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CMEA have compelled the member coun-
tries to pay much more attention than
hitherto to the demand side of the fuels
and minerals equation with a view to re-
ducing the rate of growth of demand, in
contrast to the one-sided supply-oriented
approach of earlier times. The anticipated
volume of raw materials and energy im-
ports from the developing countries will
depend to a significant extent on the suc-
cess of raw materials and energy policy in
holding down the rate of increase in con-
sumption and on the growth rate of the
CMEA economies. Given the current situ-
ation in the majority of the European
CMEA-countries (industrial structure, lev-
el of technological development, manage-
ment system, etc.), a persistent and signif-
icant reduction of the inputs of energy
and mineral commodities per unit of na-
tional income, sufficient to offset the rel-
atively slower expansion of intra-CMEA
supplies, looks improbable. However, if
the policy efforts directed at moderating
the rate of increase in demand — with ap-
propriate structural, technological and
management system changes — prove suc-
cessful, the CMEA countries will need to
import a relatively smaller volume of raw
materials and energy from the developing
countries. The comparatively substantial
slowdown in the economic growth rate of
the CMEA countries will also act in this
direction in the eighties. The demand for
energy and mineral commodities will con-
tinue to grow comparatively rapidly in
the European CMEA countries, faster
than in the world at large.

Possibilities of mineral supplies
from CMEA sources

The energy and minerals situation within
the European CMEA had become more
complicated by the early 1980s. The costs
to the net importers of their purchases of
these commodities from the other CMEA
member countries had greatly increased,
and it had become more difficult to ex-
pand imports within the traditional frame-
work of trade arrangements. Maintaining
basic fuels and minerals supplies at cur-
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rent levels faces harder conditions after
1980, including compensation by “hard”
commodities (goods readily marketable
on the world market) and the increasingly
”hardening” conditions of ensuring deliv-
eries of any incremental amounts. The
Soviet Union as the main supplier of ener-
gy, fuels and minerals to the other Euro-
pean CMEA countries perceives a capital
availability (internal accumulation) limit
as the principal obstacle to expanding its
deliveries of those commodities, and
makes the expansion of its exports con-
tingent — within limits — upon the re-
moval or mitigation of this obstacle. The
Soviet Union accordingly requests the
other member countries to help solve its
investment problems connected with an
export-orientated expansion of its mining
capabilities.

Our individual commodity-based case
studies'® project further difficulties in
raw-material and energy imports from
CMEA sources until 2000. The general
CMEA-level shortage of these commodi-
ties will further increase, and they will be-
come even harder commodities. The quan-
titative limits to imports from CMEA
sources will make themselves felt more
vigorously than before, the cost advan-
tages of these imports relative to non-
socialist imports and to the development
of domestic mining will, in general, sub-
stantially diminish, and in certain cases
even discontinue.'® The increasing diffi-
culties of CMEA-based imports are basic-
ally connected with the specific develop-
ment problems of Soviet mineral mining
and with the inadequacies of CMEA min-
eral co-operation.

Fall in growth rate of Soviet exports

The growth rates of several branches of
Soviet extractive industry are likely to
diminish during the period until 2000,
which in turn will, in most cases, con-
strain the expansion rate of exports, too.
For two opposite cases, the oil and natu-
ral gas, see Tables S and 6. The fall in the
growth rate of Soviet raw-material and

energy exports to CMEA countries is due
to the following major factors:

e The shift to Trans-Ural regions of the
centres of production of the basic sectors
of the Soviet extractive industry will
speed up in the period under review, with
a steep rise in marginal production costs.
This will require an immense need for
development capital, which the country,
relying on own resources at a time of re-
latively moderate increase in national in-
come, can hardly be exported to meet.
Reliance on foreign loans may be substan-
tial in relation to several developed mar-
ket-economy countries, but in relation to
the other CMEA countries, especially in a
situation when the intra-CMEA terms of
trade will presumably change in the fu-
ture in favour of the Soviet Union and,
consequently, a substantial need for con-
solidation credits will arise in the net re-
source importing countries, may hardly
mitigate, to any appreciable extent, the
accumulation burdens of the Soviet Union.
As a result, the export-oriented expansion
of Soviet mineral mining is likely to en-
counter the constraint of limited develop-
ment capital in the period under review.

e In certain cases, e g petroleum, the ex-
pansion of exports is also limited by re-
serve availability problems.

e The technological problems of mineral
mining confronting more and more diffi-
cult geological and climatic circumstances.
e Increasing bottlenecks in transporting
raw materials and energy owing to the
shift towards east of the geographical cen-
tre of extraction.

e The Soviet Union — in most cases — is
likely to maintain in its resource exports
the proportions established in the 1970s
between the Eastern European CMEA
countries and the developed market-econ-
omy countries, and over the long term
will probably not expand its exports to
CMEA countries to the deteriment of its
non-socialist exports. Paralell with a shift
towards Eastern regions of the extractive,
and partly of the manufacturingindustry,
an upswing is expected in the ”Eastern™
trade of the Soviet Union, that is, a dy-
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namic expansion of its raw-material and
energy exports to Japan, South-East Asia
and possibly North America. This may in-
fluence the country’s export capabilities
vis-a-vis the European countries and even

the internal supply in the European part
of the country.

e In view of the falling growth rate of
raw material and energy production, the
trade-off between preferring exports and

Table 5

A projected development of Soviet oil production consumption and ex-

ports
(Mt)

Production
Consumption
Exports
Exports to Eastern Europe?

Exports to Western Europe?

Notes:
1

2

Source:

1973 1980 1990!
432 602 645
328 443 513
117 160 132
55 70 80

(47 %) (44 %) (61%)
48 66 25

(41 %) (41 %) (19%)

Estimate of the secretariat of Economic Commission for Europe.
Figures in brackets represent share in total exports.

The Energy Economy of Europe and North America.
Prospects for 1990, Economic Bulletin for Europe, The Journal of the United Nations
Economic Commission for Europe, June 1981, Pergamon Press, Oxford, p 233.

Table 6

A projected development of Soviet natural gas production,

consumption and exports
(EJ = 108 joule)

Production
Consumption
Exports
Exports to Eastern Europe?

Exports to Western Europe?

Notes:
1

2

Source:

1973 1980 1990!
8.3 15.3 264
8.5 137 222
0.3 1.8 4.5
0.2 0.8 1.6

(67 %) (44 %) (36 %)
0.1 1.0 2.9
(33 %) (56 %) (64 %)

Estimate of the secretariat of Economic Commission for Europe.
Figures in brackets represent share in total exports.

The Energy Economy of Europe and North America, op cit, p 167.
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satisfying the relatively dynamically ex-
panding domestic needs will probably be
even more pronounced. In an economy
with high specific raw material and ener-
gy consumption, the artificial reduction
of (or the costly substitution for) domes-
tic use in the interest of exports may in-
volve serious growth-impeding effects.
Hence, the country can, in the years
ahead, probably give priority to exports
only at the expense of domestic econom-
ic sacrifices greater than those exper-
ienced in the past. Therefore, export pri-
ority is likely to subside in areas where
the above problems appear to be most
pronounced.

e A deepening of integration in the ex-
tractive industry is unlikely to take place
within the CMEA in the period under re-
view to such an extent that it could make
intra-CMEA resource flows significantly
more dynamic. The implementation of a
long term raw material and energy target
program seems to be constrained by in-
sufficient financial resources for joint co-
operation projects. A massive reliance on
non-CMEA financial resources would re-
sult in an inadmissibly large increase in in-
debtedness, and therefore this alternative
may be excluded. In addition, the energy
target programme is nuclear power-cen-
tered and did not envisage any major co-
operation in the satsisfaction of the de-
mand for petroleum and natural gas.

Possibilities of resource supplies
from developing countries

From what has been discussed in the pre-
vious section one may draw that conclu-
sion that the faster the increase in the
supply costs of raw materials and energy
imported from CMEA sources, ceteris
paribus, the higher the relative profitabili-
ty of imports from altemative sources.
Our projections indicate that in the case
of several major fuels and minerals a
rise in the share of non-socialist countries
(mainly developing countries) in meeting
of East European import needs would be-
come inevitable in the period until 2000.
This applies to petroleum, natural gas,
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iron ore, phosphate rock and coal.!” The
forecast for CMEA imports of raw mate-
rials and energy from developing coun-
tries in 1990 has been prepared in two va-
riants:

e Assuming that the efforts for demand
management and improved conservation
performance will not produce the desired
results.

e Assuming that the efforts to moderate
the increase in demand will prove success-
ful, the growth rate of raw materials and
energy consumption will slow down con-
siderably and there will be a marked im-
provement in specific input use.

The need and means for improving
the mechanisms of East-South
cooperation

The need for a certain degree of extrover-
sion in the fuels and minerals supplies of
the European CMEA countries requires a
broadening of scope and a modernization
of the mechanism of cooperation in the
raw materials sector. In most of the Euro-
pean CMEA countries, however, a great
deal of incertitude still prevails concern-
ing the ways and means of fuels and min-
erals procurement from the developing
countries.

Long-term supply deals

If the mineral imports is to grow substan-
tially as expected, then one-off, short-
term commercial deals will prove less and
less suitable for handling the increased
turnover. The aim being to trade quanti-
ties that cannot be regarded as marginal
any more, short-term straight commercial
deals would not only hamper import pur-
chase at times, in function of the market
situation prevailing, but the CMEA coun-
tries in the aggregate would thus come to
exert rather a strong market-modifying
influence, amplifying price fluctuations
strong enough as it is on world commod-
ity markets.

Every essential factor militates for the
European CMEA countries to organize
their procurement of fuels and minerals
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from the developing countries on a stable
long-term basis to the maximum possible
extent. Given the fluctuations of the fuels
and minerals markets, this type of coop-
eration may provide adequate economic
security to both the buyer and the seller.
This approach necessitates the establish-
ing of closer ties between importers and
exporters. In this respect, it is indicated
to build upon the favourable experience
accumulated in several European CMEA
countries and developing countries in the
course of implementing compensation
deals, long-term supply arrangements and
joint ventures.

Cooperation in production and marketing

Fuels and minerals contacts between the
European CMEA countries on the one
hand and the developing countries on the
other must extend to a much greater de-
gree than heretofore to direct coopera-
tion in technology, production, process-
ing and marketing. It is necessary to rely,
more broadly than heretofore, upon such
closer forms of cooperation in production
as compensation deals, joint ventures, in-
ternational consortia, service contracts,
etc.

Over and above creating long-term
foundations for raw materials supplies,
the more sophisticated forms of coopera-
tion in production tend to prove benefi-
cial to both parties, especially in those
cases where the project constituting the
object of cooperation is capable to pro-
duce a commodity at a total cost lower
than the world market price. Whether this
is in fact possible depends, to a not insig-
nificant extent, on how far the economic
management mechanism of the develop-
ing country and a number of other fea-
tures of its public sector permit the or-
ganization of joint production under the
sign of maximum rationality. Experience
has revealed that the weaknesses of the
management mechanism within the state
sectors of the developing countries may
occasionally hamper the normal running
of cooperation ventures involving one or

more CMEA partners. A more steadfast
and rational management order in the
state sector would make direct produc-
tion cooperation in the minerals and fuels
sector with the public companies of the
developed countries more attractive to
the enterprises of the European CMEA
countries.

Obstacles to East-South
cooperation

CMEA trade organizations

Difficulties might arise on the side of the
European CMEA countries, too. The com-
panies of the CMEA countries are usually
geared to the internal economic life of
those countries, operating under a set of
premises which very often do not regard
risk as an essential element in business
calculations. The predominant type of
economic organization in the CMEA coun-
tries is introverted, with no great ability
or willingness for direct ventures on for-
eign markets, whereas the operation of
the specialized foreign trade organizations
is largely confined to straight traditional
commercial deals of buying and selling.
There are therefore comparatively few
economic organizations in the CMEA
countries which would be capable of pur-
poseful and efficient action over and above
the sphere of straight commercial deals,
on the theatre of the non-socialist part of
the world economy.'®

In view of the above, it appears neces-
sary to set up mechanisms and organiza-
tions, including authorization to extend
credit and guarantees which would permit
the individual CMEA countries’ enter-
prises to undertake in the mineral sector
of the developing countries business ven-
tures requiring greater quantities of fi-
nance and would involve a greater risk
than is usual within the socialist econo-
mies.

Transnational monopolies control of
deposits

In the area of cooperation in the minerals
and fuels sector between the developing
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products as against the direct export of
primary commodities, therefore it may
appear, indispensable, from the point of
view of ensuring raw-material supplies, to
join in the establishment of appropriate
manufacturing activities in a suitable
form of co-operation. Intentions to co-
operate in the mining sector alone will in
the future, even more than at present, en-
counter the reluctance of the developing
countries. Avoiding the conflicts of inter-
est that might emerge in this context is in
the common interest of both the develop-
ing and the CMEA countries.

Even though a substantial share of the
economic and technical assistance by the
European CMEA countries goes into the
development of fuels and minerals pro-
cessing industries in the developing coun-
tries, the share of imports of semi-finished
goods from the developing countries into
the European CMEA countries is margi-
nal. In 1980 only 1.2 per cent in value
terms of the total iron and steel imports
of the European CMEA countries origi-
nated from the Third World (in 1970 it
was also 1.2 per cent); in contrast, the
share of the developed market-economy
countries was rather high at 55.6 per cent
(in 1970, 30.7 per cent). This wide gap is
but partly explained by the differences in
quality and product range between these
two sources of imports. The share of pro-
ducts originating from the developing
countries was relatively low (10.6 per
cent) also in the European CMEA coun-
tries’ overall imports of non-ferrous met-
als, although the picture is distorted some-
what there by the role of intermediaries.
In this case, however, the share of the
Third World increased from 4.4 per cent
in 1970. The developing countries’ share
is extremely low also in the imports of
chemicals (2.5 per cent in 1970 and 1.4
per cent in 1980) as the developed mar-
ket economies dominate the import pic-
ture (45.2 per cent in 1970 and 63.6 per
cent in 1980).*°

It is desirable and possible to modify
in future these proportions in favour of
the developing countries. This requires
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the setting up and the massive develop-
ment of a complex verically-oriented sys-
tem of cooperation which would contrib-
ute to the satisfaction of the European
CMEA countries’ growing needs in mate-
rials and semis in such a way as to pro-
mote at the same time also the complex
development of minerals processing in-
dustries in the developing countries in-
volved, thereby enhancing the motivation
of those countries in resource coopera-
tion. Complex programmes of coopera-
tion covering the entire chain from min-
ing to processing and manufacturing can
be built on a safe marketing base if part
of the output is earmarked for satisfying
the demand of the CMEA countries. The
success and efficiency of the complex ver-
tically-oriented programmes depends es-
sentially on the multilateral participation
of the CMEA countries and on their co-
operation in the realization of these prog-
rammes. Under such programmes, it would
be possible to organize trilateral coopera-
tion schemes based on participation by
one or more economic organization of
the developing, developed market-econ-
omy and CMEA countries. In such a way,
the extremely low percentage (less than
3 per cent) of mining ventures among the
current number of trilateral cooperation
projects could be increased.?® Experience
has shown that the scope of optimization
inherent in the most reasonable combina-
tion of the inputs of the cooperating part-
ners (labour, technology, capital, manage-
ment, marketing, R and D, etc) can be ex-
ploited the most efficiently in complex
and large-scale projects.

Elimination of intermediaries

A more direct cooperation in the fuel
and minerals sector between the develop-
ing and the European CMEA countries
would be served also by the confinement
or elimination of intermediaries, who in
many cases play an important role even
today. Even though in recent years indi-
rect trade flows through intermediaries
have exhibited a declining trend, imports

through middlemen may make up as
much as 15 to 20 per cent of total im-
ports, e g, in the Latin American imports
of Czechoslovakia and Hungary.?! Trade
by intermediaries is especially extensive
in non-ferrous metals (tin, copper, etc).
The interests of the developing countries
coincide with those of the CMEA coun-
tries in the strengthening of direct ties, in
the exclusion of intermediaries. At pres-
ent, intermediaries may remain in busi-
ness because, in some cases, they offer
more favourable terms of price and deliv-
ery than the original exporters.

The transportation issue

In the context of expanding cooperation
in the fuels and minerals sector between
the developing and the European CMEA
countries, and of the enhanced geograph-
ic diversification of the CMEA member
countries’ procurement of fuels and min-
erals, the issue of sea and land freight
handling capacities and of the portuary
capabilities of both the developing and
the European CMEA partners arises as a
problem of increasing importance.’?> A
vigorous collective effort by the Europe-
an CMEA countries will be needed to
avoid a situation where transportation in-
frastructure may become a limiting factor
of cooperation with the developing coun-
tries. As shown by the experience gained
in numerous concrete ventures, the devel-
opment of transportation infrastructure
promoting both local processing and ex-
ports must be an organic constituent of
every programme of cooperation in the
mining sphere. The ports of the European
CMEA countries which receive the raw
materials from the developing countries
as bulk goods are currently operating at
or beyond the extreme limits of their ca-
pabilities in the majority of cases, and
their technological sophistication also
leaves a great deal to be desired. At pres-
ent few ports within the European CMEA
are equipped to handle the giant freight
vessels, which would render it poss-
ible to purchase bulk goods at reasonable
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A control station on the CMEA gas net-
work.

time also the raw materials processing in
the developing countries. The socialist
countries should seriously consider some
rational reorentation of their semi-manu-
factured goods imports from the devel-
oped market economies, which at present
play a dominant role in the overall CMEA
imports of these products, towards the
developing countries. It should also be ta-
ken into account that the prospective ex-
pansion of cooperation in raw materials
between the two groups of countries pre-
supposes a substantial expansion and mod-
emization of transportation infrastruc-
ture in both the developing and the Euro-
pean CMEA countries.
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