ECOMNZTOR

Make Your Publications Visible.

Gros, Daniel

Article — Digitized Version

A Service of

ﬂ I I I Leibniz-Informationszentrum
° Wirtschaft
o B Leibniz Information Centre
h for Economics

Regional disintegration in the Soviet Union: Economic

costs and benefits

Intereconomics

Suggested Citation: Gros, Daniel (1991) : Regional disintegration in the Soviet Union: Economic costs
and benefits, Intereconomics, ISSN 0020-5346, Verlag Weltarchiv, Hamburg, Vol. 26, Iss. 5, pp.

207-213,
https://doi.org/10.1007/BF02928992

This Version is available at:
https://hdl.handle.net/10419/140311

Standard-Nutzungsbedingungen:

Die Dokumente auf EconStor durfen zu eigenen wissenschaftlichen
Zwecken und zum Privatgebrauch gespeichert und kopiert werden.

Sie dirfen die Dokumente nicht fiir 6ffentliche oder kommerzielle
Zwecke vervielféltigen, 6ffentlich ausstellen, 6ffentlich zugénglich
machen, vertreiben oder anderweitig nutzen.

Sofern die Verfasser die Dokumente unter Open-Content-Lizenzen
(insbesondere CC-Lizenzen) zur Verfiigung gestellt haben sollten,

gelten abweichend von diesen Nutzungsbedingungen die in der dort

genannten Lizenz gewahrten Nutzungsrechte.

WWW.ECONSTOR.EU

Terms of use:

Documents in EconStor may be saved and copied for your personal
and scholarly purposes.

You are not to copy documents for public or commercial purposes, to
exhibit the documents publicly, to make them publicly available on the
internet, or to distribute or otherwise use the documents in public.

If the documents have been made available under an Open Content
Licence (especially Creative Commons Licences), you may exercise
further usage rights as specified in the indicated licence.

Mitglied der

Leibniz-Gemeinschaft ;


https://www.econstor.eu/
https://www.zbw.eu/
http://www.zbw.eu/
https://doi.org/10.1007/BF02928992%0A
https://hdl.handle.net/10419/140311
https://www.econstor.eu/
https://www.leibniz-gemeinschaft.de/

SOVIET UNION

Daniel Gros*

Regional Disintegration in the Soviet Union:
Economic Costs and Benefits

The disintegration of the Soviet Union as a political entity has already begun.
As an economic entily it is still intact. The following article examines the advantages
and disadvantages facing the republics if they choose to break away completely.

hat keeps a “Union of Sovereign (ex-Soviet?)

Republics” together? The dissolution of the
communist party and the wave of declarations of
independence that followed the aborted coup attempt of
August 1991 show that socialism cannot provide a glue to
keep the Soviet empire intact. However, Western experts
(and the central union government) have often argued
against granting individual republics independence onthe
ground that this would involve large economic costs. The
purpose of this paper is therefore todiscuss whether this is
indeedtrue, i.e. the papertries to determine whether some
republics would gain by leaving the Soviet Union. In
analytical terms this is equivalent to asking whether
economic considerations could provide a justification for
keeping the Soviet Union at least an economic and
monetary union.

The short answer is no: the more developed republics
west of the Urals would probably gain from leaving the
Soviet Union. These republics would want to liberalise
their economies faster, they would have a stable currency
and they can expect to trade more with the outside world
than with the rest of the Soviet Union once their economies
have been liberalised.

The Commission of the European Communities has
recently published its findings on the Soviet economy
arguingthat it would be preferable to keep the Soviet Union
an economic and monetary union (EMU). This paper
comes to a different result because it considers explicitly
an alternative which was neglected (perhaps for obvious
political reasons) in the report of the Commission, namely
that some republics might prefer to integrate their

* Centre for European Policy Studies, Brussels, and Visiting Professor,
Catholic University of Leuven, Belgium.
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economies more with the emerging European EMU than
the rest of the Soviet Union.

This paper begins by discussing the issue that
dominates the present political agenda, namely whether a
centralised approach toreformis preferabletoleaving this
decision to individual republics in order to introduce
competition in reform. It then analyses the importance of
the“Soviet” common market, i.e. the costs and benefits for
anyindividual republic of participating in a Soviet customs
union, and discusses the incentives for individual
republics to keep the rouble as their currency. Finally, a
comparison is made of the integration process in the EC
and the disintegration process in the Soviet Union.

Centralised Reform?

The Union vs. republics controversy has undoubtedly
delayed the implementation of fundamental reforms, but
this does not necessarily imply that a centralised reform
plan is the best option. Fundamentally the issue is the
following: at present there is a vast economic area with
completely distorted prices and without the necessary
legal and institutional framework for a market economy.
Can any sub-unit of this area gain by implementing
reforms onits own and thus allowingits inhabitants totrade
freely at “true” market prices? In general the answer
should be yes.

It is often alleged that price reform has to be
implemented at the union level because differences in
prices would lead consumers to buy where the goods are
cheapest. As long as the rouble remains the common
currency of the Soviet Union, and there are no restrictions
on inter-republican trade, price reform in one republic
alone would indeed make it profitable to arbitrage price
differences. However, this arbitrage is the essence of a
market economy and should thus not be viewed as a cost.

207



SOVIET UNION

If any republic were to implement a radical reform
programme' its price structure would be different from that
of the rest of the Union. Residents of other republics would
then certainly come to “plunder” its shops for those goods
that are cheaper in that particular republic. However, this
“plunder” is in reality an advantage since all these goods
will be sold at their marginal cost of production and an
increase in demand can only lead to an increase in the
surplus of domestic producers.? Vice versa, consumers
from the republic that initiated a reform in isolation would
gain by buying goods in the rest of the Union at the old
subsidised prices.

In reality, however, shops in the Soviet Union are now
mostly empty. This implies that the impact of a radical
reform on the supply of new goods and the distribution
system should be more important than changing the price
structure of the limited number of old goods that are
actually available at their official price. Entrepreneursin a
republic that was the first to implement fundamental
reforms would therefore gain by being able to satisfy a
pent-up demand for diversified products coming from the
entire union area.

The rest of the Union loses from an uncoordinated
reform process to the extent that residents of the republic
that initiates reforms on its own then buy more Union
goods that are priced below cost. However, this is a
consequence of the distorted Union price structure and
should not be regarded as a cost of an uncoordinated price
reform. Onthe contrary, this effect has the advantage that it
is an incentive to implement reforms in the remainder of
the Union as well.

The spill-over effects through goods arbitrage that arise
from an uncoordinated reform process thus do not
constitute a valid argument for a centralised reform
process. Moreover, experience has shown that a credible
reform strategy has to be adapted to the specific local
circumstances. Some competition to find out the best way
towards a market economy should therefore be beneficial.

A further argument for allowing the republics to
implement their own reforms is that the creation of a
market economy is impossible without support from an
administrationthat executes andinterprets the new lawsin
the new spirit.? It is much easier to set up and control such

' Ci.D. Gros, A. Steinherr: From Centrally-planned to Market
Economies: Issues for the Transition in Central Europe and the Soviet
Union, CEPS Paper 51, Centre for European Policy Studies and
Brassey’s, 1991, for the required steps to prepare the introduction of a
market economy.

2 This argument holds under the assumption that the price reform had
been implemented together with the other structurai reforms outlined
here. See further below for an exception to this argument.

3CiLD. Gros,
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A. Steinherr, op.cit., for a further discussion.

an administration in a small Baltic state than for the entire
Soviet Union whose total administrative body runs into the
millions.

These arguments suggest that the implementation of
the reforms should also be teft to the republics. However, in
the present highly uncertain legal and political framework,
the bureaucracy of the Union and the remnants of the KGB
can deter entrepreneurs from exploiting opportunities
created by the laws of the republics. A new Union treaty to
establish the rule of law and clear up some of the legal
uncertainties seems therefore to be a precondition for an
effective devolution of the reform process.

A “Soviet” Customs Union?

Despite the customs administration instituted by some
smaller republics, goods and services canstill freely cross
republican boundaries. The Soviet Union is thus still an
economic union, which is usually defined as a unified
market inside which goods, services, capital and people
canmove without any obstacles. Ithas beenestimated that
the elimination of the remaining, smalll, barriers tointra-EC
trade by the 1992 programme will bring large economic
benefits (up to 4—6% of the Community’s GDP*). The kind
of trade barriers contemplated by some republics would
thus imply very large economic costs indeed. There is
therefore, a priori, a strong case against the imposition of
customs borders between republics, which would break up
the Soviet economic union.

However, even recognizing that trade barriers between
republics are not warranted, a number of republics might
want to conduct their own commercial policies because
any republic that participates in the Soviet economic
sphere would have to adopt the same barriers (tariffs or
quotas) for trade with the rest of the world as the rest of the
Soviet Union.® Once the transition period is over (during
the transition regional protectionism may in certain
special cases be justified®) the fundamental question for
eachrepublicis whether it gains more from participatingin
world trade on its own than from participating in free trade
within the Soviet Union but adopting the Union’s trade
barriers vis-a-vis the outside world.

* Cf. M. Emerson: Theeconomicsof1992,in: European Economy,
No. 35, October 1988.

® Another, more remote, possibility, which is notdiscussed here, is that of
amere free trade area without any common external trade policy. A free
trade zone wouldrepresent the optimal solution from a theoretical point of
view, but this is a policy any republic could pursue even in isolation by a
policy of unilateral free trade with all trading partners.

8 Cf.D. Gros, A. Steinherr: Economic Reform in the Soviet
Union: Pas-de-Deux between Disintegration and Macroeconomic
Destabilization, Princeton Studies in international Finance, Princeton
University, to be published shortly.
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The standard analysis of customs unions shows that the
benefits from joining a customs union depend on a number
of factors:

O the degree of protectionism practised by the union,
O the size of the union,

O the size and economic structure of the participating
economies.

With all likelihood it will be some time before the Soviet
Union adopts a liberal trade regime. This implies that the
first factor is already an argument for smaller republics to
opt out to conduct their own commercial policy. Inside a
Soviet customs union they would import more high cost
products from the other republics and would thus lose on
account of the so-called trade diversion effect.

The size ofthe unionis alsoanimportant factorbecause
the larger the customs union the more likely it is that it
contains the lowest cost producers of most goods and
therefore the less likely it is that trade diversion takes
place. However, despite its large size in geographical
terms this aspect does not favour the Soviet Union
because it represents a market that is less than one fifth of
that of the European Community. Moreover, the Soviet
Union will also for some time not be the lowest cost
producer for the capital equipment that most republics
need to modernise their manufacturing industries.
Remaining in the Soviet customs union would thus imply
potentially important economic costs due to trade
diversion.

For these two reasons alone the Soviet Union in its
present form is not an attractive area for a customs union.
But other considerations suggest even more strongly that
some republics would definitely gain from leaving the
Soviet customs union.

The Latin American Experience

A by now widely accepted synthesis of the traditional
comparative advantage view and the modern view based
on economies of scale and product differentiation
suggests that there will be intensive intra-industry trade
between highly developed countries and that there will
also be inter-industry trade between countries with

7 Cf. E. Helpman, P. Krugman: Market Structure and Foreign
Trade, MIT Press, Boston, Massachusetts, 1985.

® Balassa and Bauwens contains extensive tests of this view.
Mdbius and Schumacher provide a sectoral analysis of the
trade of Eastern European countries that also confirms this general view.
Cf. B. Balassa, L. Bauwens: Changing Trade Patterns in
Manufactured Goods: An Econometric Investigation, Amsterdam, 1988;
U. Mdbius, D. Schumacher: EasternEuropeandthe EC:Trade
Relations and Trade Policy with regard to Industrial Products, paper for
the Joint Canada Germany Symposium, Toronto, November 1990.
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different capital/labour ratios.” By the same token, there
should be little trade between countries with a similar
capital/labour ratio that are not developed enough to
specialise in the industrial goods exchanged within the
group of rich countries.® In this view the trade between
developed countries consists of the exchange of
differentiated industrial goods produced with economies
of scale but similar capital intensities, whereas the trade
between rich (high capital/labour ratio) countries and less
developed countries (low capital/labour ratio) consists of
the exchange of products with different capital/labour
ratios.

This viewofinternational trade can explain why regional
integration in Latin America has consistently failed.
Numerous attempts to create customs unions in Latin
America have all failed, suggesting that regional
integration among less developed economies is not very
useful. The richer Latin American countries are a
particularly useful base for comparison because they have
a GDP per capita that is close to estimates for the Soviet
Union of about US$ 2,000. A simple comparison of trade
flows is very instructive.

As shown in panel A of Table 1, Chile for example
conducts only 20%of its trade with all of Latin America, but
over 27 % with the European Community and another 20%
with the United States. The bilateral trade flows between
Argentina and Brazil are also interesting because these
two countries are in a similar relationship to the Ukraine
and Russia, in terms of population and GDP® only about
11% of Argentina’s foreign trade is with Brazil, but more
than 28% is with the European Community. A customs
union between these two countries is therefore notlikely to
yield large economic benefits (uniess the common
external rate of protection is much lower than the present
average of the two national tariffs and quota systems). On
the contrary, such a customs union might actually be
welfare-reducing because it might lead to more trade
diversion than trade creation.

Differences between Republics

The data in panel B of Table 1 on three European
countries (Finland, Greece and Yugoslavia) confirm that
trade with the Community is very important even for
countries that are at its periphery. Indeed, Germany alone
is almost as important as the Soviet Union even for a
country like Finland which is not a member of the
Community and which had to trade with the Soviet Union
for political reasons.

® The population of the Ukraine is 55 million (versus 30 million for
Argentina) and that of Russia is 140 million, the same as Brazil.
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The Finnish example is particularly revealing because
the Balltic republics are in a similar position and of a similar
size (Lithuaniahas about the same population as Finland).
This example suggests that the Baltic republics would
trade primarily with Western Europe if they were to
become independent (and if the Community were to
accordthem the same trade preferences as Finland, which
is a member of the European Free Trade Association).
Hence, these republics have nothing to gain from
participating in a Soviet customs union.

The Central Asian Republics seem torepresent another
clear case. They can be expected to trade intensively with
the Soviet Union because of their different level of
development and their geographical position. However the
gravitational attraction of the countries along the southern
border (Iran, India) should not be underrated.

The Ukraine, Belorussia and the Trans-caucasian
republics arein an intermediate position. The Ukraine and
Belorussia have an industrial structure that opens up the
possibility of intensive trade with Western Europe, but
geography and cultural factors favour strong integration
with Russia. In view of the Argentina-Brazil example
reported above, however, the first effect might be stronger.
Geography suggests that the Trans-caucasian republics
would trade intensively with the Soviet Union but also with
the Middle East."

Table 1

Trade and Economic Centres
Percentage of trade (average of imports and exports) of
country listed on the left with the countries in the top row

Panel A Latin America
Brazil Latin America USA EC
Argentina 11.0 26.7 15.5 28.7
Chile 7.6 20.5 20.7 275
Panel B Europe
Germany USSR USA EC
Finland 13.5 16.4 5.5 41.8
Greece 21.6 2.3 5.3 60.2
Yugoslavia 12.9 19.9 57 33.3

Source: International Monetary Fund: Direction of Trade Statistics
1989 Yearbook. All data refer to 1985-88 average.
Table 2

Regional Distribution of Yugoslavian Trade
in %

Trading Partner Exports Imports
1982 1988 1982 1988

EC 21.0 38.7 34.6 40.5

CMEA 44.8 26.3 29.8 21.0

Source: International Monetary Fund: Direction of Trade Statistics
1989 Yearbook.

INTERECONOMICS, September/October 1991

It has been argued so far that the trade patterns of
established market economies suggest that a number of
republics on the western edge of the Soviet Union mightin
the future trade much more with Western Europe than with
each other. This argument is, of course, valid only if the
trade links created in the past can be changed rather
quickly. Indeed Krugman'' suggests that historical
accidents may have a permanent impact on trade. It is
therefore interesting to consider the case of Yugoslavia,
where the reform process started earlier. The Yugoslavian
experience can thus be taken as an indicator of the speed
with which the regional distribution of trade can change.
The regional distribution of Yugoslavian trade in 1982 and
1988 is shown in Table 2.

CMEA Experiences

Between 1982 and 1988 the share of trade with the
CMEA countries (including the Soviet Union) declined
from 44.8% to 26.3% on the export side and from about
30% to 21.0% on the import side. At the same time the
share of the Community increased from 21% to almost
40%on the export side and from about 35%to over 40%on
the import side. This rather substantial change in relative
trade patterns (the Community and the CMEA essentially
switched places) as a result of only partial reforms
suggests that radical reforms might have a very
substantial impact on the trade patterns of some republics
in the five years which the Union government considers to
be necessary for a smooth transition to independence.

The experience of Poland shows, however, that the
redirection of trade pattern can at times be much more
dramatic. In only one year, 1987/88, the share of industrial
countries in Polish exports increased by over ten
percentage points (from 33% to 44%). This allowed the
share ofimports from this group of countries to increase by
almost 15 percentage points (from 29% to 44%). The
reform of 1990 only continued this movement and ledto an
increase in Polish exports to industrial countries of about
50%."

'° An interesting application of a gravitational indicator to trade among
Sovietrepublics and CMEA countries is contained in: Commission of the
European Communities: Stabilisation, liberalisation and devolution:
assessment of the economic situation and the reform process in the
SovietUnion, in: European Economy, No.45, December 1990, Annex VII.

"' P Krugman: |Increasing Returns and Economic Geography, in:
Journal of Political Economy, No. 3, Vol. 99, June 1981, pp. 483-499,
University of Chicago Press.

"2 Foranaccountofthe Polishexperience,cf. D. Lipton, J. Sachs:
Creating a Market Economy in Eastern Europe: The Case of Poland, in:
Brookings Papers on Economic Activity, Vol. I, 1990, pp. 75- 135; and
J. Sachs: Political and Economic Reconstruction in Eastern Europe
and the Soviet Union: The Role of the European Communities, paper
prepared for the Seventh Annual Conference of CEPS, November 1990.
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Redirecting trade flows on this scaleinvolves, of course,
substantial adjustment costs which might be lower if the
adjustment is slower than in the case of Poland. But the
data presented here suggest that trade with the West can
veryrapidly displace the established, planned, trade flows.

A “Soviet” Common Currency?

Theintroduction of a national currency would represent
for some republics an important symbol of their
independence. However, the analysis below shows that for
some republics the introduction of a national currency can
also be justified on purely economic grounds.

Theliterature on optimal currency areas argues that the
main advantage of having a national money is that the
exchange rate can be a useful adjustment instrument in
the case of nationally differentiated shocks.'® However,
these advantages have to be weighted against the gains
fromthe ultimate degree in economic integration provided
by acommon currency." This standard economic analysis
of the costs and benefits of a monetary union can also be
applied to the case of the Soviet Union.

Introducing separate republican currencies would
create abarrier for inter-republican trade because it would
increase transactions costs. The importance of this
disadvantage of splitting up the rouble area depends on
the intensity of (inter-republican) trade and the efficiency
of the payments and clearing system conducted in rouble.

Estimates of intra-republican trade based on domestic
prices are given in Table 3. It amounts to more than 30% of
the output of most smaller republics (including the three
Baltic republics for which it amounts to about 50% of
output). They should therefore be the ones with the
strongest interest in retaining the rouble. At present,
however, the rouble does not provide any of the
advantages of a common currency since inter-republican
trade is not conducted by enterprises working through the
market, but rather through a complicated web of contracts
that involve republican and regional ministries (or other
official bodies) as well as individual enterprises which are
owned by the state (the Union, republic or region). In trade
among republics the rouble thus does not fulfil the main
function of money (i.e. it is not the medium of exchange)
and cannot therefore provide the benefits that otherwise
arise from a common currency.

'3 This is the fundamental insight from R. Mundell: A Theory of
Optimum Currency Areas, in: American Economic Review, Vol. 51,
September 1961, pp. 657-665.

' For arecent evaluation of the economic costs and benefits of forming
an economic and monetary union in the European Community, cf. M.
Emerson etal.: One Market, One Money, Oxford University Press,
Oxford 1991.
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This situation is not likely to change in the near future.
Onlyinthelong run, when all parts of the Soviet Union have
become a market economy and are integrated in the world
economy, can one expect the rouble to function effectively
as a common currency.

This judgement might seem to suggest that the smaller
republics, which are already now very open to trade,
should have at least a long-run interest in remaining in the
rouble area. Yet, even a smal! republic that is not a viable
currency areaon its own has an alternative to remainingin
therouble area: it can join another currency area. Whether
this is an aftractive alternative depends on the
geographical distribution of its trade. At present all
republics trade more with each other than with the outside
world. For example, only about 15 to 20% of the total trade
of the Baltic republics is now with the outside world.

However, as argued above, this is likely to change
radically. For example, once the Baltic republics are
integrated into the world economy their trade patterns are
likely to resemble that of Finland today which trades four
times more with the EC than with the Soviet Union. In that
case they would gain more from joining the emerging
European economic and monetary union (EMU) than from
remaining in the rouble area. However, this would not be
the case for the Central Asian and Trans-caucasian
republics, for whichitis more likely that they will trade more
with (the rest of) the Soviet Union than the EC (or other
industrialized countries).

For the larger republics, i.e. mainly the Ukraine, intra-
Soviet Union trade is, at present, less important relative to

Table 3

Soviet Republics: Trade with the Union and the
Rest of the World in 1988
(Trade as a % of GNP')

Population
Total Domestic  Foreign  (million)
USSR total 30 21 8 2845
RSFSR 22 13 9 146.5
Ukraine 34 27 7 51.4
Belorussia 52 45 7 10.1
Uzbekistan 40 34 5 19.6
Kazakhstan 34 29 4 16.5
Georgia 44 38 5 5.3
Azerbaijan 41 35 5 6.9
Lithuania 55 47 7 3.7
Maldavia 52 46 6 4.2
Latvia 54 47 7 27
Kirghizia 46 40 5 4.2
Tadzhikistan 44 38 6 5.0
Armenia 54 48 5 3.5
Turkmenistan 42 38 4 35
Estonia 59 50 8 1.6

' Assuming the same GNP/NMP ratio as for the USSR as a whole.

Source: Statistical Year Book of the Soviet Union, 1990.
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output (a bit under 30%, comparable to the foreign trade
ratio for France, which has approximately the same
population) so that the economic argument against a
separate currency is weaker. The larger republics are
therefore probably viable currency areas of their own.
Moreover, as was argued above, a republic like the Ukraine
might trade more with western Europe than with Russia
once the transition to a market system is completed.
Hence, even for the Ukraine it is unlikely that it would gain
from keeping the rouble.

Insummary, the main argument against the introduction
of republican monies does not apply in the Soviet Union as
long as the transformation into amarket economy remains
substantially incomplete. A fast reform process would
therefore increase interest in keeping the rouble on the
part of those republics best prepared for a market
economy. However, even in the long run only those
republics that expect to trade more intensively with the rest
of the Soviet Union than with the European Community
would prefer the rouble to the ecu as the alternative to a
national (“Republican”) currency.

The Case Against Monetary Union

Three additional considerations reinforce the case for
breaking up the Soviet monetary union.

The main cost of a common currency is that exchange
rate changes can facilitate the adjustment to nationally
differentiated shocks. This argument is particularly
relevant in the case of the Soviet Union, since the reform
process will provide a source for large regionally
differentiated shocks.

The domestic aspects of the reform process are already
asource of regionally differentiated shocks because price
reform will lead to large changes in relative prices and
therefore an important redistribution of income given the
high degree of specialization of many republics and
regions. Moreover, important aspects of the overall reform
process might be determined andimplemented atthe level
of the republic (or even region). Smaller republics with a
more developed administrative structure would therefore
be able to reform their economies much faster than the
larger ones. But this implies that their real exchange rates
vis-a-vis the rest of the Soviet Union might have to adjust
considerably.

Labour mobility is an important criterion according to
the optimum currency area literature: a lack of wage
flexibitity coutd be made up by migration instead of being

s Residence permits for Moscow, which are accorded only in special
cases, constitute one example of legal restrictions to labour mobility
within the Soviet Union.
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offsetby exchange-rate changes. However, labour mobility
will probably remain limited due to the housing shortage
for some time even though there are few legal obstacles to
labour mobility within the Soviet Union.'® Moreover, in
some republics large-scale migration would not be
acceptable on political grounds.

Finally and most important, a common currency also
implies a common inflation rate in the long run. In the
Soviet Union inflation is already now at the double-digit
level and a period of hyper-inflation cannot be ruled out.
Since all republics that retain the rouble would have to
share in this inflation there is a strong incentive for those
republics that may be able to avoid the causes of hyper-
inflation (excessive fiscal deficits, wage indexation) to
introduce their own currencies.

Conclusions

This paper suggests that economic arguments cannot
be expected to provide an underpinning for a “Union of
Sovereign Republics” covering the entire area of the old
Soviet Union. This seems to be in contrast to
developments in Western Europe where the construction
of the Community has always been underpinned by strong
economic arguments. What accounts for this difference?

In short, the crucial difference between Europe and the
(ex-?)Soviet Union is that in Europe the centre in
geographical and economic terms (corresponding
roughly to the original narrow band EMS countries) is also
the strongest part of the Community, not only in terms of
income, but also in terms of macroeconomic stability. The
centre therefore not only attracts most trade flows but it
also provides an anchor interms of sound macroeconomic
stability for the weaker, peripheral regions. In the Soviet
Union there is no such centre. Russia is less developed
than some of the peripheral republics and is also not
necessarily more stable. This implies that for the western
republics integration with the Community is more
attractive, from an economic point of view, than integration
with Russia. The Central Asian republics do not have an
alternative large economic area into which they could
integrate, they are therefore more interested in remaining
in the Soviet EMU.

A final warning seems appropriate. The economic
arguments that justify the introduction of autonomous
economic policies for a number of republics do not justify
an extreme nationalism in economic policy nor a
precipitous break-up of the existing economic links. The
living conditions of the citizens of all republics would only
deteriorate further if the enforced unity of the past were to
be followed by an indiscriminate trade war among
republics. Fortunately, however, it seems that most
republican leaders recognise this danger.
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