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Or. Andrew &.Keonoplyanik,
UBEBR State Planning Commiticse
(GOSPLAN)

To carry out "perestroika" in the econamic aphere, the USER
needs tc make a breakthrough in its preductive farces
development. There are no positive prospects to szolve this
problem without active involvement of Soviet economy into
international divizion of labour. If we stay an the ground of
"econemic independence'” as we did during a lot of previous years
the USSR will be solving this problem across long-long decades
and God knows whether we’ll solve it at last ar not.

Modern international technolrmgies and managerial skille are
of vital impartance far the USSR today. The most effective form
of their win over and utilizaticn are the joint ventures (JV). So
the need in JV is a call of time. But we have a need in them not
only lacking progressive materials and eguipment. From my point
of view, we vitally need them mainly because of their ability to
act as some sort of "inoculation" of industrial culture which .
principally differs from its level reached today in Soviet
country. i
This incculation toc be most effective, we need to determine
correctly all the parameters aof the "injection': sgize, place,
time, etc. In ather words we do need not an injection as it is
trying to create without a system the mare of JV - the better. Us
do need a2 substantiated proaram of their develapment. Ta
materialize this program all the positive experience nesd to be
involved: either from 'modern Western, or from cur domestiec
historical practice.

Up to September 2 of this year 1790 JV has been registersd
in the USSR (Fig.1).

FIGURE 1
Only some 500 of this amount are actually functioning.
Fareign investments totals only some $1.6 billion. JVU°s input teo
Soviet natianal incame, according to some estimates, =zccounted
far only 0.02% in 1989.

Recent Soviet developments in JV legislation are summarized
in Fig.2.

FIGURE 2

Fig.3 shows the mechanism of JV profit-sharing accerding to
current Soviet legislatian.

FIGURE 3

The structure of JV by induetries and arigin is presented in

Fig. 4 - 7.
FIGURE 4
- FIGURE §
FIGURE &
FIGURE 7

Some experte considered that the Government has not vet
worked out nor the concept, nor the strategy of jeint venturing
in the USSR. The industries where JV may be of major importance
has not been marked out yet. And in the process of JV creation
this country has been usually the passive partner.
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Fram my point of viaw, September 89’s decision of Soviet
Govarnment to create first fthree specialized fres economic zones
tin Viborg, Naxhodka and Novgorod) must be considered only as a
carficular ca but not the part of a2 long-term program.

: history we can see at least two periods of active
involvement of foreign capital into economic development of this
count

L.u.'t .t\'"

ihe perind of the firet Russizn industrial revolution
the XIX - beginning of the XX century. The other is
the 'New Economic Policy' (NEP) of 19208 in the
Du;-*roJlU“‘uﬂary Russiag/USSR.

So aur racent activities in JV sphare is ihe third wave
trather weak vaet) of foreign investments in Russia. And it will
be ugetul to summarize in brief some positive experience of the
vt previous periods and to compare these results with current JV
state of development.

]
PRE-REVOLUT IONARY EXPERIENCE

Russia wae "opened” to foreign industrial capital 135 years
ago: tne first HWestern firm - "German Continental Gas Company' -
was permitted 1o ast in this country in 1855. And it is symbolic
that foreign industrial capital has began its operzatiaons in the
Ruseian market through one of the energy branches ~ the sphere of
final =nergy consumpiion.

The cumulative total of foreign invesimente in Russian
industry up to 1913 (excl. investments in credit institutions,
municipal services and trade) i1is estimated with different
variations to mean RRI130C mln that is egqual to some 1/3 of grand-
tatal of industrial investments.

Only a little more than 40% of foreign investments were
spant on formation of their own companies. The rest of the
capital was invested in the shares' of Russian companies.

More than 70% of foreign industrial invesiments were
directed in heavy industries. Such a strong inflow of foreign
capital with such priorities spesded up over and aver the process
af the first Ruesian industrialization. it allowed thie cauntry
to Fall through the “"catton period” of evolution without umdue
delay and to enter the "iron age” of its economic developmant.

Foreign capital acted as a locomotive of industrial
development creating new husinesses. And then it often let
gsrowing in force Russian businessmen have these businesses. Sush
@ scheme was rather typical in those vears.

Moet of the expearte suppose that Rusesian gil industry was
zles created mainly by foreign capital. S4% of total foreign
cnduatrial investments 1n pre-revolutionary Ruseia {(up o 1917Y
rnvested In mining and thne majer part of English industrial
merty was put dirsctly in petroleum proddction.

“u% of Russian oil came from Baku. The rapid grnw;“ o i#
region began when productive technolooy was changed: From di
draw—wells to drilling welle. The news about "oil Eldorado’” in
Baku gave rige to stromng inflow of foreign capital in the Russian
pebtroliedam industry.

The total fixed capital of petroleum companies in Baku in
17158 wae estimaitsd in RBUBT .4 aln  and RbI3C min of this or 27%
nae hesn cumtrc? gd by "Brothers Nobel Company”. Another maior
company was Dazwuian-Black Sza’s (il Production and Trade
Company™” of Rotsghizlds. And mayvhe the only reprasentative of
Russizn oil business of that size was Mantasshev’s company hut i
is difficult tu say for surs hows pure (without foreign capital)
wan 1tse genesis. EQQM
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in 1890 these three companies acocoguntes:l ror S0y sr total
Batliu oil export., Specialists supposs that this figure can he
tzken 3s an indicator of their role in total petroclzum industry.

Thare 12 & leot of countries which economic development witt
the help of foreign capital was based anly on exporit of some few
raw materials, needed in financial mother—-country, and on impor
fraom the latter the broad range of processed goods.

Ecornomic history of pre-ravolutionary Russia doesz not prov -
apprehensions of that kind. Such & suspicion can appesar first of
all in cennecticn with mining companies’s activities, bBut they
accounted only for 1/3 of all foreign inveetments in Ruseia’s
ecanomy. So, with the help of foreign capital the Tzars Russia
did nct becaome "banana republic” or, more accurate. “hanana
empire' . '

Export of capital in Russia waes not usually aimed or miric
industries development in corder to supply staies—investors with
raw materials. Thus, oil production 1n Russia was adju sted by
Nobel and Rotshield. To the beginning of the XX century this
cauntry won the first place in world petroleum production: 2.4
mln tannes wase produced in Baku in 1900 or S50:46% of worid total.
But crude petroleum practically was not exported Ffrom this
country. Almost ail its velume, produced in Baku, waz refined or
local plants and only less than 5% was transported from Baikzu to
Empire in the form of crude. Mainly products of “deep” refining
(from those time point of view) were sent for export. The main
export item was kerosene (80%), lubricante accountzd for soms 5%
and nor maore than S5% was the portion of other products

Need to be indicated that only excessive part =of production
was exported, i.e. that could not bz sold on domestic market. AL
the beginning of the XX century such partian of produsction in
Russia accounted for 12-14% (faor comparison: in America at that
time such a portion nearly reached S50%).

And the last for this topic. Foreign companies were not in a
hurry ta transfer their praofiias back im Eurape. Intensive
industrial development of this country and high preofitability of
foreign enterpriees {(average rate of return on foreign
investments for the period 1887-1913 was egual 12.9%) made it
preferable to reinvest the profits back in Russia.

2]

POBT-REVOLUTIONARY EXPERIENCE ("NEW ECONOMIC POLIGY™)

Just at the beginning of 1918 during the talk with American
representative 1n Russia Colonel Rehins, V.Il.lLenirn offered
concessions ta faoreign capital. First formal proposals of
concessianes were dnade on May 14, 1918 to the USA and an Mayvy 15,
1918 to Germany. _

On November 23, 1920 Russian Government approved Resclution
N 138 on general ecanaomic and legal conditions of concessione

"Oecree on Concessione’ ). To concessions were offered: avraws
=3

o

amd rich forest areas in liestern Siberia and in the narth of
Eurcpean part of Russiz; coal and iron ore deposite of Siberi
areas for tractor ploughing (food-conceessicns) in the socuth-=
of Republic (Fig. 8 - 10).
FIGURE 8
FIGURE 9
FIGURE 10
The practical forms af foreign capital involvement in the
UBGR ecarnomy were of 3 traditicnal types:
(1) concessione <so-called "pure" concessianzi,
(2) joint companies.
(3) purchasing by foreigners the shares of Saviet
enterprises. 20%
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Thae Tirst fwe of them were the most widsly distributed. Thaz
wae the srincipal difference from the pre-revoluticnary period
when the third form was of the most prevalience. The main causs of
that difference consisted in the foreign businssemen’s disbelief
: Rl

iciency of the socialist principles of management. They
ing to stay in the distance from being involwved in it in

t i why th2 most popular form of capital investing
businessmen during the MNEP-period was a "“pure”
CONCeEsS31on.

Among potentially concession objecsts the snergy sphere was
ef prior attention. Thus, very few people do reslly know that out
of Rel7 bln of inveeiments envisaged in the GOELRO-plan (that was
the plan of Ruseiza’s slectrificatiocn and its productive forces
development) Rbd bln or 35% of the total wWee projectsd to
mobilize ashroad in ths form of long-term credits and concessions.

Concuasicns were the form of dirsct investments that a3l lowsd
foreign firms to stay mostly indesendent in their current
activities and routine operasticons. But while striking a
concession agresment the Government kept for himsslf the
poesiblilifties to inTluence on decigionse in the strategic sphere
af economiec policy of concessicn snterprises or leng-term
activities.

Concesecion agreement in Soviet Russis was & lsasing-tvie
traaty. R Toreigner-concessionaire could lsase some state
property (parcels, roads, minggk Tields, buildings, eguipmant,
gtc.! to organize at his cwn cost production of some goods. Hhen
the pericd of agreement =2nds all the Tixsd capital of concession
had to be transferred without any repayments to the Covernment.

_ To the Soviet country the pure concession form of foreign
investmanis possessed some additicnal advantagss over two octher
forms.

For one thing, pure concession of Russian—-typs, unlike jeipt
companies, did not oreate for foreigners the right of ownership |
singe 2 concession enterprise considersed to be state property
grantsd on leass.

Secondly, conceseion form needed no spending of the very
scanty then states capital to pay Tor the Soviet part of Jaint
comoany. 1nat allowsd the Government to invest the capital, saved
by the use of conceseions instead of JV, in the creation of such
oriocrity productions,; in which foreign capital was not allowsd or
wag nct interested to participats.

The form of joinit companias gave no additional wmrivilegss to
the Government nor in the form of reglamentation of foreign
participant’s activities, nor in the form of increasing State’s
partion in profit-sharing comparing with pure concession.

Whnen I analyzed ths terms of concessians gffered by the
Government of SBoviet Russia {(and aftzr 1922 - by ths Governmant
nf the UBEBR) to forsign capital, from the one hand; with the
recent types of working agreements hetween foreign companies and
Mast ceuntries, from the other hand {(see Fig.l1l1), I came to the
canclueion that thoss tyvees of agrezements that were striking by
thne Soviet country in the 192078 from their inner sense were not
the concegsions at all.

FIGURE 11

This term - "cencession’” - characterizing the practice of
treaty relations with the foreign Tirms in Boviet Russia during
MEP-pericd, hse a little in common with the tyvpes of agresments
that were wideiy adopted in internaticnal practice in those days
and that were named "conceseicns” just as those used in our
country. Russian concession of the 1920°s ie mnot a traditional,
nor a modernized congeseion in their international meaning
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(Fig.11). Moreover, it was not a concession, but 3 pure

contractual agreement, becawee it had no major distinctive
feature of conceasion-typs agresments - it did not transfer the
right of cwrnership on develop=2d natural resources o
concessionaire. That is why Bovist "concession” of NEP-psricd is
not more than the ssttled term Tormed in the time when any other
forms of agreements had not bsen existed.

So let us bear in mind this fact while speaking about ths
second wave of faoreign investments in Russia and "concession
policy"” of the 1920°e.

in that pericd oil concessicons were alse of particular
attention. The Governmental Resolution from the February 1, 1921
approved the distribution of concessions in Baku and Grazni. To
create the mechanismse of thossz agrsesmente all the best was chosan
from the legislation of the main oil-producing countries and
regions: Romania. California and pre-revolutiocnsry Russia 1teelf.

Ruszian oil concession of the 1920°s has scme distinctive
features of the wroduction-sharing contract (PS0) which is the
type of petrcisum agreement that conesidered to appsar at Tirst in
Indonesia some 45 years later. From my point of view, the variety
of that Ruesizn agreement of NEP-period corvesponds to the
nowadays model of PSC with the one-step producticn-sharing u=zed
widely for instamce in Libya i{see Fig.l1Z:}.

FIGURE 12

According to V.Il.Lenin, the policy of concessions was not
the guestion zabout the forme of exploitation of Scviet natural
rescurces. It waz the guestion about the means of mutually
profitabie involvemant of foreign capital for the sake of
development of all ithe productive forces of the country an the
tase of territorial/industrial principles. In the 19207z Soviet
Ruesia paossessed a colonial export structure. That is why it
began with the offer of forest, mining, focd and road cencessions
with postericr invelvement of plants and factories in concessian
practice.

Concessions were given mainly in the ocutlying districts
(Fig.8-10), their places were chosen by the 8tate. By such
approach the tasks of territoriss’ development were solved.
Concesesion terms were individual in every region and they took
into consideration the positive — Trom those times point of view
- foreign experience.

It is generally accepted that the first coneessian in t
world was granted in 1901 (0°frci conceseioni. 20 years latie
so—called "concessions” appsared in Russiz {(which were not
concessions by the sessence of the matter — but rather PBC as u=.
saiw earlier) and after that cnly saome 27 years later the first
modernization of then existed "traditional concessions” came -
Venezuela inserted in concession terms the 5C/50 zplit of fToreign
companiss profitas (ar the 50% tax on the profits of the
concessicnaire) .

But as we can see it is the Soviet Russia who was the first
to modernize the only type of then existed concession agreements.
Moreover, unlike Venezuela, Soviet Ruseia did not imorove the
terms of existing types of agrezement but shifted, by the essence
of the matter, toc the new type of agrsements — based on leasing
and having distinctive features of PSC.

8o we can say that in those days Soviet Russia was for a3
half of & century in front of the rest of the world in creating
progressive - from that time point of view ~ mechanism of hast
cauntry’s relations with foreign capital in mining and petroleum
sphere in particular.
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an payed by Soviet Government to

zgmion policy (the major principle: from
- raw materiales and other rescources - to
lanta and factories) resulted in sharp increass

t, 1929 exceedad 2200. But they included anly
zrred to the COC. Inm practice the number of
eater but the maior portion of them was

‘erent causes on the stzage of foreign concessiaon
Fig.13). Thus, from 1922 till ®April 1, 1924
commission in Berlin had received 1533 offers,

o Jhlrh Dﬂly 331 or 1/%5 of total was chosen and transferred ta

CCC for further discussian.
The major part of offers wase received from Germany. follaowed
oy LK, USA, Framce, etc. (eee Fig.id).
FIGURE 14
The main number aof concession agreements was signed with the
companies Trom nine countries (see Fig.l9). The minor part in
cancess:on activitiee alsc fook the firms fraom Norway., Denmari
Latvia, Finmland, Netherlands, Turkey, etc.
FIGURE 15

¥

The major part of the competitors for concessions
represe ol small and medium-size business. They wers mainiy
nteres in manufacturing activities, fTirst of all in light =nu

T ood imr tries, becauss of rather low mirmimum capital

permiesible to invest in those manutactures and i1ts fast turnover

in that anches, which was af special i1mpartance 1n conditions

af 5*ru;g deficit of gooeds in the US8R in the 1220's. That is why

fareign cawital was invested strongly also in trade (gee Fig.lé!l.
FIGURE 16

fttractiveress of mining and Torest industries as weli as
agriculture {food concessione) can be expliained by the fact that
praduction of that enterprises (ogold. manganese. non-ferrous
metale, petroleum, coal, wood, food, etc.) could be easily and
rather proftitakly socld in world markets during those first
post—war years.

The Government gave the incentive to foreign investmentdg in
mining and fTorest industries because of their capital-intensive
character, nan—ocurrency scheme of profit-repatriation and because
of great domestic demand in raw rata-lalz which were to be

supplied as a peRrcentage of concessionaire’ s production.
Conceseions 1n engineering industries were of minor

attractivenese for fTarelign comoanies. arufacturzs were
rather capital—-intensive. The USSR lack idigpensable
qgquantities of gualified labor force and materiale. Thersz wsere
strong difficulties with componente’s supolies. There wers
sericus proklems with their marketing: domestic market for
mgineering goods was rather tight and 1o the worldg market
productiicn of those concession engineering eniterprises wood
withetiand strong competition from capitzlist CDJHtFlES,

Qut af the offers, chosen by the foreign concession
commissions and other agencies (where the rate of elimination was
near B80%) and permitted to CCO (total rmumber 2211 for the period

3%0

1

on auestions in fne ceriod of preparation for, discussion
: by a7 MEF and mutually orofitable principles put 1n

zer of concessiaon offere, being received in the

i
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1111 COctoher 1. 1927) cnly 7-7.5% were
for the same ceriod) - see rig.lé. Thus

for concessior: made by foreigners were
by the CCU agzwc:i:es.
That tes::

L

figs to the high attractivenrnsss of Russian
CNoess10ns ot the well thought-out concess:ion policy o
Socwviet Russia dur:ing the NEP-period. it 1e¢ alsc witinesses a
prudent, weighied agproach it the contracting of concession
agreements bDecause & great number at conpetiiors lacked
ezonamic reliabilitiy.

Up to October 1, 1922 anly 66 zarsemants were actuslily
furctioning. That was because of lack of capital. The third part
of them was in manufacturing. Anocther one—-third totalled Tor
mining and forest industries (see Fig.l7}.

FIGURE 17

1/5 of all actually functioning corcessicns were of German
origin. USA, UK and Japan criginated some 10% each. Buti the Uk,
stood in the first place by the volume of capital, invested in
corncessione (40%), faollowing by Sweden, Germany and Japan (rearly
15% sach) - see Fig.l7.

Out of RbBUB mln invested in concessions maore than ons-half
(RB25 mlrn) accounted for mining and cne-third {(Rbi1S5.4 mlnm) - for
marnufacturing. Turnover of miming soncessions 1n 1927/28 was
egual Rp33.3 mln in mining, incl. Rbi19 mlin for export, and Rb&I.
mlmn - inm manufacturing.

That means that the average unit capital of concession
enterprise in mining (Rbl.8 mln) was three times ae high as 1in
manufacturing (Rb0.6 mlni. But their average turnovers were
almast egual: Rb2.4 mln in mining and Rb2.5 mln 1n manufactur:ing.

Goverrmental prafits from concessions were equal to RbY mln
in 1927/28. Taking intc account exscise- and customs-—duties this
sum increases to Rbld.? mln.

In the following S-year perioad Soviet Government had an
intention to place in the country some $0.75-1.0 ballion of
foreign invesiments an highly profitable conditions for the
comcessionalres. in 1928 the Government adapted special
fesolution about activization of concession policy which
determirned approximate plan of their offere. Thie plan included
zlmost 100 cbjects in metallurgy. fuel and chemical industries,
machime~bui lding, transport, agriculture and municipal economy.

But with the curtailment of NEP the tesndency appeared for
sholitron of corcessions. The last of them was cancelled in 1937,

Ouring the fallowing years the system of agreements between
1g9n capital and host countries has been developing in the
ezt all thie time and uninterruptedly modernizing.

So owhazn the USSR Coauncil of Ministers approved on January
S, 19387 FResolution N 49 {"fbout the order of creation and
sctivitiee 1r the USSR joint ventures with the participation of

' t arganizaticns and firms from capitaliet and develop::
countries’) this country was in the prospect to make up for
Fa.fa-century time. By the way, that perspective had its cwn
tages because there was & possibility not to repeat somebody
mictakes and once more, as it was 100 and 70 years zgo, Lo
for domestic application zll the paositive experience
ated during the century of thase agresmentis’s existence.
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RECENY PETROLEUM ACTIVITIES

Nowadays the mainr part of JV hae been aorganized in
ma uTacturing, trade and ron-financizl ssrvices (see Fig.4). One
of the main obsztacles for JV creation in those branches is the
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problem of profit-repatriation caused by the non-convertibility ' ?
[
e Nat
af the rouble. But until now the only Saviet "canvertible" goods 3 a 1
in the werld markeits are our commodities - raw materials, firet 3 Kaz,
of all fuels, mainly crude petroleum. But at the ssme moment 4 the
until recently no JV has been created in mining and in petroleum ; con
industry in particular. The first systematic moves in that '; any
direction we cdan see in fact only in the latest period. 7 hasg
JV involving il production appear to have pricrity with the i
Soviet bodiee because of their (JVU’s) ability to generate hard : in
currency that can be used to repatriate Western investments and ——
profits. : at
On March 27, 1990 in Houston and on April 3, 1990 in London v orao
USSR Ministry of 0il and Gas Industry and Professional Geophyesics - B
Inc. (PGl) offered information packages {(costing $20,000-50,000} ]
containing seismic data, geslagy, well logs, croess sections, 3 pos
production -histary, and reservoir data for the five available % snt
areas: Tour tracts of 175-150C zg miles in Weestern Siberia and ; rat
orie 2000 sg miles tract in the Volga-Urale regicn (gee Fig.18). g lat
FIGURE 18 I fie
These parcels are get aside for exploitation and represent ;
the first Minieiry’e offering of definite arezs faor eoil and gas

develapment by Western companmies. In these areae Soviet gilmen
has some problems in drilling and production due to the lack of
instrumentation, technoloagy and capital which Western JV would be
asked to solve. Bome of exploitation arsas also contain
exploratieon apportunities though the only Western Siberian areas
hold some 1.8 billicon tonnes of oil reserves (13 bin bbls).
Several other areas may be offeéred until the emd of 1%90.

The Ministry of 0il and Gas mandates in this country
petroleum righte only in praducing areas. In all the other
regions these rights are contralled by the Ministry of Secloagy.
So that is why it was this Ministry who relayed through the Jebco
Seismic Ltd data packages containing propristary geophysical and
geolagical information on the six areas for potential joint
venturing (see Fig.19). . E

FIGURE 19

Two of these areas, designated N1 and N2, are in the
Timan—Pechora basin. It ies supposed that JV in area 1 will
produce cil for domestic market and in area 5 - for export P
through a new terminal to be built on the coast of the Barents
dea which is relatively ice-frees year—-round and afforde azccess to
Western markets.

Exploration areas N2 and N& are in the pre-Caspian
depression. Faormations in the areas are overpreseurad, the crude
is high-sulphured which cause intensive corrosion problams.

Areas N3 and N4 are in the Eastern Siberia (see Fig.19).

Up to the middle of June at least 18 companies, working
alone or in groups, have bought data fraom Jebco, Another 12-20
have expressed high interest.

Companies will have to provide their own infrastructure
poesibly as part of large consortiume that could also develop
other mineral rescurces, become invalved in related activities
and generate general improvement to the laocal scanomy.

The first example of such type we can see in the case of
general trade agreement signed March 30, 1989 in Mascow by
American Trade Consortium (ATC) with the Soviet Fareign Economic
Consartium (§FEC). Chevron Caorp. ies a key foregign participant of
this consortium aimed formerly at develcpment of Koroclevskoye
field in Western Kazakhstan, but taking into account the results
af the latest Bush-Gorbachev’s summit, Chevron may probably
receive super—giant Tengiz field in the same region (sse Fig.20).

FIGURE 20
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The breakthrough came on May 23, 1990 when France’s Societe
Nationale E1f Aquitaine won the sale right te gezarch for crude on
a 13,500 sq miles onshore tract on the edge of a salt basin in
Kazakhetan, just north of the Caspian Sea. That is in area N2 of
the Ministry of Geclogy (see Fig.l9). The company will retain
control of all exploration, investment and production and eplit
any oil it finde with the host couniry on 2 yet-to-be—announced
basis.

The next was the recent agreement with Texaco for the tract
in the area N1 (see Fig.19). At the first stage the company will
search the possibilities of commercial production in this area.
At the second stage it is suppaosed to create JV for oil
praduction and marketing in the domestic and World markete.

Some other companies are pursuing Soviet JV.

So we can conclude that during the 1987-1990 period the
positive experience of our domestic economic history and current
international practice was mainly ignored. It resulted in &
rather minar JV positions in the Soviet markets. Only in the
latest period we can see a slow (maybe too slow) progrese in this
field. Let us hope that its speed will only fasten. :
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