Is the West Plundering Russia's Mineral Wealth?: Facing nationalist outcries, leaders of Russia's raw materials industries are forging vital new ties with Western firms, by Douglas Brown 

The hue and cry among hard-line nationalists and die-hard communists in Russia this past summer was that the country was hemorrhaging its mineral wealth.1 Russia was becoming nothing more than a Third World supplier of raw materials and natural resources for the industrialized West. Even government officials appeared seriously worried about the flow of minerals and raw materials out of the country. Several openly engaged in public hand wringing about the possibility of Russia becoming a mere colony, exploited by the West for its natural resources. The Ministry of Foreign Economic Relations issued a policy statement in August that Russia must strive towards a more balanced foreign economic policy and away from the Western orientation currently guiding it.2 Yeltsin's decree of 14 June 1992 " On Procedures for the Exportation of Strategically Important Raw-Materials Commodities" was in part a response to public concern over the widely perceived plundering of its mineral wealth.

There is no question that Russia has undergone a dramatic reorientation of its foreign economic relations, especially in exports. In 1990, 69 percent of Russia's exports went to the former Soviet republics alone, not even counting East Bloc countries. In the first half of 1992, 56 percent of Russia's exports went to the developed West while 63 percent of its imports came from the West. Not surprisingly, minerals and raw materials comprise over 70 percent of those exports, while consumer products and finished goods make up the bulk of Western imports to Russia.3 Thus, the numbers apparently confirm the worst fears of Russia's most strident and shrill anti-Western elements.

The negative perception of Russia's trade relations and its consequences for Russia's economic development is further reinforced by stories in the Russian press that regularly feature incidents in which valuable minerals and metals are being "illicitly" taken out of the country. The Interfax news agency reported that in July alone over 1,300 criminal cases occurred in Russia involving "the infringement of the rules for the exportation of raw material resources." In Rostov, an underground laboratory added insult to injury by taking consumer products produced in the radio-electronic industry, extracting the gold, platinum and silver, and then smuggling it out of the country. Beginning on September 1 the diamond-rich Sakha Republic (Yakutia) issued a special order restricting travel within the republic because of the "uncontrolled export" of the Republic's valuable minerals and raw materials. Meanwhile in the Far East, the Magadan Oblast requested the OMON (Special Purpose Militia Units) to be flown in to protect the gold mining settlement at Myaundzha during the current gold washing season.4
For Russians, some of the most outrageous stories have featured former Soviet republics apparently aiding and abetting the foreign plundering of Russia's natural resources. These republics-especially the Baltics, Ukraine, and Georgia-have been accused of profiteering from sales of Russian raw materials that they purchase at subsidized prices and then reselling them at world prices. In response, Russia issued decree number 640 dated 27 August 1992 requiring all Commonwealth countries to acquire a license from the Russian Ministry of Foreign Economic Relations. How effective this decree will be is more dependent on the success of Yeltsin's June 14 decree in reasserting government control over exports than on the honest compliance by the other Commonwealth states and Georgia.

The Russian Security Ministry has been called in to stanch the hemorrhaging of the country's mineral resources. Its agents are currently conducting a sting operation (code-named " Trawl") which has "saved" the country 5 billion rubles to date, and will continue through the end of the year. Among the contraband confiscated has been 9,000 tons of metal including 1,500 tons of non-ferrous and rare earth metals. Press releases on the operation suggest that the Ministry has adapted itself well to the market economy as it announced that the Ministry is not only saving the motherland but is also paying its own way. The Ministry has an annual budget of 6 billion rubles.5 How legitimate are the perceptions that Russia is being gorged by the West for its natural resources? The truth is, Russia's ability to extract, mine, cut and process its natural resources is in a dismal state. The country is quickly losing its ability to provide for its own needs, let alone the West's. Declining Russian oil production and the possibility that the country may soon become a net importer has been widely publicized; however, other raw materials sectors are also experiencing serious problems. For example, coal output continues to drop-output is expected to be 335 million tons for 1992, gold production may drop as much as 30 percent this year, diamond production is down 20 percent, and the lumber and timber industries are far behind in cutting and delivering their products.6 As for the deluge of proposals to sell raw materials and metals that greeted Western businessmen in the first half of the year, a large percentage of the minerals, ores, and metals that were being offered for export were stockpiles from mines, processing plants, and factories.7
The breakdown in Russia's ability to exploit its natural resources for its own needs or for the " rapacious" West is due to three major factors: 1) the legacy of the old regime; 2) the suddenness of the Soviet Union's collapse; and, 3) the inability of the new economic mechanisms to provide, as of yet, for the basic needs of the extracting and processing industries.

I. The Legacy of the Old Regime

The Soviet legacy includes environmental mismanagement, an economic infrastructure that was determined more by political expediency than by economic logic, and a Fifth Column of former Soviet managers, politicians and foreign trade representatives who have less of an interest in reforming the economy than in making sure the new system is as profitable for them personally as was the old system.

Soviet mismanagement and abuse of its natural resources have left large deposits of mineral resources unusable and have left ecological disaster zones strewn across the former Soviet Union. The " safe" use of nuclear explosions in mining apatite in the Kola Peninsula is just one of many examples in the mining industry that has rendered a potentially valuable deposit useless.8
Russia inherited two major problems from the economic infrastructure of the former Soviet Union which hinders the country's ability to tap its natural resources.

First of all, much of the machinery and equipment for the mining and extractive industries was produced in former Soviet republics-Ukraine, Belarus, and Azerbaijan; or in East Bloc countries like Poland and East Germany. In addition, most of the major European ports are in Ukraine and the Baltic states.

Second, the people who control and trade Russia's natural resources are, for the most part, the same people who did so under the old regime, which tolerated, and even appeared to encourage, incompetence, inefficiency, and corruption in the use of the country's resources. Whether the newly emerging economic system will inspire these same people to develop the country's resources rationally is yet to be seen. Some have shown a great deal of talent and energy in trying to rectify the abuses and mistakes of the past, while others have approached the current changes as just another opportunity for personal aggrandizement.

II. The Suddenness of the Soviet Union's Collapse

The sudden collapse of the Soviet Union has led to: interrepublican conflicts over the extraction, processing, transportation, and selling of natural resources; conflicts between Moscow and local governments over the control of and rights to natural resources; inter-enterprise debt that at one time during 1992 stood at more than 3 trillion rubles; and, the collapse of the command economy's social safety net, which was already a little worn.

Interrepublican disputes have been particularly crippling in the transportation and sales of natural resources. Ukraine has become notorious for not returning rail cars after delivery of commodities, or seizing them in transit. More important, though, are problems that have developed over the former republics' reselling of Russian minerals and raw materials.

The conflict between the central government in Moscow and local governments has been resolved, in principle, by the Law on Underground Resources, issued on 21 February 1992. However, particular disputes tend to be resolved by particular solutions. For example, the recent agreement in mid-October between the Sakha Republic and Moscow over the forming of a joint-stock company to manage the republic's diamond industry. According to the company charter, the Russian Federation and Sakha Republic each have equity shares of 32 percent, with 8 percent going to other shareholders, including the area's mining managers; 5 percent is devoted to the Social Guarantees Fund for servicemen; and the remaining 23 percent goes to the diamond mines' workers collectives.9
The burgeoning enterprise debt has been the central fiscal problem, and one that always threatened to cripple the Gaidar government's reform program. Slow in its response to a problem that it helped create, the government has been hampered in its efforts to deal with the problem by its policy disputes with the Russian Central Bank over the issuance of credits to enterprises already mired in debt. Viktor Gerashenko, director of the Central Bank, expects debt to pass the one-trillion-ruble mark once again by the end of the 1992.

The debt problem has had a noticeable ripple effect throughout the mining industry. Mounds of ores have piled up at mining sites. Mining associations refuse to ship because customers owe the associations millions of rubles. Railways refuse to transport because mines owe them millions of rubles. Machinery and equipment on order to the mining industry have also been held up. One example of this is the Uralburmash plant in Sverdlovsk oblast, which produces drill bits for the mining industry. The factory is 296 million rubles in debt and is owed 350 million rubles. Faced with the prospect of stopping production, its director declared: " Our plant does not produce pacifiers for infants that can be replaced by a bread crumb in a piece of gauze. Without our drilling bits the entire mining industry will come to a halt. No coal, ores, no oil and gas, no gold and diamonds can be recovered without them." 10
The collapse of the social safety net has led to scores of major strikes by miners. However, the miners' victories, including another pay raise in September, have not translated into good news for the efficiency or productivity of the mining industry as a whole. Resentment among workers who provide support services in cities near the mines-especially railway workers, metallurgists, etc.-has led to slowdowns and stoppages in their work. Even the miners are unhappy with either the way the government administers the concessions or the failure of the government to fulfill its obligations.

Meanwhile, the two-month summer vacation that miners had won from the government seriously complicated the transportation problem in the latter part of 1992. During August, more than 14,512 rail cars that were requested by the Kuzbass mines were not put into use. For the Kuzbass alone the failure to coordinate efforts between the miners and railway workers has resulted in 7.5 million tons of coal accumulating in the Kuzbass yards-for 100,000 rail cars with a monthly capacity of 160,000 million tons." 

III. The New Economic Mechanisms: Failure or Success?

To speak of Russia's failure to put its economic house in order seems premature. Commodity exchanges, mining associations, free trade unions, joint ventures, trading companies, transport companies, commercial banks, insurance companies, and the like have barely had an opportunity to prove their value in developing the country's natural resources. In fact, the problems caused by the arrival of some of these new actors on the scene may be due to their very success. By pursuing their own interests too zealously, they forget that there are certain rules and codes of conduct that must be observed if there is to be a stable business environment.

The rush in which stockpiles were placed on the auction bloc, the wish to sell everything and anything, and the unfortunate tendency to sell items already sold, are just some of the initial reactions to the government's relaxation of foreign trade restrictions at the end of 1991. Unfortunately, these practices also contribute to the general impression of chaos that visiting foreign businesspeople encounter while trying to negotiate deals in Russia. At the same time, Russian companies, with government encouragement and even participation, have often hurt themselves in their enthusiasm to join what they perceive to be a free for all in the world market. Soviet exports of aluminum have contributed to depressing the world price for aluminum. Moreover, Russia's rush to sell its cheap uranium on the world market has raised anti-dumping threats from other countries, including the United States.12
The government response to what was being described as " a selling off of Mother Russia" was Yeltsin's June 14 decree " On Procedures for the Exportation of Strategically Important Raw-Materials Commodities," which covers 13 groups of strategic raw materials-from oil and metal to grain, timber, and furs. The implementation of this decree essentially revoked all licenses previously issued for trading the raw materials commodities listed in the decree. Since June, the original list of strategic materials has steadily grown and is now fairly comprehensive. The purpose of the measure, according to government officials, was to reestablish some order in the country's export activities. As of September 1, exporters of strategic raw materials have to go through specially designated exporting organizations. Deputy Prime Minister Alexander Shokhin, in justifying the government's action, stated that before the decree " certain raw material commodities were being supplied to the foreign market at prices 500 to 1,000 percent below average world prices." 13
Is the June 14 decree a return to the Soviet-style foreign trade organizations and state monopoly of foreign trade? Not really. An examination of the list of special exporters approved on October 20 shows that, in addition to the old cast of command-economy characters in new free-market garb, the list encompasses old and new economic interests, including a number of producer organizations with strong regional connections and loyalties; the Kuzbass region is particularly well-represented.14 The government appears to be willing to allow the organizations that have demonstrated a degree of competence and success in international trade to continue their operations on the international market. At the same time, by restricting the channels through which other Russian companies can export, the government may finally be able to get an idea of the kinds and volume of raw materials being exported from the country. Whether the interests of Russian companies that must now go through the special exporters are truly protected by the provisions in the decree remains to be seen. The decree calls for the revocation of special exporter status if the special exporter refuses to grant export privileges to all qualified companies. Moreover, the government may also being doing foreign companies a favor by creating a more stable trading environment.

If foreign trade is to help Russia develop its enormous reserves of natural resources and raw materials on a rational basis, then the government must keep open multiple channels of trade, especially producer associations, and companies must be allowed to operate in the international market. An active role and participation in international trade by such companies is essential if Russia hopes to benefit from the international expertise and technology that pertains to a particular industry.

No country has ever developed the expertise and technology necessary to develop its natural resources in isolation. Even the Soviet Union, despite some of the autarkic bravado that is currently emanating from Russian politicians, depended on importing ideas and equipment from abroad to develop its resources. The USSR also exported equipment and processes that contributed to the advancement of certain industries beyond its borders. For example, a Swiss aluminum company licensed a Soviet patent on the continuous and semicontinuous magnetic casting of aluminum, and then developed its own process based upon the Soviet patent. Therefore, whatever flag is worn by industrial managers or exporters of raw materials, they are cognizant of the mutual benefits from the exchange and advancement of technology through interactions in the world market.15 However, observers of the Soviet economy over the years are familiar with the stories of unused and rusting foreign equipment and machinery sitting outside Soviet factories or mines. Whether it was done through foreign trade organizations or the intelligence services, the centralized command economy of the Soviet Union was fundamentally incapable of acquiring and disseminating foreign technology and equipment that would develop the country's natural resources safely and efficiently. Such mechanisms remain insufficient for the problems facing Russia today.

There are signs that the new mechanisms may be more successful. Direct trade contacts and business ties between Western and Russian partners are having an impact on the mining industry. On the Kola Peninsula, Scandinavian companies are very active at the Pechenganikel Kombinate, which is operated by Norilsk Nickel. At the Kombinate's Severny nickel mine, the drilling fleet consists of Tamrock jumbos, and an Atlas Copco Boomer 128. Explosives are produced locally but drill rods and bits are from Sandvik. A fleet of Kawasaki LHDs, Ukrainian PD-8s, and a Wagner ST-8B LHD removes ore from the mine face, while a fleet of seven Kiruna Truck K-501s hauls ore to the surface. The mix of Western and Soviet equipment is a consequence of Norilsk Nickel openly working and cooperating with Western companies to improve the conditions at the mine as well as the efficiency of its operations. Finnish and Norwegian companies are currently bidding to provide technology for renovating the smelter at the Pechenganikel. The relationship between the Russian and Western companies at Pechanganikel suggest the type of long-term relationships that are necessary to revitalize the mining industry.16
At the same time, traditional long-term relationships from the Soviet era are being reexamined. The diamond industry's reorganization is redefining the country's relationship with De Beers and the international diamond market. Despite the remoteness of Sakha, the diamond industry-which provides 98 percent of the country's diamonds- appears to be benefiting from the greater freedom that local mining and government officials have in dealing directly with foreign companies and experts. At Sakha's Udachnyy-the largest diamond mine in Russia, accounting for more than 80 percent of the country's production-Caterpillar has recently delivered 25 Cat 785 trucks and has received an order for 25 more. Caterpillar has worked closely with mine officials since 1986 to make sure the trucks were modified for local conditions. They recently tested a catalytic converter on one of the trucks in an attempt to cut down on the poisonous gases trapped in the pit in the harsh winter months. The gases become so severe that the mine shuts down once a week for eight hours to allow the fumes to clear from the pit.17
Foreign companies have also been active in developing the "downstream" potential of Sakha's diamond industry. Twelve million carats of jewelry-class diamonds were mined in Russia last year, but only two million carats were directed to the Russian faceting facilities, none of which are in Yakutia. Recently, the first polishing plant in Yakutia produced its first polished stone. The plant was set up by the Russian-Japanese joint venture, Saha-Japan-Diamond, established in 1991 by the Japanese Arda firm and the Tuimaada Diamond stock company. Fourteen plants are planned by the joint venture. Israeli and Belgian firms are also planning to help develop the polishing potential of the Republic.18
Meanwhile, the central government and De Beers have scrambled to make sure their own traditional interests in the industry are protected. Moscow has managed to preserve a central role in the industry by virtue of its veto power and equity share of 32 percent in the industry's new joint stock company; and De Beers has opened up offices in Moscow and has established direct ties with the Yakuts' frequently meeting with Sakha's president, Mikhail Nikolayev.

Whether the multiplicity of interests which are asserting themselves in the reorganization of the diamond industry will lead to a more equitable distribution of the industry's earnings remains to be seen. However, despite the creation of what is essentially a monopoly structure in the new joint stock company, the industry is better structured to represent and respond to the competing and varied interests within the industry. Such a structure, in principle, should also contribute to a more efficient industry.

Developments in the diamond industry point to a growing sophistication among the new players involved in developing the country's resources. Many of the new players, whether they are producer associations, private companies, regional and local governments, free trade unions, or even environmentalists, are increasingly more sophisticated; they are becoming more precise about not only what they want and expect from foreign companies, but also from each other. For example, in August, Russia's largest copper deposit, Udokan, in Russia's eastern Chita region, was put up for international tender with the assistance and advice of the Western investment banking firm of Goldman Sachs. Local representatives on the tender committee have made it clear that their interests will be taken into account, as one of them recently declared: "We want the most advanced technology with the least damage to the environment. We don't want our district to be turned into a test-site for Russian industry." 19
By protecting and promoting their interests, the new players are assuming a vital role in insuring that a multiplicity of interests are taken into account while the country's resources are being developed. This has not been without cost. In the Sakhalin affair over the island's offshore oil reserves, and in the current debate over the Sukhoi Log gold deposit in Irkutsk, Russian players have not only impeded but have sabotaged the chances of tapping resources whose development is sorely needed now. One hopes that as Russian participants become more sophisticated and knowledgeable of world practices, they will cease using simple jingoistic arguments to support their own interests and will show an increased willingness to accept Western participation and collaboration in developing the country's resources.

IV. Conclusion

As we have seen, the mining industry is in disarray. Output is down across the board. One Russian source estimates that only 15 percent of Russian mining equipment is up to world standards.20 Lack of spare parts and poor maintenance of foreign mining equipment has left much of the equipment in disrepair. Seventy percent of underground mine capacity was put into production more than 30 years ago. Underground mines are sinking deeper and deeper and becoming less and less productive. Little effort is made at land reclamation at open pit mines. Downstream facilities and transportation are also in disarray. In short, the mining industry, like the oil industry, is in crisis.

Nevertheless, amidst the chaos, new relationships are developing between Russian and foreign partners that are crucial for the revival of Russia's mining industry and for the safe and efficient development of the country's natural resources. The possibility that Russia is becoming an open pit for Western industry to exploit is absurd. Those who raise the possibility play to the worst xenophobic traditions in the Russian psyche. Russians who worry about foreign companies and individuals exploiting the country's natural resources should familiarize themselves with the U.S. government's management of federal land and the storm of controversy that surrounds what is perceived by many as the government's giveaway of the country's natural resources to private and corporate interests, domestic and foreign.

Russia's industrial and technological base, as well as its human resources, presents Russia with the opportunity to play a role in the world economy that few countries, save the United States and perhaps Brazil, have the ability to enjoy. Its ability to play that role will depend on its willingness to be fully integrated into the world economy and reject its autarkic past.
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