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. The benefits which the satellites gain from the hiring of such
Soviet "services" probably varies from counhtry to country, and also ac-
cording to the type of service in question.

At one extreme, Soviet industry is undoubtedly more advameed
than that of Albania, and Soviet engineers can therefore make a contri~-
bution to Albanian economic development; at the other extreme, it is
doubtful whether Czechoslovak or East German industry greatly benefits
fram the application of Soviet engineering methods. Likewise, consider-
ing administrative rather than engineering services, Albania or Bulgaria
might benefit from the use of relatively developed Soviet accounting
and statistical services, while the advice vhich the Soviet Union might
give to a satellite govermment wishing to increase the efficieney of its
police force might be considered as less of a social blessing.

Capital movements and transfers

Capital movements and transfers within the Soviet bloc arise
in connection with reparations, with the operations of Soviet economic
interests in the satellites, and with international loans.

Reparations have been paid the USSR by East Germany, Rumania
and Hungary under the terms of the armistice and peace treaties. Hun=—
garian reparations were completed in Januvary 1953; East German repara-
tions will end at the end of 1953. No announcement has been madc con-
cerning the end of Rumanian reparations (which were to have been com-
pleted, under the terms of the peace treaty of 1947, at the end of 1952),
but it is likely that they will probably be completed in the next year
or so. Under somewhat similar conditions, Poland and DBulgaria have been
paying the USSR from current output to compensate the USSR for its claims
on former German assets located within the territories of these countriess

Reparations payments are made in kind, and are credited to spe-
cial accountse They amount to a planned export surplus by the paying
country. During the postwar period, the USSR at various times has either
reduced total outstanding reparations obligations, or has permitted
changes in scheduled payments. Of these instances, the most notable
was the termination of East German reparations, announced in August 1953.
Such changes would presumably affect the size of the export surplus of
the particular satellite  with the USSR, and therefore would affect the
internal balance of the satellite economy, and in particular its budget
positione.

The terms of the reparations clauses in the peace treaties
are similar to those in ordinary bloc trade; in that the reparations are
valued at a set of prices differing from the internal prices in existence
either in the USSR or the satellite. The peace treaties provided for
payments équal to stipulated values of goods in 1938 dollar prices, sub-
ject to various corrective factors which are presumably the object of
Soviet manipulations The "1938 dollar" of the peace treaties may be
considered as an equivalent to the clearing ruble in bilateral trade
agreements, and it is probable that after rubles came to be used as the
clearing unit of account the reparations accounts were similarly revalued.
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The reparations accounts provide the USSR with an important
means of controlling satellite economies, since the USSR can control
their commodity composition as well as the clearing unit prices at which
they are valuede In this way it'can influence the channels of develop-
ment of the individual countries. Finland, although not a Soviet bloc
country, is an example of the consequences of Soviet control in this
respect, since the Finns have developed a large machimery industry in
the postwar' period solely for the purpose of meeting Soviet reparations
obligationss Since this industry is not competitive in world markets,
it can exist only on the basis of Soviet orders. The rapid postwar
development of the Czechoslovak and East German machinery industries
are probably analogous to the Finnish case.

Soviet property in the satellites consists' of joint corpora-
tions owned by the USSR and the satellite government, They consisted
originally of German assets in Hungary, Rumania and Bulgaria which the
USSR claimed under the armistice and peace terms. These corporations
are in fact dominated by the USSR, for although their boards consist
of equal mumbers of Soviet and satellite citizens, the gneral manager,
who makes all operational decisions, is a Soviet citizen.‘}/ In Rumania,
virtually all of the oil, metal and machinery industries are operated
by joint corporations; in Hungary oil, aluminum and other industries are
similarly organized. In East Germany, 132 so-called "SAG" corporations
were set up by the USSR in 1947. These differ from the joint corpora~
tions in that they are apparently entirely Soviet property, but their
functions are basically similar to the joint corporations.

The corporations are important instruments of Soviet control
in that they constitute important elements in the economic activity of
the satellites which are subject to direct Soviet decisions and policy;
to this extent they limit directly the ability of the satellite govern=-
ments to make independent economic planse The output of the corporations,
insofar as it is exported, enters into the clearing agreements on the
same basis as the output of domestic satellite enterprises. The portion
of the profits accruing to the USSR, however, may be transferred to the
USSR, presumably by providing for an export surplus by the satellite in
its bilateral accounts with the USSR,

Credit transactions = Several types of credit arrangements
exist within the bloce. Under the trade agreements, swing credits are
set up by the central banks of the various countriesy and an' automatic
credit is granted within limits established in the agreement. As noted
above, these credits are supposc ' to be repaid within the calendar year,
since current payments are supposed to balance bilaterally.

A second type of credit is a short-term inBerwgoernmental loan.
These reflect a failure to balance trade within a given calendar year,
as provided in the trade agreements, and are apparently supposed to be
liquidated within a year or two. The third type is a medium-term inter-

;/ See, for example, Hungary: a Acase Study of Soviet Economic Imperialism,
bty Howard J. Hilton, Jr., State Department Bulletin, August 27, 1951
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governmental loan (5 to 10 years) for the purpose of purchasing spe-
cified unite of capital equipment. The most publicized loans of this

type were made by the USSR to Poland (in 1948) and to China (in 1950)

for financing development projects. Czechoslovakia is the only country
other than the USSR to have made such loans. All of the satellites

except Hungary';/ have borrowed from the USSR on either a short-or medium-
?erm basiss The loans are ‘ordinarily repayable in commodities and not

in gold or foreign exchange. 2/ They thus fit in with the presumption -
that there is generally no transferability of currency within the bloc.

In the case of the long-term loans, it is sometimes specified in the agree-
rent that at least part of the output of the completed plants will be
exported to the USCR until repayment has been completed.

Financial controls - The principal financial control whichthe

SR can exert over the satellites (apart from its control over its loans
to them) is its ability to control the terms'of trade by manipulating
the ruble prices in the bilateral agreements. By raising the ruble
prices of its exports, it can reduce the amount of goods which it deliv-
ers to any satellite relative to the amount it receives from them. The
satellites are hardly in a position to retaliate. In fact, two of the
victims in satellite "purge trials" (Kostov in Bulgaria and Loebl in
Czechoslovakia) were convicted in part because they had attempted to
bargain with the USSR on prices in the bilateral agreements.

The exchange rate has only a minor role in economic relations
among bloc members. Only the expenses of official missions are directly
affected by changes in the exchange rate. The function of the exchange
rate in the Soviet-type economy, as has been pointed out in an earlier
paper in this Review, 3/ is largely to determine the internal monetary
consequences of a particular trade program and not to affect the trade
program itself. Consequently, it may be supposed that Soviet interest
in the exchange rates of the satellites is marginal.

Conclusions

The foregoing discussion has emphasized the bilateral nature
of relations among members of the bloc, which is assoclated with the ab-
sence of a system of uniform prices in tradee Given this lack of a uni=-
fied price system, there must be non-transferability of currency if goods
are to move in channels desired by the bloc authorities. Capital move-
ments, where they exist, are narrowly identified with particular move=-
ments of specified lists of goodse. Given the absence of an international
market, it is not possible to determine from a study of trading methods
how a country in the Soviet bloc decides how much it wants to import or
how much it can export. Lven on the extreme assumption that all trade
is planned by the USSR, it is not possible to determine how the USSR

1/ Cheklin, and Korolenko, op.cit.
2/ Shkarenkov, opscit.
3/ The Exchange Rate in Soviet-Type Economies, March 2, 1953.
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es what or how many goods should move between any two countrles.

5 are fixed by administrative procedure, and arparently have no
~ direct connection with the amount of trade movn.ng between any pair of
- countries. It follows, then, that if there is any explanatlon of the
process whereby a country's "need" to import or export is to be deter~-
d, it must be related.to the corresponding internal planning prob-«
lem: how much of any particular commodity does a country "need!"?
Analysis of international trade, like analysis of the internal economy
of a Soviet~type country must be based upon the operation of a plann:.ng
system independent of a market mechanism.
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