aduinistrative egencies, needs and resources of Soviet
partners. Fcreign contracters® interests are mainly in the
ares of buving primary commodities (such as scrap metals,
timder, =tore, unprocessed leather) and souvenirs, drinks
ard small-friLit.

Tre ascessment of production co—-operatives place in
the country’'s external economny structure is not easy so far.
it restilts from the inefficiency of export-import
operations statistics still wunable to keep pace with rapid
changes in the country’s economic system and external
relations. FProbably their share does not exceed tenths of a
per cent and 1is hardly if at all discernible in the
country’s foreign trade.

A SURVEY OF FRODJCTION CO-OFERATIVES EXTERNAL ECONDIMIC
ACTIVITIES. BAEIC FROBLEMS.

Due to the fact that the latest period of production
co-operatives’ erternal economic activities i3 not long
enough for iorg-term trends forecasts, and any analysis is
reduced to zcme six to seven months of work, the conclusions
yiven here are preliminary and subject to serious amendments
in the future,




Systematization of appropriate data, viewpoints and
opinions published by the Soviet mass media and the analysis
of materials collected by the author of this paper during
his field research in the cities of Moscow, Syktyvkar and
Ukhta allowed for the following general remarks:

a) production co-operatives can be divided into the
four cateqgories by the part which external economic
relations take in their economxc activities and productxon
development strategy: .

= production co—operatxves whose external. economic
actxvxtxes are the primary and main - element of their work
(for example, ‘"Sovintercontact-Agroservice" co-operative
from Moscow). Usually such co—-cperatives in their registered
rules secure practically all kinds and forms of external
ecocnomic relations, emphasizing intermidiary operations
(before they were banned) and organization of manufacturing
and services in co-operation with foreign companies in the
USSR. For instance; "Sovintercontact" and several Western
ccmpanies signed an agreement of intention to start JOlnt
publication of contemporary Soviet writers literary works."
This Joint precject includes a Syktyvkar shareholders’
society "Fera” who is (o suppiy wood for printing paper
manufacturing. Also, "Sovintercontact" negotiates the use of
Dutch technology in agricultural infrastructure construction
in the Moscow region;

— production co-operatives whose external economic
activities are of secondary or auxilluary character. They
pursue the aim of hard currency earning=s for purchasing new
foreign technoliogy and. equipment to be used in production
development. Such co-operatives associate their external
relations prospects with barter trade a~d joint production.

It seems quite logic, that barter trade as a rule
ircluda2s exchange of raw materials anc prime products for

enuipment essential for the industrial modernization
{(machine tools, production lines, etc.) and business
manajement (personal computers). For instance, "Pera” of

Syrtyvhkar contracted deliveries to Unicon International
Trading, Finland, produced by its subsiduary engaged in wood
cleazring for power transmission lines and road
construction. Their earnings are to be used for purchases
of sawmill and furniture making machinery. This deal was
negotiated via "Unex" external trade association whose
actions, according to "Fera" executives, sometimes lacked
effectiverniess and reliability. The accumulated experience
of this external transaction drew to the conclusion that
such deals could be negotiated directly and more effectively
as far as earnings and time saving are concerned. And this
resulted in "FPera"’'s reqistration as an independent subject
of external economic relations and later - in a joint
venture with a West German company. :

Many conrodities supplied by co-operatives (wood, scrap
metals, hides and skins) may only sell abroad by licences
which actually are issued by state agencies quite wary of
competition. And they do not consider the fact that often
co—-vperatives find a way to sell merchandise practically
neglected by the state trade. The impcosed restrictions are
related to certain co-operative export-_mport deals (e.g.,by
the co-cperative “"Tekhnika", Moscow)} estimated by state
agencies as violation of state intzrests, "the country
sell-out” and speculation;
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- production co-operatives which have only started to
assess their potential as future external economic partners.
These usually are manufacturing enterprizes - transferred to
co-aoperative ownership, just beginning to overcome financial
and economic difficulties. Such are the Moscow Low Voltage
Equipment Plant, the Nikolsk Brickyard and others. Their
management is characterised by the realistic approach of
-external  market  competition- problems, the absence of
adventurism and expectations to grab "hot money". Thus the
Moscow Low Voltage Equipment Plant considers as the initial
step ‘towards external transactions a thorough study of
foreign markets by commodities’ groups, sales methods and
the experience of potential competitors, that is the whole
range of problems whose knowledge is essential for the
development of their own marketing policy. Simultaneously,
the plant’s sales department makes a research into the
possible internal sales of import-substitution merchandise
for hard. currency at lower—than-import prices.
Import-substitution appears as the basis providing a
harmonic balance of the state interests due to substantial
currency savings and those of PC-s getting the experience in
international competition together with currency earnings;

— production co-operatives which at the time do not
expect to enter foreign markets. Besides co-operatives
producing goods for internal consumption and home-industry
enterprizes, this category includes many scientific and
research and development co-operative associations. The
latter are able to quite soberly assess the costs of their
own developments, and compare their level with foreign
products. But their general ignorance of selling ideas
abroad, e.g., via joint engineei-ing consulting compaunies,
results in reluctancy to enter external markets with their
products while reasonably assuming that the pre-production
developments would bring in Jjust a fraction of potential
earnings.

The conclusion is quite obvious that the restrictive
policy in external economic activities resulting from the
country’'s economic difficulties as well as prejudice towards
co-operatives is 1limiting opportunities of the first two
categories. Co-operatives of this Fkind rfost of all need
irternatioral co-operation which could help them in solving
the prcblems on the chosen road of developmert without
abusing the government current economic policy while
providing extra currency income to the state treasury.

b) The main problem in the development of Soviet
co-operatives’ exterral relations results from inexperience
and incompetence in this area. Co-operatives, especially
provincial, have a very vague idea of participation in
foreign markets. They have no information concerning prices,
partners and contracting conditions, nor do they know who
in the Soviet Union can advise on these subjects. Numerous
state agencies and co-operatives are well aware how
important this problem is. Here a model example is the first
Soviet large co-operative "Kropotkinskaya 36". In the course
of activities®’ diversifying its managzment realized the
importance of informaxion and intermediary services for
hundreds and thousands of Soviet co-operatives with no
external relation experience and knowledge whom tn address
on issues of their interest. The data bank of the new
information center contains various date on co-operatives




who has contacted "Kropotkinskaya 36" in search of foreign
sales opportunities or joint business partnership in the
country. There are offers to export timber, hides, scrap
metals, mushrooms and other products. This data bank

contains information on the co-operative "Severnyi" from
Ukhta (708 persons employed, 20 million rouhles of annual
income, main line - road construction) which was an object

of study on this seminar’s" program. Good prospects on
information services for co-operative external relations
and intermediating on this basis are doubtless. But in case
with “Kropotkinskaya 36" these prospects remain beyond
implementation because the existing acts and instructions
prohibit co-operative intermediating.

Besides crganizations cepable of expert advice and
high—quality information (such as All-Union Market Research
Institute and INFORMVEES of the Ministry of External Econcmic
Felations, "“FACT" co-operative, the Experimental Creative
Research Center of the Social Inventions Fund and others) we
are aware of numerous advisory associations, both official

and co—-operative, unable to provide qualified
consultations. Unpreparedness and lack of understanding of
external econcmic operations are blocking effective
functioning of " joint ventures many of which remain idle.
Cften they - are established for the precedent of

establicshmert ard their founders give little thought to how
they would work =snd have a rather vague idea of the
ccmplexity of relations within surh a high level
partnershin. And the current drastic <-op in the number of
foreign firms interested in collaboraticn with co—operatives
is nct occasional., They see neither r-:liable partners, nor
guarantees of commitments. All this is openly discussed in
he mass m=dia, the Snoviet press including. Incompetence is
aggravated by the personell training problem. The training
of speciali=sts 1s provided by ¢ limited number of schools
euch ae the Academy of External Trade, the Advanced
Education Institute and the Higher School of Commerce of the
Ministry of External Economic Relations, commercial schools
of the Pdcszdemy of Economics, the Flekhanov Economic
Institute and the Moscow Institute of International
Relations. Guite obviouwsly, these schools train specialists
mainly for state external economy agencies. But now there

ara many co-nperatives offering training in practices of
external econouny though unable to provide a high
qualificaiion level. Fersonell training may become a ey

item in international programs to support the co-operative
movement in the LJSER.

€} There i€ an acute problem concerning the quality of
merchand.se offerec for expert., In most cases the technology
level of production units and training of personell engaged
irn the manufacturing of these products are not sufficient to
meet the deqards of foreign markets. Even ordinary products
such as woodzn pallets <anm not be manufactured according tn
curopean consumsr standarde. Thie determins the predominant
raw materials  arientation of co-operative export. There is
an  opinion that it sericuzly opposes the state interests
even when {2 arate by  *his or that r=2ason cannot develop
raw or seccndary resources. 0On the oth-r hand, the majority
nf co-operatives regard the trade in raw products eas the
only opporiunity to ea~n hard currency and acqQuire equipmant
easuring higher quality. Such is a typical situation with
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those engaged in wood removal and 1logging, say, road

construction co-operatives. Had they the appropriate
equipment, they could diversify their activities by
manufacturing houses, furniture and other wood based

products. Their managers suggest as the initial measure to
sell round-wood and acjquire sawmill machinery. TQken begins
the .trade in timber and plywood and purchases of equipment
for furniture making and housebuilding. And only after that
the co—operative has the opportunity of independent external
activities because it starts a non-licensed production.
Froblems begin to arise from the very first stage while
getting licences to export wood. Here especially significant
are direct contacts with foreign firms, co-operative among
them, which could supply the needed equipment on the
compensatory bacsis. )

Guality problems could be practically solved by
establishing direct relations and co-production with
foreign conpanies but such contacts have not been practised
yet. The topic of co-production and direct relationship
might be an item on the agenda of the next seminar on
co-operative movement.

d) The dependence on the state and sectoral bureaucracy
in premcting external economic activities evokes
co-operative critisism for hindering, to their opinion,
prompt solving of arising problems. .This dependence covers
both commercial and merely organizational issues, For
instance, the Ukhta co-ecperative “Sev:rnyi" after signing
the agrezment with Hungary for delivery of fifteen hurdred
cukic wmeters ot round-wood to be :1used in Europallets
manufacturing, had to cocrdinate shipmente with the state
external e:conouric a2sscciation YExportlaes”, the Ministry of
Feorestry and the Ministry of 6Gas Industry (the latter’'s
produection  depariment <sponsored that co-cperative). 1Its
chairman could document his business trip abroad only via
"Severagropromn” sssociation despite the fact that "Severnyi”
wase registered az an 2:xternal economic exchange participant.
The existing dependence is all the more acute due to alil the
rore prevailing anxiety and hostility towards co-operatives
areny the society and state bureaucracy.

Aleo not rasy ere co-cperatives relations with state
external “rade agencies. As a rule, co-operatives offer
small vulumes of export merchandise while these agencies are
interezted in more substantial deals. Dccasionally
co-oparatives neet a refusal when trade agencies bhave no
contractors for the offered product.

Marny p-cbliers arise during the organization of business
trigs sbread, especially to capitalist countries, and
zzcepting foreion partners in the Soviet Union. According to
currznt rejuleations, trips abroad (if it is not a mission on
the part of =« sicte agency) are allowed either on a private
perzon invitation nr or & tour. The conception of a
uwiness wrip s the jround for getting exit papers is not
recogniced yet

e) The cr2cit eystem for - production co-operatives’
extaernal cperaitions has not yet beenn ultimately formed.
Huweveyr, siciessful development of such activi ies will
chlefly aepend i the integrity and urygency in solving new
prob .2ms in c«redit accounting and currency servicing of
exterral “ransactions,




The State Bank began to adapt the bank system to
services in the new environment right after the August 1986
decision defining the ways to improve the management of the
external economy complex (i.e. Decisions of the Central
Committee of +he Communist Farty of the Soviet Union and the
Council of M.nisters “On the Measures for Management
Improvement ir. External Economic Relations" and "On the
Measures for the Improvement of Economic, Scientific and
Technological Co-operation with Socialist Countries”). Tne
last period saw the development and implementation of
banking services scheme for organizations and enterprizes,
co—operatives including, who acquired the rights of external
markets direct approach, _though the rules for co-operative
currency funds usage have not been defined vyet. Current
regulations stipulate that all organizations and enterprx’es
are served by the USSR Vnesheconombank agencies.

However, the accumulation of independent work
experience in the near future will relegate these functions
to newly established specialized banks - Agroprombani,

Fromstroybank and Zhilsotsbank of the USSR, primarily where
Vnesheconombank offices had not been opened. The first steps
in this direction bhave already been made. A recently
established Innovation Commercial PBank, Moscow, received
Vaesheconambank’s  permission to correspondence agreements
with fecreign banks, which paves the way to independent
craditing  ana CUurrency servicing =2f ex-ernal economy
participants. The existing documents =tipulate in principle
pozsiole co-cperative banks involveme-t. The practice of
independent choice of a creditor agency specifically
znvisagad Ln Zhs law "0On the Co-operation in  the USSR” must
d:m»rsc*«;e whiich ventures that take part in  the e:xternal
ezonomic exchange would atiach themselves to this or that

ne

paiir .

cwanwhile, there 1is an opinion that independent
irternztlonzl market entrance by credit agencisas,
cc—upcr411vp= incluvding, demands the borrowing of the
o7 varicus bank operations which, according o

ves, haes besn aczumulated only by Vneshecornombent:
Yu.V.Fonomarev “"The External Aspects of

carke fctivities”, "Money And Credit", Moscow
s Ye absense of rights to make independent
correspondence  agreements with foreign banks, open an
Aazcouni with  them or attract foreign currency investments
actueally consolidates Vnesheconombanlk s monopoly for
cuarrency—-bazed credit operations. At the same time any
system 2% cre2dit  ard currency servicing of FC-s, would

substantially lacrexse credit resources by attracting assets
ot focreign banbs w~hose interest in such activities could be
stimulated by tie international support of co-operative
develogpment 1n the UZER on  the side of the United Naticns
Aand world co-operative maovement, '

¥) Fotertial areas of co-operation between Soviet
produection T2t akives and foreign companies and
srganizaticnz, Including that on & cempensatory basis and
coproedoactios, and  taking into consideration real economic
sitmation ir fLr2 country as well as mutual opportunities,
c2n e iisted 235 ‘ollows:

- egricuvliaral preduction, main.y animal husbandry,
with grad.al increaze and diversification of meat
wrocessings

~ shipskin and fur making, furbearing animals breeding;




— processing of wood, leather, glass wastes and scrap
metals;

- stonecutting;

- construction in the USSR (alr=2ady practised by
foreign contractors);

- computer assembly and software support;

— wmedicine, mainly diagnostics and non-traditional
medical treatment methods;

— wunclaimed technologies. There are many technolegies
in conceptual forms in the USSR. For all the risks in this
business area, it is very effective and could flourish with
the assistance of different foundations, charitables
including.

It should be cleared that many of the above mentioned
potential export-impecrt transactions demand licensing.

CONCLUSIONS AND RECOMENDATIONS.

External economic relations of Soviet co-operatives are
developing in the context of the co-operative movement in
general and reflects all difficulties and problems which
accompany new phenomena of the country’s economic life.
These problems include the unpreparedness of the legal basis
and necescsity for its continuous modification which hinders
the establicshmant of a stable legal environment; the
unilateral dependence on the state agencies whose e:ecutives
while guarding state interests are often prejudiced in
dealiing with co-operative problems; the lack of raw
materials and especially modern equipment for manufacturing
cf competitive products; insufficient wewconomic training and
information on the specifics of external markets, the
uncertainty on issues of external operations crediting,
currency accounts usage, etc.

In the process of development and implementation of
vArious reasures for the progress in production
ro—aperatives’ external economic activities the following
assumptions sheould be made.

Firgt, cuv-operative entrance of foreign markets will
contribute to increasing the country’s irnvolvement in the
internatioral manufacturing divieion, d:versifying of

collaboration foirms and growth of the number of foreign
partners among small and medium business companies.

Second, the production co-operatives®™ meirchandise is an
edditional export resource and its sales abroad will be
favourable for the country’s finance.

Third, exite-nzl economic relations are a powerful
factor for tho improvement of production co-operatives’
produciion base and their members’ social status.

Taking &l this into consideration, the following
measur2s for the development of the Soviet production
co-operatives’ external economic relations appear advisable:

- the organization of information and advisory services
emphasising sludies of 1legal principles of external trade
angd co-operation, foreign markets situation, economics and
methods of {ureign trade. The provision of these
opportunities Ly specialized <etate ajencies (e.g., the
Ministry of External Economic Relations, the USSR Chamber of
Cemnerce and Jndustry, bhigher education institutes and
academies) should be accompanied by the involvement of
foreign specieliists and agencies, probably within the
international cn-operative movement support programs;




-9 -

- the establishment of wide-range contacts with
international and Soviet co-operative unions and
associations, small and medium business associatiions,
holding symposiums and meetings dedicated to solving of
Cc »-aperative movement problems in general and special issues
of international economic co-operation;

— establishing of external trade firms and associations
on co-operative basis which would help to rationalize the
costs of external activities by inviting the best experts,
reducing the costs of financial and other operations,
transportation to ports of departure, etc., provide better
opportunities for mutual assistance in exports of goods and
services, accumulation of essential export resources, etc.;

-~ wusage of international support programs to study the
opportunities for export-import operations servicing and
hard currency crediting while attracting foreign financial
institutions, co-operative including;

- inclusion of external economic activities into
internaticnal and national research programs on the
co-operative movement as a specific analysis aspect. Such
studies could be held on a continuous basis by UNIDO and
UNCTAD forces accompanied by invited foreign exper‘s in the
area of industrial development and external economic
relations.






