The Importance of German-CIS Trade: Both Germany and the former Soviet Union can find solutions to new economic problems in their old trade regime, by Joachim Ahrens 

Given the dramatic breakdown of the economic and political system in the former Soviet Union and the difficulties its former republics are encountering on their way to a market system, it is clear that Western support for these newly independent states is essential if their reforms are to succeed. Notwithstanding the disparities in economic potential among the various regions, not even the economically strongest republics will be capable of surmounting the problems of transition on their own.

At the same time, the European economies are confronted with another new economic and political phenomenon which is having a substantial impact on their future economic development in Europe- namely, German unification. In the long run, the events of 1989 have pushed Germany into a new role as the leading economic power in Europe. In this context, the importance of the Federal Republic of Germany (FRG) as a major trading partner with its neighboring countries is bound to increase significantly. Furthermore, Germany is expected to assume a greater responsibility not only in the European economic sphere, but in global affairs as well. On the other hand, it is faced with a formidable set of domestic economic problems which have arisen in the course of unification.

Needless to say, unification has dealt a merciless blow to the economy of the former German Democratic Republic (GDR). Overnight, its enterprises were faced with competition from West German and foreign firms under world market conditions. Despite enormous financial and technical support provided by western Germany, the economic situation in the new Bundeslander continues to demand greater efforts.

The costs of unification and the needs of the economic transformation process in eastern Germany do not threaten the deeper integration of the German and European Community (EC) economies, but they will require a much keener German orientation towards the East, especially the former USSR, which stood alone as the most important trading partner of East Germany. While the political entities in the GDR-USSR trade relationship have both undergone a profound transformation, their new status has not altered the basic needs and requirements underlying that relationship. In fact, their economic transformation has, if anything, underscored the need for intensifying the relationship. Hence, if the former republics of the USSR find it essential to pursue economic relations with the industrialized West for their economic survival, the converse of this is true as well in Germany's case. In other words, Germany is becoming increasingly aware of the fact that trade relationships with the Commonwealth of Independent States (CIS) are essential for its own economic well-being. The key question addressed in this article is whether the prevailing country-specific economic interests and mutual economic relations can be regarded as a basis for both sides to overcome their particular economic problems. After an analysis of the present state of trade relations, this article will address the mutual benefits of economic ties between Germany and the Commonwealth of Independent States.

I. German-Soviet Trade during the 1980s

Whereas the German Democratic Republic had been the USSR's most important trading partner, the FRG was ranked seventh as the USSR's most important Western partner. West German trade with the Soviet Union had always been strongly determined by political conditions. The Ostvertrage in the early 1970s and the Helsinki Conference in 1975 were important milestones which helped to overcome the tensions between East and West. The Federal Republic of Germany and the USSR had strong interests in normalizing their political relations. In the course of the social reorientation in German society at the end of the 1960s, the Social Democratic governments gave a high priority to improving their relations with the Soviet Union. The strategy of opening towards the East was summed up by the slogan "Change By Rapprochement." German Chancellors Willy Brandt and Helmut Schmidt realized that the policy of rapprochement was a key component in Germany's overall foreign policy. In addition, improving its relations with the USSR was an important symbolic and strategic part of West Germany's goal of eventual unification.

The USSR's initial interests in pursuing a strategy of political opening towards the West-especially Germany-were premised on a realization of the burdens of increasing military spending and the difficulties of switching the Soviet economy from extensive growth to intensive growth (i.e. growth based on productivity gains). Moreover, the Soviet government saw such a political opening as a way to gain international recognition for its territorial domain and sphere of influence in Eastern Europe.

However, at the beginning of the 1970s, normalizing political relations was possible only by intensifying economic relations. Because of its relatively close economic links with Eastern Europe and the Soviet Union during the interwar period, and even during the 1960s, West German expectations regarding an expansion of its trade with the East were substantially higher than those of other countries within the Organization for Economic Cooperation and Development (OECD). Thus, in the course of the political opening, total trade turnover between the FRG and the USSR expanded by more than 260 percent between 1970 and 1975. This growth was confirmed by the development of the respective market shares. In the following ten years, growth rates became more moderate, but exports and imports continued to increase nevertheless. The greatest turnover to date was realized in 1984, amounting to some 7.5 billion transfer rubles (DM 25 billion). After a substantial decline in 1986 and 1987, trade turnover increased by about 8 percent and 23 percent in 1988 and 1989, respectively. However, the extra-ordinarily good performance of the mid-1980s could not be repeated. Although FRG-Soviet trade turnover notably increased during the previous two decades, the overall economic importance of trade with the Soviet Union was almost negligible for West Germany at the end of the 1980s. The shares of imports from and exports to the USSR in terms of West German GNP amounted to 0.4 percent and 0.5 percent, respectively, in 1989. Also, the portion of FRG-Soviet trade flows in total German imports and exports only came to about 1.7 percent each. On the other hand, the importance of the West German market for Soviet exports increased almost steadily, so that the FRG market became number one among the OECD markets for Soviet goods.

GDR trade with the USSR was even more politicized than was its West German counterpart. This was due to political dependence on Soviet authorities and the GDR's membership in the CMEA (Council for Mutual Economic Assistance, also known as Comecon). The USSR's political control of the GDR also meant that economic relations should follow. This process was intended to be irreversible. Despite slight negative growth rates of total trade turnover, attributable to declines in Soviet exports, GDR-Soviet trade was maintained at a relatively high level, reinforcing a high degree of interdependence between their economies. Imports from and exports to the GDR accounted for almost 10 percent each of total Soviet imports and exports. GDR-Soviet trade flows accounted for even more than 40 percent of total East German trade turnover in 1989. The pattern of Soviet trade with East and West Germany roughly corresponded to the structure of total USSR trade. The most fundamental characteristic of Soviet exports was their preponderance of raw materials. With respect to West Germany, Soviet deliveries of oil and natural gas have become more and more important as a consequence of the so-called Erdgas-Rohren-Geschafte between the early 1970s and 1980s. These long-term trading arrangements marked the breakthrough and starting point of a normalization of economic relations between these countries. Additionally, substantial increases in energy prices in this period became decisive factors in the growth of FRG-Soviet trade. This trend was supported in the first half of the last decade, when the DM/$ exchange rate increased drastically. Thus, deliveries of fuels and electricity made up almost 75 percent of total Soviet exports to the FRG in 1989. Other product categories seemed to be of no greater relevance for Soviet export capabilities.

The structure of Soviet exports to the GDR showed a similar pattern. One notable difference, however, was the share of machinery and equipment in total exports, revealing the difficulty of the Soviet economy to produce " hard goods," (i.e. products that can be sold not only in CMEA and developing countries, but in industrialized countries as well). Except for equipment produced for the aerospace and military sectors, Soviet products were (and are still) of relatively low quality. These products could be exported to CMEA countries, but they were not competitive in Western markets. Even the CMEA policy of qualitative improvements in manufactures in the late 1970s did not have any significantly positive effects on quality-neither in the GDR, nor in other East European countries. Moreover, the share of machinery and equipment in total Soviet exports to CMEA trading partners declined over time, from 23.5 percent in 1980 to 19.9 percent in 1989. The corresponding share for the German Democratic Republic decreased even more, by nine percentage points between 1978 and 1989. This trend indicates growing allocative and technological difficulties in the machine-building industry, which have contributed significantly to the ongoing crises in the Soviet and post-Soviet economies.

In 1989,12.4 percent of Soviet exports to the FRG could not be identified; the corresponding figure for the GDR was 22.3 percent. These exports presumably included direct shipments by companies with newly acquired trading rights; in the case of the GDR, it was most likely military equipment.

Concerning Soviet imports from Germany, it should be noted that they have been dominated by machinery and equipment (especially railroad cars, vehicles, tractors, ships, machine tools, and equipment for the food, textile, and chemical industries), whose shares in total imports from the GDR and FRG accounted for 62 percent and 47 percent, respectively (i.e. values far above the average of Soviet machinery imports from CMEA and OECD countries in total). Taking the relatively high level of German-Soviet trade into consideration, this demonstrates the importance of western and eastern Germany as suppliers of these key products for the former Soviet Union. In addition to machinery and equipment, ores, metals, and chemical products were major import items from West Germany, while industrial consumer goods showed a remarkable import share (16.6 percent) in Soviet-GDR trade.

At the beginning of the 1990s some important changes in Soviet imports could be observed. In order to avoid social conflicts, and to create a stable foundation for comprehensive and radical reforms, the successor states of the USSR had to tackle looming food crises and close supply gaps of basic goods such as medical equipment, pharmaceuticals, textiles, and the like. Due to production bottlenecks, almost all of these products had to be imported. Facing scarce hard currency reserves and the obvious inability to extend exports, the Soviet Union had to purchase these basic goods at the expense of industrial investment goods, with negative consequences for desperately needed modernization and restructuring of its economy. Hence, a vicious circle began.

Despite the significant growth of economic relations between the FRG and the USSR, West Germany did not become dependent on Soviet energy exports. Although the Soviet Union belonged to the five most important suppliers of crude oil, petroleum products, and natural gas, the FRG did not (and has not) become dependent on Soviet energy deliveries due to its supply flexibility. The same is obviously try with regard to FRG exports and potential employment effects; West Germany was not dependent on Soviet markets.

On the other hand, the GDR was heavily dependent on trade with the Soviet Union. More than 90 percent of total imports of crude oil, the total amount of natural gas, more than 70 percent of coal, and high percentages of machines, cars, tractors, wood-based products, etc., came from the USSR. Furthermore, almost 50 percent of total GDR exports went to the USSR. In 1990, the East German export figure was 1.7 times higher than its West German counterpart. As a consequence, a little more than half a million jobs in the former GDR are directly or indirectly dependent on trade with the former Soviet Union today. Moreover, East Germany is still heavily dependent on energy imports from Russia. In short, trade relations with the former Soviet republics continue to be of the utmost economic importance for Bundeslander.

Even from the Soviet perspective, its interdependence with the West German economy was relatively low at the end of the 1980s. This assessment has obviously changed in the wake of German unification/ the collapse of the CMEA, and the disintegration of the Soviet Union as a political and economic entity. These developments only lend more credence to the argument that supports the intensification of political and economic relations between Germany and the Commonwealth of Independent States in the near future.

II. Motivations for Extending German-CIS Economic Relations

Orientation of the CIS towards the West

Due to CMEA policies of regional specialization and monopolization, the East European economies became highly interdependent; this also characterized their linkages with the Soviet economy. The dissolution of the CMEA in 1990 has endangered almost half of all Soviet trade. Hence, in 1990, Soviet exports to and imports from its East European partners declined by 17 percent and 7 percent, respectively. In the first quarter of 1991, exports dropped by 41 percent compared to the same period of the preceding year. The main reason for this alarming development consisted of the readjustment of trade flows to hard currency and world market prices. Due to its lack of hard currency reserves and increasing difficulties in providing energy products to its trading partners, the CIS has not been capable of maintaining trade relations with Eastern Europe.

A comprehensive restoration of the economic links between the East European countries and the independent republics of the former Soviet Union appears unlikely in the near future. In this context, it is not only an economic rationale but, rather, political interests and historical experiences that will determine the short- and medium-term orientation of the former European CMEA countries. At present, these countries are neither able nor willing to maintain or even extend their strong political and economic ties to the successor states of the former Soviet hegemonic power.

Dwindling hard currency reserves in all former CMEA countries, and the lack of an East European payments union, are the main economic factors hampering trade between Eastern Europe and the CIS. Moreover, Poland, Czechoslovakia, and Hungary-three of the most important Soviet trading partners-intend to apply for full membership in the European Community (EC), thereby formalizing their "return" to Western Europe. The EC has already granted "special association" status to these countries. East Germany is on its way to becoming fully integrated into the German economy. Bulgaria and Romania, by comparison, are quite poor and are still trying to consolidate efforts for a full transition to democratic government; they cannot hope to play any significant role in supporting the CIS in its economic transition.

Taking all this into account, as well as the fact that the former communist republics are not capable of modernizing their economies and managing the transition process on their own, it is clear that the CIS must forge a strong collaboration with the Western economies. Moreover, the political and economic chaos resulting from the Soviet Union's demise makes such a collaboration much more an urgent proposition for two reasons.

First of all, the former Soviet republics show all the salient preconditions of economic crises, which were readily apparent in the USSR: extremely low productivity in all sectors, no capability for technological innovation, and the lack of experience to meet the demands of a market economy. These deficiencies have increased in importance because the old Soviet-type command system no longer works and a new system has not yet taken its place. In addition, ethnic unrest, territorial disputes, the catastrophic food situation, and the meager standard of living are all likely to cause immense social tensions, extreme political instability, and finally, massive social upheavals in the former Soviet republics.

Second, the realization of economically and politically independent republics immediately affected interrepublican trade flows badly, given the high degree of specialization and the substantial economic interdependencies among the republics. Also, further disputes among the new republican authorities with respect to military forces and the reorganization of other formerly centralized institutions could likely change the political situation for the worse.

These issues demand immediate steps. Even if the West cannot and shall not manage the transition process, the OECD countries might provide a feasible international framework for technical and financial support. In this context, the extension of East-West trade relations would undoubtedly play an important role, and comprehensive bilateral relations between the CIS and Germany would be a driving force in this process.

The Interests of the CIS Members

From the perspective of the successor states in the western regions of the former USSR-specifically, but not limited to, the Slavic and Baltic republics-Germany will become their most important trading partner for reasons wholly different than those for the rest of the CIS.1 For a long time. East Germany was the Soviet Union's most important trading partner, with a share of about 10 percent in total Soviet trade turnover. Heavy Soviet dependence on deliveries from the GDR evolved over time, especially with regard to machinery and industrial consumer goods. Even as an export market, the GDR economy was essential to the USSR. Moreover, economic relations with East Germany, and also with the FRG, had endured for decades. As a consequence, German politicians and entrepreneurs have an intimate knowledge of the Soviet market, compared to their counterparts in other industrialized countries. Finally, and more to the point in this case, Germany's proximity to the Soviet successor states in this region means relatively low transportation costs and a more direct and efficient exchange of market information.

Moreover, Germany is able to provide to the former Soviet republics technological equipment, spare parts, and know-how, which are essential for the modernization of their economies, for overcoming their status as mere exporters of raw materials, and finally, for the success of the transformation process itself. Additionally, intensifying economic relations with a unified Germany might provide an impetus to European integration of the CIS. Finally, such an intensification might strengthen systemic change by stabilizing the expectations of the republics' populations and lowering the adjustment costs of the transition.

The Interests of Germany

From the German point of view, there are a number of arguments supporting the politics of extending mutual economic relations, even after unification. Germany has a fundamental interest in the stability of Eastern Europe and the former Soviet Union. Economic and political instability in Russia and other republics caused inter alia by an economic frontier of welfare between East and West might not only affect the Western economies adversely, but might also confront Western Europe with successive crises which would prove hard to manage. Due to its social system, its welfare policies, and its location in the center of Europe, Germany stands out as the main country of destination for the vast majority of potential economic refugees from the East. Because of internal problems, even the strongest European economic power cannot afford to absorb unlimited immigrants. Furthermore, a total collapse of the CIS economies would threaten not only Germany's economy, but the entire international economic system as well.

There is a moral dimension to Germany's interests in bilateral relations with the CIS. Government officials, business leaders, and significant portions of the German population feel a strong solidarity with the CIS as a result of personal ties and historical experiences. German society at large also feels a moral obligation to support the CIS states in their political and economic reform efforts. Moreover, Germany is especially interested in supporting Russia, which, in return, is expected to make concessions to its ethnic German minority.

From an economic standpoint, Germany is interested in extending its ties to the former Soviet Union for two essential reasons.

First of all, the actual economic arrangements of German unification shocked the East German economy, resulting in mass bankruptcies, unemployment, and social tensions. Despite enormous financial and technical support provided by western Germany, the economic situation in the new Bundeslander demands even more. This becomes even clearer if one considers that two out of three primary elements of the transition process have not yet even been implemented completely. Although the former GDR economy has been liberalized internally as well as externally, stabilization and privatization problems have not yet been solved satisfactorily. Additionally, secondary elements of the transition- such as building up infrastructure, reorganizing the distorted industrial structure, and accelerating the investment process-have not been implemented sufficiently up to now. The overall difficult economic situation, especially negative employment effects, could have been, and can be, mitigated by maintaining traditional bilateral economic relations with the former Soviet Union's vast array of enterprises. While many firms in eastern Germany are still hardly capable of producing goods that are competitive in Western markets, their goods would readily be accepted by the former Soviet republics, even if their quality did not meet world standards.

Second, the CIS represents a huge market for Western products, a huge area of potential production sites for multinational corporations, and a seemingly inexhaustible source for raw materials. Making use of the knowledge German investors have acquired over the years regarding the Soviet Union and the CIS, a stronger German involvement might lead to a profitable advantage in reassessing CIS markets-or, at a minimum, those markets in the western region. As mentioned previously, the CIS has great potential for multinationals in search of new production and assembly sites. Low production costs and proximity to consumer markets make the CIS economically attractive, especially to many German companies which are expected to expand their own firms in the CIS market or to engage in joint ventures. In 1991, about one-tenth of all joint ventures in the former USSR had been established in collaboration with German partners. Joint ventures, in particular, might play quite an important role in the CIS in its transition toward a market economy, as they can provide managerial skills and organizational know-how, as well as capital, all of which are badly needed for the economic and political transformation. Local residents, especially, might perceive such investment activity as unbridled selling of the national patrimony; so, a certain public resistance is to be expected-and possibly encouraged by old Stalinists, new nationalists, or the still weighty influence by members of the (former) Communist Party. In this regard, it is crucial that governments of Soviet successor states declare foreign acquisitions and joint ventures as integral parts of their transformation strategy/ and provide an appropriate legal framework for this kind of economic activity.

The New Political Role of Germany

The new German sovereignty has required the country to take on many more profound responsibilities, especially for assuming a greater responsibility for global affairs. Once it has sufficiently managed the arduous task of unification, Germany will have ample opportunity to guide the process of integrating Europe. In this context, Germany must assume a leading role in NATO as well as within the EC. More important, though, is its traditional role as a mediator between East and West.

Germany knows from its own history that it is important to create and preserve international alliances with the West as well as with the East. It is basically willing to accept its greater global responsibility. Besides promoting European integration and contributing its share to the activities of international organizations, it has already taken a leading position in supporting the CIS in its economic and political transformation.

III. The Future of German-CIS Economic Relations

In the wake of the peaceful revolutions in Eastern Europe, East-West economic cooperation has lost its traditional role in the politics of detente. At present, there are two essential areas of economic activities which are of major importance for the welfare of both sides: First, direct support for the transformation process in the CIS; and, second, the creation of conditions which allow for and encourage the development of trade relations and other bilateral economic links as are found in typical market economies.

Direct Support for the Transformation Process in the CIS

Considering the present economic and political crises in the successor states of the USSR in terms of huge macro-economic imbalances, microeconomic distortions, social misery, and political uncertainty, it becomes clear that massive external assistance is a necessary precondition for successful systemic change. Therefore, Western support for the transformation process serves as a basis for normalizing bilateral relations in the mid-term.

The most urgent task is to provide substantial and comprehensive aid and assistance to the CIS in order to support the transformation process. The largest private donations in German history took place in the winters of 1990 and 1991, aimed at staving off food crises in the USSR. Since 1989, Germany has provided massive financial support, the majority of which has been given as a condition of German unification. In this context, the Soviet Union and Germany agreed on German payments amounting to DM 63.5 billion between 1991 and 1994. About a quarter of this sum consisted of subsidies and free delivery of goods, and was granted primarily in connection with the withdrawal of Soviet troops from East Germany. Another DM 27.7 billion was provided as credit and " Hermes guaranties." 2 Finally, another quarter of that sum resulted from export surpluses of the former GDR's trade with the Soviet Union.3 These and further payments, guaranties, and loans have made Germany the most important creditor of the CIS. Thus, Germany has borne the greatest burden of Western assistance, heavily taxing its financial capacity.4
Besides financial support, the provision of know-how and training to CIS decision makers is an essential prerequisite for any successful systemic change. In this context, decentralization of Western assistance seems to be the most reasonable approach to overcome fundamental difficulties at the microeconomic level. German officials in the governmental and nongovernmental spheres have at their disposal substantial consulting expertise in this area, as they have had to deal with very similar transformation problems in the eastern half of their country, and because they have a wealth of experience in East-West business.

The German government has started a comprehensive consulting project on economic transformation in the CIS, the framework of which sends numerous German experts to work as consultants in Russia. The six largest German economic research institutes focus on transformation problems in all the former Soviet republics. In the economic sphere, there are already many representatives of German institutions in the CIS, pursuing the goal of improving bilateral relations; among them are a bureau of economic cooperation, and an office of the Treuhandanstalt, as well as representatives of German industry in Moscow. Social contacts consist of numerous partnerships between cities as well as personal contacts. Different organizations and institutions reflect the already existing close ties between Germany and the CIS. In the fall of 1992, the Goethe Institute opened a representation in Moscow. The result of these traditional and newly formed bilateral links is that the mutual understanding between Germans and the people of the CIS regarding specific transformation problems is expected to be far better than that between other industrial democracies and the former USSR. As such, Germany might have a comparative advantage in consulting the CIS members with respect to their transformation efforts.

With regard to the training of business leaders from the CIS, considerable progress has been made on the basis of an agreement between the governments of Germany and the former USSR. Most of the teaching has been organized in cooperation with the Carl Duisberg Society, the Manager Academy Celle, the Korber Foundation, and the East-West Manager Academy in Berlin.5 Most trainers have come from German industry and academia. In the future, these activities should be undertaken with stronger direct involvement of firms, including much-needed on-the-job training.

Preservation and Extension of Bilateral Economic Relations

In the course of German unification and the dissolution of the CMEA, trade relations among the members of the former Soviet Bloc must undergo a transformation process as well. Due to the absence of rules and the high degree of uncertainty, trade relations among the East European countries have deteriorated dramatically, as did German-Soviet trade. Firms in East Germany were especially hit hard by these developments. The present liquidity crisis of the CIS requires an elaboration of new strategies and the application of special (artificial) instruments for trade promotion in order to bridge the problems of the transformation process.

Even if firms in eastern Germany do not have significant comparative advantages in trade with the CIS, in terms of low wages and factor endowments,6 they do have comparative advantages in both the production of spare parts for the existing stock of machinery and equipment in the CIS, and their knowledge of the CIS markets.

Furthermore, German officials continue to support trade with the CIS. The Hermes credit insurance has been the traditional instrument for preserving bilateral trade; it does not imply any increases of efficiency, but it helps east German producers to overcome the painful adjustment process. However, due to the cessation of special conditions which had been granted only for agreements concluded before the end of 1991, the benefits of this instrument have been limited.7 The German government continues to provide export guaranties under certain restrictions, but it has not yet decided whether to reintroduce these relatively effective special conditions in the future.

But even Russian state guaranties, which are necessary for Hermes-based trade, will not necessarily lead to an extension of bilateral trade in the near future, since the Russian Federation has recently started to reconsider its import policy due to increasing internal political problems and conditions imposed by the International Monetary Fund (IMF). The new valuation of imports is subject to a so-called "super priority" favoring imports of consumer goods, agricultural machinery, medical equipment, and drugs. Hence, East German producers who have customarily exported vehicles, tractors, machine tools, and textiles now face uncertainty over the future of this trade regime. Therefore, further instruments for trade promotion must be developed. The budgetary burdens of German unification make it unlikely that new measures can count on public financing activities, such as subsidizing export prices. Up to now, only a support program for medium-scale industry initiated by the Ministry of Economics is-besides Hermes-of any great relevance. Additionally, it might be reasonable in this context to support barter trade for a transitional period, especially because many German enterprises are willing to accept more barter activities and have considerable experience in this kind of business. Moreover, there are some 250 German trading companies that specialize in barter trade.

Furthermore, it is conceivable to promote certain projects which allow the CIS to improve its export capabilities. For example, private German creditors could provide the CIS with financial instruments that are subject to a strict two-fold conditionality. Thus, loans might be made available for restructuring and modernizing the CIS energy sector. In this way, excessive energy consumption could be reduced, the extraction of natural resources such as oil and natural gas could be increased, and hard currency exports of these products would be promoted.

The second condition would oblige the CIS to use its increased foreign exchange reserves by importing goods from the creditor's country.8 Besides direct trade promotion, the German government has already started to support bilateral trade relations indirectly by establishing councils for cooperation at the highest political levels.

Since German investors are traditionally cautious, private investment in the CIS is relatively weak at present. But some exceptions are worth mentioning: 

· The German enterprise Deminex has concluded a $3 billion agreement with a Russian firm for the exploration of raw materials, chiefly oil and gas. Metallgesellschaft has also been involved in similar endeavors. 

· Diehl, a German firm that produces military equipment, has started to support Russian firms in their problems of converting from military to civil production. 

· Siemens is establishing joint ventures in the electronics industries of Russia and Kazakhstan. 

· German chemical enterprises are supporting the development of the petrochemical industry in the Central Asian states. 

Factors that hamper CIS-German trade often lie in the administrative confusion dominating day-to-day politics in the CIS, as well as in the confusion over the decision-making powers in the external sector of the former USSR. Hence, an enormous degree of uncertainty among exporters and importers in both Germany and the CIS have almost paralyzed any further progress in trade relations. In order to create stable economic relations with clear competencies and assessable risks for firms involved in foreign trade, the governments of the CIS must accelerate the implementation of market-oriented reforms in the external sector, primarily convertibility for current account transactions and the creation of a foreign exchange market. Due to the complex interrelationships of most measures that are necessary for a transformation of the economic system, deregulation of the foreign trade sector must be accompanied by comprehensive macroeconomic stabilization efforts and internal liberalization. However, given the prevailing difficulties of realizing radical economic reforms, this blueprint of an economic transformation has to be modified in the case of the CIS. In general, the elementary framework of a market system-the rules of the game- have to be implemented immediately.9 Also, stabilization measures must be applied without compromise, and internal liberalization has to be advanced as far as possible.10 Decentralization of foreign trade should also be promoted, in order to leave foreign economic activities to market forces. But, considering the dearth of hard currency reserves, the prevailing confusion in the external sector, and the increase of capital flight, CIS authorities should maintain certain regulations on foreign trade activities of the natural gas and oil industries, which are the only branches producing hard goods. As long as economic stability has not been accomplished and an efficient foreign exchange market does not exist, the government should control this crucial source of hard currency. This is necessary in order to satisfy basic import needs and to buy Western products, which are essential for the modernization of the economic system and for the success of the transformation process itself.

Microeconomic measures for intensifying German-CIS trade should be completed by creating bilateral frameworks between the Germany and all the Soviet successor states (i.e. establishing a new network of economic and political agreements). In this context, the EC, which is generally responsible for its members' foreign trade policies, has already initiated negotiations with the CIS members concerning special trade conditions. However, a breakthrough in improving trade relations between the industrialized economies and the CIS can be expected only if the Western countries are also willing to make concessions in terms of opening their markets to CIS products. These international efforts should be accompanied by agreements on political, economic, and cultural cooperation at the national level.

Another important aspect can be seen in increasing the transparency of institutional regulations and the legal system as it exists in the CIS. At present, the majority of Western trading partners and potential investors hesitate to get into business with the CIS not only because of political instability, but simply as a result of insufficient information on actual regulations and opportunities. The task of providing this kind of information might be undertaken by representatives of German industry and trade in the CIS as they collaborate with official institutions in the individual republics, as well as by German industry's Bureau for Cooperation in Berlin.

IV. Conclusion

As a result of German unification, the collapse of the CMEA, and the disintegration of the Soviet economic and political system, bilateral economic relations between the FRG and the successor states of the USSR have seriously deteriorated. In particular, the drastic reduction of trade has seriously affected economic activities in the new Bundeslander and in the CIS, because the economies of the former GDR and the republics of the former USSR were strongly mutually dependent.

At present, there seems to be no way to revive former bilateral trade completely. However, a successful transformation of the economies of the CIS is not only crucial for their well-being, but for Germany's as well. The FRG is strongly interested in stabilizing the political and economic systems in the CIS for two essential reasons. First, the economy of eastern Germany is still heavily dependent on trade relations with the CIS. Second, Germany wants to avoid adverse spill-over effects resulting from a potential failure of systemic transformation in the CIS. As in the 1970s, balancing economic and political power as well as stability in Europe is a high priority for the FRG.

The CIS members are basically responsible for themselves. But Western support of the transformation process is a conditio sine qua ïîï. Therefore, the CIS should provide an appropriate framework for public and private Western engagement as soon as possible. Germany is willing to support the systemic change, and it has a comparative advantage in doing so. Finally, the long tradition of German-Russian economic relations and the country-specific interests of the CIS and Germany will serve as a good basis for extending and normalizing bilateral economic relations. Hence, intensifying a German-CIS economic partnership should be regarded as a window of opportunity for both sides.

NOTES 

1. The Caucasian and Asian republics of the former USSR will, rather, concentrate their external relations on the Asian Organization of Economic Cooperation (i.e. on countries such as Iran, Turkey, and Pakistan). 

2. Hermes guaranties are granted by the German government in connection with an export-credit insurance, which can be effected by a foreign trade company. 

3. For more detailed information, see C. Meier, "Economic Relations Between the Federal Republic of Germany and the Soviet Union in the Context of Supporting Perestroika," in A. Clesse and R. Tokes, eds., Preventing a New East-West Divide: The Economic and Social Imperatives of the Future Europe (Baden-Baden. 1992). 

4. Germany Is creditor for about one-halt of total CIS foreign debt, and its financial support has accumulated to DM 75.4 billion as of the end of 1989, which is more than 50 percent of total Western assistance. 

5. Meier. op. cit.. p. 465. 

6. Within the last two years, wages in eastern Germany have increased substantially, and almost equal those in western Germany. 

7. Crucial special conditions consisted of the omission of payments on account, and a three-year grace period. 

8. Basically, all financial instruments, even those provided by governments and international organizations, should be conditional in order to avoid inefficient use of loans by the recipients. 

9. These rules should cover all constitutional elements of the new system, such as property rights, mechanisms of allocation and distribution, rules of monetary and fiscal policies, and the arrangement of the incentive system. 

10. In this context, certain compromises might become inevitable from a social standpoint. 
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