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Room 060, OEOB TS T

~ Please admit the following appointments on Tuesday, September 23, 1986

5 for—____ Stephen I. Danzansky of __ NSC :
(NAME OF PERSON TO BE VISITED) (aaEney)
State DOB
Allen Wallis 11/5/12
B Robert Clarke 4/27/42
Nicholas Burakow 10/11/49
Treasury
James Griffin 12/25/26
Defense
William George 6/27/27 -
Commetce
Louis Laun 5/19/20
Susanne Lotarski 9/23/42 -,
CIA ' '
USTR
Michael Smith (passholder)
| : o BRI g Kt R B
|
MEETING LOCATION P P L
. RRRRL . o e TEEET L L s A i CESE
idild'm White House —_— _Requested by Pa _ : A_Z,“:.Biattenfleld ,,,.y... e F
Room No Situation Room Room No. 365 Telephone 4985
Time of Meeting 2:30. p.m. LU Septeml:;er 23, 1986
: 3 § I

Additions and/or changes made by ulcpﬁonc should be limited to three (3} names or less.
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Outline

L General -- Today =-- EC/CEMA Talks

A.

(MFA)

B.

Recent initiatives

-- Ivan Ivanoff =-- Admin.
Relations

Ed

Hewitt ==

Reorganization of Ministry of Foreign Affairs

Application -- GATT

IMF/IBRD

Eurobond syndication

Increased volume financial market transactions
EC/CEMA .

joint venture interest

power -- political not economic

c.

D.

Basic issues

1.
2.
3.

4.

What is happening?

Why?

National Security Implications

U.S. response

Important Reagan/Gorbachev

II. Today's Business

A,
amend

Bo

C.

D.

Talk through the Terms of Reference -- clarify and

Assignments

Set calendar

October 1 -- Stage I
October 6 meeting re analysis -- Stage II
Completion of analysis =- October 13

Final Oct. 15

Somewhat flexible on time as each Summit week passes

III. Stage I -- Scope

for International Economic

Ivanoff -- Soviets are superpower, military



o MFA -- reorganization -- State/CIA
Ivan Ivanoff -- Admin. for International Economic

Relations

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

o 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 'B'ZL
 WASHINGTON  — Sugpicion
tween the world’s two major super-
powers seems to be on the rise with
tensions mounting over contentious
arms control negotiations and a new
resolve by the Gorbachev regime to
join the Geneva-based General

Agreements on Tariffs and Trade.

Timing of this request is ideal for
the Soviet Union, striving for feater
visibility and credibility in the
world. Timing of the stern negative
US. reaction could not be worse,
given the conciliatory gestures of the
other superpower at the arms nego-
tiating table.

Application for GATT member-
ship by the Gorbachev regime im-
plies acquiescence to the principles
of free trade stipulated by the organ-
ization and a radical switch from the
intransigeance of the “old Soviet
Guard” that has consistently refused
to submit to any liberalization of
trade measures.

Whether this effort by the Soviets
to join GATT will be successful is

Kaihleen Charles is a Washington-

based writer who frequently contrib-. ,

utes to The Journal of Commerce on
areas of world trade.

Application by the Gorbachev regime implies -
acquiescence to the principles of free trade
stipulated by the organization and a radical switch
from the intransigeance of the “old Soviet Guard”

questionable, according to one hi

US. official who did not wish to

identified. “Their economic system is
diametrically opposed to the free
trade guidelines of the GATT and
acceptance is based on two-thirds
consensus by contracting parties.” _

Accession to this organization is a
lengthy process. Each nation must
agree to make specific trade conces-
sions before an application is consid-
ered by the 92 members. -

China, seeking membership for
the last five years, is still gearing up
for official accession procedures.

China’s economic liberalization
measures undertaken in the last sev-
era) years help garner support for
the Chinese, although communist

- bloc members of GATT, Romania,

Hungary and Czechoslovakia, still
experience resistance from other
GATT members to their pricing and
tariff structures.

At a time when US. policy-mak-
ers are obsessed with the future of

this organization, which has never
been able to enforce rules of trade
conduct upon contracting parties,
their overreaction to the Soviet
Union’s statement of intent is unwar-
ranted.

The new avant-garde Gorbachev
government is playing the right sort
of diplomatic game, considering the
economic plight and severe industri-
al stagnation at home. Lack of indus-
trial competitiveness with Western
countries forced the new leadership
to consider new commercial alterna-

tives that can be explored on a bilat-

en_l basis.

Entry to the GATT club of trad-
ing nations could enable the Soviet
Union to wield even greater influ-
ence throughout the Western world
and the newly industrialized coun-

tries.

This opportunity wquld' ajlow the

Soviet Union to accomplish several

objectives: to acquire products and
expertise for a depressed economy

OURNAL OF COMMERCE, Friday, September 12, 1986
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and to exert subtle influence upon
how capitalist nations operate.

Once the Unijted -States is aware
of the duplicity involved, a more
pragmatic approach could be taken.

Acquiescence to the GATT club of
nations forces each country to ac-
cept certain basic obligations and to
engage in trade negotiations on a
quid pro quo basis — barring all
political differences. Therefore, if
the Soviets are accepted, they must

“ play by the rules.

It remains to be seen whether
other GATT members with differing
political and economic regimes will
take the request seriously. :

SHIINONOOH LHMHVIN-NON
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Moscow bank
chief outlines
trade strategy

THE SOVIET UNION is looking to;

from Moscow. .

The official news mnt:yby'l\.l.:
yesterday quoted commen ik-
mDemznuevmadeintalksth
West German “business leaders
which opened on Wednesday in the-,
southern Soviet city of Baku.

Tass said that Mr Dementsev had
reviewed guidelines for the expan-

';mmm.lm“u*
development of new forms of eco-

co-production arrangements,” Tl”_
mwdﬂnbmkchmmmu “¥
g study the prospect for joint
to
mumeMSo-

is, all of which fully apply to eco-
::'mic relations with West Ger

as saying, :

Soviet Union's leading Western
trading partner, had grown 70-fold
over the past 30 years and West
Germany now provided 25 per cent
of Soviet imports of Western ma-
chinery and equipment. .
Mr F. Wilhelm Christians, joint
ment board spokesman of
West Germany’s Deutsche Bank, is
co-chairing the session in B::: ?l
expert on banking 1
::nce of gu goviet-WeSt German

and technological co-operation,
Tass said. L )
It quoted Mr Christians as saying
that West German banks updl com-
ies hoped to participate in large-
:c‘:le joint projects with the Soviet

put its trade relations with the West. |
on a new footing and seeks co-oper- |

- sion-of Soviet business ties in. the |
context of a restructuring of Mos-

Soviet Union agreed last |

long-term, stable and balanced ba- |

many,” Tass quoted Mr Dementsev |

commission for economie, scientific |

T
H
o

i
15

i for .
Ae&nlmllﬂmc ye“reuﬁons. Their meeting |-
followed West German-Soviet nego- |
tiations in January 1985 on extend- E
ing credits in Moscow. L3

o, 4 PRERRIEN |

Trade with West Germany, the | -

Union. Economic re-structuring

Moscow Easing
Laws Governing
Foreign Trade

Firms From Abroad Would
Be Allowed Participation
In Soviet Joint Ventures

By FREDERICK KEMPE

Staff Reporter of THE WaLL 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.-
US.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 laws
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 laws
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-
sion-making authority and other matters
might damp enthusiasm among Western
businesses.

It Won't Be ‘Radical’

“When you actually look into the law
and begin to unfold it in practice, it won't
be nearly as radical as it sounds,” pre-
(dicted Edward Hewett, an expert on the
“SOVIet economy at the Brookings Institu-
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
fragility 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 com-
plain that bureaucratic and politically mo-
tivated foreign trade organizations. which
until now have handled all such transac-

tions, make dealings unnecessarily cum-
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 del Este, Uru-
guay. The U.S. has blocked the request,
saying the Soviet system is incompatible
with the free-market principles of the Gen-
eral 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 has..
largely relied on exports of raw materiai. ..

The country’s interest in GATT and joint
ventures has been stimulated by the drop

In its oil-export earnings, which has made

it more difficult to buy equipmeént 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.

Mr. Hewett said he doesn’t think the So-
viets are clear yet on the plan’s details.
*“Suddenly out of the blue 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.

U.S. business executives said two of the
first companies to get involved are likely
to be Archer-Daniels-Midland Co., of Deca-
tur, Ill., and Armand Hammer’s Occiden-
tal 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
great,” Mr. Giffen said.

One U.S. official said Moscow is partic-
ularly interested in attracting American
businesses because these companies some-
day could form a powerful lobby for Soviet
economic interests in Washington and lay
the groundwork for Moscow's long-term
goal of gaining Most Favored Nation trad-
ing status with the U.S. and admission in
some form of GATT.
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Views on Trade
Vary in Canada -

By HELEN ERICSON -
Journal of Commerce Staff

WASHINGTON — Former Cana-
dian Finance Minister Donald Mac-
donald minimized what seems to be
growing opposition on both sides of
the border to freer trade between
the United States and Canada.

“m not dismayed at all” about
Canadian polls that show Canadians
think a new trade treaty wouid jeop-
ardize their cuitural and political
sovereignty, he said in testimony be-
fore a House banking subcommittee.

Mr. Macdonald, who served in
several top Canadian government
jobs during the 1970s, said part of
the reason for a drop in support for
the talks in his country may be that

Prime Minister Brian Mulroney is -

“ambivalent® regarding the talks
and has not actively promoted them.

But Rep. John J. LaFalce, D-N.Y.,
expressed concern that nationalism
on both sides could " the
trade negotiations, which began in
June this year. Strong attacks on the
pending trade talks were delivered
by Mel Hurtig, chairman of the
Council of Canadians, a public inter-
est group comprising political, busi-

Part of the reason for a
drop in support for the
talks may be that Prime
Minister Mulroney is
‘ambivalent.’

— Donald Macdonaid, Ex-Minister,
Canadian Finance

ness and trade union leaders. )

Mr. Hurtig said Canadians al-
ready feel Canada is too economical-
ly dependent on the United States
and that they will lose more ground
if trade liberalization occurs.

“We do not need these negotid-
tions, he said.

repmentative of Canadian

small businesses, John F. Bulloch,
told' the subcommittee that. “Mr.
HurﬂgdoesmtspeakfortheCaxu'
dian business community.”

Mr. Bulloch, president of the Ca-
nadian Federation of Independent
Business, said his 76,000 members
strongly support the goal' of freer
trade because they believe it will
:llo' greater efficiency and produc-

Vity
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FOLLOWING CHINA’S EXAMPLE?

Gorbachev Finds an Ally in Capitalism

By MARSHALL 1. GOLDMAN

RTLY stymied in his straight-
forward 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-
tutions 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
GATT meetings, which convene Sept.
15 at Punta del Este, Uruguay.

The Kremlin’s sudden interest in
GATT 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 GATT, 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-

stablizing 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, less may
actually mean more — particularly if
by showing restraint, the increase in

Marshall 1. 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 Vladi-
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 sensitive 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-on 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."”

Y working through the interna-
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

" join GATT. He did that two years ago

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 systerfis. He
also has a keen sense of what Soviet
leaders must do if they are to resolve
their economic difficulties. What is
striking is how much 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

at 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-
tion 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 more
freedom of movement within the
Soviet Union.

Naturally, the Soviet Union cannot
act unilaterally 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
such as GATT, 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
g0, and however much we decide 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
plementing this historic policy shift
will be fascinating to follow. L]
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SUBJ: BANK OF NAPLES PROVIDES 50 MILLION DOLLAR LOAN TO SOVIET BANK

1. ON AUGUST 28 IN MOSCOwW THE PRESIDENT OF THE BANK OF NAPLES

BN), LUIGI COCCIOLI, AND THE PRESIDENT OF THE SOVIET TRADE BANK
(VNESHTORBANK) SIGNED AN AGREEMENT FOR THE BN TO EXTEND TO THE
SOVIETS A DOLLARS 50 MILLION MEDIUM-TERM LOAN. THE LOAN WILL CARRY
A .25 PERCENT SPREAD, VIS-A-VIS THE LIBOR (LONDON INTERBANK OFFERED
RATE) . THE LIFE OF THE LOAN WILL BE FIVE YEARS AND IS DOUBLE

THE PREVIOUS THREE-YEAR LOAN OF DOLLARS 25 MILLION

2. ACCORDING TO THE MANAGING DIRECTOR OF THE FOREIGN LOANS SECTION
AT THE BANK’' S HEADQUARTERS IN NAPLES, MR. TEDESCO, THE BN FIRST
ESTABLISHED A LINE OF CREDIT TO SOVIET BANKS SOME TEN YEARS AGO
THIS LOAN IS MEANT TO STIMULATE ITALIAN EXPORTS TO THE SOVIET
UNION. THE MANAGING DIRECTOR DOWNPLAYED THE POLITICAL IMPORT OF
THE LOAN, STATING THAT IT IS DESIGNED TO ADDRESS THE GROWING TRADE
IMBALANCE BETWEEN THE SOVIET UNION AND ITALY. TEDESCO ALSO STATED
THAT THE DOLLARS 5@ MILLION LOAN WAS RUOTE IN ADDITION TO THE
NORMAL LINES OF CREDIT THE BN MAINTAINS WITH SOVIET BANKS UNQUOTE,
ALTHOUGH HE DECLINED TO COMMENT ON THESE OTHER LINES OF CREDIT.
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