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Outline 

I. General -- Today -- EC/CEMA Talks 

A. Recent initiatives 

Reorganization of Ministry of Foreign Affairs 
(MFA) -- Ivan Ivanoff -- Admin. for International Economic 
Relations 

Application -- GATT 

IMF/IBRD 

Eurobond syndication 

Increased volume financial market transactions 

EC/CEMA . 

joint venture interest 

B. Ed Hewitt -- Ivanoff -- Soviets are superpower, military 
power -- political not economic 

C. Basic issues 

1. What is happening? 

2. Why? 

3. National Security Implications 

4. U.S. response 

D. Important Reagan/Gorbachev 

II. Today's Business 

A. 
amend 

B. 

c. 

Talk through the Terms of Reference -- clarify and 

Assignments 

Set calendar 

1. October 1 -- Stage I 

2. October 6 meeting re analysis -- Stage II 

3. Completion of analysis -- October 13 

4. Final Oct. 15 

D. Somewhat flexible on time as each Summit week passes 

III. Stage I -- Scope 



2 

o MFA -- reorganization -- State/CIA 

Ivan Ivanoff -- Admin. for International Economic 
Relations 

o GATT -- past history -- contrast East bloc, PRC --
USTR/State 

0 IMF/IBRD serious -- net donor? -- Treasury/State 

o Eurobonds -- settlement of Czarist-British debt -- hard 
currency needs -- Treasury/State 

o International financial markets -- separation of 
Uneshtorgbank (VKB) -- (foreign trade) from Gosbank (Central 
bank) -- flexibility -- Treasury/State 

o Soviet International Economic Security -- initiative, 
stocks due to commodity -- price movements -- debt 
State/CIA/(Treasury?) 

o EC/CEMA -- history, purpose, plan -- State (USTR) 

o Joint Ventures -- Commerce/DOD (State) 
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GATT · Bid: Soviet Acquiescence? 
By KATHLEEN A. C"i,~f1 

. w ASHINGTON· - sa+.iJioobe-
tween the world's two major super­
powers seems to be on the rile with 
tensions mounting over conteptloua 
anns control negotiations and a new 
resolve by the Gorbachev reaune to 
join the Geneva-based General 
Agreements OD Tariffs and Tr-de. 

Timing of this request la Ideal for 
the Soviet Union, strivin1 for areater 
visibility and credibility in tbe , 
world. Timing of the stern negative 
U.S. reaction co'1ld not be worse, 
given the conciliatory 1esturea of the 
other superpower at the ~ nego­
tlatin1 table. 

Application for GA'IT piember­
shlp by the .9Grbachev re,ime im­
pllea acquiescence to the prtnclpla 
of free .trade stipulated by the or1an­
ization and a radical ■witch from the 
intransigeance of the "old Soviet 
Guard" that baa conalsteotly refused 
to submit to any libera~tlon of 
trade meas~ · 

Application by the Gorbachev regim~ i~plies . , 
acquiescence to the principles of free · tr,ade 
stipulated by tlle org~nization and a r~dical -switch 
from the intransigeance of lhe "old Soviet Guard" ' 
questionable, accordinc to · one high thli organbaUon, which bu · never 
U.S. official who did not wish to be been able to enforce rules of trade 
ldentWed. "Their economic system la conduct upon contractln& partiea, 
diametrically opposed to *he free their overreaction to·· the Soviet 
trade guidelines of the GATT and Union's atatemeat·qt intent ii unwar-
acceptance ii based on two-tblrdl ranted. · 
conienaua by contracting ~arties. • , Tile new avant-garde Gorbachev 

· Accesaion to thil organization la a government la playing the right sort 
lengthy proceaa. Each nation m~t of diplomatic game, consfderip1 the 
agree to make specific trade concea- · economic plight and aevere industri­
aiou before an application ls conald· al stagnation at b~nie. Lack of indus• 
ered by the 92 member-. ~l compe*ltlven~ with_ W~_tem 

China, aeekinc membership for countries forced the new leade~lp 
the last five yean, ii still searing up - to _consider ~w ~mme~cl~ ~tema• 
for official accession procedures. Uv~ that C&ll be explo~ oq • bilat­

eral basis. 
China's economic liberalizatloai 

meaaures undertaken in the last aev­
eraJ years help gamer . support for 
ihe Chinese, although ~ommunlat 

Whether this effort by the Sovl~ts bloc members of .GA TT, Ro~la, 
to join GATT will be successful la Hungary arid Czechoslovakia, atlll 

Entry to the GATT club of trad­
ing nations could enable the Soviet 
Union to wield · even greater infiiv 

. ence throughout tbe W8lltem world 
and ' th~ newly tn4uatnalized coun­
tries. experience resistance from other 

Kathleen Charles is a Washington- , GATT members t!) their pricing and 
based writer who frequently coatrib-. , , quiff structures. 
utes to TIie Journal of Commerce oa · At .a time when U.S. poJicy-mak-
areas of world trade. ers are obsessed with the future of 

This opportunl~ w~uld. ~llow the 
Soviet Union to accomp~ several 
objectives; to acqutre prod14cts and 

· expertise for~ -depressed economy 
. . ., . . .. 

THE JOURNAL OF COMMERCE, Frida~, September 12, 1986 

and to exert subtle· influence upon 
bow capitalist nations operate . 

Once the UnJ~ -States ls aware 
of the duplicity involved, a more 

, pragmatic approach could be taken. 
Acquiescence to the GA TT club of 

nations forces eacti country . to ac• 
cept certain basic obligations and to 

- engage in trade negotiations on a 
quid pro. quo basil - barring all 
political differences. Therefore, if 
the Soviets ,are accepted, they must 

, play by the rules. · , 
It remains to be seen whethESr 

other GA TT members with differing 
political and economic regimes will 
take tbe request seriously. ' 
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Financial Times Friday September i2 1986 

Moscow bank 
chief. outlines 
trade strategy 

. . 

THE SOVIET UNION is looking. toi . would allow more efficient ule-"of" 
· put its trade relations with the West. · Soviet ... tu.ral resources. he added. 

on a new footing and seets ~""" · ~ Bank officials in M09- ! 
ation'. in a wide range of business, ~~tim_media. telyavailab~ 
according to the chairman of the- --
Soviet state bank, Reuter- re,ons: for comment. Mr Mikhail •l 
lram ..... . Mr Christiana met I Ider in 

The official news agency T~, Gorbachev the Soviet e ' ra1 
--+•rday quoted comments-by Vik· l . April last year for talks ~n bila~ 
:,to~r~-Deme"tsev made in talks with I economic relatiODS. Their _mee 

.. I ad followed West German-Soviet nep 
West German 'business e ers . tiations in January 1985 on extend-which opened on Wednesday in the•· M 
southern Soviet city of Baku. i.ng credits in OICOW. , . · ·1 

Tass said that Mr Dementsev bad ,._, - •"--'l..w 
· reviewed guidelines. for ~ ~ 
• sion·-ol Soviet business ties m. the 
context of a restructuring ~ Mos­
cow's foreip economic relations. 

"What rm speaking_ about is the 
development of_~-f~ of ~ 
nomic co-operation. incl~ saen­
tim: and tec.bnical ~tion and 
co-production arrangements; Tass 

. quoted the bank ~rman u · saf 
i.ng. . 

The . Soviet Union agreed· last 
June to study the-prospect for joint 
ventures between Western and So­
viet enterprises. 

· This. departure from Ion~- · . 
ing policy followed a steep. f4:11 .m , l 
Soviet foreign exchange earn_mg~ r 
caused mainly by the collapse in oil 
prices, which made direct purchue 
of Western equipment more expen-
sive for Moscow. . 
. --nie Soviet Union is interested m , 
the further development of co-oper- -. 
ation with West.em partnen on a . 
long-term, stable and balanced ba· 
sis, all of which fully apply to eco­
nomic relations with West Ger­
many; Tass quoted Mr Dementsev 
as saying. ' 

Trade with West Germany, the 
Soviet Union's leading West.em 
trading partner, bad grown 70-fold 
over the past 30 years and West 
Germany now provided 25 per cent 
of Soviet imports of Western ma· 
cbinery and equipment. 

Mr F. Wilhelm Christiana, joint 
management board spokesman ~f 
West Germany's Deutsche Bank, IS 

co-chairing the session in Baku of 
an expert group on ban.king and fi. 
nance of the Soviet-West German 
commission for economic, scien~c 
and technological co-operation. 
Tass said. . · . 

It quoted Mr Christiana u saying 
that West German banks and com• 
panies hoped to participate in lar~e­
scale joint projects with the Soviet 
Union. Economic re-structunng 

Moscow Easing 
Laws Governing 
Foreign Trade 
Firms From Abroad Would 

Be Allowed Participation 
In Soviet Joint Ventures 

By FREDERICK KEMPE 
Staff Reporter of THE w ALL STREET JOURNAL 

WASHINGTON - Soviet officials have 
told American business executives that 
Moscow soon Will allow capitalist compa· 
nies the opportunity to participate in joint 
ventures Within the Soviet Union. 

James Giffen, president of the U.S.· 
U.S.S.R. Trade and Economic Council, 
said senior Soviet officials have told him 
that "business and trade motivations" 
have prompted Moscow to draw up new 
foreign trade laws that Will take effect in 
"the coming months." Other U.S. business 
sources said they understand the new Jaws 
Will take effect Jan. 1. 

U.S. executives· are both enthusiastic 
. and skeptical about the situation. While 

they recognize the potential for profits, 
they wonder if Moscow's rules will be at· 
tractive enough. Mr. Giffen plans to go to 
Moscow next week for more details. 

American executives and Soviet experts 
expect the Kremlin to introduce the Jaws 
with great caution to avoid ideological re­
sistance within the Soviet Union and to 
avoid giving too great a role for capitalist 
companies In their state-run economy. 
They are concerned that rules regarding 
the repatriation of profits, corporate deci• 
slon•making authority and other matters 
might damp enthusiasm among Western 
businesses. 
It Won't Be 'Radical' 

"When you actually look into the Jaw 
and begin to· unfold it in practice, it won't 
be nearly as radical as it sounds," pre­
.dieted Edward Hewett. an expert on the 
'Sovtet economy at the Brookings Instltu· 
tion. 

Moreover, West European and Japa· 
nese businesses, which have long had con· 
tacts with the Soviets, probably will benefit 
the most from any joint ventures. Ameri· 
can companies and their Moscow counter· 
parts will be cautious. especially given the 
fragillty of current U.S.·Soviet political 
ties. 

Mr. Giffen said the new Soviet rules will 
ensure direct links between Soviet indus­
trial ministries and foreign companies, re· 
moving foreign trade organizations as mid· 
dlemen. Western executives often rom­
plain that bureaucratic and politically mo· 

.. 

tivated foreign trade organizations. which 
until now have handled all such transac- a{ 
tions, make dealings unnecessarily cum- 7F,.»-• 
bersome. 

◄ 
◄ 
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Mr. Hewett of Brookings said the So· 
viets are likely to give ministries more au­
tonomy in exporting products than in im­
porting them, which would be most attrac­
tive to foreign sellers. "They won 't give up 
power over the balance of payments," he 
said. "Not even the Hungarians have done 
that." 
No Official Word 

A senior U.S. official said Moscow 
hasn't · officially informed Washington 
about its plans for joint ventures, although 
he said American companies have been 
working with the Soviets In preparing the 
legislation. The Soviet decision "won't 
have any effect on U.S. restrictions on 
technology transfers" to Moscow, he 
added. 

The joint-venture plan follows the Soviet 
Union's unsuccessful request to gain ob­
server status at the round of trade talks 
that begin Monday in Punta de! Este, Uru· 
guay. The U.S. has blocked the request, 
saying the Soviet system is incompatible 
with the free.market principles of the Gen· 
era! Agreement on Tariffs and Trade. 

The Soviet Union, Mr. Giffen said, in· 
tends to keep pressing its GATT initiative 
as part of a long-term effort to gain a big• 
ger role in world trade. So far Moscow ha_ 
largely relied on exports of raw materid. ;, 
The country's Interest in GkTT and joint 
ventures has been stimulated by the drop 
in its oil-export earnings, which ·has made 
'it more difficult to buy equipment and 
manufacturing plants directly from the 
West Moscow hopes joint ventures will as· 
sure it access to Western technology and 
expertise in areas in which the country is 
particularly weak. · 

· One U.S. official said Moscow is partic· 
ularly inter-ested in attracting Ameri<;an 
businesses because these compames some~ 
day could form a powerful lobby for Soviet 
economic interests in Washington and lay 
the groundwork for M.oscow's .~ng-term 
goal of gaining Most Favored Nat(On_ trad­
ing status with the U.S. and adm1ss1on m 
some form of GATT. 

/7 

Mr. Hewett said he doesn 't think the So­
viets are clear yet on the plan's details. 
"Suddenly out of the bllle they are going to 
parachute in this new law," he said. Mos• 
cow isn't likely to open broad options for 
joint ventures, but will concentrate instead 
on several traditional and trusted interna­
tional traders, he added. 

, -
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U.S. business executives said two of the 
first companies to get involved are likely 
to be Archer-Daniels·Mtdland Co., of Deca­
tur, Ill., and Armand Hammer's Occiden· 
ta! Petroleum Corp. of Los Angeles. 

Mr. Giffen is hopeful about some U.S. 
participation despite Moscow's current 
preference for the Europeans and Japa· 
nese. He said that many companies among 
America's 50 largest corporations already 
are exploring possible arrangements with 
the Soviets, and that it is up to Moscow to 
decide whether its Joint-venture rules will 
be liberal enough to attract them. 

"If they really allow American compa­
nies to make a fair profit on a long-term 
basis to penetrate the Soviet market and 
have a continuing interest. then the poten­
tial for U.S.-Soviet cooperation could be 
~reat. " Mr. Giffen said . 
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Views on Trade :: 
Vary .in Canada) 

By H.ELEN ERICSON · 
JowNIO,~Slllf 

W ASBINGTON - Former Cana­
dian Finaaee Mimlter Doaald Mac­
donalct minimized wbat aeenis to be 
"growmc opposition OIi botb skies of 
the border to freer trade between 
the United States and CuadL 

"I'm not dismayed at an· about 
Canadtaa polls tbat sbow Caaad1aas 
tbiak a new trade treaty would jeop­
ardize their cultural and political 
90Vel'eignty, be said ta testimoay. 
fore a Home blaldag .subcommitt,a 

Mr: Macdonald, wbo served. ta 
1neral top Canadian 1nernment 
jobl daring the 1970I-, satd part of 
tbe reuoa for a drop in support for 
the talks in his c:ouatry may be. that 
Prime MlDiater B~ Mulroney is · 
"ambtvaleat• re,arding the talks 
md bu .not actively promoted ~ 

But Rep. Joba J: La.Falce; D-N.Y., 
espnaed conceril that nattonallsm 
on both sides could "torpedo• the 
trade negotiattoas, wllicb· began ia 
June this year. Strong attacks on the 
pending trade talks were delivered 
by Mel Burtie, chairman of the 
Couac:i1 of CaacUaas. a public inter­
est p-oup comprising political. busi-

Part of the reason for a 
drop in support for the 
talks. may be that Prime 
Minister Mulroney is 
'ambivalent.' -· 

- Donald MllcdoMld, Ex-Mini~. 
Canadian FlnallCle 

. - ' 

nea and trade union leaci4n. · 
Mr~ Hurtir said· Canadians ai­

reacty feel Canada ·is too economical­
ly dependent oa the United-States 
and that they will Ioee more ground 
if trade llberallzattoa occurs. ·· 

"We do . not need· these negotij-
ttons, • be satd. ' 

A representative of Canadian 
small Jmsineaes, John F. BullocA, 
told· the subcommittee tbat . "Mr . . 
Hurtig does·not,speat for the Cana-· 
dtaa. businesl community." . . · 

Mr. Bulloch, president of the Ca­
nadian Federation of_ Ind~pendent 
Business. satd his 76,000 members 
strongly support the goal· of freer 
trade because they believe· it will 
allow greater efficiency and produc­
tivity. 

. . 
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FOLLOWING CHINA'S EXAMPLE? 

Gorbachev Finds an Ally in Cclpitalism 
By MARSHALL I. GOLD~AN 

P:RTL Y stymied In his stralght­
orward attempts to reform 
and· modernize the Soviet econ­

:omy, Mikhail Gorbachev has recently 
begun to unveil a backdoor strategy. 
While still in Its earliest stages, the 
plan seems to involve exposing Soviet 
.enterprises to the International econ­
omy through joint ventures with 
·western companies and through 
·greater Soviet participation In the in­
ternational economic establishment. 
By exposing Soviet Industry to the 
ways of the capitalist world, Mr. Gor­
bachev hopes to stimulate produc­
tivity growth and the speedier mas­
tery of world technology. 

The new policy marks an abrupt 
break with the past. For years, Soviet 
authorities have attacked such insti- · 
tutlons as the General Agreement on 
Tariffs and Trade, the International 
Monetary Fund and the World Bank 
as Instruments of imperialist and 
American domination. Now, they 
have come around to acknowledging 
the occasional merit of these organi­
zations and hinted that it might be 
nice if the Soviet Union were allowed 
to join. Specifically, the Russians 
have asked for observer status at the 
GA TT meetings, which convene Sept. 
15 at Punta del Este, Uruguay. 

The Kremlin's sudden interest In 
GA TT and the other global Institu­
tions suggests how serious some 
Soviet officials are about reforming 
the Soviet economy. Nor is this all. At 
about' the same time that they were 
seeking to attend GA TT, Soviet trade 
officials agreed to reduce petroleum 
exports to Western·Europe by 100,000 
barrels a day. 

The cutback is a concession the 
Russians have always refused to 
make to OPEC. And because the 
Soviet Union has so often been a de­
stabllzlng force In the spot oil market,: 
the gesture itself has helped push up 
oil prices, even though It represents 
less than 10 percent of the country's 
normal exports to Western Europe. 
evidently come to appreciate that, 
under some circumstances, l~s may 
actually mean more - particularly if 
by showing restraint, the increase in 

Marshall I . ·Goldman, professor of · 
economics at Wellesley College, is au­
thor of the forthcoming "Gorbachev's 
Challenge : Economic Reform in the 
Age of High Technology." 

oil prices more than compensates for 
the reduction in crude exports. 

Equally intriguing is the Kremlin's 
decision of Aug. 14 to authorize the 
creation of joint ventures. There are 
reports that the Soviet Union has al­
ready created such operations with 
the Bulgarians. In a speech in Vladir 
vostok on July 28, Mr. Gorbachev ex­
tended the invitation to the Japanese. 
The Finns have also been ap­
proached, and even some American 
corporations are considering opening, 
up some jointly run food-processing 
operations. 

Mr. Gorbachev has also indicated a 
willingness to open up the city of 
Vladivostok, long closed to foreigners 
because it is also the site of one of the 
Soviet Union's most seni,itive mili-

. tary bases. Now he hints that it may 
become a " major International cen­
ter . .. a seat of trade and culture . . : 
an open window to the East." He did 
not specifically mention "special 
trade zones," such as those estab­
lished by the Chinese, but his vision 
certainly suggests something similar. 

These new Initiatives apparently 
were undertaken after Mr. Gorba­
chev encountered severe opposition 
to his domestic campaign for eco­
nomic reform. That effort has run 
head-0n Into bureaucratically bound 
planners, ministers, party officials 
and Industrial functionaries who are 
doing their best to resist change. In a 
fit of frustration, Mr. Gorbachev 
complained recently that he was hav-

Ing problems with those who "want to 
dim our eyes and obstruct our 
progress." There are "among us," he 
went on, " people who have difficulty_ 
grasping the word restructuring and 
sometimes they have difficulty even 
pronouncing it." 

BY working through the intema­
tional sector, Mr. Gorbachev 
will outflank the several dozen 

industrial ministers and ministries 
that command various aspects of do­
mestic economic affairs and will face 
only the Ministry of Foreign Trade.• 
Right now that ministry is not up to 
its usual fighting form. It has suf~ 
fered a major turnover of personnel, 
and those who have not been retired, 
fired, jailed or subjected to audit for 
possible corruption are probably in- · 
timidated enough to stand aside for 
reforms that in a different era would 
have been opposed with vigor. 

Thus, the push for more interna­
tional contact will encounter rela­
tively little entrenched opposition. 

. Under Mr. Gorbachev's prodding, the 
Russians have decided to institution­
alize the effort and have created a 
new International Economic Depart­
ment In the Ministry of Foreign Af­
fairs. To head the department,. Mr. 
Gorbachev has picked-an unusually 
imaginative and sophisticated econo­
mist with the unlikely name of Ivan 
Ivanov. 

Until recently the deputy director 
of the Institute for World Economics 

and International Relations, Mr. Iva­
nov has made frequent visits _to the 
West and has always impressed those, 
who have met him with his knowledge 
and understanding of both the Soviet 
and American economic systems. He · 
also has a keen sense of what Soviet 
leaders must do if they are to resolve 
~elr economic difficulties. What is 
strlklng Is how m~ch of what Is hap­
pening now Is what he has advocated 
previously: . 

As far as I can tell, Mr. Ivanov was 
one of the first Soviet scholars to 
argue that the Soviet Union should 
join GA TT. He did that two years ago 
a't a meeting that surprised his Soviet 
colleagues even more than it did the 
American participants. He has also 
suggested that the Soviet Union 
should join the International Mone­
tary Fund and the World Bank 
(which might also be a way for the 
Soviet Union to gain most favored na­
tl~n status,- since , membership in the 
two organizations normally brings 
with It that trade privilege). He has 
even given thought to making the 
Soviet ruble convertible. 

However, Mr. Ivanov's success in 
transforming his theoretical musings 
Into concrete action Is far from as­
sured.. Opposition will rise in direct 
proportion to the degree of economic 

· interaction, as Soviet Industries feel · 
pressured to modernize their opera­
tions and as foreigners gain inore 
freedom of movement within the 
Soviet Union. · 

Naturally, the Soviet Union cannot 
act unilateraHy on these matters. It is 
far from clear whether the United 
States or other Western nations 
would allow It into our Western clubs. 
There are sure to be strongly voiced 
concerns that, In pointed contrast to 
the United Nations, organizations I 
such as GA TT, the International 
Monetary Fund and the World Bank 
have functioned as well as they have 
only because of Moscow's absence. 

.However far the Russians decide to , 
go, and however much we clecide to 
encourage them, these new initiatives 
are nonetheless remarkable for their · 
,daring and the willingness of Soviet 
leaders to re-examine past dogmas. 
The odds are that opposition within 
the Soviet Union and resistance in the 

· West will .prevent the Soviet Union 
from achieving all that someone like 
Mr. Ivanov would prefer. Neverthe-_ 

. less, the process of proposing and im-i 
plementlng this historic policy shift ' 
will be fascinating to follow. ■ 1 
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