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PREFACE 

This study revolves around the following broad objectives: 

(i) Has the disintegration of the Soviet Union affected trade prospects between Russia and 

India, specially after taking liberalisatiion programmein this country? 

(ii) Has rupee-rouble controversy any impact on the Indo-Russian trade relation in recent 

years? 

·, . 
(iii) What are the real causes of disintegration of the USSR and what was the ·role of 

Gorbachev in it? 

The Indo-Soviet/Russian economic and trade relations have been appraised of on the basis 

of data available upto 1995. 

An Outline of the Work 

There are ten chapters in this study: 

Chapter-! : Historical Background of Indo-Soviet Relations upto 1947. 

Chapter-11 : Indo-Soviet Relations in Post-Independence Period. 

·Chapter-Ill : Indo-Soviet Economic Cooperation Upto 1985. 

Chapter-IV : Indo-Soviet Trade Upto 1985. 

Chapter-V : Indo-Soviet Trade Upto the Disintegration of the USSR. 

Chapter-VI : Causes of Disintegration of the Soviet Union. 

Chapter-VII : Terms of Trade of Indo-Soviet Trade. 

Chapter-VIII: Rupee- Rouble Controversy . 

.. Chapter-IX : Indo-Russian Trade after the Disintegration of the Soviet Union. 

Chapter-X: Conclusion. 
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Chapter-! : 

Since ancient period, the Indo-Soviet relations stood on the solid base of trust and 

belief. The Indian freedom movement was highly influenced by the Great October Revolu

tion. Indeed, the socialist revolution in Russia and the Indian freedom movement, born in 

different contexts and circumstances and carried out in a different way, formed an integral 

part of the tide of history against imperialism and for the creation of a better world order. It 

was natural that they interacted each other. The historical relevance oflndo-Soviet relation 

has been.analysed in this chapter in the context of this theo'retical framework. 

Chapter-II : 

After independence, the Indo-Soviet relations took a new shape. India's attainment 

of independence in 1947 sounded the death knell of colonialism. The Soviet Union became 

the leader of the community of so~ialist countries and the Republic of India became an 

influential force in the Non-Alingned Movement. The famous Treaty of Friendship be

tween India and the Soviet Union was signed in 1971. This was signed at the height of the 

Indo-Pakistani conflict triggered by the fact that India fully supported the national libera

tion movement waged by the people of Bangladesh. The Western reactionary circles op

posed the appearance of a new state and thereby attempted to punish India. But, Soviet 

Union's principled stand played a role in repulsing the action launched against India. On 

the background of this literature, Indo-Soviet relation has been discussed in this chapter. 

Chapter-III: 

Immediately after independence, mainly two factors were responsible for deepen

ing of friendship and cooperation between India and the Soviet Union: first, the basic agenda 

of the ruling class of newly independent India was the material transformation of India. 

Secondly, the material transformation was linked with the strengthening of national sover

eignty. With a view to achievin~ these two interrelated goals, the Indian ruling classes· 

sought cooperation of the Soviet Union. The Soviet cooperation facilitated India in the 

development of heavy and basic industries. In this chapter, a detailed analysis of Soviet 

economic cooperation has been made. 
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Chapter-lV: 

This chapter reviewed the previous studies of Indo-Soviet trade to get ourselves 

apprised of present analytical trends in the literature. This chapter consi'sts of mainly four 
. . 

. seCtions. First section is devoted to the general discussion of Indo-Soviet trade since an

cient times. Second section discusses the commodity composition of Indo-Soviet trade in 

post-independence period. Third section examined the problems oflndo-Soviet trade. Fourth 

section clarified the pattern of changes in Indo-Soviet trade upto 1985. 

Chapter-V: 

Gorbachve' s regime started from 1985 and it can be divided into two phases: first 

phase that was between 1985 and 1988 and second phase was from 1989 and upto the. 

disintegration of the Soviet Union. Perestroika was in~roduced in the first phase. Democ

racy and Glasnost are regarded as the most significant result of Perestroika. When Mikhail 

Gorbachev became the General Secretary of the Communist Party of the Soviet Union in 

March 1985, the Soviet economy had already stagnated under Brezhnev. ln these circum

stances, Perestroika and Glasnost were meant to reconstruct the stagnant Soviet economy. 

During Perestroika, the Soviet Union .was inclined towards the west in general and the 

United States in particular. In this juncture, a separate analysis of Indo-Soviet trade for the 

period under Perestroika is required. This is done in this chapter. 

Chapter-Vl: 

Indo-Soviet trade relation received a staggering blow due to the disintegration of 

the Soviet Union. In this chapter, causes of disintegration of the Soviet Union were searched 

for. In this context, the role of Gorbachev in the process of dismantling of the USSR has 

been analysed. 

Chapter-VII: 

This chapter is devoted to the analysis ofthe Indo-Soviet/Russian terms of trade. In 

any trade relation, terms of trade occupy an important place, as it reflects a clear picture of 

trade performance of the country concerned. 
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Chapter-VIII: 

A long debated issue - the Rupee-Rouble controversy has been analysed in this 

chapter. In post-disintegration period, this controversy took an important role in the deter-

. mination of the trade links between the two countries. Total trade volume sharply fell 

down after the disintegration. But how far the solution of this controversy has become · 

successful in increasing the trade turnover. between the two countries is a matter of concern. 

This has been discussed in detail in this chapter. 

Chapter-IX: 

The qualitative change in Russia as well as in India in the post-cold war pha-se has 

affected Indo-Russian economic relation. On the other hand, both the countries are devis

ing new methods of survival in the changed climate. New Russia has become busy in strength

ening trade relations with states such as Germany, US, Italy, Japan, China etc, while Indo

Russian trade is becoming almost negligible from Russian side. In this chapter, an attempt 

has been made to assess the real state of lndo-Russia.n trade relations by which a future 

projection of mutual trade can be outlined. 

Chapter-X: 

Disintegration of the Soviet Union has surely affected the two-way trade prospects 

of India and Russia: Over and above, westward orientation of Russia in recent years has 

hampered Indo-Russian trade. In spite of that, the strategic si~nificance of two countries' 

geopolitical situations are compelling enough to activate Indo-Russian cooperation. Over 

thirty joint ventures are already on 'the way of completion in mainly leather goods, com-
' 

puter hardware and engineering items. In this chapter, efforts have been made to draw 

conclusion based on the total discussion made in this vloume. 

. I 
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CHAPTER-I 

HISTORICAL BACKGROUND OF INDO-SOVIET RELATION 

Ancient Period : 

From the time immemorial Indo-Soviet relationship exists. This is round in the 

studies conducted by Gleb Ivashentsov and Nikolai Koltsov1 in linguistics, archae.Q!ogy , 

anthropology, and ethnography. A similarity is found between the Russian language and 

Indian language (Sanskrit). For ex;ample, the Russian words "dever11 (brother -in-,law) ;_ 

"braht "(brother); "svyokor" (father-in-law) have phonetic similarity with the words "devri · · 

", bhratri" and "swakar' respectively in Sanskrit. The word "bog"(god) is similar to" bhoga" .' 

in Sanskrit . The name of Hindu sacred hymns 'Vedas' is of the same origin as Russian 

word 'vedat' (to know) . A section of people named 'veda' lived in Belorussia, a former 

Soviet Republic. There are numerous other examples like this. In archaeological study, it is 

found that two Indian silver coins of the 9th and 1Oth centuries were du~ up in the former 

pereyaslavl district of the Doltava guberniya. It was also discovered that kievan Rus bought 

precious stones and jewels in the East and sold fers, honey and wax there. Archaeological 

discoveries also proved that Indo-Russian ties were found in Kushan period which was 
' 

connected with the spread ofBuddhism. In 1980's, archelogists of the Soviet Union unveiled 

the remnants of many Buddhist temples, monasteries and other religious establishments in 

various areas of what are known as Uzbekistan , Tajikistan, Turmentstan. Rest it, huge 

amount of sculpters, frescoes, manuscripts written in ancient Indian languages were found. 

Thousands of Indian manuscripts and miniatures were brought to Central Assia and wer~ 

passed fr~m generation to generation and now these have be'en stored in scientific centre·s irt 

Tashkant, Dushanbe and in other museums . Manifestations oflndo-Russian ties were found 

not only in manuscripts, but also in numismatic objects. 

The kinship and similarity of languages and cultures of ancient India and Russia are 

found in the writings of G.M. Bongard-Levin and G.F. llyin. The name of their book is 

"India in Ancient Times" pubished i!ll985. Another book that was published in New Delhi 



by P.M.Kemp, 11 Bharat Rus: An Introduction to Indo-Russian Contracts and Travels from 

Mediavel Times to October Revolution 11 narrates the ancient ties between these two countries. 

The common root oflndo-Russian culture was embodied in the paintings of Nikolai Roerich. 
' . 

The Russian people had a natural attractioin to India .The folk stories of Vasily Buslayev, 

Sadko , Duke Stepanovich and many others that were associated with India. Many literary 

sources confirmed the staying of Russian people in India . In "Tughlak-Nama " , it is 

found that the Russians formed an army of Ghazi Malik . This army occupied Delhi where 

they formed new Indian dynasty ofTughlakids(l320-1413). Nikolai Karamzim2 remarked 

, ':Until now, geographers were unaware that Russia has the honour of having produced 

one of the earliest recorded Euoropian journeys to India ... at a time when Vasco da-Gama . 

was just contemplating the possibility of finding away from Africa to Hindustan, our men 

from the town of Tver was already on the Malabar Coast" . Bimal Prasad3 quoted a few 

I ines from "The Story of India the Rich 11 
- a Russian book on India belonging to the 12-13 

century, to show that India found a place in Russian legends and fables some 600 years ago. 

Russian traders of the 15th century, Afanasy Nil<itin contributed a lot about the 

ancient ties between these two countries . In his book " Voyage Beyond Three Seas'', 

Nikitin , narrated different aspectds of the relations . Nikitin voyage to India lasted for 

about three years from 1471 to 1474 .About Nikitin, Yevgeni Rumyantsev4 wrote, "Today, 

over five centuries later, we can be proud of the fact that, unlike the European colonialists,. 

Afanasy Nikitin did not enter this legendary country with a sword and cross, but instead 

stretched one of the first threads of the spiritual friendship between Russia and India." 

Afanasy Nikitin's work was dedicated to India. As an attentive and thoughtful observer 

who sought to learn about a world that was new to him , Nikitin wrote many interesting 

things about India , with a great sympathy for its people5
. In 16th century and after, a 

number of successful attempts was made to make a trade relation between India and Soviet 

Union. Devendra Kaushik 6 wrote, 11 Tsar Alexei Mikhailovich was.the first Russian ruler 

to make an attempt to establish diplomatic and economic relations with the Mughal rulers 

oflndia. In 1646, he sent Nikita Siroyezhen and Vasily Tushkanov as envoy to the court of 

Shahjahan. 11 Later on, Semyon Malenki came to Delhi in .1695. He was received by Aurangzeb 

who allowed the Russian traders to carry on trade with India . A detailed discussion of the 
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history of Indo-Soviet trade relation will be carried out in the later chapter . 

Russian interest in India , its folk epics, customs, morals and religious belief was 

constantly growing. In 1788, the' Bhagavad-Gita', 'Mahabharata' and philosophical thought 

of ancient India was published in Russian language. Kalidasa's 'Abhijnana Sakuntalam ' 

was translated and published in Russian journal 'Moskovsky' in 1792 by Nikolai Karamzin . . 
Another person, Filip Yefremov who visited India through Karakoram pass within 1774-

1782 wrote a book "Nine Year Wanderings". Knowing Hindustani and Kashmiri language 

"Yell, Yefremov described these two provinces with exceptional accuracy. Another Russian 

Indologist Gerasim Lebdev, who lived in India for twelve years from 1785 to 1797 promoted 

Indo-Soviet friendship to a greater extend. Going back to his nativeland, Lebdev wrote one 

book in 1805," A Scholarly Contemplation of the Brahmin System of East India". On 

returning to Russia , he set up a printing press where he used the Bengali type for printing 

the above-mentioned book. Introduction of India in Russian study was his credit. In the last 

part of the 19th century, Russian people paid enough attention to the growing freedom 

movement of India. 

HISTORIL'AL PART OF 20th CENTURY 

I.P Minayev, a renowned Russian scholar, visited India thrice and shqwed an exceptional 

interest in India's national liberation movement . Minayev was the only Russian, who 

participated as the foreign delegate at the first Indian National Congress session in Bombay 

in 1905. The revolutionary democrats Vissarian Belinsky, Nikolai Chernyshevsky and 

Nikolai Dobrolyubov played an important role in establishment of friendship between India 

and Russia. In 1905, the famous Russian writer Maxim Gorky was thrown into prison . 

Being shocked by this imprisonment of Gorky, Gandhiji protested it by his newspaper 

'Indian Opinion' on July 1, 1905 ; Gandhiji also appreciated Gorky's selflessness and 

fearlessness. The first Russian Revolution of 1905 exerted great influence on the political 

conciousness of the people of India . For many Indians , who had long been fed by the 

imperialist propaganda of "threat from Russia" this event proved to be an eye-opener7
• 
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The Tolstoy Museum in Moscow has 281etters written by Gandhiji to his Godfather 

Tolstoy. Gandhiji was highly influenced by Leo Tolstoy who was, to him, known as the 

'mirror' of the Russian Revolution of 1905 . ln fact, Gandhiji drew support and inspiration 

from the life and work of Leo Tolstoy when he initiated his non-violence, non-cooperation 

movement against the British. Gandhiji called Tolstoy his 'teacher's. He confessed that it 

was in the teaching of Tolstoy that he found the substantiation for his own belief in non

violence. "Russia" , Gandhiji wrote, "gave me in Tolstoy a teacher , who furnished a 

reasonable basis for my non-violence . Gandhiji also acknowledged that it was Tolstoy 

who gave him the first perception of his movement in South Africa. Gandhiji wrote , " It 

was he (Tolstoy), who had prophesied that l was leading a 1'hovement which was destined 

to bring hope to the downtrodden people of the earth'~9 . E.N. Komrov was of the opinion 

that Tolstoy's actions undoubtedly awakened national-liberation aspirations in India. In his 

famous 'Letter to a Hindu ' (1907) Tolstoy advised the Indian :"Do not resist evil , but do 

not yourselves participate in the evil' , in the coercion of the administration, courts, in the 

collection of taxes and mainly, in the army, and nobody in the world will enslave you" 10
•· 

The newspaper 'Vihari ' wrote in 1907 in this connection that Tolstoy was very right in his 

suggestion for Indian as ' a handful ofBritishers' could not enslave the multimillion Indian 

nation if the Indians refused to serve in the British army and stoped paying taxes to the 

British exchequer. Tolstoy's idea of general boycott of British rule in India was evidently 

evoked by the fight against tsarist autocracy during the first Russian revolution , in 1905 . 

Dadabhai Nawroji mentioned the events of Russia at the Calcutta session of the Indian 

National Congress in 1906 while demanding for self-government for India. Madam Came 

, the wellknown Indian revolutionary stated in the International Socialist Congress in Stuttgart 

in 1907, "the day will come when the nations of India will awaken and follow the example 

of our comrades, in Russia, to whom we send our particularly fraternal greetings" 11 . 

In Soviet Union, Gandhiji's name was not only associated for his role in India's 

freedom struggle, but also for the "invariable sympathy Gandhiji has for this country until 

his last days. He was one of those who stood at the foundations oflndo·Soviet friendship" 12 . 

On the eve oftheOctober Revolution, both the countries, lndia and the U.S.S.R. had their 

common goal to become an independent nation with independent foreign policy. ln 1908, 
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Lenin wrote in his article, 'Inflamable Material in World Politics', "there is no end to the 

acts of violence and plunder which goes under the name of British system of government in 

India . Nowhere in the world - with exceptio·n of course, of Russia- will you find such 

chronic starvation among the people". Freedom fighter B.G. Tilak was sentenced to six 

years' imprisonment by the British court in 1908 , and as a consequence of this , Bombay 

workers went on a six-day strike . Lenin reacted in the above-mentioned article," ... this 

revenge against a democrat by the lackeys of the money-fag evoked street demonstrations 

and a strike in Bombay". In 1911 , the underground Bolshevik "Rabochaya Gazeta", a 

workers' newspaper edited by Lenin , wrote , "Long live revolutionary Persia! Long live 

revolutionary China! Long live revolutionary India!" This slogan expr_essed the main theme 

of the political line-up of Russian revolutionaries and democrates with regard to India .In 

mid-1917, Lenin stressed in the article "Foreign Policy of Russian Revolution" published 

in ' Pravada' that one of the goals of this policy was to driv~ the British out of India. Lenin 

stated that the "working masses of Russia are following with unflagging attention the 

awakening of the Indian workers and peasants" 13 

So, during the First World War, Lenin developed the political guidelines what signified 

that , even after the victory of 1917 February Revolution , the working class in India would 

be able to enjoy the support of its northern neighbour. And the victory of this revolution 

introduced a new phase of relations.between Russia and India. 

IMPACT OF OCTOBER REVOLUTION 

Former Prime Minister Late Morarji Desai, during his official visit to the Soviet 

Union, said that the October Revolution was "an epochmaking event in the history of your 

country as well as the history of world which has inspired and continues to inspiremillions 

of people outside your frontiers.'' 14 The great October Revolution had a tremendous impact 

on the freedom movement of India . The then Secretary of State for India, Lord Montague 

and the Viceroy of India, Lord Chelmsford ,in their famous report on Indian Constitutional 

Reforms published in 1918 wrote, " The revolution in Russia in its beginning was regarded 

in India as truimph over despotism, it has given impetus to Indian political reforms " 1 ~. The 

Great October Revolution began the propagation of the idea of socialism in India and gave 

new perspective to social progress. 16 V.Pavlowsky said that the Great October Revolution 
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had proved that imperialism and colpnialism are not all-powerful , and they can and must 

be vanqu'ished , The Russian revolution awakened the colonial and dependent peoples to 

struggle, and exerted a great influence on the developement of the national-liberation 

movement, particularly in India. 17 The British tried their level best to prevent the success 

story of October Revolution from being known by th~ Indians. Instead, they distorted the 

picture, but they did not tully succeed in their endevour. Indian press helped much to reach 

the news to the mass. 'Kesari' published from Poona and edited by Bal Gangadhar Tilak, 

printed one article on January 29, 1918 on "The Russian Leader" with a view to countering 

propaganda carried out by the British sources about Lenin and the Russian Revolution" 18
. 

Barely 21 days after the occurance of the Revolution, on 28th November, 1917 , the great 

Indian poet Subrahmaya Bharati, wrote in one of the Tamil newspaper that the socialists of 

Russia under the leadership of' Sriman Lenin' had achieved their goal and commanded the 

principle of distribution of wealth "between peoples of the world on the basis of equality"19
• 

"The Am rita Bazar Patrika published from Calcutta wrote on August-17, 1920, "The Soviet 

is not only a powerful as any government in Europe , but some of its principles are more 

enlightened than any followed by any other government in the world"20
. The Hindu daily 

'Aaj' (Banaras) wrote on October 5,1920: "If one Lenin goes, ten other Lenins will take his 

place. By Lenin , we mean the man who is representing the domination of Shudras"21
. 

Jawaharlal Nehru22 wrote to his daughter Indira Gandhi, "The year you were born in 1917 

-was one of the memorable years in history, when a great leader, with a heartfull of love 

and sympathy for the poor and suffering , made his people write a noble and never-to-be

forgotten chapter of history. In the very month in which you were born, Lenin started the 

great Revolution which has changed the fate of Russia". On July 20,1920, 'Kesari' declared 

that the Soviet government had P,ast the three tests of genuine government: "they had 

established an orderly economy, they had built up a powerful army" 23
. Twelve days after 

the publication of this editorial, Tilok died, and the supreme leadership of the Indian Natioanl 

Congress and freedom movement passed to the head of Mahatma Gandhi. This heralded the 

new phase of the history of the Indian freedom movement. 

The comment of Bengali weekly 'Atmashakti' of 18 April, 1923 was more revealing: The . 
. Bolsheviks are opposed to imperialism , that is why the British, the French and other 

imperialists are trying to destroy this new-born state·. But God's will is different . The 
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Bolsheviks led by Lenin, have emerged triumphant, the imperialists are on the run. The 

victorious Bolsheviks are spreading throughout the world the message of Liberty, Equality 

and Fraternity. Oppressed humanity today looks forward , with the hope of salvation, towards 

Lenin and the Bolsheviks" 24
. 1t is very vivid that Indian sentiment was so deep-rooted that 

after the death of Lenin, a good number of daily as well as weekly papers paid tribute to the 

departed leader with a very touchy language . 'Anand a Bazar Patrika' of Calcutta wrote on 

January 30 ,; ''The noble-minded Lenin, the friend of humanity is dead' ' 25 . 'Labour Kishan 

Gazette(Maqras), edited by Singarvilu Chettiar expressed on 30 January: "Lenin, the great 

, has passed away and joined choir invisible. The world, the worker's world , is today 

poorer by the passing away of its great teacher"26
. 

'The Tribune' published from Lahore wrote on January 29, 1924: " No one can, no one 

dare, deny that the world today is distinctly the poorer for the death of one who has made 

revolutionary Russia a thing to reckon with instead of being the plaything of Europian 

diplomats" 27 . On the same day, 'Abhyudaya', a Hindi weekly, commented, "World's 

greatest man of the age has passed away from this world . lt is most' heartbreaking to 

publish the news of Lenin's death" 2
H. 

Indian people being ruled and oppressed by the British got their cherished expression in 

Lenin's activity in Bolshevik Revolution . In this regard , a geed number of books was 

published in Indian languages and in English where the Indian writers found a similarity 

between those two countries' situation . Some important books are worth mentioning: 

· S.A.Dange's "Gandhi Vs, Lenin "(1921), G.V, Krishna Rao's Nikolai Lenin: His Life and 

Works "(1921 ), Ram Shankar Avasthi' s "Roos Ki Punar:i anma" ( 1920) and "Bolshevik 

J adugar (1921 ), Som Dutt Vidyalankar' s "Roos Ki Punarj anma" (1921) , Vishambhar 

Nath Jijja's ''Roos Me Yugantar'' (1923) '',and in the same year another book was published 

by Pran Nath Vidyalankar, this was, ''Roos Ki Panchayati Rajya''. The above-mentioned 

books were written in Hindi . Dange ,in his book commented on the October Revolution , 

''The Russian Revolution is the begining of the destruction of this' bourgeois period'. This 

is the significance of the Russian Revolution" 29
. G.V.Krishna Rao wrote, "Truely, the 

Russian Revolution wrote on the wall of the world that the day of despotism was gone' ' 30
. 

The most fashciriating comment was made by Pran Nath vidyalankar, ''Russia and India 

sail in the same boat, while the one was ruled by the Czars, the other is being ruled by 

7 



British bureaucracy. The Russian masses have been relieved by the Bolsheviks, but Indians 

are still suffering at the hands of the bureaucrats. 31
• Vidyalankar mainly tried to show the 

similarity between the two countries in their respective political atmosphere . 

Bengali writer Ph ani Bhusan Ghosh in "Lenin" (I 92 I) and Kannadi writer Gorakh in 

"Liberation of the poor in Russia Nikolai Lenin" (1924) made a comparison between 

Lenin and Gandhi two leaders of two struggles in Russia and India. Ghose wrote, • 'On the 

whole, both Gandhi and Lenin have a common aim : to liquidate all forms of corruption 

from society , especially try to end poverty of the masses and uproot the domination of 

d~spots" 32, while Gorakh wrote, "Today, there are two great men dominating the world 

. stage -Lenin and Gandhi ... Their common aims are to remove the ills from the world to get 

rid of the misery of the poor, destroy every kind of despotism ..... while their strategy is the 

same at b9ttom , outside it looks different" 33
. Two writers in two different languages, 

sitting in two extreme corners oflndia with different cultures evaluated Lenin and Gandhi 

in uniform line of thought. This is nothing but the deeprooted expression of tribute of the 

people of India to these two great leaders. R.Vidyanath34 mentioned also a number of 

books written in English by the Indians on Soviet Union. A few of them are: 

M.B.L.Bhargabva's 'Lenin -a biography. of Lenin published from Bombay in 1929; 

M.N. Roy's 'The Russian Revolution' published from Calcutta in I949 . Devendra Kaushik 

35 mentioned Rahul Sankrityayan's work on Central- Asian history regarding the Indo

Russian ties. 

The October Revolution of I 9 I 7 was earmarked as the transitional period from the 

capitalism to the socialism. Consequently, this revolution inspired the colonial people. The 

leaders of the October Revolution declared the principle of national self-determination not 

only for the nationalities which comprised the tsarist empire, but also for all subject people. 

This was indeed ''an explosive statement and all natives of Asia working for the freedom 

heard it with a new hope' ' 36. It was correct that revolutionary upsurge in Russia speeded 'up 

the freedom movement of India. 

Jagjit Singh Anand wrote, ''The October Revolution dealt a telling blow at the very 

roots of world imperialism -a blow from which it never recovered' ' 37
• This brought a new 

hope to the Indian people for their success in the liberation movement . Gandhiji highly 
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evaluated the historic significance of the Revolution , and he wrote in 'Young India' , 

''There is no questioning the fact that the Bolshevik ideal has behind it the purest sacrifice 

of countless men and women who, have given up their all for its sake. An ideal that is 

sanctified by sacrifice of such master spirits as Lenin can not go in vain; the noble example 

of their renunciation will be emblazoned for ever and quicker .. 38
. 

In South Africa, Gandhiji was moved by the earlier phase of the Russian Revolution 

Later on, he wrote , 11 There is much similarity between the government of India and that 

o~ Russia. The power of the Viceroy is in no way Jess than that of the tsar ... The movement 

in Bengal for the use of Swadeshi goods is much like the Russian movement. We also can . 

show the _same strength as the Russian people have shown' ' 3
<). Gandhij i also made a prophetic . 

statement in 1905: "If the Russian people succeed this Revolution (of 1905) in Russia will 

be regarded as the greatest victory, the greatest event of the present century' ' 40
• But assuming '. . 

leadership, Gandhiji could not pref~r Soviet-styled struggle ; and he criticised in 1921 the 

Soviet leadership for its supposed reference on violent means . This does not necessarily· 

mean that Gandhiji believed in the Bolshevik menace. However, the situation was changed 

and the nationalist leadership adopted a clearly friendly attitude towards the Soviet Union . 

The most important contribution in this regard was made by Jawarhalal Nehru who held a 

special position in the party, even in the 1920's. He was very close to Mahatmaji and used 

to enjoy his confidence all along. Jawaharlal influenced Gandhi regarding Soviet Union 

and former had a clear inclination towards Soviet line of action. Jawaharlal Nehru became 

the idol of the youth of contemporary period. He participated in the International Conference 

against imperialism in Brussels in February, 1927 being a delegate of the Indian National 

Congress. He, with his family, visited Moscow in November, 1927. This visit brought two 

countries closer as Nehiu could understand that post-tsar socio-economic sitUation in Russia 

would be similar to the independent India as both the qountries being predominantly 

agriculture-based . so, Nehru wrote, "If Russia finds a satisfactory. solution of these, our 

work in India is made easier' ' 41 . On returning from Russia he expressed his mind on Russia, 

"1 must confess that the impression I carried back with me from Moscow were very 

favourable and all my reading has confirmed those impressions, although there is much that 

I do not understand and much that I do not like or admire" 42
. At the same year, Jawaharlal, 
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at a student gatherings apprehended that India and the Soviet Union could have been friend 

of one another for so many common reasons43
. 

Nehru's visit to the Soviet Union in 1927 convinced him that the Soviet Union was 

a powerful anti-imperialist force and that the colonial countries had something to learn 

from the Soviet system . It is the Soviet Union that made up his mind to opt for socialism 

after independence. Because the Soviet Union stood against Nazism and Fascism. In a letter .• 

to Moulana Azad he wrote , '' It would be a tragedy if Soviet Russia was crippled arid : . 

weakened by a war against her, for then the only powerful opponent of imperialism would·· ' . . . . 

be removed' ' 44
. 

No study oflndo-Soviet relations can be completed unless we examine the perception 

which shaped the course of India's history, particularly that of Jawaharlal Nehru who designed 

. the foreign policy of India. The period 1917-47 was crucial in this sens~. In the l930;s ·, ·. 

Nehru accepted socialism as the only salvation for the world and he advocated for socia1is~ 

in India and subsequently, Nehru's idea of Soviet Socialism was supported by Lala Lajpat · 

.Rai , Bal Gangadhar Tilak , Rabindra Nath Tegore and ~thers. The ideology of Indian 

National Congress was highly influenced by the success of the Soviet experiments in the 

· . '· fields of economic and social development. 

Th~ policy of friendship and support for national aspirations of the Indian people 

became a state policy of Soviet Russia45
. This policy helped India to get a faithful friend 

like Russia who, in all steps of freedom movement used to give India a moral support. Not 

only that, the Bolshevik Party , in 1916 , took decision to render economic and cultural help · 

to the oppressed ·people of India by the new socialist government. Jawaharlal ·Nehru, in. 

'Discovery of India', wrote regarding the October Revolution, "I had no doubt that the 

SovietR~volution had advanced human society by a great leap and had th~ foundation for., 

the new civilisation towards which the world could advance' ' 46
. The'first legislative act 

adopted by the Soviet government was the D.ecree on Peac~ with regard to India. 

The address of the Soviet Government "To All Workers Moslems of Russia and the 

East" on December 3, 1917, contained a passionate appeal to the peoples of the East, 
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Persians,Turks, Arabs and Indians, to raise against their oppressors: "Waste no time and 

cast off the age-old plunders of your lands! No longer let them pillage your down dear 

hearths! You yourselves should build your own lives in your own fashion and likeness! 

You have the right to do so, for your fate is in your own hands! 47 .The address , was so 

passionate, well-cemented and it was written in such a lucid language that it evoked serious 

concern and even fear among the British .colonical authorities. Three days after this address 

, British secretary for Indian affairs Edwin Montagu gave a note to Viceroy of India , Lord· · . . . 

Chemlsford to ban on the circulation of this address. Inspite of this ban, it reached the land 

of f~eedom struggle and it produced tremendous impact on the working peoplel, as the. 

victory of the socialist heralded the advent of a new social order free from oppression and 

exploitation. 

·After the OctoberRevolution, the first Indian delegation visited Russia in November, 

1918 to greet the people for their world's greatest social revolution and, in Match , of the· 

same year a group of emigre Indians living abroad came to Petrograde from Kabul at the 

invitation of the New Soviet government. Raja Mahendra Pratap led the delegation . He 

stayed almost one month in Petro grade and Moscow. No writers could clearly establish: t~e · 

identity 0f the November delegation to Moscow. Zafar 1mam48 only pr·esumed·that this 

delegation was probably the emigre Indian Muslims living in Afghanistan, that consisted of 

. Mohammad Barkatullah, then Prime Minister of the Provisional Government of India· 

based at Kabul. They handed over a message on behalf of the Indian People that was published· 

· iniPravda', "India congratulates you on the great victory gained by you for the good of the · · 

democracy of the whole world. India is marvelling at the noble and human principles that· 

you have proclaimed in seizing power." 49 This message also requested the Soviet people 

to support the freedom struggle of India. On November 23, 1918, this delegation WaS 
received ~y Lenin and two days later, this delegation was invited to attend a session of the 

All-Russian Central Executive Council where one of the delegates got opportunity to speak. 

for India. On the same day, they handed over one memorandum to the Chairman of ARCEC, 

Yakov Svesdlov in which detailed socio-economic conditions of India and problem -of 

freedom movement were narrated and sought help for the liberation of India . Accepting 

this memorandum, the Chairmen told, ''We hope that all the enslaved countries will quickly 

establish contacts with Soviet Russia. Our appeal for reforms and progress will reach India 
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and other Asian countries and the people who are now enslaved by the British will rise in 

rebellion, cast off the chains of slavery and unite with other peoples in striving for freedom. 

We authorise Indian representatives to convey the best wishes from the Executive Committee 

and our hopes for the speediest liberation of the Indian people " 50
. The 'Volga Trude ' 

newspaper wrote that the Indian delegation was greatly interested in the programme of the 

communist, and '' ... is busy translating the Soviet Constitution into their languages''. The 

delegation also addressed a public meeting in the Hall of Columns of the Trade Union 

House in Moscow, where Mohammed Hadi spoke for the Indians. He broadly elaborated 

the colonial exploitation of India . Within the interval of May and July 1919, Barkatulla 
\ 

met Raja Mahendra Pratap from Berlin in Petrograd and Moscow. And with the company 

of Abdul Rab, P. Acharjya, Dilip Singh Gill and Ibrahim, Mahendra Pratap and Barkatullah 

met Lenin in July 1919. 

This mission in 1918 and 1919 created an awareness in Soviet Union regarding the 

situation of British -ruled India . ' The Knowledge gained by the Soviet leadership perhaps 

did contribute to assessing the Indian situation in the Comintern conference later' 51
• The 

semi-official treatment rendered by the Soviet authority to the Indian delegates and wide 

range of publicity in Petrograd and Moscow made possible to draw sympathy from all class 

of people in Soviet Union . This delegation continued their works until summer of 1920 in 

Taskent, Baku and including Moscow and Petrograd. 

In the second phase of sojourn in Moscow by the indians, M.N.Roy took a great 

part. He reached Moscow in early summer of 1920 on the eve of the Second Comitern 

Congress M.N.Roy 52 himself wrote in one Calcutta based ~ewspaper that he was received 

by the Soviets with warm welcome and he met Lenin immediately after arrival in Moscow. 

Lenin was highly impressed by his youthful zeal for Marxism and fair knowledge about 

British oppression in India, Though M.N.Roy was a delegate from Mexico in the Second· 

Comintern Congress ,still he and P.Aharya acted as the main delegate from Indian side. 

Immediately before this Congress, the Indians , vjz. M.N.Roy, P.Acharya , G.A.Khan , 

Luhani • Dr. Mansoor from Berlin, M.Barkatullah from Kabul and Mohammed Shafique 

from Tashkent gathered in Moscow in order to form one association by the name of the 

"Indian Revolutionary Association" 53 . Lenin highly praised of the formation ofthe new 
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association for the movement of self-determination of the As,ian sub-continent. As M. N. Roy 

took a major part in forming this association , his credit also goes for the decision of the 

Comintern Congress that stood as the landmark in the history of Soviet Russia and the 

National Liberation Movement of the world. M.N. Roy emerged as one of the star performers 

of the Congress. Immediately after the third anniversary of the October Revolution, M.N.Roy 

came to Tashkent, and ultimately he became one of three members of the Central Asiatic 

Bureau of the Communist International .Roy wanted to organise a movement against the 

British in India in Soviet style; accordingly, he conceived of training and equipping an 
' . 

ar~y with Soviet help. This army was to consist of Anglo-Indian Army, international 

volunteers and ; tribals of North-West India. According to him , this plan of army also 

interested Lenin and Soviet Ambassador in Afghanistan and for this purpose, the arms and 

ammunition were given by the Council of the Soviet Governmen~ Later on , Abhani 

Mukherjee and others joined Roy. 

In June, 1921, a 14-member delegation of the Indian Revolutionary Committee 

arrived in Moscow in order to attend the Third Comintern Congress. Hirendranatb 

Chattopa~hyay led the delagation and other members of the delegation were Bhupendranath 

Dutta, Varinder Nath Das Gupta, Khankoji, Ghulam Ambia Khan Luhani, Nalini Gupta, 

Dr.Mansoor, Champa Karaman Pillai , Mahendra Pratap and Agnes Simedley, then 

M.N.Roy's wife. M.N.Roy, by the beginning of 1922 , became the main spokesman of 

Soviet policy in India and in the Fourth Com intern Congress held in the summer 1922, Roy 

was highly praised for his Marxist interpretation of the Indian conditions. But from the very 

beginnig of his sojourn in the Soviet' Union , he had a tendency to criticise and overstep the 

Comintern policy and on the other, he was interested in keeping a separate communist 

movement in India for which the Comintern did not show any intention of supporting and 

encouraging this separate movement. 54 

In 1920 , Indian revolutionaries who met in ~abut sent greetings to Lenin as he 

raised his voice for the liberation of oppressed classes, particularly for India. Lenin, in a 

radiogram, on May 10,1920, said ,''I am glad to hear that the principles of self-determination 

and the liberation of oppressed nations from exploitation by foreign and native capitalists 

proclaimed by the worker's and peasants' Republic, have met with such a ready response 
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among the progressive Indians, who are waging a heroic tight for freedom "~~. The First 

Congress of the Peoples of the East was held in Baku, capital of Azerbaijan in September,· 

1920 where 14-m ember delegation took part from Indian side. The document of this Congress 

had an organic hatred for the racist p~licies of British colonialism in India. 

Being influenced by the October Revolution , the national liberation movement of 

India became stronger and thus the. working class movement gained momentum in India. 

K.M.Panikkar wrote, ''Before the October Revolution, the nationalist movement in India 

was liberal and exclusively political . The movement had neither a defined social nor an 

economic objective .... The Russian Revolution altered all this ... " 56
. Mter 1927, a s~rl.es of . 

strikes was there where over 600000 people were involved . These strikes, though primarily 

based on economic demands, were converted into political one and chanelised into an colonial 

wave. The subsequent development of the Indian liberation struggle after the October 

Revolution corroborated Lenin's view: Fight against colonialism. In the first year of Soviet 

power after revolution, Lenin, paid attention for strengthening friendly ties between these 

two countries. Once, Lenin told academician S.F.Oldenburge in 1919 to go to the masses 

to tell the history of Indians who were enslaved by the British for a long time . 57 Due to 

friendly ties, Soviet people rendered material help more than once to the striking Indian 

workers through their trade unions. M.N.Joshi, the General Secretary of the A.l.T.U.C. 

recognised this help in his letter to Moscow 58 .Soviet trade unions also helped the Indian 

people in 1927 in the Railway strike and for the flood victims in Gujrat . According to 

S.D.Panikar, the material aid received by Indian workers from the Soviet trade unions 

within 1925-32 exceeded the total as from such organisations as the Amsterdam International 

of the Trade Unions, the International Federation of Textile Workers and the International 

Federation of Transport Workers 59
; as a result, Indian trade unions started observing May 

Day, Lenin Day of October Revolution since 1927-28. 

The social ideals of the victorious October Revolution attracted the Indian society 

with the passage of time . In Soviet society, achievements in various fields of life was 

possible only by implanting socialism. Though, at the very outset, Mahatma Gandhi rejected . 
the revolutionary forces in 1919 and called 'Bolshevism' to be a 'calamity' engendered by 

'modern materialistic civilisation'. Later on, he understood the great importance of the 
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.. 
ideals of October Revolution, and he wrote in 1928:" I am firmly convinced that nothing 

strong may be created by means of force. Nevertheless, one can not doubt the fact that the 

Bolshevik's ideal is supported by pure self-sacrifice of countless men and women, who had 

given all for its implementation , the ideal which was consecrated by the self-sacrifice of 

such great sprits as Lenin can not go in vain" 60
. There is no doubt that the con~ept of 

socialism in Gandhiji's thought was the byproduct of the October Revolution. His dream 

of establishing a socialist society in India and the whole world was created by this. Jawaharlal 

Nehru, in his 'Discovery oflndia' commented ,"But most of all we had the example ofthe 

. Soviet Union which in two brief decades, full of war and civil strife and in face of what 

appeared to be insurmountable difficulties, had made tremendous progress. Some were 

attracted by communism , others were not , but all were fascinated by the advance of the 

Soviet Union in education arid culture and medical care and physical fitness and in the 

solution of the problem of nationalities by the amazing and prodigious effort to create a 

new world out of the dregs of the old .. .If other could do it, why not we?" 61
• 

The year 1930 was earmarked for two events that contributed to the growth of Indo

Soviet friendship to a great extend . First, on January 21, 1930, Bhagat Singh , one of the 

great freedom fighters, was in trial in the court room at Lahore . This day was the sixth 

anniversary of the death of Lenin. In the court room, at their respective places, Bhagat 

Singh with his fellow fighters raised their voices with following slogans: 'Long Live Socialist 

Revolution! Long Live Communist International! 'Down the·imperialism! Long live people'! 

'Lenin's name will never die'! After that Bhagat Sin~h read out the telegram at a louder 

voice that he wanted to send to the Third International through the court: ''On Lenin day 

we send hearty greetings to all who are doing something for carrying forward the ideas of 

great Lenin. We wish success to the great experiment Russia is carrying out. We join our 

voice to that of international working class movement. Proletariat will win, capitalism will 

be defeated. Death to imperialism! "62 

The second remarkable event of 1930 was Rabindranath Tagore's sojourn to Soviet 

Union. And the year the poet visited Soviet was very important from the point of view of 

socioeconomic condition of that country. After the assumption of power by the Bolsheviks 

m I 917, the opponents to the regime raised white armies to wage a civil war across the 
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country; and this white armies occupied a large part of the country . As a result, all the 

scarce resources were needed to be mobilised for the defence purposes. Consequently , a 

'moneyless economy', which emerged in the process, characterised the period of war 

communism from 1918 to 1921. Under the leadership of Lenin, the New Economic Policy 

(NEP) was outlined in the Tenth Congress of the Communist Party in March 1921. The 

NEP covered the years from 1921 to late twenties 63
. The first Five-Year Plan was approved 

at the Sixteenth Party Conference in April 1929. With the landing of Rabindranath Tagore 

in Russia, a new era was ushered in that country. Rabindranath was invited several times to 

Soviet Union, hut due to his ill health, he was not in a position to visit this country in 1926 

and 1929. Being accompanied by Harry Timbers, Miss Margot Einstein, Soumendranath 

Tagore, Arriam Willams and Mr. Amiya Chakravorty, Rabindranath landed on the country 

of socialism, and he stayed there from September 11 to 25 September, 1930: He was highly 

impressed by different matters in Russia and he wrote a·number of letters to different people 

immediately after his return. At a crucial point of time both for India and Soviet Union, 

Rabindranath visited the country. "Russia of late emerged, "B.N.Ghosh wrote, "after 

throwing away an authoritarian regime, as independent socialist state and was engaged in 

the task of rapid development of the country, whereas Indian was trying hard to shake off 

the foreign control and domination. Both the countries were struggling hard with perhaps 

one common objective of freeing the people from human misery and destitution' ' 64
. Aiming 

at this target Russia went some way ahead. Tagore compared and contrasted at times the 

socio-economic situation of theses two countries . 

Tagore's book 'Letters on Russia' is a beautiful embodiment and lively impressions 

of an artist and thinker about Russi·a, inseparably linked with rapt meditation on the situation 

in india, with the search for paths for its progress 65
. During the 16 days that he was in the 

USSR, Tagore met writers , artists, scientists and scholars, teachers, workers, peasants, 

students and school children .He was not only interested in education, health and culture, 

he deeply observed the application of the idea of social equality, which he himself had 

nurtured for a long time. Education was not for only white Russians but it was extended to 

also half-civilised middle- Asians. Every effort was made to reap the fruits of science . No 

dishonour, no feeling of inferiority complex. were there . Observing the working class of 

Soviet Union , Tagore commented that working class of England was inferior to that of 
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Soviet Union . Russia had been doing the same thing precisely as Tagore wanted to do at 

Sriniketan. Tagore suggested that the Indian workers , at. least a representative portion, 

should get trained from Soviet Union. Harry Timbers, Tagore's American friend was more 

interested in observing the health programmes of the Soviet Union, but Rabindrnnnth wns 

keen in examining the hunger of the million of people of India in contrast to Russian 

people who were like Indian, but by October Revolution and its after-math strategy designed 

by socialism had been changed and upgraded to a significant extend. Tagore stayed for a 

few days in the Grand Hotel of Moscow. To him the whole city seemed to be dirty and poor 

; but there was no vestige of inequality. As a result, richness could display their luxury, on 

the other hand, poverty did not get scope to express themselves in a ugly manner. Tagore 

visited the house of a high official named Petrov; but he was surprised to see his simple 

living style. Petrov's house had only an old table, a few furnitures and no carpet. He had no 

feeling of embarrassment for this; rather he appeared to be very happy. Apparently, everyone 

had the same condition. This was a novel experience for Tagore66
. 

When Tagore was invited in Soviet Union, he did not have any clear-cut idea about 

Bolsheviks, on the other hand, he he~rd many things against it and as a result of it he had a 

doubt about the prevailing systems of that country. Many people including a good number 

of Englishmen inspired Tagore to visit Russia. Tagore considered that had he not visited 

Soviet Union he would have missed to witness the greatest historical 'Yajna' that had been 

going on in Russia. Rabindranath Tagore was awarded Nobel Prize in the year 1913. Nobel 

prize, to any scholar, brought world wide fame and familiarity. So, when Rabindranath 

visited Soviet Union, the people of that country knew him well and wanted to understand· 

the philosophy of India through him . Many of his writings were translated into Russian 

languages and these were very much liked by them .Rabindranath also felt oneness with 

Russia. So returning from Russia, he wrote : 

"The dumb have found their voice, the ignorant have cast the evil from their minds, 

the helpless have become conscious of their own powe~ and those who were in the depths of 

degradation have come out of society's 'black hole' to claim equality with everybody else. 

This is Soviet Russia's achievement in less than eight years time" 67
• 
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Such utterances were not just expression of momentary admiration for the ideals of 

the October Revolution , they were also indicative of the impact of the Revolution un the 

political mind of India. This impact was particularly noticeable on all the rank and tile as 

well as the leadership ofthe Indian National Congress and nationalist movement .Tagore's 

travel across the Soviet Union helped the friendly ties between these two countries to be 

cemented . Tagore' s letter from Russ.ia are filled not only with admiration for the achievement 

of the world's first Socialist country but with wrathful protests against the oppression by 

the British colonialists. Tagore' s 'Letter from Russia' though published in Bengali magazine 

"Prabashi" first , was subsequently translated into different languages and printed several 

times in Russia also. Today this book stands as the living proof of friendship between these 

two countries. 

Soviet Indo logy marked its eighty-year jubilee in 1997. This long span of time 

created a new wave in world history which was initiated by the Great October Revolution. 

In Soviet Union, Indology was considered, according to Balabushevich and Wafa,68 to be a 

complex branch of science, which studied all spheres of Indian society at all stages of its 

development. In the initial stage of the development of Soviet lndology "the historical

materialistic theory of the social process had developed into a methodological basis for 

exploring the problems oflndia. Indo logy sought, above all, to satisfy the mounting interest 

of Soviet people in the life and struggle of the Indian people for their freedom "69
. In 1920's 

and 30's, the works ofF.!. Scherbatskoy and S.F.Oldenburge are worth mentioning . .from 

mid-30's; Indian studies in Soviet Union gathered momentum. In 1932, I.M.Reisner's book' 

Essays on the Class Struggle in India' was published. This book was devoted to the question 

of source, social essence, the motive power and trends of development of the Indian national

liberation movement . The same writer, in his book "The New History of Colonial and 

Dependent Countries' published from Moscow in 1940, discussed about the Moghul empire 

and the Maratha confederation. 

In Russian literature also, the Indo-Soviet friendship was reflected. Here Maxim 

Gorky took a great part to make Indian literature acquainted with Russian people. The 

'Ma.habharata' and the 'Ramayana' were the first Indian publications in Russia . Later on, 

works of Rabindranath Tagore, Prem Chand, Mulk Raj Anand and Vedas were published 
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. These works were translated by the prominent lndologists Sergei Oldenburge, Fyodor 

Shcherbarsky, Yevgheny Bertelson. Prominent Soviet poet·, Nikolai Tikhonov in his poem 

'Indian Dream ' published in 1920, compared the atrocities of the British colonialists who 

shot at peaceful rally in Amritsar in April 1919 with the ·Bloody Sunday' of January 9, 

1905, in Petersburg . On the other hand, in India also, there was a growing interest on 

Russian and Soviet literature. But the main difficulty was that before 1947 hardly any 

Indian knew the Russian language and there was no provision for teaching Russian lan.!:,ruage 

in any Indian University. Those who wanted to get acquainted with Russian literature had 

to depend on the English translation of it. In spite of this difficulty, on the one hand and 

tight British censorship, on the other, Indian literature constantly found inspiration in the 

works of Maya~ovsky, Yesenin and Tikhonov not to mention Pushkin, Gogol, Tolstoy, 

Dostoyevsky Chekhov and Gorky. Maxim Gorky with his 'Mother' became the most popular 

writer in India in mid-20's. The theatrical art and the cinema were also participating in this 

bilateral process. In spite of colonial barriers, interest grew in Soviet cinema after Nehru's . 
visit to the Soviet Union in 1927. In 1935, Soviet cinema officials received an invitation to 

attend an international cinema exhibition in Bombay. · 

"Paradoxically enough while India's interest in the USSR has been traditionally 

keen and deep", wrote R. Vaidyanath , 70 "Indian achievements in the realm of Russian and 

Soviet studies have been negligible". Within 1950 and 1970, as many as 1000 doctoral 

theses were submitted in the USA on Russian and Soviet studies , whereas in India it was 

very few . The main cause of it was the constant anti-Soviet propaganda by the British. 

Britain sought to prevent Indians from coming in too close a contact with their Russian 

.counterparts. They wanted to germinate one type of suspicion and distrust in the minds of 

Indians about Russian. Vaidyanath mentioned that the 'battle against Bolshevism' in India 

was fought on many fronts and in diverse forms. Firstly , a strict vigil was kept on those 

Indians who wanted to spread the 'disease' of Bolshevism; secondly , mass media were 

used to propagate the anti-Bolshevik campaign ; thirdly the universities were prevailed 

upon to immunise their students and scholars against the 'harmful' influence of Bolshevism 

And as the universities were targeted by the British authorities, so the Soviet studies could 

not be conducted upto the expected level .As a result, university scholars and researchers 

were vehemently criticised by many public figures including Jawaharlal Nehru and 
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Rabindranath Tagore. Later on, the writings and speeches of Jawaharlal Nehru and 

Rabindranath Tagore on the USSR exercised considerable influence on the minds of educated 

Indian youths. Thereafter, demand for literatures on the Soviet Union was growing to a 

greater extend. 

In 1920's, a good number of books came into market, which discussed various 

aspects of Russian life. R. S. A vasthi' s two books were published in 1920 and 21, which 

were 'Lenin, His life and His Thoughts ' from Calcutta and ' The Rebirth of Russia' from 

Banaras. On Lenin , G. V.Krishna Rao wrote, 'Nikolai Lenin: His life and Activities' published 

from Madras. M.B.L. Bhargava's book 'Lenin' was a biography of Lenin. In 1923, two 

more books on Soviet Union were published from-Calcutta; which were U.N.Jijja's "The 

Great Change in Russia' and P.N.Vidyalankar's 'The Soviet State of Russia'. In 1928 

Avasthi's third book 'The Red Revolution' was published following another publication of 

Dev Vrat's 'Russia Today' in 1930. Other Hindi books were published between 1934 and 

1937; these wer~ S.D. Bharathi's 'Mahatma Lenin'; D.R. Prem's 'Awakening of Russia'. 

Risi Das's 'Sobiyat Desher Itihas' (History of the Soviet Union) in Bengali and Venkalathur 

Swaminatha Sharma's 'Russiyavin Varalaru' (History of Russia) in Tamil gained popularity 

in their respective language-speaking people.71 

In the way of the reconstruction of Soviet Economy after October Revolution ,a 

good number of technical personnel from India were engaged. Among them a few names 

are A.K.Shah (1928), Chemical engineer K.S.Ramaya (1930), P.S.Mookherjee, A.N.Arlik 

etc .. Motilal and Jawaharlal Nehru visited the USSR during their lOth Anniversary ·of the 

October Revolution. They were received by Mikhail Kalinin, Chairman of the Central 

Executive Committee ofthe Soviet Union ."A distinctive feature", Nikolai and Gleb wrote,12 

"of the Soviet Indian relations was that these began to take shape as relations between equal 

nations, though a colonial regime still existed in India and its people had no possibility to 

pursue an independent foreign policy". Indira Gandhi called Nehru, her father, an architect 

of Indo-Soviet friendship. 

Before October Revolution ,industrial revolution cmdd not take place in any socialist 

countries for obvious reasons. Only some capitalist countries experienced industrial 
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revolution upto 1917. But the Great Socialist October Revolution promoted it under socialism. 

On returning from the Soviet Union in 1927, Jawaharlal Nehru wrote, ''Both are vast 

agricultural countries with only the beginning of industrialisation; nnd both have to fnce 

poverty and illiteracy . If Russia finds a satisfactory solution for these, our work in India is 

made easier"73
. The first Five-Year Plan of Soviet Union that was started in 1928, ended in 

1932 with a grand success. This convinced the Indian nationalist movement that India would 

adopt the way of planned economy in future .The Indian National Congress and their then 

leadership was highly influenced by the planning methods of the Soviet Union and its 

consequences in economic and social achievements. Nehru told T.Mende 74
, "The thing that 

impressed us most was this idea of planning; and mor.e especially, the stories we heard of 

the tremendous changes in the Central Asian parts which were very backward ". In 1931, 

the Karachi resolution of the Indian National Congress was very much influenced by the 

induction of the planning process of the Soviet Union and it declared that 'political freedom 

should include economic freedom for the starving millions'. After the completion of the 

first Five-Year plan and at the last stage of the second Five-Year plan in Soviet Union, a 

book was published by Visvesvaraya in 1936 prescribing a blueprint for Indian Planning 

method. The name of the book was 'Planned Economy for India'. In Haripura session of 

the Indian National Congress, in February, 1938, then President Subhash Chandra Bose 

also emphasized upon the national' planning for reconstructing the economy .Regarding 
. ' 

socialist planning in India ,he categorically said, "I have no doubt in my mind that our chief 

national problems relating to the eradication of poverty, illiteracy and disease and to scientific 

production and distribution, can be effectively tackled only along socialist lines"75
• 

Introduction of Soviet Five-Year Planning promoted the Indian National Congress 

to set up the National Planning Committee (NPC) with Jawaharlal Nehru as Chairman and 

Professor K.T.Shah as secretary. The main objectives that were enunciated by the NPC to 

make one national plan were: (i) the attainment of national self-sufficiency; and (ii) the 

doubling of per capita income within a decade. 

First secretary ofthe NPC K~T.Shah published a book on Indian planning 'National 

Planning: Principles and Administration' where he advocated for common cultivation in 

the realm of agricultural transformation . Mr. Shah also envisaged the nationalisation of 
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land mines, forests etc. Regarding industrial transformation, th~ NPC envisaged the creation 

of public sector and overall state control of production and distribution .The NPC also 

suggested for the nationalisation of all the public utilities. 

The Soviet planning not only influenced the democratic movement in India ,but 

also stimulated various exercises in Indian planning . A team of industrialists like JRD 

Tata, G D Birla etc proposed for 'Bombay Plan'. On the Gandhian thought, another plan 

was propagated by S. N. Agarwal what was known as the 'Gandhi an Plan'. M. N. Roy suggested 

the 'people's Plan' which was sponsored by the Indian Federation of Labour .The crux of 

the plan was that planning and capitalism could not go hand in hand, and this view was 

substantiated by the contrasting situation in Nazi Germany and Soviet Russia . The Soviet 

Planning was based on the socialisation of the means of prc;>duction. So, the People's Plan 

also concluded that Indian planning should follow the socialist path and change the capitalist 

character of Indian economy. And the most important thing is that the People's Plan advocated 

the abolition oflandlordism with compensation. Not only that, it also told the nationalisation 

of the land with full and perpetual tenancy rights to all tiller. 

The Second World War had a tremendous impact on the Indo-Soviet relation. The 

character of the Second World War was radically changed by the German's attack on the 

USSR. On 22nd June, 1941, Nazi German attacked the Soviet Union. This made a sensation 

among the Indian people. On December 30, 1941, the Congress Working Committee 

condemned Nazi Germany for the unprovoked aggression against the Soviet Union 76
. 

The liberating goals of the Soviet Union people's great Patriotic war coincided 

with the national interests of the Indian people. German planned to enslave India and on 

their way they tried to capture Caucasus. No other world power except Soviet Union could 

save India from aggression. So, all the political organisations and press oflndia resolutely 

condemned the Nazi aggression and expressed their sympathy for the Soviet people. During 

the Second World War, Mahatma Gandhi was under arrestand was told that Russia might 

not win the war, then Mahatmaji said ,''No, Russia can not lose the war, if Russia loses the 

war, who will look after the interest of the poor of the world. Russia must not lose the 

~war." 77 Rabindranath Tagore also from the death-bed expressed sympathy for the Soviet 
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people . He was sure that "they will succeed. They alone can curb the beast'' 7~. The support 

of the Indians for the Soviet Union's struggle against the Nazis was broadened by the 

formation of Friends of the Soviet Union Societies. The first of its kind was formed in 

Bengal in June, 1941. ln November in the same year •. societies were formed in Bombay, 

New Delhi, Karachi, Nagpur, Guntur and Silchar. In December, 1942, this movement of 

the Friend$ of the Soviet Union received support from Jawaharlal Nehru and other Indian 

National Congress leaders and subsequently, these societies were formed in different parts 

of India. Under the patronship of Nehru, conference of the Friend Society was held in 

February in 1942 in Lucknow. The first All India Congress of the Friends of the Soviet 
·· ... 

Union was held in Bombay on June,3-4, 1944. Sarojini Naidu became the President of the. 

All India Society of Friends of the Soviet Union. 

During the Second World War, in India, the convulsions of the' war created a new 

awareness of the alignment of forces in the world. The feeling of the people was that Britain 

had been less dangerous as compared to Germany and Italy. Nehru appealed his countrymen 

to express their sympathy to the 'allied cause'. But he categorically said that for the defeat of 

the fascist forces, India's contribution would be rendered if and only if India was free. 

Some confusion among the Congress Leaders were created regarding the issue of the 'allied 

cause'. Gandhiji made it clear that India's freedom must come first before India could join 

the British war effort, though he did not want to see China or Russia defeated. The majority 

of the Congressmen did agree with him. The obvious logic behind his argument was that 

one subject country would not make sacrifice for the freedom of other countries. 

During the Second World War, some Indian servicemen were given Soviet military 

gallantry award; e.g. Sub.Narayan Rao Nikkan and Hav. Gajendra Singh were awarded the 

"Order of the Red Star"; Capt. Ram Singh- the "Order of the Kutuzov, Third Class"; Pirtha 

Singh Kurung- the "Order of the Patriotic War, First Class ";Lt. Col. W.R.B.Williams in 

the "Order of Alexander Nevsky" etc. 

After the Second World War, India reached the last lap for long-awaited political 

independence. The "Quit India" called by Gandhiji electrified the whole nation. Thousands 

of people came out from their houses and raised voices with courting arrest in every comer 
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of India. In the Working Committee of the Indian National Congress, while taking the 

resolution for the "Quit India Movement" Nehru insisted on containing a glowing reference 

to the Soviet Union. 

The World War was over by the autumn of 1945. The. people ·of England rejected 

Churchill and voted for the Labour Party. The Labour government took final decision to 

give India independence. In this juncture, Nehru defined independent India's foreign policy. 

He also thought of having close association with the Soviet Union. 

In the year 1945, at San Francisco conferenc:;e of U.N., Soviet delegates raised their 

voices about the subordinate position of Indian delegate and they advocated for .. India so 

that India could have been treated ~t par with U.K. according to U.N. Charter. Soviet delegates 

said," We have at this conference an Indian delegation, but India is not an independent 

state. We all know that the time will come when the voice of an independent India will be 

heard too"79
. No other delegate uttered like this. 

Mrs. Vijaylaxmi Pandit, Nehru's sister was posted as India's first ambassador to the 

USSR. This proved that Nehru was very much interested to start the ,diplomatic relation 

with USSR. 

The interim government was sworn in on September 2, 1946. Jawaharlal Nehru 

took the posts of Vice-Premier and Minister of Foreign Affairs. After a short period, during 

October-December, 1946, the first session of the UN General Assembly was held in New 

York where Vijaylaxmi Pandit headed the Indian delegation. This delegation's representation 

regarding the racial discrimination against Indian nationals in the Union of South Mrica 

was supported and protected by Soviet delegates against the British-US opposition. A joint 

statement published in the USSR and India on April 14,1947, reads "Seeking to preserve 

and further strengthen the friendly relations existing between the USSR and India, the 

government of the Soviet Union and the government of India have decided to exchange 

diplomatic mission at embassy level"80
. 

In April, 1947, India and. USSR established diplomatic relations when India was 

not even form~lly independent. 
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CHAPTER-II 

INDO-SOVIET RELATION IN THE POST-1947 PERIOD 

In September, 1946, after the formation of the interim government, Nehru decided 

to make Indo-Soviet relationship closer by establishing diplomatic relationship. Being 

instructed by Nehru, Krishna Menon sought an interview with Soviet Foreign Minister 

Molotov. though the British opposed the move, Krishna Menon met Molotov in Paris on 

September 28, 1946. Molotov welcomed the proposal. On June, 25, 1947 two weeks before 

the Mountbatten plan for the partition of India was announced, Nehru had made public the 

appointment of his sister Vijoy Laxmi Pandit as India's first ambassador to the USSR. On 

October 23, 1947, the Soviet Union also announced the appointment of its first ambassador 

to India, K.V.Novikov. 

India's attainment oflndependence in 1947 sounded the death knell for colonialism. 

In the initial years of India's independence the relationship between these two countries 

developed slowly because of Stalin. After the departure of Stalin from the political scenario 

of the Soviet Union, things began to change1
. V.P. Dutta also commented that India and the 

Soviet Union, after independence, could not be as close as it was expected "Partly this was 

due to the imperfect understanding of Stalin regarding the nature of change that was taking 

place in the newly independent countries and the phenomena of the collapse of colonialism 

and partly due to the exaggerated fears and suspicions based in certain sections of our 

country in regard to the intentions of the international Communist movement" 2
. Robert H. 

Donaldson3 also indicated that Stalin's attitude was anti-Indian. He wrote, "Stalin was 

indeed deeply involved in promoting an anti-imperialist revolution in an economically 

backward Asian country, but the locus of his efforts was China, not India". In August 1953, 

Stalin passed away and soon after his death, the Soviet Prime Minister in his speech made 

an unprecedented friendly reference to India. He said, "The position of such a considerable 

state as India is of great importance for the strengthening of peace in the East. India has 

made her own significant contribution to the efforts of peace-loving countries directed to 

the ending of the war in Korea. Our relation with India are growing stronger and cultural 
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and economic ties are developing. We hope that relation between India and Soviet Union 

will continue to develop and strengthen with fri.endly co-operation as their keynote ''4. 

From mid-~ 950' s there has been a considerable acceleration in their relations without 

looking back. Nehru's concern about the cold war politics and its effects helped the initial 

growth of the Indo-Soviet relations. During 50's, the United States and its allies tried to 

create "Communist menace". But this was not to India's liking. The NATO and SEATO 

were created as steps towards the increasing tensions in international relations. 

According to K.P.S.Menon5
, relations between India and the Soviet Union after 

independence may be divided into two phases -one passive·and the other active. The active 

phase, in his opinion, began in 1955. A period of tran~ition may be marked from 1953 to 

1955. In fact, a slow change can he discerned towards the end of 1952 and early 1953, in the 

last days of Stalin. "Until1953 the economic relations between India and the Sovite Union", 

K.P.S.Menon wrote,6 "were of the scantiest order. In my first year in_Moscow in 1952, the 

value ·of the out turn of trade between the two countries came to only 30 million rupees; in 

my last year 1961, it came to 1,000 million rupees 11
• 

Tlte Bandung Conference 

The Bandung Conference of Afro-Asian countries was held from April 18 to 24, 

1955 in Java Island. It was attended by twenty-nine countries including India. The 

quintessence of this conference is that this conference was attended by those countries who 

freed themselves fro.m colonial or semicolonial dependence. This conference has similarity 

with the First Asian Relations Conference of 1947 in India .. This First Asian Relations was 

a major international forum which contributed a great d.eal to the development of a common 

ideological standpoint and organisation of the peoples' solidarity movement. An analysis 

of the final documents of the 194 7 forum in Delhi and the 195 5 forum in Ban dung will 

make it clear that there lies an organic historical link between them. In order to promote 

regional co-operation, another Asian conference was held in Delhi in 1949. Nehru had firm 

belief regarding the Asian regional co-operation. In order to strengthen economic and political 

ties amongst Asian Countries, a number of conferences were held before Bandung 

Conference. One of them was held in Baguio in Philippines in May, 1950, another was held 

in Colombo in April, 1954. In this Colombo conference, the proposal was made to convene 

a conference in Bandung. 
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ln this Bandung conference, the Leninist theory of peaceful coexistence between 

states with different social and economic systems was historically substantiated. With it, 

the "Five principles" (Panchesheel) were formulated by the initiative of Jawaharlal Nehru 

and Zhou Enli.The Soviet Union supported Bandung and its principles7
. The Chairman of 

the Presidium of the Supreme Sovite 9f the USSR sent a message of greetings to the forum. 

On April 16, 1955, the Soviet Ministry of Foreign Affairs issued a statement wishing the 

Bandung Conference every success. With a view to diverting the attention from the colonialist 

essence of Western policies, Pakistan, Thailand Philippines and some other countries tried 

to exploit tli.e myth of the" Soviet threat". Not only that, Pakistan fought for the replacement 

of the 'Panch Sheel' which was proposed by Burma to accept its five principles. The 

imperialist powers failed to tum the Bandung forum into a means of creating division and . 

setting Asian countries against one another. The following ten principles were accepted in 

the Bandung forum 8
. 

1) Respect for fundamental human rights and for the purpose and princi'ples of the 

Charter of the United Nations. 

2) Respect for the sovereignty and territorial integrity of all nations. 

3) Recognisation of the equality of all races and of the equality of all nations - large and 

small. 

4) Abstention from intervention or interference in the internal affairs of another country. 

5) Respect for the right of each nation to defend itself singly or collectively, in conformity 

with the charter of the United Nations. 

6) Abstention from the use of arrangements of collective defence to serve the particular 

interests of any the big powers; and abstention by any cou~try from exerting 

pressure on other countries. 

7) Refraining from acts or threats of aggression or the use of force against the territorial 

integrity or political independence of any country. 

8) Settlement of all international disputes by peaceful means, such as negotiation, 

conciliation, arbitration, or judicial settlement as well as other peaceful means 

of the parties' own choice, in conformity with the Charter of the United Nations. 
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9) Promotion of mutual interest and cooperation. 

1 0) Respect for justice and international obligations. 

While commenting on the Bandung Conference, Mr. C.S. Jha9 wrote, "The ten 

principles of the Bandung Declaration were in essence the elaboration of the five principles 

ofPanchsheel and of the principles and purposes of the Charter of the United Nations .... The 

Bandung Declaration did not merely set down on paper the norms of international behaviour; 

it crystallized the ethos and values of Asia and Africa. It powerfully influenced the subsequent 

course of international relations and became the code of the nations that emerged from 

· colonial domination after 1955." 

Soon after the Bandung conference, Nehru visited the Soviet Union for seventeen 

days in Jurie 1955. In the same ye~r, Soviet Prime Minister Bulganin and Secretary General 

Krushchev visited India and they stayed for twenty days in our country. These long visits 

made the relationships between these two countries concrete. Vi nod Bhatia wrote, 10 "There 

is no doubt that the first Visit of Jawaharlal Nehru to the Soviet Union in 1955 after he 

became the Prime Minister of India was a major turning point in Indo-Soviet relations. The 

welcome he received in the Soviet Union was unprec~dented." Jawaharlal Nehru told the 

Soviet people who had assembled there in thousands: "We did not come here as strangers, 

for many of us have followed with deep interest, the great changes and developments that 

have taken place in this country" 11
• And whiie leaving the country, he said, "I am leaving 

my heart behind"12. During Jawharlal's visit in the USSR, one Indo-Soviet Joint Statement 

Was signed by the heads of the governments of the two countries on June 22, 1955. This 

Statement emphasized that the relations between the Soviet Union and India rested on a 

firm basis of friendship and mutual understanding. The Statement said, 13 "These relations 

shall continue to be formed and guided by the following principles: (1) Mutual respect for 

each other's territorial integrity and sovereignty; (2) Non-aggression; (3) Non-interference 

in each other's internal affairs for any reasons of an economic, political or ideological 

character; (4) Equality and mutual benefit; and (5) Peaceful coexistence". 

During Nehru's Prime-ministership, Soviet Union's attitude towards Kashmir issue 

became positive. It openly recognised Kashmir as the· integral part of India. In February, 

1957, the USA and Great Britain proposed the United Nations Security Council to deploy 

UN peace troops in Kashmir; at th~tjuncture, the Soviet Union exercised its veto power to 
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stall the decision. This created the tremendous favourable impact in India. Again, on the 

question of Goa, the Soviet Union came forward to support India's stand to liberate this 

Portuguese colony. The case of Goa was referred to the United Nations Security Council 

and again the United States of America and the United Kingdom wanted to condemn India's 

action, but Soviet Union's veto once again prevented this situation. India also extended her 

unequivocal support to the Soviet Union in her handling of issues like the Korean War. 

This was the beginning of a fundamental turn in Indo-Soviet diplomatic relations. 

Regarding Indo-Soviet reiation, Abid Hussain14 remarked, "History has so made us, 

geography has so located us and our leaders have so willed it that we can not but be friends, . 

Jawaharlal Nehru had once said that these two large neighbours can either turn foes or 

become friends, but they can not be indifferent to each other''. In spite of different social 

and political systems prevailing in these two countries, we get a number of examples of 

how fruitful the relations between these two in the' 50s and '60s. And the motivating force 

behind this friendship was the preserving and fortifying world peace raising the well-being 

of people. The Soviet Union and India cooperated constructively in the settlement of the 

Suez crisis during the autumn of 1956, in ending the Middle East conflict in the summer of 

1958, in the peaceful settlement of in Indo-China conflict and developing the all-embracing 

Geneva agreements. 

Nikita Khruschev came to India for the second time i'n February, 1960. He addressed 

the joint session of parliament on 11th February where he paid rich tribute to the pol icy of 

Non-alignment and remarked, "Herein lies India's wisdom and strength"15
. After Nehru

Khnischev talks, one Joint Communique was published where the Soviet side had appreciated 

India's non-aligned policy for its "substantia.! contribution" towards preserving and 

reinforcing world peace. On the Indian side, Nehru hailed the Khruschev-Eisenhower 

initiatives to relax international tensions, and Nehru also expressed India's moral support to 

all such endeavours for peace and Khruschev' proposals for total disarmament. In February, 

1961, Nehru visited the Soviet Union for the third and last time. From the conference of 

Non-Aligned States in Belgrade, he flew away to the Soviet Union, one of the two super 

powers, with the "Peace Appeal" of Non-Aiignnient. The joint communique of the talks 

which were published after Nehru's visit stressed the two governments' call to secure a 

stable peace as their primary task. In Kremlin, at afriendly rally Nehru observed that 'war 
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can not lead to the victory of any nation, it can only lead to the common defeat of all, or 

even to the virtual annihilation of the human race' 1<'. In the same year in December, 1961, 

Soviet President Leonid Brezhnev arrived India on the eve of the liberation of Goa Daman , 

and Diu from the Portuguese. Khruschev sent his heartiest congratulations for India's 

"determined action" regarding Goa and he also characterised it as a "Completely lawful 

and just act". 

The Chinese attack on India in October 1962 put Indo-Soviet relations to a major 

trial. On the other hand, Caribbean crises also disturbed the Soviet leadership. However, 

Moscow could overcome both the crises with unparallel efficiency. After the death of Nehru 
',.· ... 

in May, 1964, new Prime Minister Mr. Lalbahadur Shastri sustained the relationship. He 

paid a visit to the Soviet Union in May, 1965. This time was very significant as the Indo

Pak conflict over the Rann of Kutch was gathering momentum and that was turned into 

Indo-Pak war in September, 1965. And it was Kosygin' s personal initiative that brought the 

war to an end in first half of 1966. As the statement of Soviet news agency TASS noted in 

this connection, 17 "it is necessary to realise the d~pth of the danger stemming from the 

events, display restraint and a sense of responsibility. All states should make efforts to end 

the conflict and stop the bloodshed ........ No government has the right to add fuel to the fire. 

The dangerous trend of events should be stopped, peace on the. borders between India and 

Pakistan should triumph". In Tashke'nt in late 1965-early 1966, the Indian Prime Minister 

and the Pakistan President met by the active initiate of the Soviet Union for establishing 

peace in this sub-continent. This meeting ended with the signing of the Tashkent Declaration 

in which both sides stated their firm resolve to restore normal relations and to promote 

mutual understanding between their peoples. The Declaration also expressed profound 

appreciation and gratitude to the Soviet leaders for their "constructive, friendly and noble 

role in organising this meeting which led to mutually satisfying results" 18
. Alexei Kosygin 

said at the Tashkent Conference, 19 "The history of the people of India and Pakistan knows 

quite a few examples when they came out, shoulder to shoulder, in the heroic struggle 

against foreign domination. Victory over colonialism was achieved by common efforts and 

for it they bore common sacrifices. Today, as in the past, only enemies of Pakistan and 

India may be interested in a clash between them·. Things which make the Indian people and 

Pakistani people close to each other do not relate only to the past. The tasks confronting 

them coincide in many respects. The peoples of both countries are striving to solve major 
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economic problems upon which the welfare of the population and further progress depend. 

We understand these strivings; we want to see Pakistan and lndia living in peace and solving 

peacefully all the problems arising between them and successfully advancing the road of 

national development". "The same sentiments were expressed by La! Bahadur Shastri. He 

deClared at the Tashkent Conference, "A heavy responsibility lies on our shoulders. lflndia 

and Pakistan have to progress and prosper, they must live in peace .. Instead of fighting each 

other, let us start fighting poverty, disease and ignorance.'' 20 

While commenting on the Tashkent accord, K.Neelkant wrote, 21 "The accord at 

Tashkent blazed a new trial and showed a new way of solving disputes between neighbours. 

Kosygin used his powers of persuasion, tact and diplomatic skill to get the leaders of the 

two nations to sit around the negotiating table and conduct their parleys without rancour". 

At Tashkent, Prime Minister Lal Bahadur Shastri died, and Mrs. Indira Gandhi took 

over the charge of Prime-Ministership. In her first visit to the Soviet Union in July, 1966, 

Mrs. Indira Gandhi made it clear that she would not deviate from her father's line of thought 

in respect of non-alignment, Indo-Soviet relations, Vietnam and disarmament. Speaking at 

a meeting of Soviet-Indian friendship at the Grand Kremlin Palace on 14 July 1966, Prime 

Minister Indira Gandhi Justly noted that political freedom is incomplete and there is very 

little sense in it without economic independence, _and that until the battle for economic 

independence is won, foreign pressure will be brought to bear against the developing states, 

which they must be able to counteract22 . From this point of view, the policy of nonalignment 

became the source of inspiration to organise the anti-imperialist and anti-colonial struggle 

all over the world. The Joint Communique published at the end of the talks between the 

Prime Minister of India and the President of the Soviet Union reaffirmed their common 

goal of ensuring peace. 

Mrs. Gandhi again visited the Soviet Union in No'lember 1967 to attend the 50th 

anniversary celebration of the October Revolution. This visit reaffirmed the tie of friendship. 

Mrs. Gandhi's visit was reciprocated by the visit of Kosygin on the sudden demise of 

President Zakir Hussain in May 1969, though he visited India in January 1968. In his 1968 

visit, Kosygin asserted that the deteriorating international climate "persistentiy demanded 

from all who cherish peace and security of peoples, to take united action aimed at combating 

the aggressive forces of imperialism and colonialism,"2
'. 
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Around 1970s, India had to face a grim situation in the international affairs. The 

Awami League in the East Pakistan got absolute majority in the general election and on the 

basis of peoples' verdict they should have been given chance to form the popular government; 

but on the contrary, the then rulers of Pakistan disregarded'peoples' sentiment and instead 

they started military rule that led to the millions of people coming to India as refugees, thus 

creating considerable socio-economic and security problems for India. In such circumstances, 

Prime Minister Indira Gandhi worked hard tirelessly to mobile world public opinion against 

the military rulers of Islamabad. The West did not come forward to help India restore 

normalcy in India. On the contrary, this problem coincided with the developing Sino-US 

alliance punctuated by Kissinger's secret mission to Beijing via Islamabad and declaration 

of US President Richard Nixon's plea to visit China. As the influx of refugees to India 

escaping from Yahua Khan's brutalities, continued, clouds of war gathered on the horizon 

with the concretisation of the sinister Sino-US-Pak axis to keep India at bay and ensure 

Islamabad's domination over Dacca. It was that in order to defend peace and security in the 

subcontinent and to raise Indo-Soviet ties to a qualitatively higher level, this Treaty of 

Friendship was signed. The Treaty embodied everything good and mutually beneficial which 

had accumulated in the bilateral relations and laid a reliable legal basis for the vast experience 

of cooperation. 

The Indo-Soviet Treaty of Peace, Friendship and Cooperation - 1971 

The Indo-Soviet Treaty of Peace, Friendship and Cooperation was signed on August 

9, 1971. This 9th August is a memorable date in the Indian calendar from ·another angle 

also. It was on that day in 1942, "Quit India" movement was launched by Mahatma Gandhi. 

This Treaty of Friendship was of great importance for the development of cooperation 

between these two countries. This treaty was a great historic event in the mutual relations 

between India and the USSR. This document summed up the results of more than two 

decades of the successful development of Indo-Soviet relations. No period in the Indian · 

history of foreign relations can be compared with time of signing the Treaty as greater or 

more significant event. The Treaty played an extremely important role in developing and 

expanding co-operation between the USSR and India on the' world scene, in reducing world 

tension, preventing a nuclear catastrophe, and in asserting the principles of peaceful 

coexistence and equitable co-operation between countries with different political, social 
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and economic systems. T.N. Kaul said24
. "The Treaty is a bulwark of peace ~ind an example 

of how two countries with different social, political and economic systems, such as India 

and the Soviet Union can cooperate with one another in order to safeguard peace, promote 

development and benefit of not only these two countries but the whole region." 

In a joint Indo-Soviet statement issued during the visit of Soviet Foreign Minister, 

Andrei Gromyko, while signing the Treaty in New Delhi, he declared that the Treaty was 

a" logical outcome of the relations of sincere friendship: respect, mutual trust and the 

many-sided ties which had been established between. the two countrie& in the course of 

many years and which had stood the test oftime"25
. On the very day of signing the Treaty, 

i.e. on August 9, 1971. Andrei Gromyko said26
, "There are moments in relations between 

states when important events occur which take decades to ripen and are in fact a result of 

the entire preceding development of these relations. For the Soviet Union and India such an 

important landmark is the Treaty of Peace, Friendship and Co-operation which has just 

been signed". The long-term significance of the Treaty for the future of the two countries 

was realised by all. Mr. Jagjiban Ram, then Defence Minister, said27 that the Treaty "provided 

a strong juridical basis and concrete framework" for developing further Indo-Soviet 

friendship. "It provided a powerful framework for growing economic cooperation''. He 

added, "It is indeed a model for governing the relations on the basis of total equality between 

an industrialised nation and one which is developing". H.N . .Bhuguana, then Union Minister 

for Petroleum, Chemicals and Fertilisers, said,2
P'. It is inimaterial who signed the Indo

Soviet Treaty what matters is its message of peace, friendship and cooperation which is 

inherent in the ideals ofthe October Revolution and India's freedom struggle". This Treaty, 

according to him was the embodiment of Lenin's vision about the friendship of liberated 

nations and these ideals were engendered in the outlook of the world's first state and in the 

freedom struggle of the Indian people. The Treaty was widely accepted and welcomed by 

the Soviets. The voice of the Soviets was expressed by L. I. Brezhnev29
," .. our friendship 

and cooperation have been well tested in practice, ... we started from a few contacts and 

have arrived at board and close cooperation in the most varied fields, which is based on the 

Treaty of Peace, Friendship and Cooperation. In another occasion he said, "The idea that 

Soviet-Indian friendship is indispensable and b~neficial has gripped the minds of millions 

both in India and in the Soviet Union. This constitutes the most solid foundation for the 
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further successful growth of our relations". Indian Foreign Minister Swaran Singh nflrrated 

this Treaty as "establishing factor" for peace, security and development of this continent as 

a whole. 

At the time of conclusion of the Treaty, there aroused an opposite view of this 

Treaty within and outside India. Some thought that this Treaty might hamper India's basic 

character of Non-alignment. Regarding the reaction of the USA, China and Pakistan, S.P. 

Singh wrote30
. "Strangely enough, no immediate and direct official comments on the Indo

Soviet Treaty were offered by the USA, People's Republic of China and Pakistan. While 

replying to a question by a reporter in New York on 9 August, the US Secretary of State, 

William Rogers expressed the hope that the Indo-soviet Tr,eaty would have a good effect. 

"Within the Country, various comments aired the sky. As Samar Guha remarked,31 that 

clauses incorporated in this Treaty might stand in the way to support independence of 

Bangaldesh. Bimal Prasad remarked,32 "The Indo-Soviet Treaty has fully vindicated its 

role as pillar of peace in South Asia. It has made a significant contribution towards the end 

of tyranny and oppression in Bangladesh and the emergence of a new nation - the eighth 

largest in the world". While commenting on the Indo-Soviet Treaty, Mr., V.D.Chopra33 

wrote, "The Treaty has become a shield for India to safeguard its integrity and sovereignty 

and defend and enlarge its foreign policy - the policy of non-alignment and peace. The 

Indo-Soviet friendship has become a single important factor for the cause of world peace". 

The Treaty laid down that "Each High Contracting party solemnly declares that it 

shall not enter any obligation, secret or public, with one or more states, which is incompatible 

with this treaty. Each High Contracting party further declares that ilo obligation be entered 

into, between itself and any other state or states which might cause military damage to the 

other party"34 
• This clause of the Treaty, which its critics both in India and abroad cleanly 

forget unambiguously stipulating that neither India nor the Soviet Union would enter into 

"any obligation" which might cause military damage to the other country is of fundamental· 

importance. 

K.Neelkant35 was of the view that this was the first political treaty India had made 

with any big power, and to that limited purpose it marked a turning point in India's foreign 

policy. It did not mean India had abandoned its policy of nonalignment but it was a recognition 

of the realities flowing from Pakistan's war postures and warlike threats. 
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Socialist Party and Jana Sangh commented, 36 "Some of the terms of the Treaty were 

fraught with dangerous possibilities". A. G. Nooran 37 w.as of the opinion, "It is very unlikely 

that the Treaty will make the end of Russia's Tashkentian diplomacy of equivocation". 

Acharya Kripalini 3x said, "There was no threat of war". Swatantra Party, Jana Sangh, 

Congress (o) and the Bharatiya Kranti Dal organised one seminar in Delhi in 1971 regarding 

the Indo-Soviet Treaty. And the collection of speeches of the seminar was published in the 

form of a book "The Shadow of the Bear: The Indo-Soviet Treaty" edited by A.P. Jain. 

This book was full of criticism of the Treaty. 

While writing about the Indo-Soviet Treaty, Mr. G.P. Deshpande39 remar~ed that 

the visible things about the Indo-Soviet Treaty were indeed mysterious. In this context, he 

mentioned· Oscar Wilde quotati?n, "It is only shallow people who do not judge by 

appearances. he mystery of the world is the visible, not the invisible". It was mysterious, 

according to him, that all political parties from the Jana Sangh to the CPM should be . 
unanimous in welcoming· the Treaty. and it was perplexing that everybody should have. 

either forgotten or ignored the fact that the Treaty would happen to be valid for twenty long 

years. He also mentioned that the near-unanimity with which the Lok Sabha approved the 

Treaty had not reflected a consensus on the struggle in Bangladesh or op policies towards 

it and Pakistan but rather the acute sense of insecurity that had gripped the elite of the 

country - left, right and centre. This fear coniplex.grew so enormously that the elite had 

required a patron. The reasons behind the insecurity of the elite was that the Pakistani 

aggression seemed to be inevitable and the Treaty was a kind of a det.errent against it. This 

Treaty would prevent or deter Pakistan's sabre-rattling against India. Another question also 

cropped up that time - why was the Soviet umbrella necessary to combat the Pakistani 

threat specially when the eleven hundred odd crores of rupees had been spending on defence? 

Did this huge expenditure not equip India well enough to meet the Pakistani threat? lt was 

argued that Pakistan was not alone, the presence of China ~as behind Pakistan. It was also . 

China that worried the elite. 

Deshpande40 raised an important question regarding the Treaty of Friendship- were 

we worried more about our Bengal or their Bengal? At that juncture, it was not easy to 

answer this question. It might seem far fetched to raise this question in relation to India's 

alignment to the Soviet Union to sig!l the treaty. But it was not so. Who entered into a treaty 
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or alignment- it was also a question raised by Deshpande, "If we look around in Asia". He 

wrote, "we notice that when a state perceives a danger to its political system, it enters into 

an alignment. The Chinese revolution was far from safe in 1949. The Chinese Government 

was forced at that time to enter into an alignment with the Soviet Union. Countries like 

Thailand, Philippines and Taiwan had similar problem~. They saw a threat to their systems 

and their alignment with the United States came into existence. Pakistan's vision of India as 

a power bent upon breaking Pakistan led it to join the SEA TO and the CENTO. It would be 

partinent to ask whether the ruling elite in this country visualises a similar threat to itself or 

to. the socio-political structure which sustains it". It was viewed that all the euphoria about 

the 1971 elections, the mandate and so on could not hide the simple fact that there existed 

a very serious threat. And this threat did not originate in Pakistan, but rather it was engendered 

in our own country. 

The Treaty was criticised on the ground that it might make us a power-player. But 

. one country cannot join the power game with a vitiated, deteriorating social fabric what 

. India had at the time of signing the Treaty. Alignment is .no substitute for a vigorous socio

political s:ystem. The dominant partner of the treaty is the only one to benefit, as happened . 
in Thailand or in Philippines. The nations concerned never reach the power-status they·so 

earnestly desire. The ruling elites do benefit in the process but hardly the nation. The net 

result of the Treaty, it was apprehended, might have been that the freedom of Bangladesh 

would be an issue between India, Pakistan; Bangladesh and the Soviet Union. It was also· 

said that the Soviet Union had committed itself to India's position on the question of refugees 

and their return to Bangladesh. But India did not commit to a free and sovereign Bangladesh 

and to a political settlement between the Awami League and Yahya Khan. India had signed 

a document with the Russians without makiiJ.g it clear that it stood committed to a free, 

sovereign Bangladesh and nothing less. Criticism was levelled against the Treaty in such a 

way that this Treaty left the field free for the Soviets to dictate to us a policy for this sub

continent under the name of what Treaty had described as ''mutual consultations for peace 

in the region". 

Mohit Sen41 was of the opinion that it would be quite wrong to imagine that there is 

a national consensus around the Indo-Soviet Treaty. He s~id, "With Morar:ji as Prime Minist~r, 

Masani as Finance Minister, Vajpayee as Home Minister and Raj Narain as the Minister for 
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Culture, one could scarcely have expected such a Treaty to be signed". Mohit Senremarked· 

that the Indo-Soviet Treaty's paramount significance had been its deterent effect it would 

have on Yahya Khan's proclaimed desire to settle accounts with the people of Bangladesh 

through a war of aggression against India. Prevention of Pakistani aggression against India 

was precisely the best help that any international power could render to both India and 

Bangladesh at that juncture. 

Two other points were noted by Mr, Sen. The fir~t was that the Treaty was "an 

unequal treaty"; unequal from two sides: one was that the Soviet Union was much more 

powerful than India and the other that "servile pro-Soviet elements" would easily infiltrate 

the government of India. 

The second point is that the Indo-Soviet Treaty would help to maintain the "status 

quo" in India, and was therefore, to be opposed. This is an ancient arguement with which 

one is familiar from the days of Lenin's struggle against the "Left" communists during the 

Stalin-Trotsky controversy. Any political and economic relations with a non-revolutionary 

or anti-revolutionary government could be called an act of betrayal on the part of the Soviet 

and other socialist states. Socialist states can not substitute for the forces of progress and 

revolution within a country. Their relations with a given country should, however be such 

a~ would facilitate the cohesion and ~dvance of these forces. To do more would not only 

tantamount to interference in the internal affairs of countri~s but would help precisely the 

reactionary and status quo forces. 

"If one adopts this set of criteria", Mohit Sen remarks42
, "then the Indo-Soviet Treaty 

certainly is a highly positive development in this sense as well. And this is how it has been 

seen by the progressive and revolutionary forces in the country. And this, incidentally, was · 

the attitude that these forces adopted towards China in the days of Panch Shila and Bandung". 

It was expected that on the basis of the Indo-Soviet Treaty the government oflndia would 

be able to improve relations with China at state level. 

While giving reactions after signing the Indo-Soviet Treaty of Friendship, "Frontier"43 

raised two points. First, the Treaty was a diplomatic checkmate on the new lev'el of Sino

United States relations. Secondly, the Treaty had in practice meant a slide-back on the 

Bangladesh issue. The Soviet Union was not prepared to alienate Pakistan whose goodwill 
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had been assiduously built up since Tashkent. "Frontier" considered that the joint 

communique had shocked everyone into this realisation because it had talked of a "political 

solution" as distinct from a "political settlement" arid one acceptable to the entire people of 

Pakistan. This clearly did mean that the Soviet Union had wanted a settlement within the 

framework of the present Pakistani set-up and one-ness of Pakistan was recognised by 

Moscow. 

Mr. Satya Biswas44 remarked in October 1971, "All those who thought that the 

Treaty with Russia was a shot in the arm for Indira Gandhi to recognise "Bangladesh", were 

soon disappointed. The joint communique that followed immediately referred to East Pakistan 
-·~-

and not to East Bengal". He added that English version of the communique had mentioned 

"Eash Bengal" in stead ofEast Pakistan. But the Russian. version mentioned "East Pakistan". 

This was nothing
1
according to him, but an example of social-imperialist fraud and deception. 

Biswas said that those who had believed that the Treaty not being a submission to Russia 

were rudely shaken at the 59th Inter-Parliamentary Union conference (IPU) in Paris, in 

which the Soviet Union did not support India's move in favour of Bangladesh and India 

lost. "Such is the character of the Social-imperialists"; Biswas wrote45 about the USSR,"Their 

words are one, but their deeds are something quite opposite. It is to these social-imperialists 

that Indira Gandhi chained the Indian masses on August 9". Biswas was ofthe opinion that 

the Treaty had increased the strangehold of Russian social-imperialism, in the name of 

cooperation, over neo-colonial India. The fascist Indian government could wear a tiger

skin to scare the Indian people, and then doubly armed with the Treaty carry out bloody 

armed suppression of our working people's struggle. 

It was remarked in the "Forntier"46 in November 1971 ,"Far from reducing our defence 

expenditure, the treaty will increase it. For, if the threat from Pakistan is real, as it is, the 

treaty has failed to deter aggression on India. The signing of the treaty might have postoned 

the Pakistani attack predicted in Indian quarters for August 12, but it has not eliminated the 

threat. The treaty will only add to the escalation of the arms race on the subcontinent revived 

by the Soviet Union in the name of containing China". 

Mr. S.Roy47, in an article "The Treaty" published in 1971, wrote, "On 9th August 

1971, a new link was forged in the chain of neo-colonialism that enslaves India". He is of 

the opinion that the Indo-Soviet Treaty was drawn up in 1969, as a part of the "Brezhnev 
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Doctrine"; a mutual security pact for Asian nations to go on opposing China. This Treaty 

gave Russia the right, at will, to dis cent upon India with arms (Article 9),. This Treaty gave 

Russia the right to veto over India's foreign policy (Article 8 & 1 0). He also added that this 

Treaty, by its commitment to the "security" of Asia, promised to maintain the status quo of 

injustice and butchery. By declaring "cooperation" to be the method for "solving 

contradictions" it peddled the Khtuschevite thesis of co-existence of the exploited with the 

expoiters. This Treaty (Article 5) by commiting itself to the "territorial integrity" of Russia 

and India, freezed the frontier and lighted a permanent flame of conflict with China. "Tied 

to the chariot wheels of Soviet social-imperialism, India will be dragged into abetting Russia's 

aggressive designs on China", he wrote48
. He concluded by saying that this Treaty had 

aimed to ·.attack and destroy the Indian revolution; and would inevitably affect the political 

and economic structure of India, for "the master must shape the servant in his image". 

One logical criticism in recent times has been le~elled against the Treaty from 

different angles by Aswini Kr. Roy49
. He is of the opinion that, "if India and the Soviet 

Union committed to different political, economic, social and ideological value norms could 

come together with a Treaty ofFrien~ship to mutual advantage, it would normally be assumed 

to be easier for .such treaties among the countries in the region, including Pakistan, with 

closer affinity in terms of basic social, economic an~ cultural values and united by common 

bonds of history and geography". But after a long gap, this Treaty could not be replicated in 

this region except SAARC formation. In other words, the immediate effects of this Treaty 

on this region was a complete failure. Aswani Roy said that the genesis of Indo-Soviet 

relations are not due to ancient linkage or mechanical linkages as is often demanded by 

many historiographers. Instead, he advocated that the "crucial determining variable 

explaining the origins of Indo-Soviet friendship was the subjective factors." 

The Treaty of Friendship was evaluated by a number of writers before the expiry of 

twenty-year term, though, accoding to the clauses of the Treaty, it was renewed automatically · 

. after twenty-year term as neither party of the Treaty objected to enhance the time period. 

K.P. Misra wrote,50 "It was and continues to be the watershed in Indo-Soviet relations. 

Though it ~as not a military alliance and was also not antithetical to the basic principles of 

nonalignment, it did give much heeded political and psychological support to India at a 

time when there was a fear that China and US might support Pakistan. The treaty greatly 
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facilitated India's support to freedom fighters of East Pakistan which resulted in the creation 

of a new state- Bangladesh." Rasheeduddin Khan 5 1 is of the opinion that during the turbulent 

period of 1971, when the civil war spilled over to Indian borders by the huge influx of the 

refugees whos~ increasing numbers had upset the demographic composition in Tripura and. 

West Bengal, and created problems of communal harmony, the Soviet understanding and 

diplomatic support was of immense help and sustenance. He remarked, "The historic Indo

Soviet Treaty ofPeace, Friendship and Cooperation signed on 9 August 1971, was not only 

a mere formal regularisation of an already established cordial relations, but was also a 

m~ssage to the world to note the special bonds of bilateralism that have now been ratified in 

a treaty relationship covering vital areas of inter-state cooperation including defence and 

security"52• In 1987, R.L.Bhatia53 commented, "The Treaty is still the fundamental framework 

of Irido-Soviet relations". Vinod Bhatia evaluated, "The treaty was put to a severe test 

during the conflict in the subcontinent at the end of 1971. lt, however, stood like a rock in 

those storm-tossed days."54 

The major fact that happened immediately after the Treaty was the worsening situation 

in the Indo-Pak border that threatened the security of India. At that time, New Delhi and 

Moscow started top-level discussion. Soviet Deputy Foreign Minister N.P. Firyubin arrived 

in Delhi for urgent consultation with the government oflndia. Being invited by the Chief of 

the Air Staff of India, the Commander-in-Chief of the Soviet Air Frace arrived in New 

Delhi on October 30,1971. The Soviet Air Chief, in Poona, in a bilateral meeting said, 

"Military experts always discuss things secretly. But let me tell you that in the event of any 

attack in madness, either by a person or by a nation, the 25 crore people of the Soviet 

Union, with all their might shall back India as her trusted friend"55
. Ultimately when Pakistani 

armed attack came on India, the Soviet came forward with all kinds of heip for India. The . 

US Seventh Fleet, coming for the help of Pakistan, was charged by the Soveit submarines. 

This was_remembered by JagjivanRam on the 60th anniversary ofthe October Revolution., 

. He said tllaf the Soviet Union had been a sincere friend and had stood by India in difficult 

period of the country. It was proved by the events of 1971 and after that the Indo-Soviet 

Treaty had served as a pillar of peace in Asia. 

The follow-up action of the Indo-Soviet Treaty was tremendous. In 1972, the Soviet

Indian Joint Commission for Economic Trade, Scientific and Technical Cooperation was 
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set up. This was the first Indian joint. commission with some other foreign country. ln 1973, 

another agreement on economic and trade cooperation was signed between theses two 

countries. In the same year, agreement between the USSR State Planning Committee and 

the Planning Commission of India was signed which was proved to be very much helpful 

for exchanging experience and methodology of planning. In November, 1973, General 

Secretary of the Soviet Communist Party Mr. L.l. Brezhn~v visited India. This visit was 

earmarked as the striking landmarks in Indo-Soviet relations. Brezhnev declared at the Red 

Fort ground on November 27, 1973, "Friendship and cooperation with India is part and 

parcel of the foreign policy of the Soviet Union. We were with you when India's new 

statehood was emerging. We were with you in difficult and trying periods for Inqia. We 

were with you when various external forces were trying to bring pressure on your country 

. when it was upholding its vital inter~sts. We shall be with you in the days of joy and in the. 

days trial"56
. On the friendly soil of India, he wanted to initiate the programme of world 

peace. At the end of his visit, a joint Indo-Soviet Declaration was signed. This Declaration 

highlighted the identity of views between the two countries on nearly all important 

international issues. Complete understanding was also reached on outstanding international 

issues like ending the arms race, achieving general and complete disarmament,minimising 

the military budgets of permanent member states of the Security Council as proposed by the 

Soviet Union. The Declaration wanted to see the Indian Ooean to be zone of peace. 

In the next three years of Brezhnev visit, a number of important events happened in 

the world political scenerio. Among these, victory of the Vietnam's liberation Struggle, 

Independence for Laos and Kampuchea, the· collapse of the Portuguese colonial empire, 

attainment of freedom by Angola and Mozambique, transformation of Ethiopia into socialist 

setup were of prime importance. In this changed situation, Mrs. Indira Gandhi visited the 

Soviet Union in June 1976. In this visit, she emphasised on the disarmament programmes. 

She wanted to establish a positive correlation between the disarmament programme and the, ·1 

economic development. The joint statement issued after her visit also mentioned this· 

relationship between the disarmament programme and the economic development. 

Mrs. Indira Gandhi's defeat in the genral elctionof 1977 changed the leadership in 

India. Mr. Morarji Desai became the Prime Minister who was, at the very outset, averse to 

the Indo-Soviet Treaty and wanted to have it abrogated. But, the majority in the government 
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did not want it and the new Prime Minister was made to understand the importance of 

keeping relation with the Soviet Union in the sp~rit of the Treaty. Soon after the new 

government took office, Soviet Foreign Minister Andrei Gromyko visited India to have 

talks with the new leaders. The result of the discussion with the Indian leaders dealt a 

telling blow to the calculations of those forces which did not want a closer Indo-Soviet 

relations. Ultimately Prime Minister Desai told, "We are very happy with the relations we 

have had and we are continuing to have with the Soviet Union - a relationship which is 

completely in accordance with our foreign policy of non-alignment."57 

Subsequently, Prime Minister Desai choose the So\'iet Union as the country of his 

first state v~sit in October, 1977. He said at the banquet hosted in his honour in Moscow, 

"During our recent elections there were many subjects of fierce controversy, but foreign 

policy and the principle of non-alignment which has been the corner-stone of this policy 

was never a subject of debate. It is a policy which gives us the freedom to nurture friendship 

on the basis of equality and mutual benefit. As I have said earlier on the basis of this · 

criterion, Indo-Soviet relations have stood the test of time and this in no way need detract 

from our policy on non-alignment. We shall persist in this policy and in our friendship" 58
. 

A Joint Indo-Soviet Declaration was signed in Moscow in which two sioes recognised the 

importance of not only preserving but further strengthening friendship and allround mutually 

benefitial cooperation between the two countries in the spirit of the 1971 Treaty of Friendship. 

In this declaration, great importance was placed to the termination of arms race and the 

prevention of a nuclear war. 

Nearly a year after, at the invitation of the Soviet Government, Indian External 

Affairs Minister Mr. A.B. Vajpayee visited Moscow. It is, in this context, to be made clear 

that Mr. Vajpayee sitting on the opposition bench supported the signing of the Treaty of 

Friendship in 1971. Mr. Vajpayee and his Soviet counterpart Mr. Gromyko agreed that 

disarmament was the most urgent task facing the international community. In March, 1979, 

Kosygin came to India on a seven-day state visit. He_ utilised this trip to issue a stern warning 

to China which had then attacked Vietnam. Reviewing the situation in South-East Asia 

following the Chinese aggression on Vietnam, Desai and Kosygin "considered it necessary 

to exert further efforts in the interest of strengthening peace in Asia, developing cooperation 

among all Asian countries on the pri'nciples of sovereignty equality and independence, non-
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use of forces, inviolability of frontiers and territorial integrity of states"59 . 

In June, 1979, SALT -II accord was to be signed by US President Jimmy Carter and 
' 

Soviet counterpart Brezhnev. Before leaving for Vietnam to sign the accord, Desai visited 

Moscow to talk to Brezhnev. This time witnessed an encirclement of world peace by many 

factors. Tension had mounted in South-West Asia with the entry of Soviet troops into 

Afganistan in the after-:math of Sino-US-Pak plot to overthrow the Kabul governme!lt. This 

was amixed by Chinese attack on Vietnam following the liberation of Kampuchea. The 

Iran-Iraq war could not show any sign to come to a halt; the Arabian region got decomposed, 

caused by the betrayal of Egypt at Camp David. Pakistan also was posing a new threat to 
··- .. 

India. In this crucial juncture, Mrs. Indira Gandhi was sworn in power and Brezhnev visited 

India which was of great importance. Brezhnev, in his speech at a joint session of parliament, 

gave a five point plan for peace in the Persian Gulf area. Thi~ type of peace plan pronounced 

on the Indian soil could not be underestimated. After his visit, within three years the situation 

became graver. The threat of a third world war rounded about as the war-mongers were in 

active form. Against such a background, the Soviet Union took great initiative with extra

ordinary maturity to fight against war madness. At the same time they extended their support 

to all the liberation forces,escpecially the Palestinians. 

Mrs. Gandhi, on 20th September, 1982, visited the USSR where the two heads 

showed the close identity of views of the two countries on many international issues, 

particularly the prevention of peace and avoidance of a nuclear war. Mrs. Gandhi's visit 

also strenghthened the Indo-Soviet cooperation. The Joint Indo-Soviet J?eclaration signed 

by Indira Gandhi and L.l.Brezhnev stated, "The two sides reaffirmed that the Treaty of 
. . . . 

Peace, Friendship and Cooperation concluded between them is a symbol of the traditional 

friendship between the USSR and India and of their commitment to international peace"60
• 

What is important is that these two learders of these two countries, that is, Indira Gandhi 

and L.l.Brezhnev had personal contributions for strenghthening the ties. While reviewing 

the international situation, both the leaders condemned Israel's aggression against Lebanon 

and they wanted immediate withdrawal of Israel from Lebanon. 

After Indira Gandhi's tragic assassination in October, 1984, Rajiv Gandhi becam·e 

the Prime Minister oflndia. Within a very few months of his assuming office, Rajiv Gandhi, 

in general election, got massive mandate to govern the country for next five years. This is 
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the first Prime Minister oflndia who was not a product oflndia's freedom movement. Rajiv 

got something extraordinary thinking for the days to come. Though his first visit to U.S. 

created a doubtful atmosphere regarding the future of Indo :soviet friendship among some 

political experts, even the Soviets felt somewhat concerned about it , but his subsequent 

visit to Moscow in May 1985 made the picture clear61
. 1n this visit, several long term 

agreements were entered into. In this visit, it was decided that the two countries would 

develop and strengthen their ties on the basis of 1971 Indo-Soviet Treaty of Peace, Friendship 

and Cooperation. This visit also reaffirmed the high l~vel of trust between these two countries 

and the stability of their relations .In this visit, a joint statement was signed which states:62 

"The two sides believe that relations between the USSR and India demonstrate fruitful 

character of ties between states with different socio-economic systems, if they are committed 

to the principles of peaceful coexistence, equality and mutual respect, strict observance of 

sovereignty and non-interference in the internal affairs of each other" During this visit of 

Rajiv Gandhi, Mikhail Gorbachev, General Secretary of the CPSU Central Committee,· 

made the following observation6
\ " Our cooperation with India , which now has so many . 

dimensions, is free of pressure of any kind, of any strings attached. The Soviet Union has 

consistently supported India at every stage oflndia's struggle to consolidate its independence 

and has always shown effective solidarity with that great country, upholding its sovereignty, 

dignity and the right to independent development." Before Rajiv's visit to the Soviet Uniort 

in 1985, India took initiative along with Argentina, Greece, Mexico, Sweden and Tanzania 

to call for a comprehensive test ban on nuclear weapon testing and the Soviet Union responded 

most favourably to this six-nation calls. In January, 1985, India hosted the six nation 

conference on nuclear disarmament that led to the basement of the Delhi Declaration. 

DELHI DECLARARTION 

The Soviet leader and Indian leader- Mikhail Gorbachev and Rajiv Gandhi believed 

that mankind's most important task was to strengthen peace and remove the threat of nuclear· 

holocaust. In order to achieve this great goal, these two leaders, on behalf of one billion 

peoples of the two countries - one-fourth of mankind, issu~d jointly the Delhi Declaration 

on November 27,1986, on the principles for a 'Nuclear-Weapon-Free and Non-Violent 

World', This vital political document reads in part64,"In the nuclear age, humanity must 

envelope a new political thinking , a new concept of the world that would provide credible 
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guarantees for humanity's survival .People want to live in a safer and more just world. 

Humanity deserves a better fate than being a hostage to nuclear terror and despair . It is 

necessary to change the existing world situation and to build a nuclear-weapon free world, 

free of violence and hatred, fear and suspicion ". The declaration consists of ten basic 

principles65
. 

(I) Peaceful Co-existence must become th·e universal form "of international relations 

(II) Human life must be recognised as supreme . 

(Ill) Non-violence should be the basis of community life. 

(IV) Understanding and trust must replace fe,ar and suspicion. 

(V) The right of every state to political and economic independence must be recognised 

and respected. 

(VI) Resources being spent on armaments must be channelled towards social and 

economic development. 

(VII) Conditions must be guaranted for the individuals' harmonious development. 

(VIII) Mankind's material and intellectual potential must be used to solve global problems 

(IX) The" balance of terror" must give way to comprehensive internationl security. 

(X) A nuclear weapon free and non-violent world requires specific and immediate action 

for disarmament. 

From the principles mentioned above it is clear that the idea of non-violent world is 

aGandhian concept and naturally this has been widespread on our thinking . But for the 

Soviet Union to subscribe to the idea of a non-violent world was something novel . It 

indicated India's influence on Soyiet thinking66 . The Declaration combined Lenin's ideas 

and Mahatma Gandhi's philosophy to put before the world a code of ethics and a code of · 

action based on non-violence and rejection of hatred and fear. 

The Delhi Declaration's significance lies in the fact that the globe possesses over· 

50,000 nuclear charges which are capable of destroying the total human civilisation many 

times. Their existence is dengerous because if they exist, they, in some day in some way or 

other; will be used- by design, by error, by accident, by malfunction. All life will come to 
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a halt. This is the Delhi Declaration that calls for elimination of all nuclear weapons . It is 

the only way for saving the humanity from a nuclear holocaust. 

The United Nations circulated the Declaration as an official document . The UN 

mamber -states with an over-whelming majority endorsed the concept of a comprehensive 

international security system enveloped in the Delhi Declaration which intends to replace 

"balance .of terror." On December 4, 1986, in the 41st session of the General Assembly, "A 

Comprehensive System oflnternational Peace and Security" in resolution form was adopted 

. This resolution was supported by I 02 countries; but the U13ited States and France opposed 

the resolution regarding the Delhi Declaration67 
. 

Yevgeni Rumyantsev, former Vice-Chairman of the Board of the Novosti Press 

Agency(APN) wrote68
, "TheDelhi Declaration is a vivid demonstration of the mutual 

understanding between the two countries both as regards their bilateral relations and their 

global approaches to cardinal world issues. It is f~om this point of view that the Soviet- · 

Indian factor can be said to be of general human significance ... The Damocles' sword of a 

possible nuclear catastrophe, the aggravation of global problems and their growing 

interconnection as well as the need for international cooperation to solve these problems

all point to the new priority role, common human values must play as the core of practical 

policy. T~is id~a was fully reflected in the Delhi Declaration". He is of the opinion that the 

Delhi Declaration is a product of our times and new political thinking because it gives 

support to the idea of peace as the supreme value. Such is the Indo-Soviet approach to the . 
global issue of today, which accounts for the constructive influence of the Indo-Soviet 

. factor. "The Delhi Declaration is not the Ariadne's thread." said C. Raja Mohan" .69 "But it 

offers a set of principles that can help us in the struggle to restructure the international . 

relations towards a cooperative framework." The most important comment was made by 

GrigoryBondarevsky, 70 a leading Soviet specialist on Indo-Soviet relations, "The Declaration . 

is a logical combination of most important Marxian values, Leninist foreign policy of the 

. Soviet Union, humanism, great Indi,an tradition of culture and history and aims and tasks 

set before Indian politics by Mahatma Gandhi, Rabindra Nath Tagore, Jawaharlal Nehru 

and Indira Gandhi." 
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The Delhi Declaration 'is an appeal to the peoples and governments of all countries 

to give thought to the future of mankind and take immediate joint action in order to create 

a world without weapons of mass destruction, without wars, a world in which there would 

be no place for hetred or violence, racial or economic discrimination, a world where every 

state, whether large or small and every nation would have the right to independent choice 

and the respect for this choice by others71
.' Gleb Ivashentsov and Nikolai Koltsov72 are of 

the opinion that the Delhi Declaration based on the age-old wisdom of the two great nations 

and imbued with new thinking outlined methods not merely for the survival of the human 

r~ce, but also for the fullest perfection of the individual and civilisation's rise to new heights. 

It is only future generation which will be able to fully assess the profundity of the Delhi 

Declaration. The concluding paragraph of the Declaration says, "The gathering strength of 

the coalition for peace embracing the efforts of the nonaligned movement, the six-nation 

five-continent initiative for peace and disarmament, ~11 peace-loving countries, political 

parties and public organisations gives us reason for hope and optimism"73
. 

Rajiv Gandhi said that the ten principles of the Delhi Declaration" must determine 

new thinking necessary for creating a non-violent world free from nuclear weapons"74
. 

Gorbachev characterised the Delhi Declaration as a document in which "our philosophical 

and political approach to the construction of a nuclear weapon-free and non-violent world 

merges with the approach of the great India and billion of people represented by the non

aligned movement"75
. The Delhi Declaration is nothing but an embodiment of humanism of 

the two countries' time-honoured traditions. Darbara Singh76 said, "The Delhi Declaration 

provides not only the beacon light }?ut also a clear-cut action programme to advance towards 

the cherished goal of humanity's survival". 

A Note on Soviet Studies in India in the Post-1947 Period 

Throwing off the yoke of colonial enslavement, India gained its independence in 

194 7. And her embarkation on the way of independent economic policy being departed 

from semifeudal economy heralded a new age of relationship between the Soviet Union 

and India. A spiritual affinity always exists in this relation. More than 1000 different books 

by Indian authors were published in the earstwhile Soviet Union. The works of Indian 

authors have been translated in 77 languages of the country. The Soviet Union and India 
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jointly published 'Readings of Friendship' - a collection of literary works and documents 

since the ancient period. This is but a reflection of the imag~s of India and Russia. Another 

important publication is 'Soviet-Indian 20th Century Library'. Each of these collections 

consists of 20 volumes. The Indological research done in the Soviet Union was mainly 

·based on the history of India. 'A Contemporary history of India' published in 1959 and 

'New History of India' published in 1961 were worth mentioning. Each book having two 

volumes was published from Moscow. The first book was edited by V.V. Balabushevish 

and A.M.Dyakov; and the second one was edited by K.A.Antonova, N.M. Goldberg and 

A;M.Osipov. The Soviet Indologists had an intension to examine the historical process of 

India in respect of the development of production and social relations, pqJitical institutions 

and spiritual culture, revolutionary transformation of the people. The Soviet scholars' not in 

the initial period, but subsequently was attracted to the Indian civilisation in the remote 

past. The main problems facing the scholars were to determine the nature of India's socio

economic system. G.F.Ilyin77 in a number of books on India wanted to establish the view 

that ancient Indian society was dominated by ·Slavery. In this respect, V.V. Balabushevich 

and A.H.Wafa wrote78
, "His writings abound in factu~l material proving the existence of 

the exploitation of slaves .... The second half of 1000 B.C. in the works ofllyan is reprsented 

as a period of intensive development of slavery when it was the determining feature in the 

class structure oflndian society and left an imprint on all its aspects: the state system,family 

relations, morals etc. Depicting ancient India as one of slavery the scholar emphasises that 

the transition to slave ownership and the new society was a progressive phenomenon 

compared with the preceeding tribal relations". 

T.V. Grak,E.G. Pcholkina and B.Y.Staviskijointly published a book 'Kara

Tepe-Buddhist Cave Monastery in Old Termez' in 1964 from Moscow and B.Y, Staviski · 

alone wrote an article 'International Contacts of Central Asia from the 5th to the mid-8th 

centuries' in 'Problems of Oriental Studies' in 1960. In these works, the author established' 

the fact, based on archaeological e~cavations carried out in.Central Asia that the economic 

and cultural ties of Middle Asia and India date back to ancient times. G.M. Bongard-Levin, 

in an article "Ancient Indian Raja-Sahab and Parisad in Megasthenes' India" published in 

the 'Problems of Oriental Studies from Moscow in 1959, pointed out that Megasthenes and 

Ashok had made it possible ·to give concrete meaning to many of the terms of Indian 
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epigraphy. In 1965, K.Z. Ashrafyan, in his book 'North Indian Agrarian System in the 13th 

- mid-18th Centuries' published from Moscow examined the struggle between the state and 

the private landownership. Soviet Indologists K.A. Antonova, K.Z. Ashrafyan, A.M. Osipov 

and others examined the problems of the mass national movements of India from the point 

of view of the evolution of the socio-economic system in mGdiavel India. I.R. Reisner in his 

book 'Mass Movement in India, 17th - 18th Centuries' published from Moscow in 1961, 

summed up all the research works, particularly of the Sikhs, Jats and Marathas. Most of the 

Soviet scholars concentrated on the internal process of the development of Indian Society,· 

and they did agree on the point that colonialism was negative factor in India. 

The Soviet Indologists were very much interested about the freedom movement of· 

India. A.M. Osipov, in his book 'Great Indian Mutiny, 1857 -59', published from Moscow in 

1957 showed that the motive force of the mutiny was the peasants and the urban people. On 

the same topic, P.M. Shastitko's 'Nana Sahib :Narration of the Mass Uprising in lndia(1857..: 

59)' was published from Moscow in 1967. The Indian freedom struggle in the last half of 

the 19th .century and the first half of the 20th c~ntury was vividly outlined in a series of· 

articles by N.M. Goldenburg, I.M. Reisner, L.A. Gordon and A.I. Chicherov. Most of the 

articles highlighted the role of B. G. Tilak in the freedom mov~ment oflndia. The development 

of capitalism in Indian agriculture was analysed by G.G.Kotovsky in' Agrarian Reforms in 

. India' (1959); R.P. Gurvich in 'Agriculture in India and the Position ofthe Peasantry' (1960), 

V.G. Rastyannikov and M.A. Maximov in 'Development of Capitalism in Agriculture of 

Contemporary India' (1965). ·Another important problem that was touched upon by the 

Soviet Indologists was the Indian national bourgeoise. V.I.Pavlov's 'Formation of the Indian 

Bourgeoise' (I 958) and L.I.Reisner and G.K.Shirokov's' Indian Bourgeoise Today' ( 1966) 

indicated that the bourgeoise had developed into a leading force in the regeneration in anti

imperialistic and anti-feudal potentials. On the Indian economy, we get some good works. 

Regarding the role of foreign capital in Indian economy, S.M.Melman's 'Foreign Monopoly · 

Capital in Indian Economy' is a vital one. Rest it, L.l. Reisner's 'Foreign and National 

Capital in India's Industry (Uttar Pradesh State) published in 1959. l.L.Batalov's 'Transport 

in India Today' (1961), N.D. Gorodko's "India's Credit-Monetary System" (1956), V.A. 

Kondratyev's 'Industry in India' (1963) and three books written by G.l.Mamrykin; 'The 

Building of India's National Economy' (1964); 'Industrial Development in Independent 
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India' (1964) and 'Economy of Modern India'(l960)·dealt with the problems of development 

of industry, transport, domestic trade and finances in Indian perspective. Ethnography, 

geography, literature, sociology, linguistic, philosophy and other sides in Indian context 

were discussed by many Soviet Indologists which can consist of a separate section of the 

study. 

Soviet studies in India after India's independence increased to a greater extent in 

comparison with the pre-independence period. Russian language courses· were started in . 
the universities of Delhi and Allahabad in I 946 and I948 respectively. The Indian Institute 

of Technology, Bombay started it in 1950. After that a number of centres were opened to 

teach Russian language in Aligarh, Calcutta, Lucknow, Banaras, Bombay, Madras, Bangalore 

and other cities in India. 

After independence, M.N.Roy's 'The Russian Revolution' published from Calcutta 

in 1949 was an important publication. In English, K.P .S. Menon published two books within. 

'two years (1962-63) from Bombay. These are 'The Russian Panorama' and 'The Flying 

Troika'. Other important publications are D.Kurup's 'The Evolution of the Soviet Society' 

( 1961, Bombay), Anand Gupta's 'India and Lenin' (1960, New Delhi), Ram krishna Bajaj's 

'The Young Russia' (Bombay, 1960); K. C.Mohanta's 'Three Yeas in Soviet Russia'. Regarding 

Menon's book, R.Vidyanath remarked, "The Russian Panorama is a fascinating travelogue 

abounding with a lot of interesting details on places visited and persons encountered by the 

author in the USSR .... The Flying Troika gives a kaleidoscopic account of the changing 

Soviet sceince and the author's reaction to it"79
. In regional languages, a number of books 

was published, though its readership is limited but its appeal is not limited. In Hindi, 
' . 

Rameshwari Nehru's 'Manav Vikas ki Jhalak' (Varanasi, 1963), Yashpal Jain's 'Rus men . 

Chalis din' (Delhi, 1960); Annapurna Khanna's 'Kale Sagar god men'(Allahabad, 1961 ); 

Harshadev Malaviya's 'Rus ki Yatra' (Delhi, 1959); Banarasidas Chaturvedi's ' 'Rus Ki ·. 

Sahityak Yatra' (Delhi, 1962); R.R. Khadilkar's 'Badalte Rus men' (Varanasi, 1959) are 

worth mentioning. In Bengali, Subhamay Ghosh's 'Moscow Smriti' (Calcutta, 1963), 

Nagendra Bhattacherjee's 'Desh Deshante' (Calcutta, 1961) Deven Sen's 'Amar Rus Bhraman' 

(Calcutta, I 960); Sochin Sengupta's 'Manaver Sagar Sangame' (Calcutta, 1962) are few of 

them. In other Indian Languages, similar types of books are found. Most of these books 
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belong to the category of travelogues or personal memories. 

In 1989-90, dictionaries of Hindi, Urdu, Bengali, Tamil, Malayalam, Telugu and· 

Punjabi languages were published in the USSR, .along with concise grammer of these 

languages. The Soviet Union's multinational theatre had a big role in promoting Indian 

culture. The Indian theme in the Soviet theatre took a prominent place in the 1970s and 80s. 

The 'Ramayana'-the Indian epic produced by Moscow's Central Children's Theatre has 

become the most populr one among the Indian plays staged in Soviet theatres. The first 

Soviet fi~m festival was held in Ind~a in 1950. The story of Russian merchant Afanasi 
., 

Nikitin's journey to India was filmed as joint production of the two countiers: 'Pardesi' or 

'The Journey over Three Seas' in 1957. KhwajaAhmed Abbas80
, in a seminar on' The Great . 

October Socialist Revolution and India Struggle for National Liberation' held in New Delhi 

on August20-21, 1977, told, "The humanism which insp'ires Soviet film-makers, also inspires 

Indian film-makers, .... The outlook is optimistic and, since the foundations have become • · 

correctly laid, only the super-structure has to be fashioned", 'The foundations have been 

correctly laid' over the decades by both Soviet and Indian writers, artists, scholars, musicians,· 

jounralists, actors and overall the masses who feel a closeness in their blood. 
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CHAPTER-Ill 

INDO-SOVIET ECONOMIC COOPERATION UPTO 1985 

Historical Background 

Trade and Economic relations between India and the Soviet Union date back to time 

immemorial. The Volga-Caspoan trade route that connected ancient Rus with Central Asia 

and Northern was established in the 1Oth -11th centuries. As early as the 18th century, the 

first Russian historian V.N.Tatishchev wrote about the trade with India in ancient times. 

Tatishchev wrote that trade routes linked the Volga area with Northern India via 

Transcaucasia and Central Asia . Indian pepper, ginger , sandal wood, homespun fabrics 

and other goods were well known in ancient Russia. Indian gold coins of 14th century were 

found in the Volga area. Not far from Baku, the capital city of Azerbaijan , there is a 

historical monument- a fire worshipper's temple foundeel more than 500 years ago by 

Indian merchants who came here to trade with the loca~ people . After the disinrtegration of 

·the Golden Horde, Kazan and especially Astrakhan became important trade centres in the 

Volga area. Astrakhan had ties with Northern India . Afanasy Nikitin, a trader , visited 

India during 1471 to 1474. 

Both countries tried to establish trade, cultural and diplomatic relations in the 16th-

18th centuries . The first Indian envoy came to see Grand Prince Vasili III in 1533, with a 

proposal from Babur to carry on mutual trade and other exchange. But when India's envoy 

reached Russia, Babur died and this relationship could not be developed . In 1567, attempts 

were made to trade with India via the Persian city of Hormuz to which a special mission 

from Moscow merchants was sent. The Russian-Persian treaty of 1595 provided for trade 

with India through Persian territory. Indian researcher P.Kemp1 has mentioned that a few' 

Russian traders stayed in India during the 1580s, Russian merchat Leonty Yudin lived in 

Bukhara and India for nine years in the 1590's, also some Indian merchants came to Russia. 

One Bengali silk trader, at that time , made an unsu·ccessful voyage to Russia .In 17th 

century , trade between these two countries got a formal shape as the Russian Government 

encouraged the search for a convenient route to India for further expansion of trade. 
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Ultimately, Caravan trade routes were created through which cotton fabrics, silk spices and 

indigo were brought from India. Again 614 pieces of malachite were brought from Russia 

to Emperor Shahjahan to build a mausoleum for his wife Mumtaz. 2 .The Russian government 

tried to establish diplomatic and trade relations with the Moghul. So, Tsar Alexei 

Mikhailovich sent several missions to India between 1646 and late 17th century. The most 

successful mission was headed by Semyon Malenky in 1696 when permission was granted. 

for trade. Among the early Russian Tsars who were originally interested in developing trade 

with India was Peter. I. Being instructed by him the Vice-admiral Wilster visited India to 

sign a trade agreement with the Moghul ruler. On the one hand , the Russians purchased 

goods from the Indian traders, on the other, they were interested in purchasing commodities 

of Indian origin from the European market . So,the Russian Ambassador to the Hague, 

B. I.Kurakin, purchased Indian cloth in Holland for his government and sent it to Petersburg. 

The Tsarist government showed courtesy by granting the Indian traders a temporary 

citizenship while their staying at Astrakhan. The chief magistrate of Astrakhan granted 

them the same rights and duties as enjoyed by the Russian merchants. 3 

In the 18th century, Tsar Peter the Great attempted to expand trade with 

India . As a result, Indian merchants were permitted to trade not only in Astrakhan but. also 

in Moscow and other cities. In 1812, Indian merchants donated 10000 roubles in gold to the 

Russian army fighting against Nepoleon. 4 
• But still there was no breakthrough in Indo

Russian trade relations. After the downfall of the Moghul, the British captured India. The 

British prevented from establishing a mutual sympathy between the people of India and 

Russia thus prevented trade relation between the two countries. Ultimately the two countries 

came closer by various factors discussed in earlier chapters. 

The Soviet Repub}ic established trade relations with India in 1921-22 after 

the Great October Revolution . In 1923-24 ,the Indo-Soviet trade turnover stood at 2.5. 

million roubles; and in 1927-28 it became 152 million roubles. In spite of certain success, 

Indo-Soviet trade in the pre-war years and during World War II became brisk. While 

commenting on this situation , Mr. Viktor Senin, the then USSR trade representative in 

India, said5, "The main obstacle was India's colonial dependence on British imperialism . 

The British colonial authorities put every obstacle they conld in the w.ay of Soviet-Indian 
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trade which explains why it wanted to 8.7 million ro~bles in 1937 despite good prerequisites 

for its growth due to considerable Soviet achievements in industry and agriculture , 11 In 

1926, an amount of 7,000 tons of sugar was sent to India from the USSR . Then timber, 

paper, medicines, and industrial equipments were exported to India. In June, 1925, Indian 

trader Rasul Gulam visited Moscow and in 1928, Swaraji, the owner of a commercial firm 

in Calcutta also visited Moscow. In the same year, Jawaharlal Neheru came out in support 

of direct Indo-Soviet trade links. In 1925, Soviet oil products for the first time, reached the 

Indian market. 

In 1929-30, 34% of the kerosene impo,rted by India came from the Soviet 

Union. Two Indian companies, the Western India Oil Distributing Company and National 

Petroleum Company were founded in 1932 for marketing Soviet oil products. They received 

the backing of Indian financial circles in Mumbai, Chennai and other cities. In 1930s, 

Soviet textiles gained momentum in India. Reporting on the appearance of Soviet cotton 

print in Delhi, the Times oflndia noted on October 17,1932 that its quality was not inferior 

to the articles available in Delhi while its prices successfully competed with those of 

Lancashire and Japanese textile. Calcutta Weekly Capital' commented on 4th Aug 1932 

after the introd~ction of the First Five-Year Plan in the USSR, new impetus was grown 

among the Indian producers and businessmen to establish direct trade contacts with the 

Soviet Union. The patrotic press raised the question of expanding trade ties between India 

and the USSR. "Soviet Russia", the 'Bombay chronicle'6said on July 3,1935, "could become 

one of the best buyers oflndian goods and herself supply India with a number of manufactured 

articles. Interested organisation in India, will see how rapidly the trade relations will develop 

to the benefit of both neighbouring countries". Later on, in 1940, British efforts resulted in 

the actual cessation of Soviet-Indian trade, and ultimately it reduced to zero. Again , after 

some years trade relations between these two countries resumed. India began to supply 

manganese, chromium ore, jute, foodstuffs and medicines to the USSR. The sharp increase 

in trade during the war resulted in the establishment of the USSR Trade Delegation in 

Calcutta in 1943. 
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ECONOMIC COOPERATION 

In the economic development of a country, economic and trade relations 

with other countries play an important role, so a multilateral relations were developed since 

independence both with capitalist and socialist countries. These relations are not a one~way 

traffic, because all the countries have a direct bearing on their internal economic policies. 

Being based on the mutual understanding , economic relations between the two countries 

can be cemented . In this respect, the state of the economy of the two countries and their 

respective stages of development are to be taken into account. These relations are generally 

subordinated to the long..,term objectives of the·participating countries. 

The winning of political independence by Ind!a was one of the most important 

fac.tors that created conditions more favourable for the development of wide-scale cooperation 

between India and the USSR. "There are considerable differences ", said M.Alexandrov 

and O.Mayev7
,

11 in the aid rendered to India by the USSR and other socialist countries on the 

one hand and the capitalist countries on the other ....... One of the principle aims of the 

assistance rendered by the capitalist states is the consolidation and expansion of the position 

of their private capital in India . Being a socialist state the Soviet Union does not strive to 

have any property in India and therefore has no need in using the mechanism of foreign aid 

for its protection and expansion. 11 But this does not necessarily mean that the USSR was not 

interested in rendering assistance to India. The main motive of their help was to make the 

developing countries free from economic dependence on world imperialism . From the 

very beginning , Soviet economic assistance to India was designed to strengthen India's 

political and economic independence so that India could play a constructive role worthy of 

its long traditions , size, population and resources in the international arena~. 

Immediately after Independence, mainly two factors were responsible for 

deepening .of friendship and cooperation between India and the Soviet Union. First , the 

basic agenda of the ruling class of newly independent India was the material transformation 

of India. Secondly , the material transformation of India was linked with the strengthening 

of nati.onal sovereignty. With a view to achieving these two interrelated goals, the Indian 

ruling classes sought cooperation of the Soviet Union. Moreover, India's relation with the 

Soviet Union before its independence created a sensation in the Indian patriotic masses 
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which would not have allowed the then ruling classes of India to convert the country to neo-
' 

colonial penetration and exploitation. C.P. Bhambhri9 mentioned some facts by which it 

can be understood how the Indo-Soviet Cooperation had helped and facilitated the 

development of self-reliant capitalism in India. First, beginning with 1953, there was no 
' 

looking back to Indo-Soviet Economic Cooperation . Second, The Soviet cooperation 

facilitated India in the development of heavy and basic industries. Third, the rupee-barter 

trade between India and the Soviet \)nion was on th~ way of flourishing. Fourth, the Soviet 

cooperation was extended to India in the field of training of scientists and development of 

cru~ial areas of technology in the fields of steel, coal and oil exploration. Fifth, the foreign 

credits extended by the Soviet Union to India were at a nominal rate of interest of2:s per 

sent and these credits were repayable by India in its own currency. This type of credit could 

be extended up to 12 years. On the other hand, the majority of the U.S.A. Loans used to 

carry 4 to 5 per cent interest. The repayment of the Soviet credits began after the completion . 

of the deliveries of machinery necessary for the commissioning of a project.. That is , in 

actual practice, the repayment period was spread over 15 to 20 years ,including a grace 

period of 3 to 4 years. 

The Soviet credits were repayable in Indian rupees, not in hard currency. 

This had three-fold advantages for the Indian economy . First, it was possible on the part 

our country to save foreign reserves, other wise India would have to spend hard currency 

for the purchase of crude oil and other petroleum products. Secondly, rupee trade worked 

as fillip for the Indian export to the Soviet market which was assured and stable in nature. 

Thirdly, it helped India build her ,industrial base in basic as well as heavy industry. One 

Indian writer10 mentioned some distinguishing features of the Indo-Soviet economic 

cooperation : First, it was geared entirely to ensure the success of India's Five Year Plans 

for national development and growth. Secondly, it had been forth-coming mainly for helpiJ1g 

India build its basic industry in the public sector. Thirdly, it involved mutually beneficial 

provisions on trade, mode of paymerit, low rates of interest, supply of plants and equipments, 
I 

transfer of technology, training of specialists, development of technological institutes, setting 

up of consultancy services etc. 

Mr. V.D.Chopra11 had shown the qualitative difference between the aid given 

by the Soviet Union and by the countries of different state of economy with the help of 
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some statistics. He was of the opinion that the production capacities of the public sectors 

built by India with the help of the Soviet Union are comparable with the industrial potential 

of a number of developed countries . Another important aspect of the Indo-Soviet economic 

cooperation was that the Soviet-aided projects in India were conceived and implemented in 

a manner that they were economically linked together an.d became mutually beneficial, 

supplementary enterprises. This was the motive force behind all the Soviet credits to India 

.Another aspect ofthe economic cooperation was the Soviet-aided projects had always 

tried to utilise India's natural resources. And these natural resources were utilised in such a 

manner that there should be a steady decline both in the import of capital goods and 

dependence on the Soviet exports. Bhilai Steel Plant was an example ofthis phenomenon 12
0 

During the construction of the first phase of the plant, the Indian deli veries accounted for 

I 0 per cent uf the machinery, 23 per cent of the metal structures, and 7 per cent of the 

refractory material while raising the capacity of the plant 23 per cent of the machinery, 43 

per cent of the metal structures and 64 per cent of the refractory material used were Indian. 

Later on , expansion was made with almost 100 per cent Indian materials. 

Victor L.Korneev13 is of the opinion that the most important feature of Indo

Soviet economic cooperation is that it was separheaded tow~rds solving the major problems 

at all stages of development. The Indo-Soviet economic cooperation had'an important role 

to help reach the programme of growth of India's economy to the target. The reason for the 

success of Indo-Soviet economic cooperation was that it had helped India to acquire easy 

terms and conditions, modern technology for the development of basic capital and 

technologically intensive branches of economy . The new technology was introduced not 
0 only during the setting up of Indo-Soviet projects but also during its running . M.A. 

K iselyov 14
, then Head of the department of Trade with Asian Countries , Ministry ofF oreign 

Trade , remarked , "Trade and economic ties are an important constituent of the USSR

India traditional friendly relations 0 In the postwar period when the obtaining of political 

independence had opened for India the possibility of establishing direct trade and economic 

ties between the two countries, the Soviet Union, following the Leninist course for assisting 

the people's national liberation movement and guided by the principles of friendship and 

mutual aid, began to assist India in advancement of its econQmic dependence" 0 Construction 

of large industrial enterprises in India with Soviet assistance played a decisive role in 
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advancing and strengthening the state sectors and raising the country's general economic 

potential . For this , India was able to be one of the first ten largest countries in the total 

volume of industrial production frorp. a backward country from the industrial point of view. 

According to the terms and conditions of the agreements signed between these two countries 

on economic cooperation, India received long-term credits from the USSR in easy terms by 

which India repaid through its own goods. India was fortunate enough of having not only 

machinery and equipment required for the country's industrialisation but she got a reliable 

market to sell her finished products. In this process, India ~aved hard currency as it had to 

pay off the credits by goods . 

The greatest significance of India's trade and economic cooperation with the 

Soviet Union lies in the fact that it gave India an opportunity to overcome its colonial 

legacy at a crucial period of its history, when the country was asserting its policy of non

alignment and economic independence15
. Viktor Litvinenko16 remarked in 1981, "The 

development of mutually profitable economic and technical cooperation between the Soviet 

Union and independent India for more than a quarter of a century is a striking illustration of 

Lenin's foreign economic policy towards developing nations in action". 

Immediately after independence, the first and foremost task of India was to 

formulate its long -term development strategy like other newly liberated countries. Within 

a very short time, India needed to construct major capital intensive industries. And this 

required considerable funds for the purchase of foreign equipment. Indo-Soviet cooperation 

met up this demand. All the big enterprises in the steel, nonferrous metals, oil extracting 

and refining, coal power, mechanical engineering, instrument making and other kind of 

industries were built in India with the help of the Soviet Union. On the twenty-fifth 

anniversary of Indo-Soviet economic cooperation in Febmary 1980, India's former Prime 

Minister Indira Gandhi, in her message of greetings, emphasised that the foundations of. 

Indo-Soviet cooperation had been laid down by Jawaharlal Nehru· during his visit to the 

Soviet Union. Indo-soviet economic and technical cooperation has helped India fulfill a 

number of important socio-economic challenges such as employment generation programme 

and training personnel. The large industrial complexes constmcted with the Soviet help 

were integrated horizontally and vertically. As a result of that, more than 1000 ancillary 
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enterprises were able to give employment opportunity to thousand of Indian workers. 

According to Viktor Litvinenko 17
, an important feature of the Indo-Soviet economic and 

. technical cooperation was the constant desire of both countries to make it stable and long

term . Mutual interest in extended economic intercourse underlined this desire which had 

Jed to the drafting of a Long-Term Programme of Economic, Trade, Scientific and 

Technological Cooperation signed in March, 1979. 

Though India became an independent country in 1947, "nevertheless one 

wonders why it took six years to conclude the first trade agreement between the USSR and 
. I 

India and nearly eight years to sign the first economic accord" 18 after independence . The 

causes were discussed in the earlier chapter. J.A.Naik wrote19
. "A real start in Indo-Soviet 

economic transactions was effected by the death of Stalin." The era of economic cooperation 

between the Soviet Union and India was heralded with the signing of 'Indo-Soviet Steel 

Agreement' on February 2,1953: At the very outset, the text of the Agreement wrote20
, 

"With the common intension of establishing an integrated iron and steel works in India and 

for collaboration towards that end , the Government of India and the Government of the 

- Union of Soviet Socialist Republic have entered -into the following agreement ". Total 

agreements was enumerated in twenty-four Articles. In the Joint Communique on Economic 

Relations issued on 13th December , 1955, Jawaharlal Nehru , N.A. Bulganin -and 

· N.A.Khrush~hev, the then Chairman of the Council of the Minister of the USSR and member 

of the Presidium of the Supreme Council of the USSR respectively, categorically expressed 

their desire to strengthen the economic relation between these two countries. 

The second Industrial Policy of India was passed in the parliament in April 

, 1956 . This industrial policy statement clarifying the role of state in the economic 

development, singled out 17 industries to be developed· exclusively by the State. In the way 

of implementation of this policy the Soviet Union came forward. The Second Soviet credit. 

to the tune of Rs. 93 7.46 million, was finalised on November 9, 1957 for the construction of 

the Heavy Machine Building Plant at Ranchi, the coal Mining Machinery Plant and the 

Opthalmic Glass Works at Durgapur, a coal _Mining Complex at Korba, Madhya Pradesh 

and Thermal power Station at Neyveli, Tamil Nadu. The Soviet authority announced their 

third credit to India on May 29,1959, which was amounting toRs. 149.99 million. This was 
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given mainly for the construction of the Antibiotics Plant, a S¥nthetic Drug Plant at Rishikesh, 

U.P. and Surgical Instruments Plant near Chennai. The fourth credit to India was finalised 

on September 12, 1959 for raising capacity of the Villai Iron and SteelPlant from 1 million 

tonnes to 2.5 million tonnes of the Neyveli Thermal Power Station from 250 MW to 400 

MW, of the Heavy Machine-Building Plant at Ran chi from 45000 tonnes to 80000 tonnes,of 

the coal mining plant at Durgapur, from 30,000 tonnes to 45000 tonnes and of the Korba 

Thermal Power Station by 200 MW. The total amount of credit was Rs. 2812.4 million . A 

part of the credit was also used for settling up of Precision Instruments Plant at Kotah, a 

250 MW Thermal Power at Obra near Mirzapur (U.P.) , a Heavy Electrical equipment 

Plant at Hardwar and Oil Refinery at Barauni in Bihar. For the development of this Barauni 

Oil Refinery, the Soviet Union gave her fifth credit amounting toRs 187.5 million on 28th 

September, 1959. On February, 21, 1961, the Sixth Sovietcreditamountingto Rs. 937.46 

million was given for the construction of a hydro power unit at Bhakra Dam~ an oil refinery 

at Koyali, Gujaqtt and a coal washing at Kathara, Bihar. . 

The seventh Soviet credit agreement was signed on January 25, 1965 which 

was known as Indo-Soviet Agreement on Bokaro. This credit agreement having 18 Articles 

was made for the construction ofBokaro Steel Plant with a capacity of 1.5 to 2.00 million 

tonnes of steel per year with provision for expansion of the capacity to 4 million tonnes per 

year. For this purpose the Soviet Union advanced to India over Rs 1666.67 million at 2.5 

per cent interest rate per annum. The eighth Soviet credit agreement was signed on December 

I 0,1966 by which the Soviet Union made an advance amounting Rs. 2500 million to India 

. It was for the construction of an aluminium smelter with an annual capacity of 100,000 

tonnes, for the expansion of Bhilai plant from 2.5 million tonnes, for the development of 

. Dalli iron ore mines etc. 

In the early 1970s, the Soviet aided factories accounted for 30 per cent of . . 
steel production, , 85 per cent ofthe manufacture of heavy equipment, 60 per cent of the 

heavy equipment for the power industry, 25 percent of aluminium and 80 percent of the oil 

produced in India21
. Indira Gandhi became highly impressed by the Soviet role in the 

economic development of India and welcoming Kosygin in January 1968 in function held 

in his honour, she said ,22 "The pattern of this economic cooperation, consisting of credits, 
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material and technical assistance, and increasing stress on trade, has pioneered a new trend 

in international economic relations". 

In the development of economic relationship between the two countries, the . ' 

Indo-Soviet Treaty of Peace, Friendship and Cooperation signed in 1971 occupied an 

important position. This Treaty gave a fillip to the further expansion of economic cooperation 

between these two countries, particularly in the fields of space research , utilisation of 

nuclear energy for peaceful purposes, production cooperation between the industrial 

enterprises of both the countries. The Soviet Union became the major supplier of machinery 

, equipment and sophisticated raw materials needed by the Indian industries. Article VI of 

the Treaty stated that the Soviet Union and India attached great importance to economic , 

scientific and technical ties. It further stated that they would strengthen and extend all 

round cooperation in these spheres and promote cooperation in the fields of trade, transport 

and communication on principles of equality and mutual advantages23
, Victor L. Korneev :!4 

wrote in an article, "The successful development of Indo-Soviet Economic Cooperation is 

in the national interest of our countries on the basis of the Treaty of Peace, Friendship and 

Cooperation signed in August , 1971 shows that relations between our two countries to a 

great extent contribute to the strengthening of Indian economy in its most vital sectors and 

areas." As a follow up action of the Treaty, an Indo-Soviet Joint Commission for Economic 

Trade and Scientific and Technical Cooperation was setup in 1972. This was India's first 

joint commission with any foreign country. 

Between 1972 and 1977 , two historic visits took place. Leonid Brezhnev 

visited India in November, 1973, and Indira Gandhi went to the Soviet Union in July 1976 

. During Brezhnev's visit some important documents were signed between these two countries 

among which one long-term agreement for 15 years for further development of economic 

and trade cooperation between the two countries in November 1973. Kuldeep Nayar25 

remarked on this long term agreement, "There is no doubt that the economic treaty will 

help India in many fields but 15 years is a long period and may make the country too 

dependent on the Soviet Union''. One protocol was also signed for the implementation of . 
this agreement. Another important result of Indira-Brezhnev talks was the signing of an 

agreement between the USSR State Planning Committee and India's Planning Commission 
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envisaging the exchange of experience and know-how in economic forecasting, the 

methodology of planning and other fields. A distinctive feature of this agreement was that 

it took into account both the socialist character of the Soviet economy and the systematic 

development of the Indian economy which included a large public sector26
• The second 

session of the Joint Commission was held in Moscow in September 1974 where the policies 

were chalked out to achieve practical realisation of the documents signed in November 

1973. Upto March 1974, the total authorised aggregate ext~rnal assistance from the USSR 

to India amounted toRs. 1033 crores in which grants accounted for Rs. 12 crores. Of this 

authorised amount Rs. 718 crores (including loans and grants) were· utilised towards 

industrialisation and other developmental activities in the Indian economy27
. Rest of the 

amount was spent for other purposes. 

In the mid-seventies, one Soviet del~gation visited India in order to evolve a 

five year plan for 1976-80. The discussion with this delegation in New Delhi emphasised 

on two basic questions. "The first was, "V.D.Chopra wrote2H, "whether the two sides could 

agree upon a mutually advantageous division of labour to expand economic cooperation. 

The second was whether arrangements could be devised for a net transfer of resources from 

the Soviet to assist the diversification of economy so that India could meet the challenge 

posed by the steeply rising prices of petroleum and by inflation in the west". The idea was 

to make optimum use of the capacities and resources of the two countries to meet each 

other1S need through advance planning . A group of Indian experts was of the opinion that 

integration to this extend might push India into the pale of socialist community. Some 

people commented that this would not allow the political options of the country beyond a 

certain limit wh~ch would create a misunderstanding in the west. Some people directly 

opposed it, because according to them India would not.be able to derive expected economic 

benefits from such arrangements due to the limited .range of goods and technology that the 

Soviet Union could offer. 

Indo-Soviet economic cooperation had to face several snags in 1975-76. It 

was remarked in the 1Economic and Political Weekly1 that the economic relation between 

the two countries reached a virtual stalemate in that period, as a result, new initiatives were 

required29 . With this aim , a high-powered group was constituted which included the then 
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Minister of Industry, T.A.Pai; then Planning Commission Chief P.N.Haksar, and then 

Commerce Minister D.P.Chattopadhyay. According to its first meeting's decision, the surplus 

capacities in the Soviet-aided projects were used to.produce items which could be required 

in the Soviet economy. At the same time, the Soviets evolved the concept of'Compensation' 

in production cooperation. According,to this concept, whenever a joint production unit was 

set up, production from it should be shared by the partners, the contribution by either side 

being paid for in this way. But India was reluctant in accepting this concept, because this 

was mainly practised by multinational companies , especially in the field of oil. 

In the same year the Gosplan and the Planning Commission jointly located 

15-16 specific areas for cooperation . The high-powered group prepared the detailed 

blueprints of these projects . And in order to work out these projects, some aims and principles 

were underlined. These were optimum use of natural resources, capital, skills and technology 

of countries; rational use of the international division of labour and exch~nge of goods and 

services on world prices. But India had never shown intensive desire to implement such 

principles because of some problems30
. 

Out of 16 areas identified , the Soviet side offered assistance in the production 

of m.ica, on the condition that in exchange of Soviet assistance, a part of the product would 

be sent to the Soviet Union. But the government of India accepted this proposal, provided 

the project encompassed fabricated mica. The Soviet side, based on the same condition, 

came fonvard for setting up production units for caustic soda, flurospar, flourine chemicals, 

and nonferrous metals. The Soviet proposal for the setting up of a caustic soda plant in 

India made her reacted in such a way that the Soviet contributions, could be repayed through 

the supply of finished products from such unit by taking a long-term period, as the entire 

investment of equipment and services was recovered in a very short term period. India also 

proposed that, in addition to caustic soda, the plant should produce cholorine and hydrocloric 

acid as a by-product. On compensation basis , India offered to set up a pulp and paper plant 

in the USSR by supplying a complete plant with a capacity ofupto 200 tonnes per day. The 

Indian side placed a proposal for setting cotton unit in the USSR and offered equipment to 

modernise and renovate machinery. The Soviet Union did agree to consider the proposal, 

but when the Indian side suggested a similar conversion deal for woolen textile, the Soviet 
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side politely turned it down31
. 

The ninth Soviet credit agreement was signed on April 27,1977, according 

to which the Soviet Union had given advance Rs.208.25 crores. The lOth Soviet credit 

agreement was signed in December 1980 giving advance Rs.520 crores to India. All these 

credits were meant either for building key sectors of economy or for completing the projects 

of the Five Year Plans and specially steel, coal , oil and power generation received higher 

priority. And these are the industries that gave a new dimension to India's industrial structure. 

In the mid-seventies, India and the Soviet Union decided to start joint ventures in third 

countries for which a group of expert~) from the Soviet Union headed by Industry Minister 

Goldkin visited India to identify the areas of collaboration. In this period , India enjoyed 

trade surplus with the Soviet Union . And the Soviet and Indian planners started discussing 

'methods and principles of production cooperation between the two countries'. These were 

significant for two reasons 32
: first, the Soviet Union assisted India in constructing the core 

sector in the Indian economy and therefore India's need was incorporated in its own plan. 

Secondly, the Soviet purchases were growing substantially under the trade plan and the . 

turnover was expected to be doubled by 1980. This clearly indicated that India had to make 

provision for the Soviet needs in its economic plans. 

In March 1979, former Soviet Prime Minister Alexei Kosygin visited India 

. During his visit, a Long-Term Programme in Economic Trade and Scientific and Technical 

Cooperation for 10-15 years was worked out and signed. This Programme covered a wide 

spectrum of India's economic sectors, viz. Ferrous and nonferrous metallurgy, machine 

building, oil, coal and agriculture. The most significant development that occurred in 1979, 

for the first time in the history of the relationship between these two countries was between 

the Federation ofthe Indian Chamber of Commerce and Industries and the Soviet Chamber 

of Commerce and Industry for cooperation in India's private sector. This fact gave a new 

thrust and dimension to Indo-Soviet economic cooperation. 

Former General Secretary of the CPSU and Chairman of the Presidium of 

the Supreme Soviet of theUSSR, late L.l.Brezhnev visited India in December 1980. This 

visit had three distinctive features: 33 first , this visit was instrumental in the further 

enhancement of Indo-Soviet cooperation especially in strengthening India's defence 
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capabilities. Secondly, the Soviet leaders recognised the fact that India had emerged as a 

great power in Asia and was engaged in the consolidation of country's independence , 

sovereignty and unity. Thirdly; the economic gain of the visit marked yet another important 

milestone of In~o-Soviet economic cooperation. Three di'stinct areas were identified for 

the extension of the economic cooperation between the two countries. First was the energy 

sector and second was the Soviet credit in the field of metallurgy and third was the boost to 

Indo-Soviet trade. During Brezhnev visit on December 10,1980 , one agreement was singed 

between the heads of these two countries which increased both the scope of economic and 

technical cooperation and the volume of trade between India and the Soviet Union. Questions 

related to the implementation of the above-mentioned Soviet-Indian agreem~nf were 

reviewed at the sixth meeting of the Soviet-Indian Intergovernmental Commission on 

economic, scientific and technical cooperation held in New Delhi in January I981. In the 

report to the 26th Soviet Communist Party Congress, L.l. Brezhnev pointed out that the 

negotiations in New Delhi with Indira Gandhi and other Indian leaders had significantly 

advanced the whole package of Indo-Soviet relations34
. 

The Indo-soviet Agreement on Economic and Technical Cooperation of 1980 

undertook the following projects: 'the Mukunda open-c~st mine, the Nigahi open-cast mine, 

the Dj andjra coal mine and number of other projects. The agreement provides for the further 

expansion of the Bhilai and Bokaro iron steel works, construction of a steel plant in 

Visakhapatnam. For developing production cooperation between the Soviet organisations 

and the Soviet-aided projects at Durgapur , Hardwar and Ranchi, India and the Soviet 

Union signed a protocol on December 9,1983, at the conclusion of the eighth session ofthe 

Joint Soviet-Indian Intergovernmental commission on Economic, Scientific and Technical 

Cooperation . A protocol was also signed on cooperation in science and technology between 

the USSR and India for the period 1984-87. This long-term plan envisaged cooperation in 

different fields of advanced technology. Speaking on the occasion, Mr. Narasimha Rao, the· 

then External Affairs Minister of India said,35
" with the signing of the protocol, we have 

brought to a successful conclusion yet another extremely fruitful meeting of this valuable 

forum between our countries, the Indo-Soviet Joint Commission". " I am confident," he 

said , " that our officers and experts, engineers and technologists will now work for the 

implementation of the guidelines contained in this protocol, taking us one step further in 
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strengthening and expanding our economic cooperation. 

A number of agreements were signed between the two countries during the· 

visit of Rajiv Gandhi to the USSR in May, 1985 and during the visit of Mikhail Gorbachev 

to India in November 1986 and during the visit of Nikolai Ryzkov to India in November 

1987. All the agreements opened up new prospects for the further development of trade and 

economic cooperation between the two countries . The major projects under the agreements 

were Tehri Hydraulic power complex, the Kahalgaon thermal electric power station, Kamal 

oil refinery, coal pits in Sitanala, Kapuria, Mahal, Parhatpur and Kharkharee-Dharmaband, 

open-cut collieri~s at Kumari, Mohar and Khadia.A special Intergovernmental Agreements 

on the development of new forms of economic cooperation was signed between these two. 

countries in November 1987. This agreement was signed in order to promote the development 

of Industrial coopei:ation and specialisation, the establishment of direct ties between their 

industries and organisations and the creation of joint enterprises in industry, trade and the 

services sphere. 

During Rajiv1s visit to the USSR in May, 1985, two significant agreements 

were signed. With the first, the Soviet Union provided credit to India amounting to one 

billion roubles, and the other agreement outlined the perspective oflndo-soviet cooperation 

until the end of the century. But due to the disintegration of the Soviet Union in August, 

1991, this agreement has become meaningless. Similar attempt was made in the tenth session 

of the Indo-Soviet Joint Commission held in New Delhi in April 1986 by preparing a new 

Long-term Programme of Economic, Trade and Scientific and Technological Cooperation 

for the rest of this century. 

From the very beginning of the planning era till the end of September 1985, the 

Soviet Union rendered financial assistance of Rs. 2731 crores- a little less than half of this 

, that is Rs.ll43 crores were sanctioned in the first six months of 1985-86. The year-wise 

details of the assistance authorised and assistance utilised are given in the following 

table36
. 
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TABLE- I 

SOVIET FINANCIAL ASSISTANCE TO INDIA 

Year/Period Autltorisation Utilisation 

(Rs. crores) 

Up to the end of Third Plan 494.6. 287.1 

Three annual Plans (1966-69) 254.0 141.9 

Fourth Plan (1969-74) 274.4 

1974-75 148.9 

1975-76 26.9 

1976-77 208.3 25.7 

1978-79 21.6 

1979-80 34.0 

1980-81 485.7 32.9 

1981-82 22.6 

1982-83 40.0 

1983-84 144.6 74.7 

1984-85 --- 108.0 

1985-86 (April-September) 1143.4 130.0 

TOTAL 2730.0 1395.0 

As percent oftota1 assistance to India from all countries 6.1 4.0 

Source: Apte, Vinod(1986). 

Indo-Soviet Economic and technical cooperation was criticised by a number of persons 

and groups. While criticising Indo-Soviet Treaty of Friendship , Satya Biswas37 said that 

the stronghold of Russian social-imperialism was increased in the name of cooperation 

over neo-colonial India. He mentioned the following Russian grip in 1971 over various 

industrial sectors of the Indian economy: 
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TABLE-II 

SOVIET GRIP OVER INDIAN INDUSTRIAL SECTOR 

Of the Total production 

Steel 30% 

Oil refining 35% 

Electric power 20% 

Electric equipment 60% 

Heavy machines 80% 

With these, 75% of the total production of electricity generating installations, 80% 

of the total production of the oil extraction and exploration industry were controlled by the 

Soviet Union . At least 70% of the total defence equipment was from the USSR. Other 

criticism levelled against the Indo-Soviet cooperation was by R.Mukherjee38 regarding the 

costs of Bokaro steel plant. According to him , the costs of the Bokaro steel plant were 

higher than that of the original estimates and hence it had engendered incursion of extra 

social cost and wastage. The original estimates of the USA and USSR were Rs. 714.78 

crores and Rs 1027.38 crores respectively, and the estimated total project costs of Bokaro 

stage-I after the devaluation by the USA and USSR were Rs. 423.46 crores and Rs. 540 

crores respectively. If a comparative study is made between the estimates of the two countries 

regarding annual capacity, then the picture will be clear. For the first stage, estimates of the 

USA and the USSR were Rs. 2479 and Rs 2860 and for the third stage these became Rs. 

1477 and Rs. 1735 crores respectively. Even a Calcutta concern of international reputation 

, M. N. DASTUR & CO. came to the conclusion that the costs of the Soviet projects ~ere 

too high, According to Dastur's report, "from the time in early December, 1965 when these 

estimates became known, they have been generally considered high, even after taking into 

account the increase in import duties and escalation of equipment and construction costs 

during the last two or three years. It is also known that _steel plants designed to produce flat 

products with facilities comparable to Bokaro are under construction or have been completed 

during the past few years in Britain, France , Italy and Japan at less than one-half of the 

estimated costs of Bokaro"39
. It is further noted that the USA calculated the costs for the 

Bokaro plant in detail unlike the USSR which left out many items. Asha L. Dattar0 remarked, 

II Interest rates charged on a loan are not very meaningful parse. When a credit is tied to a 
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project and to the country of origin the advantage gained from a concessional interest rate 

can easily be wiped out by the higher prices charged for equipment provided". Soviet aid 

had a peculiar nature of its own. The Indian Consortium Ba~k Staff Working Paper on Aid 

and Debt 1 974 said41
, "aid from non-cqnsortium sources- particularly the USSR and Eastern 

Europe, but also from Switzerland - has been somewhat sporadic in its commitment and 

utilisation and with a few exceptions has usually been on quite hard terms." 

Another attack from pseudo-Leninist angle has been launched on Indo-Soviet 

economic cooperation by Maoists42
. They were of the opinion that Soviet economic help 

was another form of 1export of capital I and since it can be defined as a characteristic feature 

of imperialism, so it can be concluded that the Soviet Union was an imperialist country. It 

is argued that export of capital since the days of Lenin has connotationally, another meaning 

what is known as 1the export of social relation1
• So with the Soviet economic aid, capitalism 

creeped on Indian scenario. Santosh Mehrotra and Patrick Clawson wmte43
, 

11 the Soviet 

government justifies the financing of capital goods exports by saying that these exports 

help the Third World countries1 industrialisation. Industrialisation is not however, a classless 

process. In countries dominated by capitalist ruling classes ~uch as India- 1industrialisation1 

means nothing more or less than capital accumulation. It is simply farcical to maintain as 

the Soviet government does that the expansion of the 1 public sector 1 reflects the growth of 

socialism .......... Soviet financed industrialisation serves in fact, to expand capitalist relations 

of production: Soviet built factories expand wage-labour employment at the expense of 

pre-capitalist modes of production" 

B.S. Minhas44 said in the first national convention of Giants International on 1 Economic 

Trends in lndia1
, "We are running all over the world for foreign aid, for keeping together 

what we have, not for new projects. We do this in the name of self-reliance and in this 

double-talk and double-think, we run the danger of becoming perpetually dependent on 

foreigners, the benevolent ones and malevolent sharks. We should not mortage our freedom 

in the name of self-reliance in the Sixth Plan". 

The basic .features of Soviet aid to India are as .follows: 

(i) Unlike western countries assitance, the Soviet aid was not a "private like 

investment". So, the USSR did not take out investment funds in the form of profit and 
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head office expenses. 

(ii) Long-term aid was provided by the Soviet which was inter-linked with · 

India's development planning. 

(iii) The major portion of Soviet economic assitance was earmarked for the 

establishment of capital goods industries in the public sector. 

(iv) The selection of Soviet aided projects was entirely at the discretion of 

Indian government. 

(v) Soviet credits to India used to carry 2.5· per cent rate of interest and this 

rate of interest was only charged only for the utilised portion of the credit. . . . 

(vi) The mode of repayment of the Soviet credit was easier as India was 

permitted to repay this loan through exports of goods on mutually agreed basis. 

For the special relation with the Sov_iet Union, India became the largest recipient 

of Soviet aid among developing countries. Generally this aid in the form of loan carrying· 

2.5 per cent rate of interest was given for a period of 12 years, but the 9th, 10th, 11th and 

12th credits were sanctioned in 1976-77, 80-81, 83-84 and 85-86 respectively were for a 

period of 20 years with a grace period of 3 years; and 13th credit sanctioned in 

November, 1986 was for 17 years. 

4S 
Mr. R.K. Sharma did a comparative analysis of US~R aid with other aid giver to 

India, by measuring the grant element in aid. He applied the following formula: 

s'~ {liq} {i e-qG_ e-qTfq(T-G)} ' 

S= grant element as a percentage of face value 

i= interest rate on the loan 

q= discount rate 

G= grace period, and 

T= maturity period 

Here, grant element depends on the rate of discount, maturity period and the 

grace period. When discount rate is high and maturity period and grace period is also 

long then grant element in aid will be high. Sharma has chosen 22 countries as the aid 

givers to ·India and he has measured grant element in each of them which are shown in 

the following Table 
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TABLE-III 

GRANT AND LOAN ELEMENT IN FOREIGN AID TO INDIA 

(from 1949-70) 

(Rate of discount=6 per cent) 

Country/ Number of Loans in Grant Loan 

Institution loan.fi million rupees element element 

in percent of total 

IDA 25 8,457.20 78.19 21.81 

Be!_gium 4 96.05 42.04 57.96 

Canada 26 2,375.10 36.57 63.43 

USA 58 11,167.30 35.14 64.86 

UK 57 6,903.00 23.99 76.01 

W. Germany 48 4,513.90 21.33 78.67 

Sweden 4 178.35 21.27 78.73 

U.S.S.R. 8 1,021.10 16.77 83.23 

France 4 351.67 16.40 83.60 

Czechoslovakia 2 962.00 16.39 83.61 

Bulgaria 2 95.65 15.92 84.08 

Netherland 15 690.60 15.68 84.32 

·Poland 3 568.50 15.20 84.80 

Yugoslavia 2 884.80 13.47 86.54 0 

Denmark 2 55.00 1 ~.46 86.54 

Rumania 2 237.50 12.37 87.63 

Austria 9 202.8.0 11.50 88.50 

Hungary 2 212.50 11.34 88.66 

IBRD 33 7,857.90 3.49 96.51 

Japan 13 2,790.80 3.40 96.60 

Switzerland 5 360.20 2.98 97.20 

Italy 9 1,548.75 0.52 99.48 

Source: Indian Economic Journal, October-December, 1973. & Gael M.S. : 
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Indo-USSR Trade and Economic Relations; Deep & Peep. New Delhi. 

It can be concluded from the above Table that U.S.S.R. economic aid to India is 

costlier than other important aid givers; because higher grant element in a loan may help 

a country to repay its loan more easily. Only 8 credits were given by USSR whereas 

USA advanced 58 credits. USSR's rank 8th in the list of grant element having only 16.77 

per cent. But U.S. aid carried 35.14 per cent grant element which is more than double as 

compared to what USSR loans contained. 

But from. the point of view of the mode of repayment of various loans, the picture 

becomes reverse. India had to repay the loans in own currency, specially when India had 

been facing acute balance of payment deficit. Moreover, the rupees funds generated by 

USSR in her RBI account is used for importing goods from India. 

S.S Gill46 conducted one study in which he wanted'to show that whatever 

concessions were given by western countries having higher grant element was offset by 

the outflows of tfunds from India to these countries. During 1966-67 to 1969-70; western 

countries advanced Rs. 856.9lcrores, shown in Table-Ill. During the same period, 

amount transferred to western countries amounted to nearly Rs. 841.20 crores. According 

to our R.B.I. study47
, during 1964-65 to 1969-70, nearly, 1,261.82 crores of rupees went 

. outside the country as profit remittances, royalties etc. 

From lender's point of view, M.J. Sebastian48 had shown that India derived benefits 

by drawing on Soviet loan. On the other hand, from recepients point of view, A.L. Datar49 

tried to establish that the USSR and other East European countries provided costlier aid to 

India. M.S. GoeP0 concluded that U.S.S.R. did not provide an assistance which may be 

termed as "cheap". In this context, the end use of the aid can be considered. In case ofP.L. 

480 assistance, which was termed as grant; it was observe9 that after effects of this grant 

was damaging. The U.S.S.R. aid was tied aid in the sense that it was tied to particular. 

projects and country of the origin. It is a general belief that tied aid from whatever source it 

come tends to leave the receiving country at loss51 
. J. Bhagwati says, "source tying will 

generally impose costs inclusive of 'monopolistic' pricing by suppliers" s:: According to 

A.L. Datar, USSR aid was an expensive aid. According to her, " of course, finns in the 

western donor countries may collude and quote one price and this in fact has been the 
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general practice in case of tied credits, but atleast it may be possible to exercise in equipment 

produced by different firms. Even this possibility is ruled out in the case of East Eruropean 

credits, since there is no competition within the country. 11 ~" But Mr. J.K. Tandon54 was of 

the opinion that USSR tied aid was not expensive to .India as claimed by A.L. Datar. In 

support of his opinion, he had shown that the estimated cost of the Bhilai Steel Plant was 

lower than that of the other two plants. This is shown in the following Table:-

TABLE-IV 

ESTIMATES OF COST FOR THE THREE STEEL PLANTS TN TNDTA 

(in Rs. Crores) 

Plant Coke ovens Blast .furnaces Rolling mills Total cost Foreign 

including Exchange 

others content 

Bhilai 10.78 10.46. 42.37 131.00 78.00 

Rourkela 17:05 15.29 72.36 170.00 92.00 

Durgapur 18.88 18.34 32.53 137.54 122.00 

Source: Tandon, J.K. Indo-German Economic Relation, New Delhi, 1978. P-39 

The foreign exchange content was also the lowest in the case of Bhilai Steel Plant. 

The Soviet Union extended its cooperation to a number sectors in Indian economy. Detailed 

discussion of all the sectors is not possible for obvious reasons. Only, steel, oil and heavy 

machinery will be discussed in this paper. 

STEEL 

The use of iron and casting metal are found in the writings of ancient Indian history. 

The Qutub Minar in New Delhi is· believed to be 1600 years old but it is still shining like 

new and rustless. This clearly proves that India has a rich met£!llurgical tradition. But steel craft 

was almost nil in the same time. However, between 1907 and 1930 three steel works were 

set up in the country. At the dawn of independence, these three mills accounted for a total · 

annual output of merely 900,000 tons of finished steeP5
. Before independence, the British 
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like other sectors, was not willing to develop modern metal making industries in India ; 

Naturally India had to depend on import of metal. In order to build an independent national 

economy, huge amounts ferrous metals, pig iron, steel and rolled stock were required. But 

acute shortage of these items created serious obstacle. During the first Five~ Year Plan period, 

Inda's importofsteeljumped from 178,000 tons in 1951 to 904,000 tonnes in 1955. Naturally, 

a big portion of India's hard currency were to be spent for this purpose. In this situation 

India's need for steel factory under public sector evo~ed a very negative response on the 

part of the USA and Great Britain . Not only that, exports from these countries made a 

preliminary estimates of India's demand for iron and steel in the future in late 1940s and 

early 1950s in which they concluded that it would be inexpedient for India to construct big 

iron and steel factory and to incur a good amount of money for it , Subsequently, this was 

proved to be a wrong estimate. 

Ultimately, Indian government approached the Soviet Union with a request for 

assistance in the construction of a big iron and steel plant. The Soviet government came 

forward for the required help; and in 1954, they sent a group of experts for preparing 

projects report, on the basis of which Bhilai Steel Plant was proposed to be constructed in 

1955- a token of first Indo-Soviet economic cooperation. The Soviet Union agreed to 

render a credit of Rs 647.4 million _on easy terms . On 7t? June 1955, first Indo -Soviet 

working group arrived at Durg--a small railway station in Madhya Pradesh and it was 12 

km. away from Bhilai. Bhilai was chosen because of the close proximity of rich iron ore: 

deposits within 90 km. 11This was the beginning '', said Vinod Mehta56 11 of a long enduring 

friendship'. S. Mohan Kumarmangalam57 former Minister of steel and Mines, said in 1972, 
11 Th ere can be no doubt that it is in steel that we have had the most substantial aid from the 

Soviet Union and also probably the most decisive assistance in what is a crucial sector of , 

the Indian economy 11 

The most interesting fact is that the moment the Soviet Union signed accord with· ·. 

India for the construction of Bhilai plant, western nations were alarmed by this Soviet aid, 

and particularly by its attractive terms. And without making any further delay, Britain and 

. West Germany offered to help India in the construction of steel plant. Mr.S.S.Khera, the 

then cabinet secretary, who negotiated the steel agreements wrote, 58 11 Soon after the Bhilai 

agreement was concluded between India and the USSR, the Germans came forward with a 
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strong recommendation to increase the capacity of Rourkela ...... the British also came 

forward with an offer to set up one million tonne steel works at Durgapur ". Ulti mately, 

the government of India decided to set up three steel plants of one million capacity each in 

Bhilai, Durgapur and Rourkela in collaboration with the USSR, Britain and West Germany 

respectively. V. K. R.V. Rao, a former Indian cabinet minister said 59
, "If there had been no 

Bhilai, there would have been no Rourkela or Durgapur". There was a competition among 

the three. plants . Menon and Morozov60 wrote, "the first spade of earth was turned at the 

construction site of May 1956 and the first bucket of concrete was poured in June 1957. 

Soon the work gathered momentum, and Bhilai was marching ahead of the other two plants 
. . . 

... Though the construction of the Rourkela plant began a year before that of the.Bhilai 

project, the first portionof pig iron was produced by both plants in February 1959 with a 

difference of only two days. The first section of the Bhilai plant was completed in 1961 and 

in 1962 it reached the rated capacity of one million tonnes, while the Durgapur plant could 

reach its rated capacity only in 1964 and Rourkela plant in 1965". 

With the help of the USSR, in June 8,1959, a Technical School of Metallurgy 

was established in Bhilai at a cost of over Rs. 40 lakhs. It used to train 1420 technical 

persons annually. Commenting on this, Dr.Padma Desai said 61
, "On the Indian scene, the 

Soviets have best record in training Indian personnel and of systematically transferring 

responsibility to them ". Later on, for the expansion of Bhilai's capacity the Soviet Union 

came for\vard several times. Even before the completion of the first section of the Bhilai 

plant, the USSR and India signed two more agreements on September 12,1959 and on 

February 12, 1960- on the expansion of the plant output to 2. 5 million tonnes a year. Again 

for this expansion of the plant to reach a capacity of .4 million tonnes, a protocol signed 

between these ivfo countries in April, 1972. Another protocol signed in February 1975 by 

which it increased its capacity further. For the first time, Bhilai's products were exported to 

Japan in 1959-60. In 1967-69, Bhilai's role in export market became important as it covered , 

30 countries. By 1985, Bhilai had given the country over 45 million tonnes of pig iron 40 · 

million tonne of steel and 32 million tonnes of rolled products. 

The Bokaro Steel Plant situated in mineral-rich province Bihar, is destined 

to be the largest unit in the ferrous metallurgy sector. Though the USA wanted to construct 

Bokaro plant and expressed her desire to control the plant for ten years, but Nehru vividly. 
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declared that Bokaro plant would be a state owned plant, and on January 25, 1965, an 

agreement was signed between the Soviet Union and India for the construction of the Bokaro 

Steel Plant. Initially, the annual capacity of this plant was 1.7 million tonnes; subsequently 

it was ~aised to 4 million tonnes in stages. Indira Gandhi, the then Prime Minister of India, 

laid the foundation stone on April 6, 1968 . The USSR gave the most advanced and 

sophisticated knowhow to Bokaro. Bokaro was 

the first steel plant in India , where the basic oxygen convertor process for the 

production of steel was employed. The expansion programme in Bokaro plant was carried 

out in accordance with Indo -Soviet protocol signed in February 1970 and the long tUm 

. economic agreement of November 29 1973. In June 1985 the Soviet organisation finished 

the construction works of expanded units. Regarding two Soviet- aided steel plants at Bhilai . 

and Bokaro , Indira Gandhi said62 in the course of her address over the Soviet Central 

Television on September 22, 1981, "It is the Soviet that _selflessly helped in the establishment 

of lndia1s heavy industry. Bhilai and Bokaro are symbols of the cooperat!on of our peoples. 

The spectrum of Indo-Soviet economic cooperation is constantly expanding". 

In the late 60s, one coast-based steel plant was proposed to be established at 

Vishakhapatnam. Accordinglyl in 1971, the late Prime Minister Indira Gandhi laid the 

foundation stone. But after a gap of five years, in 1976, the detailed project report was 

prepared. And on March, 10,1979, another long -term agreement was signed by the USSR 

and India for the cooperation in metallurgy. Specifically, on June 12, 1979, an agreement to 

build the plant was concluded. The construction works of the Visakhapatnam was launched 

on February 1, 1982. Another steel plant, at Arkonam, Tamil Nadu was .constructed with 

Soviet as'sistance. It started production in 1972. 

On June 13,1983, a colour documentary was shown at the Information. 

Department of the USSR Embassy in New Delhi which depicted in dependent lndia1s 

industrialisation and quest for economic self-reliance. Speaking on the occasion, Mr. U.G. 

Mordasov63
, Deputy Trade Representative ofthe USSR in India, said that atBhilai, Bokaro, 

Hardware and Neyveli, Soviet equipment could be compared to 1radiantly shining lamps 
1Which were standing as 1Sentinels of India1s economic independence1

• This documentary 

gave vivid glimpses of what Mr.Mordasov called the. 1unique saga1 oflndia1S industrialisation, 

and the role of the Soviet Union in 11 building bridges into lndia1s tomorrow! He said64
; 
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11 There is· no doubt that the success of Soviet-Indian cooperation in economic and technical 

speres owes a great deal to complete mutual understanding of each other's national interests 

and objectives. In this regard, a big role was played by visits and meetings between leaders 

of our two countries. 

Indo-Soviet cooperation in this sector is not only confined in the construction 

or the expansion of plants, but the Soviet Union also came forward in developing research 

design facilities. 

It directly participated in the creation of Metallurgical and Engineering Consultants 

(MECON) in 1959. The MECON has became a major consultancy firm not only in.Jndia 

but also in the world, and it had got a number of contracts abroad . The tvlECON maintainrd 

a close relation with Soviet Metallurgical Design Institutes. The Research and Development 

Centre, Ranchi (R&D C) under the Steel Authority of India was set up in 1972 by the help 

of the Soviet Union. 

In nonferrous metallurgical sector, the first major public sector aluminium 

plant under Bharat Aluminium Company (BALCO) was bui ft at Korba with Soviet assistance 

in 1965. In November, 1968, the USSR and India came to an agreement for setting up an 

aluminium smelter and downstream fabrication facilities at Korba. The detailed project for 

Korba was approved by the government of India in 1971. During 197 5-78, the smelter . . . 

complex was built. The production of hot rolled items began in December 1980. The whole 

complex was inaugurated in February 1982. Indira Gandhi, in her massage to Korba 

authorities on the commissioning of the cold rolling mill and the complex in February 

1982, said 65" The commissioning of the smelter at Korba in 1975 was a step towards national 

self sufficiency. The Soviet Union has given significant technical and financial assistance 

for the Korba complex. lam glad that Bharat Aluminium Company Limited is commissioning 

its Cold Rolling Mill, the last section of the Korba complex. This marks a further milestone 

in the long and fruitful era oflndo-Soviet cooperation 11 Mr.P. E.Lomako66 former Minister 

of Nonferrous Metallurgy of the USSR, who was the chief guest at the inaugeration of the . 
complex, spoke oflndia's progress in industrial development and of the contribution of the 

Soviet Union as a sincere friend. He hoped that India would become a powerful industrial 

and modern nation as Jawaharlal Nehru had dreamed. 
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Before independence, India's power sector was extremely backward with a 

generating capacity of 1.2 million kw. In 1951, India's power generation capacity went up 

at 2.3 million kw. But for a fast developing newly free nation, sufficient power was essential. 

Jawaharlal Nehru67 wrote," I should imagine that there are two tests of the progress of a 

nation; how mud]. iron and steel and how much power it is producing ". Naturally, in 

building up her electric power potential India not only reiied on her own resources and 

capacities but she got assistance of the Soviet U.nion. On November 9, 1957, an 

intergovernmental agreement was signed on cooperation in the construction of the Neyveli~ 

thermal power station, which was the first power plant in India based on lignite. ln June . 

1964, the five units of the 250 MW capacity plant were commissioned. Mter Neyveii'plant, 

the Soviet union provided assistance for setting up ten more power plants. The following 

list shows some of the Soviet aided power plants in India. 

TABLT- V 

SOVIET AIDED POWER PLANTS IN INDIA 

Name Capacity Place Time of 

Commissioning 

I. Hirakud Hydro~power Station 25 Orissa 1964 

2. Mettur Hydro~Power Station 224 T·ami!Nadu 1966 

3. Harduaganj Thermal Power Stn. 100 Uttar Pradesh 1968 

4. Neyveli Thermal Power Station 600 Tami!Nadu 1969 

5. Korba Thermal power Station 200 Madhya Pradesh 1969 

6. Bhakra Hydro~power Station 600 Punjab ' . 1969 

7. Obra Thermal Power Station 250 Uttar Pradesh 1971 

8. Patrau Thermal Power Station 400 Bihar 1971 

9. Lower Sileru HydroPower Station 230 Andra Pradesh 1976 

1 0. Balimela Hydro-Power Station 402 Orrissa 1976 

11. Linganayaki Hydro Power Station 40 Karnataka 1976 

In December, 1980, an agreement was signed between the two countries on the . . 

constru~tion of another big thermal power station in Madhya Pradesh- the Vindhyachal 
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plant with a power generation capacity of3000 MW. India built another power station with 

Russian collabor~tion in pursuit of an agreement signed on May 22, 1985 during the visit c:>f 

Rajiv Gandhi to the USSR. This is Kahalgaon plant in Bihar. The biggest of its kind in the 

whole of South and South-West Asia, Soviet-assisted power plant is Tehri Hydro-power 

complex in Uttar Pradesh with a capacity of2,400 MW. This is the product of an agreement 

signed on November 27,1986, while Mikhail Gorbachev visited India and a General 

Agreement signed in Moscow in June 1987. 

Oil 

Immediately after independence, India's oil production was too low to cover oniy 7 

to 8 percent of the total yearly demand. India had only one developed oil field in Digboi. 

Assam; operated by the English Assam oil company -a subsidiary of Burmah Shell which 

was a big international oil monopoly in India. India had to wait for eight long years from 

1947 to 1955 to get rid of the oil monopolies.Indo-Soviet cooperation made it possible to 

break western monopoly in the industry. Mr.K.D.l\:falaviya ,68 the then Minister of natural 

Resources said on the floor of the parliament on May 25, 1956," There can be no freedom 

for the country's economy or its defence unless the oil industry is owned and controlled by 

the state". At Jawaharlal Nehru's initiative, the Oil and Natural Gas Commission (ONGC) 

was set up, which alarmed the overseas monopolies. However, the Indian government . 

. approached the USSR for aid in order to explore new oil fields. The Soviet Union extended 

its helping hand and sent a group of experts led by famous Soviet oil expert Prof.N .A.Kalinin: 

The Indo-Soviet Joint efforts soon produced most encouraging results. The first well in . . 
Cambay yielded oil on September 4,1958. On May 13,1960 oil was obtained from the well 

of Ankelshwar. After Ankleshwar, a good number of discoveries were there, among them· 

kala! ,Nawagam,Kosamba,Kadi,Dholka,Kathana,Lakwa,Mehasanam and other areas of" 

Gujarat, Rudrasagar etc. The commercial exploitation of newly-discovered fields marked 

the next important stage in Indo-Soviet cooperation and by this India's national oil industry· 

was engendered. Andrei Muravyov69 remarked, "Created virtually a new, India's oil industry 

started producing black gold as early as 1961". Soviet help in case of oil' industry was really 

comprehensive. The Soviet Union not only provided credit, but they also rendered technical 

knowhow, efficient personnel for exploration drilling, extraction, refining, marketing, 

personnel of training etc. A delegation of Soviet oil specialists headed by S.Orudzhev, 

88 



First Deputy Minister Oil Industry of the erstwhile USSR visited Indian oil regions in 

February 1968, and they submitted a report 11 Recommendations on the basis of Problems in 

the Development of oil industry under the Public sector oflndia11
; the ONGC in collaboration 

with Soviet experts carried out off-shore exploration drilling for the first time in 1969-70. 

In 1973, a team of Soviet scientists under Prof.Nikolai Kalinin conducted an additional 

survey in order to have a more exact estimate of the reserves of oil and natural gas. lt was 

that team of experts who pronounced that India1
S geological reserves of carbohydrates could 

fully me~t its domestic requirements. The prospects of more new oil extracting areas were 

discovered by a group of Soviet specialists under Prof.V.Markevich in 1974-76. A protocol 

was signed in January, 1974 after a Ministerial talks in which it was decided to increase oil 

output in the public sector and commercials development of new oil fields. A Drilling 

Technology Research Institute and the Institute of Reservoir Development were established 

at Dehra Dun and Ahmedabad respetitively with Soviet hel'p. The Long-Term Programme · 

ofEconomic, Trade and Scientific and Technical Cooperation was signed on March 14,1979. 

And another agreement on Economic and Technical Cooperation was signed on December 

1 0, 1980. These two agreements gave a boost to Indo-Soviet cooperation in the oil industry. 

Again in 1981, a protocol was signed between the two countries for the exploration of 

hydrocarbons in West Bengal. In 1984, a permanent Working group was set up under·the 

Indo-Soviet Joint Commission with a view to promoting cooperation in the oil industry. 

The first and second meetings of the working group were held in January and September of 

1984 respectively. 

The Soviet Union helped India in constructing oil refineries. Though first oil refinery 

of India in Assam was constructed with the help of Romania, the second oil refinery assisted 

by the Soviet Union was set up in Koyali, Gujrat. On July 20, 1973, the USSR and India . 

signed a protocol for the construction of another pub! ic refil}ery at Mathura, UP. Its marked 

capacity was six million formes of crude oil processing a year -one of the biggest refineries. 

in the country. Mr.I.V. Arkhipov, first Deputy Chairman ofthe USSR council ofMinisters, 

who was present at the inauguration of the Mathura refinery, said 70·that the Mathura refinery 

was a step forward in lndia1s efforts to equip itself with the requisite knowhow in oil. He 

added71
, 

11 the cooperation between India and the USSR, is successfully developing in all 

aspects. It has benefited millions and harmed none. Our friendship has contributed to the 
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easing of tension and the promotion of the complimentary interest". It was commented in 

the 'East European Trade 72
, that the six million-tonne Mathura Refinery of the Indian oil 

Corporation Ltd. now on full stream. It would meet the increased demand of high speed 

diesel, kerosene and liquified petroleum gas in the northern region since its commissioning. 

Specialists from the Soviet Union had participated in the designing construction and the 

commissioning of the refinery. Since its .inception in February 1983, Mathura has become 

a profit making_ enterprise. Its main products are motor vehicle petrol, aircraft, turbine

fuel, kerosene ,diesel fuel, boiler fuel, bromine, sulphur, liquified gas and raw materials for 

f~rtilisers. A big portion of the modern equipments employed by the Mathura refinery was 

supplied by the Soviet Union. 

The Mathura refinery was designed by Emma Grossman - a Soviet woman, who is· 

specialist in designing .She hailed from All Union Research and Design Institute of Oil

processing and Petro-Chemical Industry of the USSR. 

The total project cost of the Mathura refinery was Rs. 250 crores, out of which the 

contribution of the USSR was RS 20.67 crores.In the industrial sector, oil industry consumed 

a sizable amount of Soviet aid which was utilised for bui~ding oil refineries and in exploration 

of oil in India. It was viewed that the cost and benefit of Soviet aid in this field also did not 

appear to be much assuring and realistic in comparison with other countries 73
• This can be 

seen from the following table: 

TABLE-VI 

COMPRA TIVE COSTS OF OIL REFINARIES MADE BY DIFFERENT 

COUNTIRES 

Location 

Gauhati 

Barauni 

Koyali 

Cochin 

Madras 

Collaboration Planned 

capacity 

Costs 

(in million of dollars) 

(in million tonne.tt) 

Rumania 0.75 32 

Soviet Union 2.00 76 

Soviet Union 2.00 60 

Phillips(USA) 2.50 34 

Various Westem Fim1s 2.50 21-25 
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The above data clearly show that the Soviet aided refinery projects involved much 

higher cost in relation to the work costs of other concerns. 

HEAVY MACHINERY 

After independence, there was no indigenous production of heavy machinery or 

equipment in India. The Soviet cooperation in the field of engineering industry ushered in 

·a new era in the way of industrialisation oflndia. Jawaharla~ Nehru, the first Prime Minister 

of India visited the Ural Engineering Works in Sverdlqvsk in 1955 with a cherished desire 

of setting up a 'plant of plants'. This tour resulted an intergovernmental agreement between 

India and the Soviet Union on cooperation in the construction of a heavy machine-building 
· ... _ 

plant at Ranchi on November 9,1957. The construction of the heavy Machine Building 

Plant in Ranchi began in 1961 and completed in 1968. The leading Soviet Institute 

GIPROTY AZHAMASH designed the plant. The Production Amalgamation 'Uralmash' 

supplied nearly 45,000 tonnes of modern technical equipment and other materials .The 

total equipments of the plants were supplied by 82 different Soviet engineering works. 

More than 250 Indian specialists were trained at leading Enginnering Works in the USSR.· 

T~e Urary Machine Building Plant at Ranchi produces mainly equipments for the 
I 

iron and steel industry. Its 80.000 tonnes capacity is divided as follows74 : 

Coke Oven equipment 7, 700 tonnes 9.6% 

Blast furnace equipment 5,500 tonnes 6.9% 

Steel melting equipment 7,000" 8.8% 

Crushing & grinding equipment. 3,150" 3.9% 

Crane equipment 6,570" 8.2% 

Rolling equipment 34,500, 43.1% 

Spare parts for Metallurgical equipment 1,080, 1.4% 

Mining equipment 8,00 " 1.1% 

Forging equipment 1,360" 1.7% 

Excavators 4.500" 6.2% 

Oil drilling equipment 5,500 " 6.8% 

Other equipment 1,810" 2.3% 

Total 80,000 100% 
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It was decided in the second meeting of the Indo-Soviet Commission in 1973 to 

establish a design institute for metallurgical equipment. Mr.l. V.Arkhipov, first Deputy 

Chairman of the USSR council of Ministers, inaugurated the Institute on November 16,1976. 

In spite of its limited manpower, the Institute began to develop new equipments for all 

sectors of the HMBP. 

In 1983, India and the Soviet Union signed an agreement for coqperation between 

the Heavy Engineering Corporation at Ranchi and the Uralmash Manufacturing Association 

in Sverdlovsk; the Mining and Allied Machinery Corporation at Durgapur and the production 

asspciation Donetskgormash at Donetsk; the Bharat Heavy Electrica1s Limited and the 

production association Leningrad Metalicheski Zavod, Kharkov Turbinny Zavod and 

Elektrosila (Leningrad). At the 9th meeting of the Intergovernmental Soviet Indian 

Commission held in April, 1985, it was decided to set up a working group for Industrial 

cooperation and engineering and it held its first meeting in January 1986. 
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CHAPTER-IV 

INDO-SOVIET TRADE UPTO 1985 

Trade relation between India and the erstwhile Soviet Union was originally started 

. with the signing of the 'Indo-Soviet Trade Agreement' on December 2, 1953, though this 

first bilateral trade agreement was concluded in 1948-49. It is really astonishing why it took 

six years to sign the first trad~ agreement after the establishment of diplomatic relations 

between the two countries. Indian journalist Bhagat Vats 1, in his book "Foreign Intrigue 

Against India" examined the reasons. According to him, firstly, the British rulers imposed 

a number of directives to prevent contact between India and the Soviet Union. Secondly, 

some of the British appointed members of the Indian Civil Service were made anti-Soviet 

in attitude and as a result, these officers did not develope serious relations with the Soviet 

Union. However, Nehru made a considerable efforts to convince these bureaucrats in favor 

of India. 

The first trade agreement singed for the period 1954-58, created the solid founda

tion for the systematic expansion of trade relations between the two countries. But an 

agreement on sea communication was concluded in 1950. This further was followed by a 

· barter trade agreement in June, 1951 when the Soviet Union agreed to supply wheat in 

exchange of Indian tea, tobacco and jute. At that time India had considerable shortage of 

food and the Soviet Union extended its helping hand and infact, 'the first Soviet grain 

shipment arrived in Bombay before the agreement was signed' 2 . "The first trade agreement 

attached to both countries' trade ties a regular and stable character", said Mr. M.A. Kiselyov3
, 

former Head of Department of Trade with Assian countries, USSR Ministry of Foreign 

Trade,"as it established the necessary trade, political and juridical norms for the parters' 

mutual relations, especialiy the most-favoured-nation treatment in trade". This first five 

year trade agreement laid firm foundations for planning the development of trade between 

the two countries. The government of India and the government of the Union of Soviet 

Socialist R~publics, with a view to developing trade relations between the two countries, 



.. ;. 

agreed on the conditions enumerated in ten Anicles of the first tive year Indo-Soviet trade 

agreemen~. In Article I of the Agreement it was clearly stated\"both the governments will, 

in every possible way, develop and strengthen the trade relations between the two countries 

on the principles of equality and mutual benefit". There were thirty-nine heads in Schedule 

A for exports from the USSR to India. Among them, important items were food grains, 

crude petroleum, petroleum products, iron and steel, timber, cellulose, boring equipment, 

mining equipment, textile machinery, tractors, printed matters etc. And in Schedule B, 
twenty items were listed for exports' from India to the USSR. The main items were jute, 

' 

m8;nufactures, raw wool, tea, coffee, tobacco, spices, leather, different oils, raw materials 

for medicines. 

During the period of the first five-year trade agreement signed in 1953, there had 

been a steady growth of trade between the two countries, its turnover rose from Rs.l.75 . 

crores in 1953-54 to Rs.43.11 crores in 1958-59. The rate of growth was much more than 

. the rate of growth of India's foreign trade in general. The list of goods to be imported from 

the Soviet Union reflected the role which she was playing in India's industrial develop

ment; it included various types of industrial equipments and plants, raw materials, power 

and oil drilling equipment, machinery for coal mining, irrigation projects and large variety 

of machine tools and instruments. The schedule of goods to be exported from India, on the 

other hand, showed the Soviet Union's preparedness to buy from her not only traditional 

items of her exports but also a variety of manufactured goods. 

Soviet imports from the Less Developed Countries fell into two major categories: 

first, there were raw materials such as cotton, wool, rubber, hides and jute; and secondly, 

there were foodstuffs like cocoa, ric.e, citrus fruits, oranges, huts, tea and coffee. Each items 

of these raw materials was a major Soviet import in the.l920s.When the USSR began tore-· 

emerge on the capitalist world market after 1953, it was these·raw materials and foodstuffs 

which were imported before the USSR had any political ties with countries exporting these 

commodities5
. 

Since the first five-year trade agreement, Indo-Soviet trade hsd been developing on 

the basis of five-year inter-governmental agreements. From 1954 to 1990, two countries 

signed seven long-term trade agreements. From a sum of Rs.l.09 crores in 1952-53, bilat-
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eral trade between the two countries stood at Rs.69247303.165 when the erstwhile USSR 

splintered. 

On the basis of MFN principles five-year trade agreements laid down the inter

governmental basis for export-import operations between Soviet foreign trade organiza

tions and Indian public and private companies. The distinguishing feature of these agree

ments was that they had provided for possible extended nomenclatures of exports by both 

sides and had not made any limit either for the type of goods or their quantities6 . Every 

year, the governments of both countries used to sign protocols which would specify the 

volume of goods indicated broadly in the five-year trade agreements. In spite of the long

term trade agreements, the main idea behind the signing of protocol was to exceed the 

target set in the agreements. For example, the target in trade agreement 1971-75 was to 

increase trade by 25 per cent, but actual increase happened was 60 per cent. The increase in 

trade became pqssible by larger physical volumes and an extension of mutual exports. An 

important factor promoting the successful development of lndo-Soviet trade was its mutu

ally beneficial character. The USSR and India were not competitors, rather the two coun

tries' economies successfully supplemented one another. It was a good example of the 

mutually beneficial international division of labour7
. 

In keeping these seven trade agreements, all accounts connected with Indo-Soviet 

trade, were settled in Indian rupees. In India, this was often termed as rupee trade mecha

nism. A distinguishing feature of this mechanism is that all the returns the then USSR 

obtained from the sale of its goods on the Indian market and from repayment of loans 

granted to India were spent on the purchase of Indian products. Therefore, in its trade with 

the USSR, India never faced the problem of having to discharge its debts in freely convert

ible currencies as was the case in its trade relations with the capitalist countries. Andrei· 

Muravyov.~ remarked that rupee trade guaranteed India a market for its goods. He also 

added that it had helped India save considerable sums of h~rd currency which would have· 

been required to pay for the import of machines, other equipment and raw materials from 

the USSR. This mechanism enabled India to repay loans extended by the USSR for financ

ing the construction of enterprises and other projects with deliveries of Indian goods. As a 

result, India did not confront with the problems of repayment of debts in hard currency. 

Commenting on rupee trade, Subrata Banerjee9 said,"Rupee trade with the Soviet Union 
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has helped to establish the quality and acceptability of many our industrial products even in 

. the advanced capitalist countries". Girish Misra10 said that the rupee payment arrangement 

between India and the Soviet Union had poured cold water on neo-colonialist designs . 

. 
Till the disintegration ofthe erstwhile Soviet Union, Indo-Soviet trade can be divided into 

three phases'': first phase consists of 1950-51 to 69-70. In this phase, the rate of growth of 

Indo-Soviet trade was 60 per cent. Second phase consists of 1970 to 19.85 when growth rate 

sharply fell down to 18 per cent; and the third phase is 1985 onwards and up to the disinte

gration , when growth rate was 15 per cent with 77.77 per cent growth rate in 1990-91. 

Excluding this year, growth rate has come down to. 2.65 per cent. 

The second Indo-Soviet Trade Agreement signed on November 16, 1958 coincided 

with the S'econd Five-Year Plan oflndia. This trade agreement was popularly known as the 

"Rupee Trade Agreement". This trade agreement consisting of twelve Articles had 55 heads 

of commodities for exports compared to 39 heads in the first agreement. But only 23 heads 

were earmarked for exports from India to the Soviet Union compared to 20 in the first 

agreement. New export items of the USSR were Fello-alloys, Lead, Tin, Zinc, Aluminium 

ingots and rods, Platinum, Cables, Sulpher, Wood pulp, fenilisers, Caustic soda, isotopes, 

drugs and medicines, railway sleeper, refractories etc. _And the new items of Indian export 

side were Mica, opium. raw, choir and choir products. Under the stimulus of the second 

five-year Indo-Soviet Trade Agreement, trade turnover between the two countries had more 

than doubled, increasing froni Rs.43 .11 crores in 1958-59 to Rs.86. 89 crores in 196:2.-63. 

During this period, India became net exporter to the USSR as against the net importer 

during the previous five years. 

The third five year Indo-Soviet trade agreement signed on June, 1963 became op- ; 

erative on and from 1st January, 1964. Having 13 Articles, this trade agreement was very 

much significant, because the items of export from India to the USSR were increased and 

diversified to a greater extend. By then, under the Third Five Year Plan, India entered into 

·the period of intensive industrialisation. New items in the export list were various types of 

drugs including quinine salts,steroid hormones, various chemical products including insec-. 
ticides, engineering products, metal cutting, precision tools/pumps, compressors, ancilaries 

for chemical and oil industries, te.,Ctile machinery, hosiery machinery and needles, fans etc. 
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in 1967, the Soviet supplies of machinery and equipment had reached 82 per cent of the 

Soviet Union's total exports to India. On the other hand, the Soviet Union becam~ the 

biggest buyer of Indian goods.From 1967, the USSR began to buy Bhilai-made steel and 

from 1970, the surgical instruments produced by the plant in Madras which was built with 

Soviet help. There was no tariff since January 1, 1965 on good which the USSR imported 

from the. LDCs and naturally this benifit was fully enjoyed by Indian exporters to that 

country. 

During the visit of the former Prime Minister La!' Bahadur Shastri to the Soviet 

Onion in May, 1965, it was emphasised that trade volume would be doubled by 1970, keep

ing the 1964 figure as the base, and with this aim, a new agreement was signed on January 

7, 1966. Subsequently, the nature of the third five year Indo-Soviet Trade Agreement was 

extended to 1970 which was scheduled to expire at the end of 1968. The trade turnover 

between the two countries increased from Rs.1.09 crore in 1952-53 .to Rs.44.68 crores in 

1960-61 and Rs.347.70 crore in 1969-70. And the share of the Soviet Union in our exports 

also grew from a megre 0.2 per cent in 1950-51 to 4.5 per cent in 1960-61 and 12.5 per cent 

in 1969-70. 

The Fourth Indo-Soviet Trade Agreement was signed on December 20, 1970 which 

was operative from 1st January, 1971. This trade agreement had thirteen Articles and it 

provided for 15 per cent growth rate annually in both exports and imports from the Soviet 

Union. It was expected that as much as there would be a rise. of 75 per cent in tradeturn over 

in five years. This agreement did make some important departure from the past pattern of 

Indo-Soviet trade12. It reflected the desire of both governments for closer economic rela

tions and a more diversified pattern of trade. New commodities introduced in the Indian 

export list were'excavators and products of Soviet assisted projects such as electric motors, 

aluminium cables, garage equipment, wire-ropes, spectacle lenses, machine-made carpets, 

etc. The agreement also envisaged substantial stepping up of exports of readymade gar-· 

ments, woolen knitwear, cotton textiles, automobile batteries and tobacco. Sizeable exports 

of established items like tea, jute goods, handicrafts, shoes and oil cakes were also there. On 

the import side, the USSR, for the first time, agreed to supply ships and tankers to India on 

rupee payment basis. The USSR also supplied copper and increased quantities of non

ferrous metals, platinum, palladium and nickel. It also agreed to supply 72,000 tonnes of 
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rolled steel for the Bokaro project against 40,000 tonnes offered earlier. But in spite of 

these prominent features, basically the five-year trade agreement marked an extension of 

the already evolving pattern of trade relations between the two countries. 

The most significant matter in the Indo-Soviet trade was the composition and char

acter of this trade13.It was not only transacted in rupees as mentioned earlier, rather it was 

very much connected with the needs of India's industrialisation. And this was reflected in 

import and export items of both the countries. Among the export items oflndia, the largest 

component was machinery: from 59.2 per cent during the period of first trade agrrement, it 

increased to 72 per cent during third trade agreement. Similarly, with the growing of 

India's own industries, the share of manufactured and semi-manufactured goods in her 

exports to the Soviet Union increased correspondingly. By·l970, their share was about 42 

per cent of total exports to the USSR. At the end of th~ fourth trade agreement, this figure 

became 60 per cent. 

The Indo-Soviet Treaty of Friendship of 1971 had boosted up the trade and had put 

the trade between the two countries on the basis of' most-favoured-nation' treatment. India's 

exports to the USSR during tl1e 1972-73 exceeded the target by nearly 8 per cent and 

· reached the record figure of Rs. 304.76 crores from Rs.208.70 crores in 1971-72. Total 

trade also increased from Rs.290.34 crores to Rs.410.48 crores within the same interval. 

This was due to the direct effect of Indo-Soviet Treaty of Friendship. 

The Soviet Union had become the largest buyer of Indian products leaving the United 
. . 

States behind. Late Lalit Narayan Misra, the then Foreign Trade Minister of India went to 

the Soviet Union in 1972 to sign a trade protocol with the country to finalise some of the 

points on which agreement between the two countries could not be reached-earlier. The 

Indo-Soviet trade plan for 1972 evoked considerable interest because of the likely impact 

of the suspension of US aid to India on the Indo-USSR trade relations14
• The former For- .. 

eign Minister trip to Moscow was not only to signing the trade protocol but also to persuad

ing the Soviet Union to fill in some of the gaps that emerged following the suspension of 

US aid at that very_time.India was deprived of having fertilisers, cotton and newsprint from 

the USA. The Soviet Union was not, at that time, in· a position to supply these commodities 

unless it agreed to purchase these from some third countries to make available to India. It 

was India's cherished desire that the USSR would purchase these for her and with this aim, 
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India sent a supplimentary list of commodities to Moscow for exports to that country. The 

USSR also expressed her desire to import some of non-tniditional items from India. An

other desire that expressed by India was to convert unutilised project aid given by the 

USSR into non-project aid. As on March 31, 1971, India had only utilised 62 per cent of 

sanctioned USSR aid and unutilised aid amounted to Rs.351.5 crores. But the Soviet Union 

was unwilling on this proposal. The logic behind the delay in utilisation of project aid.was 

that the import content of some of the project was domestically produced by India with the 

. change of time and by the improvement of technology. So,India wanted to convert the 

un~tilised portion of the USSR aid for some projects to some new projects of relevance to 

the country's changed economic situation. . ' 

In this circumstances, it was apprehended that trade negotiation might have been 

tough. Speqially, ill-fated wagon deal was in front of them as an example. The USSR 

qu~ted prices for wagon which were much lower than those agreed to for similar exports to 
; 

East Asia and even East European countries. Similarly, the Russian were on the way of a 
. . . 

hard bargain in respect of the cotton 'Conversion deals' 15 under which the USSR would 

provide raw cotton to India's textile factories and the latter would provide textiles to the · 

Soviet Union. One agreement was also signed in order to study 'Conversion deals'. 

During the fourth five-year Indo-Soviet Trade Agreement, a nu,mber of protocols 

were signed between the two countries. After the signing of Indo-Soviet Treaty of Friend-

ship in 1971, India's requirements for increased supply of fertilisers, nonferrous metals 

and newsprints was met up in the Indo-Soviet Trade protocol signed in Moscow on May 5, 

1972. Indo-Pak war of 1971 caused the suspension of aid from the USA which consisted of 

nonferrous metals etc already mentioned in earlier page. This trade protocol helped India 

ultimately to overcome this crisis. This protocol also visualised the sale ofupto Rs.SO mil

l ion worth of Soviet Tractors to India. 

Another Indo-Soviet trade protocol was signed in New Delhi on November 25,1972 . 
providing for a trade turnover of Rs. 410 crores between the two countries in 1973. The 

protocol provided for traditional exports like oilcakes; cashew karnels, tea, coffee, spices 

tobacco, cotton and jute textiles. On February 17, 1973, a trade protocol was signed for 

economic cooperation; similiarly, for the same purpose, another protocol was signed on 

June 21, 1973. 

102 



ln the 60s, India exported her traditional goods to the USSR, while the USSR ex

ported to India plants, machinery and equipments for India's industrialisation. In the 1970s, 

India was able to develope its own heavy-engineering industry, and it gradually reduced 

imports of less sophisticated machines and equipment. India was in need of more raw ma

terials and highly sophisticated machines and equipm.ents with the growth of her 

industrialisation. So the USSR started supplying various items demanded by India, besides 

raw materials, including petroleum products,fertilisers, nonferrous metals, asbestos, news

print, and from 1976, crude oil. While in 1971-75, the USSR exported to India only 3.5 

million tonnes of kerosene and diesel, and in 1976-80 it rose to 8 million tonnes in addition 

to the 6 million tonnes of crude. At the time of energy crisis after 1973, the Soviet Union's 

supply of oil and oil products on rupee payment basis helped India overcome its foreign 

exchange difficulties. By the end of the fourth agreement, trade turnover stood at Rs. 820.70 

crores. This is in Appendix-!. Thus between 1960-61 and 1970-71, trade between the two 

countries rose by more than seven times. Here, it should be noted that trade between India 

and the United States increased by only 1.5 times during the same period. And within the 

same time intervel, India's exports to the Soviet Union and East European countries had 

increased from 16% to 20% while in case of the United States, they had declined from 19 

to 16 per cent. 

The fifth five-year Indo-Soviet Trade Agreement for the period 1976-80 was signed 

in New Delhi in April, 1976. This agreement was significant because it was signed against 

the background of the setting up of the Indo-Soviet Joint Commission. The Soviet pur

chases from India registered a steep gains in this period. In 1980, Indian exports to the 

USSR were 2.2 times over the 1 ~75 figures, while total exports oflndia to all countries rose 

by about 1.6 times only during the same period. At the time of signing, this fifth trade 

agreement was termed as a cautious document, as it envisaged a 33.5 per cent increase in 

the total trade turnover between the two countries from the estimated level of Rs. 700 crores 

in I 975 to Rs.935 crores in I 980. Originally, the trade turnover during 1976-80 between 

the two countries rose by two times compared to the previous five-year period. Total trade 

turnover in 1979-80 became Rs.1,462 crores. 

What is also interesting is that the fifth trade agreerp.ent did not seem to bear much 

imprint ofthe protocol signed in Moscow just less than a fortnight ago of the signing of this 
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trade agreement. This protocol was signed by the then deputy Chairman of the Indian Plan

ning Commission and the head of the state committee for foreign economic relations of the 

Soviet Union. The protocol which summed up the results of the third session of the Indo

Soviet Joint Commission on Economic, Scientific and Technical Cooperation, had pro

vided for supply by India of machinery for Soviet-aided projects in third countries and for 

the setting up of industrial projects in India whose output would be wholly exported to the 

Soviet Union16
. The trade agreement provided that supplies under these proposals would 

be able to increase the level of trade between the two countries above the targetted level. 

Naturally, the target of the trade expansion set by the agreement was flexible in nature. In 

his report to the 25th Congress of the CPSU in Moscow in March, 1976, former· Prime 

Minister Alexi Kosygin had stressed that a highlight of the Soviet Union's tenth Five Year 

Plan covering the period 1976-80 would be greater reliance on international trade and eco

nomic cooperation. Consistent with this, the Soviet Union indicated its readyness to in

crease import items from India which would enable it to benefit from Indian raw materials 

and cheap labour17
. 

Mr.N.S.Patolichev, the former Soviet Trade Minister, while signing the fifth five· 

year trade agreement with India in New Delhi invoked the 1973 Joint Declaration issued at 

the time ofBrezhnev's visit to New Delhi18
. The Joint Declaration called for doubling the 

trade turnover between the two countries by 1980. The most significant part of the Joint 

Declarion and the trade agreement was that the former set the terget of trade turnover to be 

doubled by 1980 and the later set the target of merely 33 p~r cent increse in trade turnover. 

in the five year period. These two targets for the same purpose were not consistant at all. 

The causes of this inconsistancy was explained by the government of India in· this manner 

that the target of the trade agreement was set on the basis of the economic situation and , 

levels of the development of the two countries in that particular point oftime19
. 

It was also agrued that trade between India and the Soviet Union did not increase in · 

real terms in the first part of 1970s. In 1973, the level of trade was about Rs.400 crores. At 

tha:t time, total world trade including Indo-Soviet trade was highly ·affected by inflation. 

The trade turnover in 1975 of around Rs.700 cores was nothing but a fluctuation of price 

hyke, particularly prices of petroleum products and fertilisers which were the main items of 

India's imports from the Soviet Union, increased largely. ln the trade agreement, the pro-
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posal for so-called production co-operation on compensation basis between the two coun

tries were also accepted. This was an effort to identify and promote new areas of 

complementarity between the .two countries in order to impart a fresh dynamism to trade 

and economic cooperation between them20
. In the meeting of the Indo-Soviet Joint Com"'" 

mission in Moscow before signing the trade agreement, trade implications of production 

cooperation projects and programmes in the two countries and in third countries were viv

idly discussed and concrete action was initiated. It was expected that the impact of produc

tion cooperation would be a boost to the trade between the two countries to about Rs.l 000 

crores by 1980 instead of Rs. 93 5 crores as envisaged in the trade agreement. It has already 

been mentioned that the trade turnov~r in 1979-80 was Rs.l,462.99 crores which exceeded 

the expected figure. 

The sixth five-year Indo-Soviet trade agreement was signed on December l 0, 1980 

for the period 1981-85. The rate of growth of trade was fixed at the same level what acheived 

in the fifth agreement for the period 1976-80, that is 1.5 to 2 times. Total trade turnover in 

1979-80 was Rs.1,462. 99 crores; and this sharply increased to Rs.2,239. 70 crores in 1980-

81. It was realy a spectacular increase. The s~are of the USSR in India's total trade in

creased from 7 per cent in 1978-79 to 11 per cent in 1980-81. The trade turnover between 

the two countries touched a record Rs.3,071.74 crores in 1982-83; and India became the 

USSR's largest trade partner among the developing countries. At that time, the volume 

trade between the USSR and India was more than that between the USSR and the USA. 

. Under the trade agreement, the Soviet Union supplied oil and petroleum products, medi

cines, mineral fertilisers, chemical products, asbestos, newsprint and other products to In

dia. On the. other hand, India supplied tea, coffee, black pepper and other spices, cashew 

nuts, tobacco, oil, mica, jute products and medicines to the Soviet Union. 

In December 1981, protocol on USSR-Indi~ trade t~rnover for 1982 was signed by 

which it was expected that the Indo-Soviet trade volume would increase approximately by 

15 per cent compared to the 1981 level. Another protocol for 1983 was signed by the· 

USSR's Deputy Minister of Foreign Trade, Mr.I.T. Grashim and India's Commerce Secre

tary Mr. Abid Hussain. In 1982-83, India's total exports to the Soviet Union was Rs.l,558.30 

crores; and total imports from that country was Rs.l513.44 cro.res resulting a positive trade 

balance of Rs.44.86 crores in India's favour. 
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At the conclusion of the eighth session of the Joint Soviet-Indian Inter-Governmen

tal Commission on Economic, Scientific and Technical Cooperation, Mr. l. V.Arkhipov, . 
former Deputy Prime Minister of the USSR and Mr.P.V.Narasimha Rao, the then External 

Affairs Minister of India signed the Indo-Soviet trade protocol on December 9, 1983 for 

1984. This protocol envisaged a total trade tuniover ofRs.3,840 crores which would mean 

a 24 per cent increase over the actual two-way trade of Rs.3100 crores in calendar year 

1983. The 1985 trade turnover of Rs.4,400 crores was considered to be the substantial 

growth compared to 1984 figure. Mr.R.G.Gidad}:mbli21 remarked that the protocol for 

1984 had ~ade the Soviet happy because they were very much interested in Indian agricul

tural manufactures to meet the growing needs of Soviet citizens, who were familiar-with a

variety of Indian goods available in many state-owned departmental stotes in Moscow and 

other cities of the Soviet Union. Moreover, Soviet foreign trade organisations, who were 

very much fond of western products, got scope to choose a wide range of engineering 

products, manufactured by Indian reputed companies with western technology. 

Between. 1980-81 and 1984-85, the annual average of Indo-Soviet trade was 

Rs.2,860.12 crores, which was more than three times of what we had in between 1975-76 

and 1979-80. "When the 1971 agreement was signed", Abid Hussain22 said, "we never 

thought we would be able to exceed more than 1.5 per cent of growth in trade. But we did 

break the particular barrier". The Appendix-! shows the India's trade with the USSR in 

different years. The following table shows the annual trade agreement with the USSR in 

calendar year: 
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TABLE-I 

ANNUAL TRADE AGREEMENT WITH USSR ( Rs in crores) 

Year 

1983 

1984 

19~5 

1986 

Target 

3,626 

3,840 

4,600 

4,850 

Achievement 

3,100 

3,764 

4,400 

3,600 

Source: Vinod Apte, COMMERCE, (1988) 

GROWT~ OF INDO-SOVIET TRADE 

In comaparison with the growth of Soviet foreign trade as a whole, the growth of 

Indo-Soviet trade does not appear to be impressive. This can be seen in Appendix-! and in 

the following table: 

TABLE-ll 

AVERAGE ANNUAL GROWTH RATE 

Period 

.1966-70 

1971-75 

1976-80 

1965-80 

Average Annual Growth 

Rate of Total Foreign 

Trade of USSR 

16.2 

25.92 

16.40 

36.3 

Source: Gidadhubli.R.G.(l983) 

Average Annual Growth Rate 

of Indo-Soviet Trade 
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Between 1965 and 1980, average annual growth rate oflndo-Soviet trade was 25.3 

per cent, but during the same interval, average annual growth rate of total foreign trade of 

USSR was 36.3 per cent. On account'of steep fall in India's imports from the USSR from 

193.5 million roubles in 1965 to 122 million roubles in 1970 which went down further to 

116 million ·roubles in 1971. The average annual growth rate of Indo-Soviet trade was very 

low during 1966-70. The picture was completely changed during 1976-80. 

REGRESSIONANALYSIS: 

An attempt was made by Prof. R.G.Gidadhubli23
, for the purpose of forecasting to 

• - e 

consider the possibility of using the time series data of Soviet imports of select commodi

ties. He used two equations for this purpose:(i) Y=a+bX and (ii) logy=a+bX, where Y 

represents annual import in physical units and X represents the year.As the value of the 

correlation coefficient was quite high in the first equation, so the logarithmic function was 

found to be more appropriate for forecasting exercise. The following table shows the esti

mates of total imports into the USSR and imports from India for _1985 for some select 

commodities. Based on standard error values for each output series, ranges of estimated 

imports for 1985 are given to make the exercise more useful. 

TABLE-ID 

FORECAST ESTIMATES OF SELECT ITEMS OF TOTAL IMPORTS INTO THE 

USSR 

AND IMPORTS FROM INDIA BY 1985 

ltmes/U nits 1980 1985 Correlation Range of Estim-

actual Estimate Coefficient ates with 9 5 % 

confidence 

inten,al 

Tea(OOO tons) 

(a) Total USSR 70.88 95.24 ·o.835 87.5-103.7 

(b) from India 59.70 77.62 0.789 70.6- 85.3 
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Coffee( OOOtons) 

(a)Total USSR 48.25 51.83 0.449 47.4- 56.7 

(B)from India 23.60 31.38 0.726 27.3- 36.1 

Black Peper 

(000 tons) . 

(a)Total USSR 11.60 12.29 0.535 11.53- 13.1 

(b )from India 11.54 11.55 0.580 10.80- 12.3 

Raw Tobacco 

(000 tons) 

(a)Total USSR 83.40 78.68 0.125 73.50- 84 .. 2 

(b )from India 23.36 29.98 0.469 23.90- 37.6 

Cashew(OOO tons) 

Total USSR and 

from· India 21.11 18.89 0.080 16.60- 21.5 

Raw Wool 

(000 tons) 

Total USSR 10.36 9.82 -.718 9.29- 10.38 

Raw Leather 

· (000 Pieces) 

Total USSR 10.30 323.00 -.747 276.70-400.98 

Jute(OOO tons) 

Total USSR 49.00 30.36 0.0941 27.58- 33.42 

Jute Bags(OOO Nos) 

(a)TotaJ USSR 182779.70 204954.00 0.616 189119-222116 

(b)from India 172576.00 179430.80 0.541 166107-193456 

Jute Packing 

Material(OOO Meters) 

(a)Total USSR 139248.90 160435.8 0.748 151432-169974 

(b )from India 118799.90 . I 09783.9 .353 102506-117577 

Cotton Textile 

Fabrics(OOO Meters) 
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(a)Total USSR 

(b )from India 

226.80 

98.10 

0275.2 

156.4 

0.913 264.18-285.72 

0.725 126.49-193.26 

COMMODITY COMPOSITION OF INDO-SOVIET TRADE 

At the beginning of the current century, trade between the Soviet Union and India 

was negligible in volume and extremely limited with respect to the range of goods. In 1921, 

the Soviet Union and Great Britain signed a tade agreement. Under its terms, regualar sup

plies of Indian goods, such as rice, tea, spices, dyes and jute were made to the USSR. The 

Soviet Union exported to India oil and oil products, e.g. kerosene and petrol. In early 1930s, 

India met approximately one third of its demand for kerosene with imports from the Soviet 

Union. 

After independence, India had to face the challenge of eliminating the colonial heri

tage of economic backwardness and dependence. The Soviet Union came forward to help 

India carry out her industrialisation programme. On the way of implementing her second 

and third Five Year Plans, India got highest amount of.equipments for her iron steel indus

try, heavy engineering industry, power generating industry etc. Victor Senin24
, former trade 

representative of the USSR in India said in 1981 ,"Having laid down the foundation of its 

own engineering industry with Soviet assistance, India in the 1970s, began to gradually cut 

down cin what were its traditional imports of machinery and equipment. This accounts for 

the reduction of imports from the Soviet Union of machines and equipments to India in the 

past decade. Between 1961 and 1970, their worth exceeded 1,000 million roubles but fell to 

some 7 40 million roubles in the 1971-80 period". 

The following table shows the commodity composition of India's exports to the 

USSR: 
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TABLE-IV 

COMMODITY COMPOSITION OF INDIA'S EXPORTS TO THE USSR 

1970-71 TO 1984-85 

70-1-72-3 73-4-75-6 

Food& 

Tobacco 38.1 

Raw Materls 9.2 

Manufactrs 52.7 

41.2 

10.4 

48.4 

(per cent) 

76-7-78-9 

46.3 

4.0 

49.6 

79-0-81-2 

41.8 

5.6 

52.6 

82-3-84-5 

34.6 

4.3 

61.0 

Source: DGCI & S and Mehrotra,Santosh:lndia and the Soviet Union: Trade and Technol

ogy Transfer( 1991). 

The commodity composition 'underwent a sea-change over the tWo decades from . 

1960-61 to 1984-85. Commodities which together accounted for as much as 94 per cent of 

India's exports to the USSR in 1960-61, contributed only 42 per cent to them in 1984-85. 

The Soviet Union 's contribution to the industrial development of India predeter

mined the range of Soviet exports to India. The bulk of these commodities consisted of 

machines, equipments, industrial raw materials and others. The steady diversification of . 

commodity structure of Indian exports led to the inclusion of more than 60 different kinds 

of commodities. Among them, tea, coffee,spices, raw jute, jute products, jute sacks, mica,. 

hides, skins etc. Between 1971-75, the Soviet Union at the request of India, increased sup

plies of oil products, fertilizers, nonferrous metals, asbestos, newsprint and others. In 1976, 

crude oil supplies were also started. From 1960 to 1980, the value of India's tobacco ex

ports to the USSR rose from Rs.6.7 million to Rs.314 million; hides, skin and leather goods 

from Rs.437 million to Rs.767 milion; perfumes, cosmetics and detergents from Rs.8.4 

milion(1965) to Rs.371 million; tanning materials from Rs.4.5 million Rs.371 million; cof

fee from Rs.19 million .to Rs.409 million; cotton goods from Rs.3 million to Rs.425 mil-
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lion; engineering goods and electric cables from Rs.118.4 million to Rs.622.8 million. These 

huge growth rates were achieved in volumes not by inflation. 

A characteristic feature of Soviet imports from India upto 1985 was the steady 

growth of purchase of woolen and cotton goods, shoes, rugs, paints, vacume flasks, storage 

batteries, power, cables, medical instruments, rolled ferrous metals,metal craftman's tools, 

garage accessories etc. In 1979 and 80, the share of manufactures in Soviet imports from 

India exceeded 60 per cent, although according to India's official custom statistics for the 

1979-80 fiscal year,' the relative share of this group of commodities in the total exports was 

31 per cent. The Soviet Union began purchasing knitted "Year from India since early 60s 

and production of these articles concentrated in the city of Ludhiana. Over 90 per cent of 
. . 

the readymade ~roducts was supplied to the Soviet Union. According to the official data of 

the Indian Wool and Woolen Export Promotion Council, the Soviet Union's share in India's 

total exports ofwoolen knitted wear in the 1979-80 fiscal year, became 96.8 per cent. At 

the time of India's industrialisation, in the late 60s, 75 per cent of the total USSR exports to 

this country occupied machinery and equipment. Again in the early 1980s, more than 60 

per cent of kerosene and over 40 per cent of diesel fuel, about 55 per cent of asbestos and ·. 

more than 20 per cent of newsprint of total Inidan imports requirements were covered by 

the Soviet Union. 

The Soviet Union, in the 1970s, taking into account 

the incre~sing possibilities of India's machine-building industry from year to year, in

creased the purchases of certain typ,es of this sector's products25
: garage equipments, stor

age batteries, auto mobile accessories, printing equipment, bench and erections tools, heat

ing units, incinerators, cables, steel-wire, rope etc. Thus in 1971-75, Soviet foreign trade 

organisations purchased the products of the above group worth of 41.4 million roubles and 

in 1976-80, their value was about 150 million roubles. Part of the equipments was pur

chased for use at projects being constructed with the USSR economic and technical assis-· 

tance. 

In comparison with 1980, the Soviet goods export to India in 1981 increased almost 

by 25 per cent, and the import from India- more than by fifty per cent. In the 1970s, India 

developed its own heavy industry and it gradually started reducing the imports of machines 

and equipment even from the USSR. In 1971-75, the Soviet Union exported to India only 
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2.5 million tonnes of kerosene and diesel oil, in 1976-80 their volume had increased to 8 

million tonnes in addition to 6 million tonnes of oil. ln calendar year 1980, the volume of 

India's exports to the USSR increased by 2.2 times over 1975, while in that period the total 

volume of exports oflndia rose by about 1.6 times. According to Indian official data, in the 

financial year ·]978-79, the volume of export of Indian tea to the USSR constituted 17 per 

cent, cashewnuts- 22 per cent, tobacco- 22 per cent, jute goods- 20 per cent, and mica- 33 

per cent. Indian imports of Soviet oil and oil products was of Rs.300 million in 1971. It 

increased to Rs.ll,ll2 million in 1977 and Rs.20,868 million in 1980. The deliveries of 

crude oil, petroleum products, fertilisers, nonferrous metals, asbestos, newsprint etc during 

the seventies were significantly increased. India by importing crude oil and other oil prod

ucts, saved a good amount of hard currency, otherwise it would have to buy from other 

source paying hard currency. 

In the trade agreement covering period 1976-80, the Soviet Union exported drilling 

rigs, construction and earth-moving equipment, kerosene and diesel oil, fertilisers and non

ferrous metals and components and equipments required by Soviet aided projects in India 

with other traditional items.India offered to export traditional goods like tea, coffee, spices, 

oilcakes, leather shoes, jute goods as well as number of non-traditional and promotional 

goods. But the operation of the annual trade plans showed that on both sides the weight of 

traditional goods had changed only marginally over the years. Starting from the middle of 

1980s, the sales of Indian engineering products to the USSR have been increasing at a 

particularly high rate. Thus, in 1981 they accounted for only 6.6 per cent of India's exports 

to the USSR; in 1985 their share increased to 14 per cent and in 1986 it exceeded 16 per 

cent. 

It is quite plain from a comparison of the following tables No-V and No-VI that the 

share of non-taditional products in India's exports to the USSR has been well below their 

sh,are in India's total exports throughout the Seventies. In .table No-VII and No-VIII, the · 

significance of the USSR has been, analysed as a source of imports and as a mar~et of 

exports26
. 
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TABLE-V 

TRADITIONAL & NON-TRADITIONAL GOODS IN INDIA'S EXPORTS TO THE 

WORLD,1950-51 - 79-80 (percentage) 

5011 55/6 6011 65/6 . 7()/J 75/6 7617 77/8 79/8() 

TRADITIONAL 70.6 68.9 64.4 60.0 42.6 28.9 26.9 31.6 39.0 

of which 

Tea 13.4 17.9 18.7 14.3 9.7 5.9 5.7 10.3 5.6 

Jute mnftr. 18.9 19.4 20.5 22.7 12.4 6.2 3.9 4.5 5.2 

Cotton text 19.7 
.. 
. 9.3 8.7 6.9 4.9 4.0 5.2 4.1 6.3 

NON-TRADITIONAL 

ofwhich · 

Iron ore 1.0 2.6 5.2 7.5 5.3 4.6 4.5 4.4 

Silver na na na na na 4.3 3.3 1.5 8.0 

Gems na na 1.8 2.7 3.7 5.6 10.1 

Leather & 

manufactrs 4.3 3.8 4.1· 4.3 5.3 5.6 4.6 4.9 8.6 

Iron & steel o:3 na 1.5 1.6 5.9 1.7 5.6 3.5 1.6 

Engn goods 0.1 na 2.7 2.5 7.6 10.2 11.0 11.5 10.1 

Chemicals 1.4 0.9 0.5 1.1 1.9 2.1 2.2 2.2 3.2 

Clothing 0.1 0.8 2.0 5.0 6.5 6.1 7.5 

Source: Mehrotra, Santosh ( 1991 ). 
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TABLE-VI 

TRADITIONAL AND NON-TRADITIONAL GOODS IN INDIA'S EXPORTS 

TO THE USSR, 1970-71- 1981-82 (percentage) 

7011 7213 7415 7617 77/8 7819 79/8() 8()/J 8112 

TRADITIONAL 52.4 66.1 64.2 53.2 57.6 47.1 48.6 41.2 36.2 

Tea 13.4 11.0 14.1 12.2 20.2 14.8 12.6 9.9 8.3 

Spices 1.8 2.3 3.2 4.3 3.2 4.0 2.7 2.2 1.4 

Tobacco 2.8 10.0 4.1 5.5 4.8 6.2 4.6 4.1 4.2 

Raw jute 2.1 1.3 neg neg neg neg neg 0.3 0.3 

Mica 2.8 1.9 1.7 1.8 1-.1 2.0 1.5 0.6 1.0 

Veg oil 2.3 2.5 2.6 1.9 1.5 neg neg 

Essent oil 0.9 0.3 0.5 0.3 . 0.3 0.2 0.3 0.2 neg 

Cotton good 5.1 9.8 5.3 8.1 2.7 5.4 6.3 5.2 7.2 

Jute manfts 17.4 18.0 14.0 11.4 10.4 8.3 13.0 10.5 5.0 

Groundnuts 1.2 0.8 1.4 1.0 0.4 0.8 1.1 

Cashews 2.6 8.2 17.3 6.7 13.4 6.2 6.7 7.4 7.7 

NON-TRAD. 38.1 28.2 25.5 41.2 37.4 44.4 51.5 47.2 35.3 

Coffee 3.0 3.4 4.2 6.6 10.3 8.0 6.8 5.9 2.2 

Leather manf. 9.6 8.7 7.6 8.7 7.7 9.2 10.5 8.1 3.0 

Chemicals ' 3.3 2.2 4.3 5.7 3.4 5.3 9.5 6.4 13.7 

Floor covrgs 0.7 0.5 0.4 0.5 0.6 1.0 0.7 1.5 

Lron & steel 8.3 3.1 neg 3.7 4.0 7.5 1.0 neg neg 

Aluminium neg 0.5 neg 0.3 o·.6 0.4 neg neg 

Metal mnft. 2.2 0.4 0.3 0.4 0.8 0.5 0.7 0.3 0.4 

Mach & trnsp 

equipment 0.4' 1.4 2.3 5.7 3.4 5.3 3.6 4.1 6.1 

Clothing 8.4 6.5 5.4 8.4 6.7 7.6 8.5 7.3 7.4 

Footwear 2.2 1.5 1.0 1.3 neg neg neg neg neg 

Rubber manft neg neg neg 4.0 neg neg neg 0.3 1.0 
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Rice 9.9 14. 

Source: Same as Table-V. 

TABLE-VII 

THE USSR'S SHARE IN TOTAL INDIAN IMPORTS BY COMMODITY CAT-

·EGORY 

1970-71- 1981-82 (percentage) 

7()/J 7213 7415 7617 7718 7819 79/8() 80/1 8112 

Wheat 16 

Crude fertl 6 12 9 13 12 8 3 4 

Cheml elmt 3 3 5 2 3 1 1 

Medicines 3 2 4 2· 2 

Fertiliser 7 6 10 10 ll 6 4 10 5 

Paper & prd 21 18 27 24 19 13 7 10 neg 

Non met.mineral 

& manufac. 1 0 2 

Iron & stl 6 4 4 5 2 

Non-fer· mtl 4 7 12 3 2 3 2 2 

Manufct mtl 2 5 13 5 7 3 2 1 

Machinery 19 7 11 9 6 6 6 6 4 

" electls 9 10 7 6 3 3 2 3 2 

Trans eqp. 3 8 3 22 ·12 13 

Source: Same as Table-V. 
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TABLE-VIII 

THE USSR'S SHARE IN JN,DIA'S TOTAL EXPORT BY COMMODITY CAT

EGORY 

1970-71- 1981-82 (percentage) 

7011 7213 7415 7617 7718 78/9 79/80 80/1 8112 

Rice 60 32 

Cashews 10 34 61 27 54 27 33 62 66 

Coffee 24 32 35 26 76 23 28 35 27 

Tea 18 22 27 18 23 17 22 29 35 

Pepper 22 40 29 ' 40 36 .28 34 54 63 

Othr spices 4 6 13 8 neg 2 42 4 5 

Oilcakes . 8 13 12 neg 3 neg 24 35 

Tobaccoo 19 48 21 25 31 25 33 47 36 

. Cigarettes 96 78 78 43 11 59 77 90 

Groundnuts 41 41 24 7 20 17 100 

Raw jute 95 78 2 64 46 51 70 69 41 

Mica 35 34 39 47 39 41 46 38 56 

Lac 2 4 15 7 3 6 6 4 

Veg/frtjuc 66 74 30 21 2 3.1 62 

Castor oil 93 32 35 30 69 neg neg 

Chern comp. 9 10 22 10 3 20 

Dying,tannning, colouring 

materials 41 33 36 23 23 ·22 32 29 

Medicines 7 2 18 22 20 12 42 10 65 

Essn oil 37 31 19 27 28 13 38 69 81 

Leather 27 15 22 15 20 11 14 30 12 

Textile 14 19 14 13 12 9 14 20 24 
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Iron & steel 19 23 2 4 9 14 6 6 41 

Metal mnf. 17 4 2 3 2 2 '"I 

-' 

Mach & trans 

equ1p. 1 5 5 8 6 5 5 10 16 

Clothing 59 35 17 12 13 7 11 16 19 

Footwear 40 37 21 20. 15 8 4 2 

Jute manfc 18 22 20 26 27 26 40 34 

Source: Same as Table-V. 

TABLE-IX 

COMMODITY STRUCTURE OF TURNOVER BETWEEN THE USSR AND IN-

DIA 

(per cent) 

Commoditie.~ & 

Commodity group 1955 1960 1965 1970 1981 1986 

Soviet exorts 

to India 100.0 100.0 100.0 100.0 100.0 100.0 

Machine & equip-

ment,including: 4.6 53.6 67.7 64.8 11.3 36.8 

complete set of 

equipment* 1.6 38.5 46.7 51.1 6.3 18.5 

Oil & oil prod. 1.6 1.2 11.7 3.5 78.1 42.2 

Steel & ·non-

ferrous metl. 67.0 19.7 3.6 8.8 

Fertilisers 2.6 1.3 . 2.7 2.1 3.4 

Newsprint 12.0 5.4 2.9 4.1 1.2 1.7 

Soviet import 
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from India 

Machine & 

equipment 

Tea 

Coffee 

Spices 

Cashew nuts 

Tobacco 

Jute & jute 

products 

Tanned & Semi-

tanned skins 

Cotton fabricks 

100.0 

37.2 

40.0 

100.0 100.0 

25.9 21.4 

2.4 3.8 

6.4 2.7 

8.6 8.1 

1.3 8.0 

12.5 26.3 

2.6 6.5 

100.0 

0.5 

10.0 

2.9 

3.8 

9.8 

3.7 

16.9 

12.4 

5.7 

100.0 

6.6 

9.1 

3.1 

1. 5 

8.3 

4.7 

5.7 

5.5 

4.8 

• ,. ... 

100.0 

16.6 

11.5 

6.0 

3.7 

1.3 

2.9 

4.9 

8.6 

7.8 

*complete set of factory equipments for projects being built and already completed in India 

with Soviet economic and technical assistance. 

Source: Foreign Trade of the USSR, Statistical Handbook, 1956-86 (Rus. ed.) and com

piled by Andrei Murvyov, Soviet Indian Economioc Relations - Trends and Prospects 

( 1988). 

With the change of requirements of Indian economy, the structure of Soviet exports 

to India also changed. Before Seventies, Soviet exports chiefly consisted of machines and 

equipment for the accelerated industrialisation in India. After Seventies, new items were 

included,e.g. spare parts, individual units and raw stocks to ensure the continuous work of 

operating enterprises, precision engineering industry items - power station equipment, 

computers,· drilling equipments, t~nkers, dry-cargo ships and helicopters. With these, valu

able kinds of raw materials, such as zinc, palladium, copper,asbestos, fertiliser and oil 

products were included in Soviet exports to India. By the early Seventies, the Soviet Union 

became the leading buyer of Indian tobacco and cigarettes among the 50 countries which 

imported these items from India. Thirty per cent of Indian exports of tobacco went to the 

USSR. Leather goods provided a good example of the growth of export in manufactured 

items to the Soviet Union. In the 1960s, India mainly sold to the USSR raw leather items. · . . 
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ln 1970-81, Indian leather goods exports to the Soviet Union grew by 3.4 times where as 

the exports of raw hides practically ceased. In 1981, India accounted 46.7 per cent of the 

total volume of leather imported by the USSR. Similarly, Soviet imports' of Indian juices, 

jams and canned and processed fruits has steadily gone up. In 1982, the Soviet Union 

bought 60 per cent of such Indian exported items. From 1976, the Soviet Union began to 

supply crude oil to India and in some years India saved as much as Rs.l 000 crores in 

foreign exchange. During 1976-80, the Soviet Union exported to India about 3.5 million 

tonnes of kerosene and diesel oil, in 1976-80 this volume rose to 8 million tonnes. 

In fiscal year 1978-80, the finished and semi-finished goods accounted for more 

than 60 per cnet of Soviet imports. The success of the Indian small-scale hosiery industry 

was only for Soviet imports. Since 1960s, the Soviet Uniion started buying woolen knitwear 

from India mainly from Ludhiana. In 1985, Soviet annual orders for this woolen products 

were over Rs.l 00 crores. Hand-made and machine-made carpets and handicrafts were also 

among the major iterns bought from India. During 1971-81, Soviet purchase of these items 

grew 14.6 times reaching a level of Rs.320 million. 

After the commission of heavy industries in India, it became possible on part of our 

country to deiversify exports by increasing the share of manufactured goods. In 1970-81 

period, the share of manufactured exports grew from 56.2 per cent to 62.4 per cent. During 

the same period, the export of Indian electro-technical equipment to the USSR grew by 55 

times, and of cables and wires- 29 times. The Soviet Union also used to import the Indian 

chemical and pharmaceutical products. During 1971-80, Soviet Import of medicines from 

India increased by 10.3 times, perfumes and cosmetics by 2~ times, synthetic detergents by 

23 times. Since the early 1970s to the time of disintegration of the USSR, India had been 

the USSR's largest supplier of cotton textiles. Garments exports of the USSR which were 

placed around Rs. 73 crores in 1983 went up to Rs. 105 crores in 1984; and in 1985, it 

reached Rs.170 crores. 

In the 60s, Soviet imports were shifted from unprocessed raw materials to semi

processed goods27 . Soviet imports of cotton fibre from Third World increased from $145.9 

million in 1960 to $181.2 million in 1972. During the same time interval, imports of cotton 

yarn and clothing went up from $ ·1 million to $122.3 million. But the Soviet imports of 

Indian hides slashed down to zero in 1974-75 from $16.3 millon in 1966-67. In order to 

120 



expand the output of technologically advanced goods, resources must be shifted away from 

the production of semi-processed raw materials and lew quality manufactured goods. For 

instance, the USSR used to import leather from India to manufacture gloves. After some 

years, instead of producing gloves, the Soviets were producing glove-making machinery -

a more technologically advanced product. This process is called the product life cycle28
• 

It is of significance that the commodity pattern of our imports did not change during 

the decade 1960-61 to 1970-71. Imports of non-electric machinery and nonferrous metals 

accounted for 56 per cent of the total. The imports of electric machinery, paper and paper 

products and fertilisers recorded a marginal increase from 11 to 15 per cent during the 

decade. In 1979-80, our imports of non-elctric machinery and nonferrous metals came 

down to only seven per cent of our total imports from the Soviet Union. Electric machinery, 

paper and paper products declined to five per cent. This was due to the fast industrialisation 

in India in the 70s. But,by this time , our imports of petrpleum and petroleum products 

from the Soviet Union had began to increase very fast. With the rise in oil prices, the Soviet 

Union came forward to help us to save foreign exchange. Once more, the terms of rupee 

trade rescued India. By 1979-80, our imports of Soviet crude and petroleum products reached. 

83 per cent of our total imports from the USSR.In 1983, we imported 12.5 lakh tonnes of 

crude oil from the USSR. Two years before the Perestroika, a delegation of industrialists 

from the Federation of Indian Chamber ofCommarce and Industry together with the rep

resenta~ive of the State Trading Corporation, visited the Soviet Union to identify the items 

of imports 29, and ultimatly 23 items 'were indentified for imports which included helicop

ters, cement etc. 

A close look at the export commodity profile indicated that the share of the tradi

tional products which constituted a large percentage of our total exports had declined over 

the years while the share of the non-traditional items almost doubled over the share of these 

items about in last part of the 1970s30
. A distinguishing feature of the Soviet imports from 

India was their stable growth achieved both through increased amounts of deliveries and 

consistent enlargement of the variety of purchased items. Thesteady diversification of the 

commodity structure of Indian exports to the USSR was both a typical feature and obvious 

advantage of Indo-Soviet trade. 
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The diversification in Indo-Soviet trade brought in many points into light31 . First, it 

was revealed that India's export trade had, of late, been undergoing major structural changes. 

Most traditional markets had started losing their importance while the East European coun

tries, especially Soviet Russia had forged ahead as the leading market for Indian goods. 

Secondly, the diversification in Indo-Soviet trade enabled India to utilise its in

stalled capacity to a greater extend. 

Thirdly, the diversification of Soviet imports from India made clear the principled 

stand of the Soviet Union Policy to render help to the developing countries through increas-

ing the proportion of manufactured goods in its imports from these countries. 

PROBLEM OF INDO-SOVIET TRADE 

The Indo-Soviet trade witnessed a phenomenal growth during 1951-85. From Rs.1.3 

crores in 1953-54 to Rs.3458.0 crores in 1984-85. Specially, in the 1970s, the growth of 

trade was remarkable, from Rs.316 crores in 1970-71 to Rs.3,100 crores in 1983 reflect 

almost a ten times increase in trade turnover. But with this rosy picture, Indo-Soviet trade 

had to face several problems. 

Regarding problems of Indo-Soviet trade in the 50s and 60s, Asha L. Datar32 fo

cused some light. Miss Datar indicated the discrepancies between India and the Soviet 

Union statistics concerning Indian exports and imports. The USSR recorded imports on a 

f.o.b. basis and Indian exports were also on a f.o.b. basis; so the two sets of data were 

comparable. But these two figures are not identical shown in the following table. The dif

ferences are not small enough to be attributed to errors and omissions and to lead and lags. 
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TABLE-X 

DIFFERENCES IN INDO-SOVIET TRADE FIGURES 

Year India Soviet Indian Soviet Soviet Differences 

export import import export export between lnd 

(f.o.b) (f.o.b) (c.i.f) (f.o.b) (c.i.f) & Sov.jigr. 

(lndimport) 

1960 228.2 326.4 158.7 224.1 246 87.3 

1961 ·322.1 319.0 399.4 455.2 510.0 110.6 

1962 382.5 314.8 586.4 595.1 690.0 129.6 

1963 521.0 452.0 684.6 1058.4 1216.0 531.4 

1964 779.2 743.5 779.8 1119.8 1230.0 460.2 

1965 928.7 897.8 825.2 I 025.5 1150.0 324.8 

Source: Asha Datar: India's Economic Relations with the USSR and East Europe (1972). 

The figures oflndian imports(c.i.f) from the Soviet Union as re~o.rded in the Indian 

statistics are much lower than the figures for· Soviet exports as recorded in that country's 

statistics 

It is viewed that this discrepancy arises from the Indian failure to publish imports of 

defence goods. By including the cost of insurance and freight, the Soviet export statistics 

were corrected and after that total Soviet exports in the years 1960-65 were greater by 

about Rs.l,430 million than Indian imports during the same period. The explanation lies in 

both the under-recording and non-recording of some commodities in the Indian import 

statistics and inclusion of certain items as technical assistance payments and combatant 

defence equipments in the Soviet Union's export statistics and errors and omissions. Late 

Ash a Datar cited so many examples of these types of dicrepencies and she mentioned that' 

in the said period the unexplained gap was of Rs.l,050 million. Some of these could be 

attributed to the errors and omissions, but most of its was due either to exports of defence 

equipment from the USSR or to differences in valuation. But the logic in differences in 

valuatiion can .not be valid, because the two countries' returns concerning India's exports 

to the USSR generally agree. So, the unexplained gap was due to the inclusion of some 
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defence imports. This explanation seems to be more realistic, as the difference between 

Indian and Soviet statistics was much greater from 1963 onwards than before. This was the 

time- after the Chinese invasion in 1962- that lnq~a started importing defence equipment 
I 

on a large scale. Regarding the non-publication o£ defence statistics and import accounts, 

Mr.Pranab Mukherjee, External Affairs Minister, Government of India remarked that it is a 

classified commodity, so all of its accounts are not made public33
. 

TRADE SURPLUS 

In late 1970s, one problem croped up in the Indo-Soviet trade; it was India's insta

bility to maintain its imports from the Soviet Union which was hindering the growth of 

trade between the two countries34
• India's imports from the Soviet Union were Rs.402.50 . . 

crores in 1974-75 from which level it declined to Rs.316 crores in 1976-77 and further to 

Rs.lll crores in the first six months of 1977-78. On the other hand, the USSR's imports 

from India increased from Rs.418.~0 crores in 1974-75 to Rs.466.54 crores in 1976-77 and 

then it became Rs.345 crores in the first half of 1977-78. India's lack of interest in imports 

from the Soviet Union was reflected also in the stalemate in utilisation of committed Soviet 

aid to this country. As much as Rs.172 crores of Rs.250 crores Soviet credit advanced in. 

December 1966, remained unutilised at the end ofMarch, 1978. In this circumstances, doubts 

were cast regarding the utilisation of credit amounting to Rs.208 crores extended to then 

newly-installed Janata government as a political gesture in April, 1977 .. 

ln 1960s, the rapid expansion of Indo-Soviet trade was based on Indian imports of 

Soviet capital equipment for public sector investment in steel, heavy engineering and electri-
. . 

cal industries and in oil exploration. Since the beginning of 70s, these imports started de-

clining partly because of the change in the pattern of public sector investment in this coun

try and partly because of the displacement of Soviet Union as the supplier of technology 

and equipment in areas like heavy electricals and oil explorations. Over and above, at that 

time, India began to follow the policy of liberalisation of imports from non-rupee trade 

source that led to the contraction of demand for imports from the Soviet Union35
. Against 

this background, the second Indian-National Exibitaion was organised in Moscow in Au

gust, 1978. There were as much as 368 Indian companies, 20 government-owned corpora

tion and 21 export agencies in that Exibition with their exibits. The then Indian ambassador 
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to the Soviet Union claimed that contract and trade agreements to the tune of Rs. 100 crores 

were concluded at the exibiton, when the Soviet Union's imports from this country were 

constrained by the insufficient Indian imports from this country, this exibition was termed 

as political gesture36
. 

In the first part of 1980s, the problem of trade balance became a throne in the 

smooth way of Indo-Soviet trade. At the dawn of 1983, rupee trade surplus accumulated by 

India against the USSR exceeded Rs.SOO crores which was nearly 35 per cent of the total 

value of India's import from the Soviet Union in 1982. During the 12-year period from 

1970-71 to 1981-82, India enjoyed favourable trade balance with the USSR for ten years, 

and the surplus started swelling from 1980. The senior officials in the government of India 

were of the opinion that thr trade surplus of India was only a temporary phenomenon and 

was not a serious problem37
• On the other hand, in order to rectify the imbalance in bilateral 

trade, the Foreign Trade Ministry of the USSR cut short their list of imports from India in 

the first half of 1983, by 22 million roubles of by 27 per cent as compared to the level of 

imports registered in 1982, which affected some Indian exporters to a greater extend. In 

1981 and 82, Indian exports exceeded the target set by the annual trade plans of the respec

tive year, but imports from the Soviet Union were less than the target. Fall of exports of 

engineering goods from the Soviet Union was a cause of concern to the Soviets. In 1982, 

India imported engineering goods to the tune of Rs. 93 crores from the Soviet Union, but 

she exported this category of goods worth Rs.202 crores to the USSR. "This situation was 

perhaps not acceptable to the Soviets", Gidadhubli wrote3~, "since this was thought to be 

contrary to the normal relationship between an advanced industrial country and a develop-· 

ing country of the Third World". 

Originally, in 1982, India's share was 1.2 per cent in Soviet exp?rts of engineering 

goods. This fact induced the Soviet authority to extend their hands of collaboration with . 
India's private sector - which was considered to be a stepping stone of Gorbachev era. 

In the first part of 1983, Mr. I.T.Grishin, former Deputy Minister of Foreign Trade 

of the USSR visited India as a leader of the Soviet delegation to review the implementation 

of the Indo-Soviet trade plan for 1983. The Indian side pleaded to the Soviet delegation that 

the Soviet Union should import from India in accordance with 'trade plan' for 1983. This 

was done by the Indian side due to sudden stoppage of imports and cancellation of orders of 
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the Soviet Union for want of adequate rupees earned by the Soviet Union from export to 

India. lt should be mentioned here that trade turnover for 1983 fell short of target by about 

Rs. 500 crores or by 14 per cent. At the talks with the lnd ian counterpart, the Soviet side 

agreed to obey the trade plan regarding its imports from lnd~a on condition that India would 

also take initiative to increase its imports from the ~oviet Union so that trade can be 

balanced in accordance with the trade plan of the two countries. India was ready to pur

chase those commodities which were 'of interest to India' 39
. Unfortunately, mutual inter

est was not identical. It was the desire of the Soviet Union that India should purchase · 

Soviet machinery and equipments tp balance the trade exchanges. But Indian importers 

were interested in more sophisticated machinery and equipments from the western coun

tries. 

The huge trade surplus was a cause of concern for both India and the USSR. Since 

the trade with the USSR was on the bilateral balancing principle and maintained in rupee 

account. India could neither use this surplus for importing from any third country due to 

currency inconvertibility nor convert it into hard currency. On the other hand, the Soviet 

Union could not push more of machinery and equipment to India, so it preferred to cut 

down imports from India to reduce the trade surplus: Some of the economists were of the 

opinion that the growing imbalance in the Indo-Soviet trade was an indication of the grow

ing inconvertibility of commodities under the bilateral trading system which was prevalent 

·at that time. So the bilateral trade agreement, it was argued, with the socialist countries 

needed to be modified. Some said that it should be replaced by another system with a view 

to maximising gains from trade for India40
. A group of economists and political leaders put 

their arg~ements in the line that rupee trade had outlived utility and that trade with the 

USSR and other COMECON countries be put on convertible currency basis41
. 

It was remarked in the 'East European Trade' 42 that India and the Soviet Union had 

agreed to remove the bilateral trade imbalances with the latter offering to sell more oil and · 

oil products and buy items like textiles. The Soviet Union supplied 2.5 million tonnes of 

crude and one million tonnes of refined petroleum products in 1985. Petroleum imports, .. 
beyond doubts, were liked by India. But it was only a fraction of the deficit ofRs.668 crores 

incurred by the Soviet Union in 1982. 
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In 1970s, trade surplus in any single year was not very large and i_t was managed by 

following ways: first, advance repayment of the credits taken from the Soviet Union for 

several projects; second, advance of technical credits to the Soveit Union; third, arms pur

chase from the Soviet Unio~. But during 1980s, imbalance grew at a faster rate with fast 

increase ~n total trade turnover. The trade surplus in favour of India was Rs.212.30 crores, 

Rs.524. 74 crores and Rs.44 crores in 1980-81,81-82 and in 1982-83 respectively which are 

shown in the Appendix-! in detail. 

Had there not been technical advance to the Soviet Union, the imbalance would 

have been unmanageble. So the then Finance Minister Mr. Pranab Mukherjee ~llocated 

Rs.l ,280 · crores in revised budget estimate for 1982-83 as technical credits in order to 

restore balance in rupee trade. 

lt was argued that imbalance in the Indo-S~viet trade was not a temporary phe

nomenon as described by some economists,it had got a structural dimensions43
• Two things 

happened side by side, first, exporfproduction capacities were created in the Indian economy 

by dint of western technology and capital. But the markets to flood the products in the west 

were not found sufficiently. On the other side, in the rupee payment block, particularly, in 

the Soviet Union, markets were ready. As a result, exports to the country doubled from 

Rs.638 crores in 1979-80 to Rs.1,226 crores in 1980-81 and further it increased to 

Rs.1 ,661.05 crores in 1981-82. Only exports in the calender year 1982 was to the tune of 
. . 

Rs.1, 921 crores. But there was no corresponding increase in imports from the Soviet Union. 

Trade imbalance remained within manageble limits in the 1970s, because the prices of 

petroleum products increased sharply in that time interval. 

So the only alternative to reduce the trade imbalance was the Indian purchases of 

the Soviet 'exportables'. Otherwise, the USSR had to make a large cut in its imports from 

lndia which would have created adverse consequences in the 'special export sector' made 

for the country.But importing Soviet exportables croped up many problems. Immediately 

after independence India needed to build her industrial set up, so she required various 

equipments, engineering materials, machineries which were supplied by the Soviet Union. 

Initially, this rendered a good market for the Soviet products, while after setting up these 

projects, the Soviet Union went on supplying parts, components and other services. But 

with the passage of time, demand for these items tended to shrink. There were two reason~ 
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behind this. First, India developed its indegenous technological knowhow in order to main

tain these projects to a greater extend. Secondly, even the public sector projects looked for· 

western knowhow for t~chnological upgradation of the projects. The Soviet Uion had to 

face competition with the western suppliers in the wake of economic liberalisation adopted 

by the government of India. The private sector in India had no reason to purchase less 

sophisticated machinery and equipment from the Soviet Union. The Soviet delegates at the 

meeting in 1983 with the leaders ofthe Federation ofthe Indian Chamber of Commerce and 

Industry(FICCI) expressed their deep concern on this issue. In response to such grievances, 

the government of India reviewed the Indo-Soviet trade protocol and made a 'gesture' by 

proposing a special exhibition of Soviet machinery in India and decided to send a delega

tion to the Soviet Union, in order to assess the possibility of ~urchase of various equipments 

and other commodities. But ultimately, their 'gesture' .were futile. 

The imbalance in Indo-Soviet trade engendered another problem. As India's im

ports were less than its exports, the Soviet Union pressurized India to opt for more Sovet 

goods by restricting their imports of coffee and cotton textiles in 1984. In this year they 

stopped importing cashew nuts. This import restrictions by the Soviets put Indian govern

ment in awkward position, because private manufacturers were highly affected by the So

viet decision44
• As much as 90 per cent of the India's exports to the Soviet were made by 

the private sector. Specially, cashew nuts, some of the units manufacturing soaps, deter-
I 

gents, cosmetics, knitwear and so on were dependent on the Soviet purchase. These private 

concerns who were victimised by the Soviet decision exerted pressure on the government 

of India. 

But the picture is different in India's import from •the Soviet Union, where more 

than four-fifths of total imports were made by the pu~lic sector. Naturally, there was no 

similar pressure on India to liberalise and expand its imports from the USSR. Private busi

ness houses were interested in importing their requirments from western countries.Regarding · 

import of machinery and goods from the Soviet, these business houses had doubt about the 

profitability. So, the Soviet Official followed a number of measures, inviting trade delega

tion, exibition and fairs by which they tried to familiarise Indian business houses with their 

quality. 
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SWITCH TRADE 

Another problem of Indo-Soviet trade before t~e disintegration was the re-export

ing of Indian commodities from the Soviet market to hard-currency areas. Not only USSR, 

but many East European countries were engaged in re-exporting Indian goods, though there 

were both conceptual and statistical difficulties in quantifying this. The checking can be 

done from the statistics of either the re-exporting or the receiving country. In the re-export

ing country, one may run into any of all of the following problems. The country may use 

commodity groups which are too broad. Secondly, the re-exporting country may be a producer 

itself. In case of Soviet Union, this was happened. The USSR used to produce and export 

raw shins and hides, manganese ore and tea and it was difficult to prove in these cases that 

the USSR was re-exporting Indian goods. Even if the country was exporting its own goods, 

what might have happened: during the time in which the USSR increased its imports from 

India, domestic consumption rem~ined constant and imports from India were used to in

crease the exportable surplus. This,in effect, constituted re-export of Indian goods.Asha 

Datar45 is of the opinion that to arrive at this sort of conclusion, however, one needs not 

only figures concerning trade and domestic production, but also independent estimates of 

domestic consumption. Since these are not always available, this question concerning real 

re-export can not be answered satisfactorily. 

But opinions differ as to whether the Soviet Union was really engaged in switch 

trade and if so, whether it affected India's interests. It has already been mentioned that it is 

very difficult to get authentic data, because there is very little published information re

garding this allegation. Some economists46 are of the opinion that in the case of spices the 

Soviet Union imported a large quantity from India and exported a part of it to other coun

tries. Similar 'allegations were made regarding few industrial manufactured products. It 

was viewed to be a difficult task on the part of the USSR to establish switch trade practice 

in case of major traditional items of India's expo~s like te?ttile, tea, tobacco etc. Because · 

India had been producing these commodities to a large extend and quantum of exports 

constituted a very small percentage share of domestic production.Qne important point is 

that average unit value of the Soviet exports were lower than average unit values of im· 

ports47 • However, it was possible that the Soviet Union could increase its capacity to export 

tea, textiles tobacco and so on particularly to few socialist countries bu irnporting these 
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items from India. 

A particular trading circle was of the opinion that switch trade is not uncommon in 

foreign trade dealings; and quantum of such trade could never be very high. It should be 

noted that some Indian newspaper made allegation of switch trade against the USSR re

garding this item in the last half of 19834
g. Truely Indian exporters who received a fair price 

from the Soviet Union compared to world inarket price'did not have any objection to switch 

trade transactions. Some writer49 remarked that India had exported many commodities -

raw materials and finished goods as well -which the USSR utilised partly and capitalised or 

re-exported mostly. Research studies conducted by the Indian Institute of Foreign Trade 

proved that the switch trade, if at all, was too marginal to be of any significance whatso

ever. According to them, India was not going to Soviet market at the expense of other 

markets open to her50
. 

For the balancing of the rupee trade with the Soviet Union - excluding the seperate credit 

accounts for defence purchases - had been a matter of some concern to the Soviet and 

Indian governments. Only in the two years of 1978-80 and joint exports exceeded Indian 

imports. 

There was a cry of helplessness from the export promotion councils concerned with 

cashew, detergents, plastics and wool and woolen prod!Jcts like knitwear, carpets and blan

kets. The Indian entrepreneurs of the export-oriented units catering to the specific Soviet 

requirements, particularly those located in the Kandla area ofGujrat and Punjab had a clear 

idea about the Soviet squeeze, of their restrictive practices and of the unethical practice of 

reselling India's exports in more lucrative markets51 
• 

. S.Mehrotra52 focused some lights on the issue of switch trade. According to him, in 

case of switch trading, shipment from India meant for the USSR were unloaded in ports of 

hard currency areas and never actually reached the Soviet shores. In this case, India's ex

ports to the USSR will not actually enter Soviet import statistics. Thus a comparison of 

Soviet and Indian trade statistics can prove the presence the switch trading. Indian exports. 

over the period 1970-81 exceeded Soviet imports from India (Rs.64,532 million- Rs.60, 120 

million = Rs.4,412 million). The difference of Rs.4,412 million is 6.8 per cent of lndia,s 

exports to the USSR. In 1982 and 1983, this figure was 13.8 per cent of India's exports to 
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the USSR. In the same manner Datar calculated for the period 1960-65, which was Rs.3,162 

million for Indian exports and Rs.3,054 million for Soviet imports. Nayyar calculated dur

ing 1960-72 which was under 2 per cent of total Indian exports. Dharam.Narain estimated 

for late 70s and 80s, the switch was at 3.5 per cent oflndia's total exports53 . Mehrotra cited 

example of oilcakes54
. Being the main buyers of oil cakes in 1979, the EEC countries ac

counted for over 80 per cent of ali Indian exports of oilcakes; but at the beginning of 1980, 

exports of oil cakes to this region fell to less than 10 per cent. On the other hand, two new 

importers of Moscow started importing huge amount of oilcakes from India. But the ship

pi~g vessels diverted their direction towards EEC from mid-sea. 

According to Sumitra Chisti, switch trade was small and did not warrant any serious 

fears55 • On this question, Sebastian's finding is that although the Soviet Union had indeed 

sold to third countries Egyptian cotton, Cuban sugar and Burmese rice, the Soviet Union 

had not indulged in switch trade with respect to Indian goods56
. 

In order to find switch trading in Indo-Soviet trade, GoeP7 classified goods into two 

categories: first, such goods in which the USSR was producer and exporter; secondly, such 

goods in which the USSR was not a producer but exporter. Switch trading happened in case 

of second type of goods.Analysing a' number of commodities, he concluded that the USSR 

did not normally involve herself in the act of switch trading. 

FLUCTUATION IN SOVIET IMPORTS 

Fluctuation in Soviet imports, another problem1 touched upon by R.G.Gidadhubli58 

was not dealt with by the trade protocol which was a cause of concern to a large number of 

Indian exporters. The share of the USSR in India's total exports f~r black pepper, coffee, 

tobacco, cashewnuts, knitwear, cosmetics, detergents and toiletry ranged between 40-95 

per cent. The Soviet Union used to import large amount of tea and textiles. Any fluc

tuations in the Soviet imports of the above-mentioned commodities affected many Indian 

manufactureres and exporters who had specially created production capacities and invested 

huge funds to cater to the Soviet markets59
. For example, many industrial units in the Kandla 

free trade zone specialising in exports to the USSR were badly affected by the Soviet deci

sion to stop importing some com~odities in 1982-83 which had a destabilising effects on 

India's exports units. In 1983, many members of the Engineering Export Promotion Coun-
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cil also faced some problems by the decline of Soviet purchases below the target fixed by 

the trade plan for 1983. Some economists are of the opinion that high degree of dependence 

regarding export promotion on the Soviet Union was not desirable. Because, in that case, 

the Soviet Union could not have harnessed with a monopsony power by which it could · 

influence price and quantity of imports from India, and this could increase monopsony 

surplus in favour of the USSR. 

Mehrotra constructed one instability index oflndia' s export eranings from the USSR 

and the rest of world for the period 1970-71 to 1981-82. This is shown in the following 

table: 

Table-XI 

INSTABILITY INDEX OF INDIA'S EXPORT EARNINGS FROM THE USSR AND 

THE REST OF THE WORLD ( by commodity categm·y) 

1970-71-1981-82 

Rest of the Rest of the world 

USSR World (USSR=IOO) 

FOOD & TOBACCO 

Cashews 80.0 100 .. 3 125 

Coffee 82.8 70.9 84 

Tea 56.6 45.9 79 

Pepper 45.8 40.6 89 

Other spices 62.5 74.9 125 

Oilcakes 115.6 56.0 47 

Tobacco 62.8 41.6 64 

Cigarettes 147.6 99.0 65 

CRUDE MATERIALS 

Groundnuts 68.0 92.0 125 

Raw jute 88.0 120 .. 1 144 

132 



Mica 19.3 16.1 75 

Lac 104.2 31.2 30 

Linseed oil 141.4 112.5 80 

·Castor oil 57.4 77.8 136 

MANUFACTURES 

Chemicals 144.0 52.0 36 

Detergents 131.3 116.5 81 

Leather 49.7 48.2 97 

Cotton piecegoods 

(70-71 - 76-77) 51.6 43.2 64 

Textile fabrics 61.5 29.8 49 

Iron & steel 106.5 82.0 77 

Machinery & Trn-

port eqpmts 114.0 58.6 51 

Clothings 76.7 77.3 101 

Footwear 54.0 52.8 98 

Source: Mehrotra,S.:lndia and the Soviet Union: Trade and Technology Transfer (1991). 

In most cases, the export earnings from the USSR were unstable. ln case of few 

conl'modities like groundnuts, raw jute, spices, castor oil and cashews, the value of India's 

exports to the rest of the world was less stable than India's exports to the USSR. Cashews is 

the only major commodity in this list, the rest of the commodities together do not account 

for more than 5 per cent of India's exports to the USSR. The five commodities in which 

India's export earnings from the USSR are more stable than from the rest of the world 

constitute no more than 15 per cent of India's total exports to the USSR in any year except 

1974-75. 

Instability in export earnings can be the result of eitber price variations or quantity 

variations. To test whether fluctuation in volume is actually more responsible than price 

variation for the instability in India's export earnings from the USSR, Mehrotra carried out 

a Spearman's rank correlation test60
. According to his test, the volume of exports is more 

responsible for fluctuations in value of exports both to the USSR and to the rest of the 
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world. However, the relationship is stronger in the case of the USSR. The coefficient of 

correlation between the value and volume of exports is O.H 16 for the USSR and 0.587 for 

the rest of the world. At the same time, coefficient of correlation between value of exports 
. ' 

and unit value was 0.29 for the USSR, but 0.411 for the rest of the world. Thus, the rela-

tionship between the instability oflndia's export earnings from the USSR and fluctuations 

in unit values seems to be relatively weak, 

ln short, Mehrotra's findings are that in the 1960s, India's export earnings from the 

USSR had fluctuated more than her earnings from the rest of the world. Instability in rupee 

earnings from exports to the USSR. should make no difference to India's hard currency 

export earnings .. 

The problem of instability oflndian exports to the USSR was also examined by Mr. 

Pranab Sen61
. He took the period from 1970 to 1985. According to him, there were two 

most significant characteristics of Indian.exports to the USSR: the high rate of growth and 

the high degree of variability. The latter characteristic had been the only dark spot in an 

otherwise bright trading relationship. The issue of instability was examined within the per

spective of two characteristics of Indo-Soviet trade: 

(i) the high rate of growth of Indian exports to the USSR_, and (ii) the special relations · 

existing between the two countries. 

The performance of Indian e~ports to the USSR was truely remarkable. Over the 

15-year period 1970-85, aggregate exports from India rose at an average annual exponen

tial rate of 16.8 per cent in constant rouble terms. 

There seemed to be extremely high volatili~y in total Indian exports to the USSR. 

The index of instability of this aggregate measure was 1.37 over the 1970-1985 period, 

which meant that the de-trended exports varied between one and twice the mean value. In 

comparison with the index of instability of total Soviet imports which stood at 1.26, it· 

app·eared thatthe difference between the variability of Indian exports to and total imports 

by the USSR was not large at all.So far aggregates are concerned, India's exports to the 

USSR suffered from no greater instability than Soviet imports in general. But Indian ex

ports to the USSR grew much faster than total Soviet imports (16.8 per cent per year as 

compared to 5.9 per cent). ln general, high growth rate was associated with high volatility. 
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So aggregate study proves that Indian exports to the USSR were unusually unstable. 

But in disaggregate study, the picture is different. A total of 31 products were taken by Mr. 

Pranab sen62 which were prominent in 1970s. The following table shows the associated 

growth rate and indices of instability. 

Table-XII 

COMMODITY-WISE GROWTH RATES AND INSTABILITY INDICES OF IN

DIAN 

EXPORTS TO USSR 

SLNo. Commodity Growth Rate Instability Index 

(Per cent) 

1. ' All commodities 1.6.8 1.37 

2. Leather 28.2 0.90 

3. Tobacco 10.6 2.13 

4. Essential oils 14.8 1.27 

5. Shellac 0.6 1.00 

6. Sacks(bags) 6.6 2.65 

7. Jute Packing material 5.8 3.14 

8. Coffee( raw) 17.0 1.06 

9. Tea 11.6 1.69 

10. Spices 8.0 2.43 

11. Black Pepper 7.0 2.47 

12. Cashew nuts -10.0 6.22 

13. Cotton Textile 18.4 0.72 

14. Medicines 22.5 0.55 

15. Printing Materials 15.1 0.69 

16. Cinema film 16.4 1.43 

17. Cinnamon 11.7 1.58 

18. Machinery & equpmt. 32.8 0.73 
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19. Medicinal Materials 36. r 0.82 

20. Ginger 0.2 3.54 

21. Coir products -2.0 4.48 

22. Garage & Auto equpmt. 20.0 0.86 

23. Soaps & Cosmetics 52.5 2.07 

24. Floor coverings 15.10 1.06 

25. Elect. Eng. Equpmt. 26.10 0.57 

26. Ores, minerals 7.0 2.23 

27. Organic & Synth. dyes 8.8 2.06 

28. Coffee(ground) 22.2 1.39 

29. Fishd & Semi f.Leather 15.7 1.35 

30. Shoe uppers 35.6 0.72 

31. Rice 10.6 1.87 

32. Bedsheet,towels etc. 42.7 0.67 

Source: Sen, Pranab(l989) 

The growth rate ranges from -10% to 52.5 % and instability index varies be

tween 0.55 and 6.22. This highlight~ the posssibility that the degree of instability is very 

high in a few products. 

aged. 

Total 32 products were classified into four-fold typology: 

(a) High growth/high volatility (HG/HV) products. 

(b) High growth/low volatility (HG/L V) products. 

(c) Low growth/low volatility (LG/LV) products. 

(d) Low growth/high volatility (LG/HV) products .. 

The above category has the following implications : 

(a) products had a bright future in the Indian export basket and so it was encour-

(b) products were the star performers for the future so these were actively promoted 

(c) group constituted a fairly high priority class of commodities in the Soviet import 
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basket. 

(d) group was actively discouraged. 

Classification of the 31 selected products on the basi~ of the above typology is given 

in the followig Table: 

Table-XIII 

ClASSJFlCATION OF PRODUCTS BY GROWTH PERFORMANCE AND INSTABlUlY 

Growth· 

High(HV) 

3. Tobacco 

6. Sacks(bags)' 

7. J~te Packing Matrl. 

9. Tea 

10. Spices 

11. Black Papper 

Low(LG) 12. Cashew Nuts 

16. Cinema film 

17. Cinnamon 

20. Ginger 

21. Coir products 

26. Ores, minerals and clay astron 

27. Organic & synthetic dyes 

31. Rice 

Volatility 

Low(LV) 

4. Essential Oils 

5. Shellac 

15. Printing Material 

24. Floor covering 

29. Finished & Semifinished leather 

------------------------------------------------------~---------------------------------------------------

High(HG) 

23. Soaps & Cosmetics 

28. Coffee (gorund) 
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2. Leather 

8. Coffee (raw) 

13. Cotton textiles 

14.Medicines . 
19.Medicinal materials 

22.Garage & auto equpmt. 

25.Eicc. Eng. equ~mt. 



Source: Sen, Pranab( 1989). 

The observation from the above chart is as follows: 

30.Shoe uppers 

32.Bed sheets,towels 

18.Machinery & equpmt. 

(i) Most consumer manufacturers seem to fall into the high growth category with high volatility. 

(ii) All capital goods are in the category ofHG/LV. 

(iii) All primary products are in LG category and in HV class. 

(iv) All intermediate goods show LV. 

Causes of Instability studied by Sen: 

Export instability may be determined by factors which operate either through de

mand or through supply. Sen took only demand instability which may arise from two pri-

mary sources: . 

(i) when the product has a low priority in the over-all import plan, such that any cutback on 

planned imports falls disproportionately on the product. 

(ii) when the import of the product is reduced prop~rtionately to total imports, but the 

cutback falls disproportionately on the particular source. 

The importance of knowing into exactly which category Indian exports fall is quite 

obvious. This would almost certainly be an input into any negotiations with the USSR. 

HARDCURRENCYCOMPONENT 

The Kandla Free Trade Zone in India was established with a view to promoting 

exports to the Soviet Union. Many items such as spectacle frames, tape-recorder, cassetts 

were the export items of this free trade zone. These items were imported from the hard 

currency areas and exported to rupee payment areas with little or no processing in India. 

For this type of export, only concerned exporters were benefited, but it was considered to 

be a national loss. However, the trade protocol for 1984 inciLJded exports of spectacle frames 
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to the Soviet Union. So, it was sugg~sted that where these types of exports were inevitable,· 

one understanding should be made with the rupee payment countries to compensate the 

hard currency component of imports. 

TRADE DIVERSION/TRADE CREATION AND LACK OF TRADE DIVERSIFIC'A

TION 

One important question that was raised: whether bilateral trade between these two 

countries led to trade creation for India or trade diversification from hard currency areas .. 

The USSR's share in India's total exports decreased from )3.7 per cent to 9.9 per cent in 

1979/80; it recovered dramatically in the following three years to 18.3 in 1980-81, 21.3 in 

1981-82 and 19 per cent in 1982-83 .. This sudden increase in exports to the USSR, coupled 

with an absolute decline in exports to the OECD countries from Rs.36, 106 million in 1979- · 

80 to Rs.31 ,262 million in 1980-81, can reasonably lead one to speculate that the growth in 

India's exports to the USSR in the early 80s may have been at the expense of exports to 

hard currency markets63 . An examination of trend ·growth rates in the following table by 

commodity category suggests that such a diversion in case of cotton and jute textiles, wool, 

carpets/rugs and some items of clothing may have occured. 

TABLE-XIV 

GROWTH RATE OF EXPORT TO THE USSR AND THE REST OF THE WORLD 

(1970-71- 1981-82) 

USSR Re:•t of tire World 

Volume Value Volume Value 

Cashews 23.6 4.9 

Coffee 27.0 69.1 9.0 36.1 

Tea 6.6 23.0 -1.0 16.8 

Pepper 11.9 22.8 -1.1 6.0 

Other spices 9.0 23.0 12.5 14.2 
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Oilcakes 7.9 18.6 -3.6 9.0 

Jute, raw 4.1 12.8 -0.7 2.4 

Mica 2.9 15.9 6.9 3.3 

Tobacco,unmanufcd. 17.3 32.3 2.5 16.1 

Lac 6.3 17.6 -4.3 9.6 

Cotton piecegoods 

(1970-71 -76-:77) 11.4 31.3 4.1 28.5 

Leather 16.2 16.0 

Cotton fabrics woven 

(77-78- 81-82) 257.7 332.5 -33.3 -14.5 

Jute fabrics woven 

(77-78- 81-82) 49.5 32.2 -4.7 -4.9 

Manuftrs oftextile mtrls 

(1977-78- 81-82) -56.8 -27.8 155.9 51.9 

Floor covrg,wool carpets 

(1977-78- 81-82) 148.6 67.6 -40.9 -20.6 

Mineral manufactures 

(1977-78- 81-82) 45.0 74.1 27.8 9.3 

Aluminium 16.5 36.3 -22.5 7.6 

Clothing 

(1977-78- 81-82) 143.9 168.2 97.1 124.2 

Dresses 

Textile fabrics(men) 41.5 50.9 -41.5 -28.7 

Knitted gannents 45.5 45.5 76.6 65.4 

Drcsses,skirts 411.2 243.7 13.3 27.9 

Cotton,undergem1ents 95.1 87.1 13.1' 39.9 

Cotton· fabrics 73.1 5.4 

Textile fabrics 

(70-71 - 76-77) -6.4 13. I 125.0 154. I 

Jute manufactures 

(70-71 - 76-77) 25.1 5.6 
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Clothing(70-71 - 76-77) ULY 66. t) 

Footwcar(70-71 76-77) -1.4 II. I 4.0 39.5 

Art works, antiques 76.6 35.R 

Imitation jewellery 36.0 9.0 

According to AshaDatar, about 20-25 per cent oflndia's exports to the East European 

countries were diversionary, in the sense that they. could have been exported to the hard 

currency areas. 

In order to study the trade diversion of Indo-Soviet trade, M.S. Gael took a numb_er 

of majo~ traditional goods which were exported to the USSR. According to his study64, 

there was some diversion of exports to the USSR in some years but it was .not sizeable. In 

case of jute manufactures, diversion is seen during 1970s. The main years of diversion are -

1973-74 and 1974-75 for jute sacking and 1974-75 forjute goods. Tea exports witnessed 

diversion during 1960s; cashew kernel during 1970s bU{ mainly in 1977-78; tobacco 

manufactures during 1970s mainly in 1977-78; coffee _during 1960s, i.e. in 1965-66 and in 

1969-70; oil cakes during 1960s but negligible; pepper during 1970s mainly in 1977-78; 

leather and leather exports during 1960s. Gael has shown a number of reasons for such 

trade diversion: 

(i) low price and income elasticity of demand for India's major exports in free market 

economies; 

(ii) developing competition from synthetic substitutes for goods during 1960s; and 

(iii) high tariff, local taxes and severe quota restrictions in many importing countries of the 

west. 

lt was pointed out by GidadhubJili~ that India'.s imports from the USSR were not 

sufficiently diversified much against the desire and expectations of the Soviet Union.ln the 
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1960s, about 75 per centof Soviet exports to India consisted of machinery and equipments 

for her industrialisation, but this was changed in 1980s. The main items of Soviet exports at 

that time were oil, oil products, fertilisers, newsprint and so on. In this context, indian 

trading companie~ had ~n idea that import trade promotion was matter of government policy 

as most of the import items were required for the public sector. On the other hand, private 

sector's demand of the similar type were linked with western technology. 

TRADE RELATIONS WITH THE IMPERIALIST 

.. 
The scale of trade between India and the USSR inevitably aroused much debate 

among Indian economists. Some of them saw such flows as benefiting only the USSR, 

described as imperialist66
. According to them, the methods used by Soviet socialist-imperi

alist to penetrate the Indian State were to deploy cunningly about Rs.l ~000 crores of capital 

within August 1971 to get a stronghold upon Indian bureaucratic capital. Their investments 

were eye- catching, concentrated and selective; whereas the investment of US was scat

tered('7. lt was also viewed that by virtue of their power over bureaucratic capital, Russia 

had a firm grip on the Indian economy. For it was bureaucratic capital which had controlled 

nearly all import and export trade, banking and insurance. Through loans and investments, 

the Government gained 51 per cent indirect control over the private sector. D.P. Dhar, the 

then representative oflndia to the USSR settled three issues prior to Indira Gandhi's Mos

cow visit in 1971 6~: 

(i) identification of newer items of Russian consumer needed, which Indian industry could fulfil; 

(ii) joint team to provide Russian technical knowhow to India; and 

(iii) expioration ·of new avenues of industriaJ co-operation involving third countries. 

It was viewed that the first was an extension of earlier contracts under which Russia 

would purchase cotton from Sudan and send it to .India, which then turned it into fabric 

textile and despatch the same to the Soviet Union by exploiting India's underpaid labourers. 

The second amounted to further increase of Russian capital in India's dilapidated economy, 

which had not got the strength to pay even the interest or kingly salaray to the Russian 

technicians. And India was submerged in debt. The third issue amounted to using India as 

the stage-:-post for Russian social-imperialist. 
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INFORMATION &'AP 

In spite of phenomenal growth in Indo-Soviet trade, there had been an information 

gap among the Indian trading cummunity and policy-makers about Soviet trading methods 

and practices, the nature and scope of Soviet import markets and above all about Soviet 

economic p'erformance a:nd progress. On .the other hand, the Soviet economists, pqlicy

makers and trading organisations had a good knowledge about Indian economy and its 

markets. Two causes were earmarked for this: first, there was difference in economic and 

political systems of the two countries; and secondly, the USSR undertook a systematic and 

intensive study on India. 

APPENDIX-I 

GROWTH OF INDO-SOVIET TRADE, 1952-53 TO 1984-85 

(In Rs. crores) 

Year.~ Total Exports Imports Total Annual Growth 

value to from value average rate 

of USSR USSR of ill% 

Indian Indo-

Trade Soviet 

Trade 

19- 1 2 3 4 5 6 

52-53 1,268.71 .85 .24 1.09 

First Trade Agreement 

53-54 1.140.69 1.15 .60 1.75 

54-55 1,24R.77 2.12 l.R I 3.93 124.57 

SS-56 1,375.14 ' 3.26 6.21 9.47 17.74 140.97 

56-57 1,444.92 15.50 16.91 32.41 242.24 

57-5R I ,646.53 16.66 24.47 41.13 26.91 

Second Tradc.Agrccmcnt 

143 

Percentage Trade 

share balance 

of Indo-

Soviet 

Trade to 

Total 

Indian trade 

7 8 

0.08 

0.15 + .55 

0.31 + .31 

0.68 2.95 

2.24 1.41 

2.49 7.RI 



5H-59 1.4H7.76 25.90 17.21 43.11 ' 4.HI 2.89 + R.69 

59-60 I ,600.42 30.38 17.19 47.57 10.35 2.97 + 13.19 

60-61 1,799.91 28.81 15.87 44.68 60.88 -6.08 2.48 + 12.94 

61-62 I ,783.72 32.21 39.94 72.15 61.48 4.04 7.73 

(J2-(L1 I,!WJ.l8 28.25 58.64 86.89 20:43 4.(>9 30.39 

'lllirc.l Tmc.lc Ag.rccmcnt 

63-64 2,01(>.09 52.10 68.46 120.56 31!.75 5.97 16.36 

64-65 2,165.33. 77.92 77.98 155.90 29.31 7.19 0.06 

(J5-66 2,214.17 92.98 83.17 176.15 229.19 12.99 7.95 + 9.81 

66-67 3,231.3 123.37 113.80 237.17 34.64 7.34 . 9.57 

67-68 3,200.4 121.79 111.22 233.01 - 1.76 7.28 + 10.57 

Extension of Third Agreement 

68-69 3,262.8 148.31 185.51 333.82 43.26 10.23 37.2 
~ 

69-70 2,975.6 176.37 171.33 347.70 4.15 11.68 + 5.04 

Fourth Trude Agreement 

70-71 3,169.4 209.85 106.68 314.53 - 9.54 9.92 + 105.17 

71-72 3,432.7 208.70 81.66 290.34 475.31 -7.80 8.46 + 127.04 

72-73 3,838.2 304.76 105.72 410.48 41.36 10.69 + 199.04 

73-74 5,478.7 .285.80. 245.70 540.50 31.69 9.86 + 31.1 

74-75 7,R47.6 · 418.20 402.50 820.70 51.14 10.46 + 15.7 

Firth Trude Agreement 

75-?o '9,099.4 . 416.00 309.78 725.78 -9.86 7.97 + 106.22 

. 7o-77 I 0,220.0 466.54 316.00 782.54 991.00 4.42 7.65 + 150.54 

77-7'1l 11,429.0 656.31 446.31 1,102.62 42.72 9.64 + 210.00 

78-79 12,495.0 410.59 400.51 881.10 -20.10 7.05 59.92 

79-80 15,114.2 638.60 824.33 1,462.99 79.99 9.67 185.73 

Sixth Trade Agreement 

R0-81 19,234.0 1,226.00 1,013.70 2,239.70 41.22 11.64 + 212.30 

81-82 21,007.08 1,661.05 1,136.31 2,650.31 2,860.12 17.29 12.61 + 524.74 

82-83 23,263.51 1,558.30 1,51:3.44 3,071.74 15.90 13.20 + 44.86 

X3-84 25,635.05 1,305.30 I ,658.5X 2,963.88 11.83 11.56 353.28 
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X4-X5 2X.651.88 I ,635.00 I ,740.00 3.376.00 13.07 11.78 I 05.00 

Source: ( ioel .M.S.:Jndo-lJSSR Tradt.: and Economic Rclalions.I9X7. & ])( iCl & S. 
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CHAPTER-V 

INDO-SOVIET TRADE- 1985-91 

Gorbachev's regime can be divided into two phases: first phase that was between 

1985 and 1988 and the second phase was from 1989 and upto the disintegration of the 

Soviet Union. Perestroika was introduced in the first phase. 'Perestroika' literally means 

reconstruction; and' Glasnost' means openness. Perestroika could not be implemented with

out Glasnost. Democracy and Glasnost are regarded as the most significant result of 

Perestroika. Glasnost achieved a very important thing- it has emancipated man spiritually. 

lt has returned self-respect to him. When Mikhail Gorbachev became the General Secretary 

of the Communist Party of the Soviet Union in March 1985, the Soviet economy was 

already stagnated under the leadership of Brezhnev. In these circumstances, Perestroika 

and Glasnost were meant to reconstruct the stagnant Soviet economy. In order to accelerate 

the development of the economy and to release the full potential for development inherent 

in the system of socialism, Gorbachev gave slogan of Glasnost and Perestroika. Gorbachev . 
believed that if the citizens were allowed to criticize the low-ranking officials for their 

inefficiency and corruption, the stumbling block to rapid economic development could be 

spotted and removed. 

At the very initial period, Gorbachev' s doctrine was meant for the reconstruction of 

the Soviet economy, but ultimately, Perestroika and Glasnost were used for political pur

poses. While explaining Perestroika and Glasnost, Gorbachev said\ ,"We need not fear 

openly raising and solving difficult problems of social development, criticizing and argu

ing. It is in such circumstances, the truth is born and that correct decisions take shape". 

During Perestroika, the Soviet Union was inclined towards the west in general and the 

United States in particular. In this period, Gorbachev held many summit meetings with 

President Reagan and concluded a good number of disarmament agreements. On the other 

hand, a good number of communist countries in Eastern Europe, e.g. East Germany, Po

land, Hungary, Czechoslovakia, Rumania, Yugoslavia, .Bulgaria were influenced by 

Perestroika and staged a revolt against their own communist rulers. All these developments 

affected the Indo-Soviet relations. With this background, trade relation between these two 
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countries during the era of Perestroika will be discussed. Former prime minister late 

Rajiv Gandhi signed two agreements during his visit to the Soviet Union in May, 1985. 

The tirst agreement was a guideline of Indo-Soviet economic, trade, scientific and techni

cal cooperation for the period 1986-2000 and the second agreement was on economic and 

technical cooperation for 1986-90. These two agreements- one was short-term and another 

was long:-term - were mainly designed for strengthening economic ties between the two 

countries. With the signing of these two agreements, the Soviet Union offered one billion 

rouble(Rs. 1,160 crores) credit to India for the promotion C!f Indo-Soviet economic coop

eration and trade. The Soviet leaders wanted to achieve several important objectives by 
. . 

offering this credit. India's desire to get more crude oil and petroleum products from the 

Soviet Union was turned down by the Soviet authority with this credit offer as the Soviets 

preferred to sell more of the same to the West in order to boost their hard currency 

earnings2
. Gidadhubli3 pointed out that a limit had been reached on the Soviet side for 

exporting oil, oil products, and industrial raw materials. So,Gorbachev might have indi

cated to Rajiv Gandhi his country's inability to increase exports of oil and oil products 

beyond the level 3 to 3.5 million tonnes, which constituted about 70 percent of Soviet 

exports to India in 1983-8.4 . In contrast to this, the Soviet export of engineering goods to 

India was only one percent of their total exports to India. In fact, in the first part of 1980s, 

the volume of imports of engineering goods by the USSR from India was much larger than 

exports of this category of goods to India. So Gorbachev tried to correct this situation and 

also the imbalance in the export trade structure by offeriug this huge credit with which 

India could import Soviet machinery and equipment. Gorbachev intended to achieve simul

taneously two objectives: diversification of export trade and growth of trade volume. 

It was viewed that the two-way trade declined over level of the previous year and 

shortage of rupee resources was crucial in the curtailment of imports from India which 

affected many Indian exporters. The shock of 1983 (shown in Table-11) had created psy

chologically destabilising effect on the Indian export. The Soviets rightly apprehended that 

any such shock for the second time might have affected the growth of Indo-Soviet trade. 

With a view to retaining long-cultivated market and to ensuring further growth, the USSR 

offered this big amount of credit which were automatically repaid in terms of a variety of 

consumer and industrial goods to the Soviet Union. The repayment of this credit was to be 
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done in Indian rupees. The Soviet policy makers had a vested interest in retaining rupee

trade system with India. Because, they knew that their sale of defence equipment as well as 

industrial machinery to India would not be smooth and secure under hard currency arrange

ment. Over and above, the Soviet Union did not like to close the institution of rupee trade 

which they created and built up. The Soviet Union also wanted to explore the Indian private 

sector as a potential large scale buyer of their technology and capital goods. An indication 

of this seemed to be conveyed in the agreement in which it was stated that "the terms of the 

credit agreement are flexible"4
. 

There was another motive behind this billion rouble credit. Gorbachev wa,s aware 

of Rajiv's interest iri western hi-tech products which the USSR was not in a position to 

supply. So in order to make the ground gained by them in India's economy in tact, the 

Soviet leaders decided to offer this big volume of credit to India. And 350 million roubles 

out of the total c~edit were earmarked for expansion of the oil industry iri India. 

The seventh Indo-Soviet trade agreement was signed in December, 1985 for the 

period 1986-90 with a target of doubling of the 1981-85 turnover. Addressing the members 

of the Bombay Chamber of Commerce and Industry(BCCI), Dr.Pavlov5,former head ofthe 

department of Foreign Trade Ministry, USSR, referred this Indo-Soviet trade agreement 

covering the period of India's Seventh Five-Year Plan and the Soviet Union's 12th Five

Year Plan which envisaged expanding cooperation between the two countries in areas such 

as power-industry, joint projects, coal production, oil production and productivity growth at 

Bhilai and Bokaro steel plants. 

It was clearly stated in the Annual Report for the y'ear 1986-87 of the Ministry of 

. Commerce that India's trade relations with some of the East European countries including 

the USSR were conducted on the basis of bilateral clearing arrangements envisaging bal

anced trade in non-convertible Indian rupees. During 1985-86, India's exports to the USSR 

increased by 3.1 percent, whereas imports fell by 6.4 percent as compared to 1984-85. 

Export to the USSR at Rs.1485.77 crores during April-December, 1986 were marginally 

higher by 0.57 percent as compared to the level of exports in the corresponding period of 

the previous year, whereas the imports from the USSR had declined by 46.8 percent during· 

the same period. In 1986, the trade turnover stood at Rs.3,600 crores against the target of 

Rs.4,850 croroes. This shortfall was mainly on account of a substantial fall in the value of 
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the Soviet exports to India; and this was said to be mainly "because of the sharp fall in the 

prices of crude oil. Crude oil happened to be lndia's· major import commodity from the 

USSR. This caused a net loss to the USSR to the extent of Rs.SOO to Rs,600 crores. 

Mikhail Gorbachev visited India in November, 1986. Immediately before his visit, 

the U.S. secretary of Defence visited India which created an atmosphere of doubt and mis

understanding. Specially,in 1986, the U.S was leading in trade exchanges with India, for

eign investment flows to India and collaboration arrangements for industrial ventures in 

India. In order to modernize India's industrial sector, the U.S government came forward 

with their technological know-how. Transfer of technology in several cases happene~ which 

was unthinkable in 1983-84. The then U.S. Ambassador released a directory entitled "Indo

US Cooperation in Business and Industry-1986". At that time, the U.S. proved to be a 

strong contender for controlling a sizable part of the Indian market for high-tech export in 

goods and services. By this way, Indo-U.S. economic relatipns were not merely economic, 

it was becoming political-strategic one. At a panel discussion on development of Indo-U.S. 

economic relations organised by the Indian consulate in New-york, a former U.S. Senator, 

Charles S. Percy who was the chairman of the committee on technology transfer to India of 

the Indo-U.S. business council, was reported to have said6 that US business had greater 

opportunities in India than ever before in the environment created by the then prime minis

ter Rajiv Gandhi for a turn towards free market economy. Having this background, 

Gorbachev's visit has to be examined. Though the relation between the two countries was 

excellent in a political strategic frame-work, but a heap of clouds of doubt might have 

downcast the sky in Gorbachev visit. 

During the visit of Mikhail Gorbachev, one agreement was signed between India 

and Soviet Union on economic and technical co-operation . By this agreement, India got a 

credit package of 1.5 billion roubles,i.e. Rs.2883 crores, from the USSR. The Soviet inten

tion ofoffering this credit was for four Indian projects: 

(i)Construction ofthe Tehri hydro-power complex in UP having declared capacity of2400 

mw. 

(ii) On-shore exploration of hydrocarbons in West Bengal. 

(iii) Recon.structions and modernisation of the convertor shops and the continuous casting 

department of the Bokaro steel plant. 
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(iv) Setting up offour underground coal mines in theJharia coal fields with a capacity of8 

million tons of coking coal. 

Not only credit for the above mentioned four projects, but the Soviet Union, accord--. 
ing to this agreement, assured to extend their helping hands for the implementation of these 

projects with providing technical assistance. Even they·agreed to provide design and survey 

work and supply equipment, machinery and spare parts, but what should be noted that all 

their helps were on turnkey basis. They imposed one restriction that 'their expertise and 

documentation were to be made available only and only for India; India would not be 

atlowed to transfer it to other countries. GidadhublF said that perhaps this was __ the first 

time that such a clause had been inserted for Soviet aided projects .. 

Regarding rate of interest for their credit given to India, Soviet Union followed a 

discriminatory policy. For 1200 million roubles out of total 1500 million roubles, they 

charged interest rate at 2.5 percent repayable in 17 years; and for other three hundred mil

lion roubles they charged 1.5 percent rate of interest above the rate on treasury bills in 

India. The Soviet authority also categorized these two sections of credit earmarking their 

utilisation. First 1200 million roubles, they said, were allotted for importing equipments 

and services from their country; and the second 300 million roubles were to be used for 

local expenses in the constructions of Tehri hydro-electric complex. This also was a new 

form of economic assistance given by Soviet Union. 

Gidadhubli8 remarked that ~hese four projects also served the interest of the Soviets. 

For this he mentioned three instances: 

First, by these projects, the Soviet Union would be able to export more machinery 

and equipments to India 

Secondly, by giving loan to the tune of 1.5 billion roubles for 17 years, they would 

get much needed food-items and manufactured consumer goods from India for a long pe.:. 

rio d. 

Thirdly, as these four projects were to be constructed on a turnkey basis, so the . 
USSR would surely get orders from the public sector oflndia for the supply of machinery 

and equipments, if they did not get it from the private ·sector of India. 
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Gidadhubli commented that the outcome of Gorbachev visit was two-fold : a Soviet 

credit offer of 1.5 billion roubles, discussed above, and to increase two -way trade. lt was 

expected that the trade turnover between the two countries would increase by 2.5 times by 

the end of 1992. 

The Soviet authority, at the specific request of the Indian side increased the range of 

its items of exports to India. The new items were synthetic rubber, soda ash, wood pulp, 

raw hides, coking coal, chemicals etc. 

The trade protocol for 1987 was signed on November13,1986 with a target of 5.5 

percent increase in trade turnover to Rs. 3,800 crores of which Indian imports from the 

USSR could be Rs.1850 crores and Indian exports to the USSR could be Rs. 1950 crores. 

This trade protocol identified a wide range of new commodities to improve the level of 

total trade turnover and at the same time balance the trade. In 1987, India imported, for the 

first time from the Soviet Union, a number of essential items needed by its economy. These 

items were cooking coal, abrasive goods, selenium antimony, soda ash, ortha and paraxylene, 

PVC, polystyrene, sawn goods, wood pulp, waste paper, raw hides etc. The trade protocol 

for 1987 provided for additional quantities of Soviet crude oil. This was the time when the 

sharp drop in oil prices gave Moscow a very strong incentive to step up the volume of oil 

sales to hard-currency customers9
. Moscow did not change a premium price for oil sales in 

rupees. 

After a perceptible drop in mutual trade in 1986, caused by many negative pro

cesses in world trade as a whole, the trade turnover not only recovered but began to rise. 

Trade flow between India and the Soviet Union during 1987 reached a level of Rs. 4000 

crores. This indicated a growth of above five percent against the target. Mr. N.D. Tiwari, 10 

the then Union Finance Minister in a meeting with the former Soviet Deputy Prime Minis

ter, Mr. V.M.K1;U11entsev impressed upon him to ensure supplies of items like sulfur, methanol 

wood logs etc. He also expressed India's keenness to acquire a variety of items in the steel 

and steel products sector, from the Soviet Union. 

The Soviet Union was among the first three major trading partners of India. The 

share of the USSR in the total trade of India formed as much as around 11 per cent in 1986, 

only next to Japan(12.1%) and the USA(l3.5%).lnterms oflndia's exports, the USSR was 
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the second largest market absorbing 16.7% of the exports, only next to the USA to which 

India's exports constituted 21.7% of its total exports. ln case of the USSR's trade too, 

India was one of the most important trading partners among the developing coun

tries11. India's share in the Soviet Union's total trade was around 4.1% in 1986, as against 

1.7% for Argentina and 0.6% for Brazil. The prospects of trade and economic cooperation 

between the USSR and India were most fully characterized at the 11th meeting of the inter

governmental Soviet-Indian commission on economic, scientificand technical cooperation 

held in June 1987. 

During N.l.Ryzhkov's visit to India in November 1987, the trade protocol for 1988 . 

was signed providing for the total trade turnover from.Rs.~OOO crores in 1987 to Rs.SOOO 

crores in 1988. This protocol reaffirmed both countries' interest in expanding trade in ma

chinery as a most promising dynamic trend in mutual trade. The document harmonically 

balanced the requirements of each side for industrial and agricultural raw materials, fin

ished products, consumer goods and possibilities of their manufacture. The protocol in

cluded exchanges of consumer and industrial goods and specified for the first time mutual 

cooperated deliveries 12. In 1987, the mutual cooperated deliveries amounted to roughly 15 

million roubles. It was commented in the 'Economic and Political Weekly' 13 that the logic 

· of the Soviet Union emphasis on Glasnost and Perestroika was a greater reliance on the 

international division of labour. So the Soviet Union decided to step up its trade turnover 

with India, its largest trading partner in the Third World, by 2.5 times between 1987 and 

1992 to Rs.1 0,000 crores. Aiming at this target, trade plan for 1988 envisaged an increase 

of 25% in the total trade turnover. Compared to the 15 years trade before 

Perestroika, a structural change occurred in the pattern of Indo-Soviet trade with the 

introduction of Perestroika. The rapid expansion oflncJo-Soviet trade in the 1960s was due 

to the huge Indian imports of Soviet machinery and equipment for the public sector projects 

in steel, heavy engineering, oil exploration, power etc. It has already been mentioned in 

earlier chapter that only Soviet Union came forward to make India industrially strong, 

immediately after independence. The age-old friendship between these two countries made 

the trade to a huge extend. 

The seventh meeting of Joint Business Cooperation between the Federation of In

dian Chamber of Commerce and Industry and the USSR Chamber ofCommer~e and indus-
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try was held on September 28,1988. Addressing the meeti~g, the former Minister of State 

1()r Commerce, Sri.P.R.Dasmunshi'\ called upon the business community of the two coun

. tries to identify the specific fields in which Soviet and ·Indian agencies could participate to 

their mutual economic advantage. He said that the Rupee Payment Arrangement had stood 

the test of time and had helped the Indo-Soviet trade to reach its pick. 

The Trade Protocol 15 for 1989 was signed on November 16, 1988 in New Delhi, 

with a targetoftotal trade turnover to Rs.7000 crores, ofwhich Rs.3,800 crores of exports 

from India to USSR and Rs.3,200 crores of imports from the USSR into India. In 1988; 

total trade turnover reached Rs.5200 crores. The projected level for 1989 represented a 

growth of about 35 per cent over 1988 figure. In this Trade Plan, the export of engineering 

items were expected to go up by about 50% which included exports of'automobile storage 

batteries,' paleographic equipments, iron and steel castings, electrical equipments, food pro

cessing and dairy equipments, machinery and equipment for civil and industrial construc

tion projects etc. 1t was further planned to diversify the tn1de by addition of a number of 

new items. In the export list, this included nonferrous castings and forgings, abrasive goods, 

analyzers for quality control of agricultural products, machinery equipment for the textiles 

and leather industries, components for tractors, sports shoes, razor blades, detergents, deco

rative plastics etc. In the import basket, new items added were Benzine, pig iron, equipment 

and materials for the Indian Railways etc. 

The Trade Protocol for 1990 was signed on 24 November 1989 in New Delhi, 

providing a growth rate of over 25% and the two-way trade was planned to be increased to 

Rs.8800 crores in 1990, comprising of RS.5300 crores of exports from India to the USSR 

and Rs.3500 crores of imports from the USSR to India. Both the Indian and the Soviet 

delegation led by A.N.Verma, Former Secretary, Ministry of Commerce, and the former 

Deputy Minister for Foreign and Economic Relations of the USSR, V.F.Mordvinov, re

spectively recognised the need for diversifying the structure. of bilateral trade by addition of 

more items to the import and export lists 16
. 

By the end of December 1989, Indo-Soviet trade volume recorded an impressive 

increase to nearly Rs.7000 crores. Dr.Badar Alam Iqbal 17 wrote "A pointer is the impres

sive growth in trade turnover since 1987 when Perestroika got under way. In 1989, the rise 

was 30 percent in terms of rupees which only nearly 13% was due to currency deprecia-
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tion. The balance reflected an increase in quantum due to most prices held steady". A 

protocol was also signed to continue the rupee-trade upto 1995 between the two countries. 

This was really a great achievement on part of the Indian authorities to have the biggest 

concession from the Perestroika in prevailing conditions in the Eastern Europe. 

Former Prime Minister Mr.V.P.Singh visited Moscow in July 1990. The MOU signed 

at the end of the meeting of the inter~governmental Indo-Soviet Joint Commission during 

Mr. V.P. Singh's visit, stressed the need for fulfilling the obligations of either country under 

the trade plan for 1990. During discussions, the Soviet side pointed out that they, over the 

years, had become an exporih of raw materials - oil, cellulose, fertilizers, paper, etc. -

whereas India had stepped up exports of finished ·products like computer, medicine and 

detergents. Such a situation could not last long as the USSR was switching over to a market 

oriented economy. The two sides recommended that the composition of goods should be. 

significantly diversified and provisions made for exchanges in greater volume in the Agree

ment on Mutual Supplies of Goods for 1991-95 between the USSR and India18
• Gidadhublil9 

said that the outcome of V.P.Singh's visit to Moscow for Indo-Soviet trade relations was 

the affirmation of the status quo. It was viewed that when revolutionary changes were 

taking place in the Soviet domestic and foreign economic relations under Perestroika and 

major changes were taking place in India's in.ternal and external economy, the framework 

of Indo-Soviet trade relations should remain unaffected. Before V.P.Singh's visit to Mos

cow, leading newspaper 'Izvestia' demanded that trade with India be converted into hard 

currency and that India should repay Soviet debt in hard currency. Gidadhubli is of the 

opinion that under the spirit of Glasnost, the 'Izvestia'reflected the views of only a. section 

of Soviet academic and policy-making bodies. He ·also pointed out that the Soviet Union 

was one of the largest trading partners and hence this factor made it essential for India to 

maintain its trade level with the Soviet Union. It was an open secret that India was able to 

get critical industrial products in significant quantities from the Soviet Union without af

fording hard currency. Increase in the international spot market price of oil from $14 per 

barrel to· about $20 per barrel as a result of Iraqi invasion of Kuwait further increased 

India's dependence on Soviet suppl~es of oil and oil products20
. 

Similarly, India's exports of a wide range of manufactured industrial goods and 

machines depended on the Soviet Uniona; and this was one-third of total exports to the 
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Soviet Union. For example, the knitwear industry in Ludhiana was fully ~ependent on the 

Soviet market. On the other hand, the Soviet economy had been suffering from deep crisis 

-budgetary deficit of Rouble 60 billion and according to unofficial estimates it was Rouble 

120-150 billion; low economic growth having 2-3 percent in the first halfof 1990, inflation 

of 8-10 percent, shortage of a wide range of consumer goods and so on. Perestroika did not 

improve the economic condition and caused dislocation and uncertainties in the old system. 

With it in the external sector, the Soviet Union suffered trade deficit in 1989 and which 

persisted in the first half on 1990. The USSR's trade with CMEA partner countries of 

Eu~ope also declined. India also exported· a wide range of consumer goods - tea, coffee, 

soaps, detergent~, knitted and ready-made garments, hi-tech products like xerographic 

machines, computers and electronic items. Some of these items were imported by India and 

re-exported to the USSR. 

For the above reasons, both India and the S~viet Union were compelled to maintain 

status quo in the trade structure prevailing at that time. Some other factors were there for 

which both countries had strong compulsions to agree to maintaining continuity in the 

framework of trade relations, i.e.rupee trade, bilateral balancing of trade and so on. First, 

regarding defence supply, India had to depend on the Soviet Union. The Soviet Union also 

exported their surplus defence equipment to India. Secondly, the Soviet Union improved 

political relation with China and South Korea by which trade relation with these countries 

was rejuvenated. Between 1980 and 1988, Soviet trade with China increased six times, and 

rapid growth registered since 1985. Naturally, China could have exported all those com

modities to the Soviet Union which were mainly supplied by India. So, without rupee trade 

India's export performanc~ could have been impaired. Thirdly, the Soviet Union improved 

political relation with the developed countries after the introduction ofPerestroika by which 

they procured liberal credit from governmental and non-governmental agencies. Soviet 

policy-makers were keen to utilize the credit for importing machinery and equipment for 

modernising their economy. If rupee trade was discontinued, the Soviet Union could export ,. , 

major portion of these commodities from the West. "lt is evident", 'Gidadhubli~' wrote, 

"that although there are compulsions for both India and the USSR to ·retain the existing 

framework of Indo-Soviet trade, the compulsions operate more for India than the USSR". 

The causes are obvious. 
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TABLE-I 

India- US/;'R Trade 

(in Rs crore) 

Year Export Import Turnover Trade Balance 

1970-71 209.9 106.1 316.0 103.8 

1975-76 416.7 309.8 726.5 106.9 

1976-77 453.8 316.1 769.9 137.7 

1977-78 656.9 446.4 1103.3 210.5 

1978-79 411.4 470.6 883.0 59.2 

1979-80 638.2 824.3 1462.5 -186.1 

1980-81 1226.3 1013.7 2240.0 212.6 

1981-82 1661.1 1136.9 2798.0 524.2 

1982-83 1669.8 1413.2 3083.0 256.6 

1983-84 1305.9 1645.6 2951.5 -339.7 

1984-85 1879.6 1788.1 3667.7 91.5 

1985-86 2005.7 1677.5 '3683.2 328.2 

1986-87 1867.2 1014.8 2882.0 852.4 

1987-88 1971.5 1278.9 3250.4 692.6 

1988-89 2609:0 1258.0 3867.0 1351.0 

1989-90 4459.0 1460.0 5919.0 2999.0 

1990-91 ' 5251.0 1675.0 6926.0 3576.0 

Source: Economic Survey and DGCI&S 

During 1989-90, India's export to the USSR increased to Rs.4459 crores from 

Rs.2609.43 crores in 1988-89 registering an increase .of 71.0%. Exports to USSR during 

1990-91 were of the order of Rs. 5251 crores registering an increase of 18% This is shown . 

in Table-1. The Trade Plan for 1991 envisaging a total trade turnover Rs.9411 crores of 

which Rs.4330 crores of imports from the USSR and Rs.5081 crores of exports to the 

USSR, was signed on 13 December 1990. This represented a growth of 7% of total turn

over as compared to 1.990. The most important feature of the 1991 trade plan was that the 

Soviet Union agreed to maintain supplies of crude oil to India at the level of previous year 
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despite a reduction of almost 50% in the global exports of crude oil from the Soviet U~ion 
22

. ln the second half of 1990, the USSR suggested the application of barter trade between 
I 

the two countries in order to encourage cooperation in the field of aviation and hotel trade. 

This idea was initiated so that India and the Soviet Union could share their expertise and 

help each other to keep out the constraints in the respective areas. 

Commodity Composition 

During the era of Perestroika, the major exports from India to the USSR consisted 

of traditional items such as tea, packaged tea, coffee, instant coffee, pepper, tobacco, min

erals, ores, chemicals and chemical products, textile items, leather products including fin

ished leather ,shoes and shoe uppers and a wide range of engineering goods. In 1989, soap 

and detergents were also exported to meet an acute shortage. The important feature of 

India's exports to the Soviet Union was the dominance of manufactures which constituted 
' 

65 to 70% of India's total export to that country 23
. In order to diversify and expand the 

trade, the government of India added new items like nonferrous castings and forgings, 

castings for railways, abrasive goods, analyzers for quality control of agricultural products, 

machinery and equipment for textiles, sewing and leather industries, sports shoes and razor 

blades, ship repairs, components for tractors, decorative plastics. The major items of im

ports from the Soviet Union were crude oil, oil- products, newsprint, fertilizers, sulphur, 

steel products, plastic chemicals, nonferrous metals like zinc, copper, nickel, a number of 

machinery items like power equipment, coal mining equipment and ferrous metallurgical 

equipment. New items were benzene, pig iron, equipment and materials for Indian Rail

ways. The share of machinery and equipment in India's total imports from the Soviet Union 

recorded nearly 6 percent in the early 1960s to 30 percent in 1989. A major portion of this 

imports took place against the USSR's credit. Manufactured goods declined to about one-· 

fourth of Soviet imports and it comprised of textiles and garments, jute goods, woollen 

knitwear, some engineering goods, cosmetics and soaps and detergents etc. 

India's imports from the Soviet Union were categorized into three groups24
: First, 

consisting of petroleum and petroleum products like crude oil, kerosene oil and lubricants, 

accounted for 70 percent of India's total imports from the Soviet Union. Second group 

consisted of raw materials and bulk commodities like fertilizers, nonferrous metals like 

zinc, aluminium, nickel, palladium, sulphur, asbestos, and newsprint. The third group in-
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eluded machinery, power equipment, earthmoving machinery, mining equipment, specialised 

industrial machinery, general industrial machinery and electrical machinery. India's ex

ports to the Soviet Union were much more diversified than India's imports from the Soviet 

·Union. From the Indian point of view, the major concern with commodity compositions 

had been a desire to restrict the shipment of import-intensive goods to the Soviet Union . 

Problem 

There were so many problems in Indo-Soviet trade even after the reformations of 

internal economies of the two countries. The main problems were: 

(i) Adverse balance of trade. 

(ii) Switch trade. 

(iii) Technical credit. 

(iv) Lack of information. 

(i) Adverse balance of trade- Reasons thereof 

During the Gorbachev visit to India in November 1986, the two Heads of Govern

ment, Rajiv Gandhi and Mikhail Gorbachev had a 10-hour prolonged discussion on anum

ber of complex issues among which most burning problem' was the adverse trade balance. 

With India, trade deficit of the USSR increased from Rs.300 crores in 1985-86 to Rs.500 

crores in 1986-87. The problem was more deepened due tp hike in oil prices in 1986. As a 
- ... 

result of increased oil prices, India was forced to reduce their import of oil from the USSR, 

and this reduced'the value of Soviet exports amounting to approximately Rs.300-400 crores 

and this fact brought down the two-way trade for 1986 to Rs.3600 crores from the level of 

Rs.4000 crores in 1985. Not only that, oil production in the USSR was also declined to 595 

millions tones in 1985 from 614 million tones in 1984. Some oil-producing and almost 

inaccessible areas such as Tyumen regions of Siberia increased the production cost of ciiF5. 

During this visit, Gorbachev offered 1.5 billion of rouble credit to India. But it was 

arbrued whether this credit was really necessary when India had a trade surplus with the 

Soviet Union. 

The problem of trade imbalance could not be resolved during the era of Perestroika. 

Because the Indian industries were oriented more towards the West, and were keen on 
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consumer durable and consumerism. Mere government imports could not balance the trade. 

Heavy maQhinery and technical services ceased long ago to be the principal component of 

exports of the Soviet Union to India, because India upgraded the composition and quality 

of its industrial infrastructure. Moreover, had India felt that the Soviet technology b~ing 

better one, it would not have asked Japan to update the Heavy Engineering Plant at Ranchi. 

On the other hand, India's GNP exports.as agricultural products, raw materials and other· 

finished goods as value added might reduce the trade gap but would not be in India's 

interest, because due to the product orientation of Indian in.dustries, imports from the west 

continued though with minor reduction26
. V.R.Panchamukhi27 remarked that with a view to 

solving the problem of trade imbalance, India should import more capital goods from the 

USSR. Since much of the import of capital equipments was in the private sector, the 

private sector would have to be induced to purchase more capital equipments which led to 

the question of the issue of price competitiveness, quality, post-purchase services of the 

Soviet equipments in relation to the other supporting countries in the market economies. In 

this context, the delegation of FICCI and ASSOCHAM during their visits to the Soviet 

Union in I 986, which were organised with official blessings to promote Soviet exports to 

India in order to balance the rupee trade with the Soviet Union, rightly pointed out to the 

Soviet authorities that the principal issue at stake in this connection was Soviet marketing 

in India. It was for the Soviet side to sell its products in the Indian market on a competitive 

basis and if the Soviet trading agencies were able to do so, the indian private sector would 

come forward keeping aside their ideology or other non-ecpnomic considerations28
. 

But private sector's decisions were based on their own fund of information, their 

own perceptions and most importantly access of credit facilities on competitive terms. The 

environment in the Indo-Soviet trade relations did not seem to have become very clear in 

this regard. Gorbachev' s domestic reform programme of Glasnost and Perestroika stipulat

ing that each Soviet enterprise which had received autonomy in its operations should bal-

. ance its earnings and expenditure on foreign exchange in each transaction, became the 

biggest constraint in striking trade deals. No mechanism emerged on the Soviet side which 

could facilitate each unit's balancing problems through appropriate band credit or other 

devices29
. 

N.D. TiwarP0 , India's former External Affairs Minister was reported to have pro-
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posed during his visit to Moscow in 1986 to prepare for Gorbachev's visit to India that 

Indo-Soviet trade should not be balanced on year to year basis since it could disrupt the 

smooth flow of trade and it should be attempted to be balanced in a longer period of time. 

In spite of all efforts, trade balance could not be restored, which is clear from the 

Table-l. 

Adverse trade balance is a regular feature of Indian economy. With It, in 1989, 

foreign exchange reserves were d~clining and thus mounted debt servicing burden. So it 

was remarked in 'Economic and Political Weekly' 31 that imports from the rupee payment 

areas, particularly the USSR should be stepped up. The USSR was not interested in export

ing crude oil, petroleum products, newsprint, nonferrous metals. It was however keen to . 

expand its exports of capital goods - power generation and transmission equipment, air

craft and aviation equipment, ships, machine tools, m.etallurgical machinery, mining ma

chinery, railway equipment, textile and jute mill machinery, etc. But the ~emand for Soviet 

capital goods was not forthcoming from the Indian private sector. Except for the power 

sector, and the steel sector to a lesser extent, Soviet credit financed equipment and machin

ery did not seem to be making much headway. Due to Soviet defence credits, for 1989, a 

trade turnover at Rs. 7000 crores was fixed, a 3 5% growth envisaged over the 1988 trade 

turnover figure of Rs.S200 crore. Besides increase in exports of traditional commodities 

· like tea and coffee, the Indian side was hoping to step up exports of engineering goods and 

ready-made garments by 50%. As in hard currency areas, engineering goods exports be

came stagnant or declining, much emphasis was placed on exports to the Soviet Union. . 

With the current stress of Perestroika on the Soviet consumer, there was much scope 

for Indian exports of consumer durable like washing machines, television sets, refrigera-. 
tors, hair dryers, electric irons and other electrical appliances32

. 

It appears from the DGCI&S data that the demand for the above consumer durable in the 

time of Perestroika, which is shown in the following table. 
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Table-II 

Export of Different Item..~ to tlze USSR (Rs.) 

Item ... 1988-89 89-9() 9()-9] 

Fan 172533174 192109575 161717460 

Washing 0 9007219 9796829 

Machines 

Sewing 4626521 11820504 34497152 

Machines 

Type Writer/ 10175 268786 15615028 

Word proc~ssor 

Electronic 0 3246078 1431937 

Calculator 

Computer 728701523 889455201 74943365 

Hair -dressing 94659 2611594 . 10846487 

aparatus 

Telephone 48665 1229845 16733090 

T.V.Set 51150873 122925910 29493350 ' 

Refrigerator 0 1287032 4782869 

Source: DGCI &S, Ministry of Commerce,' Government of India. 

In Gorbachev era, one particularly disconcerning aspect of some Indian exports to 

the Soviet Union was where the exported end products involved considerable hard cur

rency expenditure on imports and the domestic value added was low. There was a proposal 

to export one million colour TV picture tubes to the Soviet Union per year till 1995. This 

type of exports involved hard currency, as glass cells would have to be imported. 

Moreover, with the process of normalization of Soviet relations with China, in · 

Gorbachev era, India had to face competition with China in" the Soviet market, particularly 

with regard to commodities such as tea, textile fabric~, knitwear and engineering goods 

and so on. Moreover, the Soviet Union was reported to have played Pakistan card for secur

ing attractive terms for textile imports from India by which bargaining position of Indian 

textile was weakened33
. 
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(2) Switch Trade 

During the era of Perestroika, switch trade could not be stopped, but it was not 

permitted as per the trade protocol. Bibek Debroy and L.D. Mago34 said that although infor

mation on switch trading was difficult to get, but such instances were increasing at that 

period. Indian goods, bought under the rupee trade arran~ement and cleared for Soviet 

destinations had turned up in the west a:nd the gains were distributed between the Soviet 

importer and the India exporter. In order to clamp down on switch trading, the Soviet 

Union on March 1 1991, introduced a system of import licences for imports from India. 

These licences were issued strictly in conformity with the protocol and Soviet banks did not 

open letters of credit without the prior permission of a license by ~n importer. Debroy and 

Mago remarked that the, licensing system had increased 'red tape' and 'bureaucratic de

lays' and hampered India's exports to the Soviet Union since March 1991. 

(3) Technical Credit 

Technical credits were required under the bilateral payments framework when the 

surplus, on either side exceeded the planned surplus. In 1980s, India acquired huge amount 

of unplanned trade surplus in trading with the Soviet Union. So technical credits had to be 

extended, which were in 1991, estimated to be Rs.19000 mdlion. There was growing real

ization in the Ministries of Finance and Commerce that Indo-Soviet trade could not be 

carried out on the basis of technical credits provided by the government to the USSR to 

finance its imports from this country35
. It was argued that a resource-starved country like 

India was not in a position to continually extend technical credits for long time36
. 

( 4) Information gap 

Lack of trade information between the two countries continued to b~ a problem in 

the era of Perestroika. The setting up oflndo-USSR Chamber of Commerce and Indu~try in 

June, 1987 to some extend, bridged the information gap. 

Regarding Indo-Soviet trade, some other problems were there. Trade turnover did 

not increase at a faster rate in the 1980s. This is shown in Table-!. The balance-of-trade 

surplus, as a percentage of total trade turnover, increased markedly since 1986-87. The 

calender year figures shown in Table-HI do not contradict the above conclusion. Rather it 

shows surplus for all the years under consideration. 
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Table-IIJ 

Indo-Soviet Trade (Rs.in Crores) 

India's export India's import India's Surplus/deficit 

surplus/ as a % of total 

deficit trade 

1981 1410 1233 177 6.70 

1982 1269 1110 159 6.68 

1983 2102 1312 790 23.14 

1984 2278 1340 938 25.93 

1985 2117 1500 617 17.06 

1986 2183 1437 746 20.61 

1987 2614 1560 1054 25.25 

1988 3059 1788 1271 26.22 

1989 3575 1849 1726 31.82 

Source: 'IMF,Direction of Trade Statistics' in Issues in Indo-Soviet Trade, by Debroy, 

Bibek & Mago,L.D. 

Over the period 1980-81 to 1988-89, total trade turnover grew at an exponential 

rate of 0. 003 per cent. India's exports grew at an exponential rate of 7. 10 per cent. On the 

other hand, India's imports from the Soviet Union increased at an exponential rate of only 

1. 13 per cene7
. This shows that there was a stagnation in trade flows, particularly for im

ports from the Soviet Union. 

In the last part of 1990, seventy percent of Indian imports froni the Soviet Union 

were made by the public sector, whereas about 78 per cent of India's exports to that coun

try were made by the private sector. This declined in public sector investments in India 

resulted a decline in India's imports from the USSR. Side by side, India's public sector 

investment was made in those areas where the Soviet Union lacked technical expertise. It 

was in same way or other, injected in the minds of the private sector, that Soviet machinery 

and equipment were not of good quality. There was also another reason behind the private 

sectors' choice of western technology; the private sectors of India signed most of their 

accords of collaboration with USA and Japan. As increasing exports to India was a major 
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problem for the Soviet Union, so India's problem was. to manage the trade surplus. A part 

of India's balance of trade surplus was planned to have been utilised for repayments and 

interest payments on Soviet credits and for imports of defence materials. Though exact 

amount of surplus could not be known because it is difficult to obtain precise figures on 

supplies of Iraqi crude oil to India, still there was huge amount of unplanned surplus for 

which technical credit was extended to the Soviet Union at a rate of four per cent per 

annum till the balance was rectified. For the balance of payments crisis, the government of 

India increased the value addition requirements for all import- intensive items sold to the 

Soviet Union38
. For drug exports, value addition requirement increased from 33.33 per cent 

to 233.33 per cent. It was decided in 1991, before the coup, that colour picture tubes-would 

be imported from the hard currency area and exported to the Soviet Union for rupees. The 

Soviet Union would have got Japanese-licensed electronic goods at no hard currency cost. 

But this would have led the Indian balance of paymen~s to a further crisis. Thid crisis was 

analyzed beautifully in article "In Weston Saga, Indo-Soviet Trade will be the Greatest 

Casualty" published in 'The Economic Times' just before the ill-fated coup in 199P9. 

In the era of Perestroika, some dislocations cropped up in the external trade sector 

of the USSR. Since 1987, trade was conducted on the basis of personalised contacts and one 

to one links, which created an atmosphere of uncertainty. Indian exporters were put in 

difficulty to identify whom to exports their goods in that country. A good number of au

tonomous foreign trade organizations were reluctant to operate within the framework of the 

rupee trade arrangement. Due to reform in the Soviet external trade sector, self-financing 

was applied to the foreign exchange requirements of individual enterprises of the USSR, 

which led to a demand for counter-trade on the part of selected Soviet enterprises for their 

Indian counterparts40
. According to this new system, balancing was required to be done on 

a deal by deal basis. Here lies the difference between bilateral clearing arrangements be

tween the two countries which i~plied another type of.counter-trade with balancing on the 

aggregate and self-finencing. Under this new arrangement, the Indian enterprises had to 

face immense difficulty as they were to balance the aggregate of the deals over a specifeid 

time period. 

Economic Cooperation 

During Gobachev era, the pattern oflndo-Soviet economic cooperation was changed. 

With Perestroika and Glasnost, the Soviet Union had thrown open the country to foreign 
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investment. The process ofliberalization led to a great deal of changes in th~ Soviet economy 

and polity. The system of command management of the economy made way for decentrali

zation with the right to enterprises to 'negotiate trade deals d'irectly with foriegn party. Joint 

ventures were started between India's private sector and Soviet enterprises. One problem of 

the joint ventures was the repatriation of rouble profits of the Indo-Soviet join ventures. in 

the Soviet Union41
. Gidadhubli narrated the Indo-Soviet join ventures as the 'new form of 

Soviet economic cooper~tion with India's private sector'. At the initial stage, this new 

forms of cooperation did not progress at a satisfactory pace, because many of them were 

b_~ing removed as the economic reforms in the USSR were being implemented which in

volved financial and economic self-reliance of industrial enterprises, rights of direct pro

ducers and consumers to enter the foreign market. Of late one more factor came in the 

Indo-Soviet cooperation which was the participation of Indian firms in the construction of 

projects in the Soviet Union42
. India built a good number of hotels in Tashkent, Bukhara 

and Samarkand. 

During his visit to India in November 1988, Mikhai.l Gorbachev remarked that So

viet Union was examining proposals for the establishment of 54 Indo-Soviet joint ventures 

- 36 in India and 18 in Soviet Union. There were 67 proposals for production co-operation. 

The Government of India approved only 26 proposals for foreign collaboration with Soviet 

organisations within 1984-89. Under Perestroika, Soviet Union was trying to .link Indian 

exports of jute goods to import of jute mill machinery, e.g.hessian looms. ln textiles, the 

Soviets were offering low prices and easy credit facilities for the purchase of their STP 

looms and open end spinning machines, but there seemed to be few takers. 

The year 1979 was earmarked as the beginning of Soviet economic cooperation 

with the Indian private sector. The Sixth meeting of the Chambers of Commerce of the two 
I 

countries in September, 1985 proved a turning point in this process. 

From the point of veiw of Indian private sector's interests ,transfer of technology 

took place in four major areas43
: high priorities areas, expof! oriented or import substitution 

industries, energy saving industries. Indian private sector had shown greater interests in the 

areas of Soviet machinery and technology specially in Soviet jute and textile machinery. 

Other areas oflndian private sectors interest were food preservation anddehydration, juices, 

electrical transmission, transducers, solid state relays, RF heating system, process control 
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equipment for textile industries, tranformers, .electric motors and starters, fans, electrical 

substation, ~witch yards, sugar mill machinary etc. It was viewed by same economist"14 that 

without vigorous efforts by the Indian private sector, two-way trade could not be increased 

to a substantial lavel. In 1988, 85 percent of Indian goods were delivered to the USSR by 

private companies; at the same time their share in purchase:; of Soviet goods was less than 

I 0 percent which was not economically logical in terms of their high business potential. 

Speaking at the symposium on "Restructuring of Soviet Economy and its Probable; 

Impact on Indo~Soviet Trade and Economic Cooperation" organised by the Indian Mer

chants' Chamber, in Bombay on November 27,1986 Dr~R.G.Gidadhubli, Director, Center 

for Soviet Studies, University of Bombay, sug.gested for promotin9 trade and cooperation 

between the two countries, greater participation of private sector for joint ventures, diversi

fication in trade and Third World country exports45
. 

In the field of science and engineering, Indo-soviet cooperation played a vital role 

in strengthening political, trade and economic ties between the two countries and in futhering 

their sci~ntific and technical progress46
. One of the great events of scientific cooperation 

was the joint Indo-Soviet space flight. The scientists of the Institute of High Temparatures 

of the USSR Academy of Sciences helped India complete ~he first magnetohydrodynamic 

power plant in Trichi. Scientific agriculture in India was developed to a large extant with 

the help of the USSR. The Comprehensive Long-term.Programme of Scientific and Tech

nical Cooperation between the USSR and India was signed in Moscow in July,1987 by 

M.S.Gorbachev and R.Gandhi . The Programme consisted of two big blocks. The first 

defined eight priority projects and t~ends of particularly great importance for accomplish

ing scientific and practical tasks. These priorities included bio-technology and immunol

ogy, new materials, catalysis, laser science and technology, creation of new synchrotronic 

radiation sources, technology of searching for water, as well as computers, electronics and 

space research. Second block consisted of joint fundamental research programme in some 

fields of science47
. 

The signing of the "Agreement on basic Directions of Economic, Trade, Scientific 

and Technological Cooperation for the period up to the year ~000" and the" Agreement on 

Economic and Technical Cooperation between USSR' and India" in May, 1985 by 

MR.Gorbachev and Late Rajib Ghandhi marked an important step in furthering the coop-
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eration between the two countries48
. The first agreement was aimed at development and 

strengthening of economic cooperation through joint efforts for the introduction of ad

vanced technology, attained of higher levels of production and labour productivity, 

. modernisation and re-tooling of enterprises, building up of new projects in the fuel and 

power sectors to begin with, training of technicians, development of new types of equip

ment and production processes and drawing up of industrial research programmes. In No

vember 1985, another coal agreement was signed for the period ending 2000 AD; and 

deferred payment arrangements for commercial deals were extended for the period 1986-. 
90 (15% down payment and 20 monthly instalments) as the Soviet credit and assistance for · 

a number of specific projects to the extand of 1000 million roubles were fixed. In-order to· 

boost Indo-Soviet economic cooperation, some measures envisaged were: joint ventures 

and production cooperation. The USSR offered massive credits to India in 1985, 86 and 87 

for development projects. Unfortunately thses credits were not fully utili'sed as India lacked 

the necessary rupee resources for carrying out the. necessary infrastructural investments. 

For the establishme~t of close contacts with India's national and regional state organisations, 

associations, chambers of commerce and indusdry, research and information centres, banks, 

certain firms and "export" and trade houses, Business Cooperation Association was set up 

in July 1988 in Moscow. This Association was an independent self-supporting organiza

tion. Its practical activity was based on expanding the mutual trade turnover by including 

new porducts of Indo-Soviet cooperation. 

During Gorbachev's visit to India in November 1986, an agreement on economic 

and technical cooperation was signed. Again, during Rajiv Gandhi's visit to the USSR in 

July 1987, a comprehensive Long-Term Programme of Scientific and Technical Coopera

tion between the USSR and India was sgned. First stage of Vindhyachal thermal power 

station having capacity 1260 MW and Vishakhapatnam iron and steel works was commis

sioned in 1988. 

In November 1987, the former chairman of the USSR Council of Ministers 

N.I.Ryzhkovs visited India. By all these visits and thereby agreements signend, the USSR 

helped India in the construction of the Kahalgaon Thermal Power Station and one more 

thermal power station with a capacity of 840 MW each, a number of major projects for the 

extraction of cooking and power coal, Tehri hydro-power complex, Kamal oil refinery, and 
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the oil pipeline in Chaksu-Karnal gee-exploratory works on contract basis for oil and gas in 

Gujarat, Tamilnadu, West Bengal; reconstruction and modernisation of the steel smelting 

and rolling facilities at the Bokaro Steel Plant. The former Minister of Energy and Commu

nication, Sri V asant Sathe and the Former Soviet Deputy Prime Minister MR. V.M.Kamentsev 

took decision in a meeting in New Delhi on April 28,1988, to set up expansion stage of the 

Vindhyachal super thermal power project consisting of two units of 500 MW each49 . 

The year 1987, year of the 70th anniversary of the Great October Socialist Revolu

tion, the 40th anniversary of the independence of the Republic of India and the establish

ment of diplomatic relations between the two countries, and also the 15th anniversary of the 

Treaty on Peace, Friendship and Cooperation between the USSR and India, became a bea

con of light in the large-scale progressive transformation in the history of l~do-Soviet trade 

and economic ties50
. In April, 1987? the USSR and India signed a long-term Programme of 

Production Cooperation upto the year 2000. The official visit ofN.I.Ryzhkov, former chair

man of the USSR Council of Ministers to India in November 1987 was important for trans

lating into reality the top-level accords signed earlier. During Ryzhkov's visit to India, a. 

series of important documents were signed. One of them was an agreement on continued 

economic and technical cooperation providing for Soviet assistance in constructing an 840 

MW thermal power plant, an oil refinery in Kamal and a 345 kilo-metr,e long oil pipeline 

of six million ton capacity between Chaksu and Kamal. 

There was world-wide interest in setting up of joint ventures on Soviet territory 

under liberalised procedures and regulations announced by the USSR in the era of Perestroika 

arid Glasnost. India also came forward particularly in the service sector and in consumer 

items sector. In 1990, new vistas of economic cooperation between India and the USSR 

were opened up by the way of joint ventures and productio'n cooperation . 

Indian firms built hotels in Samarkand, Bukhara and Taskent. The USSR invested 

in India in the fields of magnetic ferrite, computers, electronics component, transportation 

services and transfer of technology to Indian firms. Similarly, India invested in the USSR 

in the fields of staple fibre, polyester, filament yarn, pulp, newsprint, paints leather goods 

etc. 
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CHAPTER- Vl 

CAUSES OF DISINTEGRATION OF THE USSR 

August 19-21, 1991 marked the end of communist rule and the dissolution of the 

Union of Soviet Socialist Republic into sovereign national states. In April, 1991, President 

Gorbachev initiated what has been termed as the NOVO OGAREVO process in which he 

sought to persuade the republics to come together in a union under new Union Treaty1• 

Many of the Republics agreed to sign the new union Treaty on August 20, 1991. But this 

move was pre-empted by an attempted coup by a group of political leaders on August 19 of 

the same year. These August developments have been earmarked as a turning point in the 

history of Russia. The coup fizzled out within seventy-two hours and Mr. Gorbachev who 

had been placed under preventive custody returned to Moscow in his capacity as the President 

of the Soviet Union. President Yeltsin of the Russian Federation displaying courage and 

qualities of leadership played a crucial role in bringing about the collapse of the coup. The 

restoration of constitutional order following the abortive coup marked the victory of 

democratization process. 

A number of western scholars made different comments on the August coup. 

Anatole Shub2 designated this coup as the Fourth Russian Revolution. He said, "The drama 

of August 1991 marked a significant dimax of the fourth Ru~ian revolution of this century ... 

11 other three revolutions, he mentioned, revolution of 1905 which gave Russia a semi

constitutional regime including an elected parliament, the state Duma; revolution of February 

1917 which overthrew tsarism and briefly made Russia "the freest country of the world"; 

and Lenin-Trotsky coup of October 25.1917 -which was officially labelled as the Great 

October Socialist Revolution. Anders Aslund3 is of the opinion that the Soviet Union changed 

fundamentally after the abortive coup of August 1991. He indicated three changes in the 

Soviet Union. First, with the coup, communism died both as an ideology and as a party, but 

communist prejudices; ignorance, administrative patterns, and other practices persisted. 

Second, the Union was utterly discredited. Leaders of the government, the CPSU, the military, 

and the KGB participated in the coup. Third, the coup was defeated by the democratic 

forces, but the society remained so undeveloped that this victory of the democratic forces 
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would not have any lasting influence. William E. Odom4
, Director of National Security 

Studies, Washington DC, considered the August coup "as momentous for Russian history 

as the February Revolution in Pctmgrade in 1917 m· Genom! Luvr Kornilov·~ ltbot'tivc coup 

in August of the same year." He also maintained that the coup seemed to mark the end of an 

imperial regime and signal a new opportunity for liberal democracy to develop. Mark R. 

Beissinger5 wrote about coup,"The August coup must be understood primarily as a 

nationalities crisis -indeed, the final nationalities crisis of a decaying and exhausted political 

order". Sharat G. Lin 6 said that the former Soviet Union had disintegrated not only as a 

superpower but as a nations. And the most important opinion that he placed was, that with 

the disintegration of Soviet power, deterrence and the global power balance are gone. 

One month before the August coup, Indian·economy was redesigned with 

some unprecedented changes. The government of lndi~ announced a new industrial policy 

on the floor of the parliament on July 24, 1991. It marked a sharp departure from the earlier 

policy drawn within the framework of the Industrial Policy Resolution, 1956. According to 

Jagdish BhagwatF, the process of liberalisation began in the mid-seventies has got fillip 

with the announcement of the New Industrial Policy in 1991. And it entered a new phase of 

what has been described as "reform by storm" that supplants "reform by stealth" of the last 

of the 1970s, and "reform with reluctance" during the second half of the 1980s. The change 

that occured in earstwhile USSR has a direct impact on the Indian economy, as historically 

both the countries are economically interdependent; specially when Indian economy has 

been reshaped. 

Theoretical Framework of Soviet Economy: 

From the point of view of Marx·s fundamental materialist categories, Soviet 

economy can be characterised by four approaches, viz., socialism transitional, economy 

between capitalism and socialism, economy neither socialist nor capitalist and capitalist 

economy8 . From the beginning of the middle of 1930s, right upto the dissolution of the 

Soviet system, the economy of the USSR was presented by its spokesmen as socialist. It 

was also claimed that the corresponding society was the realisation of the 'first phase of 

Communism' in the sense of Marx. The main characteristics of socialism, claimed, are 

public or state ownership of the means of production, centralised control, planned economy, 

distribution of consumer goods through exchange against different wages. Mr. Paresh 

177 



Chattopadhyay9 mentioned the name of some writers, viz., B. Rizzi, M.Shachtman, M.Djilas 

who considered Soviet Union as a "transitional society between capitalism and socialism". 

This "transitional society" thesis was originally elaborated by Trotsky. Later on E.MandeP 0 

clarified it. According to him, the USSR could not be accepted as a socialist society given 

the extreme bureaucratic degeneration. Originally these bureaucrats exploited power by 

controlling the state which owns the means of production. Again, the Soviet Economy 

could not be considered as capitalist one, because there was state ownership of the means of 

production, centralised economic planning and state monopoly of foreign trade together 

with the suppression of the right to private appropriation. There was neither generalised 

commodity production nor the sale of labour power as a commodity. From another. angle 

this view is of Non-Socialist -Non-Capitalist (NSNC) school.A series of radical thinkers 

upholding the NSNC position argued that the Soviet economy was of a new type with a new 

mode of production. 

Capitalist thesis advanced by Ch Bettelheim 11 consists of two distinct phases. 

According to him, the Soviet economy in the course o_f the construction of socialism, was 

transferred into 11 state capitalism". The workers did not contra l the means of production, 

they were simply wage-earners. The industrial as well as agricultural enterprises were 

administered by the directors appointed by the state authority who command the worker .. 

Under the package of economic plans the employment of means of production was determined 

by the laws of capital accumulation where the means of production appeared as "collective 

capital directed by the state bourgeoisie" 12
. Later on, Bettelheim slightly ~hifted his opinion 

and designated the Soviet economy as "party capitalism" under a "party bourgeoisie" to 

distinguish it from "state capitalism" in other countries where the party does not play as 

central role as in the USSR. 

According to Sweezy13, there are three characteristics of the economic foundation 

of capitalism: 

(i) private capitalist ownership of the means of production, 

(ii) competing character of seperately existing units of social total capital, and 

(iii) propertyless wage labourers producing bulk of the commodities 
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In the Soviet type societies, of the three above-mentioned characteristics, according 

to Sweezy, the first two had been eliminated there while the third was retained "with a 

significant difference", viz. guaranteed full employment of labourers 14
. There are some 

other writers like Cliff and Dunayevskaya who believe in capitalist thesis. According to 

them, there was an absence of competition of capitals in the Soviet Union. Cliff1 5 denies 

the existence of the law of value and hence of competition of capitals in Russia·s "state 

capitalism 11 on th.e strength of the abolision of individual private ownership of the means of 

production and advances the strange logic of this "state capitalism" being still subject to 

competition only in context of world capitalism. Thereby he ignores Marx·s totality

singularity dimension of capitaP 6. Dunayevskaya17
, on the other hand, seems to deny the 

said competition on the strength of the absence of individual legal titles to property in the 

means of production and the existence of central planning in Russia. Another scholar 

Bordiga18 observed Soviet economy since October revolution; he divides it into two parts: 

first it is politically socialist, because it is led by the proletariat and economically capitalist, 

because l;Jasically it is anti-feudal. 

SOVIET ECONOMY 

Mikhail Gorbachev came to 'power in March, 1985·. The economic stagnation that 

·characterised the last years of Leonid BrezhneV's leadership was converted into a serious 

crisis of the economic decline in the USSR under Gorbachev era. The deteriorating state of 

the economy was not only the major worry that Gorbachev had to face on coming to power 

in 1985. American Sovietologist, Marshall Goldman lists a number of other problems that 

he had to confron~, viz., Chernoby which was soon followed by massive earthquakes in 

Armenia and Central Asia. This was combined with a series of droughts accompanied by 

excessive heat and premature cold which had a negative impact on the Soviet harvest 19
. 

Under Gorbachev era, Soviet national income did not fall, it remained stagnant . Of the 

total labour force, the rate of unemployment was about 4 per cent . Until 1989, inflation 

was insignificant, the loss of mandays of works was limited to 7.3 million. The Soviet 

economy was, according to Janos Kornai·s words, 20 an economy of shortages. According to 

All-Union Scientific Research Institute for the study of the Population·s Demand for . 
Consumer Goods and Trade Cycles (VNllKS) attached to the USSR Ministry oftrade21

, in 

1983, the general availability of basic foodstuffs was 90 per cent and it fell to 22 and 
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ultimately to 11 per cent in the middle of 1990. About 97 per cent of 1200 basic consumer 

goods was never available for the sale-counters. Anders Aslund22 observed that in autumn 

1990 virtually no product was available. 

This type of shortage in Soviet economy prompted rationing system which increased 

transaction costs. Shortage has also another consequence, when shortages grow worse, the 

stocks of inputs soar, while the stocks of finished consumer goods plummet. The ratio of 

stocks of inputs to stocks of finished goods in Soviet Russia rose from 4. 7 in 1985 to 6.2 in 

1989. 

For a long time, in Soviet Union, a standard black -market exchange rate was five 

roubles to one dollar. And, suddenly, in 1990, this rate increased to 20-30 roubles to one 

dollar. On the other hand, the devaluation of the rouble was tracked more officially at the 

Moscow currency auctions that started in November 1989. The auction rate for dollars 

doubled in a year. This is shown in Table -I 

Table-I 

Rouble/Dollar Exchange Prices at Moscow Currency Auctions 

Date Rouble/US$ 

Nov. 3,1989 9.5 

Jan. 17,1990 10.6 

Feb.21, 1990 12.6 

April.5,1990 14.1 

May. 10,1990 16.4 

June.22, 1990 21.0 

July. 19,1990 24.3 

Agust. 3 1, 1990 23.2 

Oct. 9,1990 22.6 

Nov. 15,1990 20.9 
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Source: Economika (Moscow) various issues; The National Economy of the USSR from 

1985 to 1989 in Aslund23 article. 

In urban areas, prices at the private markets rose by less than 1 per cent between 1985 

and 1988. But it jumped by 9.5 per cent in 1989 and again it went up by 29 per cent in 1990. 

This reflects the tacit inflationary pressure that existed at the end of erstwhile USSR, while 

officially inflation reached only 2 per cent in 1989. The" Izvestiya" maintained that inflation 

in 1990 was likely to be at least 18 percent24 
. This high rate of suppressed inflation made 

the people disinterested in working for money, insteasd, they demanded hard currency or 

commodities. This may be described as an extension of Greshams law of good money 

driving out bad money- in this case, commodites were driving out roubles25
. 

An international inter-agency study of the Soviet economy26 has contributed significant 

new information regarding the money supply in the Soviet economy.This can be shown in 

Table-II. 

Table-II 

Money and Credit in the Soviet Economy 

(growth during given year in%) 

Year 1981-85 1986 1987 1988 1989 1990* 

Currency 6.0 6.1 7.8 13.6 19.5 21.5 

M2** 7.5 8.5 15.7 14.1 14.8 15.3 

of which 

Households 7.2 9.4 9.8 11.3 15.0 13.5 

Enterprises 8.7 5.5 32.6 22.5 14.5 20.2 

· Total credit 8.7 4.2 6.6 11.3 11.2 10.9 

*Estimated 

**Cash +demand deposits 

Source: TMF- IBRD-ORCD-EBRD Report. Dec. 1990. & Ausland2
" 
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Since 1988, all forms of the money supply have accelerated faster than planned. Credits 

grew less rapidly than the money supply. The most obvious cause for the expansion of the 

money supply, however, is that monetary incomes surged beyond control. Table-lll indicates 

that the year 1988 represented an important turning point, as monetary income of the 

population rose by 30 billion roubles compared to the previous rate of about 10 billion 

roubles a year. Wages were not increased due to trade union movement or labour 

productivity. But the management decided to increase the wage rate mainly because of 

taking advantage of new flexibility afforded by the Law on St~te Enterprises in 1988, to 

cope with an overheated labour market. 

Table-III 

Monetary Income of the Soviet Population, 1985-90(billions of nominal roubles) 

Year 1985 1986 1987 1988 1989 1990 

Total income 419.7 434.8 451.6 493.5. 558.0 652 

Remuneration* 330.1 339.5 351.5 381.1 430.3 486 

Social benefits** 89.6 95.3 100.5 112.5 127.7 166 

(annual increase per cent) 

Total income 3.6 3.6 3.9 9.2 13.1 16.9 

Remuneration 3.2 2.8 3.4 8.5 12.5 13.5 

Social benifits 5.2 6.4 5.5 11.9 13.0 20.0 

@Because of rounding, total income sometimes differs from the sum of remuneration and 

social benefits, 

*Includes salaries and wages from the state and co-operative sectors as well as private sales 

of agricultural product to the state and co-operative sector.· 

** Primarily pensions, but also other large flows 

Source: same as Table-11. 

The cost-push inflation caused by rising wages was a major element in the crisis of 

pre-coup Russia. Since 1985, social benefits grew faster than wage increase. In 1990 it 
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suddenly jumped to 20 per cent. It was because, the newly elected Supreme Soviet in 1989 

introduced some popular devices by increasing social benefits, e.g. pensions. 

Shortages imply that people receive more money than they can spend. Table-IV shows 

that supply of goods and services would not be matched with the inerasing demand of the 

population by their increasing monetary income. 

Table-IV 

Monetary Expenditures and Savings of the Soviet Population (1985-1990) 

(billions of nominal roubles) 

Year 1985 1986 1987 1988 1989 1990* 

Total purchases** 347.3 356.9 367.8 394.4 431.7 49.3 

Direct taxes and 48."0 49.9 51.7 57.3 64.5 71 

social fees \ 

Savings*** 24.3 28.0 32.0 42.,9 61.8 75 

of which 

Bank deposits 20.1 23.9 26.1 32.7 45.2 53 

Residue*·*** 4.2 4.1 5.9 9.2 16.1 22 

(expenditures and savings as perfect shares of total monetary income) & . 

Total purchases 87.2 82.1 81.4 79.9 77.4 77.1 

Direct taxes and 11.4 11.5 11.4 11.6 11.6 11.2 

social fees 

Savings 5.8 6.4 7.1 8.5 11.1 11.7 

*Estimated 

* * Purchases of commodities and services from the state ~nd co-operative sectors 
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***Calculated as a residue: total monetary income minus purchases, direct taxes, and social 

fees. 

Includes also state sales of bonds and securities. 

****Excess of monetary incomes over expenditures and savings , which should equal 

increases in the holding of cash. 

& Because of rounding, figures do not ala ways add up to I 00 per cent 

Source: Same as Table -Ill 

One involuntary tendency in saving rate is seen in Table-IV. In 1985, the saving 

rate of households was 5.8 per cent and this was increased involuntarily to 12 per cent in 

1990; and ~he involuntary portion 2s was due to imbalance and represented as excess de

mand. What more dangerous trehd was that the people wanted to hold the involuntary 

savings in liquid form which could have aggravated the problem of 11 Hot Money 11
, i.e. 

excess demand. In June, 1990, total bank deposits actually declined , inspite of increasing 

interest rate to 4 percent. The reform programme of the Gorbachev era gave a type of 

liberty to the enterprise in 1988, since then the leakage of enterprise funds has added a 

couple of percentage points to the volume of currency each year. This is shown in Table -

V. 

Table- V 

INCREASE IN CURRENCY IN THE USSR, 1985-90 

(billion of nominal roubles) 

Year Annual increase Ol'er.flow .from enterprise accounts* 

1985 4.1 

1986 3.9 

1987 5.9 

1988 11.8 

1989 18.4 

1990 28.0 

* l11e overflow from enterprise accounts is a highly tentative calculation. 

Source : Same as Table- lll 
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At the end of 1989, enterprise funds of 11 account money 11 comprised 114.4 billion roubles. As 

there was no allocation orders, enterprises were not in a position to use this fund from back 

accounts for any ordinary purchases.' Naturally, this was converted into hot surplus money 

of little value for enterprises 29
. By autumn, 1990, there was a firmly established market 

exchange rate between enterprise account money and cash, amounting to 0.30 rouble in 

cash for one account rouble. 30
· Anders 31 also calculated 11 rouble overhang 11 on the basis of 

the quantity theory of money from the share of liquid assets in total household income. If it 

was assumed that the share had remained constant since the 1970's , when the rouble over

hang wa& slight, then the total figure of rouble stood at 250 billion. William Nordhaus32 

concluded that at the end of 1989, a 50 percent increase in the general price level would be 

required to eliminate this overhang. 

The Soviet government used to deny the exist~nce of budget deficit.But, in Octo

ber, 1988, it was Soviet Finance minister Boris Gostem who for the first time admitted the 

existence of a huge deficit in the budget for 1989. A combination of Soviet data and west

ern analysis has focused on the picture of budget deficit in the Soviet Union. This is shown 

in Table- VI 

Table- VI 

USSR STATE BUDGET DEFICIT- 1980-90 

Year Billions nominal roubles 

1980 17.9 

1981 15.1 

1982 21.3 

1983 15.9 

1984 14.9 

1985 18.0 

1986 47.9 

1987 57.1 

1988 90.1 

1989 91.8 

1990 100.0 

Source: Same as Table- TTl 
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ln 1990, budget deficit touched I 00 billion roubles. lt is interesting to note that, budget 

deficit jumped from 18 billion roubles in 1985 to 47.9 billion roubles in 1986, Upt() 1985, 

budget deficit was 2 to 3 per cent of the total GNP. In.1986, it suddenly rose to 6 per cent 

and ultimately it touched the double figure in 1988 and sustained it in 1990,also . It can be 

concluded from this fact that with the introduction of Gorbachev era and his Perestroika, 

Budget deficit went beyond control. The 12th Five-Year Plan earmarked the year 1986-90. 

It was Mr. Gorbachev who sent back the draft plan thrice for correction with a view to 

getting higher targets of growth and ~nvestment and ultimately this revision engendered the 

increase of fiscal imbalances. 

Another setback that the Soviet economy suffered in Gorbachev era was the de

crease in investment. This is shown in Table VII. Gorbachev economy followed a peculiar 

policy. On the other hand, he was decreasing investment expenditure through state budget, 

on the other, he increased consumer subsidies. 

Table- VII 

USSR STATE BUDGET EXPENDITURE- 1985-90 

Year 1985 1986 1987 1988 1989 1990 

G.N.P. 777.0 798.5 825.0 875.4 924.1 950 

Total State 

expenditure(TSE) 386.5 417.1 430.9 459.5 482.6 488.2 

Investment(!) 70.0 80.0 80.0 69.2 64.2 40.5 

Consumer Subsidies(CS) 58.0 65.6 69.8 89.8 100.7 110.5 

Food subsidies (FS) 56.0 58.0 64.9 66.0 87.7 95.7. 

Social Insurance & 

Health Care (SIHC) 83.6 89.3 94.5 102.5 105.5 117.2 

(State expenditure as percent of GNP) 

GNP 100 too· 100 100 100 100 

TSE 49.7 52.2 52.5 52.5 52.2 51.4 
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9.0 10.0 9.7 7.9 6.9 4.3 

cs 7.5 8.2 8.5 10.3 10.9 11.6 

SLHC 10.7 11.2 I 1.5 11.7 11.4 12.3 

Source: Same as Table -lll 

investment finance through the state budget fell from 80 billion roubles in 1986 to 40.5 in 

1990, i .e.a fall from 9 per cent of GNP to 4.3 per cent . And in 1985, consumer subsidies 

were 56.0 billion roubles which rose to 110.5 billion roubles in 1990. This indicates a rise 

from 7.5 per cent of GNP to 11.6 of GNP in the mentioned years. Another peculiar policy 

followed in the Gorbachev era was abou the entrepreneurs. Goldman 33 cites the example of 

the law promulgated on July 1,1986 which banned receiving 1unearned income 1 from the 

sale of products grown by somebody else. Another decree instituted on May 1,1987, legalised 

the establishment of individual, family and co-operative business. According to Goldman, 

the 19871aw sought to expand what the 1886 law sought to ban. This caused confusion and 

hesitation among would-be enterpreneurs and this surely had a negative impact on the 

economy. State revenues were also in diminishing trend. From 1985 to 1988 , government 

revenue as share of GNP fell by 4.7 percentage poi~ts, although they grew slightly in 

absolute terms. This is shown in Table-Vlll. 

Table- VIII 

USSR State Budget Revenues - 1985 -90 

(billions of nominal roubles) 

Year 1985 1986 1987 1988 1989 1990 

G.N.P. 777.0 798.5 825.0 875.4 924.1 950 

Total State 

Revenues(TSR) 372.6 371.6 378.4 378.9 401.9 428.2 

Enterprise Taxes (ET) 119.5 129.8 12:] .4 1 1 9. 6 1 1 5 . 5 122. 6 . 

Turnover Taxes(TT) 97.7 91.5 94.4 101.0 111.1 121.9 
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Foreign Trade Tax (FTT) 71.1 

(State revenues as per cent of GNP) 

GNP 

TSR 

ET 

TT 

FTT 

Source: Same as Table-III 

100 
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8.4 
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100 
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100 
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100 
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Two major factors are responsible for the fall fo state revenues34
: falling 

alchohol revenues and falling revenues from oil export. Anti-alcohol campaign moved un

der Perestroika invited economic disaster. The campaign against alcoholism and reduction 

in consumer goods imports resulted in a significant decline in turnover tax collection from 

103 billion roubles in 1983 and 1984 to all time low of 91.5 billion roubles in 1985. Only in 

1986, there was a decline of 8.2 billion roubles in alcohol sales. Another important thing is 

foreign trade tax which declined since 1986 and finally it stood at 6. I percent of GNP in 

1990 from 9.1 per cent of GNP in 1985. Asters35 divided the total years under Perestroika 

into two parts. During the first three years of Perestroika, he detected two major causes of 

monetary and financial imbalances mentioned above. In toe secood stage of Perestroika, 

from 1988, the Soviet economy entered a truely severe crisis. There are three reasons for 

this crisis: first, state enterprises followed the policy of wage-hikes to compete scarce 

labour suppressing the price increase. Secondly, social benefits rose even faster than wages 

mainly because of political populism. Thirdly, the government perpetuated the inflationary 

budget deficit by limiting enterprise taxes without cutting expenditures. 

Administrative stalemate was there. The ministerial powers were restricted and staffs 

were reduced by 46 per cent between 1986 and 1989. Administrative stalemate was aggra-

. vated by Glasnost and democratization , which contributed to a rise of national dissention 

and seperatism. By the end of 1990, all 15 union republics, other some parts had declared 

themselves indepedent or sovereign,. and were pursuing policies of economic autarky. Un

der Perestroika, Soviet foreign trade performance was miserable. With the west, Soviet 
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foreign trade was characterised by m'assive deficits. This is shown in Table-IX 

Table- IX 

SOVIET TRADE WITH THE WEST-1984-1990 

(billions of currency roubles) 

Year Soviet export.-.· Soviet import.-.· Balance 

1984 21.4 19.6 1.8 

1985 18.6 19.3 -0.7 

13.1 15.9 -2.8 37.4 

13.9 0.3 40.3 39.2 

1988 14.7 16.3 -1.6 

16.4 20.5 -4.1 50.6 

1990 17.4 20.2 -2.8 

* BIS/OECD assessment 

* * Date provided by the Soviet authority 

Source: Same as Table -III 

Gro.'i.'t'*deht. Gro.-.·.,·**deht 

to west 

25.6 

31.4 

31.4 

41.7 

54.0 

na 

from west 

na 

28.9 1986 

198714.2 

43.0 1989 

52.2 

(biiiions) 

Soviet gross debt to the OECD area doubled from US $ 25.6 billion at the end of 

1984 to $ 50.6 billion at the end of 1989, and in hard currency, this debt was 36 biiiion 

roubles in 1989. In 1985, Soviet oil production feii; which ultimately caused a reduction in 

oil export to the west and in 1986, world market price of oil decreased. The result was a· 

decline in Soviet exports to the extent of 39 per cent to the west within 1984 and 1986. In 

1989, Soviet exports to the west had only reached 77 per cent of their level in 1984. On the 

other hand, Soviet government followed a vigorous import policy. Initially, it reduced its 

imports consequent upon its fall in exports upto 1987. Since 1987 upto 1989, Soviet imports 

grew by 4 7 percent and thus increased the foreign debt by $10 billion to the west . And 
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more interesting feature is that both the import reduction as :well as expansion policies were 

criticised by reformers. Some factors of production fell in 1989, e.g. energy production 

declined by 0.7 percent, the volume of transported goods 1.9 per cent, and employment 1.5 

percent. And net marginal product (NMP) declined by about 3-5 per cent in real terms for 

that yearJ6
. 

By 1990, a basic issue cropped in whether the Soviet Union would even survive and 

if so, in what form. In November, 1988, Estonia became the first republic to declare its 

sovereignty. On March 11, 1990, the Supreme Soviet of Lithuania claimed the" Restoration 

of the Independent Lithuania State". And in October, 1990, Gorbachev effectively broke 

his alliance with Yeltsin and the reformers and then embraced the conservatives37• At the 

same time five union republics had declared themselves independent. These republics are 

Estonia, Latvia, Lithuania, Georgia and Armenia. Other ten plus most autonomous territories 

had declared themselves sovereign. Even two parts of Moscow as well as some enterprises 

called themselves sovereign . In this juncture, on November 17, 1990, a far, reaching 

constitutional changes were made by Gorbachev3~ . There was a drafting of new union 

treaty in order to replace the treaty of 1922. And this treaty was finally published in late 

November 199039
. 

While the process of disintegration started, the republics were on the verge of their 

independence, two types of activities were there: changes in policy apparatus and a parade 

of programme. In the first category, when it was understood that Perestroika was a complete 

failure, the State Commission on Economic Reform under the USSR council of ministers 

was established on July 5, 1989, under the chairmanship of Abalkin, Deputy Prime Minister. 

In January, 1990, Nikolai Petrokov was appointed Gorbachev's personal economic advisor. 

In March, 1990, Gorbachev was elected President by the Congress of Peoples' Deputies. 

He was appointed indirectly. He appointed a Presidential Council which included academician 

Shatalin. Gorbachev's obvious intension was that he, his c~mncil and its apparatus should ' 

co-ordinate economic policy. On September 24, 1990, the Supreme Soviet gave him such 

power. 

In the second part, a parade ofprogrammes was taken to revive Soviet economy. In 

October, 1989, the Reform Commission chalked out a programme , " Radical Economic 

Reform: Immediate and Long-term Measures" what was popularly known as 'Abalkin Pro-
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gramme'. This programme opted for full-fledged market economy, broke with a whole 

range of communist taboos. On December 13, 1989. Prime Minister Ryzhkov presented a 

programme "Efficiency Consolidation Reform -the Road to a Sound Economy "40 . This 

programme was an attempt to compromise between Gospla~ and Abalkin programme. This 

programme rejected private ownership and extensive denationalisation. In February, 1990, 

the young radical economist Grigory Iavlinsky and two young collaborators Mikhail 

Zadornov and Aleksey Mikhaylov composed a 400-day programme. It stressed rapid and 

massive privatisation in order to stabilise the economy by soaking up excess roubles. Though 

this 400-day programme was preliminarily accepted by Abalkin and others, but in April, · 

1990, the Presidential council turned down the programme. This 400-day programme was . ' 

transformed into 500-day programme by Mikhail Bocharov who was ultimately defeated in 

the premiership election in mid-June 1990. 

After 28th Party Congress in June, 1990, Gorbachev met Mr. Yeltsin and agreed to 

set up a joint working group " on the preparation of a concept of a Union programme for the 

transition to a market economy as a foundation of a Union treaty" 41
. This working group 

was called as" Shatalin group" after its chairman. The main task of the Shatalin programme 

was to stabilise the economy and they wanted a fast transition to a market economy. Large

scale privatisation and a general delegation of powers to the Soviet Union's constituent 

republics were their aim. They also published a 500-day schedule for the transition. 

In, the parade of programmes, one difference cropped up on four crucial issues42
, 

viz. the nature of the future union, price policy, stabilisation policy, and privatisation. The 

economic nature of the future union was main thing of contention between the government 

and Shatalin groups. Though they did differ regarding the status of the republics, but they 

had similar view regarding the functions of the central government in relation to the republics. 

The draft union treaty was hardly acceptable to any republic in December, 1990. 

Regarding price policy and stabilisation, Shatalin programme hoped for the crea

tion of a real market with free prices for 70-80 per cent of retail sales, leaving the prices of 

150 essential goods fixed. To undertake stabilisation, to maintain standard of living and to 

privatize rapidly, it envisaged cuts in the state budget of 20 .. 30 per cent for investment, 70-

80 percent for development aid, 30-50 percent for sub~idies to unprofitable enterprises, 20 

per cent for KGB, I 0 per cent for the ministry of defence, 5-l 0 percent for state 
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administration. On the other hand, the government prepared for an extensive price revision 

on January, 1, 1991. To achieve its goal of reducing budget deft cit to 2.5 per cent of GNP~ 

the government programme proposed complete elimination of subsidies to unprofitable 

enterprises, some cuts in production investments and cuts of 75 per cent in development 

aid, 5 per. cent in defence, 30 per cent in administration and 20 per cent in other expenditures. 

Both sides warned of hyper inflation. The government cautioned that the budget deficit 

could rise to 170-180 billion roubles in 1991. Boris Fedoroy anticipated this amount to the 

tune of 340 billion roubles. 

So, some counter measures were suggested. Each side accused the other for adopt

ing unrealistic price and budget policy and each agreed that the other's programme would 

cause the worst possible inflation and social harm. According to a Presidential decree of 

October 4, 1990, some price policies were taken , according to which about 30 per cent of 

wholesale prices would be fixed by their own way, 30 per cent were to be free upto a certain 

level and 40 percent were to remain fixed at a new higher level. This implied both a far 

reaching deregulation of wholesale prices and considerable price rise. 

Regarding privatisation, the opinion of Shatalin group and the government differed 

on how far privatisation could and should be carried out. The Shatalin programme 

concentrated on the vol-ume, structure and speed of privatisation. It also advocated large

scale land-reform by distributing unprofitable collective and state farms to private farmers . . 
The government could not agree to the introduction of private ownership, including of land 

or denationalisation of state property on a large scale," including small and medium-sized · 

enterprises. Initially, Gorbachev discarded private ownership of land. He said, "I, for in

stance, do not accept private ownership whatever you do with me"43
. Later on , he made it 

clear that he would accept private enterprise only on a small scale in certain limited sectors44
. 

This indicates that Gorbachev recognised co-existence of different forms of ownerships 

under socialism. Gidadhubli45 remarked that by this recognition, Gorbachev ultimately 

denounced the Stalinist interpretation of Socialism. The Gorbachev plan emerged as a 

compromise between the two plans and was subsequently adopted by the Supreme Soviet 

of the USSR on October 19, 1990. Regarding the federal structure of the USSR, the plan 

envisaged four stages in effecting the transition to a market economy beginning with 

programme of extraordinary measures aimed at stabilisation. This was to be followed by 
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tough financial restrictions and flexible system of price formation in the second stage of 

Perestroika, i.e. in 1988, in which there would be a gradual transition to market prices. 

Narayanswamy46 is of the opinion that there are a number of common elements in the three 

plans. All the plans aim to establish a mixed economy. All of them envisage structural 

transformation including a full blooded capital market with a secondary share market, 

conversion of state enterprises and collective farms, decontrolled prices, a full convertible 

rouble and an overhauled banking system and other concomitant of a western economy. 

None of the plans envisage the establishment of a market economy . The Shatalin plan was 

mistakenly presented as a crash course to marketisation , but this is misnomer. The most 

striking similarity of all the plans lies in their underestimat~on of the tribulations that must 

inevitably accompany the transition, which perhaps explains why none of them appear 

convincing. In spite of all, the Shatalin plan is perhaps the clearest in intention. 

From both political and economic point of view, the crucial turning point for 

Gorbachev was September-October, 1990. In September, 1990, 11 President Gorbachev had 

the option possibly of a tentative resolution of the national crises together with an initial cure 

of the economic crisis. However, he failed on both accounts, because he was not prepared 

to accept a diminution in his own power, the weakening of the union, and large-scale priva

tisation . The 'window of hope' closed in October4711
• The situation of the USSR in winter 

1990-91 was same as in Poland in winter 1981-82. In the same way as the Polish crisis 

broke the main tenets of communism in Poland, the then crisis of the USSR brought an end 

to the system created by Lenin, Stalin and Gorbachev in the Soviet Union in August, 199.1. 

In January, 1991, Soviet government eliminated 50- and 100- rouble notes as legal . 
tender and the holders of these notes required to prove that they had earned it legally before 

exchange them . Total circulation. of such bills amourited to 48.2 billion roubles, and by 

that , money supply was reduced by 26 billion. According to Soviet government , this 

currency reform was a total failure. 

In the first half of 1991, the economy of Soviet Russia became so worse, that Mikhail' 

Gorbachev had to appeal for financial aid to the major industrialised nations at the London 

G-7 summit in July 1991 4~ .In the aftermath of the failed coup, many of the USSR's 15 

republics had severed trade links with the rest of the union, further deepening the economic 

crisis. According to Nigek Healey49
, the primary cause of growing industrial anarchy in the 
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. 
USSR after August coup was simply that the planning system ceased to function, with the 

inevitable result that the supply side of the economy had degenerated into chaos, with 

enterprises unable to rely on planned supplies and shops unable to secure goods to sell. 

Prior to August failed coup, several republics had already banned the export of key_ raw 

materials and final products of other republics in an attempt to force the Soviet government 

to recognise their independence. Immediately after the coup, in Russia, inflation exceeded 

1 00 per cent. 

Role of Gorbachev in the disintegration of the USSR : 

"Since the death of Joseph Stalin in 1953", Peter Van Ham50 wrote, 11 every Soviet 

leader has initiated his own set of reforms aimed at revitalizing the USSR's economic sys

tem. One could even say that since the 1960's, no year has passed without the introduction 

of new economic experiments, 11 In the Brezhnev era, such experimentation took on a 

routinized character that aimed at the so-called ''further perf~ction 11 of the economic system. 

Decades of Soviet economic experimentation, . however, had not been able to alter basic 

structure of the Soviet command economy. Hence it is important to judge whether Gorbachev 

with his 'Perestrioka' and 'Glasnost' was able to transform the command system into a Western 

style market economy. A number of western scholars tried to review Gorbachev's role in 

the context of Soviet collapse. All of them do agree in one point that from his predecessors 

Gorbachev inherited a country with stagnant economic growth , a budget deficit of an 

estimated 18 billion roubles, and a cataclysmic shortage of basic commodities, At the time 

of taking over charge, Gorbachev was unfortunate to have a society where corruption and 

social malaise were rampant. So radical measures to alleviate the problems were necessary, 

not only ror economic reasons but also out of a concern for national security. 

In the early years of Gorbachev's rule, the design of economic reforms remained 

vague and distinctly ill-defined. In May, 1985 , restriction was imposed on the production 

and sale of alcohol that caused a huge reduction of state revenues; in August, 1985 a new 

bonus system for the production qf consumer goods was established that increased subsidy 

to a greater amount; and in November, 1985 as well as in March, 1986, new bureaucratic 

supervisory institutions were created which were based on the Brezhnevian tradition of 

''further perfection". Almost all the scholars consider the June I 987 Central Committee 

Plenum on the economy to have been a turning point. At this meeting, Gorbachev outlined 
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a more radical and concrete economic reform programme. Hewett51 argues that the 

programme is nothing but the replication of the reform of 1965 designed by Kosygin. 

Gorbachev's Perstroika bears some similarity to the Kosygin reforms. Like the 1965 reforms, 

the success of Gorbachev's "restructuring" of the Soviet eccnomic system partly depended· 

upon the price system. One of the key elements of the 1965 reforms was that enterprises 

were to operate on a so-called 'khozraschet' basis, which means that they were in principle 

to be self-financing. This very same idea had been reintroduced by Go~bachev in order to 

stimulate responsible economic behaviour among managers and workers. Gomulka52 remarks 

that Gorbachev's reform efforts, which were based upon the marketization of the Soviet 

economy and a decentralisation of decision-making authority imply a considerable shift of 

political and economic power from the centre to the periphery. Economic decentralisation, 

would , as a matter of course, lessen Moscow's political grip on the country and speed the 

end of the one-party political system. Moreover, like the 1965 reforms, the fate of Gorbachev's 

Perestroika largely depended on the willingness of bureaucrats to abolish their own jobs, a 

dubious basis in which to construct a policy in any society . 

The Gorbachev phenomenon called forth a flood of~ritings on reform in the Soviet 

Union between 1988 and 1992. Alfred Evans, Jr. 53 reviewed a number of books written by 

western scholars on Soviet events. Tariq Ali54, one of them, observed reforms since 1985 as 

creating a basic conflict between reformers, led by Gorbachev and supported most ardently 

by intellectuals on the one hand, and conservative mid- and lower-level party and state 

apparatchiki, ~hose apprehensions were expressed by Yegor Ligachev, on the other. 

However, this dichotomous view overlooks much of the complexity of the contemporary 

Soviet political spectrum. Ali reached no definite conclusion about the prospects for the 

success of reform in the Soviet Union. Only his doubt became true after dismantling of 

Soviet Russia. Breslauer 55 reviewed the factors favouring reform in the USSR and the 

factors hindering reform, and concluded that positive and negative factors are balanced so 

evenly as to give crucial importance to the role of political leadership in steering a course of 

change capable of winning popular support. The implication of Breslauer's analysis is that 

Gorbachev played a difficult politics and tried to maintain a,balanced base of support while 

the nature of the political process had been undergoing constant and fundamental change. 

Among the right-wing opponents of Perestroika Hazan 56 distinguishes between "bureaucrats 
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and conservative fundamentalists" who were seen to be motivated by ideological convic

tions and scattered among many se~tors of society.Hazan indicates, in the first phase of 

Perestroika, that Gorbachev had two major advantages: first, Gorbachev's diverse opponents 

lacked unity, and thus "have no single platform of resistance to Perestroika". Second, the 

other key asset that Hazan attributes to Gorbachev is the tactical flexibility of a shrewd 

political realist. The Soviet General Secretary and President could avoid sharp confrontation 

in times of vulnerability, while striking deals with his oppcments to disarm their resistance 

and maintain the appearance of consensus. 

Zdenek Mlynar 57 identified the main obstacle to Perestroika as a set of cultural 

attitudes rooted in prerevolutionary Russian tradition, and engendered by authoritarian 

decision making and the dominance of society by the state. He admitted in 1988 that the key 

problems of radical democratization of the· Soviet political system remained largely 

unresolved and in 1989 he also added that the struggle to adapt political institutions to 

representative functions was complicated by the decline of living standards of Soviet citizens 

and the sharpening of nationality conflicts. Francoise Thorn 58 wanted to name the Perestroika 

as an anti-corruption campaign, because in 1980's there was a tremendous growth of organised 

crime and its influence in the party apparatus. She believed that the reforms announced by 

Gorbachev was designed to intensify the control of the highest party leaders over society. 

Thorn also remarked that 'Glasnost' had involved the manipulation of information by the . 
party elite for its own purposes, partly to charm the west and partly to check up on local 

official and discredit those reluctant to follow the party. line. Ilya Zemtsov and John farrar59 

were of the opinion that Gorbachev came to power seeking to revitalize the Soviet system 

through superficial changes. They dismissed the reforms that he introduced during his first 

two years as general secretary as " essentially cosmetic, barely to touching the system itself 

". It was rather, according to them, a-little more than public-relations campaign or an attempt 

to kindle enthusiasm and promote the Soviet image abroad. Stephen White 60 provided a , 

comprehensive political history of the Soviet Union from the time of Gorbachev's accession 

to the post of General Secretary of the CPSU in March 1985 to the time of his election as 

President of the USSR in March 1990. Through the skilful use of a wide range of Soviet 

sources, White reviewed not only leadership politics but also reforms in political structures 

, the coming on Glasnost, the progress of economic reform, tensions in nationality relations, 
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and changes in the Soviet Union's stance in international politics. White also accurately 

described the ambiguities that still could plague Gorbachev's programme of change after 

several years of the drive for restructuring. He reported that "five years or more into the 

new administration, the natureof Gorbachevian socialism remained frustratingly elusive"; 

that the Communist party's "crisis of confidence re fleeted a deeper uncertainty about its 

function under conditions of Perestroika". 

Another western scholar Peter Frank published two articles, one in November, 1989 

by name 'Perestroika in Crisis61 and another 'The end of Perestroika'62 in May, 1990. ln the 

·first article Peter cast his doubt about the success of Perestroika, and in the second article, . 
by the name of the article 'End of Perestroika' he expressed his opinion. In the first article 

he wrote, " From its inception, there has been an inevitable contradiction built into 

Pertestroika. Naturally, the revolutionary renewal of society is bound to entail far-reaching 

change and innovation of a progressive kind . But, given that certain fundamental premises 

are deemed to be sacrosanct, sooner or later the dynamic process of Perestroika will find its 

path blocked. Perestroika can not flow round the impediment: it must stop or it must surmount 

the obstacles in its way. That moment seems now to be imminent 63
. At the end of 1989, 

public morale was disintegrating, confidence in Gorbachev appeared to be declining; social 

stability- particularly the incidence of crime was causing acute anxiety; food shortages 

were widespread; prices were rising steeply and there were fewer goods to buy anyway. 

Housing, health , recreational facilities and public services were all in a critical condition. 

The optimism generated by Gorbachev's innovations seemed to be ebbing rapidly. 

At the end of November 1989, Gorbachev pub! ~shed "The Socialist Idea and 

Revolutionary Perestroika". In it , he admitted that i~ the early days of Perestroika was 

considered to be sound. But at the end of 1989, Gorbachev said, "we are speaking about the 

necessity of a radical re-making of the entire social edifice-from its economic foundations 

to its superstructure"64. But on April 7, 1989, Gorbachev, during his visit to Britain, made a 

wide ranging speech before an invited audience which included the Prime Minister, Mrs. 

Margaret Thatcher, in which he categorically said, " Today, the interest in our Perestroika 

is not diminishing ... we launched Perestroika with our eyes open ..... as for the difficulties

and they do exist- we accept them as a natural expression of contradictions inherent in a 

transition period. None of these dif~culties indicates that the concept itself of Perestroika is 
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wrong ... Perestroika takes time, patience, perseverance and creative efforts"65 . These two 

statements, made in the same year, one in April and another in November of 1989 indicates 

a clear shifting of opinion. In March, 1990, Article Six of the USSR constitution was amended 

by the Congress of People1s Deputies where genuine political pluralism was recognised. 

And Perestroika came to an end . In his second article Peter Frank remarked , 11 A policy can 

be deemed to have succeeded only if it attains the objectives that were set for it. Perestroika 

was not intended to enable the Soviet Union to achieve the highest world levels of social. 

productivity in the shortest possible time ... Gorbachev1s statement in November 1989, 

combined with the constitutional amendments of March 1990, marks the demise of 

Perestroika in its original conception and the beginning of a new attempt to transfer the 

Soviet Union into a modern civilised state "66
• Peter rightly apprehended the disintegration 

of Russia in 1.990. He wrote ," ... today the Communist party of the Soviet Union as an 

institution, is intellectually and morally bankrupt. With a Falling membership, its prestige 

low and its authority tatters, it is not leading , not di.recting , not consolidating, not co

ordinating, .not cementing- in fact, it appears to be in imminent danger of disintegtation 1167
• 

Gorbachev1s authority was very weak, he had no mandate to govern. Having been appointed 

to the General Secretaryship of the CPSU in March 1985 on a 4:4 vote, Gromyko, who was 

chairing the Politburo meeting, broke the tie in Gorbachev1
S favour by giving casting vote, 

He became a member of the Congress ofPeople1s Deputies only by taking one of the hunred · 

seats reserved for the party and dispensed by the politburo of which he was the head. He did 

not opt to be directly elected by the people, rather he was elected by the deputies indirectly. 

Perhaps Gorbachev feared that had he stood in open contest, he would not'have been elected. 

While explaining the cause of probable eollapse of the USSR, another western scholar 

Dominic Lieven6S, from the historical point of view, was of the opinion that neither the 

Russian .society nor the Russian people as fertile a groun~ for libe~al democracy as the 

Spain which Franco bequeathed to his successors. Dominic was sure about the disintegration 

of the Soviet Union. Reviewing the position of army in the Soviet Union he commented, 

"Only in the event of the collapse of political authority in Russia and the disintegration of 

the Union is it likely that generals could be prevailed upon to take on the burdens of 

political . responsibility. For their rule to be effective, however, they would have to delay 

their move until disintegration had created a powerful mood for order, authority and 
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nationalism in the Russian masses69
." 

A few western scholars in 1987 granted Perestroika a fair chance of success. One of · 

them was Stephen Rosenfild, 69 who in October, 1987, wrote in the Washington Post that 

the Gorbachev reform " have a good chance of succeeding and their success would be 

passing geopolitical event ". 

Among the Indian scholars Bhupinder Brar 70 assessed Gorbachev from different 

corners.According to him, Soviet behaviour under Gorbachev presents no problem to the 

powercentrists 71 
. 

. It can be argued that Soviets: motives had not undergone any metamorphosis that they 

were still based on considerations and calculations of power, but these calculations themselves 

required that ambitions be curtailed. Such portrayal may appear quite persuasive. But in 

order to be really so, two things will have to be established by the powercentrists. First, they 

will have to show that the condition of Soviet economy was in the early 80's itself so bad 

that all the drastic foreign policy steps which Gorbachev took had becotne mandatory. 

There are many who refuse to buy such deductions. They a~gue that the final ruination was 

caused not by reasons inherent in the economy but by Gorbachev's 'ill-conceived ' 

decentralisation plans, that 'it was the medicine which killed the patient'. 

Secondly, the powercentrists will have to prove that not only was the actual condition 

of the Soviet economy bad, Gorbachev also perceived it to be so, that he recognised it to be 

actually so grave that he felt obliged to take steps which had the condition been not so bad, 

he would not have taken. Bhupinder·Brar had shown that the power centrists fulfilled neither 

of these conditions. 

Published in 1987, in his book 'Perestroika', Gorbachev said "In the last fifteen 

years, the growth rates had declined by more than a half and by the beginning of the 80's 

had fallen to a level close to economic stagnation." He also wrote , " And if we criticise 

ourselves the way nobody have ever criticised us, west, east or anywhere else , that is only 

because we are strong and we do not fear for our future. We shall withstand these criticism; 

the people and the party will withstand them. But when our reforms produce the expected 

results, then the critics of socialism will also have to uridergo a 'Perestroika'. The success of 

Perestroika will be the final argument in the historical dispute as to which system is more 
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consistent with the interests of the people ".72 

Some ideological and programmatic differences existed in the top echelons of Soviet 

leadership around the time when the book was written. Let us consider some examples. In 

the year 1987, both Prime Minister Nikolai Ryzhkov as well as Yegir Legachev, the CPSU 

ideology chief and number two man in the politbureau had articulated differences with 

Gorbachev in early June, 1987, to go slow and not introdu~e the new management system 

until 1991. The intervening years were need~d in their opinion to prepare for the transition 

to the radical reforms. Ligachev was also reported to have warned that attempts were being 

made to misuse 'openness' for disseminating views "hostile to the interests of the working -...... -

people ". He said that 'class enemy' nourished hopes of exploiting Gorbachev's economic 

and social renewal programmes to weaken the influence of Marxism-Leninism.At the end 

of the same month, Gorbachev pushed through the Supreme Soviet the new management 

laws. Economist'Nikolai Shmelev was reported to have proposed that a certain controlled 

level of unemployment be allowed since it would be conducive to faster growth of the· 

economy. Gorbachev reacted sharply and called the proposal "unacceptable". He declared 

that there could be no revoking of the rights to work, education, free medical services and 

housing that socialism had provided to the people. 

In the remaining part of the year, too, dissent came from those who wanted faster 

changes. In August, one of the Gorbachev's. own advisers: economist Abel Aganbegyan, 

was found lamenting that progress was very slow and that there were still more failures 

than success. He suggested the closure of hundreds of loss making factories so that healthy 

enterprises could flourish. In the same month, Boris Yeltsin,the then Moscow boss and an 

alternative member in the politbureau, was reported to have expressed exaspersion at the. 

slow rate of changes.These opinions also caused no alarm to Gorbachev.Instead, he declared 

confidently in October that peo~le must not panic.He was absolutely confident of his 

success.It is with this confidence and firmness of views that he wrote the book. 

Since 1988 January and onwards, the Soviet economy ran into rough weather lost 

momentum as well as direction, nox-dived and crashed bringing down with it the Soviet 

state and.burying beneath both what Gorbachev had inherited and what he had sensed the 

impending disaster,for it looked as though somewhere in the middle he gave up his original 

destination and decided to concentrate on crisis management and damage control. What 
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ensured was chaos and service crisis, marked by steep fall in GOP, crippling inflation, parallel 

black market economy and corruption.When the Soviet Union finally broke up, it had already 

become dependent on external aid. 

Bhupinder Brar attempted to show in his paper that the entire period of 1985-91 was 

·not uniform in character and should infact be divided into segments, with borderline drawn 

somewhere around 1987-88.Mr. Brar said~" What gave a fatal twist to the course of events 

in Gorbachev's Soviet Union was not the 'bad economies' of Perestroika but the virtual 

impossibility of its politics"73
. 

Gorbachev's ultimate socio-political ideal was not certainly laissez-faire economy.He· 

considerd socialist system fa'r superior fo free market. In his own words, "We are conducting 

all our reforms in accordance with the sodialist choice.We are looking within socialism, 

rather than outside it, for the answers to all the questions that arise. "74 But it is not enough 

to merely recognise Gorbachev's commitment to socialism. It is more important to understand 

what he understood by it. For him, the essence of Perestroika lies in the fact that it united 

socialism with democracy. 

Ramnath Narayanswamy 75 was of the opinion that the collapse of Soviet communism 

or for that matter, the economic crisis confronting the Commonwealth oflndependent States

neither of these ~utcomes corresponded to either Gorbachev's intentions or of those who 

surrounded him. These were the unintended consequences of a reform who could not quite 

pull off the revolution he intended arguably because he worked to unite socialism and 

democracy in a manner that was not susceptible to the un}ty he sought . Narayanswamy 

quoted Gorbachev "We assess our success and errors alike by socialist standard. Those who 

hope that we shall move away from the socialist path will be greatly disappointed. Every 

part of our programme of Perestroika-and the programme as a whole, for that matter is fully 

based on the principle of more socialism and more democracy". 76 In an interview with 

Narayanswamy, Hans Hermann Hohmann,77 specialist in Soviet and East European affairs, 

remarked before the coup that the Gorbachev era was the attempt to modify the old system 

by introducing changes at various levels of economic and political life without abolishing 

socialism and one-party system. 

Narayaswamy7~· before collapse, in 1989 explained Gorbachev reform from two 

corners: first, Gorbachev reform was aimed towards overthrowing not only the dead weight 
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of Stalinism inherited from the past, but equally overhauling a large part of Leninism 

Secondly, the Gorbachev reform might well result in opening a 1third path 1 to substantive 

economic reform in contrast to the Hungarian model of decentralised planning on the one 

hand and the Chinese attempt to articulate a model of growth based on individual interest 

increasing consumption and efficiency on the other. N.K.Chandra79 observed Gorbachev . 

era from some different angle. In the USSR, according to him, corruption was universal 

features in all time. But there was a qualitative difference among Stalin, Khrushchev and 

Gorbachev years. Brezhnev himself as well as many other leading cadre~ with his personal 

support, virtually looted the national exchequer, deprived the collective farmers of their 

dues, falsified figures of cotton production by thousands of tons and sold the imaginary 

crops to the state. There were no parallels in epochs. For under Stalin, the Terror acted as a 

strong deterrent. In Khrushchev1s days, the constant shuffling of top bureaucrats, exemplified 

above all by the rapid turnover in central committee membership, was not conducive to an 

unbridled pursuit of private gains as in the Brezhnev period. 

But in Gorbachev era, due to Glasnost, there were open discussions on public policy 

and many revelations about corruption among the high and mighty. Neither there is proof 

of Gorbachev indulging himself in corruption nor is there any evidence that serious attempts 

were made to root out corruption and wastage at various levels after 1985. Economic reform 

may have to be reinforced by political reform. Neglect of these interconnections was a 

major reason for the failure of the earlier reforms of Krushchev, Kosygin and others80
. 

Gorbachev was no exception in this line. 

Dev Murarka explained the downfall of the USSR from some other point of view. 

According to him, Boris Yeltsin was one of the main victims for whom Soviet economy 

collapsed. 11 The antagonism 11
, Murarka wrote, 11between Russian President Boris Yeltsin 

and Gorbachev, ex-President of the USSR, is a story going back to 1987, when Y eltsin was 

removed from the post of the first secretary of the Moscow city Communist party and · 

membership of the Politbureau. Since then Yeltsin has pursued a singlr-minded vendetta 

against Gorbachev throughout the length and breadth of Russia. It has been a successful 

vendetta. As a result, Gorbachev lost power, the country was split into several independent 

republics and Yeltsin emerged as the sole leader ofRussia11 ~ 1 • The hatred ofYeltsin towards 

Gorbachev was personal, visceral. While Gorbachev resented Yeltsin, he did it so politically 
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and as a successful opponent. But Yeltsin's antagonism went beyond politics. There was an 

unbridgeble cultural and emotional gap between the two. From this fact Dev Murarka 

concluded that there are the extraordinary similarities in the Brezhnevite treatment of Soviet 

• dissidents of that time period and the Yeltsinite treatment of Gorbachev. 

R.G.Gidadhublix2 observed in 1989, that a discontent was growing in the Baltic 
\ 

Republics of Soviet Union. The demand for greater autonomy on the part of these republics 

in managing their economies and _developing their sociocultural life was compatible with 

the democratisation process initiated by Gorbachev. But a constitutional amendment made 

on November 16,1988 in Estonian republic contradicted the constitution of the USSR. For 

example, Article4 82 of the new law of the Estonian Republic contradicted Article 11 of the 

constitution of the USSR according to which objects of nature belong to the entire Soviet 

people and further the means of production in the Estonian republic are also created by the 

labour and resources of all other republics. This unusual event evoked ~aves in the world 

press. This constitutional hitch was possible by getting the opportunity to frankly and openly 

express the resentment initiated by Perestroika and Glasnost. One of the major causes for 

discontent in the Baltic republics was that the decisions of the CPSU were taken without 

considerations of the local interests and viewpoints. 

On September 21-23-,1988, there was a 3-day meeting of the specialists from 

Gosplans of Latvia, Estonia and Lithuania in Riga to work out a new model of economic 

development of republics and regions. In this meeting , three Baltic republics worked out 

basic principles of'khozrashyot' (cost accounting) of republics and a new model of relations 

between federal republics and the centre. According to these principles, the republics would 

have the sovereign right over their entire properties - land, water, minerals, and also 

enterprises and infrastructure built from the expenses of the state; and economy, finance, 

banking, transport, foreign trade, pricing, employment, etc. were to be independently carried 

out by the republics. These principles were diametrically opposite to the existing norm of· 

super centralisation where power of the republics were highly restricted. 

Another sensitive issue was language. In Latvia, Georgia, Armenia, Azerbaijan, 

Estonia - everywhere it was decided that they would implement their own language as the 

official language. By this they wanted to restrict Russian language. 
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All these facts can, now, be narrated as the germination of seeds of disintegration of 

the erstwhile USSR. With this background, Indo-Russian trade relation has been discussed. 
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CHAPTER-VII 

TERMS OF INDO-SOVIET TRADE 

Some arguments cropped up in the literature that the Soviet Union exploited the 

developing countries through price discrimination al_ld the developing countries had to 

suffer from the innate disadvantage of weak bargaining power which the Soviet Union 

successfully exploited . In 1971, J.R. Carter1 argued that, the underdeveloped countries 

used to pay 15-25 per cent-more to the Soviet Union. In case oflndia and China, 49.2 per 

cent of Soviet exports got more than average price. N.K. Chandra2, for the period 1971 to 

197 4 showed that the Soviet Union charged higher prices of machinery to the third world 

by 35.67 per cent to 68.43 per cent. 

Considering the above arguments the main question that jerk~d the Indo-Soviet 

trade: 

(i) Were the prices that India had obtained from its exports to the rupee payment area 

superior, comparable or inferior to the prices that India obtained from identical exports to 

the general currency area? 

(ii) Were the prices that India had paid for its imports from the rupee payment area, equal 

or lower than the prices that India had to pay for identical imports from the general cur

rency area? 

The Hsinhua Agency used to broadcast that the Soviet Union charged a 20-30 per 

cent higher price than the international price for equipment and commodities supplied to 

India3
. In this way, when the import and the export sides are placed together, the outcome 

is that the terms of trade from rupee trade area are inferior to the terms of trade obtained 

through convertible currency trade. Patil4 clarified this beautifully," Since the trading agen

cies of CPEEC( Centrally Planned East European Countries) and the USSR enter directly 

into negotiations with the private traders or enter into commodity auctions, they can bar

gain for highly competitive price comparable to those obtained by the importers from 
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countries with whom India has convertible currency trade. On the other hand, Indian im

porters have to accept the prices quoted by these countries even if these prices are higher 

than those quoted in the competing free currency trade areas. The Indian importers do not 

have a wide choice to select their supplies when they granted import licenses valid only for 

rupee trade areas". 

One important aspect of Indo-Soviet trade may be explained by an example. Tea 

exports constitute a fairly homogenous category. But it is a fact that the USA and the UK 

generally imported better quality of tea, such as high grade Darjeeling tea, while the Soviet 

Union used to import mostly low and medium grade tea. Such quality differenc~s were 

important for Indian exports of mica and tobacco to the Soviet Union. For exports, unit 

value-based exercises was possible, but for imports, it was not possible; because import 

items differed so much in design, specification and performance. This heterogeneity prob

lem was much more serious. So it wa inappropriate to conclude anything about the terms of 

trade of Indo-Soviet trade on the basis of unit value realizations of individual items. An 

overall index was believed to be more reliable. Moreover, Indian imports of machinery and 

equipment raised another problem. If these imports were credit-financed, it would be natu

ral to find that per unit costs of such imports were higher than per unit costs of ~imilar 

imports from alternative sources with the imports not being credit-financed. A final point 

regarding the import data was that import unit values were not f.o.b. but c.i.f.; which caused 

distortions since it was impossible to deduce whether differentials reflect differentials in 
' . 

costs or in insurance and freight. 

The first work on the terms oflndo-Soviet trade was done for 1950s. Subsequently, 

for 1960s and for 70s, some works were done. One of the earliest exercises of terms of trade 

of Indo-Soviet trade was done by S.Sen5 in 1965. He also, due to heterogeneity problem, 

did not take up import part. He only dealt with India's exports to the Soviet Union and 

considered three categories of commodities: tea, tobacco and iron ore. It is seen from his 

exercise that the unit value realizations from tea exports to the Soviet Union were inferior 

to Italy, Sweden, USA or UK. This result is also true for iron ore and tobacco. In 1975, 

Sebastian6 also made similar exercise for the period 1958-59 to 1965-66, where he consid

ered ·IS export and 25 import items. Result of this exercise had shown that unit values 

realised from exports to the Soviet Union in comparison with USA and UK are better for 
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tea, coffee, black pepper and vegetable oils, cardamom, mica, castor oil and colr manufac

tures; unit values realised were lower for hides & skin and ~ool. Sebastian's import results 

showed that unit values paid for imports from the Soviet Union were expressed to be lower 

than unit value from alternative sources of imports. He found support for his view in the 

works of Dharam Narain, Jagdish Bhagwati, Padma Desai and the National Council of 

Applied Economic Research7 

In the exercise made by Narain~ in 1971 where he showed that for both exports and 

imports, the terms were more favourable in trade with the Soviet Union and East Europe. In 

1974, Ambegaokar's exercise showed that for exports, the unit value index was better for 

the Soviet Union and East Europe, but for imports, the unit value index was better for other 

countries. In 1983, extending the time period upto 1980-81, K.N.Mehrotra9 argued that the 

unit value realised had been better for the rupee payment area than for the general currency 

area except whole cashew kernels and cardamom. On the import side, the cost of crude 

petroleum, in 1980-81 was less in rupee payment area than that of general currency area. 

Santosh Mehrotra10 analysed terms of Indo-Soviet trade at both an aggregated as 

well as a disaggregated level which revealed that the unit value index of India's exports to 

the USSR rose over the seventies, however, the dramatic oil price increase of 1973 and 

1979 had more than offset the improvements in exports prices. Considering that oil consti

tutes such a high proportion of Soviet exports to India, it has enormously increased Soviet 

purchasing· power over Indian go~ds. There was, in fact, a sudden increase in Soviet im

ports from India after the 1979 oil price increase in particular. Overall India's terms of 

trade were not any more unfavourable than her terms of trade with the rest of the world. 

According to Dipak Nayyar, the terms of trade under bilateral agreements were probably 

favourable to India and at any rate, no worse than those obtained from other countries. 

Asha Datar, taking into account the sum total of imports and exports, was of the opinion 

that India's net terms of trade were probably worse with the East Euro~ean countries than . 

with the rest of the world. 

In order to study the terms of trade of Indo-Soviet trade, M.S.Goel 11 did a compara

tive examination of unit value realisations for ten commodities for the time period 1961-62 

to 1980-81. On the basis of his analysis, it can be said that except two commodities, viz. jute 
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manufactures and tobacco, the USSR did not buy cheap from India. India received higher 

or competitive price from USSR for her exports to that country as compared to other coun .. 

tries like USA and UK. In case of jute manufactures and tobacco also, the difference in unit 

values may be attributed to difference in quality of goods exported to the USSR. 

In case of imports, it was found that for most of the cmmmodities the USSR charged 

comparatiyely lower or competitive prices from India. So, it can be said that unit values of 

imports from and exports to USSR have generally been favourable to India. In order to 

substantiate the point that India did not sell 'cheap' to and buy 'dear' from the Soviet 

Union, Goel compared in regard to USSR-India' a unit value index of imports and exports 

with that of India's unit value index of imports and exports with the whole world. The time 

p.eriod was taken from 1960-61 to 1975-76, by br~aking it into two seperate periods, i.e. 

1960-61 to 1964-:65 and 1965-66 to 1969-70. Due to change in commodity composition in 

this time, two separate periods are chosen. In the first period as well as in the second period, 

India's barter terms of trade were generally favourable to India. Only in 1961-62, and 

1969-70, net barter terms of trade witnessed unfavourable trend. A comparison of India's 

terms of trade with the Soviet Union and with the whole world shows that during the first 

period, India was having favourable terms of trade with the Soviet Union. In the later 

period, however, the comparison shows that India's terms of trade with the USSR was 

lower than India's terms of trade with the whole worlc;l. 

Dharam Narain 12 found that the unit values of exports to the socialist countries were 

generally more favourable to India. According to Sumitra ChistP 3
, export prices which 

lndia received were not less than those received from the rest of the world. In case of . . 

imports, the lowest prices were charged by the USSR. 

Bibek Debroy14 did a splendid job on the terms of trade of Indo-Soviet trade. The 

first work was done by him alone.covering period 1980-81 to 1986-87. The second work 

covered the period from 1983-84 to 1988-89, and this work was simultaneously done by 

Bibek Debroy, Ramesh Behl and L.D.Mago 15
• 

ln his first work, Bibek Debroy considered thirty-five items of exports. According 

to his exercise, unit values were superior for exports of tea of all categories, chilies and 

cassia to the Soviet Union. The unit values were generally inferior fo~ exports of whole 
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cashew kernels, coffee of all types, dueled rice bran, soybean and sandal wood oil to the 

Soviet Union. As a whole, unit values realisation for exports to the Soviet Union were 

relatively more favourable till 1981-82, but have become more unfavourable since then. 

There is a clear temporal trend since 1982-83, but the differential was particularly large in 

1982-83 and 1985-86. Though heterogeneity problem is more serious in case of import, 

Debroy tackled this problem carefully. For the same period taken for exports, he consid

ered 15 items of imports, and showed that unit values paid for imports from the Soviet 

Union were perceptibly lower for asbestos rock, urea and alpha naphthylamin. For crude 

petroleum, barring a couple of years, unit values hav_e been higher for imports from the 

Soviet Union. As a whole, towards beginning of the decade, imports from the Soviet Union 

cost less than imports from other countries. But since 1985-86, the trend has been reversed 

and imports from other countries would have been cheaper, had they, of course, been pos

sible. The terms of Indo-Soviet trade were relatively more favourable in 1980-81 and 

1981-82, they were markedly inferior in 1985-86 and in 1986-87. Here it should be noted 

that the period 1985-86 was marked as the beginning of the period of Gorbachev and his 

revolutionary doctrine Perestroika. This means that with the introduction of Gorbachev 

period, imports from the Soviet Union became unfavourable. 

The favourable terms of trade of Indo-Soviet trade is no longer as. compelling an 

argument in favour of rupee trade in the 1980s as it used to be in the 1960s and the 1970s. 

In his second work, with Behl and Mago, Debroy cqvered the period from 1983-84 

to 88-89. They divided the period into two parts, as there was a switchover to the harmo

nized commodity description and coding system in 1987-88. Consequently, this raised some 

problems of matching. However, they matched the data, though it was not satisfactory, as 

they are not one to one as one moves from the 7 -digit to the 8-digit system. About 400 items 

were chosen at the 7-digit level for the years 1983-84 through 1986-87 and about 1000 

items were chosen at the 8-digit level for the years 1987-88 and 88-89.This is shown in the · 

·following Table-I: 
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Table-I 

NUMBER AND SHARE OF CHOSEN ITEMS 

Year India's total Number of India's export.'t Share of 

exports to chosen of chosen item.tt chosen 

tlte USSR item..-. at to tlte USSR items in 

(R.\·.) 718 dig# (R.ot.) total 

level Indian exp 

to tlte USSR 

19- (%) 

83-84 12199849195 395 8897253774 72."93 

84-85 18670619147 479 13168576487 70.53 

85-86 19860413973 439 13417581376 67.56 

86-87 18594960159 456 13498273848 72.59 

87-88 19639781256 1024. 17502678261 89.12 

88-89 26081732553 990 23383490759 89.65 

Source:Debroy,Behl & Mago(1992) 

Item by item, the unit values show quit desperate results. For marine products, in 

1983-84 and 84-85, the unit value realisations(uvr) were substantially higher in the case of 

the USSR. In 1985-86 and later, the higher uvr were obtained for exports to the USA and 

the EEC. Again, basamati rice was· exported at lower price to the Soviet market. But ex

ports of cashew kernels, spices, dyes, pigments and leather poducts show no particular 

trend. The uvr for coffee exports were lower in the Soviet Union. On the other hand, tea 

exports to the Soviet Union fetched higher prices.B~fore 1986-87, groundnut got good 

prices in the Soviet market, but in 1986-87 the picture became opposite. In order to clarify 

the above argument, Debroy,Behl and Mago constructed an index shown in the following 

Table-II: 
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Table-II 

Ratio of Unit Value Realization to the USSR by Unit Value 

Realization to the USA and the EEC (Index) 

Year USA EEC USA+EEC 

alone alone ~1 

1983-84 105 96 101 

84-85 99 94 98 

85-86 85 88 89 

86-87 76 81 68 

87-88 71 81 76 

88-89 68 64 67 

Source:Same as Table-!. 

An index above 100 reflects the desirability of exporting to the Soviet Union and an index 

below 100 reflects the desirability of exporting to the USA or the EEC. From Table·ll, it is 

clear that the Soviet Union was a better market in 1983-84 than the USA, but worse than the 

EEC. Since 1984-85, the USA and the EEC became better market than the Soviet Union. 

The uvr for exports to the Soviet Union were worse than uvr for exports to the USA and 

EEC. The same exercise was done with a reduced set of items which is shown in the follow

ing Table-III: 
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Table-III 

Number and Share of Chosen Items 

(Reduced) 

Year India's total 

exports to 

tlte USSR 

(Rs.) 

19-

83-84 12199849195 

84-85 18670619147 

85-86 19860413973 

86-87 18594960159 

87-88 19639781256 

88-89 26081732553 

Number of 

(reduced) 

chosen 

items at 

718 digit 

le1'el 

98 

125 

110 

130 

264 

231 

Source:Same as Table-!. 

India's exports 

(reduced) 

of cltosen items 

to tlte USSR 

(Rs.) 

4681587327 

6822122722 

6705786564 

7275213486 

8222997050 

10143599044 

Sltare l~{ 

(redticed) 

eltosen 

item•• in 

total 

Indian exp 

to tlte USSR 

(%) 

38.37 

36.54 

33.76 

39.12 

41.87 

38.89 

This reduced set consists of around 1 00 items for the years 1983-84 through 1986-

87 and around 250 items for 1987-88 and 88-89. The index computed from the reduced set, 

shows some divergences which is shown in Table-IV: 
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Table- IV 

Ratio 6'f'Unit Value Realization t? the USSR by Unit Value 

Realization to the USA and the EEC (lndex)(Selected Items) 

Year 

83-84 

84-85 

85-86 

86-87 

87-88 

88-89 

USA 

alone 

98 

94 

89 

91 

79 

72 

Source:Same as Table-!. 

EEC 

alone 

98 

97 

72 

82 

74 

72 

USA+EEC 

95 

93 

79 

82 

76 

69 

ln the above table, the deterioration in 1988-89 is less marked compared to Table-II; and in 

the above table, the USA is seen to have been a better market than the Soviet Union. From 

these exercises, it was concluded that uvr showed desperate trends at the itemwise level.. 

But overall, and this comes outin the index, uvr for exports to the Soviet Union have been 

inferior to the uvr for exports to the USA and the EEC. ·Moreover, the differential has 

become wider over the decade of the 1980s. 

They also made the same exercise for the import side. But heterogeneity raised 

more serious problems than in the case of exports. About 300 items were chosen at the 7-

digit level for the years 1983-84 through 1986-87 and about 500 items were chosen at the 8-

digit level for the years 1987-88 and 1988-89. This is shown in the following Table-V: 
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Table-V 

Number and Share of Chosen Items 

Year India's total Number of India's imports Sltareof 

imports from chosen of chosen items chosen 

the USSR items at from the USSR items in 

(Rs.) 718 digit (Rs.) total 

level Indian imp 

from the USSR 

19- (%) 

83-84 16456286340 385 1611596558 9.74 

84-85 17881034399 298 2214826711 12.39 

85-86 16775116077 262 2195970463 13.09 

86-87 10057913289 291 2226276854 22.13 

87-88 16077662622 537 9978856725 62.07 

88-89 12578745786 524 4390435916 34.90 

·Source: Same as Table-I. 

Crude minerals, hydrocarbons and their derivatives, inorganic chemicals, construc

tion materials, glass and glassware were imported at a lower price from the Soviet Union as 

compared with the prices at which they were imported from the USA and the EEC. On the 

other hand, organic chemicals were imported at a higher price from the Soviet Union. And 

manufactured fertilizers show no clear trend, as is the case'with paper and paperboard. 

Like export case, a summery index is constructed, which is a measure of the pay-

' ment differential. An index below 100 reflects the desirability of importing from the Soviet 

Union and an index above 100 reflects the desirability of importing fn;>m the USA or the 

EEC. This index is shown in the following table: 

Table-VI 
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Ratio of Unit Value Paid to the USSR by Unit Value 

Paid to the USA and the EEC (Index) 

Year USA EEC 

alone alone 

83-84 

84-85 

85-86 

86-87 

87-88 

88-89 

28 

40 

40 

54 

43 

68 

Source:Same as Table-1. 

44 

45 

92 

65 

87 

83 

USA+EEC 

41 

43 

87 

68 

88 

81 

According to the table, imports from the Soviet Union were cheaper in general, and 

the differential was more in the case of the USA. But .the differential had been narrowing 

down 

over time . In the exercise of the reduced set, only about 20 items were taken for 1983-84 

through 1986-87 and around 60 items for 87-88 and 88-89.This is shown in the following 

table: 
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Table-VII 

Number and Share of Chosen Items(Reduced) 

Year India'~· total Number of India's imports Share of 

imports from chosen of chosen items chosen 

(reduced) (reduced) 

the USSR items at from th~ USSR item..{j in 

(R.{j.) 718 digit (Rs.) total 

level Imlian imp 

from the USSR 

19- (%) 

83-84 16456286340 19 184721667 1.12 

84-85 17881034399 17 738446967 4.13 

85-86 16775116077 20 935280822 5.58 

86-87 10057913289 22 989515591 9.84 

87-88 16077662622 57 710922819 44.22 

88-89 12578745786 58 818901760 . 6.51 

Source:Same as Table-1. 

The high percentage figure of 1987-88 was due to the fact that crude petroleum was 

obtained from the EEC in 1987-88.The index computed from the reduced set shown in 

Table-VIII indicated some divergences from the Table-VI. There is no marked differential 

between the unit prices paid to the USSR and the USA. In 1987-88, the unit value index 

being unfavourable for the Soviet Union is explained by the higher price paid for crude oil. 

In this index, the differential has not been narrowed over time. 
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Table-Vlll 

Ratio of Unit Value Paid to the USSR by Unit Value 

Paid to the USA and the EEC (Index)(Selected items) 

Year 

83-84 

84-85 

85-86 

86-87 

87-88 

88-89 

USA 

alone 

67 

94 

92 

60 

79 

72 

EEC 

alone 

93 

32 

88 

90 

103 

86 

. Source: Same as Table-!. 

USA+EEC 

79 

32 

89 

85 

104 

84 

Regarding the import case, it was concluded that unit values paid for imports from 

the Soviet Union were lower than unit values paid for imports from the USA and the EEC. 

But this was largely due to imports of Soviet machinery and equipment, which is a hetero~ 

geneous group and a group for which unit value comparisons may not make much sense. But 

for this particular group, the differential in prices paid to the Soviet Union has widened 

over the decade of the 80s. 

As the export and import gave a contradictory trend, so a relative terms of trade 

indicator was constructed, and the value of the index of indicator in excess of 100 explains 

the desirability of exporting to the USSR and below 100 menas the desirability of import

ing from that country. The value of the relative terms of trade indicator in excess of 100 

indicates the better terms of trade obtained in trading with the USSR as compared to trading 

with others. And below 100 means a case of inferior terms of trade. These are shown in 

Table-IX and in Table-X: 
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Table-IX 

Relative Terms of Trade Indicator( all items) 

Years USA EEC USA+EEC 

83-84 375 217 246 

84-85 247 209 228 

85-86 213 96 102 

86-87 141 125 100 

87-88 165 93 86 

88-89 100 77 83 

Source: Same as Table-!. 

Table-X 

Relative Ter~s of Trade Indicator( reduced) 

Yean~ USA EEC USA+EEC 

83-84 146 105 120 

84-85 100 303 291 

85-86 97 82 89 

86-87 152 91 96 

87-88 100 72 73 

88-89 100 84 82 

Source: Same as Tab le-I. 

From Table-IX, it can be concluded that the terms of trade in trading with the Soviet 

Union had been better than with USA. Though the year 1987-88 shows value in compari

son with 1986-87, the differential had narrowed down over the years and ultimately that 

gap was eliminated by 88-89.lfEEC is considered, then also the terms of trade were better 

in trading with the Soviet Union in 83-84, 84-85 and 87-88. In other years, the reverse was 

the case. The terms of trade were better in trading with the USSR from 83-84 through 85-

223 



86 if the USA and the EEC are considered together. In 87-88 and 88-89, the terms of trade 

became better in trading with the USA and the EEC. Table;X with reduced items does not 

differ markedly with the conclusion of Table-IX. The terms of trade in trading with the 

USA was better only in 85-86 than with the USSR. In comparison with EEC, Table-X 

differs with Table-IX only in 1986-87. Table-X shows 86-87 had a better trading with the 

EEC. Table-XI shows the export items considered in the earlier discussion. The representa

tion is more in the latter years. 

Table-XI 

Export Items Considered 

Year 

19-

83-84 . 

84-85 

85-86 

86-87 

87-88 

88-89 

Va/ue.fi of Exports of item\' 

considered(Rs.) 

8474752319 

12704272271 

12994914311 

12532101585 

17564151245 

22684276710 

Source:Same as Table-l 

Slzare of item.tt con.tti

dered in total Indian 

exports to the USSR(%) 

69.47 

68.04 

63.43 

67.40 

89.43 

86.97 

Table-XII shows the import items considered earlier. These items accounted for 

between 50- 60% of total imports from the Soviet Union with only exception of 88-89. 
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Table-XU 

Import Items Considered 

Year 

19-

83-84 

84-85 

85-86 

86-87 

87-88 

88-89 

Values of Imports of item.•• 

con.\·iderecl(Rs.) 

9009149125 

9754889781 

8422593111 

5033634189 

9022471947 

4015338262 

Source:Same as Table-1. 

Share of item.'i consi

dered in totallndia1~ 

imports from the USSR(%) 

54.75 

55.55 

50.21 

50.05 

56.12 

36.69 

Table-XIII shows unit value index both for export and import. 

Table-XIII 

Terms of Trade Indicators 

Year.'i Export unit Import unit Net Barter tit Income tit 

19- Value Index Value Index 

83-84 

84-85 

85-86 

86-87 

87-88 

88-89 

100 

87 

91 

118 

100 

144 

100 

115 

117 

92 

100 

242 

Source:Same as Table-1. 

100 

76 

78 

129 

100 

59 
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130 

132 

161 

100 
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The above table shows a deterioration in export uvr in 84-85 and 85-86 and im

provement in 86-87. There was a further improvement in export uvr in 1988-89. The im

port unit value index shows an increase in 84-85 and 85-86 and a decline in 86-87. In 88-89; 

a sharp increase is observed.Ifthe net barter terms of trade is judged, then from Indian point 

of view, a sharp worsening in 84-85, 85-86 and in 88-89 is observed. Only in 1986-87, 

there was some improvement. A series of improvement are shown in income terms of trade 

from 83-84 to 86-87. But in 1988-89, there was a sharp worsening in income terms of trade, 

which can be explained due to steep increase in the import prices. 
I 

The above exercise had been repeated by Debroy, Behl and Mago with selected 
' . 

items. Table-XIV shows the selected export items considered account for around 35-40 per 

cent of India's total exports to the Soviet Union. 

Table-XIV 

Export Items Considered(Selected) 

Year Values of Exports of items Share of items consi-

(selected) (selected) 

considered(Rs.) dered in total Indian 

19- exports to the USSR(%) 

83-84 4688347334 38.43 

84-85 6586487341 35.28 

85-86 6617844649 32.32 

86-87 6816910229 36.66 

87-88 8692104662 41.20 

88-89 9683"566450 36.74 

Source: Same as Table-1. 
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Table-XV shows the selected import items. 

Table-XV 

Import Items Considered(Selected) 

Year Value.\' of imports of items Sltare o.f items consi-

19-

(. .. elected) 

considered(Rs.) 

83-84 7802324060 

84-85 8544338590 

85-86 7412535570 

86-87 4103073320 

87-88 7165261082 

88-89 2141949388 

Source: Same as Table-1. 

·Table-XVI 

(. .. elected) 

dered in total Indian 

imports from the USSR(%) 

47.41 

47.78 

44.19 

40.79 

44.57 

17.03 

Terms of Trade lndicators(Selected Items) 

Years Export unit Import unit Net Barter tit Income tit 

19- Value Index Value Index 

83-84 100 100 100 100 

84-85 102 116 88 121 

85-86 104 115 91 123 

86-87 119 82 145 178 

87-88 100 100 100 100 

88-89 107 109 98 109 

Source: Same as Table-1. 
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Table-XIII and Table-XVI give a series of conclusions: 

(a) Export unit value realizations for non-manufactured iterhs have been vir;tually stagnant, 

with the exception of an improvement in 86-87. 

(b) Export unit value realizations for manufactured items dropped in 84-85 and 85-86. 

(c) Export unit value realizations for manufactured items increased sharply in 88-89. 

In case of reduced set of imports, only 8 items were left for the years 83-84 through 

86-87 and 30 items for 87-88 and 88-89. This reduced set accounted for between 40-45 per 

cent of India's import basket from the Soviet Union except 88-89. The drop in 88-89 was 

due to a sharp drop in the volume of crude oil imports. In 1988-89, only 664000 tons of 

crude oil was imported, whereas 3817000 tons were imported in 87-88, i.e. only 17.39 per 

cent of the 87-88 amount was imported. Regarding imports, the following conclusions 

were emerged: 

(a) Import prices were higher in 84-85 and 85-86 due to an increase in the prices of non

manufacrued items, which implied an increase in the price-of crude oil. 

(b) Due to fall in crude oil prices and prices of non-~anufacttired items in 86-87, import 

prices fell. 

(c) In 1988-89, a sharp increase in the prices of imports of Soviet machinery and equipment 

was observed, but whether this was 'true for 1987-88 or not could not be checked because of 

the peculiar nature of the index number. 

From the analysis of the net barter terms of trade and income terms of trade in 

Table-XIII and Table-XVI, the following conclusions were drawn by Debroy, Behl and 

Mago: 

(i) Due to increase in import prices of crude oil and due to the lower export unit value 

realizattions for manufactured items, the net barter terms of trade, from India's point of 

view, were worsened in 84-85 and 85-86. 

(ii) In 86-87, the net barter terms of trade improved sharply due to an improvement in 

export unit value realizations for non-manufactured items and fall in prices of crude oil 

imports. 

(iii) The sharp increase in prices of imports of Soviet machinery and equipment was neu-
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tralized by the improved export unit value realizations for manufactured items. But overall, 

the net barter terms of trade deteriorated marginally. 

(iv) Due to an increase in the volume of exports of non-manufactured items, and a partial 

increase in the exports of manufactured items, the i.ncome terms of trade were improved in 

1984-85. 

(v) Due to the drop in crude oil prices in 86-87, the improvement in the income terms of 

trade in that year is much more marked in Table-XVI than in Table-XIII. 

(vi) The income terms of trade in Table-XVI reveal that a marginal improvement, as com

pared with the sharp drop in Table-XIII. This indicated that sharp hike in the import prices 

of Soveit machinery and equipment in 88-89. 

The deterioration in the terms oftrade of Indo-Soviettrade, both cross-sectionally 

and temporally, is reason for concern. 

Kishore G. Kulkarni's study16 wanted to examine whether international trade ben

efited LDCs.For this purpose, he tested the behavior of Indian terms of trade statistically .. 

So, he hypothesized that the terms of trade was determined by the export growth rate, 

import growth rate and growth in the trade balance.He tested the equation of the following 

form: 

TOT= al + a2log Ex+ a3log Im + a4 TRBGR 

where TOT= terms of trade 

log Ex = log export 

log Im = log import 
; 

TRBGR = growth rate of trade balance 

By using the time series date for a particular period, regression result is as follows: 

TOT= 1.979 + 0.0783 log Ex- 0.1367 log Im-0.00000626 TRBGR 

(5.62) (0.4771) (0.842) (-0.04624) 

R2=0.1429 

Durban Watson Stat=0.6981 

Standard Error of the Regression=O.l659 

It is clear that the hypothesis of TOT dependenc){ is not empirically supported. 

Because R2 is very low and D-W stat is unacceptably low. Also no figure passed t-test. 
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So, Kulkarni concluded that the terms of trade of the Indian economy did not dete

riorate significantly; and they were not significantly determined by the imports, exports 

and trade balance of the economy in the period between 1960-87. 

In the above discussion of terms of trade, the period has been covered upto 1988-89. 

Raw data on Indo-Soviet/Russian trade are available from the DGCI & S for the period 

upto 1994-95 on floppy. Naturally, data only on Indo-Russian trade are available only for a 

very limited period. So, a viable study of terms oflndo-Russian trade has not been possible. 

In spite of this difficulty, an exerci.se has been made on only,relative terms of trade between 

these two countries taking 1988-89 as the base year. In order to obtain the relative terms of 

trade indicator, a straight-forward division of the export index by the import index has been 

done. This is next multiplied by 100. A value of the relative terms of trade indicator in. 

excess of I 00 indicates the better terms of trade obtained in trading with the USSR/Russia; 

and below 100 indicates inferior terms of trade with the country. 

While constructing export/import index, Walsh system of weighting in index num

ber was followed17 . It should be noted here that all the items traded in this time period have 

been taken into consideration. 

Table-XVll 

Terms of Trade Indicator 

Year Export Index Import Index 

Terms of Trade 

1988-89 ' 100.00 100.00 

1989-90 170.90 202.40 

1990-91 212.20 268.00 

1991-:92 143.50 167.80 

1992-93 38.08 107.03 

1993-94 44.14 103.50, 

1994-95 79.44 237.35 
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84.00 

79.00 

85.00 

35.00 

42.64 

33.46 



It is clear from the above table that the terms of trade are inferior in trading with 

USSR/Russia. Specially, since 1992-93 onwards, the terms of trade has become more infe

rior in trading with Russia. It indicates that trade relation between the two countries after 

the disintegration has become worsened. 
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CHAPTER- VIII 

RUPEE-ROUBLE CONTROVERSY 

Controversy on Rupee - Rouble exchange rate is considered to be a thorn in the 

smooth path of Indo-Soviet/Russian relation. After the disintegration of the Soviet Union, 

this controversy 'could not be resolved, as India is liable to repay its debt to Russia who has 

inherited this right from the former Soviet Union. The decision of the Soviet Union to trade 

with India in rupee and to help India set up her first steel plant at Bhilai was both a political 

as well as a historical one1
. It was a political decision in the sense that when other western 

countries were unwilling to help India in the way of industrialization, the Soviet Union 

came forward with a helping hand that put the western .countries in an awkward position. It 

was a historic decision because for the first time in the history of international trade, one 

developed nation did agree to open trade with an underdeveloped country after the Bretton 

Woods agreement, in the currency ofthe underdeveloped country. The implication of this 

system was that, assistance in the form of loans would be self-liquidated in export form to 

. the giver country. India's trade relations with the western countries were through hard 

currency system, but with the Soviet Union, the economic relations were different. Be

cause, all l9ans were repaid with the export of goods which provided a further impetus to 

industrial growth in India. The western countries used to assist India in hard currency and 

expected repayments also in hard currency. They never gave scope to India to earn hard 

currency by imposing different tariff barriers against India's goods. 

The background of rupee-trade with the Soviet Union dates back to the time of the 

introduction of economic relations between the two countries. All trade transactions be

tween India and the Soviet Union were being invoiced in rupee since 1954. It was clearly 

stated in Article IV of the 'Indo-Soviet Trade Agreement' signed on December 2, 19532
, 

"All payments between India and the USSR described in Article VII may be made in Indian 

Rupee. For this purpose, the State Bank of the USSR will maintain one or more accounts 
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with one or more commercial banks in India authorised to deal in foreign exchange". Rupee 

funds we,re generated in this account when India exported to the Soviet Union and rupees 

were depleted from that country. There was no actual outflow of rupees and the rupee was 

simply a unit of account. Subsequently, in all trade protoco!s ending upto December 1992, 

the same type of statement was mentioned regarding rupee payment, and all transactions 

were concluded in rupees. Notonly that; after Indo-Pak war of 1965, the Soviet Union, 

unlike the United States and Britain, went on supplying defence equipments. These defence 

supplies did not come to India as aid but on payment which was made on a long-term 

instalment basis and adjusted against the trade account of the two countries maintained in 

rupees3
. 

There is a close similarity between the rouble and the rupee. Both the currencies 

were primarily used as legal tender for transactions within the country; and legally, they 

could not be taken out. The exchange rate vis-a-vis the dollar of these two currencies were 

generally fixed by the respective government. There was also a black market in currency in 

both countries. 

The dissimilarities are there between the rouble and the rupee. The external value of 

the rouble had no impact on bonuses offered to the enterprises in Russia. But in India, the 

exchange of rupee played a very significant role in many sectors. Till 1990, the USSR was 

a highly centralized economy. The government used to set prices of all domestic items. 

The exporters had to purchase exportable items from domestic market at local prices and 

the imported items were sold also at local prices. So, the traders did not have any special 

interest regarding export-import business. But in India, the traders of export-import sector 

had, to some extend, freedom to set prices according to international market trends. 

Upto 1989, rouble-dollar exchange rate changed several times. In 1961, Khrushchev 

introduced new rouble with a national gold standard of 0. 987 gramme. When the dollar lost 

its gold moorings in 1971, the So\:'iet government started changing frequently the exchange 

rate of rouble with dollar and other hard currencies. The exchange rate of $/Rb. varied from 

1.11 in 1970 to 1.58 in 1989. 

ln the initial stage, the rupee-rouble exchange rate was determined by the gold 

contents of the two currencies. For several years, the·gold content of both currencies re-
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mained constant and so no question of exchange rate problems cropped up. According to 

agreements reached with all East European countries including the Soviet Union in 1974, 

the basis of the exchange of the rupee with the currencies of these countries was the 'gold 

content' of the currencies. The gold content of the rupee was fixed at 0. 118489 fine gratnmes 

of gold4
. This value was derived from the per value of the rupee in terms of the US dollar 

prior to August, 1971 and in relation to the fixed price of gold at that time, namely 35 dollar 

for five ounce of gold. Though the basis of the gold content of the rupee was clearly de

fined, the "gold content" of the currencies of the East European countries was fixed unilat

erally by them without a clearly defined basis. At th~ time of signing trade agreements, 
., 

these countries prescribed a rate of exchange with the rupee supposedly on the basis of the 

gold content of their currencies5
. But this gold content concept was nothing but an account~ 

ing fiction between two currencies. According to the Indian constitution, any alternation of 

the gold content of the rupee has to be approved by the parliament, but for the change in the 

exchange of rupee, such legislation is not required. So, the Reserve Bank of India from 

February, 1969 revalued its gold holdings in terms of rupees which was ultim'ately approved 

by the parliament. 

In the Indo-Soviet bilateral trade and payment arrangement,"though the unit of ac

count is rupee, the East European countries are protected against devaluation, because the 

exchange value of the rupee is fixed in terms of its gold content"6
. The outstanding balances 

of the bilateral accounts of the foreign concerns were settled by negotiation between the . 
two countries. The change in the par value of the Indian currency caused the devaluation of 

Indian rupee by 36.5 per cent in 1966. This automatically revalued India's loans to the 

Soviet Union by 57.5 per cent and which ultimately increased India's debt in the· ratio7
• The 

rupee-rouble rate was changed accordingly and consequently, this influenced the pattern 

and volume of commodity exchange between the two countries over the years. 

After 1971, with the collapse of the Breton Woods system, the official gold content 

of almost all the world currencies was converted into a "fiction"R. Because, the exchange 

rate between the two currencies set by their respective official gold contents was different 

from their operational exchange rate. Naturally, Indian rupee's gold content became mean

ingless. Equally, the gold content of the rouble was also fictitious. Before the breakdown of 

the Bretton Woods system, rouble was not a free currency which was traded on the world 
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markets and it had a little relation with the official gold content and the Soviet Union used 

to fix the exchange rate for the rouble with other major world currencies arbitrarily to suit 

the exigencies of its foreign trade. So the cross rate between the rouble and the franc being · 

worked out through the West German DM was different from what it was worked out 

through the pound sterling or the US dollar. The gold content of the rupee and the rouble 

became meaningless. 

In 1974, the Soviet authority arbitrarily fixed rupee-rouble exchange rate like with 

all other currencies. As a result, in the first part of 1975, a two-week long discussions 

between the high-powered delegations of India and the Soviet Union on the rupee-rouble 

exchnge rate had reached a deadlock9
. The then Finance Minister of India announced on the 

floor of the parliament oflndia on March 21,1975 that credit payments regarding commer

cial transactions with the USSR would continue at the official exchange rate determined by 

the respective gold content of the two currencies oflndia and the Soviet Union10
. Almost 99 

% of the commercial transactions between the two countries were made at the initially 

determined rate of Rs.8.333 to a rouble. Till November 25,1978 the rouble used to cost 

Rs.8.333 11
. The rate was based on the' gold content' of currencies of the two countries. In 

the last part of 1970s, the Soviet Union wanted to change the rupee-rouble rate solely on the 

basis of defacto value of the rupee periodically calculated by the USSR State Bank by 

averaging the cross rates of the major currencies in the international market with the rupee. 

One Indian mission headed by M.G.Kaul visited the Soviet Union in mid-1976, when the 

rupee-rouble tangle could not be sorted out because of the Soviet rigidity. 

Ultimately, in the later part of 1970s, India's exchange rate problem with the Soviet 

Union and other East European countries became a complex one, since neither the rupee 

nor the rouble was freely traded on exchange markets. The· only way to settle an amicable 

exchange rate between the rupee and the rouble was through some third currency which 

was traded in the international exchange markets. The Soviet Union used to fix its ex

change rate vis-a-vis the dollar, pound, sterling depending on the status of these currencies 

in the world money":'markets. India followed two ways for fixing its exchange rate12
: first, 

through the pound and sterling and secondly through a basket of currencies. So, when both 

the countries fixed their exchange rate in the same way, there should not be any problem in 

fixing the exchange rate between these two currencies. But India was not ready to accept 
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this line, because it would have meant a sizable devaluation of the rupee against the rouble. 

India put forward two reasons 13
: first, exchange rate fixatio.n by the USSR was not always 

on commercial grounds as the role of foreign trade in the USSR economy was not as same 
' 

as in a market economy like India. Secondly, since India's outstanding obligations to the 

Soviet Union were normally denominated in rupees and the economic relations between 

the two countries were governed by rupee trade and payments agreements, so the simple . 

logic of arriving at the cross exchange rate between the rupee and the rouble via third 

currencies was not acceptable to India. On the contrary, India advocated for a mutually 

agreed solutions between the two countries. 

The Soviet Union was of the opinion that it was an accepted norm that every coun

try would fix exchange rate within its own domain. The lMF also recognized it. But India 

raised questions regarding the method adopted by the Soviet Union in fixing its exchange 

rate with. the freely traded world currencies which was reported to have been overvalued; 

and an overvalued exchange rate might lead to a lower trade volume as a number of poten

tial export commodities got automatically priced out. But 'the exchange rate between the 

rupee and the rouble did· not directly influence the trade volume under rupee payments 

arrangement. Only for invisible transactions and debt repayment purposes, this exchange 

rate was relevant. The main dispute between India and the Soviet Union was regarding the 

repayment obligations of India in respect of credits. The denomination of repayment obli

gations in terms of a commonly acceptable currency was one way to solve this problem. 

Another suggestion was to denominate the transactions in terms of the SDR, but the USSR 

neither accepted the SDR nor deviated from fixing its exchange rate against all traded 

currencies. 

After a long tussle, one protocol was signed between the two countries on Novem

ber 25,1978, which specified that, in future, the rouble-rupee rate would be determined on 

the basis of the exchange rates of an unknown multi-currency basket having US dollar, the 

pound sterling, the DM, the yen as the major currencies .. From the date of signing this 

protocol, the exchange rate was changed to Rs.l 0 per rouble. This protocol made the rupee

rouble rate subjet to change from time to time depending on the value of the rupee relative 

to a specified setof currencies. This protocol exchange rate (fixed at Rs.lO=l Rouble) was 

to be applicable to14
: 
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(i) existing rouble credits between the two governments; 

(ii) existing commercial rouble contracts and commercial rupee contracts contain 

-ing a gold parity clause; 

(iii) existing and previous deferred payments contracts containing a gold parity clause; 

and 

(iv) existing service rouble contracts and service rupee contracts containing a gold 

parity clause. 

This protocol clearly stated three things 15
: first, the extent of devaluation of the 

rupee against the rouble vis-a-vis its 1966 level was about 20%, whereas on the cross-rate 

basis, the devaluation should have been around 40%. Thus the extent of devaluation of the 

rupee and therefore the extent of upward adjustment of India's outstanding liability to the 

Soviet Union were less than what they would have been if one decided to arrive at the new 

rate via the freely traded currencies. Secondly, the Soviet Union agreed to the repayment 

of the enhanced part of India's obligation over a period of 45 years. Thirdly, repayment 

effected by India against past credits at the old rate were considered as final and no extra 

liability would arise on that account. 

Regarding the relevance of the rupee-rouble exchange rate, different writers put 

forward their opinions from different angles. Arvind Vyas 16.said that in a bilateral relation

ship, the exchange rate served merely as an unit of account and had no operational signifi

cance. Hence the rupee-rouble rate for trading puposes had no real effects on the system. 

He illustrated this argument with the help of an example: during the mid-1970s oil and oil 

products had dominated the Indian import basket - the price of which was quoted in US 

dollar. This was then converted into NCR via the dollar-rupee rate. It therefore follows that 

the rupee-rouble rate was of no significance except in the case of repayments. GidadhublP 7 

was of the opinion that rupee-rouble was undoubtedly important for the repayment of cred

its that were denominated in roubles. But Debroy, Behland Mago 18 said that very few cred

its were actually denominated in roubles. Rouble denominations were important only for 

Indian imports of defence equipment and equipment for civilian projects. In all other cases, 

credits were denominated in rupees. 

Mr.Pranab Sen19 argued that the widely held view that the rupee-rouble rate was of . 
no real significance was erroneous that even in a system of bilateral trade with a non-
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convertible medium of exchange rate potentially should have substantial real effects. After 

·the introduction of Perestroika in the USSR and New Economic Policy in India, the Indian 

rupee was steadily depreciated against rouble at an annual average rate of about 8.5 per 

cent. In a theoretical framework, Pranab Sen20 considered some direct effects of devalua

tion of the Indian rupee vis-a-vis the rouble on the various trading agents on either side and 

on a commodity classification basis. He classified two effects: impact effect and real effect. 

He indicated that there would be no impact effect of the devaluation on the rupee prices of 

Indian exportables; since the NCR was the medium of exchange. Thus the Indian exporters 

would not be affected by any price change. But real effects ~auld occur through changes in 

the Soviet demand for Indian goods; and the impact of rupee devaluation against the rouble 

on the Soviet importers would be to increase the profitability of importing from India. He 

also discussed the real and the secondary effects of devaluation of the rupee against the 

rouble regarding three types of g~ods: (i) 'Hard' goods from extractive industries; (ii) 

'Hard' goods from non-extractive industries; and (iii)' Soft' goods. The devaluation would 

have no effect at all on the Soviet export volumes of the first type of goods. In case of 

second type of goods, a devaluation of the rupee against the rouble would reduce the prof

itability of such exports to India. There would be a tendency to divert exports away from 

India towards countries whose currencies have not devalued against the rouble. As a result . . 

of this, protocol specified quantities would not be supplied and future grotocol would be 

under pressure to reduce the committed quantities. This was termed as direct real effects. 

The secondary real effects would be a reduction in the rupee resource generation for the 

USSR from this category of exports. In case of third category, the rupee price charged by 

the Soviet exporters would increase by the same percentage as the devaluation of the rupee 

against the rouble. As a result, the Indian demand for the Soviet product would decline. The 

rupee resources generated from these products might increase or decrease depending upon 

whether the price elasticity of Indian demand was less than or greater than unity. This 

change would lead to secondary real effects through the Soviet import side. 

T~e above analysis was done on the basis of implicit assumption that the rest of the 

world did not matter insofar as the bilateral trading relationship was concerned. The indi

rect effects arising out of a misalignment between the implicit cross exchange rates were 

potentially even more important and damaging than the direct effects. These indirect ef

fects were shown by Sen with a number of numerical examples; and this became more 
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pronounced with progress of Perestroika. 

There were two commonly accepted principles for exchange rate determination in a 

situation of initially balanced trade: . 

(i) By alignment of cross exchange rates; rupee was undervalued by 25.32 per cent 

in March 1990; and 

(ii) by Purchasing Power Parity, the rupee was devalued in real terms by about 

43 per cent in the same year. 

There were virtually three exchange rates between the rupee and the rouble for 

different categories of transactions21 . Debroy, Behl and Mago22 mentioned the following 

three: 

(a) rate for governmental transactions; 

(b) commercial rate; and 

(c) tourist rate. 

Pranab Sen23 distinguished these three exchange rates: 

(i) the commercial rate: applicabl~ to tourists, embassies, etc. 

(ii) the protocol rate: used for recording trade transactions; and 

(iii) the basket rate: applied to credit transactions. 

In 1990, the following rates were prevailing: Rouble 1 =Rs.29 for tourists, Rs.20 for· 

commercial transactions and Rs.l6 for governmental transactions. Apart from these offi

cial exchange rates, market rates was Rs.4 or 5 per rouble. The Soviet policy-makers kept 
' 

these artificially high official exchange rates which were beneficial for the USSR and were 

interested in converting rouble debt repayment into rupees at these high rates. 

Regarding the rupee-rouble exchange rate, 1978 pcotocol had been acting a vital 

role for a long-time. After the protocol was signed, the rupee-rouble exchange rate was . 

changed 44 times up to the time of disintegraion of the former Soviet Union. This is shown 

in the following Table-1. 
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TABLE-:1 

COMMERCIAL ROUBLE-RUPEE RATE 

(Rs PER ROUBLE, 1978-1991) 

Effective date of cltange Rate 

25 November 1978 10.000 

16 June 1979 9.694 

11 August 1979 9.997 

5 April 1980 9.638 

10 November 1980 9.341 

26 February 1981 9.740 

14 March 1981 9.419 

22 March 1981 9.707 

19 April 1981 9.414 

1 0 September 1981 9.725 

24 September 1981 10.026 

25 June 1982 9.700 

31 December 1982 10.018 

13 February 1984 10.331 

29 July 1984 10.673 

25 October 1984 10.993 

15 February 1985 11.334 

13 July 1985 10.992 

9 September 1985 11.434 

10 November 1985 11.782 

20 January 1986 12.153 

6 February 1986 12.532 

24 April 1986 12.958 

17 July 1986 13.374 

21 September 1986 13.867 
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4 December 1986 14.305 

23 January 1987 14.792 

1 November 1987 15.392 

19 December 1987 15.862 

5 June 1988 16.392 

7 October 1988 16.897 

24 October 1988 17.576 

20 November 1988 18.112 

9)uly 1989 18.679 

8 October 1989 19.241 

16 December 1989 19.917 

lOMay 1990 20.552 

3 August 1990 21.220 

3 September 1990 - 21.864 

24 September 1990 22.785 

25 January 1991 23.501 

20 April 1991 24.131 

6 July 1991 29.936 

17 November 1991 31.787 

Source: BP; 29 January, 1993 & Debroy, Behl, Mago(1991) 
~ 

Regarding magnitude of changes, it was agreed that adjustments would be effected 

only if changes exceeded 3 per cent either way. The magnitude of the changes since 1978 

calculated by Debroy, Behl and Mago24 from Table-1 is shown in Table-H. 
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TABLE-II 

PERCENTAGE APPRECIATION/DEPRECIATION IN THE VALUE 

OF THE RUPEE AGAINST THE RUOBLE, 1978-1991 

Effective date of change %change 

25 November 1978 -20.00 

16 June 1979 + 3.06 

II August 1979 - 3.13 

5 April 1989 + 3.60 

10 November 1980 + 3.08 

26 February 1981 - 4.10 

14 March 1981 + 3.29 

22 March 1981 - 3.06 

19 April 1981 + 3.03 

I 0 September 1981 - 3.30 

24 September 1981 - 3.10 

25 June 1982 + 3.25 

31 December 1982 - 3.28 

13 February 1984 -3.12 

29 July 1984 -3.31 

25 October 1984 -3.00 

15 February 1985 -3.19 

13 July 1985 + 3.11 

9 September 1985 -4.02 

. I 0 November 1985 -3.04 

20 January 1986 - 3.15 

6 February 1986 - 3.05 

24 April 1986 - 3.47 

17 July 1986 -3.22 

2 I September 1986 - 3.68 
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4 December 1986 - 3.16 

23 January 1987 - 3.41 

I November 1987 -4.05 

19 December 1987 -3.06 

5 June 1988 - 3.34 

7 October 1988 - 3.08 

24 October 1988 -4.02 

20 November 1988 -3.05 

9 July 1989 - 3.13 

8 Octob.er 1989 -3.01 

16 December 1989 - 3.51 

lOMay 1990 - 3.19 

3 August 1990 - 3.25 

3 September 1990 - 3.03 

24 September 1990 -4.21 

25 January 1991 - 3.{)4 

20 April 1991 

6 July 1991 

17 November 1991 

Source: Same ~ Table-1 

It is shown in the above Table that only on November 25,1978, change was marked 

to -20.00 per cent; and in few cases, viz. February 26,1981; September 9, 1985; November 

1, 1987; October 24, 1988; and September 24, 1990- where percentage change touched fig

ure 4. Some cases of appreciation in the value of the rupee were found upto July 13,1985. 

But since September 9,1985, there was a continuous depreciations. Regarding rupee-. 
rouble tourist rate, before the disintegration of the Soviet Union, the depreciation in th'e 

value of the rupee against the other four currencies, viz. Pound, US dollar, Yen, DM. was 

taken into account. 

It was viewed that the rupee-rouble rate did not distort the trade flows in a two

country frame-work. But presence of third country,e.g. the USA between India and the 

Soviet Union, changed the picture. Judging dollar-rouble parity and rupee-rouble parity, a 
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number of conclusions was drawn24
. First, because of the mismatch in the cross-rate, Indian 

export to the Soviet Union became artificially expensive and Indian imports from the So

viet Union became artificially cheap. Seem-idly, switch trade was encouraged. Thirdly, mis

aligned exchange rates and problem of deferred payment led to an artificial export subsidy 

on Soviet exports to India, and an export tax on India~ exports to the Soviet Union. 

WEIGHTS 

The rupee-rouble exchange rate was worked out on the basis of a multi-currency · 

basket consisting of 17 -the US dollar,' the pound sterling, the DM, the Japanese yen, the 

Swiss franc, the French franc, the Canadian dollar, the Dutch guilder, the Belgian franc, the 

Italian lira, the Norwegian kroner, the Austrian schilling, the Iranian rial, 'the Saudi Arabian 

riyal and Spanish peseta. The aggregation procedure was of the Cobb-Douglas form: 

(Rouble/Rupee)= A.(Dollar/Rupee)81 .(Pound/Rupee)82 
• 

. . . . .. . . (Peseta/Rupee )817
. 

where ai .implies the elasticity of changes in the rouble/rupee rate to changes in the ith 

currency/rupee rate. 

The restricted least squares were used with the stiplJlation that al +a2+ ........... +al7 

= 1 implying that the weights add up to unity. So,by substituting al = 1-a2-.... -a17, this 

becomes-

(Rouble!Rupee) = A.(Dollar/Rupee)l-a2-... -ai?.(Peseta/Rupee)a2 
•••.... (Peseta/Rupee)a17. 

By simplification-

(Rouble/Rupee) 

------= A.(Pound/DollarY2 
.... (Peseta/Dollar)a17

. 

(Dollar/Rupee) 

Taking log both sides

(Roub le/Rupee )' 

log·-------= logA + a2log(Pound/Dollar) + .... + al7log(Peseta/Dollar). 

(Dollar/Rupee) 

A regression exercise was done by Debroy, Behl and Mago; and according to their 

result about 94 per cent of the variation in the rouble-rupee rate was explained by changes 

in the exchange rates of four currencies, viz. the US dollar,the pound, the yen and the mark. 

The weights of the rouble basket were estimated to be the following, the remaining curren- . 

245 



cies possessing zero weight each: 

US dollar-43.8% 

Pound- 15.9% 

Yen- 2.1% 

Mark- .38.2% 

When they introduced a time lag of one month, the result was slightly changed. 

More than 96 per cent of the variations in the rouble-rupee rate were explained by varia

tions in exchange rates of seven currencies. New thr~e currencies are the Swiss frac, the 

French franc and Austrian dollar. 

Being based on these determined weights,t he real appreciation in the multi-cur

rency basket was only at an exponential rate of 2.32% Assuming that the rates were at par 

on November 25,1978 when the new protocol was ~igned and the rate ofRs.10 to a rouble 

was established, this means that after 15 years in 1993, when official exchange rate was 

fixed at Rs.23.5009; that should have been fixed to Rs.14.1623. 

Before the disintegration of the Soviet Union, the economic condition of the coun-

' try deteriorated which was discussed earlier. In the open air 'of Glasnost and Perestroika, 

.. : . the Soviet restrictions. on.exchange transactions were eased. The rouble was openly chang-
,; 1 ., 

,: .: ing hands at a rate far below its formal exchange rate vis-a-vis the US dollar and that in the 

· .. , black market, one dollar f~tched more than ten, in some cases twenty roubles in the last part 

!:. of 1990. In this circumstances, it was demanded to nullify the 1978 protocol, as it did not 

take into account the depreciation in the rouble26
. Not only that India was not given the 

price advantage that was extended to the East European Warsaw Pact countries and also 

Cuba and Vietnam by the Soviet Union. In spite of all odds,lndia depended on the USSR 

.; : for defence supplies and oil which consisted of almost one-third of its annual imports. 

Since the exchange rate was one that had overstated the value of the rouble, consequently, 

India had to pay higher prices than the world level for Soviet goods. Whereas the Soviet 

Union purchased Indian goods at c~nsiderably lower prices. This croped up the demand for 

·nullification of 1978 protocol and introduction of new formula for rupee-rouble exchange 

rate. ln September 1990, Dr.Badar Alam IqbaF7 remarked, "The existing parity ratio is not 

favourable to India has been proved when a test of auction of the exchange showed the 

rouble-rupee ratio at 1 is to 1.6,while official rate is bet\veen Rs.26 to Rs.28 per rouble. 
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With the Soviet Union siowly moving over to a more realistic exchange rate rather than the 

nearly one to one parity with the dollar, now the rupee-rouble rate would also have to be 

revised to a more realistic value". 

V. Skosirev2~ is of the opinion that among developing countries, India had the larg

est Soviet rouble debt of 8. 9 billion in July, 1990 and he did not agree with the Indian view 

point that Soviet debt would not be reduced due to higher rate of rouble vis-a-vis rupees. 

From the Indian side, efforts were made to arrive at an acceptable exchange rate through 

mutual working group discussions. In a press release issued in New Delhi on February 

21,1990 India suggested to constitute a high level working group to discuss issues pertain

ing to the 1978 Protocol on Rupee-Rouble exchange rate29
. -Dr.C.Rangarajan,Depury Gov

ernor, Reserve Bank of India was nominated to lead ~he Indian delegation. This working 

group was constituted during the visit of 11-member Soviet delegation led by 

Mr.V.V.Sitnin,then Deputy Minister ofFinance of the Soviet Union. 

In this respect, M.D.DewanP0 remarked a few months before the coup in Moscow 

in January, 1991 that a wide disparity persisted between the official and unofficial rates of 

the rouble. On the one hand, the Soviet rouble depreciated at a faster rate than the rupee, on 

the other hand, the Reserve Bank of India made an upward revision of the rupee-rouble 

exchange rate from Rs.21.86 to Rs.22.78 to a rouble in terms of 1978 protocol with effect 

from September 24,1990. At that time, in the unofficial market, one dollar fetched about 

Rs.23. This implied that rouble was weaker than Indian rupee in the open unofficial mar

ket31. 

Foreign exchange auction held in the Soviet Unioo gave us a clear picture about 

market-determined dollar-rouble parities32
. The October 1990 auction exhibited rates of 

around 22.6 roubles to 1 US dollar. A market-determined parity could thus be in the neigh

borhood of 1 rupee to I rouble. The distorted exchange rate was intimately connected with 

the deterioration in the terms of trade. The Indo-Soviet terms of trade has been discussed in 

separate chapter. 

Rupee-Rouble Controversy After Disintegration of the USSR 

After the disintegration of the Soviet Union, debate on the rupee-rouble contro

versy could not come to an end. The unrealistic rupee-rouble exchange rate became a seri-
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ous problem for India in the changed atmosphere. Russia'maintained multiple exchange 

rates. In the last part of 1991, the tourist rate was one ro.uble = Rs.43-48 and for commercial 

transaction Rs.30 = I rouble was applicable to Indian exports, imports and other payments. 

But the market rate was Rs.l = Rl.l. After the failed coup of August 1991, the market rate 

of rouble fell sharply. But repayment of past Soviet credits was based on the inflated com

mercial rate fixed by 1978 protocol which led to a distortion in the rupee-rouble parity. 

From the auction rate in November 1991, one dollar equal to Rbl.ll 0 forced the Russian 

foreign trade bank to increase the purchasing rate of one dollar from Rbl.32 to 48. In this 

situation, rouble got strengthened vis-a-vis the rupee which was highly unrealistic. Most 

interesting fact is that the Reserve Bank of India adopted Rbl.l = Rs.30 as the commerial 

exchange rate and on the other hand, from August 1, 1991 the Soviet Union increased 

conversion co-efficient from 1.5 to 2 so that for the Soviet importing organisation, Rbl.l 

became equal to Rs.21-22. This means that both the governemnts adopted different com

mercial rates33
. 

In December, 1991, the government of India deCided to seek a downward revision of 

the value of rouble considering the real value of the currency which had been quoted at 

190-300 roubles to a dollar in recent auctions. The official exchange rates for the tourists· 

was pegged at 110 roubles to a dollar. But the market value of a rouble via the dollar route 

worked out to one fourth of a rupee34
. This over-valuation of the rouble vis-a-vis the rupee 

inflated the volume oflndia's debt to the former Soviet Union. A black market was there, 

whereby roubles were converted into rupees. The rupees were smuggled to West Asia and 

converted into dollars through hawala transactions. The dollars were then taken back to 

Russia. The rates at these transactions used to be three-four rupees to one rouble35
; and 

within a .very short time period, it became three-four roubles to a rupee. But this time, 

official rate was around Rs.31 to a rouble. This official rate should have been 15 to a rouble. 

Because, Gosplan estimates show an inflation rate of aroun,d six per cent in the 1980s; and 

in India, in the 80s, the average inflation rate was about eight per cent. So the differcial rate 

of inflation was two per cent. If one wishes to preserve the same real exchange rate pre

vailed in November 1978, then rouble-rupee rate should have been Rs.l5 in January, 1992. 

This unrealistic rate was due to 1978 protocol. ln March 1991, a negotiation was held 

between the two countries for a new protocol, but there was no fruitful result. It was also 
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demanded in this time that a portion of the debt should be written off as was done in case of 

Mongolia's debt to the Soviet Union36
. (Angola, Laos, Vietnam, Mozambique, and Nicara

gua also obtained credit from the Soviet Union). 

In May, 1992 India and Russia switched to dollar trade. Addressing a news confer

ence on 6th May, 1992, the then Commerce Secretary, ~r.A.V.Ganesan said that the clear

ing mechanism between Russia and India· signified a departure from trade in rupees to trade 

in convertible currency, and all exports would be through letters of credit37
• In the first part 

of 1992, the massive rouble devaluation created an extraordinary favourable opportunity 

for India. At the new exchange rate, the value of Russian rouble credits to India was stated 

to have been reduced from Rs.38,000 crores to no more than Rs.SOO crores. By this way, 

India's foreign debt problem would have been solved. But it was not; and India had to be 

soft. Four reasons were advanced for being soft on Russia38
: 

First, India must show gratitude for old Soviet favours. 

Second, Russia is an important source of arms and missile technology that India 

must not antagonise. 

Third, it would be unfair to take advantage of the rouble when the military hardware 

supplied under Soviet credits could as well have been designated in dollars. 

Fourth, the rupee-rouble ratio was to be determined by a special formula indepen

dent of the new exchange rate. 

But S.S.Anklesaria Aiyar39 remarked,"the Soviet Union is dead and gone, and you 

can not show gratitude to a corpse. Russia may be a legal successor sta!e, but from India's 

viewpoint, is emphatically not a political or economic substitute for the Soviet Union .... India 

was not bailed out by the Soviet Union when the rupee depreciated, and New Delhi must 

bail out Moscow now that the rouble has depreciated". 

On June 9,1992, the first round of talks, after the change of government in Moscow, 

on the contentious rupee-rouble issue, concluded without any fruitful result. Mr.Montek 

Singh Ahluwalia40, leader of the Indian delegation and secretary in the Ministry of Finance 

said, "when the market reality is totally different how can we agree to these terms ( 1978 

protocol)". According to him, the government of lndia felt that the terms of the 1978 pro-
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taco! were "totally unsuitable and unrealistic". He argued that though the rouble had not yet 

acquired the status of a definitive currency, it had been traded (at rates much lower than the 

current rupee-rouble rate) over the last few years and could, therefore, be assigned a value 

compatible to market forces. The Indian government alternatively suggested to use IMF 

parity as Russia was, at that time, on the doorstep ofiMF to become a member. After few 

days, becoming a member of the IMF, Russia unified the thousands of different exchange 

rates it had earlier for different pur~oses and floated the currency. This was quoted by the . 
Central Bank on the first day of the new exchange rate regime at 125.26 roubles to the 

dollar. In the markets, the rate was 144 roubles to a dollar. At the new exchange rate an

nounced by Moscow, India's debt would have been reduced by 20 per cent. Btit Russia 

wanted to keep the special formula of the 1978 agreement in tact regardless of its new 

exchange rate. Russia unified its many exchange rates and became a member of the IMF in 

order to qualify for $24 billion dollars worth of aiq from the West, including a $6 billion 

fund for the stabilisation of the new rouble rate. India did not force Russia in this way. 

India had to borrow money from the IMF in order to give Russia anything more than its 

current exchange rate which was viewed to be the height of commercial stupidity41 . 

In October 1992, India decided to approach Russia to come to an agreeable rupee-

. rouble exchange, because at one time in that year, the rouble was valued at 25 paise. But,in 

government level, there were at least three proposed exchange rates42
. First proposed ex

change rate was aired in the official sources to be Rs.14 to a rouble. Second, the Finance 

Ministry, with the backing of the Ministry of Commerce, External Affairs and also the 

Prime Minister's office wanted that the exchange rate should be about Rs.6 to Rs.8 to the 

rouble. Third, the Defence Ministry and the Planning Commission were in favour of about 

Rs.25 to a rouble, with the arguing that its problem of acquiring spareparts from Russia and 

for this a favourable rate needed to be offered. The Planning Commission was in favour of 

the Defence Ministry's recommendations because it was involved in the process of obtain

ing huge Soviet credits at a very concessional rates to India's power sector. 

In the first half of January, 1993, Russia's First Deputy Minister for Foreign Eco

nomic Relations, Mr. Vladimir Shibayev, on his return to Moscow from New Delhi, cat

egorically said that Russia would not write off India's debts43
• 

' I 

On January 20,1993, the Deputy Chairman of the Council of ministers of the Rus-
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sian Federation, Mr.V.F.Shumeiko visited India in order to prepare for the visit of the 

President Mr. Boris Y eltsin in last part of that month. According to him, Russia sought an 

alternative to the exchange rate formula for re-evaluating the debt owed to it by lndia44 . The 

most interesting part was that India had been seeking a revision of the exchange rate by 

rectifying 1978 protocol for a long time. This time, Russia, coming one step advance, 

sought the revision. Diplomatically, being the first mover in this lap, Russia categorically 

said that India must settle down to pay 80 per cent of Rs.38,000 crore owed to Russia. But 

the Indian government maintained that it was willing to pay about 45-50 per cent of the 

total debt. Mr. Shumeiko felt that such re-evaluation should be based on some other for

mula and in the perspective of long-run economic cooperation between the two countries. 

Indian Finance Minister Mr. Manmohan Singh had reiterated India's position that the ex

change rate imbalances in the 1978 protocol had to be corrected so as to reflect the strength 

and weakness of both the rupees and the rouble45
. 

Just before settling down the problem of rupee-rouble debt, some Indian writers46 

remarked that India overiooking the long enduring relationship between the two countries, 

should not take chance to reduce its debt burden to crisis-striken Russia. It was viewed that 

exports to rupee payment areas had plummeted by 50 per cent in 1991-92 and again by 60 

per cent between April and November in 1992-93. The composition of exports was such 

that it was not possible to switch the exports to different countries. Consequently, manufac

turers of hosiery woolen garments, light engineering products, drugs and pharmaceuticals 

and even .tea sugar and handicrafts had suffered. All these could have been avoided if India 

would build upon its special bilateral trade relationship with Russia, as Austria and Finland 

did. For this purpose, four measures· were suggested: 

(i) All trade should be undertaken in dollars. 

(ii) The debt should be fixed in dollars after settling the rouble-rupee parity. 

(iii) Russians should either forego all interest payments on this debt or should charge at the. 

current global dollar rate which was between 3-4 per cent; and which was yet to be fixed. 

(iv) The exchange rate should be fixed at rates which would reflect pre-1990 condition. 

Later on, on January 27,1993 Russian President Boris Yeltsin came to India for a 

three-day state visit; and during this visit, this old problem of rupee-rouble rate and debt 

repayment problem was solved in such a fashion that the long-enduri,ng relationship be-
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tween the two countries was not hampared. The issue had to be settled not by the officials, 

but by an intervention by President Yeltsin and Prime Minister Rao. The political wi II that 

was missing in earlier negotiations in order to solve the problem, was finally provided by 

the two heads. Initially, the Russian side appeared to have arrived at an amount based on 

rupee-rouble parity as on 1st November, 1990. According to this formula, the total debt was 

worked out to be over Rs.25,000 crore. India suggested formula by which the rouble debt 

was worked out amounting to Rs.17,000 crore. At last, the long standing rupee-rouble 

dispute was settled on 28 January, 1993 with Prime Minister P.V.Narasima Rao and Presi

dent Boris Yeltsin agreeing on an exchange rate Rs.19.90 per rouble which was described 

as a political dicision of the two countries47
. The total Indian debt to Russia stood at Rs.24,250 

crore - which was 32 per cent lower than the earlier estimate of Rs.36,675 crore. As the 

1978 protocol was signed after a prolonged tussle of over six years, similarly, the 199.3 

protocol was also the result of a tussle of over six years. In the last part of 1986, the Soviet 

Onion started insisting the Indian government on shifting·to the new five-currency SDR 

basket from 16-currency basket. But India did not agr~e to that proposal, because this type 

of shift would then tantamount to ·a depreciation of the rupee which would lead to a in

creased debt liabilities for India. Regarding the cut-off point, there was also a controversy. 

India's suggestion was January 1,1987 as the cut-off point when exchange rate was Rs.14.30 

to a rouble. But Russia advanced November 1,1990 having exchange at Rs.22. 70 to a rouble. 

Finally,the 1993 protocol accepted 1st January, 1990 as the cut-off date with exchange rate 

Rs.19.90 per rouble which was close to the Russian demand. 

Significantly, at the prevailing rouble-dollar and dollar-rupee exchange rate in Janu

ary, 1993, the value of the rupee worked out to rouble 19, which was just the reverse of the 

exchange rate at which the debt had been settled. At this point of time, one dollar could 

fetch 558 roubles, but it commanded only 30 rupees. On this basis, India's debt would stand 

reduced sharply to a mere Rs.l,877.63 crore, (but it was settled at Rs.24,250 crore). On this 
. . 

settlement, Indian side expressed happiness. A spokesman of the External Affairs Ministry 

said this would give India a "net advantage" of32 per cent in its debt repayment which was 

estimated by Russia at $10 billi~n48 • lt was decided that the calculation of the applicable 

exchange rate would be based on the rate existing on January 1,1990, which the package 

would be implemented from April 1, 1992. The parity was calculated at Rs.19. 90 to a rouble 
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as on January I, 1990 and Rs.37.57 per rouble from April 1992. 

The repayment norms were finalised on January 29,1993. Economic Affairs Secre

tary Mr.Montek Singh Ahluwalia told reporters that the two sides had agreed that 63 per 

cent of the debt would be paid in accordance with past prot<;>cols at the rate of Rs.19. 90 per . 

rouble49
; and 37 per cent ofthe debt totalling rouble 9871 million was agreed to beresched

uled. The debt amounting to Rs.11,450 crore was settled to be repaid over 45 years without 

interest and for a period of five years, there would not have any fluctuation in the value of 

the rupee. Thereafter it would be indexed to the SDR if the annual average depreciation of 

the rupee exceeded 3 per cent over that five year period; and in the non-rescheduled por

tion, the debt worked out to over Rs.19,600 crore to be repaid in 12 years50
. 

This settlement of the problems of rupee-rouble parity was vehemently criticised by 

a number of experts, on the ground that this agreement was a sell-out of India's interests 51• 

It was argued that while credits extended by the Soviet Union were protected against a 

weakening of the rupee over time, but the weaking of the rouble was taken into account. 

Russia had had the last laugh in signing the rupee-rouble parity agreement with India52 . 

This is the second, in this way it was criticised, that India has had to suffer a major setback 

in arriving at a political settlement of the Rupee-Rouble 'parity; the first being in 1978 

protocol that provided for taking into account the devaluation of the rupee vis-a-vis the then 

basket of currencies from time to time; on the other hand it assumed the roubles to be free 

from exchange rate fluctuations. 

Mr.M. S . .Alhuwalia, Economic Affairs Secretary denied the charge that it was a sell

out but evaded a reply when asked whether at the.prevailing market rates one rupee was 

equivalent to rouble 1953
• He said that India had entered into trade agreements with· the 

erstwhile Soviet Union when both the rouble and rupee were not tradable currencies. So, it 

would be unfair to say that the debt should be calculated at the prevailing exchange rates, he 

said. Mr.Boris Yeltsin told Tass in an interview that the exchange rate agreed during his 

five hours of talks with Prime Minister Narasimha Rao was not to the detriment to Russia's 

interests but that he was not fully satisfied with it54
. 'The Patriot' 55 remarked that the issue 

of exchange rate itself was a legacy of a period when bot? India and what was then the 

USSR had been guided more by geopolitical considerations than hard economic logic in 

giving shape to their external trade policies. Since this era and the 'special relationship it 
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had brought about between the two countries was irreversibly gone, it was surely time to 

exorcise its ghost for ever. 

Some observers wanted to judge this settlement from some different angle56 . Dur

ing this visit, President Yeltsin offered India unstinted support on the Kashmir problem and 

on the space technology issue which was considered to be a major diplomatic victory for 

India. Regarding defence equipments and spare parts, some assurance was also given bu 

Russia. Mr. Boris Yeltsin also indicated that if ever the issue of India's permanent member

ship at the Security Council did come up, he would say 'y~s'. Some prominent Moscow

watchers like Prof. Jayashekhar conceded that while Russia's support for India Q!l such 

vital concerns was indeed welcome, it could not be seen apart from her own domestic 

political concerns. The Russian Military Industrial Complexes are highly labour-intensive 

and currently politically anchored with the opposition in Russia. For sustaining such a 

·huge apparatus, new and growing markets were cru~ial and the Russians view India as one 

such market. 

Mr. A. V.Rajwade57 advocated for the settlement of the Rupee-Rouble controversy 

and said that Rupee-Rouble pact was not a sell-out. First, he mentioned about the legal 

position of India. According to 1978 protocol, Russia, as the successor state to the Soviet 

Union was entitled to insist on repayment at the rate worked out by the protocol. Added to 

the legal weakness of the Indian side was the dependence on Russia for defence related and 

space technology imports. 

It was remarked that the 'historic' political agreement between India and Russia 

over the rupee-rouble exchange rate to estimate the total debt to be repaid to the latter might 

lead to a revival of switch trading58
. Many Russian companies obtained expensive con

sumer goods and technology from t~e west at cheap rates via India. Some Indian compa

nies purchased either technology or components from the west in hard currency and then 

assembled and sold it to the Soviet Union in rupees, causing a heavy drain on Indian foreign 

exchange reserves. In 1990, the V.P.Singh government took steps to curb this practice and 

in 1992 Russian government began to issue import licences to stop switch trading. lt was 

apprehended that this agreement might even legitimate switch trading. 

In June, 1993, India and Russia sorted out the vexed issue of interest payments on 

the revolving funds placed with the Reserve Bank of India as part of the loan repayment 
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arrangement between the two countries. They also agreed on a one-time indexation of each 

annual instalment of debt repayment59
. In September in the same year, India and Russia 

exchanged letters facilitating purchase of Indian goods and services by Russia under a new 

debt-repayment arrangements. The Indian government would make available annually a 

swing credit of upto Rs.300 crore beginning 1994 to facilitate the smooth utilisation of 

funds available against repayment of state credits for purchase of Indian goods60
. 

Since the beginning of 1994, Russia has been considering rupee auction as a mea

sure to avail of accumulating rupee funds at the rate ofRs.3000 crores per year. The prob

lem cropped up because the Russian government was unable to workout a mechanism for 

the utilisation of these rupee funds which India had to pay for debt repayment. Detailed 

discussion of this issue will be made in the next chapter. 

REPAYMENT FORMULA 

The repayment mode of the debt was calcualted in two ways61
: 

(i) The outstanding debt converted at the exchange rate of Rs.l9.9169 ruling at the begin

ning of 1990 (effective from 16/12/1989) would be repaid over the next 12 years as per the 

original agreement with interest at 2.4 per cent per annum. Total debt at this exchange rate 

stood at Rs.l9,643 crore. 

The second component was the differential between the exchange rate of Rs. 19.9169 

used for the first component and the last announcement rate under the 1978 protocol, viz. 

Rs.31.7874 effective from 17th November, 1991. This amounts to Rs.ll,700 crore and is to 

be repaid free of interest over 45 years. 

The first part of the debt, in value terms at February,1993 was quantified at SDR 3.7 

billion, the discounts rate being 10 per cent. The second part was quantified at SDR 0.4 

billion. The rupee amount would be varying in accordance with the rupees' exchange rate 

against the SDR. Out of the second cpmponent, the first five years'repayment would be in 

nominal rupees unlinked to the SDR. This portion, using a discounting rate of 15 per cent 

per annum of rupees, worked out to equivalent of SDRs 0.2 billion; and total debt worked 

out to the equivalent of SDR 4.3 billion. 

(ii) India's debt to Russia as on April 1,1992, was estimated at rouble 9.871 million. At 

the last announced exchange rate as per the 1978 protocol at Rs.31. 7874, the principal debt 
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on trade held in New Delhi on October 12, 1995, two high-ranking Russian officials de

manded a revision of certain key clauses of the 1993 agreement64
• They sought repayment 

of India's debt to the former Soviet Union in hard currency dollar instead of in rupees. The 

arguements advanced was that since India had made its currency fully convertible on the 

current account and had accepted the obligations under Article VIII of the International 

Monetary Fund, it should denominate its debt repayment to Russia in dollars. New Delhi 

rejected the demand outright. India felt that the Russian demand would amount to reneging 

on the agreement. According to an international trade expert, the Russian game plan was to 

get the annual repayment of Rs.3000 crores converted to the US dollar using the current 

rupee-dollar parity. In this way, Russia, otherwise hard pressed for foreign exchange, 

hopes to garner roughly $ 1 billion a year in hard curency .. It was reported that Russian 

demand was totally against the letter and spirit of the 1993 agreement which explicitly 

provided for repayment in rupees by ·export of Indian products as permitted under the ex

port-import policy in force. 

B.ut on October 16,1995, addressing a press conference in New Delhi, 

Mr.P.Chidambaram said that India had made it clear to Russia that the Indo..: Russian agree

ment on debt repayment of 1993 was in tact, and it would lil,ce to stick to this route for debt

repayment65. He also said that both sides had expressed their desire to abide by the 1993 . 

agreement and that there was no need to depart from it. Mr.Chidambaram said during his 

visit to Russia the whole gamut oflndo-Russian trade came for detailed discussion and both 

sides also discussed the working of the agreement. He also stated that the.rupee debt alloca

tion for the year had been fully utilised. 
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CHAPTER-IX 

INDO .. RUSSIAN TRADE AFTER THE 

DISINTEGRATION OF THE USSR 

The Indo-Russian relations received a serious blow after the collapse of the erst

while Soviet Union.Russia moves closer to the USA and it has changed its perception 

towards many of its former adversaries. Russia has become sympathetic towards China 

and Pakistan and it has already sought the cooperatio~ of China in various fields· and en

dorsed Pakistan's proposal for a nuclear weapon free zone in South Asia.And some per

sons think tnat Russia could reverse its long standing position on Kashmir by emphasizing 

on human rights1
. All these steps go against India. With this changed environment,India 

has reshaped its relation with Russia being based on the fact that there can be 'no perma

nent friends only permanent interest' .So, efforts have been made to increase the volume of 

two-way trade simultaneously with giving emphasis on economic cooperation in both the 

military arrd civilian sectors. 

Indo-Russian trade had collapsed along-with the Soviet Union.The system could 

not take the volatile changes in the new setup.From a high point of Indian exports of 

Rs.5,255 crores to the then Soviet Union in 1990-91, exports declined to about Rs.1,700 

crore in 1992-93 .Naturally, Indian trade suffered a jolt in the aftermath of the upheavals in . 
the Russian economy. The world literally seemed to fall apart with the breakup of the 

USSR in 1992.The erstwhile Soviet Union was India's major trading partner accounting 

for 40 per cent of the country's tea,jute,coffee and unmanufactured tobacco exports,85 per 

cent of woolen knitwears,40 per cent of spices, 24 per cent of cotton textiles,25 per cent of 

chemicals,33 per cent of basic chemicals and 15 per cent of cashew kernels. The depen

dence of Indian exports on the Russian economy proved to be the proverbial case of putting 

most eggs in a single basket2.lt proved fatal when the empire collapsed. However India has 

been trying to revive the situation because of its historical ties with Russia in general and 

because of its tremendous business prospect with Russia.As Russia accounts for 17 per 

cent of world's oil production,30 per cent of natural gas, 33 per cent of diamonds, 8 per 
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cent of coal, 14 per cent of commercial iron ore, roughly 20 per cent of nonferrous and 

precious metals and 70 per cent of minerals, and it constitutes the tifth largest consumer 

group in the world of people starved of basic consumer goods. 

One year after the disintegration of the Soviet Union, both India and Russia had to 

face a similar type of situation in their respective domest~c fronts in implementing their 

economic.reforms.At the end of 1992, Russian President,Mr.Boris Yeltsin,cut short his 

visit to China and returned to Moscow where his government and the economic reform he 

had initiated came under serious threat from the 'Communists. Around the same time the , 

government of India was also under severe pressure from fundamentalists of a different 

type who sparked a bitter communal conflagration. In a sense,the Russian government 

found itself being prevented from pu~suing its radical economic reform owing to the pres

sure from 'econ<;>mic fundamentalists'. The Indian government,it was argued, led by 

Mr.P.V.Narasimha Rao,on the other hand, was prevented from implementing the economic 

reform measures by the 'political fundamentalists' 3 .lt was,perhaps,for the first time since 

July 1991 that forces outside the burea~cracy had begun to stall the implementation of the 

reforms.· 

COLLAPSE OF RUPEE TRADE 

In the context of conflict between the socialist an"d the capitalist systems,Rupee 

trade came into existence in the early 1950s.The coutries belonging to the former block 

were trying to evolve new international economic principles and to attract the newly inde

pendent countries of the third world to follow a non-capitalist path of economic 

development.India was also moved by the ideas of anti·imperialism and anti

colonialism.Moreover,India and the former Soviet Union had common problems : short

age of hard currency,lack of expansion of trade with the west, mounted adverse balance of 

payments etc. These factors led the two countries to adopt Rupee trade and to by-pass hard 

currency.The salient features of the Rupee trade were bulk orders, protected markets, assured 

and prompt payment,less marketing hassles etc. 

After the collapse of the earstwhile Soviet Union both the countries did not want to 

continue Rupee trade.lmmediately, after the At.Jgust coup of 1991, the then External Af

fairs Minister Madhavsingh Solanki visited Moscow in November. The time of visit was . ' . 
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prevented normal trading activities. 

Fifthly,the Russian government has made rouble convertable from August 

1, l992.And Russia started trading in hard currency with all countries, including former 

CMEA members and China.India was an exception.So,Russian policy makers seemed to 

have decided to discontinue the rupee trade arrangements. 

There were also some reasons for which India also wanted to discontinue rupee 

trade: 

First,rupee trade led to switch trade. Continuation of rupee trade meant outflow of 

hard currency from India to the former Soviet Union in export of several items. 

Secondly,after disintegration,a situation was developing where the Soviet govern

ment had lost ~ontrol over enterprises in persuading them to export to India under the 

Rupee trade agreement. 

Thirdly,continuation of rupee trade with an artificially high rouble-rupee exchange 

rate has been disadvantageous for India. 

Fourthly, the former Soviet Union and subsequently the Russian government stressed 

that defence equipments would have to be purchased by India in hard currency. 

So,it was a divorce by mutual consent. Some other criticisms that were levelled 

against Rupee trade were the lack of complementarity and competitiveness. 

A high level Indian delegation visited Russia in January, 1992. During this visit, three 

options were considered9
. The first option was for a two-year transformation period for 

switching over from rupee-trade to convertible currencies. 

Immediately after the disintegration of the Soviet'Union,the 'escrow trading ar

rangement' 10 took an important role in developing trade between India and Russia. This 

arrangement bailed out the foreign exchange-starved government in getting crude oil and. 

petroleum products and thus bridging to some extent the demand-supply gap. The newly

born republic of the erstwhile Soviet Union wanted to exchange its crude oil,petrolium 

products and kerosene in exchange of food products and edible oil under the escrow trading 

arrangement 11 .But due to shortage in the country ,export of edible oil was . . 

banned.Ultimately,this commodity had to be imported and then it was exported to Russia, 
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and for which India had to spend hard currency.ln spite of that,India gained by this 

deal, because the country had to spend only 25 per cent of the foreign exchange needed to 

import the same quantity of crude oil, petroleum products and kerosene. 

On December 27, 199l,India closed the centralised account through which all trade 

with the former Soviet Union were conducted. In the absence of progress on rupee-rouble 

tangle at the Moscow talks in January, 1992 between Indian and Russian officials, it was 

decided to value"Russia's exports to India in US dollar terms, which India would have to 

pay for the same in rupees calculated at the prevailing rate.for the US dollar. 

Disintegration of the Soviet Union freed India of contractual restrictions relating to 

the production of Soviet defence equipment in India.This has enabled New Delhi to sell 

these equipment and spares to third countries in line with the policy of armament export12. 

India and Russian federation signed treaty on 22 February 1992 in New Delhi, the 

first-ever trade protocol envisaging a total turnover of Rs. 7500 crore during 1992.lndia 

also.signed on the same day,a five-year frame-work agreement with Kazakhstan in coop

eration in trade and science and technology.As a transitional 'arrangement, the trade proto

col provided for continuing with the [\lpee payment arrangement in 1992.Both import and 

export contracts were scheduled to be designed in freely convertable currencies at interna

tionally competitive prices,while payments to be made in Indian rupee at the prevailing 

exchange rate between that international currency and the Indian rupee13. 

The main items of imports from Russia earmarked were crude oil, kerosene, diesel, 

nonferrous metal, polyethyline, synthetic rubber and n.ewsprint.On the other hand,exports 

included tea, coffee, textiles black pepper, soyabean extractions, castor oil, medicines, shoe 

uppers, paints, cosmetics, detergents and plastic products. Further, Russian side agreed to 

delink trade issues from financial ones, like rupee-rouble exchange rate and estimating 

India's debt to the erstwhile Soviet Union. It was believed that the 1992 trade protocol 

between India and Russia was at best an interim arrangement and that the country was 

mentally preparing itself for trade only in hard currencies in the future14
. 

This trade protocol helped the hosiery units in Ludhiana.These hosiery units had 

been the worst hit as the former Soviet Union failed to lift the quantity contnicted as per the 

terms of the 1991 trade protocol. These problems would not have arisen had India agreed to 
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make available goods to Russia against the Rs.l ,600 crore of the Rs.3,200 crore outstand

ing technical credit that the former Soviet Union owed this country until 1991 end 1s 

Another important feature of this trade protocol was that the Russian federation · 

promised to guarantee supply of goods.under the protocol. For this purpose, it had permitted 

Russian enterprises to retain 25 per cent in foreign currency from supplies made to India. The 

Russian federation imposed quotas and· licences so that goods meant for India are not di

verted to other countries.Besides, the federation used its regulatory authority through acts 

to compel the enterprises to supply goods to India. 

In addition to bilateral rupee Clearing arrangement, the protocol provided for all 

internally recognis.ed forms of trade and business cooperation between business enterprises 

or the two countries,including trade in hard currency,barter,buy-back and counter trade. 

In order to make the trade protocol viable, a Banking Arrangement between the 

Bank ofForeign Trade of Russian Federation and the Reserve Bank oflndia was concluded 

on February 28,1992. But Liberalised Exchange Rate Management System (LERMS)16 

came into force with effect from 1st March, 1992. So the above trade agreement needed to 

be amended. Accordingly,two more agreements remaining force till December 31,1996 

each with five year validity were signed on 4th May, 1992 'in New Delhi. The first agree

ment on trade and economic cooperation envisaged most-favoured-nation treatment to each 

other in all matters of trade and commercial cooperation,stipulating all payments in freely 

convertable currencies17
. The two countries agreed to find 'mutual advantageous solutions 

to outstanding problems including the supply of defence spares and rocket technology by 

Moscow. The understanding was arr~ved at a discussion between the then Minister of State 

for power, Mr.Kalpanath Rai and his Russian counterpart on the possibility of exploring 

further cooperation in the fields of power. 

According to the first agreement, 15 commodities, viz. oil, steel product, nickel, 

copper, newsprint etc were scheduled for exports from Russia to India during 1992. And 

for'the same period, 30 commodities were earmarked for exports from India to the Russian 

Federation. The main items were tea, coffee, tobacco, fruit products, medicines, leath.er etc. 

It was also decided that any natural and juridical persons of both the countries would be free 

to import and export goods and services from each other on the basis of counter-trade, 

commodity exchange, barter, buy-back operations or any internationally recognised form 
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of business cooperation 1
H. For this purpose, the RBI allm~ed opening of Special Escrow 

Accounts designed in US dollars in the name of Russian exporter with commercial banks in 

lndia. 

The second agreement was signed on setting up an inter-governmental commission 

on trade,economic,scientic and technical cooperation. In this context, Mr.Gennady Burbulis, 

head of the Russian delegation visiting India said that out of 148 agreements signed be- · 

tween India and former Soviet Union under Indo-Soviet treaty,67 had been ratified by the 

Russian Federation as a successor state19• 

Though the intensions of the 1992 trade protocol was good,but the later study 

showed, it had virtually collapsed. The review during the visit of the Russian Vice-Minister 

for Foreign Economic Relations, Mr. V.D.Shibayev,from January 6 to 8, 1993 showed that 

the 1992 clearing mechanism was a fai.Iure because of Russia's inability to export goods to 

India as per the protocoF0
. Russian enterprises had no motive or incentive to.export goods 

to India under the clearing mechanism. Because, against the export of every one dollar 

worth to India, the Russian enterprises had to surrende·r 50 per cent of their earnings to the 

government. The enterprises resented this arrangement as they wanted a large share of 

export earnings, particularly in foreign exchange.On the other hand, there was no such 

fifty-fifty arrangement when these enterprises traded with companies in the hard currency 

area. Though Russia was to export $650 millions worth crude to India, the shipments did 

not exceed $100 millions. Russia was to supply India defence spares worth $400 millions; 

butonly $40 worth such goods were exported.While the total exports from Russia to India 

might have been just over $100 millions, Indian exports to Russia were five times the Rus

sian exports. Russia could supply only 20 lakh tonnes of crude against the contract for 1.1 

million tonnes. 

The failure of trade protocol of 1992 ultimately plunged the two countries to take 

advantage of the global free trade market, based on freely -convertable currencies. India's 

exports to the rupee payment countries including the fo~mer Soviet Union went down by 21 

per cent in rupee terms and 42.3 per cent in dollar terms in 1991-92. India's trade with 

former Soviet Union hovered around 80 per cent of India's total trade with the East Euro

pea,n countries including the former Soviet Union. Therefore, the major setback in trade 

with Rupee P~yment Area countries was due to the decline in trade turnov~r with Russia. 
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Studies reveal that Russo-CMEA trade had declined by 46 per cent, Russia' a trade with the 

republics of fromer Soviet Union by 50 per cent and with hard currency areas by 25 per 

cent. In this context, the decline in Indo-Russian trade was but natural. 

With a view to fostering trade between India and the Republics of the erstwhile 

Soviet Union, some steps were taken in the last part of 199221
: 

(i) Goods may be imported into India from any of the Republics of the erstwhile USSR and 

vice versa against payment in any freely convertible currency; provided the goods are not 

included .in the negative list of import/export. 

(ii) Goods may be imported or exported regardless of whether they are included in the 

Trade Protocol or Trade Agreement between the two couqtries except goods included in 

negative list. 

(iii) Preferably trade would be conducted through counter trade arrangement and this counter 

trade would be carried out through ESCROW accounts opened with authorised dealers in 

India in the name of the exporters of the Republics of the erstwhile Soviet Union. 

Alexandre E Granovski, counsellor of Russian embassy pointed out while giving an 
; 

overview of Indo-Russian economic relations to members of the Associated Chamber of 

Commerce and Industry of lndia,that there was considerable potential for Indo-Russian 

counter-trade as both nations were short of hard currency2
:. 

In 1992, a large part of India's exports, estimated to be over $1 billion were traded 

in hard ~urrency while about $ 650 million worth of goods were exported through the 

Escrow account. In this year, trade between the· two countries took place through three 

routes, consisting of a central account where Russia export~d $1,100 million worth of oil, 

oil products and defence equipments; barter cum counter-trade track and hard currency 

track.ln rupee terms, Indo-Russian trade fell by more than 40 per cent in 1991-92 as com

pared to Rs. 5,254 crore in the previ~us year. 

On 28th January, 1993, four agreements were concluded on Indo-Russian Trade .. Sri 

Pranab Mukherjee,the then Commerce Minister wrote four letters to Mr.S.Yu 

Glaziev,Minister of Foreign Economic Relations of the Russian Federation. Mr.Mukherjee 

concluded every letter by writing23,"This letter and your confirmatory reply thereto shall 

constitute an Agreement between our Governments" In these letters-cum-agreements, main 
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things were: 24 

(i)agreement signed on May 4 1992, was more or less maintained. In addition to that, 

assurance was given that special accounts in US dollars with commercial banks in India 

would be opened which were scheduled to be used by the Russian exporters for purchase of 

goods and services from India. 

(ii) Starting from 1st January 1993, the repayment of the credits by Indian organisations 

including payments against overdue liabilities,if any, woukl be made in Indian rupees di

rectly into the special accounts of successor Russian organisations in commercial banks in 

India. 

(iii) Payments to Indian exporters, who had actually shipped goods to Russia till 31st De

cember 1992, but did not receive payments either under the technical credits granted to the 

erstwhile Soviet Union or to Russia in 1992, might be made out of the repayments by India 

of the State credits granted by the erstwhile Soviet Union. 

(iv) The Russian side could utilise till May 31, 1993,the technical credit granted by India in 

1992, for opening of Letters of Credit and making shipments from India. 

At the time of sending the reply of Mukherjee's letters and concluding agreements 

with India, Mr.Yeltsin said25,"Russia and India were natural partners and need each oth~r 

both politically and economically". 

Memorandum of understanding was signed on 21 st"May, 1993 between Indian and 

Russian sides in New Delhi on issues relating to implementation of the Agreements con

tained in the Letters of Exchange signed on January 28,1993 in New Delhi, in connection 

with bilateral trade and repayment of credits. This MOU contains that in terms of the agree

ment of 28 January, 1993, for the Indian side to grant to the Russian side the remaining 

technical credit of US $85 million out of the technical credit granted under the Trade Pro

tocol of 1992, for utilisation in 1993, for making payments for purchase of goods specified· 

in the Trade Protocol of 1992. 

ln the first part of May, 1993, the Russian government drastically slashed import 

duties on foods,agricultural produce and pharmaceuticals imports from India,besides ex

tending overall duty concessions· to Indian goods which was a boon for Indian exporters. 

This relaxation in import duties facilitated trade under the debt repayment agreement. 
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From June 3,1993, a 14-member delegation led by Mr.Amiya Goopta,President of 

the lndo-:CIS Chember visited Russia and Uzbekistan. After this visit, the Chamber ap

pealed to the government of India to grant incentives to select industries, particularly in the 

eastern region of the country, in order to revamp export p~tentials to the CIS countries to 

take advantage of liberalisation. 

The most important event in mid-1993 was the Cryogenic deal with Russia. At the 

very outset, the United States objected to the deal,so Russia was hesitant to give cryogenic 

rocket engine. This deal was formalised by the former Soviet government and which the 

US wanted Russia to scrap. American fears of India diverting the cryogenic engines to 

military purposes were simply ho!:,rwash. Space scientists explained that the cryogenic en

gines would be very cumbersome and inconvenient to transport and use for military pur

poses. But the US was not ready to accept this view, because once in possession of cryo

genic engine technology, India would pose a threat to it in the commercial space market. 

The US had strong commercial motives to block India's space programme26
. 

Russia's adoption of free market economy created a peculiar type of unofficial 

trade, which estimated to be $150 million to $400 million in mid-1993. Following Glasnost, 

the breakup of the Soviet Union and the economic downturn in Russia, thousands of tour

ists rushed to New Delhi in order to purchase various types of consumer goods. These 

tourists came through private agencies. They used to buy from leather jackets to tea,from 

jewellery to sweaters. In January-February, 1992, total 5,059 tourists from Russia came to 

India while in the same period in 1993, 7930 tours its visited - an increase of 56.7 per cent. 

For them, India is not just a sellers' market but"a buyers' market as well. Russian tourists 

can be seen selling cameras, shirts, toys etc in the streets of various cities of India. Behind 

this unofficial trade, the government oflndia has a tacit support. Custommen have been told 

that 90-95 per cent of foreign travellers can go through the green channel without checks27
. 

In October, 1993,India proposed to buy defence, steel, power and mining equipment 

from Russia on counter-trade. The decision marked a departure from the previous practice 

when Russia used to supply such equipment against deferred payment arrangements. Rus

sian enterprises were not prepared to make supplies under· the protocol. They rather pre

ferred direct trade through counter trade/barter or hard currency. 
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According to the DGCI & S data, Indo-CIS trade jn January/November 1992 to

talled $850 million. On the other hand, going by the statistics released by Russia and com

municated through the Indian embassy in Moscow, th'e two-way trade was around $1440 

million. This was partly because some trade had taken place through third countries in hard 

currency2~. 

In the context of international trade, some important events occured in Indian 

economy. First,the amendments to FERA 1973 came into force with effect from 8th Janu

ary, 1993. Secondly, the Union budget of 1993 announced the conv~rtibility of Rupee. 

· Thirdly,the LERMS which became effective from 1st March, 1992, had been modified 

'Yith effect from March 1, 1993. 

After the disintegration of the USSR, the important event is Russia's formal admis

sion into the IMF as a member on June 1,1992. Though the USSR participated in the 

Bretton Woods. conference in 1944 in order to setup IMF,but it did not become a member 

on the quota issue. Being a member ofiMF, Russia has become automatically a member of 

the World ·Bank from middle of June, 1992. This helped Russia in getting loan amounting 

$4 billion in 1992 from multilateral lending institutions. But Russia's entry into the IMF 
was not thronless. It created debate and criricism among the politicians and academics in 

Russia. Specially,in this juncture, Russian economy was passing through a crisis. Yeltsin 

tried to prevent this criticism and controversy by .saying that his government would not 

allow western governments or the IMF to dictate the pace of reforms in Russia29
. 

The direct outcome of the IMF-Yeltsin reforms was a sheer disastrous. In 1992, ~he 

consumer prices increased by more than one hundred times. The 'price liberalisation 

programme' as· proposed by the IMF, did not resolve the distorted structure of relative 

prices which existed under the Soviet system. The price of bread increa.Sed from 13-18 

Kopeks in December, 1991 to over 20 roubles in October, 1992. During this interval, the 

price of television set had risen from 800 roubles to 85,000 roubles. But,in contrast,wages 

increased ten times.Real earings declined by more tha~ 80 per cent. The IMF claimed that 

the standard of living had gone up since the beginning of the economic reform programme30
. 

The Russian Ministry of Economy maintained,"wages are now growing faster than prices". 

The consumer prices index computed with the technical support of lMF, pointed to a 15.6 

times increase in prices. But the people of Russia did not believe this statistics. 
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Huge budgetary deficit i~ the main feature of the post~coup Russin. Afte1·disinte· 
. ~ ' 

gration Russia has been sufferii1g from hyper:.inflation, widespread shortages, growing un~ 

employment, adverse balance of payment, steep decline in production and so on. The gov

ernment of Russia has not been able to overcome this crisis, though she tries to get rid of 

this situation. Reviving barter system is one of the ways by which Russia manages its 

economic activities today. V.Nesterovich3 \the deputy director of the Institute for Research 

of Goods Transport and Conjecture of Wholesale Trade, is of the opinion that the barter 

trade transactions have an important role in the period of economic transition of Russia to ~ 

market economy. He also argued for the creation of barter trade centres in Russia with a 

v'iew to promoting barter transactions.But the problem is that among economists and. policy

makers, there is no unanimity and they are very much in do~bt whether these proposals will 

be relevent in the long run. 

It is true that the barter system of transactions is not a new feature in Russia, it was 

in vogue in the Soviet socialist system, though officially the barter system was prohibited 

and was considered illegal in the former Soviet Union by the then government. Gidadhubli32 

remarked," .. barter system was considered a necessary evil for the functioning of the im

perfect socialist economy. In fact,officials in charge of supplying materials in enterprises 

known as 'tolkachi' were well oriented in the operation of this illegal market. .. ". Gorbachev, 

through ,Perestroika, legalised barter trade by reducing centralised control of ministries and · 

self-management. 

As rouble has been fast losing its role,barter transactions has been saving the total 

collapse of the Russian economy. In 1992, about 40 percent of foreign trade was accounted 

for by barter transactions. On October 11, 1994,the rouble lost over 20 per cent of its value 

against dollar in panic selling.It h~t a low of 5,130 per doller on April 29, 1995_. And in 

December, 1995, it stood at 4,650 per dollar. And a new corridor of 4,550 to 5,150 was 

created for Presidential election of 1996. 

The trade which collapsed in 1991, remained virtually stagnant for the next two 

years. However,in 1993, it grew by about 40 per cent over the 1992 figures. This was poor 

consolation as the growth in 1993 was over a low base of 1992. The amount available to 

Russia for imports during 1993 was about Rs. 1,300 crores, after offsetting its short-term 

liabilities to India on account of technical credit and outstanding payments to Indian ex-
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porters. Of this amount, letters of credit were opened for utilisation of about Rs. 700 crores~~. 

India's exports and imports of Principal commodities to Russia are shown in the following 

tables. 

TABLE-I 

INDIA'S EXPORTS OF PRINCIPAL COMMODITIES TO RUSSIA 

(Rs. in million) 

Items 

Tea 

Coffee 

Tobacco unmanufactured 

Tobacco manufactured 

Spices 

Oil meals 

Castor oil 

· Fruits & Vegetables 

Process foods & Juices 

Misc. processed items 

Leather & manufacture 

Foorware of leather 

Marine products 

Drugs,phrmctls & fine chems 

Cosmetics 

Plastic procducts 

Machinery & instruments 

Cotton yrn.fabrics 

Man-made yrn.fabrics 

RMG cotton/accessories 

RMG man-made fibres 

April '92 to 

March '93 

3165.94 

995.45 

969.14 

288.98 

80.97 

197.00 

22.17 

89.59 

60.53 

1139.94 

1186.46 

6.10 

1347.11 

637.19 

300.99 

14()9.47 

176.64 

43.70 

767.31 

123.41 
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Apri/'93 to 

March '94 

2622.36 

822.34 

1510.70 

119.90 

172.62 

631.10 

253.42. 

23.40 

270.16 

80.10 

504.00 

725.33 

11.61 

2829.66 

800.75 

1642.92 

516.67 

556.50 

482.36 

915.86 

375.14 
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RMG wool 

RMG of other textile 

Total including others 

643.97 

147. !5 

17587.13 

610.88 

176.88 

20045.18 

Note: Figures for Aril '92 to March '93 correspond with unified USSR as no date were 

generated seperately for each of the Republic in respect of 1992-93. 

Source: JBCI Delegation of India to Russia in 1994. 

TABLE-II 

INDIA'S IMPORTS OF PRINCIPAL COMMODITIES FROM RUSSIA 

(Rs. in millon) 

Items 

Pulp & waste paper 

Essential. oil cosmetic prep. 

Metalliferous ores & metal scrap 

Organic chemicals 

Inorganic chemicals 

News prints 

Nonferrous metals 

Machine tools 

Machinery except elec.tools 

Transport Equipments 

Project goods 

Medicinal & phar.products 

Artificial resins 

lron & steel 

Total in~luding others 

Note: Same as in Table-1 

Source: Same as in Table-! 

April '92 to 

April '93 to 

28.72 

2.40 

15.85 

40.70 

776.63 

212.33 

365.98 

77.84. 

253.68 

103.35 

727.56 

14.96 

18.42 

1.52 

7372.74 

March '93 

March '94 

171.85 

52.03 

53.90 

171.30 

45.95 

1153.28 

2248.51 

63.76 

481.87 

250.64 

374.92 

52.85 

95.00 

147.12 . 

8097.98 

The Indo-Russian trade after showing downward tr~nd for several years picked up 

again in 1994-95 touching the figure Rs.4, 100 crore. And there was a dramatic increase in 

Indian imports from Russia during, this year. These imports were up by 95 per cent to 

Rs.l ,500 crore.India,on the other hand,exported goods worth Rs.2,500 crore to Russia, SO 
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per cent of which were accounted for by exports made against India's rouble credit repay

ment obligations. India is required to make annual repayment of about Rs.3000 crore for 

the past rouble debt. These repayments are required to be made by exports of Indian goods. 

ln 1994-95,Rs.2000 crore of these repayments could be utilised for this purpose. 

Since 1994, the debt repayment channel continued to be the principal track for 

India's exports to Russia, because Russian economic situation became chaotic, rouble kept 

fluctuating violently against the hard currencies. Under debt repayment channel, exports 

were transacted as non-convertible rupee business against letters of credit to be confirmed 

by the Reserve Bank of India in each case. The Russian government cleared a list of 48 

items to import from India. Russia reduced import duty on certain goods to step up ~mports 

from India in mid-1994. In the meet~ng oflndo-Russian Federation of Joint Business Coun

cil in June, 1994, the Russian Deputy Prime Minister Mr.Y.F.Yarov referred to the increased 

frieght for consignments exchanged between India and Russia which had affected the two

way trade. 

The total bilateral trade between India and Russia during the financial year 1993-94 

was Rs.28406341273 registering a 42.92 per cent increase over the bilateral trade in 

1992-93. India's exports to Russia during this period stood at Rs.20344067244 registering 

a growth of 36.08 per cent, compared to the fiscal year 1992-93. Exports from Russia in 

1993-94 stood at Rs.8062274029 which is a whopping 59.24 per cent growth when 

considered against imports in 1992-93. The total trade with the erstwhile Soviet Union was 

Rs. 69247303165 in 1990-91. After the disintegration, the total bilateral trade with the CIS 

and Baltic nations fell to Rs.5,839 crore. It plummeted further to Rs.2,438 crore in 1992-

93. However, 1993-94 experienced a revival with the total trade figure with these countries 

standing at Rs.3,567 crore. The following table shows the Indo-Soviet/Russian trade in 

different year: 
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Table-III 

Indo-Soviet/Russian Trade 

Year 

88-89 

89-90 

90-91 

91-92 

92-93 

93-94 

94-95 

up to 

August 

1995 

Export 

Quantity 

515277659 

1063542849 

1196109984 

912644633 

341748564 

343225534 

713535702 

303975503 

Value 

26081732553 

44582110149 

52503036012 

40400800472 

17550168150 

20344067244 

25343297565 

13121119111 

Import 

Quantity 

323566833 

212267138 

282554211 

190377426 

233021727 

180762304 

252771682 

135108123 

Value 

7215645786 

14600078758 

16744267153 

12744961650 

7372744137 

8062274029 

15837642414 

11488646239 

Source: DGCI & S, Ministry of Commerce, Government of India. 

During Mr.P.V.Narasimha Rao's four-day visit to Russia beginning on 29th 

June, 1994, a number of agreements was signed envisaging enlarged cooperation between 

the two countries on a number of issues including science and technology, space explora

tion and industry and trade. On September 13,1994, in the meeting of the Indo-Russian 

Joint Commission, India and Russia reached. an understanding to introduce the system of 

tendering in the work of the commission, in regard to the repayment of the Indian debt to 

Russia. ln this meeting ,a protocol was also signed by the two countries. This Indo-Russian 

talks on bilateral cooperation concluded without being to work out modalities for the 

utilisation of Rs.3,200 crore received from India as debt repayment instalment in 1994. In 

1993-94, against a debt repayment availability of Rs. I, 700 crore, Russia imported Indian 

goods worth only Rs.850 crore. And in 1994-95, Indian officials had expected exports to 

Russia to touch Rs.4000 crore,with the debt repayment amount fully utilised. 

During Rao's visit in June, 1994, India and Russia initialled a mind-boggling eleven 

seperate agreements on subjects as diverse as politics and the environment, economy and 
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defence. The most significant announcement made by President Yeltsin was that Russia 

would extend 180 days' credit to all importers wishing to buy goods from India. India and 

Russia agreed to step up work of the Joint Commission and announced the setting up of six 

working groups for this purpose in the fields of trade and economy,power and non-conven

tional energy, mining, science and technology, oil and coal. The most significant agree

ment was the Moscow Declaration on the protection of th.e interests of pluralistic states. 

This document embodies the practical readjustments necessited by the end of of the cold 

war and the advent of a unipolar world-religious states· to chart out an independent and self 

assured path of development, stressing the equality of nations in the age of rampant capital

ism. Without explicitly saying so,'India and Russia have today served notice on the West 

and America in particular that regional powers can not be pushed around taking advantage 

of their economic, political and ethnic difficulties.· The days of "Hindi-Russia bhai bhai" 

which hit the twilight zone during the Gorbachev and early Yeltsin years, ·appeared to have 

downed again34
• 

During this visit of the then Prime Minister Rao, a wide range of commercial issues 

on bilateral cooperation were also discussed. It was decided to work out a perspective three 

years plan for imports oftea,tobacco,soyabean and pharmaceuticals from India against the 

debt repayment route. The Russian Prime Minister Mr. Victor Chernomyrdin visited India 

from 23rd December, 1994 leading a high level delegation". During his visit, eight agree

ments and other documents weresigned which include. agreements for promotion and mu

tual protection of investment, merchant shipping and long-term plan to purchase tea, to

bacco, soyabean meals and pharmaceuticals. 

A high-level 18-member Business Delegation sponsored by the Joint Business Coun

cils (FICCI and ASSOCHAM) visited Russia from November 15-18,1 Q94. The Delegation 

was led by Mr.Niraj Bajaj,Chairman, India-Russian Federation Joint Business Council. 

The Russian delegation was headed by Mr.Sergey N Katyrin,Vice-President, Russian Fed-. 

eration Chamber of Commerce and Industry. The objective of the JBC Delegation were35 : 

(i) To encourage establishments of contacts between Indian businessmen and Rusian coun

terparts so as to assess the business potential and opportunities of bilateral trade, joint ven

tures, technology transfer and joint collaborations in the new Russian economic regime. 

(ii) To assess the economic situation arising after the change over from a system Rupee 
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trade to trade in freely convertible currencies. 

(iii) To enhance understanding about the debt repayment route for payments for bilateral 

trade. Approximately,Rs.3,000 crore is available under th~ debt repayment scheme to fi~ 

nance Indian exports to Russia. Mr.R.Rajagop~lan,Co!lsal General of India,St.Petersburg, 

briefed the Indian delegation on 17th November, 1994,that potential of direct dollar busi

ness was better than that under the debt I repayment and escrow account. In 1994,Indo

Russian bilateral trade was carried out on the following three tracks: 

(i) Hard-currency - the normal trade track as provided under the framework agreement on 

trade and economic cooperation. 

(ii) Counter-Trade and its variants - it tended to overcome the difficulties of hard currency 

scarcity though its utilisation remains sluggish. 

(iii) Debt Repayment Route- for the near future,perhaps the most important channel for 

Indian exports to Russia.The amount available would be about Rs.3000 crores or more 

annually. 

Since 1991 ,both the countries are running parallelly ~m economic reforms. But ques

tion arises - who is doing better? In both the countries, there is a political outcry against 

privatisation and globalisation of their economies as a sell-out from the radicals. The latest 

reports indicate that the Soviet Union is having a march over India in attracting foreign 

investments. The World Development Report 1994 shows that the long-term public and 

publicly guaranteed external capital disbursments in Russia have jumped from a mere $741 

million in 1980 to $12,495 million, while for India, the increase was from $1,857 million to 

$6, 134 million in the same years36
• Since Russia has begun to go to International capital 

markets recently, the repayment burden is less. As a result, the net inflow of public and 

private external capital in 1992 was only $231 million for India whereas for Russia, it is 

five times higher at $10,894. China is doing better compared to India and Russia in this 

regard. 

TRADE -1995 

In the first half of 1995, the two-way trade showed signs of weakness because of 

stagnancy in Indian commodity exports. So,thrust to Iridian commodity exports was on the 

top of the agenda. While visiting India in July 1995, the Russian Deputy Prime Minister 

Youri F Yarov reiterated the demand made by his government that part of the funds for 
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repayment of rouble debt by India could be used for contributing to equity ofjoint ventures 

in both India and Russia. The funds were to be utilised initially by the Russians for import

ing from lndia37
. 

lndo-Rusian Joint Commission meeting was held in July, 1995, where the target for 

1995 trade turnover was set to the tune of Rs.5000 .crores. During the Aril-June quarter of 

1995, Indo-Russian trade turnover was about Rs.1,505 crore which showed a nearly two

fold increase over the level of Rs. ?97 crore reached in the corresponding period in 1994. 

Russia fixed the target of imports of four major import items from India for 1995: 

a) Tea- 30,000 tonnes 

b) Tobacco- 20,000 tonnes 

c) Soyameal- 10,000 tonnes 

d) Medicines - $1 00 million 

Tobacco is among the four products identified by the two countries for trade under 

the rupee trade. Tobacco exports in 1995-96 show a significant increase because of a short

age of this product in global markets. It is true that performance in trade volume has be

come better as compared to the steep decline in trade in 1992-93 to only Rs.l,700 crore 

consequent upon the dinintegration of the USSR. But this should not lead to the compla

cency on the two sides if the trade relations between India and Russia are to be developed 

on rational and normal commercial basis from the point of view of the long-term benefit. 

In October, 1995, second meeting of the India-Russia Intergovernmental Joint Com

mission on Trade, Economic, Scientific, Technical and Cultural Cooperation was held in 

New Delhi. In this meeting, Mr.Pranab Mukherjee announced the setting up of the lOth 

Working Group on pharmaceuticals, and about $50 million worth oflndian medicines were . 
sent for survivors of the Chernobyl nuclear disaster of 1985 through the rupee repayment 

route. 

On December 13, 1995, the Russian ambassador to India, Mr.Anatoly Drukov an

nounced in a press conference in Calcutta that the Russian government has set up eight 

seperate working groups to look into different aspects of bilateral trade relations between 

India and Russia. 
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Russia wanted India to reconsider the value-addition norms for imports through the 

debt repayment route of Rs.3,000 ~rare every year: India had placed a I 00 per cent value 

addition norms for all exports on rupee repayment account and 50 per cent value-addition 

for hard-currency exports. However,Mr.Pranab Mukherjee,the then External Affair Minis

ter, said that it would be difficult.to provide for a 50 per cent value-addition norm for rupee 

exports from Russia since a lot of exports to Russia were import-intensive3~. 

To survive the changing Russian market and take on a growing competition from 

Sri Lanka and Indonesia, Indian trading organisations in December, 1995 proposed a tea· 

auction centre at St.Petersburge. The move was initiated to cjo away with a chain of middle

men associated with tea imports in Russia. The auction house proposal rested on two 

things39:How far the local tea packaging and marketing industry can be revived and sec

ondly, to what extend the system is acceptable to the Indian tea growers. On the other hand, 

the Union Commerce Ministry proposes to utilise the consignment exports route for meet

ing the targeted level of 20,000 tonnes fixed for the problematic area of tobacco exports 

under under debt repayment route to Russia40
. Under the consignment route, goods are 

exported and kept in a bonded warehouse from where immediate delivery is given to the 

buyers. 

lt was viewed that Russia wanted to set herself free from the influence of the west, 

·so in January, 1996, President Boris Yeltsin appointed Yevgeny Primakov as Russia's new 

foreign ~inister by replacing Andrei Kozyrev who has been accused in Russia of being too 

pro-western. On March 28,1996, IMF Managing Director Michel Camdesus said that IMF 

would suspend a new $10.1 billion loan it approved for Russia if new Russian leadership 

took a communist approach to the economy,as Russia needed to meet certain conditions to 

keep the loan, and these conditions were not consistent with a communist style planned 

economy41
• The three year loan is designed to help transform Russia from Communism to 

Capitalism and was negotiated by Russia's leadership under President Boris Yeltsin. 

However,Russia agreed to abide by all the conditions laid down by the IMF. 

TECHNICAL CREDIT 

The question of technical credit assumed importance in the last few years of the 

Soviet Union, when this country was unable to generate enough rupee resources through 

export of goods. Unlike with other countries of the rupee trade area, such as Poland, 
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Czechoslavakia and Romania where there was a ceiling on technical credit equivalent to IS 

per cent of three years' average annual exports., there was no ceiling in case of the Soviet 

Union. The quantum of technical credit was large for the Soviet Union. Under the annual 

trade protocol signed between the erstwhile Soviet Union and India for 199 I ,there was no 

limit on technical credit.. The technical credit utilisation by the former Soviet Union since 

1989 started moving up in an unprecedented manner, becmise of its inability to export to 

India sufficient value of commodities to "pay for imports. Consequently, the technical credit 

arrangement came to be treated as medium-term soft loan from India. For instance,India 

had extended technical credit for about Rs.3,500 crore in 1991 as against Rs.1,872 crore in 

1990. The technical credit extended to Russia in 1991,included a component of Rs. 1,312 

crore that was paid following the reopening of the Soviet Central account in February 1992 

allowing payments of L~tter of Credits or advance payments received before December 

31, 1991 and goods shipped prior to March 31, 1992. 

The Russian negotiators expressed their displeasure over India unilaterally calling 

off trade deals in the last part of 1991. But the Indian officials pointed out that technical 

credits were meant as a facilitating device but had been turned into a financial mechanism 

for Russian imports.India could not agree to this, since it resulted in a larger budgetary 

deficit for the the government42
. At the end of 1991, the ou!standing technical credit stood 

at Rs.2, 160 crore. Russia wanted the technical credit to be adjusted against the debt India 

had to pay to Russia, the legal successor of the erstwhile Soviet Union43
. 

Under the trade protocol signed between these two countries on February 22,1992, 

India offered a technical credit of Rs.850 crore to Russia to facilitate flow of trade. India 

came down from its earlier stand of not allowing the technical credit in favour of Russia to 

go beyond Rs.150 crore in 1992. But, on April 12, 1992, India refused to give this technical 

credit amounting Rs.850 crore. The Commerce Ministry sources said that as the Russian 

enterprises had not started supplying goods to India in terms of the protocol of \992 envis

aging a turnover of Rs.7,500 crore,1ndia would not offer technical credit44
. In case, India 

offered a technical credit of the above-mentioned amount or even a part of it, it would 

· amount to paying off Indian exporters from the government's exchequer for supply made 

by them to Russia; arid it would also affect the budgetary deficit. 
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Again,on May 5, 1992, India agreed to extend a Rs.250 crore technical credit to 

Russia to enable it to import Indian tea; coffee, spices among other things. And within 

October 1992, the Indian government released a major portion of the $285 million techni

cal credit to the exporting community, as desired by the Yeltsin administration, and upto 

December 31, 1992, India released $200 million technical credit. 

India decided to do away with the provision of technical credit in its two-way trade 

with Russia from January 1, 1993. In effect, all trade was conducted in hard currency. 

During President Yeltsin's visit in the last part of January, 1993, it was decided that Russia 

~ould not get any technic:al credit to purchase goods from India in 1993. Instead, Russia 

was permitted to use the technical credit amounting to $200 million extended to it urtder the 

1992 bilateral trade protocol till May 31, 1993, to open letters of credit to finance its pur

chases from this country. Russia was also allowed to use during 1993, the balance technical 

credit of.$85 million of the total $285 million made available to it in 1992 to buy goods 

listed in the protocol. And ultimately, India released this amount on April 19,1993. The 

breakup of this amount is as follows45
: 

ITEMS 

i)Medicinies & Pharmaceuticals 

ii)Tea 

iii)Shoe uppers and materials for 

0 
° production of shoes 

iv)Tobacco 

v)Dyestuffs 

vi)Spices 

vii)Lac 'Terebac' 

viii)Fruit pulp concentrates & 

extracts 

Total 

US $ (MILLIOJ"t!) 

26.00 

22.50 

11.50 

16.00 

4.00 

2.00 

1.50 

1.00 

85.00 

But this amount of technical credit could not clear up the market. For example,$16 

million technical credit for Tobacco lifted just about 6,'400 tonnes out of a huge backlog of 

10,000 tonnes.So, the Chief Minister of Andhra Pradesh and West Bengal urged for more 

technical credit for Tobacco and Tea exports respectively46
. On May '21, 1993,one agree-
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ment was signed in Moscow by which India provided 'rupee credit worth Rs. I 000 crore to 

Russia so that the latter could purchase tobacco. And this credit was adjusted with India's 

first instalment of debt repayment. 

A Russian demand for converting the "swing" credit that India had offered into a 

"technical" credit for immediate use had been .turned down by New Delhi in August, 1993. 

Russia had interpreted the swing credit as technical credit in the hope that it would be 

readily available for purchasing of Indian goods47
. 

RUPEE AUCTION 

Rupee aucton heralded a new part in emerging Indo-Russian economic relations. 

Because of the settlement of the Rupee-Rouble controversy and according to debt repay

ment mode, since 1993, India has been paying Rs.3000 cro~es per year to Russia. But, after 

several months, Russian government could not work out a mechanism by which the accu

mulated rupee funds could be utilised. Because,Russia lacked the experience of handling 
' . 

the issues of debt receipts of this kind as India being the first case, and existence of multiple 

lobbies dealing with this problem,such as the Central Bank of Russia,Ministry of Finance, 

Ministry of Foreign Economic Affairs and industrial trading lobby. All these caused delay 

in utilisation of rupee funds 48
. In 1993,few Western trading firms operating in 

Moscow,offered to purchase a part of rupee funds for dollars at the rate of $2 for Rs.l 00 

against official rate from several Russian trading houses both state and private49.ln the face 

of mounting pressure on Russia for use of funds during the visit of P. V.Narasimha Rao in 

June-July, 1994, two proposals were mooted by the Russian government: 

(i)auctioning a part of rupee funds in Moscow; 

(ii)investment of a part of rupee funds in equity 

capital in India; 

By these two proposals, Russia mainly has two-fold aims: to boost Indo-Russian 

trade and to earn dollars.Mentioning two newspaper reports, Gidadhubli50 pointed out two 

possibilities in rupee auctions by Russia. First,rupees may be auctioned at 20 per cent dis

count (Indian Express,July 7, 1994). Secondly,clearing rupees are to be auctioned at 80 per 

cent of the rupee-rouble cross rate through the US dollar(The Hindu,June 29, 1994). The 

commodities which were centrally purchased from lndia in 1994 against repayment of 
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State credits granted by the former USSR is shown in Appendix-!. 

IMPLICATIONS 

A number of implications regarding this rupee auction can be mentioned51 : 

First,rupee auctions encourage 'switch trade'. 

Secondly,if no guidelines/conditions are specified by the Russian government regarding 

the use of the auctioned funds, rupee auction may not be helpful for the export of engi

neering and hi-tech items. Russia may prefer to· import these items from the West. 

Thirdly, thoughRussian authority laid down in its conditio!ls that rupee auction would be 

confined to the Russian buyers and rupees could be used only for import of commodities 

from lndia.But the internal administration is not fit to implement this rule like other several 

decrees or laws which could not be implemented due to administrative faults. The Russian 

agencies could be used as a cover by the foreign firms for participating in the auctions,and 

these trading agencies may be exploited by mafia groups. 

Fourthly, Rupee trade between India and erstwhile Soviet Union contradicts the 

concepts of rupee auction. 

Fifthly, Russian governme~t declared the rupee auctions to be the internal matter of 

Russia which is against the spirit of Indo-Russian economic ties. 

Sixthly, by auctioning of rupee funds,rupee value would be depreciated. And it 

would deny India to cultivate or capture Russian market. 

From the point of view of the Indian trading commupity ,some demands were placed 

before the Russian authority52
: 

(i) There should be a limit fixed by Russia with the knowledge of the Indian government on 

the quantum of rupee auctioning in Russia. 

(ii) The Indian government should not allow Russia to auction rupee funds for dollars as 

this will result devaluation of Indian rupees and encourage switch trading. 

(iii) The Russian government should specify and notify items which will be allowed to be 

imported from India from the auctioned rupees. 

(iv) Clearing rupees auctionned by Russia should be utilised for importing manufactured 

Indian goods which were imported before the Sovet disintegration and for which necessary 

capacities were specially created in lndia. 
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(v) Joint ventures of these two countries and Indian export agencies with established tmck 

record of trading with the erstwhile Soviet Union and present Russia should be allowed to 

participate in rupee auctions in Moscow. 

The Russians are of the opinion that the rupee auctioning is the only way to keep 

trade link with India alive.A 180 days deferred payment facility to Russian importers of 

Indian products has been proposed by Indian side by which blow from the rupee auctioning 

would be softened. Pranab Mukherjee,the then External Affair Minister of India, is of the 

opinion53 that Rupee auction is the internal affair of Russia.And so, it can not be 

stopped.Rupee auction may lead to switch trade. Mr.Mukherjee also said that the govern

ment of India will tolerate this switch trade if it happens within the CIS countries. 

A 'tender committee' to oversee all debts owed to Russia by various naions was set 

up in the first part of September, 1994, under the chairmanship of Russian Minister for 

Economy, Alexander Shokhin. This committee was entrusted to hold these rupee auctions. 

Initially,it was decided that between $100 - $200 million of the $1 billion instalment that 

India owed Russia annually was likely to be auctioned as an "initial experiment"5\ and lots 

worth about $10 million would be auctioned at a time. C.Narendra Reddy remarkeds5 that 

the Russian proposal to auction the debt would definitely go against India, if the rupees 

were allowed to be freely traded with other countries, as ar present the rouble has steeply 

depreciated against the US dollar. The Russian propos~! of full convertibility of rupee debt 

would make Indian goods to be undersold in other countries apart from India losing its 

otherwise normal free currency ea(llings from these countries. 

' Regarding rupee auction C.V.Gopalakrishnan56 said, "Unles~ it is going to be 

vigilant,the proposed auctions of the rupee debt to Russia could have many pitfalls for 

India". What is galling for India is that the currency switch in favour of dollars means 

unstable and declining demand for some of India's exports: tea and tobacco, specially the 

latter which hurts the farmer. 

Both India and Russia agreed to use a portion oflndia's debt repayment in equity capital in 

India for the utilisation of rupee funds. This decision seemed to be motivated, because 

Russia, when it required huge investment, wanted to invest in India with an expectation of 

high and secured returns. Russia's economy is in disarray and.inflation is high. India considers 

that there is no immediate possibility of outflow of capital of the said investment of the 
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rupee funds in Indian equity. For this cause,it is also agreed to amend the existing bilateral 

agreements to provide for this new channel of investment o,ut of debt repayment in rupees. 

PROBLEM OF INDO_,RUSSIAN TRADE 

After the disintegration of the former Soviet Union,the economic links between 

these two countries becarrie withered.Since December, 1991, India had not been getting 

Russian crude and petroleum products. Newsprint,fertilisers and non-ferrous metal sup

plies were ceased. India had stopped exporting tea, soaps, shampoos, garments and a variety 

of consumer goods to Russia arid the other republics. The immediate cause of the collapse 

in India's trade with Russia and other republics was the subsidence of the Soviet bank 

handling foreign trade transactions with India57
. The collapse of the centralised foreign 

trading and banking agencies following the Withdrawal of the state from the economy, had 

not spaw!led successors under privatisation. 

Behind the fall in the two-way trade of the two countries, India's decision to hold 

back the payments to Indian exporters despite confirmed letters of credit of the Bank of 

Foreign Economic Affairs from December 26,1991, is a vital one. India had her own 

logic. The 1991 protocol between India and the Soviet Union envisaged only a Rs.750 crore 

trade surplus in favour of the former. But the surplus went up mainly because of the Soviet 

failure to ship their quota of exports. Not only that, since the middle of 1991, they insisted 

on dollar payment against nonferrous metal sales to India. Being dollar starved, they pre

ferred to sell their products elsewhere, violating tlie spirit of Indo-Soviet protocoP8
. So, 

India decided to put an end to the one-way traffic. Indian exporters' contention was that the 

decision would encourage the importers in the splintered republics of the Soviet Union to 

shop in the west for their needs and forget India and the debts they owe. On the other 
. . . 

hand, the Russi~;~.n Deputy Minister for trade is understood to have communicated his dis

pleasure over the issue ofRBI's refusal to honour confirmed letters of credit. The letter to 

the Indian Commerce Minister reminded the Indian government of the 'help' that the erst

while Soviet Union had extended to India over the decadeS' since independence59
. 

Though first trade protocol, after the disintegration fo the Soviet Union, with Rus

sia was signed on 22 February, 1992 for the year 1992, but Russia could not start exporting 

till 2nd week of April. India was forced to withdraw the offer of technical credit amounting 
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Rs.850 crore as proposed in the protocol. With virtually no export from Russia, Indian 

exporters were finding it difficult to honour their commitment of supply to it. Thus the two

way trade became at a standstill. Trade protocols signed with other republics also experi

enced the same catastrophe. 

In April, 1993, Russia restricted a number of imported items from India. Following 

the quota imposition, Russian importers were forced to narrow down their shopping list of 

consumer goods from India to accomodate government imports. In case of escrew account 

transactions, the Russian government liberalised rules allowing private Russian traders to 

import goods and commodities for 100 per cent of the value of the escrew account in 

counter-trade deals with India. With majority of trade transactions going through the escrew 

account route, Indian exporters yielded rich dividents60
. 

Another Russian internal legislation that affected the international trade of the country 

was that the Russian traders were under the obligation to sell 50 per cent of the hard 

currency obtained to the Russian government61
. 

In the first part of 1993, the bilateral trade between India and Russia was under 

threat from a new and unexpected factor: the Russian "mafia"62
. This relatively new terror 

network spread its tentacles in the realm of Indo-Russian trade, with Russian authorities 

showing little signs of controlling it. The modus operandi was somewhat like this: as soon 

as Indian industrialists landed in Moscow, he was contacted and any deal had to be neces

sarily struck with or through the mafia. In March, 1993, some Indian businessmen were 

jolted out of their ship at midnight and threatened by a voice, speaking in perfect English,not 

to conduct business directly with retailers63
. Following the takeover of trade by the power

ful mafia, Indian businessmen with extensive trading interests in the republic had started 

hiring ex-KGB officials as their agents in Russia, because: most of those who comprised 

the mafia were from the secret service agency, the KGB and lower-rung communist party 

of the Soviet Union officials. 

The Russian mafia systematically infiltrated the whole distribution network, whereby 

they formed part of a typical distribution chain comprising agent, importers, wholesalers 

and retailers. Compounding the mafia problem in the underdeveloped Russian banking 

system, which was unable to engage effectively in increasingly complex international trade 

transactions, involving letters of credits and the like. 
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Trade between India and Russia had to face a stagerring blow in the first half of 

1993, because Ukrain had prevented Russia from using the Black Sea port of Odessa and 

Estonia was also creating difficulties over the port of Riga64 . As a result of the Ukraine's 

decision, freight costs on shipinents to Russia became too high to be borne by Indian ex

porters. If Russia was able to use its two smaller ports, shipments were to be sent on smaller 

vessels, which again resulted in higher freight costs. The only available port was Vladivostok 

which is far away to be considered.for trade with India. 

Indian goods faced the challenge posed by the goo,ds manufactured in the US and 

Europe, the Indian government was not providing the same kind of support to the private 

sector companies which were doing business in Russia in 1993. The Indian government 

declined to provide such benefits which might have given a further fillip to exports. "The 

toughest obstacle to Indian business in Russia," said Mr. Hari Vasudevan65
, "is the lack of 

government support". Russian companies started choosing US, European and Japanese firms 

as their partners,because of the support provided by their respective governments. 

In July, 1993,a trade and industry delegation of Indo-CIS Chamber of Commerce 

visited Russia. According to its reports, the countries which had a very negligible presence 

in the erstwhile Soviet Union were now cashing in on the opportunity provided by the 

. opening up of this vast market. The report observed that more positive support was needed 

from the 'various ministries of the Indian government to supplement the untiring efforts of 

the Indian mission in CIS66
. The gap created by India's indifference has been filled up by 

countries like South Korea,Japan,Germany,Singapur and even Pakistan which started ex

porting textile to CIS. 

In the Commerce Ministry's view, the principal reasons for this fall in exports were 

due to far reaching socio-economic and political developments in former Soviet Union and 

the successor states and the ongoing process of major economic restructuring in their 

countries.On the other hand, Russia's global imports came down drastically in the past 

couple of years, In order to reverse the declining trends in the export trade, New Delhi took 

several measures to ensure that Indian exports to Russia and the CIS were revived. Among 

the medium and long term measmes being pursued were the promotion of joint ventures 

and economic cooperartion in sectors of mutual interest, agreement on repayment oflndia' s 

debt to former USSR through export of goods and services from India to Russia and a 
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liberalised regime of counter trade with CIS countries."ln spite of the declining foreign 

exchange reserves of the Russian states",said Raj at Bhattache~jee67,"there is ample scope 

for Indian exporters to avail of barter and counter trading routes through the escrow ac-

count". 

The hosiery exporters of Ludhiana lodge complain! that at the very initial stage of 

disintegration of the Soviet Union, the government o~ India adopted a lukewarm attitude 

towards Russia and local suppliers were not encouraged to supply goods to Russia.Rather 

there was discouragement as some of the incentives which were being given to them were 

withdrawn, with the result that many new countries have now entered into the Russian 

market .New countries which entered Russian markets are China, Turkey, Korea, Vietnam 

and Pakistan68
. 

In November, 1995, India imported Muriat of Potash (MOP) fertiliser from Russia, 

which was found to be 'non-standard' by the Central Fertiliser Quality Control and Train

ing Institute (CFQCTI). So, the import of this item was stalled by the Minister of Chemicals 

and Fertilisers. Some Russian importers of Indian jute goods used Indian bottoms as float

ing godowns on the Black Sea ports causing delay to turn around ti.me for these vessels. The 

"State of Orissa" of Shipping Corporation of India was detained at Illychevsk, a Russian · . 
port on the Black Sea, for more than a month in the months of March-April, 1996, for 

unloading its jute cargo69
. Although reasons for the delay in unloading jute goods from 

Indian vessels by the Russian importers are not known, a section of Indian Jute industries 

and traders believe that the downtrend in prices of jute goods might have prompted the 
'·~ 

importers to use vessels as floating godowns. Russia, China, UAE, Saudi Arabia etc put up 

various non-tariff barriers to trade with India in 1995-96. 

Ram Sampath Kumar70 has observed the following problems regarding Indo-Rus

sian trade: 

(i) The Russian entrepreneurs are not familiar with the basic rudiments of private,business. 

They are not able to issue a simple letter of credits. 

(ii) They· lack of necessary infrastructure like banking, communication etc. 

(iii) A large portion of Russian trade is controlled by organised criminals which hinder 

foreign direct investors and private parties. 
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(iv) Indian exporters face problems of shipping to Russian ports since there are complica

tions and inconveniences caused by container landing in the Odessa port which is now in 

Ukraine, which adds to the cost of transport to destina~ions in Russia. 

Under the process of economic liberalisation taking place simulteneously in the two 

countries, there are a number of complexities and contradictions for increasing exports to 

Russia - among them, the multiplicity of trade channels, the lack of transparency in the 

release of debt repayment rupee funds through so-called tenders, the uncertainties and irra

tionalities of Russia's import regulations and tax structure and the activities of 'fly-by

night' operators out to make quick profits71
. 

MULTIPLICITY OF TRADE CHANNELS 

Now, there are four trade channels. Each channel having subroutes operates 

simulteneously. These channels are: 

(i) Debt Repayment Rupee Account (DRA) 

(ii) Escrow Account 

(iii) Hard Currency Account and 

(iv) the Unofficial or Semi-legal trade channel. 

Two sub-routes operate under DRA. In the first route, four commodities have been 

identified :tea, tobacco, soyameal and pharmaceuticals. In order to i~port these commodi

ties, the Russian government has allocated funds.· The second sub-route is operative for 

importing other commodities. The main advantage for DRA account is that rupee funds are 

offered at a discount of 20-30 per cent. In this way, one Russian firm gets Rs.38-41 per US 

dollar. This difference,on the one hand, makes imports from India profitable, on the other, 

the Indian rupee is devalued in the Russian market. 

Escrow account is another form of barter trade system. Under this account, what. 

India exports is paid by the Russian funds accumulated through previous exports to India .. . 
Escrow account may be of two types: dollars or rupees. What type of it will be depends on 

the nature of funds held by the Russian organisations. -Initially, rupee escrow account was 

prominent. But, now, dollar accou1_1t is gaining importance. 

For hard currency trade account, there is almost no restriction for exports to Russia.· 

The unofficial or semi-legal trade channel is a new form of trade channel after the 
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disintegration of the USSR. This form of trade is carried out mainly by 'fly-by-night' op

erators from India and also by 'shuttlers' from the Russian side7~. Mr.Pranab Mukherjee7',the 

then External Affair Minister of India, said that his government had not recognised this 

Semi-legal trade channel.He is of the openion thatthere are only two concepts: legal and 

illegal. There can be no such semi-legal one. 

It is interesting to note that export.s of certain goods such as tea or medicines may go 

simultaneously through more than one channel by same or different agencies which adds to 

the complexity of trading with Russia. Due to multiplicity of trade channels, the exact 

amount of Indo-Russian trade can not be known. With it, through some non-Russian ports 

such as Nikalaevsk in Ukrain, trade is taking place between these two countries. This also 

causes not to get acurate figure of trade volume74 . 

The share of hard currency exports could be about 5-7 per cent. But through other 

channels, i.e. debt repayment and Escrow account, share of trade might be about 40 per 

cent each. The quantum of semi-legal trade could not be measured, but it is flourishing. 

Rupee funds for imports are released in Russia, unlike erstwhile Soviet Union, amount and 

quantity of imports are not predetermined; it is irregular and uncertain. Over and above, 

there is lack of transperancy in the release of rupee fund allocation for, imports, since only 

designated banks participate in the tender. So,many back-door dealings with kikbacks etc 

continue which affect healthy competition. 

Regarding exports of pharmaceutical products to Russia, India has to face many 

difficulties75 . So far as India is concerned, the registration of products for imports into 

Russia takes at least five-six months where as for USA, it takes only one or two weeks. 

Regarding quality checking for medicines imported into Russia, a clear case of discrimina-. 

tion is observed. Indian products have to undergo random checking in Russian laborato

ries; but this checking is not done for the US products and even for the products of 

European countries. So, these conditions add to the cost and delays in India's exports of 

medicines to Russia. 

Russian banking sector is not well-developed and hence many of them carry out 

speculative and unhealthy banking practices. One Moscow-based Indian trading firms had 

deposited the money with a Russian bank for payment for imports from India. This bank 

was closed down due to bankruptcy in the last week of August 1995 in the wake of the 
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Russian government policy of extending the period of 'corridor' for exchange rate of 

rouble to the dollar. 

Russia's irrationality in custom and import regulations has created complexity in 

India's exports to Russia. The Russian authorities has tried to apply revised rates of value 

added tax(V AT) even for the transactions which were already finalised and settled and for 

which shipments were already made on the basis of the prevailing VAT rate. This affected 

the deal and cut down earnings. In 1994,in one instance, one consignment of goods was 

exported to Russia after paying all the necessary taxes and' these goods were kept in some 

godown in Moscow.After a few months, when these goods were brought out for sale,the 

Russian authority demanded VAT afresh inspite of providing proof of payment of VAT. 

In tax structure, some irrationalities are found in Russia. For example, it is cheaper 

to import readily packed tea in small packs from India rather than bulk import of tea. 

Some non specialists traders who are known as 'brief-case-traders' has entered the 

Russian market for specialised products such as medicines. They deal in any product as 

they are not interested in cultivating Russian market for a long period. These traders have 

a tacit link with unscrupulous and often fake firms in Russia for making instant and maxi

mum profits by seping goods disregarding quality or standard. Some Russian traders who 

are known as '·shuttlers' have damaged the image of India as they buy cheap and substan

dard goods in India and sell them at high prices back in this country. 

After the disintegration of the Soviet Union,some former network of import 

continue,e.g. Sovelektro, Rosvrashtrog; and they are allotted quota for importing specific 

commodities. They act as intermediaries and some of them continue to act in a monopolis

tic fashion and try to get maximum cuts and kickbacks for their services which increases the 

cost of Indian goods to the Russian buyers. 

Some multinational firms like Siemens, Panasonic, Philips etc have entered the 

Russian market for exporting their products and for establishing joint ventures in Russia, side 

by side some Indian firms have withdrawn from Russia. For example, HMT and Tata Tea 

have closed their offices in Moscow. But some engineering firms such as Thermax and 

Bharat Forge are making all efforts to survive against all odds. 
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"The seriousness of this issue lies in the fact that in the past, capacities were created 

in India for producing many of these products - consumer goods, machinery and equip

ment, pharmaceutical products an~ so on - for meeting the needs of the former Soviet 

market", GidadhublF6 said, "at present the policy-makers in both the countries do not seem 

to be much concerned about them". He also pointed out ihat selection of four items for 

special allocation for use of debt repayment funds is highly unrealistic, as inclusion of 

tobacco has not served the purpose. It consists of only 1.5 per cent of total exports to Russia 

in 1994-95. Again the amount of $100 million earmarked for imports of medicine for India 

is too low as compared to the volume of import& in the past. On the other hand, demand for 

some engineering items such as boilers, forging equipment show an increasing trend and 

for this, exports can be increased if debt repayment rupee credits are made available to 

them as in the past. 

Another major problem of Indo-Russi~n trade is switch trading. Since Soviet era, 

this has been continuing to be the crux of the problem. 

SWITCH TRADE 

Under the Switch trade arrangement, certain unscrupulous traders or trading com-
, 

panies in the former Soviet Union over-imported from India certain goods or commodi-

ties, like tea, coffee, under the rupee trade and then export the surplus quantity to some of 

the West European countries against hard currency at a lower price77
. 

Also, Indian businessmen and traders without any manufacturing facility, imported 

SKD kits of electronic items like TV, VCR and calculators through hard currency and then 

exported to the Soviet Union or other East European countries under the rupee trade ar

rangement. The historic political agreement between India and Russia over the rupee-rouble 

exchange rate to estimate the total debt to be repaid to the latter led to a revival of switch 

trading78 . In 1990, the V.P. Singh government took steps to curb this practice and in 1992, 

the Russian government issued import licences to stop switch trading, under pressure from 

various countries. 

ln the way of Indo-Russian debt repayment arrangement, the Russian foreign trade 

organisation "Exportkhleb" signed an order on August I 8, (993 to negotiate with India for 

the purc.hase of cattle feed and soyabeans worth of $200 million for re-export. The leading 
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Russian business weekly 'Commersant' warned that the prime minister's decision was in 

violation of the indo-Soviet agreement which had banned the re-export of commodities 

purchased in India against repayment of debts and in retaliation India could stop the repay-

Economic disarray in Russia is impinging on trade relations with India. Indo-Rus

sian trade is not going the intended way. This is seen from a rise in switch trade which has 

led the Indian government to issue an 'alert' to Russia. Indian exports to it are being in

creasingly diverted to countries which can pay Russian traders in hard currency. The di

verted supplies to Germany, which is believed to be an important switch destination, cuts 

into direct Indian exports to it and others. There are mainly two reasons which inspire this 

switch trade80
, first one is the firmness of the rupee in the open market abroad, which 

enebles the Russian traders to buy more dollars per unit of Indian goods than the domestic 

exporter gets at the official exchange rate. Secondly,the Russian trader does not want the 

roubles he would get by selling Indian goods in his countt:y. He prefers hard currency to 

roubles. By diverting Indian exports, the Russian trad~rs are moving their earnings into a 

safe currency. The reason for Russian preference is simp!~. The rouble is being devalued 

against dollar. The rouble quoted on the interbank market around 4,505 per dollar in Sep

tember, 1995, down from 2,631 in October, 1994. 

The larger the accumulaton of hard currency - whether from sales of goods from 

India or any other country - the greater the gain for the Russian trader from eventual con

vers_ion into the rapidly devaluing rouble. For these reasons, the switch trade has become a 

substantial component of Indo-Russian trade. 

ln the first Indo-Russian Joint Commission meeting in Moscow in September, 1994, 

problems of switch trade was discussed vividly81
. The Commerce Ministry alerted the Rus

sian authority about the spate of complaints received on "Switch trade" under the escrow 

and debt repayment routes and urged Moscow to take immediate steps against its exporters . 
. In several cases received by the Ministry, it was found that goods shipped to Russia had 

changed their course in high seasH2 . 

Switch trade was made possible by the rupee firming up against the dollar while the 

·rouble fell against it. It was accentuated by easy market conditions to procure hard currency 

· commodities. 
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Since India has to pay a massive sum of over$ I billion annually, the possibility of 

procuring rupee in the Russian auction for purchasing commodities has opened the doors 

for switch trade. The shipments from India have been diverted to countries of Western 

Europe where the goods seemed to have a hard currency potential. The exporters realised 

higher prices in the western markets. 

ln one case received by the Ministry, it is alleged that A via Exports in Russia, along 

with its Bombay-based Indian importers, resorted to switch trade and redirected the ship

ments meant for Russia to Germany83
. 

ECONOMIC COOPERATION 

During the visit of the Russian Premier, Mr. Viktor Ghernomyrdin, India and Russia 

signed an agreement in December 1994 for a long-term programme on military and techni

cal cooperation. India and Russia agreed in principle to use debt repayments fully for in

vestment in joint venture projects in both the countries as part of efforts to build market 

oriented economic ties. Two such projects were a cargo-handling facilities at the congested 

Black Sea port of Novorossysk and an Intourist hotel expansion scheme in Novgord. On 

returning from a three-day official visit to Moscow, Mr. Pranab Mukherjee, the then Exter

nal Affair Miister, said on the floor of the parliament on August 7,1995, that the first 

cryogenic engine would be delivered to India in the last quarter of 1996 as per schedule 

under the revised agreement. All the six engines would be delivered at an interval of every 

six months thereafter84
• On the issue ofrepaymentofrupee-rouble credit by India to Russia, 

Mr. Mukherjee said the entire amount could not be utilised for joint ventures. He said a part 

of it was being utilised in both countries in areas for cooperation identified by the two sides . 

. 
In October, 1995, Russia asked India to extend recognition to its bank counter-guar-

antees as Russia got this ficility from the western countries. Mr. Yarov sought equal oppor

tunities for Russian businessmen in India through creation of favourable conditions for 

promotion of joint business. He said," common efforts from both the sides would be helpful 

in overcoming difficulties in opening up of credit for taking up joint projects85
. He also 

suggested setting up of joint Indo-Russian banks in Russia. 

The Russian ambassador to lndia,Mr.Anatoly Drukov, at the press conference in 

Calcutta on December 13, 1995 said~6 that the Russian government had already intimated 
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the Government of India about its intention to take part in renovating and modernising all 

steel plants which had installed Russian Technology and machinery when they were com-
il 

missioned. Incidentally, during the second session of the Indo-Russian federation working 

group on ferrous and nonferrous metallurgy held in Moscow in July, 1995, the role of 

Russian Technology in the development of the iron and steel industry in India was dis

cussed at length. A number ofMOUs were also signed between the two sides to collaborate 

in joint ventures and to utilise the vast technology and engineering capabilities of the two 

countries. 

On March I, 1996, India has signed an approximately Rs.l, 100 crore contract with 

Russian aircraft building companies to upgrade and modernise 125 MIG-21 fighter jets for 

the Indian Air Force. 

COMMODITY COMPOSITION 

With a view to examining commodity composition of the Indo-Soviet trade, total 

export-import data for seven years from 1988-89 to 1994-95 have been consulted from the 

DGCI & S, Ministry of Commerce, at four digit level according to Indian Trade Classifica

tion. During this period, at four digit level, total 810 heads of commodities have been 

traded. Total commodities have been classified into three categories seperately for export 

and import. In the first category, commodities were identified which were exported to the 

Soviet Union/Russia in total time period considered. Disi~tegration of the Soviet Union 

could not stop the exports of these commoditeis. These commodities are shown in Appen

dix-ll. In this category, total169 heads of commodities were exported. Similarly, 66 heads 

of commodities have been identified which were imported to India throughout the period, 

which are shown in Appendix-III.ln the second category, commodities have been identi

fied which were exported/imported only before the disintegration. And after the break-up 

of the USSR, these commodities were not exported/imported. Appendix-IV shows that 149 

items were exported from India to the Soviet Union before the disintegration. These com

modities were not exported after disintegration; and 109 items were imported before the 

disntegration which are shown in Appendix-V. Total 136 items were exported to Russia 

from India after the disintegration. These commodities are imported by Russia from the 

point of view of their usc, as these commodities are new in their import list from Lndia. 

These arc shown in Appendix-VI. Similarly, 116 new items were included in the import list 

2% 
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Table- IV 

COMMODITYCOMPOSITION OF EXPORTS TO RUSSIA 

(Rs:'in Crores) 

90-91 

2%.7 

600.2 

358.6 

56.4 

145.4 

173.5 

84.6 

11.9 

188.9 

220.3 

209.3 

0.7 

0.0 

275.2 

0 

119.9 

104.8 

20.6 

65.7 

0 

1.5 

315.8 

149.9 

I)(). 3 

93-94 

282.1 

313.4 

. 80.0 

49.0 

82.0 

66.8 

188.0 

30.0 

2().() 

53.3 

45.7 

88.8 

04.2 

0.0 

o8.9 

· o7.2 

2.9 

25.3 

23.4 

6.9 

0.2 

43.0 

4.0 

5.(> 

Share in total exports(%) 

94-95 94-95. 95-96 Commddities 90-91 94-95 9-1-95 95-96 

280.5 

273.7 

166.2 

158.1 

130.5 

107.2 

94.6 

94 

92.3 

!:!8.5 

!:!7.1 

8o.9 

77.1 

71.8 

69.1 

64.6 

54.2 

47.6 

4o.8 

43.9 

31.7 

30.7 

25.9 

23.8 

April to .la11uary 

230.3 

191.6 

135.5 

117.3 

90.9 

98.0 

64.5 

53.7 

57.8 

70.1 

91.7 

65.5 

87.4 

51.6 

51.1 

52.7 

41.3 

34.1 

27.5 

37.3 

22.5 

24 

19.2 

21.3 

221.2 Drugs,phamltls .5.o3 11.0,4 

442.2 Tea 11.40 10.77 

102.5 Cosmetics/toilts. 6.81 6.54 

175 Procsd.minerals 1.07 6.22 

285.9 

52.4 

79.1 

Coffee 2.76 

Electn.goods 3.:Hl 

Plastic & Linoleum J.(i I 

5.13 

4.22 

3.72 

20 Manmade Yarn fbc. 0.23 3.7 

255.5 Cashew 3.59 3.63 

67.1 Machinery & indus! 0.00 3.48 

91.1 Cotton yam fa cr. 4. 18 3.43 

103.5 RMG Cotton &accss 3.97 3.42 

58.8 

45.1 

27.4 

101.8 

24.3 

44.1 

26.8 

Footwear & leather 0.00 

Computer softwear 0. 01 

Oil meals 5.23 

RMG wool 2.28 

Paints,vemishes 1.99 

Castor oil 0.39 

Spices . 1.25 

3.03 

2.83 

2.72 

2.54 

2.13 

1.87 

1.84 

42.5 Leather 0.00 1.73 

8.8 Gems & jewlr. 0.03 1.25 

27.5 Leather rnanufactrs 6.00 1.21 

107.3 Jute manufactrs 2.58 1.02 

4X.7 lnor/or/agr. chrnl. 1.71 0.94 
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April to .lalluary 

11.78 

9.80 

6.93 

(>.00 

4.65 

5.04 

:uo 

2.75 

2.95 

:us 

4.o9 

:us 

4.47 

2.64 

2.61 

2.69 

2.11 

1.74 

lAO 

1.92 

1.15 

1.23 

0. 98 

1.09 

7.39 

14.77 

3.42 

5.85 

9.55 

I. 75 

2.o4 

0.(>4 

8.54 

2.24 

3.04 

3.-1-6 

1.% 

1.51 

0.92 

3.-t. 

().X1 

1.47 

0.89 

l.-1-2 

0.29 

0.92 

3.58 
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22.4 41.0 22.7 22.5 33.3 · RMG mmunadc fibres 0.43 0.89 1.15 

3512.6 1657.8 2269.3 1760:1 . 2492 Total of above 66.70 89.29 8lJ. 98 

1753.7 378.8 272.1 195.9 501.8 Others 33.30 10.02 1(>.76 

5266.3 203 6.6 2541.4 1956 2993.8 Total exports 100.00 100.00 100.00 

Source: Economic Intelligence Service 

Monthly Review of the Indian Economy,May, 1996 

Centre for Monetoring Indian Economy Pvt.Ltd., Bombay. 

Table- V 

COMMODITY COMPOSITION OF IMPORTS FROM RUSSIA 

1. I I 

8~.24 

I(>. 76 

100.00 

(Rs.in Crores) Share in total exports(%) 

90-91 93-94 94-95 94-95 95-96. Commodities 90-91 94-95 94-95 95-96 

April to January April to January 

36.6 226.31 417.19 313.54 522.04 Nonferrous metals 4.96 26.53 26.57 22.24 

428.25 245.98 231.34 2I5.06 472.3 I Fertilizer manufac 58.09 I4.71 18.23 20.13 

72.76 36.93 167.66 139.32 40.63 Project goods 9.87 10.66 I 1.81 1. 73 

21.23 I 11.59 138 . 94.32 230.43 Newsprint 2.88 8.78 7.99 9.82 

0.15 11.47 136.08 80.05 366.36 Iron & steel 0.02 8.65 6.78 15.61 

25.37 41.38 129.78 97.75 142.59 Non-elect maclmr 3.44 8.25 8.28 6.08 

4.08 16.82 80.25 48.45 99.91 Organic chemicals 0.55 5.1 4.11 4.26 

I0.34 21.34 57.28 39.41 51.06 Transport equipmt 1.4 3.64 3.34 2.18 

0 4.25 49.71 26.37 81.04 Pry. steel pig im 0 3.16 2.28 3.45 

2.87 17.18 22.74 18.21 74.76 Pulp & waste paper 0.39 1.45 1.54 3.19 

77 .M1 4.64 I 7.1 16.7 5.15 Inorganic chemica 110.53 1.09 1.42 0.22 

1.58 8.85 16.2 14.82 28.42 Met orcs & met scr 0.21 1.03 1.26 1.21 

0.5 1.33 12.41 12.11 18.13 Cotton raw & waste 0.07 0.97 1.03 0.77 

2.43 2.6 12.19 10.69 12.58 Synthetic mbber 0.33 0.78 0.93 0.54 

() 0 10.69 0 0 Cmdc fertilizer 0 0.68 0 0 
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Ul4 8.89 8.81 7.04 14.39 Arttl resin & pis 0.25 0.56 (J.(j (J.(i I 

7.7X 1.22 6.46 4.94 25.lJ5 Machine tools 1.06 0.41 0.42 I. I I 

1.35 2.47 5.74 2.lJ I 6.3 Manufactured of ma 0.18 O.JC> 0.25 0.27 

() 2.18 5.55 4.6 4.91 Electronic goods 0 0.35 0.39 0._21 

0.21 0.05 5.55 2.41 21.11 Raw wool 0.03 0.35 0.2 O.IJ 

l.5 6.17 5.39 3.69 4.75 Med & phar product 0.2 0.34 0.31 0.2 

() 0.27 2.49 1.86 2.81 Raw silk 0 0.16 0.16 0.12 

1.49 0 2.46 0 5.69 Sulphur & iron 0.2 0.16 0 0.24 

0.06 0.46 2.36 2.27 2.62 Non-met mineral ma 0.01 0.15 0.19 0.11 

698.05 772.37 1543.42 1157.29 2233.89 Total of the above 94.68 98.16 98.08 95.1 

39.23 34.33 28.94 22.68 112.92 Others 5;32 1.84 1.92 -4.81 

737.27 806.69 1572.37 1179.97 2346.8 Total imports 100.00 100.00 100.00 100.00. 

Source: Economic Intelligenc~ Service 

Monthly Review of the Indian Economy,May, 1996 

Centre for Monetoring Indian Economy Pvt.Ltd., Bombay. 

STUDY OF INSTABILITY OF INDIAN EXPORTS 

This exercise is an extension of Pronab Sen' s~7 work which has elaborately been 

discussed in Chapter-IV. The same methodology has been applied in this version to mea

sure export instability; and almost all the commodities, considered by Sen, has been in

cluded in this study. Only a few commodities have to be excluded due to their irregular 

export to Russia after disintegration. There is one vital difference between this study and 

Sen's one. The data used in Sen's analysis were collected primarily from Soviet sources 

from 1970 to 1985. So, all the values appeared in his study was in roubles. But, this study is 

. completely dependent on Indian data collected from the DGCI & S at four digit level ac

cording to Indian Trade Classification. The time period considered for this study is from 

1988-89 to 1994-95. So, all the values appear in this analysis are in rupee. The reason for 

the choice oflndian data is two-fold: first, the analysis with the data collected from Indian 

source will facilitate similar type of study for the other CIS countries in future. Secondly, 
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after the disintegration of the Soviet Union, rouble was depreciated to a large extend, and a 

sharp change has occured in the Indo-Russian trade by opening a number of new trade 

routes. So, a clear picture can only be emerged if this coulc;i be done using Indian data. 

Another improvement over the Sen's analysis is that, this study covers a time period 

which consists of pre-coup and post-((oup Russia. Disintegration has ushered in a sea change 

in the trade pattern. A good number of commodities was not traded after disintegration. 

And a new set of commodities was included in the Indo-Russian trade after the disintegra

tion. But the commodities considered for the present study did not have any break of supply 

to Russia in the time period considered. 

In the context of stability, total commodities have been grouped into two categories 

which are shown in Table-VI and Table-VII. 

Table-VI 

COMMODITY HAVING HIGH VOLATILITY 

R1s a-alphas b-beta.~ t(beta)Inst Index b-trans 

Spices 0.57560 -l.l71 0 0 00000050 97' 2.60 0.5321 0.509742 

Electrl. Apparatus for 0.59501 -1.158 0.0000000551 2.71 0.4915 0.055053 

telecom. 

Medicines(sterile type) 0.65591 -1.297 0 0 00000011% 3.09 0.4511 0.11%15 

Leather Jackets,gloves etc .. 0.65390 -1.286 0. 0000000023 3.07 0.4.378 0.002253 

Various types of-nuts. 0.57521 -0.949 0 0 0000000009 2.60 0.3355 0.000950 

Machine tools 0.64289 -1.276 0.0000001317 3.00 0.3182 0.131750 

(hammer type) 

Motor cycles 0.73648 -1.222 0.0000003608 3.74 0.2687 0.360839 

Motor car 0.69409 -0.989 0.0000002112 3.37 0.2403 0.211228 

Rice 0.80185 -1.214 () 0 00000000 12 4.50 0.1903 0.001227 

Electro-diagnostic 0.71814 -0.909 0. 000000004(, 3.57 0.1447 0.004553 

apparatus 

Footwear having 0.74322 -1.133 0.000000025.:1- 3.80 o. noo 0.025396 

textile matrl. 

Offset printing machinery 0_(,1)489 -0.780 0 0 0000 00003 2 3.37 0.1127 0.003169 
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Aluminium oxide 0.74489 -0.785 (). ()()()()()(j()() () 7 3.82 0. I 058 0. 000 7J 5 

Parts & Accessories 0. 76442 -0.779 0.0000000232 4.03 0.0~48 0.023157 

of Auto. 

Ginger,tum1aric etc. 0.68871 -0.558 0.0000000553 3.33 0.0826 0.055279 

Trunk,suit-case etc of 0.82350 -0.795 0.00(}0000071 4.83 0.0806 0.007144 

leather 

Electrical Apparatus · 0.77580 -0.786 0.00000003 B 4.16 0.0682 0.031341 

Soaps & detergents 0.82807 -0.799 0.0000000017 4.91 0.0630 0.001701 

Syth. Organic colour. 0.92034 -1.149 0.0000000046 7.60 0.0533 0.004650 

materials 

Table-VII 

COMMODITY HAVING LOW VOLATILITY 

R2s a-alphas h-betas t(beta) Jnstlndex b-trans 

Parts & accessories of 0.85823 -0.783 0.0000000127 5.50 0.0481 0.012652 

Motorveh. 

Flat-surface grinding 0.81002 -0.660 0.0000000264 4.62 0.0468 0.026389 

machine 

Raw hides & skins 0.75616 -0.508 0.0000000049 3.94. 0.0423 0.004937 

Cinematographic 0.87989 -0.915 0.0000000789 6.05 0.0421 0.078878 

films 

Sports foot-wear 0.85739 -0.768 0.0000000017 5.48 0.0406 0.001721 

Articles of leather 0.86364 -0.665 0.0000002636 5.63 0.0399 0.263572 

Pepper 0.82828 -0.602 0.0000000011 . 4.91 0.0270 0.001108 

Oil-cake of 0.88572 -0.645 0. 0000000007 6.23 0.0227 0.000707 

soya-bean 

Cotton Yarn 0.90909 -0.451 0.0000000549 7.07 0.0144 0.054931 

Tobacco(raw) 0.90372 -0.524 0. 0000000007 6.85 0.0134 0.000673 

Coffee, 0.91668 -0.694 0.0000000006 7.42 0.0127 0.000633 

not roasted 
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Bedsheets & 0.92786 -0.620 0. 00000008l)2 8.02 0.0112 0.08t) 170 

Towels 

Sacks & bags 0.93200 -0.657 0.()0000000 10 8.28 0.0099 0.000997 

Medicines( in 0.90692 -0.561 0. 0000000003 6.98 0.0071 0.000309 

measured dose) 

Floorcoverings 0.91664 -0.509 0. 0000000023 7.41 0.0070 0.002282 

of plastics 

Medicines(not 0.92046. -0.575 0.0000000007 7.61 0.0054 0.000683 

in measured dose) 

Electric 0.97642 -0.733 O.OOOOQOOO 12 14.39 0.0051 0.001245 

accumulators 

Tea 0.99511 -0.462 0. 0000000001 31.88 0.0002 0.000106 

Commodities having stability index more than 0.05 have been characterized as 'com

modity having high volatility'; on the other hand, below 0.05 indicates 'commodity having 

low volatility'. 

Export instability is observed highest in case of spices; where as tea's export insta

bility is the lowest. In Sen's study, export instability is more in case of spices than that of 

tea. 

In order to make this study meaningful, total commodities have been classified into four

fold typology: 

(i) High growth/ high volatility products (HGIHV) 

(ii) High growth/ low volatility products (HGiL V) 

(iii) Low growth/ low volatility products (LG/L V) 

(iv) Low growth/ high volatility products (LG/HV) 

HG/HV 

Table-VIII represents this group of commodities. 

3<13 



Table-VIII 

HIGH GROWTH/HIGH VOLATILITY 

h-hetas t(hettl) b-trans 

Electrical apparatus 0.77580 -0.786 0.0000000313 4.16 0.0()82 0.031341 

Ginger, turmaric etc .0.68871 -0.558 0.000000()553 3.33 0.0826 0.055279 

Parts & access. of 0.76442 -0.779 0.0000000232 4.03 0.0948 0.023157 

auto mobile 

Footwear having 0.74322 -1.133 0. 0000000254 3.80 0.1300 0.025396 

textile matr. 

Motor car 0.69409 -0.989 0.0000002112 3.37 0.2403 0.211228 

Motor cycles 0.73648 -1.222 0.0000003608 3.74 0.2687 0.360839 

Machine tools 0.64289 -1.276 0.0000001317 3.00 0.3182 0.131750 

(hammer type) 

Medicines· 0.65591 -1.297 0.0000001196 3.09 0.4511 0.119615 

(sterile type) 

· Electrical apparatus 0.59501 -l.l58 0.0000000551 . 2.71 0.4915 0.055053 

for tclccom 

Spices 0.57560 -1.171 0.0000005097 2.60 0.5321 0.509742 

This group has a bright future in the Indian export basket, and therefore should be 

encouraged. But unchecked capacity creation is the. danger of high volatility and therefore, 

it should not be .allowed. Bilateral talks can be the remedy of this high volatility. ln this 

group, total ten types of commodities are included. Spice is considered to be a peculiar 

commodity as it has the highest growth rate(0.5097) and highest instability index(0.5321) 

in this group. The export growth rate of spices was positive and much higher upto 1991-92. 

In comparison with 1988-89, there was a massive growth of export of spices in 1989-90. It 

was 258.73 per cent. Next year, this increase was more than thirteen times. Increasing trend 

was observed upto 1991-92. But in 1992-93, there was a sudden fall of export of spices. And 
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this was due to the disintegration of the USSR. After that sudden shock, it revived in 1993-

94. Export instability is the lowest in case of electrical apparatus( voltage exceeding 1000 

volts). Before disintegration, its growth rate was moderate. But in 1992-93, there was a 

sudden fall of export, which was again recovered in 1994-95. Footwear having textile ma

terials is one of those rare commodity whose export did not fall after the disintegration. 

Rather, it recorded more than one hundred per ce.nt increase in 1992-93. But a sharp drop in 

export of this commodity is obserVed in 1994-95 due to the competition from South Korea, 

Japan and China. Export of Motor cars shows a constant growth rate all over the period 

considered, whereas export of Motor cycles shows a fluctuation almost every alternative 

year. Motor car is one of the two rare commodities whose export did not fall in any single 

year considered in this study. Export of parts and accessories of vehicles shows a positive 

growth rate except in 1992-93. Export of machine tools(hammer type) observed a sudden 

drop since 1991-92. This was due to the westward orientation of Yeltsin's trade policy. 

Russia imported these commodities from western countri~s. Export of sterile type medi

cines and ginger was increased after the disintegration. 

HG/LV 

This group of commodities are considered to be the star performers for the future, 

which is shown in Table-IX: 

Table-IX 

HIGH GROJJITHILOW VOLATILITY 

h-hetas t(beta) Instlndex h-trans 

Bedsheets 0.92786 -O.(i20 0. 00000008 92 8.02 0.0112 0.089170 

Cotton yam 0. 90909 -0.451 0.0000000549 7.07 0.0144 0.054931 

Articles of leather 0.86364 -0.665 0.0000002636 5.63 0.0399 0.263572 

Cinematographic films 0.87989 -0.915 0.0000000789. 6.05 0.0421 0.078878 

Flat-surface grinding 0.81002 ~0.660 0.0000000264 4.62 0.0468 0.026389 

m~chine 

Parts &access. of 0.85823 -0.783 (). ()()()()()()() 12 7 5.50 0.0481 0.012652 

motor vch. 
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As these are the star performers, so thes·e should be actively promoted. As these 

products are for the future trade promotion, so non-reputed and 'fly-by-night' operators 

should not be allowed to trade with, and these should not be traded in semi-legal trade 

channel. In this group, six products are earmarked. Export instability is the lowest in case 

of Bedsheets and towels. And this is the only product in this group which does not show an 

increasing trend of export after disintegration. Articles of leather and cotton yarn are con

sidered to be best commodity in this group; as these exibit a sharp increase in export. 

Before disintegration, these two commodities experienced a fall in exports. But newly-built 

Russia increased their imports of these two commodities at a faster rate. Cinema films, flat

surface grinding machines, parts and accessories of motor vehicles also were exported in a 

larger amount in 1994-95. Russia started importing mo.re·ofthese commodities through the 

debt-repayment channel. 

LGILV 

These goods having low level of instability may have high priority in the Soviet 

import basket But, it is required to examine the causes of low growth. It is to be judged 

whether the cause is on the demand side or on the supply side. Accordingly, steps should be 

taken. In this group, twelve commodities have been identified which are shown in Tab le-X: 

Table-X 

LOW GROWTH/LOW VOLATILITY 

b-betas t(beta) Instlndex b-trans 

Tea 0.99511 -0.462 (). 000000000 1 31.88 0.0002 0.000106 

Electric accumulators 0.97642 .-0.733 0. 00000000 12 14.39 0.0051 0.001245 

Medicines(not in 0.92046 -0.575 0.0000000007 7.61 0.0054 0.000683 

measured dose) 

Floorcoverings of 0.91664 ' -0.5(>9 (). 0000000023 7.41 0.0070 0.002282 

plastics 

Medicines( in measured 0.90692 -0.561 0.0000000003 6.98 0.0071 0.000309 

dose) 
j(l(, 



Sacks & bags 0. 1Jl200 -0Ri7 0. 00000000 I 0 X.2X 0.001)1) 0.0001)1)7 

Coffcc,not roasted O.lJ I 66X -0.(,1)4 0. ()()()()()( )()() ()(, 7A2 0.0127 ()_()()()(,]] 

Tobacco(raw) 0.90372 -0.524 0.0000000007 6.85 0.0134 0.000673 

Oil-cake of soya-bean 0.88572 -0.645 0. 0000000007 6.23 0.0227 0.000707 

Pepper 0.82828 -0'.602 0.0000000011 4.91 0.0270 0.001108 

Sports foot-wear 0.85739 -0.768 0.00000()00 17 5.48 0.0406 0.001721 

Raw hides & skins 0.75616 -0.508 0.0000000049 3.94 0.0423 0.004937 

Tea has the lowest volatility as well as lowest growth rate of export. And after the 

disintegration, volume of tea expoprt could not reach the pre-disintegration level due to 

steep competition from Keniya and other tea producing countries. In this group, leather has 

the highest growth rate with highest instability index having lowest R2
. Leather, medicines( not 

in measured dose), sacks(bags), coffee(raw) and black pepper experienced a sharp rise in 

exports after the disintegration in spite of their earlier fall. This was due to Russia's deci

sion to import these commodities t~rough debt-repayment route. On the other hand, Russia 

diverted their imports of electrical equipments from India to western counteies after 1991-

92. Medicines(in measured dose), floor coverings, tobacco and essential oil suffered a ran

dom fluctuation due to the internal factors of Russia. Some commodities were not imported 

at all and some commodities were lifted from some other countries as a gesture of Russia's 

inclination towards that country. In this group, one of the two rare products is there which 

is sports foot-wear; whose export did not fall in any year considered in this study. 

LG/HV · 

These commodities are considered to be total losers. So, its diseases are to be iden

tified. In this group, there are nine commodities, shown in Table-XI: 
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Table-XI 

LOWCiROWTHIHIGH VOLATILITY 

h-hetas • t(heta) Im~tlndex h-trans 

Synth. organic 0.92034 -1.149. 0.0000000046 7.60 0.0533 0.004650 

colouring matr. 

Soaps & detergents 0.82807 -0.799 0. 00000000 17 4.91 0.0630 0.001701 

Trunk., suit -case 0.82350 -0.795 0.0000000071 4.83 0.0806 0.007144 

etc of leather 

Aluminium oxide 0.74489 -0~ 785 0. 0000000007 3.82 0.1058 0.000735 

Offset printing 0.69489 -0.780 0.0000000032 3.37 0.1127 0.003169 

machinery 

Electro-diagnostic 0.71814 -0.909 0.0000000046 3.57 0.1447 0.004553 

apparatus 

Rice 0.80185 -1.214 0.0000000012 4.50 0.1903 0.001227 

Various types 0.57521 -0.949 0. 0000000009 2.60 0.3355 0.000950 

of nuts. 

Leather Jackets, 0.65390 -1.286 0.0000000023 3.07 0.4378 0.002253 

gloves etc .. 

Out of these nine commodities, two are of leather items: trunk,suit-case,vanity-bag 

etc and articles of apparel and clothing accessories of leather. First type of leather items 

exibits an increasing trend of export from 1991-92. But second comodities' export de

creased from 1992-93. Though, fluctuations are there, but almost all the commodities' 

export started increasing from 1992-93. Commodities speciaJly raw materials like print 

materials and medical materials experienced increase of trade from 1994-95. Export of 

food items and consumer items like rice, cashew nuts, soaps and detergents increased from 

1992-93. Though growth rate is not moderate and fluctuations are there, still these com

modities have a good future in export trade to Russia. The Russian government, in order to 

utilise the rupee-fund generated through debt repayment by India, has taken some measures 
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to import a good number of commodities from Indian market. So, the export of commodi

ties of this group should not be discouraged as suggested by Pronab Sen~~. On the contrary, 

quality and services should be improved and other bottlenecks of exports should be re

moved in order to boost export. 

COMMODITY REGRESSION MODEL 

An attempt has been made to study the impact of export/import of various groups of 

commodities on the total export and total import. Raw data on Indo-Soviet/Russian trade 

have been collected from the DGCI & S, Ministry of Commerce, Government of India on 

computer floppy at four-digit levei based on harmonized commodity description and cod~ 

ing system of Indian Trade Classification for the time period 1988-89 to 1994-95. From 

these data, only those commodities have been chosen whose export/import did not break in 

any year. In other words, those commodities have been considered, who were present in the . 
export/import trade between the two countries before and after the disintegration of the 

USSR. Stormy waves of the disintegration could not stop their trading. 

Commodities which are exported to Russia have been divided into five groups ac

cording to their characteristics. These are as follows: 

First Group(X
1
) =Food products and consumer durables. Total number of heads in this 

group:- 58. 

Second Group(X) = Raw materials and intermediate goods. Total heads:- 31. 

Third Group(X
3

) =Finished products. Total heads:- 40. 

Fourth Group(X
4

) = Machinery, mechanical appliances, electrical equipments etc.Total 

heads:- 34. 

Fifth Grdup(X
5

) =Textile and garments. Total heads:- 34. 

Multiple regression analysis has been employed in the cases of export and import. In 

export as well as in import, separate analysis has been d~ne for physical quantities and 

values. RegreSsion results for exports are shown in th~ following tables: 

Table-XII 

Regression Output: ETOTALS on EGROUPS: Pltysica/ Quantities 
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Constant -56201528.3 
" 

Std Err of Y Est 19331420 ' . 

R Squared 0.9995 

No. of Observations 7 

Degrees of Freedom 

X Coefticient(s) 0.96. 0.26 11.34 14.81 

Std Err of Coef. 0.16 0.29 1.44 4.81 

t-values 6.0292 0.9116 7.8721 3.0798 

Table-XID 

Regression Output: ETOTALS on EGROUPS: Valu·es 

Constant -3927694566 

Std Err of Y Est 1065473005 

R Squared 0.9989 

No. of Observations 7 

Degrees of Freedom 

. X Coefftcient(s) 1.81 -0.55 0.51 3.31 

Std Err of Coef. 0.34 0.81 0.68 0.85 

t-values. 5.3877 -0.6821 0.7549 3.9190 

From Table-XII, the equation becomes:-

Total Exports in physical quantites = -56201528.3 + 0.96Xq
1 

+ 

0.26Xq
2 
+ 11.34X\ + 14.81X\- 3.58X\ ..... (i) 

where Xt~;= export of quantities of commodities of ith group. 

The equation from Table-XIII stands as:-

-3.58 

1.29 

-2.7826 

1.65 

0.95 

1.7273 

Total Exports in value terms= -3927694566 + 1.81Xv
1 

- 0.55Xv
2 

+ 0.51Xv
3 

+ 3.31 Xv
4 

+ 

1.65Xv
5 

..... (ii) 

where xv;= values of export of commodities of ith group. 

From equation (i) and (ii), it is clear that out of five groups, four groups of com-
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modi ties are positively related with the total exports. The coefficient of X'1~ is significantly 

negative, indicating that with the increase of the volume of exports of textile and germents, 

total volume of exports decreased. ln equation (ii) also, the coefficient of Xv
2 

is negative, 

which means with the increase of the value of exports of raw materials, chemical products 

and intermediate goods, total value of expports are decreased. After the disintegration of 

the Soviet Union, when demand for the commodities of these two groups decreased, the 

negative impact is reflected on the total exports to Russia. When Russian traders want more 

of raw materials and intermediate products like parts of motor vehicles,sewing machine, 

stapling machine and screws,bolts, parts of footwear, plywood, vineer sheets, conveyor 

belts, articles of packaging goods, preparation of streptomycin, organic compounds, de

rivatives of penicillin, oxygen-amino compunds etc., they go on purchasing these cutting 

short the list of other items. They divert funds in order to purchase these comodities. Simi

larly, when they increase of imports of more shirts, suits, T -shirts, shocks and other hosiery 

products, childrens' wear, woven fabrics,cotton yarn etc , the volume of other Russian 

imports are adversely affected. Total volume of exports are highly influenced by the third 

and fourth group of commodities. With the increase of demand for finished products(X
3
), 

\ike medicines, pharmaceutical goods, cinematographic films(feature films etc), floor cov

erings, trunk, suit-case, jackets, gloves, walpaper, printed books, carpets, blankets, motor 

cars, typewriters etc, total exports get increased. In total export performance, fourth group(XJ 

of commodities takes the lead. In both the equations, the coefficients of X
4 

have the highest 

value (14.81 & 3.31). This clearly indicates that with the increase of demand for machin

ery, mechanical appliances, electrical equipments, i.e. hard tools, steam or other vapour 

generating boilers, pumps, liquid elevators, air pumps, printing machinery, machine tools 

for various purposes, electrical apparatus, records, taps, television receivers, insulated wires, 

photo-copying apparatus, instruments for varous purposes etc, total exports also increased 

to a large extend. Combining two equations, first group (X1) of commodities has the lowest 

influence on the export basket. 

Here, some interesting points should be noted. In both studies of exports, regression 

results have high r2s (0.9995, 0.9989) which means the equations explain 99 per cent of the . 

variation in the total exports of India to Russia, which is very reasonable in the time-series 

analysis. Butt-values of both equations are statistically insignificant, but these values have 
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a practical significance. Presence of high value of r2 with the low values oft indicate the 

presence export instability. It was also shown in the export ,instability section for the same 

time period and for the dataset chosen from this same set of data undertaken for this study. 

Due to disintegration of the Soviet Union, almost all the commodities' export dropped 

sharply in 1991-92 and 1992-93. Moreover, due to west-ward orientation of the Russian 

side, Indian exports suffered a lot. Presence of high r2 and low t-values also indicates that 

the problem of multi-colinearity is present in the exercise. This also proves that instability 

in export is there. Presence of multicolinearity means that export of one group of commodi· 

ties is affected by the. export of another group. 

Similarly, in import, commodities have been grouped into five categories: 

First Group(M
1
) =Intermediate goods to be processed and value added. Total heads:-14. 

Second Group(M
2

) =Finished and semi-finished products. Total heads:- 13. 

Third Group(M) =Machineries. Total head:-12. 

Fourth Group(M
4
) =Electrical items.Total heads:-12. 

Fifth Group(M
5
) =Parts & accessories of industrial sector.J'otal heads:-14. 

Regression results are shown in the following tables: 

Table-XIV 

Regression Output: 

Constant 

Std Err of Y Est 

R Squared 

No. of Observations 

Degrees of Freedom 

X Coefficient(s) 

Std Err of Coef. 

Table-XV 

Regre.'ision Output: 

QUANTITIES 

244206426.2 

56356060 

0 . .798267 

7 

1 

> 1.289624 -0.49023 90.68801 321.0720 -144.845 

5.006103 1.649605 187.7916 341.1685 105.3882 

VALUES 
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Constant -1037037529 

Std Err ofY Est 2022814336 

R Squared 0.960682 

No. of Observations 7 

Degrees of Freedom 1 

X Coefficient(s) 1.173636 5.744780 26.47860 -181.516 2.440448 

Std Err of Coef. 2.131846 3.725173 19.28208 141.4367 0.926463 

From Table-XIV, the equation becomes:-

Total volume oflmports =244206426.2 + 1.28Mq1 - 0.49M\ + 90.68M\ + 321.07M\ 

- 144.84M\ ... (iii) 

where Mq=quantities of commodities of ith group. 
I 

From Table-XV, the equation boils down to:-

Total value oflmports~ -1037037529 + 1.17Mv
1 
+ 5.74Mv

2 
+ 26.47M\- 181.51M\ 

+ 2.44M\ ...... (iv) 

where Mvi=values of commoditie~ of ith group. 

From equation (iii), it is shown that two groups of commodities, viz, second and 

fourth group, are negatively related with the total imports. Total imports are adversely 

affected with the increase in imports of these two groups of commodities. Within these two 

groups, fifth group(M
5
) has a stronger negative effect on the total imports. Import of com

modities of the fifth group, mainly parts and accessories like measuring instruments, ball 

bearing, parts of motor vehicles etc for the industrial sector in India reduces the total vol

ume of imports to a great extend .Import of finished and semi-finished products in the sec

ond group, though to a lesser extend, affects adversely tht; total imports. ln value terms, 

excessive imports ofthe electrical items of the fourth group, e.g. electric motors and gen

erators, electric transformers, electric capacitors, resistors, insulated wire etc reduces the 

total value of imports. Combining two equations, the most powerful group is the third 

group. Total imports are, to a greater extend, dependent on the various types of machineries 

in the third group. These are steam turbines, pumps for liquids, air pumps, purifying ma

chines, weaving machines, auxiliary machinery, metal-rolling mills, machine for mechani

cal appliances etc. When imports of these commodities are increased, total imports also ~et 
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a boost. 

The commodities of the first group, synthetic rubber, polymer, raw hides and skin, 

polycarboxylin acids, organic compounds, medicaments etc, though positively related in 

both equations with the total imports have a negligible impact on the trade performance. 

After the disintegration of the USSR, Indian import of steam turbines, pumps for 

liquids, air pums, purifying machines, weaving machines etc increased to a greater extend. 

These commodities are included in the third group. In first group, out of fourteen com

modities, only a few commodities' import crossed the pre-"disintegration level after 1992-

93. These are polycarboxylin acids, organic compounds~ articles of vulcanized rubber, tubes, 

pipes of rubber etc. 

In case of import also, high r2 is associated with the low values oft, indicating the 

nature of heterogeneity oflndian import which was recognised by Debroy(l990, 92), Pronab 

Sen(l993), Mehrotra(1991) and Gidadhubli(1991). 

Negative coefficients in any eqations discussed above exhibit one reality that the 

group of commodities having··negative coefficients affects other group of commodities 

adversely in the export/import trade. With the growth oftrade of commodity group having 

negative coefficients, the growth rate of other groups' trade decreases. One group has to be 

improved at the cost of others. 

Intercepts of equation (i) and (ii) explain a significant result. Negative intercept of 

total export in physical quantity and positive intercept of total import in physical quantity 

indicate' that the rate of growth of exports and imports. in physical quantities maintained a 

sizable gap throughout the period. So, a persistent trade imbalance is observed in the Indo

Soviet trade. 
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APPENDIX-l 

Indicative List ofcommodities centrally purchased from India in 1994 

against repayment of State credits granted by the former USSR to India 

Name of commodity 

Soyabean extractions 

Coffee beans 

Tea, bulk 

Tobacco, bulk 

Spices 

Raw materials for production of baby food 

Nuts,bulk 

Vegetable oil 

Castor oil 

Veterinary preparations 

Fostoxin type preparations 

Medicines, raw materials for production of 

medicine and medical equipment 

Semiproducts for production of dye-stuffs 

Raw materials and intermediates for 

electrotechnical industry 

Shoe uppers 

Finished leather 

Decorative laminates 

Paints,enamels, varnishes, red lead 

Chemical materials for the light industry 

Raw materials for production of soap, 

toothpaste and other perfumery-cosmetic 

products 

Perfumery-cosmetic products 

319 

Amount (Rs. million) 

I ,660-I, 000 

480-400 

I ,600-1,320 

960* 

160-130 

320-260 

160-130 

320-260 

20-10 

160-130 

20-10 

7,050-5,830* 

160- I 30 

440-370 

950-780 

480-390 

90-70 

320-260 

160-130 

160-130 

160-130 



Toothpaste 

Detergents 

Household chemicals 

Sewing and hosiery goods 

Bed linen 

Raw materials for linoleum production 

Industrial laminates 

Veneer 

Equipments for textile, sewing and leather 

industry, including spare parts 

Industrial needles 

Polygraphic equipments and spares 

Copying machinery and spares 

Food prcessing eqipments and spares 

Bipopreparation production lines 

Fire hoses 

Electronic equipment, telecommunication 

equipment and spares 

Batteries 

Garage equipments 

Components for productions of medical X-ray 

equipment 

Components for production of bicycles 

Compressors for household refrigerators 

Low-capacity motors for washing machine 

Magnetic heads for cassette recorders 

Electric drives for household sewing machines 

Technological equipments and spares for produ 

of agricultural machinery, electronic equipments 

Electrocommunication equipment for processing 

280-230 

and storaging of agricultural products 

320 

90-70 

160-130 

160-130 

320-260 

160-130 

480-400 

160-130 

280-230 

640-520 

10 

220-180 

190-150 

1,150-950 

280-230 

30-20 

460-380 

640-520 

670-550 

240-190 

60-40 

40-30 

40-30 

10 

220-180 

120-100 



Spare parts for different industries 520-430 

*including supplies left from the contracts signed in 

.\'ource: Indian .Joint Business Delegation to Moscow,J994 

APPENDIX-II 

COMMODITIES EXPORTED THROUGHOUT THE PERIOD CONSIDERED 

H.S.CODE COMMODITY 

801= Coconuts,Brazil nuts and cashew nuts. 

804= Pineapples,Guovas,Mangoes and Mangosteens .. 

901 = Coffee. 

902= Tea. 

904= Pepper of the genus piper. 

909= Seeds of anise,badian,fennel,coriander,cumin,careway. 

91 0= Ginger, saffron,turmeric,thyru, bay leaves, curry and other spices. 

1006= Rice. 

130 I= Lac, natural gums, resins, gum resins and balsams. 

190 I= Malt extract; food preparation of flour, meal etc. 

1902= Paste, whether or not cooked or stuffed or otherwise prepared. 

1905= Bread, Pastry, Cakes,Biscuits and other bakers' wares. 

2001= Vegetables,fruits,nuts and other edible parts of plants. 

2007= Jams, fruit jellies, marmalades etc. 

2008= Fruits, nuts and other edible parts of plants, ground nuts. 

2009= Fruit jui'ces and vegetable juices. 

21 0 1 = Extracts, essences and concentrates, of coffee, tea or mate. 

21 06= Food preparations( soft drinks,Pan masala etc). 

2304= Oil-cake and other solid residues( soya-bean oil). 

2306= Oil-cake and other solid residues( vegetable fats). 

2401 = Unmanufactured tobacco. 

2402= Cigars,cheroots,cigarettes etc. 

2818= Aluminium oxide, aluminium hydroxide. 

2921 = Amine-function compounds. 
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2922= Oxygen-function amino-compounds. 

2929= Compounds with other nitrogen function. 

2939= Vegetables alkaloids, natural or reproduced by synthesis and their salts. 

2941 = Antibiotics. 

2942= Other organic compounds. 

3002= Human blood; animal blood prepared for therapeutic use. 

3003= Medicaments consisting oftwo or more constituents. 

3004= Medicaments consisting of mixed or unmixed products. 

3006= Pharmaceutical goods. 

3204= Synthetic organic colouring matters(Red,Blue etc). 

3208= Paints & varnishes based on synthetic polymers. 

3301 =Essential oils, including concretes and absolutes. 

3303= Perfumes and toilet waters. 

3304= Beauty or make-up preparations, skin-care preparations. 

3306= Preparations for oral or den~al hygiene. 

3307= Pre-shave, shaving or after-shave preparations. 

3401 = Soap and organic surface-active products. 

3402= Organic surface-active agents. 

3405= Polishes and crearris for footwear, furniture,floors etc. 

3706= Cinematographic film. 

3918= Floor coverings of plastics. 

3920= Other plates,sheets,film,foil and strips, with other materials. 

3921=,, with polymers. 

3923= Articles for the conveyance or packing of goods of plastics. 

3924= Table ware,kitchen ware, house-hold and toilet articles. 

3926= Other articles of plastics and other materials. 

401 0= Conveyor or transmission belts. 

4011 = New pneumatic tyres, of rubber. 

4015= Articles of apparel and clo.thing accessories. 

41 04= Leather of bovine or equine animals. 

41 05= Sheep or lamb skin leather without woolen. 
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41 06= Goat or skin leather, without hair on. 

4202= Trunks,suit-cases, vanity-cases, executive cases and other cases. 

4203= Articles of apparel and clothing accessories. 

4205= Other articles of leather or of composition leather. 

4408= Veneer sheets and sheets for plywood and other wood sawn lengthwise. 

4412= Plywood, veneered panels and similar laminated wood. 

4814= Wallpaper and similar wall coverings, windows etc. 

4901 = Printed books, brochures, leaflets and similar printed matter. 

4902= Newspaper,journals and periodicals. 

5007= Woven fabrics of silk or of silk waste. 

5205= Cotton yarn, containing 85% or more by weight. 

5208 Woven fabrics of cotton,containing 85% or more by weight. 

5209=" " 

5210=" " " 

" 

" 

" " " 
, , , , (semi-finished). 

, , 85% or less by weight. 

5211 = , , , , , , , , , (semi-finishe~) 

5407= Woven fabrics of synthetic filament yanr. 

5408= Woven fabrics of artificial filament yarn. 

5701= Carpets and other textile floor coverings. 

5702=, , , , , , , , (with synthetic fibre) 

5801 =Woven pile fabrics and chenille fabrics. 

5903= Textile fabrics impregnated, coated, covered or laminated with plastics. 

6002= Other knitted or crocheted fabrics. '~ 

61 03= Men's or boys' suits, ensembles, jackets, blazers, trousers, bib and brace overall~ 

breeches and shorts, knitted or crochetd. 

6104= Women's or girls' suits, ensembles, jackets, dresses skirts, divided skirts, trousers 

etc. 

61 OS= Men's and boys's shirts, knitted or crocheted. 

6106= Women's or girls' blouses, shirts and shirt- blouses. 

6107= Men's or boys' underpants, briefs, nightshirts, pyjamas. 

6108= Women's or girls' slips, petticoats, briefs, panties, nightdresses etc. 

61 09= T -shirts,singlets and other vests, knitted or crocheted. 
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611 0= Jerseys, pullovers,cardigans, waistcoats and similar articles. 

6111 = Babies' garments and clothing accessories. 

6112= Track suits, ski suits and swimwearms. 

6114= Other garments. 

6115= Party hose, lights, stockings, socks and other hosiery. 

6117= Other made up clothing accessories, knitted or crocheted. 

6203= Men's or boys' suits,ensembles," jackets, blazers, trousers, bib and brace overalls 

breeches .and shorts. 

6204= Same as 6104( not knitted or crocheted). 

6205= Men's or boys' shirts. 

6206= Women's or girls blouses, shirts and shirts-blouses. 

6207= Men's or boys' singlets and other vests, underpants, briefs, nightshirts, pyjamas, 

bathrobes, dressing gown etc. 

6208= Women's or girls' singlets and other vests, slips etc. 

6209= Babies' garments and clothing accessories. 

621 I= Track-suits, ski suits and swim wear; other garments. 

6214= Shawls, scarves, mufflers, mantillas veils and the like. 

6217= Other made-up clothing accessories; parts of garments. 

630 I= Blankets and travelling rugs. 

6304= Other furnishing articles. 

6305= Sacks and bags, of a kind used for the packing of goods. 

6307= Other madeup articles, including dress patterns. 

6403= Footwear with outer soles of rubber, plastics, leather or compo~ition leather ad up

pers of leather. 

6404= Same as above - and upper of textile materials. 

6405= Other footwear. 

6406= Parts of footwear; removable in-soles, heal cushions and similar articles; gaiters,. 

leggings etc. 

6908= Glazed ceramic flags and paving, hearth or wall titles; glazed ceramic mosaic cubes 

and the like. 

691 0= Ceramic sinks, wash basins, wash basin pedestals, baths, water pans, flushing sys-
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terns etc. 

71 02= Diamonds, wither or not worked, but_ no~ mounted or set. 

7113= Articles of jewellery and parts thereof of precious metal or of metal clad with pre

cious metal. 

7117= Imitation jewellaery. 

7307= Tube (_)r pipe fittings, of iron or steel,e.g. el bows, cast fittings. 

7318= Screws, bolts, nuts, coachscrew hooks, rivets, cutter-tin and similar article of iron 

and steel. 

7319= Sewing needles, knitting needles, bodkins, crochet books, embroidery stilettos and 

similar articles. 

7323= Table, kitchen or other house-hold articles and parts of thereof of iron and steel, steel 

wool. gloves of iron. 

7325= Other cast articles of iron or steel. 

7 418= Table, kitchen or other house-hold articles of copper. 

8203= Files, rasps, pliers, pincers, tweezers, metal-cutter, pipe-cutter,bolt etc. 

8205= Hand tools, not elsewhere specified, blow lamps,clamps and the likes. 

8207= Inter-changeable tools for hand tools, machine tools etc. 

8212= Razor and razor blades. 

8302= Base metal mountings, fittings and similar artiCles suitable for furniture, doors, stair

cases, windows etc. 

8402= Steam or other vapour generating boilers; super-heated water boiler. 

8413= Pumps for liquids, whether or not fitted with a measuring devices; liquid elevators. 

8414= Air or vacume pumps, air or other gas com pressors and fan; ventilating or recycling 

hoods etc. 

8419= Machinery, plant or laboratory equipment, whether or not electrically heated, for the 

·treatment of materials. 

8422= J?ish washing machines; machinery for drying or cleaning bottles. 

8431 =Parts suitable for use solely or principally with machinery. 

8448= Auxiliary machinery for use with machine. 

8452= Sewing machines, other than books' sewing machine. 

8459= Machine-tools for drilling, boring, milling, threading. 

8460= Machine-tools for deburring, sharpening, grinding ~tc. 
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8462= Machine-tools for working metals for forging hammering or die-stamping. 

8466= Parts and accessories suitable for use solely or principally with machine. 

84 71 = Automatic data processing machines and units theroof. 

8473= Parts and accessories solely suitable for use with machines. 

8477= Machinery for working for; rubber or plastics or for manufactures for these materi

als. 

8479= Machine or mechanical appliances having individual functions. 

8507= Electric accumulators including seperators with or without rectangular. 

8517= Electrical apparatus for line telegraphy. 

8523= Prepared unrecorded media fpr sound recording. 

8524= Records, taps and other recorded media for sound. 

8528= Television receivers whether or not combined. 

8535= Electrical ap.paratus for switching or protecting electrical circuits. 

8538= Parts suitable for use solely or principally with the above apparatus. 

8544= Insulated wire, cable and other insulated electric condustors, whether or not fitted 

with the connectors. 

8703= Motor cars and other motor vehicles. 

8708= Parts and accessories of the above motor vehicles. 

8711= Motor cycles or cycles with auxiliary motors. 

8714= Parts and accessories of above vehicles. 

8803= P.arts of goods for Ballons and diregibles, gliders, hang dliers. 

9003= Frames and mountings spectacles for spectacles, goggles. 

9009= Photo-copying apparatus incorporating an optical systems or of the contact type. 

9018= Instruments and appliances used in medical surgical, dental or veterinary sciences. 

9026= Instruments for measuring the flow, level, pressure or other liquid gas .. 

9027= Instruments for or chemical analysis. 

9033= Parts and accessories for machine appliences of above type. 

9403= Other furniture and parts thereof. 

9405= Lamps and lighting fittings including search lights, stop lights. 

9506= Articles and equipments for gymnastics, athletics. 

9603= Hand-operated mechanical floor-sweepers,not motorised. 

9612= Type-writer or similar ribbons, inked etc. 
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9801 = Project goods. 

9991 =Handicrafts. 

9993= Special transactions and commodities not classified according to kind. 

APPENDIX-III 

COMMODITIES IMPORTED THROUGHOUT THE PERIOD CONSIDERED 

H.S.CODE 

2524= Asbestos 

COMMODITY 

271 0= Petroleum oils and oil obtait;J.ed from bituminous minerals. 

2917= Polycarboxylin acids, the,ir anhydfides, halides, peroxides. 

2942= Other organic compounds. 

3004= Medicaments consisting of mixed or unmixed prodl!cts. 

31 04= Mineral or chemical fertiliserss. potassic. 

3901= Polymers of ethyene, in primary forms. 

4002= Synthetic rubber and factice derived from oils. 

4009= Tubes and hoses of vulcanised rubber other than hard rubber. 

40 16= Other articles of vulcanised rubber other than hard rubber. 

4101 =Raw hides and skins of bovine or equine animals. 

41 04= Leather of bovine or equine animals. 

4703= Chemical wood pulp, soda or sulphate. 

4704= Chemical wood pulp, sulphate other than dissolving grades. 

4801= Newsprints in rolls or sheets. 

490 1 = Printed books, brochures leaflets etc. 

5101= Wool, not carded or combed, greasy. 

70 15= Clock or watch glasses and similar glasses for spectacles. 

7204= Ferrous waste and scrap; remelting scrap ingots of iron. 

7318= Screws, bolts, nuts, coach-screws, screw hooks, rivets etc. 

7320= Springs and leaves for springs, of iron or steel. 

7326= Other articles of iron and steel. 

7403= Refined copper and copper alloys, unwrought. 

7901 = Unwrought zinc. 
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8208= Knives and cutting blades for mechanical appliances. 

R406= Steam turbines and other vapour turbines. · 

8409= Parts suitable for use solely or principally with engine. 

8412= Other engines and motors. 

8413= Pumps for liquid with/without measuring devices. 

8414= Air or vacume pumps, air or other gas compressors and fans. 

8419== Machinery,plant or laboratory equipments. 

8421 = Centrifuges, including centrifugal dryers. 

8446== Weaving machines(looms). 

8448== Auxiliary machinery for use with machines for. dobbies. 

8453== Machinery for preparing, tanning etc. 

8455= Metal-rolling mills and rolls thereof. 

8459= Machine-tools for drilling, boring, milling, threading etc. 

8461 = Machine-tools for planning, shaping, slotin~ etc. 

8466==Parts and accessories for tool-holders. 8473= Parts and accessories for automatic 

tool-holders. 

8477= Machinery for working with rubber or plastic. 

8479= Machines having individual functions. 

8481 = Taps, ·cocks, valves and similar appliances for pipes etc. 

8482= Ball bearings. 

8483= Transmission shafts and cranks; clutches and shaft . 

8485= Machinery parts, not containing electric connectors. 

8501 =Electric motors and generators. 

8502= Electric generating sets and rotary converters. 

8503= Parts suitable for the above machines. 

8504= Electrical transformers, static converters. 

8529= Various parts for electric apparatus. 

8532= Electrical capacitors,fixed,varible or adjustable. 

8533= Electrical resistors. 

8536= Electrical apparatus for switching electrical circuits. 

8541 = Diodes, transistors and similar semi-conductor device. 

8544= Lnsulated wire, cable. 
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8545= Carbon electrodes, carbon brushes, lamp carbons. 

8548= Electrical parts of machinery or apparatus. 

8708= Parts and accessories of the motor vehicles. 

8803= Parts of goods of balloons, hang gliders etc. 

9026= Instruments for measuring or checking the flow,level etc. 

9031 = Measuring or checking instruments, appliances and machines. 

9032= Automatic regulating or controlling instruments. 

9033= Parts and accessories for machines, appliances. 

9801= Project goods. 

9993= Special transactions and commodities not classified. 

APPENDIX-IV 

COMMODITIES EXPORTED ONLY BEFORE DISINTEGRATION 

H.S.CODE COMMODITY 

3 04= Fish fillets and other fish meat, fresh, chilled or frozen. 

504= Guts, bladders and stomachs of animals. 

506= Bones and horn-cores, unworked 

601 = Bulbs, tubes, tuberous rootes corms, crowns. 

704= Cabbages, cauliflowers, kohirabi, kale etc. 

705= Lettuce and chicory, fresh or chilled. 

706= Carrots, turnips, radishes etc. 

808= Apples, pears and quinces fresh. 

811 = Fruits and nuts, uncooked or cooked by steaming or boiling. 

907= Cloves. 

1 00 1 = Wheat and meslin. 

11 03= Cereal groats, meal and pellets. 

11 04= Cereal grains otherwise worked, e.g. rolled grains. 

1203= Copra. 

1206= Sunflower seed, whether or not broken. 

1209= Seeds, fruits and spores of a kind used for sowing. 

1513= Coconut, palm kernel or babassu oil. 
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1516= Animal or vegetable fats and oil and their fractions. 

1519= Industrial monocarboxylic fatty acids. 

1703= Molasses resulting from the extraction of sugar. 

2302= Bran, sharps and other residues. 

2309= Preparations of kind used in animal feeding. 

250 I= Salt and pure sodium choride, sea water. 

2508= Other clays, and kyanite etc. 

2509= Chalk. 

2513= Pumice stone; natural corundum, natural garnet etc. 

2530= Mineral substances not elsewhere specified. 

2601 = Iron ores and concentrates. 

2602= Manganese ores and concentrates. 

2614= Titanium ores and concentrates. 

2712= Petroleum jelly; paraffin wax. 

2804= Hydrogen, rare gases and other non-metal. 

2832= Sulphites; thiosulphates. 

2834= Nitrates; 

2841 = Salts of oxometallic or peroxomettlic acid. 

2851 = Other inorganic compunds. 

2901 = Acyclic hydrocarbons. 

2913= Halogenated, sulphonated nitrosated derivatives. 

2927= Diazo-, azo- or azoxy- compounds. 

3202= Synthetic organic tanning substances. 

3212= Pigments dispersed in non-aqueous media. 

3214= Glaziers' putty,grafting putty etc. 

3 701 = Photographic plates and films. 

3 811 = Anti-knock preparations, oxidation inhibitors. 

3 814= Organic composite solvents and thinners. 

3 818= Chemical elements adopted for use in electronics. 

3907= Polyacetals, other poliether and epoxide resins. 3913= Natural polymers and modofied 

natural polymers. 
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3 916= Monofilament of which any cross-sectional dimentions. 

4007= Vulcanised rubber thread and cord. 

41 07= Leather of other animals, without hair on, 

4303= Articles of apparel, clothings accessories etc. 

4407= Wood sawn or chipped lengthwise. 

4417= Tools, tool bodies, tool handles brush bodies etc. 

4706= Pulps of other fibrous cellulisic material. 

4813= Cigarette paper, whether or not cut. 

5105= Wool and fine or coars animal hair, carded or combed. 

51 08= Yarn of fine animal hair not put up for retail sale. 

5113= Woven fabrics of coars animal hair. 

5202= Cotton waste. 

5404= Synthetic monofilament of 67 decitex or more. 

5406= Man-made filament yarn put up for retail sale. 

5501 = Synthetic filament tow. 

5504= Articles staple fibres, not carde or otherwise processed. 

5606= Gimped yarn and strip and chenille yarn, loop wale-yar. 

5803= Gauze, other than narrow fabrics, 

5902= Tyre cord fabric of high tenacity yarn of nylon. 

5906= Rubberised textile fabrics. 

5911= T~xtile products and articles for technical uses. 

6113= Garments, made up of knitted or crocheted fabrics. 

6309= Worn clothings and other worn articles. 

6501 = Hat-forms, hat bodies and hoods of felts. 

6808= Panels, boards, tiles, blocks of vegetables. 

6901 = Bricks, blocks, tiles and other ceramic goods. 

6904= Ceramic building bricks, flooring blocks, filter tiles. 

6907= Unglazed ceramic flags and paving, hearth or wall tiles. 

7020= Other articles of glass. 

71 06= Silver, unwrought or in semi-manufactured forms. 

720 I= Pig iron and spiegelisen in pigs, blocks. 

7204= Ferrous waste and scrap; remelting scrap ingots of iron. 
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7206= Iron and non-alloy steel in ingots or prirriary forms. 

7207= Semi-finished products of iron or non-alloy steel. 

7208= Flat-rolled products of iron of width of 600 mm. 

" 
,, 

" 
cold rolled. 7209=, " 

721 0=, . " 
" 

, , plated or coated. 
I 

7213= Bars and rods, hot-rolled, in regularly wound coils. 7214= Other bars and rods of 

iron or non-alloy steel. 

7215= Other bars and rod of iron or non-alloy steel ~ith worked. 

7216= Angles, shapes and sections of iron or non-alloy steel. 

7217= Wire of iron or non-alloy s~eel. . 

7218= Stainless steel in ingots or bther primary forms. 

7222= Other bars and rods of stainless steel. 

7223= Wire of stainless steel. 

7224= Other alloy steel in ingots or primary forms. 

7227= Bars and rods, hot-rolled of other alloy steel. 

7228= Other bars and rods of other alloy steel. 

7301 = Sheet piling of iron and steel. 

7302= Railway or tramway track cop.struction materials. 

7303= Tubes, pipes and hollow profiles of cast iron. 

7313= Barbed wire of iron or steel. 

73 14= Cloth, grill, netting and fencing of iron. 

7413= Stranded wire, cables of copper. 

7508= Other articles of nickel. 

7604= Aluminium bars, rods and profiles. 

7605= Aluminium wire. 

7611 = Aluminium resetvoirs, tanks, vats and similar containers. 

7801= Unwrought lead. 

7806= Other articles of lead. 

7907= Other articles of zinc. 

8213= Scissors, tailors' shears and similar shears and blades. 

8303= Armoured or reinforced safes, strong boxes etc. 
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8304= Filing cabinets, card index cabinets. 

8306= Bells, gongs and the like, non-electric of base-metal. 

8307= Flexible tubing of base metal with or without fittings . . 
8401 =Nuclear reactors; fuel elements for nuclear reactors. 

8417= Industrial or laboratory furnances. 

8433= Harvesting or threshing machinery. 

8436= Other agricultural, horticultural forestry machineries. 

8444= Machines for extruding, drawing, texturing or cutting. 

8449= Machinery for the manufacturing of finishing of felt. 

8453= Machinery for preparing, tanning or working hides, skin. 

8455= Metal-rolling mills and rolls thereof. 

8457= machining centre, unit construction machines. 

8476= Automatic goods-vending machines. 

8485= Machinery parts, not containing electrical connectors. 

8526= Radar apparatus, radio navigational aid apparatus. 

8530= Electrical signalling, safety or traffic control equipll).ent for railway. 

8604= Railway or tramway maintenance or service vehicles. 

8607= Parts of the railway or tramway locomotives. 

8701 =Tractors. 

8705= Special pupose motor vehicles. 

8805= Aircraft launching gear. 

8905= Tugs and pusher craft. 

9006= Photographic cameras, photographic flashlights etc. 

901 0= Apparatus and equipments for photographic laboratories. 

90 13= Liquid crystal devices, lasers. 

90 15= Surveying hydrographic, oceanographic instreuments. 

9028= Gas, liquid or electricity supply materials. 

9101= Wrist-watches, pocket-watches and other watches. 

91 06= Time of day recording apparatus. 

9207= Musical instruments. 

9305= Parts and accessories of arms and ammunitions. 

9306= Bombs, grenades, torpedoes, mines, missiles. 
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9502= Dolls representing only human beings. 

9613= Cigerratte lighers and other lighters. 

9616= Scent sprays and similar toilet sprays. 

9701 = Paintings, drawings and pastels, executed entirely by hand. 

9704= Postage or revenue stamps, first-day cover etc. 

APPENDIX-V 

COMMODITIES IMPORTED ONLY BEFORE DISINTEGRATION 

H.S.CODE 

1006= Rice. 

COMMODITY 

1302= Vegetable saps and extracts; peptic substances; pectinates and pectotes. 

2521 = Limestone flux; limestone and other calcareous stone. 

2523= Portland cerp.ent, aluminous cement, slag cement, supersulphate cement and similar 

hydraulic cements. 

2701 = Coal and other solid fuel manufactured from coal. 

2705= Coal gas, water gas and other similar gases other than petroleum gases. 

2906= Cyclic alcohols and their halogeneted, sulphonated nitrated or nitrosated deriva-

tives. 

2937= Harmones, natural or reproduced by synthesis. 

3005= Wadding, gauze, bandages and similar articles impregnated or coated with pharma

ceutical substances. 

3209= Paints and varnishes based on synthetic polymers or chemically modified natual 

·polymer. 

3306= Preparations for oral or dental hygine, including denture fixative pastes and powers. 

3402= Organic surface active agents; surface-active Enzimes, prepared enzymes not else

where specified. 

3507= Enzymes; prepared enzymes not elsewhere specified. 

3 701 =Photographic plates and film in the flat, sensitised, unexposed, of any material other 

than paper, paperboard etc. 

3705= Photographic plates and-film, exposed and developed; other than cinematographic 

film. 

3 811 = Anti-knock preparations, oxidation in hibitors,gum inhibitors, viscosity improvers, 
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anti- corrosive preparations. 

3905= Polymers of vinyl acetate or of other vinylesters in primary forms, other than vinyle 

polymers in primary forms. 

3906= Acrylic polymers in primary forms. 

3919= Self-adhesive plates, sheets, films,foil,tape,strip and other flat shapes of plastics, 

whether or not in rolls. 

3925= Builders' ware of plastics, not els~where specified. 

4001 = Natural rubber, balata, guttapercha, guayule, chicle and similar natural gums, in 

primary forms or in plates. 

4003= Reclaimed rubber in primary forms or in plates_, sheets or strips. 

4005= Compounded rubber, unvulcanised, in primary forms or in plates, sheets or strips. 

4013= Inner tubes or rubber. 

40 17= Hard rubber in all forms, including waste. 

41 03= Other raw hides and skins, whether or not dehaired. 

4204= Articles of leather or of composition leather, of a kind used in machinery or me

chanical appliances. 

4205= Other articles of leather or of composition leather. 

4304= Artificial fur and articles thereof. 

4401 = Fuel wood, in logs, in billets, in twigs, in faggots or in similar forms; wood in chips 

or particles, saw dust, wood waste etc. 

4403= Wood in the rough, whether or not stripped of bark or sapwood or roughly squared. 

4413= Densified wood, in blocks, plates, strips or profile shaps. 

4415= Packing cases, boxes, crates, drums and similar packings of wood; cable drums of 

wood; pallets. 

4419= Tableware and kith en ware of wood. 

4501= Natural cork, raw or simply prepared; waste cork; crushed, granulated or ground 

cork. 

4706= Pulps of other fibres, cellulosic material. 

4809= Carbon paper, self copy paper and other copying or transfer papers exceeding 36 

em. 

4818= Toillet paper, handkerchiefs, cleansing tissues, towels, table clothes, napkins for 

fabrics etc. 
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4821 = Paper or paperboard labels of all kinds, whether or not printed. 

4903= Children's picture drawing or colouring books. 

4909= Printed or illustrated postcards; printed cards bearing personal greetings, messages 

or announcements. 

5004= Silk yarn not put up for retail sale. 

5406= Man-made filament yarn, put up for retail sale. 

5407= Woven fabrics of synthetic filament yarn . 

. 5504= Artificial staple fibres, not carded, combed or otherwise processed for spinning. 

5506= Synthetic staple fibres, carded, combed or otherwise processed for spinning. 

5806= Narrow woven fabrics. 

6002= Other knitted or crocheted fabrics. 

6401 =Waterproof footware with outer soles and upper of tubber. 

6402= Other footware with outer soles and upper of rubber. 

6902= Refractory bricks, blocks, tiles and similar articles. 

6911 = Tableware,kitchenware,otherhouseholdarticlesof parcel in. 

7205= Granules and powders, of pig iron, iron or steel. 

7211 = Flat-rolled products of iron or non-alloy steel, not clad. 

7212= Flat-rolled products of iron or non-alloy steel, clad .. 

7214= Other bars and rods of iron or non-alloy steel etc. 

7215= Same as above with other specifications. 

7216= Angles, shapes and sections of iron and non-alloy steel. 

7229= Wire of other alloy steel. 

73 01 = Sheet piling of iron or steel, ':"hether or not drilled. 

7303= Tubes, pipes and hollow profiles, of cast iro·n. 

7305= Other tubes & pipes having internal/external cross section. 

7306= Other tubes & pipes and hallow profiles of iron or steel. 

7309= Reservoirs, tanks,vats,similar containers of iron or steel. 

7311 = Containers for compressed or liquified gas, of iron. 

7321 =Stoves, grates, cookers and other non-electrical appliances. 

7606=Aluminium plates,sheets ofthickness exceeding 0.2 mm. 

7612= Aluminium casks, drums boxes capacity not exceeding 300 It. 
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7614= Strandeard wire, cables, painted bonds of aluminium. 

7806= Other articles of lead. 

7905= Zinc plates, sheets and strip wrought of zinc, 

8201 =Hand tools, spades, shovels and similar hewing tools. 

8203= Files, rasp, pliers, pincers, tweezers, pipe-etters etc. 

8211 = Knives with cutting blades. 

8214= Other articles of cutlery. 

8305= Fittings for loose-leaf binders or files,indexingtags. 841 0= Hydfaulic turbines, wa

ter wheels and regulators therefore. 

8426= Derricks; cranes, including cable cranes. 

8439= Machinery for making pulp of fibrous cellulosic materials. 

8441 = Other machinery for making up paper pulp. 

8449= Machinery for manufacturing or finishing of felt hats. 

8472= Other office machines,viz. stencil duplicators etc . . 
8475= Machines for assembling electric or electronic lamps. 

8476= Automaticgoodsvendingmachines& money changing machine. 

8509= Electro-mechanical domestic appliances. 

8513= Portable electric lamps by their own source of energy. 

8518= Microphones and stands thereof, loud-speakers etc. 

8522= Parts and accessories of apparatus of video recorders. 

8528= Television receivers, radio-broadcast receivers etc. 

8702= Public-transport type passenger motor vehicles. 

8703= Motor cars , station wagon and racing cars etc. 

8704= Motor vehicles for transport of goods. 

8705= Special purpose motor vehicles. 

8706= Chasis fitted with engines, for the motor vehicles. 

8716= Trailers and semi- trailers. 

· 8906= Other vehicles including warships, life-boats etc. 

8907= Other floating structures like rafts, tanks etc. 

9005= Binoculars, monoculars, other optical telescopes. 

9008= Image projectors other than photographic enlargers etc. 
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901 0= Apparatus and equiments for laboratories. 

9028= Gas, liquid for electricity supply. 

9305= Parts & accessories of articles of military weapons. 

9402= Medical, surgical, dental or vetenary furniture etc. 

9403= Other furnitures and parts ,thereof. 

9405= Lamps and lighting fittings including searchlights. 

9502= Dolls representing only human beings. 

9503= Other toys, reduced size models, puzzles of all kinds. 

9504= Articles for funfair, table or parlour games. 

9607= Fishing rools, fish-hookd and fish landing nets etc. 

APPENDIX-VI 

COMMODITIES EXPORTED ONLY AFTER DISINTEGRATION 

H.S.CODE COMMODITY 

402= Milk and cream, concentrated or containing added sugar. 

405= Butter and other fats and oils derived from milk. 

407= Birds' egg, in shell, fresh, preserved or cooked. 

·409= Natural honey. 

502= Pigs, hogs or boars, bristles and hairbadge etc. 

510,;, Ambergris, castoreum, civet musk; cantharis; bile etc. 

603= Cut flowers and flower buds of a kind suitable for bouquets. 

70 1 = Potatoes, fresh or chilled 

803= Bananas, fresh or dried 

805= Citrus fruit, fresh or dried. 

1 008= Buckwheat, millet and canary seed; other cereals. 

1201= Soyabeaps, whether or not broken. 

1404= Vegetable products not elsewhere specified or included. 

1.504= Fats and oils and their fractions, of fish. 

1509= Olive oil and its fractions, \.vhether or not refined. 

1514= Rape, colza or mustard oil , not chemically modified. 

1602= Other prepared or preserv~d meat, meat offal or blood. 
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1806= Chocolate and other fookd preparations containing cocoa. 

2004= Other vegetables prepared or preserved. 

2005= , , , , , , (not frozen). 

21 05= lee cream and other edible ice, with/without cocoa. 

2201 = Water, natural or artificial or mineral. 

2202= , , containing added sugar or flavour. 

2205= Vermouth and other wine of fresh grapes flavoured. 2~07= Undentured ethyl alchohol 

of an alcoholic strength of 80%. 

2208= "· , , , , less than 80%. 
'· 

2403= Other manufactured tobacco. 

2520= Gypsum. 

2521 = Limestone flux. 

2608= Zinc ores and concentrates. 

2807= Sulphuric acid. 

2812= Halides and halide oxides of non-metals. 

2815= Sodium hydroxide; potassium hydroxide; peroxides ofsodium. 2817= Zinc oxide; 

zinc peroxide. 

2821 = Iron oxide and hydroxide. 

2826= Fluorides; fluorosilicates, fluoroaluminates etc. 

2830= Sulphides; polysulphides. 

2833= Sulphides; alums; peroxosulphates. 

2848= Phosphides, whether or not chemically defined. 

2905= Acyclic alcohols and their halogenated derivatives. 

2924= Carboxyamide- function compounds; amide-function compounds. 

2930= Organa-sulphur compounds. 

2932= Heterocyclic compounds with oxygen hetero- atom only. 

2935= Sulphonamides. 

3001= Glands and other organs for organa therapeutic use. 

3203= Colouring matter of vegetable or animal origin. 

3 215= Printing ink, writing or drawing ink etc. 

3406= Candles, tapers and the like. 

3504= Peptones and their derivatives. 
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3507= Enzyme; prepared enzyme. 

3604= Fireworks, signalling flares; rain rockets. 

3702= Phiotographic film in roll. 

3703= Photographic paper; paperboard, unexposed. 

3 707= Chemical preparation for photographic uses. 

3 804= Residuallyes from the manufacture of wood pulp. 

3809= Finishing agents, dye carriers to accelerate the dyeing. 

3812= Prepared rubber accelerators. 

3819= Hydraulic brake fluids etc. 

3 821 = Prepared culture media for development of micro-organisms. 

3 822= Composite diagnostic or laboratory reagents. 

3901= Polymers of ethylene, in primary forms. 

3909= Amini-resins, phenolic resins and polyurethenes. 

4004= Waste, parings and scrap of rubber, granules poder. 

4005= Compounded rubber, unvulcanised, in primary form. 

411 0= Parings and other waste of leather. 

4304= Artificial fur and articles thereof. 

4403= Wood in the rough, sapwood etc. 

4413= Densified wood, in blocks, plates, strips. 

4414= Wooden frames for paintings, photographs etc. 

4420= Wood marquetry and inlaid wood. 

4804= Uncoated kraft paper and paperboard. 

4812= Filter blocks, slabs and plates. 

4818= Toilet paper, handkerchiefs cleansing rissues. 

4821 = Paper, paperboard levels of all kinds. 

4823= Other paper, paperboard, cellulose wadding and webs. 

4906= Pl.ans and drawings for architectural, engineering. 

4909= Printed or illustrated postcard, printed cards. 

5206= Cotton yarn, not for retail. 

5304= Sisal and other textile fibres. 

5309= Woven fabrics of flax. 

5401= Sewing thread of man-made filament not for retail sale. 
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5508= Sewing thread of man-made staple fibres , , , . 

5602= Felt, whether or not impregnated or coated, covered. 

5604= Rubber thread and cord. 

5609= Articles of yarn, strip or the twine cordage. 

5804= Tulles and other net fabrics. 

5905= Textile wall coverings. 

5908= Textile wicks, woven plainted or knitted for lamps. 

591 0= Transmission or conveyer belts. 

6215= Ties, bow ties and cravats of silk. 

631 O=Used or new, rags, scarp twine, cordage, rope, cables. 

6504= Hats and other headgear. 

6507= Head-bands, linings, covers, hat foundations, hat frames. 

6815= Articles of stone or of mineral substances. 

6909= Ceramic wares for laboratory, chemical or other uses. 

6911 = Tableware, kitchenware, other household articles. 

7017= Laboratory, hygienic or pharmaceutical glassware. 

7018= Glass beds, imitations pearls etc. 

7104= Synthetic or reconstructed precious stones. 

7205= Granules and powder of pig iron. 

7225= Flat-rolled products of steel of a width of 600mm or more. 

7226=" " " " " 
less than 600mm. 

73 15= Chain and parts htereof; of iron and steel. 

73 21 = Stoves, tanges, grates, cookers, gas-rings etc. 

7407= Copper bars, rods and profiles. 

7409= Copper plates, sheets and strip. 

7411 = Copper tubes and pipes. 

7 414= Cloth, grill and netting, of copper wire. 

7507= Nickel tubes, pipes. 

7603= Aluminium powders and flakes. 

7606= Aluminium plates, sheets and strips. 

7607= Aluminium foil. 

8004= Tin plates, sheets and strips. 
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8214= Other articles of curtlery; manicure or pedicure. 

8405= Producer gas or water gas generator. 

8412= Other engines and motors. 

8416= Furnance burners for liquid fuel. 

8446= Weaving machines. 

8484= Gaskets and similar joints for metal sheeting. 

8704= Motor vehicles for transport of goods. 

8706= Chassis fitted with engine. 

8907= Other floating structures, e.g. rafts tanks etc. 

9012= Microscopes, other than optical microscopes. 

90 14= Direction finding compasses. 

90 16= Balances of sensitivity of 5 ~g. 

9020= Other breathing appliances and gas masks. 

9025= Hydrometers and simialr floating instruments. 

9029= Revolution counters, production counters. 

9102= Wrist-watches, pocket-watches etc. 

9105= Other clocks. 

9110= Complete watch or clock movements. 

9401 = Seats, whether or not convertible into beds. 

9503= Other toys; reduced size models. 

9601= Worked ivory, bone, tortoise-shell, horn etc. 

9614= Smoking pipes and cigar or cigarette holders. 

9615= Combs, hair-slides and the like; hairpins,curling pins. 

APPENDIX-VTI 

COMMODITIES IMPORTED ONLY AFTER DISINTEGRATION 

H.S.CODE COMMODITY 

1301= Lac; natural gums, resins. 

1520= Glycerol, Glycerol waters and !yes. 

2309= Preparations of a kind used in animal feeding. 

2520= Gypsum. 
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2620= Ash and residues containing mainly zinc. 

280 I= Fluorine etc. 

281 0= Oxides of boron. 

2811 = Other inorganic acids. 

2812= Halides and halide oxides. 

2827= Chlorides. 

2833= Sodium sulphates. 

2839= Silicates of sodium. 

2850= Hydrides. 

2902= Cyclic hydrocarbons. 

2908= Halogenated derivatives of phenols. 

2916= Unsaturated acyclic monocarboxylic acids. 

2918= Carboxylic acids with alchohol function. 

2920= Esters of other inorganic acids. 

2922= Oxygen-function amino-compounds. 

2926= Nitrile-function compounds. 

2931 = Other inorganic compounds'. 

2932= Heterocyclic compounds with oxygen. 

· 293 6= Provitamins and vitamins. 

300 l = Glands and other organs. 

3201= Tanning extract of vegetable origin. 

3204= Synthetic organic colouring matter. 

3206= Other colouring matter. 

3207= Prepared pigments. 

3 214= Glaziers' putty etc for floor etc. 

3215= Printing ink. 

3405= Polishes and creams for footwear, furniture etc. 

3506= Prepared glues and adhesives. 

3702= Photographic film in rolls. 

3 80 1 = Artificial graphite. 

3 809= Finishing agents. 

3 812= Prepared rubber accelerators. 
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3 813= Charged fire-extinguishing grenades. 

3815= Supported catalysts. 

3818= Chemical elements for electronics. 

3 819= Hydraulic brake fluids. 

3 822= Composite diagnostic reagents. 

3902= Polymers of propylene in primary forms. 

3910= Silicones in primary forms. 

3 911 = Petroleum resins. 

4006= Other forms of unvulcanised rubber. 

41 02= Raw skins of sheep. 

4203= Articles of apparel and clothing. 

4421 = Other articles of wood. 

4808= Paper and paperboard. 

4815= Floor covering on a base of paper. 

5001 = Silk- worn cocoons. 

5002= RAw-silk. 

5003= Silk waste. 

5201 = Cotton, not carded. 

5208= Woven fabrics of cotton. 

5209= ,, , , , , unbleached. 

5402= Synthetic filament yarn. 

5503= Synthetic staple fibres. 

5505= Waste of man-made fibres. 

5603= Non-woven cotton fabrics. 

5607= Twin, cordage, rope and cables. 

5910= Transmission or conveyor belts. 

6903= Other refractory ceramic goods. 

7002= Glass in balls. 

7005= Float glass and surface ground glass. 

7006= Glass-edge-worked, not framed. 

7011 = Glass envelopes. 

70 18= Glass beds, imitation pearls. 
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71 02= Diamond, whether or not worked. 

71 03= Precious stones. 

71 06= Silver. 

7206= Iron and non-alloy steel. 

7207= Semi-finished products of iron. 

721 0= Flat-rolled products of iron. 

7218= Stainless steel in ingots. 

7221 = Bars and rods, hot-rolled. 

7317= Nails, tacks, drawing pins of iron. 

7402= Unrefined copper. 

7404= Copper waste and scrap. 

7408= Copper wire. 

7411 =Copper tubes and pipes. 

7415= Nails, tacks, staples etc of copper. 

7501= Nickel mattes. 

7505= Nickel bars, rods, profiles, 

7602= Aluminium waste and scrap. 

7605= Aluminium wire. 

7607= Aluminium foil. 

7611 =Aluminium reservoirs. 

7902= Zinc waste and scrap. 

8001= Unwrought tin. 

81 02= Moybdenum and articles thereof. 

81 03= Tantalum and articles thereof. 

81 04= Magnesium and articles thereof. 

81 07= Cadmium and articles thereof. 

8111 = Manganese and articles thereof. 

8112= Beryllium and articles thereof. 

8113= Cermets and articles thereof. 

8209= Plates, sticks, tips etc. 

8213= Scissors, tailors shears etc. 

8302= Base metal mountings. 
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8420= Calendering and other rolling machines. 

8443= Printing machinery. 

8445= Machines for preparing textile fibres. 

8525= Transmission apparatus. 

8527= Reception apparatus. 

8802= Helicopters. 

8805= Aircraft launching gear. 

8901 = Cruise ships, cargo ships etc. 

900 1 = Optical fibres. 

9b03= Frames and mounting for spectacles. 

9006= Photographic cameras. 

9011 = Compound optical microscopes. 

9023= Instruments, apparatus for education, exhibition etc. 

91 06= Time-recorders. 

9114= Other clocks or watch parts. 

9612= Typewriters .. 

346 



Chapter-X 

CONCLUSION 

Trade and economic relations between India and the Soviet Union/Russia can be 

divided into the following phases: 

(a) 1970 - 1985 : the period of rapid growth; 

(b) 1985- 1991: from growth to economic stagnation; and finally 

(c) from stagnatiion to decline and virtual collapse. 

In the first phase, fruitful cooperation developed between the two countries' econo

mies: the Soviet side assisted India in the fields of steel, coal, oil, power, non- ferrous 

metallurgy, machine-building and communications. The Soviet Union emerged as the lead

ing trading partner as far as exports are concerned. The pattern of which was as follows~ 

primary goods - tea, coffee, spices, tobacco; manufactured consumer goods - textile, gar

ments, shoes, leather goods etc; and finally some engineering goods. Trade started stagnat;. 

ing between 1985 and 1991. the nadir of Indo-CIS trade was reached ,between December 

1991 and April/ May 1992, when trade turnover declined by approximately 50 per cent. 

After that, trade started picking up; and by June, India became the second largest trading 

partner in terms of exports. On the side of imports, however, the picture was depressing. 

India ranked I Oth 1. 

Trade and economic relations between two countries depend on so many factors. 

India being a prime-mover of non-aligned movement was somewhat inclined to the Soviet 

Union. Age-old relation between India and the Soviet Union led to the signing of 1971 

Indo- S<:>viet Friendship Traety. India is celebrating 50th anniversary of diplomatic rela

tions with the erstwhile Soviet Union as well as 50th anniversary of independence. The 
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Soviet Union became the biggest trading partner of India. But after the disintegration of the 

Soviet Union, the legal successor of the USSR , Russia has changed its attitude towards 

India. Between India and Russia, the presence of China is disturbing within a very short 

span of time, age-old border conflict between China and Russia came to a halt with the 

mutual solution. The relation between the two countries improved to a greater extend dur

ing the visit of Boris Yeltsin in December 1992 to China. Yeltsin' s visit to China consoli

dated the ties between the two countries during that transitional period, when communism 

had collapsed in Russia and was under severe strain in China. During this visit, a Joint 

Declaration was also released by the two heads. This declaration states2
: " the Peoples 

Republic of China and the Russian Federation regard each other as friend. They would 

develop friendly and good neighbourly relations and mutually beneficial cooperation in 

accordance with United Nation Charter, the principles of mutual respect for sovereignty 

and territorial integrity, mutual non-aggressive, non-interference in each other's internal 

affair, equality and mutual benefit and peaceful coexistence and other universally accepted 

norms of international laws". 

Both China and Russia had reaffirmed that neither China nor Russia will seek hege

mony in the Asia Pacific region or any other region in the world3
• The fact that concerned 

India wa~ that both China and Russia had expressed their suopport for the Nuclear Non

proliferation Treaty. China is also emerging as the important trading partner of Russia. In 

1991, the two-way trade between China and USSR was$ .3.96 billion; this increased to$ 

7, 7 billion in 1993. In addition to this official trade, there is a flourishing illegal trade 

between Russia and China - which is at least one-fourth of the official trade. Most of the 

illegal trade is carried out across the far east border of Russia and that of northern China4
. 

The main export items of Russia to China included defence equipments- SU-27-Fighters,S-

300 surface-to-surface missiles etc. According to Mikhail Urusor, a Russia commentator, 

China ranked first among the foreign clients of the Russian military industrial complex in 

With this, Russia's westward tendency hampered the economic relation between 

India and Russia. Russia makes up only two per cent of Indian's trade, and on the other 

hand, India makes up only a littl~ more than one per cent of Russia's foreign trade. Mr. 
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Grigory Karasin, Deputy Russian Foreign Minister confessed6, "India has been the largest 

market for our machine-building and technological products. However, today these possi

bilities are not being used to the full. .... we must work out a system of long-term credits for 

Russian enterprises; because without this, th.e Indian market will be lost to a significant 

degree for our heavy industry". 

Capitalism has emerged as the triumphant mode of development in recent interna

tional relations. Both India and Russia preferred the path of capitalism as a mode of devel

opment. The Nehruvian model by which India built her industial base, has ultimately, proved 

to be ineffective in resolving major national problems like poverty, unemployment and 

growing socioeconomic disparity. };3oth the economies, India's and Russia's, have shifted

the Soviet from-command, and the Indian from regulated- to market economy. The process 

of restructuring of economy started more or less the same time in 1992. The main preoccu

pation and the transitional problems had their impact on trade which declined perceptibly7
• 

The aftereffects ofthe collapse of the system was visible in Russia: a drop in GDP -

of 17 per cent in the first quarter of 1994 compared to the same period in 1993; national 

income fell sharply by 19 per cent. There has been a substantial increase of inflation in 

1993 between) 5 per cent and an incredible 1800 per cent. The number of non-working and 

unemployed citizens increased by 30 per cent during the first quarter of 1994. The budget 

deficit is estimated to be ten per cent of the GDP. Novosti News Agency8 concedes that the 

national economy of the Russian Fe~eration is "fast stepping into the pits today". It reports 

a sharp drop in oil production; output had slumped by almost a third in 1994 compared to 

the 1991 levels. Production of oil-refining firms stood at 55.6 per cent of their estimated 

capacity. Oil exploration too suffered a similar sharp fall. In the agricultural sector, foodgrain 

harvest touched an all-time low of 63.5 million tonnes in 1995-96- the lowest in the 30 

years as against an average of 94.1 million tonnes during 1991-94. Before the disintegra

tion fo the USSR, there were only five banks, apart from the State Bank of the Soviet Union 

( Gosbank). With disintegration, there was mushroom growth of commercial banks in Rus

sia. Now, Russian banking industry is in serious liquidity problems. Six banks went into . 
liquidation and lieenses of ten banks had been withdrawn. In 1993, there were 1700 inde-
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pendent commercial banks in Russia which increased to 25.00 by 1995. Most of the banks 

have a single branch and do not meet the capital adequacy norms of the Bank of Interna

tional Settlement. The most glarin aspects of the Russian banking industry are the follow

ing9:-

(i) Most of the banks are under-capitalised. 

(ii) Thry are concentrated in a fe1 regions. 

(iii) They lack a proper branch n:lwork. 

(iv) They lack managerial skill an(i trained personnel. 

(v) No prudential norms have heel prescribed and even when in place are not followed up. 

(vi) Banks lack proper audit and iJspection machinery and there is no transparency in deals 

and ·. documents. 

(vii) There is lack of accounting system of international standards. 

(viii) Bank service charges are high but service is not upto ,the mark. 

(ix) Poor clearing house system and inadequate transfer of funds. 

(x) Not enough reserves. 

Foreign· banks are not allowed to open branches in Russia but the way exists for a 

joint venture or through subsidiaries. 

Russia, thus has become no different from any other developing country - acute 

balance of payments crunch, growing poverty all round, crumbled economy, obsolete tech

nology etc - knocking at the doors of IMF. 

A sheer negligence towards India has been due to Russia's westward orientation in 

foreign policy during 1992-93; Japan, South Korea also attracted Russia for their economic 

success. So, the Russian government reorganised its Coundl on Industrial Policy at the end' 

of 1993 on the model of Japanese MITIH>. ln Russia's new foreign policy, it has been 

designed that relationship with the Asia-Pacific region would be improved. In 1991, the 

Soviet trade with Asia-Pacific region was less than $20 billion which accounted for just 

about 2 per cent of Asia's trade. In 1992, this trade further declined as Russia faced acute 
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economic crisis and growing political tensions. Since 1993, there has been a modest rise in 

Russia's trade values with the Asia-Pacific countries. 

Ignorance towards India was inherited by Yeltsin from Gorbachev 11 . The only dif.:. 

ference between Gorbachev and Yeltsin is that the later was totally preoccupied with the 

west. For this reason, perhaps, parliament house building was named as Russian White 

House. Yeltsin disowned Indo-Soviet defence treaty of 1971 unilatera:Uy. It is not the In-

. dian assistance, Yeltsin believed, but the assistance of the United States, Germany and 

other west European countries by which post-Soviet economy can be rejuvenated. South 

Asian countries in general, India in particular, was not on priority list of Russia. It is clear 

that Russia does not want to pursue pro-Indian foreign policy of the Soviet era. The con

cept document of the foreign policy of Russia states12
, "under the current conditions, unlike 

the cold war times, we have no criteria for one-sided orientation for someone ...... the task 

consists of bringing up the ties with Pakistan to the level of relation with India". This 

indicates that India may not get preference over Pakistan in Russia's trade and economic 

relations. 

Before disintegration of the USSR, India was a major trading partner among the 

LDCs. Trade relation between India and the Soviet Union was not only important from the 

point of view of the total trade volume, but also from the point of view of the total eco

. nomic relations between the two countries. In this relation, rupee trade acted an important 

role over three' decades. Virtually, a good political relation between these two countries 

widened the economic relations. In 1990-91, internal turmo}l and political instability of the 

USSR influenced the bilateral relation between the two countries. Ultimately, disintegra

tion of the USSR led to a virtual collapse of the trade relation. 
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Table-I 

INDO-SOVIET/RUSSIAN TRADE 

Year Export 

(Values in Rs.) 

1988-89 26081732553 

1989-90 44582110149 

1990-91 52503036012 

1991-92 40404953618 

1992-93 17560409772 

1993-94 20362956834 

1994-95 25343297565 

upto August 

1995 13121119111 

Import 

7215645786 

. 14600078758 

16744267153 

12744961650 

7372744137 

8062274029 

15837642414 

11488646239 

Source: Compiled from DGCI & S data. 

lt is seen from the above table that two-way trade is in decreasing state compared to 

to pre-disintegration period. The main reason behind this drop is the internal economic . 
disarray of post-coup Russia and reciprocal trade policies of the two countries. At the same 

time, when rupee trade was discontinued giving room to hard currency trade, it was not 

operationally acceptable to a large section of Indian traders. Both the governments could 

not introduce a mutually acceptable rupee-rouble exchange rate which in turn, hampered 

the bilateral trade. 

In the 1993, with the visit of Yeltsin to India, the problem of exchange rate was 

solved. But this solution did not help India in any way. Every year India has to pay Rs.3000 

crores at the composite rate of Rs.23 per rouble; specially when rouble has been devaluated 

in the international currency market to a large extend. This rupee credit in dollar terms 

which were placed at the disposal of the Russian government were to be utilised for import

ing goods from India. So, actual transactions were to take place not in rupee but in hard 
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currency, India gave her consent to settle an rupee-rouble exchange rate which was fully 

favourable to Russia with the expectation of increasing trade volume. But, in recently, 

Russia could not use the money. Moreover, when Mr. N.arasimha Rao, the then Prime 

Minister oflndia visited Russia in June- July, 1994, Russia placed a proposal to him regard

ing the auction of a part of accumulated debt repayment fund (DRF). India accepted the 

proposal. 

ln order to utilise the DRF, the Russian government issued three tenders amounting 

to $450 million in September, 1994 for the purchase of different commodities from India 

which included pharmaceutical products, tea, tobacco, soyabeans and some consumer goods. 

But result shows that Russia cou.ld not lift expected commodities from India. 

Between 1994-95 and 1996-97, there was decline in the export of tea, cashew, cas

tor oil, chemicals and engineering items. There was only a modest increase in the exports of 

textile fabrics, readymade garments and pharmaceutical items. In 1996-97, India's exportS 

to Russia declined by over Rs. 200 crore. 

In this situation, Russia has placed some ·prposals for the utilisation of debt repayment 

fund (DRF). 13 First, Russia likes to invest a part of DR! in blue chip companies in India as 

Russia has done in case of Vietnam, Kyrgyzstan. 

Secandly, Russia is interested in depositing a part of DRF in Indian banks and thus 

earning interest on such deposits. But there was no such proposal under India-Russia 

agreement of 1993. In this context, it should be noted that at present, DRF is kept in India 

and does not earn any interest. 

Thirdly, Russia wants to convert a part of DRF into hard currency. In a decree 

passed in 1997, the Russian government stated, 14 "The ministry of finance jointly with the. 

Vneshekonombank are to hold talks with the Indian side on the settlement oflndian debt of 

the former USSR/Russian Federation in hard currency with the discount acceptable to both 

sides". 

It is clear from all proposals made by the Russian gdverment and by this auctioning 

of rupee fund that they are not in a position to utilise DRF for importing commodities from 

lndia according to agreement of 1993. 
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If Russia is able to utilise DRF regularly an·d fully, such a proposal need not arise. If 

these proposals are accepted by the Indian government, then Russia will be less enthusiastic 

in utilising DRF for importing commodities from India; and debt will get accumulated 

which wll be against India's interest. Though there is no specific information about the total 

amount accumulated, it would be around US $2-3 billion. This debt burden will further 

increase with the construction of 2,000 MW nuclear power plant at Kudankulam in Tamil 

Nadu with Russian help. 

Russia's apparent irrationality in custom and import regulations has created · 

complexity in India's exports to Russia. The Russian authorities have tried to apply revised 

rates of value added tax(V AT) even for the transactions which were already finalised and 

settled and for which shipments were already made on the basis of the then prevailing VAT 

rate. This affected the deal and cut down earning. In 1994, in one instance, one consignment 

of goods were exported to Russia after paying all the n~cessary taxes and these goods were 

kept in some godown in Moscow. After a few months, when these goods were brought out 

for sale, the Russian authority de1:11anded VAT afresh inspite of providing proof of payment 

of VAT. In tax structure, some apparent contradiction are found in Russia. For example, it 

is cheaper to import readily packed tea in small packs from India rather than bulk import 

of tea. 

So, situation is not congenial to rebuild the Indo-Russia relationships specially under 

Yeltsin regime. It is Yeltsin who is accustomed in flouting his past commitments. It is 

Yeltsin who unilaterally abrogated Indo-Soviet Treaty of Peace, Friendship and Co-operation 

of 1971, it is Yeltsin who has unilaterally aprogated the agreement to supply cryogenic 

rocket engine, it is Yeltsin who has unilaterally changed the terms of loan settlement 

agreement with India, it is Yeltsin who refused to support India in her bid to get a permanent . 
seat in the Security Council of the UNO. On the contrary, Yeltsin tried to get Russia into 

G7. Y eltsin has been narrated as the 'new Tsar, Peter the Great, minus his greatness. 15 

In Yeltsin's regime, terms of trade of Indo-Soviet trade has deteriorated which is 

shown in Chapter-Vll. Russia is very irregular in the quantum of offtake of goods from 

India and there were wide annual fluctuations affecting the interests of Indian producers 

and exporters. 
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In spite of all, Russian resources are enormous. Half of the world's gas, a third of its 

oil, largest deposits of coal and hydro resources, gold resources and vergin arable lands, 

combined with this, there is a highly trained manpower, Russia can be of lndia's emense 

help. India's trade policy towards Russia needs to be reconstructed. At some trade fairs, 

foreign importers were heard saying of, "oh! India means no timely deliveries." Russia 

once had to send back the whole consignment of shoes which contained only right foot 

shoes. 1(' 

After the disintegration of the Soviet Union, there is more of change than continuity 

in Indo-Russian economic relations. Because the frame-work of Indo-Soviet economic 

relations has undergone a sea change. For example, rupee trade relation between the two 

countries, bilateralism, state monopoly of trade in the former USSR have come to an end. 

But, in replacement, new ones are not there. On the other hand, new issues such as the 

inability of Russia to use rupee credits, problems of shipping and transportation on the part 

of Indian exporters have come on the frey. But, .it is India's own long-term interest to e 

strengthen economic ties with Russia. India should recast the list for budgetary allocation 

by incorporating all major items which were important in the export list from India to the 

former Soviet Union in 1991. Russia should also reframe the policy for utilising accumulated 

rupee credits for lifting goods from Indian markets. Both the countries should go for joint 

··ventures in the banking and finance sector to promote mutual trade. Vietnam has already 

set up a joint venture bank in Russia. Within April 1998, India has also established more 

than 30 joint ventures with Russia. 

It is difficult to predict the future. Indo-Soviet (Russia trade was primarily bilateral 

-with its attendant success and failures. From bilateralism, the trade relation has a tendency 

to move towards multilataralism. This means the countries would be guided by the relative 

price and cost structure. 

In the era of multilataralism and globalisatiQn all over the trade would increase if it 

is for mutual benefits - strictly in terms of economics. The political factors would be 

..8econdary in the post-liberalisation period. Even in the regime of multilataralism, 

liberalisation and globablisation, the trade between the two countries would increase if both 

the countries can maintain a reasonable rate of growth of income. The temporary setback 

may be replaced by genuine desire to reap benefits from trade. All over the world, changes 
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are occuring very fast and in this world there is no reason in to pre-suppose that trade 

would decline in the coming years. 
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