








































substantial runup of debt, which Soviet officials insist 
they will avoid, or by accelerated r:old sales, which 
could risk sir:nificant reduction in world r;old prices. 
In this reaard, the situation facinr: MOlicow in 1988 is 
far different from the USSR 's position in the carly-to
middle 1970s, when the Soviets could ca&ily manar:e a 
substantial increase in their debt to the West: 
• Now Moscow must contend with stable or dcclinina 

oil prices and uncertainties over the quantity of oil 
available for export. 

• Much of the debt incurred in the 1970s was formal
ly tied to Western aarccmcnts to purchase Soviet 
raw materials. This option is currently bcina used 
more selectively. 

Moreover, althouah the Soviets recoenizc the poten
tial r;ains from increased use of Western tcchnoqy 
and equipment, they laclr. the confidence in the ability 
of the economy-as currently confiaured-elfcctivcly 
to absorb and ultimately to diffuse imported tcchnol
O&Y on a larae 

We cannot rule· out a temporary sharp increase in 
imports of consumer aoods as a stoppp measure, 
aiven the lcadenhip's concern over the lack of popular 
support for Gorbachev's proarams. Even 1ucb an 
increase would only restore Soviet spending on con
sumer a:oods imports to prc- I 98S levels. The SO\'iets 
cut back substantially on imports of consumer a:oods 
at that time in response to a lara:e reduction in export 
carninas. In recent months Western banb bave been 
neaotiatina: credit lines with the Soviet Union worth 
between $6 billion and $9 billion-lara:cly tied to 
Soviet purchases of machinery and equipment for the 
production of consumer a:oods. In the past the Soviets 
have arranaed such lines and not used them fully, and 
it is currently unclear to what extent they will use 
these newly acquired credit lines. Unliko the mid-
I 970s, when credit competition amona: Western a:ov
ernments worked to the Soviets' financial as well as 
political advantaa:e, the new credit lines do not offer 
preferential financina, nor do they otherwise material
ly broaden the potential base for Soviet borrowina. 

A surae in borrowina from the West would not aid the 
Soviet economy sia:nificantly or ameliorate the re
source competition between the military and civilian 
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sccton. For CJ1amplc, even borrowina as much as 
Wes tern bankers would allow-perhaps $3-4 billion 
net annually in addition to the rouahly $5 billion 
needed per year to refinance maturina: debt-would 
provide only a drop in the bucket for an economy that 
producca roua:hly $2 trillion worth of a:oods and 
services annually. We believe the Soviet leadership 
will not undertake such borrowinp for fear of the 
economic levcraa:e it would a:ive Western a:ovcmmenta 
and banken. Moreover, the Soviets rccoa:nizc that 
plans for any debt buildup can a:o awry should 
MOICX>w unexpectedly confront lower oil prices, fur
ther depreciation of the dollar, or two consecutive bid 

We expect to sec an intensification of Soviet foreia:n 
economic initiatives, includin1 increased conccssioos 
to Western firms to conclude joint-ventare aarcc
menta, a:reater cft"orts to learn from Western business
men, a stepped-up campaia:n for GA TI membership, 
and the possible release of more trade and financial 
data to facilitate improved borrowina: terms. (Sec 
annex D.) Under tbcac conditions Soviet bard curren
cy trade will continue to be dominated by Western 
Europe and Japan. The Soviets alao will puab bard as 
a top priority to improve economic relations with the 
European 

The Soviets will continue to press for trade and 
possibly financial concessions from the West. This 
will lead to increased preaurcs for the West to pare 
further the list of COCOM-controlled tccbnoqics. 
Such prcaaure will make it more difficult for the West 
to maintain a unified stance on current aerccments
or reach a new conscnsus---<:onccmin1 trade and 
financial flows to the Soviet 

For Westen Le.erase 
Given the severity of Soviet economic problems, Gor
bachev needs the many benefits of & nonconfronta
:ional international environment. This 1ives the Unit
ed States and its allies considerable leverage in 
barpinina with the Soviets over the terms of that 
environment on some security issues such u regional 
confticts and arms control and on some internal 



matters such u human rl1ht1 and information ex
chanp. The marp oC tbia lcvcraae will be set by 
MOIC:ow'• determination not to let the West affect tbc 
fundamental nature of the So¥ict ayatem or its super
power 1tal111.' (C NP) 

• For. r.ncr dllc!lallan olU.... ....... _ SNIE 11·1~. Sa.111 
Policy Dwl• 1•• Nu1 Plldu 41 Al',., COlltrol In E-. 
N°""'bcr 1981; NIE 11-3/I·"· &M11 fon:n •ltll c_.i1111., 
/Of StNllql< Nwl.., COlfll<I Tltnurlt rk IAft 199in (Yolw- I), 
Decanbcr 1911; and Illa fort"°""""' l!MimalA NIE 11-14-&a, 
T""'1 w IWll'-"61 I• WMS""' h<I Tlltoln- FtNtt1 •"" 
Doctri•. INl-2001; alld NIE 11+19, So~Stratqy T,,,..,.,J 
//tt Wm: Tlw Gorll«lltt a.//~ 
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Annex A 
The "Kosygin Reform" 

As outlined by Kosy&in, the 1965 reform proaram was 
to include an administrative reor1anization of the 
bureaucracy, some decentralization of plannin1 and 
dccisionmak:in1 functions from the ministries to the 
enterprises, a chan1e in success criteria for enter
prises, a revision of wholesale prices, and a reform of 
the industrial supply system.~ 

In comparison, Gorbachev's reform proaram is much 
more comprehensive and intcaratcd, cncompsssin1 
other key elements. For example, his price reform, 
unlike previous efforts, is desi1ned to encompass all 
forms of prices-wholesale, procurement, and retail
and, in theory, is intended to chan1e the basic pricin1 
mechanism.~ 

The 1965 reforms were handicapped by major eco
nomic flaws and inconsistencies. But they foundered 
la!'lelY because of opposition from the 1ovcrnment 
bureaucracy, which reacted by procrastinatin1, as
similatin1, complicatin1, and re1U1atin1. Implementa
tion of the reform also suffered from a lack of stron1 
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leadership backin1. Ita initiator, Koay1ln, became 
increa1in1IY ovcnli&dowed by Brezhnev, who la eked 
his predeceuor'a coaimitmeilt to reform. The cllmato 
for a doc:cntrallzation of dedlioallllkina became OYCn 

lesa favorable after tllo Czechoalovak "lprina" of 
1968, which undericond tho polltical riab of reform. 
Consequently, the reform was never implemented .. 
initially intended.~ 



Annex B 
The Budget Deficit 

Figure 8 The Soviet state budaet deficit bas increased dramati
cally durinc the last three years. We calculate the 
1989 deficit will be about 12S billion rubles-some 13 
percent of Soviet GNP. (For comparilon, the hichest 
US GO¥ernment budaet deficit represented 3.S per
cent of US GNP in fiscal year 1986.)~ 

USSR: Estilllated State Budget Deflcit,1981-89 

Ptrcutt of GNP 

The inflationary pressures reaultinc from Moscow's 
ftM:al policy are already visible. Growth of waccs ll 
almost doubled in the fint half of 1988. Then: has 
been a marked increase in the prices of consumer 
coods sold in collective farm markets, alone with 
hiilher prices and increased shortages of consumer 
aoods in state stores. Articles in the Soviet PfC$S have 
complained loudly about enterprises inflatina the 
prices of new machinery products. Excess purchasing 
power also hu probably led to an expansion of the 
undcraround economy, which reaults in resource di
venions from the state sector and undermines at-
tempts to spur state worker productivity throueh o 
hi&hcr waaca and ulari~ 

1981 Bl 83 84 85 86 g7 88 89' 

Gorbachev'• policics are partly responsible for ti)e 
deficit rise: 
• State spcndina has risen rapidly as a result of large 

boosts in state investment and increases in total 
state subsidies on food and livestock products. 

• Receipts from stiff sales taxes on alcoholic bevcr
aacs are down substantially as a result of the 
reaime's antialcohol proeram. 

• Revenues from the larac markupg impogcd on the 
retail prices of imported food and consumer coods 
have fallen sharply as a result of the cutback in 
these imports startina in 1986. 

• Proceeds from enterprise profit taxes grew slowly 
last year because of production problems due to 
retooline, reforms, and quality control measur~ 
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Annex C 
Soviet Economic Reform: 
Signs of a Radical 
Economic Shift 

Indicators of forward movement toward radical, mar
ket-oriented reform would include: 

• Less emphasis on the fulfillment of 1986-90 Fivc
y ear Plan tar1cts and the announcement of realistic 
1991-9 5 1oals. The 1989 plan already has acc:cpted 
tar1cts for produced national income and industrial 
production that are lower than called for in the 
current five-year plan. 

• Stron1, united commitment by the leadenhip not 
only to the 1encral concept of economic restructur
ing but also to individual elements of the refonn 
proaram that arc particularly controversial, such as 
essential price changes or even price reform. 

• Willin1ness to carry throu1h particularly painful 
adjustments such as bankruptcies that close down 
many enterprises and wa11c rcforma that lead to 
wide differentials in pay. 
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• Evidence of a lar11c expansion in the number of 
cooperatives (and employees of cooperatives) and the 
playin11 down of resentment by the aeneral populace 
over caalitarian issues. 

• Promul1ation of major new aaricultural reforms 
that reduce the powen of the state and collective 
farma. 

• Greater consolidation of economic ministries, ac
companied by cuts in staff and revision of their 
charters to steer them away from supervisin1 the 
day-to-day activities of economic enterprises. 

• Continued ability of reform economists to publish 
controversial articles that push the limits of reform. 
~ 
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Annex D 
Update on Joint Ventures 

MOICOW baa sianed 41 joint-venture contracts with 
Western firma in 1938, brin1in1 the total to 61 since 
lcaillation aovcrnina auch contracts took effect in 
January 1987. Ncverthdoa, Soviet loaders are dis
couraaed by the low level of inveatmont and technol
OIY in moat of tbeae deals and are c:onsldcrina cban1-
in1 the proaram to encouraae more Wea tern 
participation. Such chanaea mi1ht spur additional 
contracts, but primarily from firms interested in 
·~·-le proj~) 

Moacow'a relative aucccsa in ne1otiatin1 joint ven
turea ii Jaraely the result of area ter Soviet flexibility, 
particularly in eaaina rcatrictiona on the repatriation 
of profita, the biaaeat obltacle to ooncludin1 a1ree
ment1. The oriainal lqialation allowed Weatern firms 
to earn bard currency prolita only by exportina fin. 
ishcd products of the joint enterprise. Moscow is now 
allowina an array oC options, includina countcrtrade 
aaroementa in which the W eatern partnen export 
Soviet aooda to earn bard currency. In one aarcement, 
the Sovieta reportedly will alao aJlow a conaortium of 
aix US firms to repatriate profiu by poolina their hard 
currency earnin~) 
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Despite the surcc: in a1rcements, the Soviet leaderihip 
is far from sati&fied with the proareas of its joint
vcnture proaram. Service and conawnc:r-relatcd proj
ccta, rather than hi1h-technolo&Y deals, still dominate: 
the list of completed contract~ 
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