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sources. Such coefficients must be computed on a plant-by-plant basis,
because of technological differences in the plants. Moreover, great care
must be taken to prevent undesired substitutions of one material for
others and to avoid undesired inventory changes. It is clear, therefore,
t?at although the basis for planning the movement of goods in interna—
tional trade exists in the materials supply system, in practice a number

of important techhical obstacles to the smooth operation of the system
continue to operate.

By the end of 1950, however, the introduction of materials bal-
ance planning was sufficiently advanced for Soviet economists to speak
of intrabloc economic relations in a new tone, asserting that a "division
of labor" existed among the Soviet bloc countries 1/ and that the internal
plans of the various countries took into account not merely domestic re-
quirements, but also the needs of foreign countries. 2/

The impact of allocations plans on bloc trading methods

During the early period after the consolidation of communist
power in the satellites, these countries imitated the USSR in vesting
monopoly powers over foreign transactions in a Ministry of Foreign Trade,
and in creating specialized corporations, the stock of which was entirely
owned by the Ministry, for the purpose of trading in particular commodi-
ties or with particular areas.

This system of trade was useful in trading outside of the Soviet
bloc, since these corporations could operate abroad as legal entities,
and could appear in foreign legal proceedings without violating the laws
relating to suits against governments. However, the use of such corpora-
tions in trade between Soviet bloc countries seems to be unduly cumbrous,
particularly when a system of international allocations has been set Upe
If corporations conduct intrabloc trade, then goods in this trade must
pass through the hands of 1) the producer in the exporting country; 2) the
vholesaler in the exporting country; 3) the foreign trade corporation
of the exporting country; L) the foreign trade corporation of the importing
country; 5) the wholesaler of the importing country; and 6) the final pur-
chaser in the lmporting country. Given an effective system of trade and
payments, the third and fourth steps in this chain would not appear nec essary.

Several steps have been taken in the past year or two which would
facilitate the abolition of foreign trade corporations in intrabloc trade,
and a number of Soviet statements are sufficiently ambiguous as to suggest
that trade may actually be to some extent conducted directly among whole-
salers. One step has been the establishment of payments procedures for
goods moving in international trade which does not differ in any important
respect from that used in domestic paymentse This means that the "exporter"

1/ Paromov, Formy i metody ekonomicheskogo sotrudnichestvo SSSR i stran
~ narodnoi demokratii, Voprosy Ekonomiki, No. 12, 1950.

2/ Dudinski, Novy tip mezhdunarodnykh ekonomicheskikh otnoshenii, Bol~
~  shevik, No. 22, 1951.
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(who could equally well be a foreigh trade corporation, a wholesaler, or
a producing enterprise) draws a draft on the "importer" (who could also

be a foreign trade corporation, wholesaler, or producing enterprise)

and deposits it in his bank, receiving an advance against it just as if

he were dealing with a domestic enterprise. 1/

In addition, agreements have been reached on standard ship—
ping rates on all trade within the bloc, g/ and on standard terms for
contracts in international trades 3/ Finally, there is evidence of
standardization of prices used in the bilateral agreements, so that a
single price would be used by exporters, regardless of the importing
country. Q/ This last provision would make it possible for exporters
to make out drafts directly, in clearing rubles, without the foreign
trade corporation having to participate.

There is a certain amount of oblique evidence as to the possi-
bility that the role of foreigh trade corporations is declining. The
list of Polish foreign trade corporations, for example, suggests that
in many of the commodities called "materials" in Soviet bloc usage,
the trading corporation is actually the same as the domestic wholesalere
Finally, a Soviet book reviewer 5/ has pointed out that a monopoly over
foreign trade (which is an article of faith in Marxist dogma) does not
necessarily require that all transactions be carried out through the
Ministry of Foreign Trade. It is sufficient that foreign trade be sub-
ordinated to the central planning apparatus.

Limitations on the effectiveness of the allocations system

It has been indicated that the satellite governments have not
been satisfied with the practical workings of the allocations system, de-
spite the fact that the organization of the domestic and distribution
system have been largely converted to the Soviet pattern. In late 1952
and early 1953, a number of satellites have experienced delays inh making

1/ M. Polyakov and V. Trubenkov, Gosbank i mezhdunarodnye denezhnye
raschety SSSR, Finansy i Kredit SSSR, No. 2, 1952; P. I. Petkov,
Mezhdunarodnite Plashchaniya, Finansy i Kredit (Sofiya), No. 3 = L,
1951,

g/ Klochek and Viryasov, Ekonomicheskoe sotrudnichestvo stran lagerya
sotsializma, Vneshnyaya Torgovlya, No. 2, 1952. The agreement was
concluded in November 1951, Petkov (op. cite) says that rates are
quoted in rubles, suggesting that payments for freight are auto-
matically included in the bilateral clearing accounts.

3/ Cheklin and Korolenko, Torgovo~ekonomicheskie dogovory i soglasheniya
SSSR s narodno-demokraticheskimi stranami, Vneshnyaya Torgovlya, No. 11,
1951.

i/ Dudinski, Ukreplenie i ragvitie mirovogo demokraticheskogo rynka,

Voprosy Ekonomiki, No. 6, 1953.

5/ Review of Kalughnaya, Pravovye formy monopolii vneshnei torgovli

"~ SSSR'v ikh istoricheskom razvitii, Vneshnyaya Torgovlya, No. 3,

1952,
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planned export deliveries._}/ These difficulties do not appear to be
the result of actual production declines or a lack of a formal alloca-
tions mechanism, but are to be explained by the operations of the finan—
cial system.

The allocations system can take care of the receipt of materials
by a plant, or of the distribution of the output of a plant.. It cannot,
however, take care of the flow of materials within the plante In parti-
cular, the allocations authorities do not have the opportunity to control
materials once they have reached the plant and been partly processed, or
before they have been completely processed so as to become "finished goods".
In fact, therefore, allocations cannot control the important part of a
plant's inventory consisting of "goods in process®. A plant which wishes
to circumvent the allocations program can manipulate the composition of
its inventories, so as to keep both finished goods and materials inven-
tories small relative to unfinished goods inventories. Since an increase
in inventories resulting from increases in goods in process is considered
as a part of the gross output of the plant, such a policy does nhot inter=
fere with the completion of the output plan,  although it will of course
tehd to hold deliveries below planned levels.

The plant may have an incentive to carry out such a manipula-
tion for various reasons. If the plant anticipates a shortage of a par-—
ticular material, it can hoard it as "unfinished output", while maintaining
purchases at as high a rate as the allocations authorities will permit,
so as to provide a maximum of slack in the event of unforeseen shortages
in deliveries. Similarly, the plant may maintain large inventories of
almost finished goods so that if pressure is placed upon them to increase-
output, they can do so within a short period by finishing these goods,
rather than by actual new productions The "unfinished goods" inventoxy
is thus, from the viewpoint of factory administrations, a form of in-
surance against unexpected shortages and demands by the authorities.

The instrument for preventing such practices is not the alloca~
tions system but the central bank. If the bank considers that a plant
has excessive inventories, it can refuse to extend credit, and the plent,
in order to meet current payment demands will be forced to reduce its in-
ventories. In the USSR such credit restriction has been greatly exparded
and enforced since mid-1948, by means of a campaign to reduce the ratio
of inventories to current output. g/ Such a program aids in the success
of the allocations program by making it difficult for enterprises to fi-
nance inventories of unfinished goods.

l/ "hile the USSR discharges her obligations with accuracy, many (Czech)
supplies of machines, equipment and other products for the USSR lag -
behind schedule." (Kocour, speech of February 28, 1953, cited above.)
Hungarian delays in exports were criticized in Magyar liemzet, December
27, 1952. Rumanian Authorities criticized "breakdowns in the supply
of materials and raw materials", a phenomenon of the same sort, with
donestic users rather than foreign users bearing the brunt of the dif-
ficultiess (Speeches by Constantinescu, Scanteia, November 6, 1952,
and by Stoica, Scanteia, November 25, 1952.) East German exporters
are criticized by Rau in a number of the speeches cited above.

2/ The standard term used in communist literature is "to increase the speed

T of turnover of working capital, i.e. to increase the ratio of outpat

to inventories. NOT FOR PUELICATION
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The banking system of a Soviet-type economy, besides presenting
technical problems to administrators of allocations schemes, has a general
impact which may effect international economic relations within the bloce
This is true because banking operations affect inventories and the money
supply of individual countries, and these in turn may affect their ability
to carry out trade programs.

Increases in bank credit makes it possible for enterprises to
hold more inventories than they otherwise could; it also gives them
greater liquidity, and hence greater purchasing power than they would
otherwise have. As output and income of enterprises rise, there will
be an increase in the amount of inventories and cash which they need to
carry on current transactions, If, however, enterprises have too much
cash, they will tend to hoard inventories rather than release them for
sale; shortages will then appear throughout the economy, since output
cannot rise enough (being normally close to capacity) to counteract the
effects of additional inventory hoarding. These shortages will affect
foreign trade, as exporting agencies will find it difficult to obtain
the goods necessary for export programs, and as enterprises using im=
ported goods will tend to over—order for inventory purposes. In these
circumstances;, an increase in bank credit will tend to create a deficit
in foreign trade transactions, even though the trade plans call for
bilateral balancing of accounts.

In view of the more or less continuous inflation of credit and
money in most of the satellites, it is not surprising that many of these
have had difficulties in completing their export programs. In fact, it
would appear that the obstacles to the establishment of g working inter=
national economic system within the Soviet bloc are not so much a failure
to complete output plans or to increase output; or even a failure to es-
tablish a substitute {or a market mechanism, for both of these problems
are apparently being dealt with within the limits of bloc administrative
efficiency. HRather, the chief obstacle is an absence of internal con-
trols over the operations of the monetary syster, which has led to steady
inflation, and the disruption of international allocations systems which
might otherwise have led to a workable substitute for a market system.
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