






























































matters such as human rights and information ex-
change. The margins of this leverage will be set by
Moscow's determination not to let the West affect the
fundamental nature of the Soviet system or its super-
power status.’ (C NF)

* For a fuller discussion of these issues, sec SNIE 11-16-88, Sovier
Policy During the Next Phase of Arms Control in Europe,
November 1988; NIE 11-3/8-88, Soviet Forces and Capabilities
JSor Strategic Nuclear Conflict Through the Late 1990s (Volume I),
December 1988; and the forthcoming Estimates NIE 11-14-88,
Trends and Developments in Warsaw Pact Theater Forces and

Doctrine, 1988-2007; and NIE 11-4-89, Sovie( Strategy Toward
the West: The Gorbachev Chle
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Annex A

The ““Kosygin Reform’’

As outlined by Kosygin, the 1965 reform program was
to include an administrative reorganization of the
bureaucracy, some decentralization of planning and
decisionmaking functions from the ministries to the
enterprises, a change in success criteria for enter-
prises, a revision of wholesale prices, and a reform of
the industrial supply system. {e-r)

In comparison, Gorbachev’s reform program is much
more comprehensive and integrated, encompassing
other key elements. For example, his price reform,
unlike previous efforts, is designed to encompass all
forms of prices—wholesale, procurement, and retail—
and, in theory, is intended to change the basic pricing

mechanism. (C-NFy”

The 1965 reforms were handicapped by major eco-
nomic flaws and inconsistencies. But they foundered
largely because of opposition from the government
bureaucracy, which reacted by procrastinating, as-
similating, complicating, and regulating. Implementa-
tion of the reform also suffered from a lack of strong
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leadership backing. Its initiator, Kosygin, became
increasingly overshadowed by Brezhnev, who lacked
his predecessor's commitment to reform. The climate
for a decentralization of decisionmaking became even
less favorable after the Czechoslovak “spring” of
1968, which underscored the political risks of reform.
Consequently, the reform was never implemented as
initially intended. {o-p)-



Annex B

The Budget Deficit

The Soviet state budget deficit has increased dramati-
cally during the last three years. We calculate the
1989 deficit will be about 125 billion rubles—some 13
percent of Soviet GNP. (For comparison, the highest
US Government budget deficit represented 3.5 per-
cent of US GNP in fiscal year 1986.){c-rry”

The inflationary pressures resulting from Moscow’s
fiscal policy are already visible. Growth of wages
almost doubled in the first half of 1988. There has
been a marked increase in the prices of consumer
goods sold in collective farm markets, along with
higher prices and increased shortages of consumer

* goods in state stores. Articles in the Soviet press have
complained loudly about enterprises inflating the
prices of new machinery products. Excess purchasing
power also has probably led to an expansion of the
underground economy, which results in resource di-
versions from the state sector and undermines at-
tempts to spur state worker productivity through
higher wages and salaries4o]

Gorbachev's policies are partly responsible for the
deficit rise:
« State spending 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 bever-
ages are down substantially as a result of the
regime’s antialcohol program.
Revenues from the large markups imposed on the
retail prices of imported food and consumer goods
have fallen sharply as a result of the cutback in
these imports starting in 1986.
» Proceeds from enterprise profit taxes grew slowly
last year because of production problems due to

retooling, reforms, and quality control measures4ey~
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Figure 8
USSR: Estimated State Budget Deficit,1981-89

Percent of GNP
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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 Five-
Year Plan targets and the announcement of realistic
1991-95 goals. The 1989 plan already has accepted
targets for produced national income and industrial
production that are lower than called for in the
current five-year plan.

Strong, united commitment by the leadership not
only to the general concept of economic restructur-
ing but also to individual elements of the reform
program that are particularly controversial, such as
essential price changes or even price reform.

Willingness to carry through particularly painful
adjustments such as bankruptcies that close down
many enterprises and wage reforms that lead to
wide differentials in pay.
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« Evidence of a large expansion in the number of
cooperatives (and employees of cooperatives) and the
playing down of resentment by the general populace
over egalitarian issues.

* Promulgation of major new agricultural reforms
that reduce the powers of the state and collective
farms.

¢ Greater consolidation of economic ministries, ac-
companied by cuts in staff and revision of their
charters to steer them away from supervising 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

Moscow has signed 41 joint-venture contracts with
Western firms in 1988, bringing the total to 61 since
legislation governing such contracts took effect in
January 1987. Nevertheless, Soviet leaders are dis-
couraged by the low level of investment and technol-
ogy in most of these deals and are considering chang-
ing the program to encourage more Western
participation. Such changes might spur additional
contracts, but primarily from firms interested in
small-soale projects fe-¢F)

Moscow’s relative success in negotiating joint ven-
tures is largely the result of greater Soviet flexibility,
particularly in easing restrictions on the repatriation
of profits, the biggest obstacle to concluding agree-
ments. The original legislation allowed Western firms
to earn hard currency profits only by exporting fin-
ished products of the joint enterprisc. Moscow is now
allowing an array of options, including countertrade
agreements in which the Western partners export
Soviet goods to carn hard currency. In one agreement,
the Soviets reportedly will also allow a consortium of
six US firms to repatriate profits by pooling their hard
currency earnings, (C-N¥)
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Despite the surge in agreements, the Soviet leadership
is far from satisfied with the progress of its joint-
venture program. Service and consumer-related proj-
ects, rather than high-technology deals, still dominate
the list of completed contracts, (c-N#)



