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Issue

Would you be interested in leading discussions at the Tokyo
Economic Summit on the two topics discussed below?

Facts

At this year's Economic Summit in Tokyo, the first full day
of meetings begin with a session which has been scheduled as
"unstructured time," in which the Summit Heads of State may
discuss matters of interest to them, without a formal
agenda. Early indications are that the Japanese may want to
discuss education; the British seem to want to focus upon
the aging population. Attached for your review are
descriptions of two topics on which you may wish to lead

discussions during that "unstructured time" session (Tabs A
and B).

The topics are:

1. "Living with a Sick Bear" —-- The Free World's economic
relations with the Soviet Bloc, the economy of which
has proven to be systemically unable to keep pace with
the West.

2. Agriculture -- The shared burden among the Summit
nations of outmoded and expensive agricultural programs
that undermine efficiency and limit open worldwide

/[/}277P%(6Vtrad1ng opportunities.

At your meeting with your Persocnal Representative for the
Economic Summit, Allen Wallis, and other Summit advisors in
January, you approved the concept of 1ntroduc1ng some
unstructured time into the Summit agenda in order to
discourage the increasing formality of recent Economic
Summits. As a result, the Japanese have agreed that the
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first session of the Summit on Monday, May 5, will not have
a formal agenda, but will be instead an opportunity for the
Summit Heads of State to discuss issues that are of
importance to them.

The topics described above were two that were identified as
being of great economic importance and which are related to
the overall Japanese theme for the Summit: Looking Towards
the Twenty-First Century.

If you approve of these topics as issues on which you may
wish to lead discussion, we propose that a briefing session
be organized in which you will meet with outside experts
(similar to the meeting held with experts before the Geneva
Summit) .

Potential disadvantages to your raising these issues in the
Economic Summit are:

1. With respect to the "Sick Bear" topic, that some of
our Summit partners may respond that you may be suggesting
another round of economic restrictions on the Soviet Union.
You would have to make clear that you merely want to discuss
a long-range strategy for handling the economic problems of
the Soviet Union.

2. With respect to the agriculture topic, that it may
evoke negative reaction based on domestic political
pressures on the Summit partners. You would need to
emphasize the possibilities for relieving a common problem
through goodwill and compromise.

Recommendations:

oK  No

That you read the attached papers describing
possible topics on which you might lead
discussion at the Tokyo Economic Summit.

That you indicate whether or not you are
interested in pursuing these topics as
matters for further preparation and

briefings.
Attachment
Tab A "Living with a Sick Bear"
Tab B Agriculture

Prepared by:
Stephen I. Danzansky
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Possible Discussion on Future of Soviet Economy

Issue

How do the Summit partners respond to an expected long-term
poor performance of the Soviet economy, i.e., How do we Live
with a Sick Bear?

Facts

0. The immediate future for the Soviet economy looks bleak.
Additions to the labor force will be much smaller than in
the past decade, capital inputs are growing slowly and
capital productivity has been falling. The dramatic fall
in world o0il prices will reduce sharply Moscow's hard
currency earnings.

o The Soviet Union will face greater problems in competing
militarily with the West as new technologies (e.g., SDI)
offer a promise of making obsolete much of the hardware
the Soviets have painfully built.

o} We can expect the Soviets to approach the West for large
scale economic benefits and advanced technology in an
attempt to revitalize their economy.

Possible Outcome

o Greater awareness among the Summit partners that the West
can pursue a more promising path to achieving an improve-
ment in our security. However, it will require a shared
appreciation with our allies of the long-run economic and
political situation in the USSR.

o In addition, if we are patient and treat Soviet economic
overtures cautiously we can take advantage of the poor
Soviet economic performance to reduce their successes in
the Third World, diminish human rights abuses, and extend
cracks within eastern Europe.

Advantages

o Should increase allied -understanding that time is on our
side and that we must be patient. We need not make
disadvantageous decisions in such areas as arms control.
We should only enter into significant areas of economic
cooperation with the Soviets if we can obtain concessions
in areas of importance to the West.

Disadvantages

o] Some Summit partners may suggest that we are seeking to
engage the Soviets in economic warfare and complain about

CONEEDENTIAL-
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our controls on exports of technology and equipment to the
Soviet Union. (This notion can be effectively countered).

Potential Outside Briefers

Briefing will be broken down into two sections (1) future
performance of the Soviet economy and, (2) our response.
Possible outside experts include:

Henry Rowen (Hoover)

Charles Wolf (Rand)

Vladimir Bukovski (Stanford)

Gregory Grossman (Berkeley)

Vladimir Tremmel (Duke)

Gertrude Schroeder (University of Va.)

Note: This issue has recently been the subject of public
debate. See the attached two articles: "Living with a Sick
Bear," an op—ed piece by George Will that appeared'in the
Washington Post, March 9, 1986, which comments on an article by
the same name by Henry Rowen of Stanford's Hoover Institute,
which appeared in the Winter 1986 issue of the National
Interest.




WASH. POST:3-9-86

George F. Will 440 0717%

‘Living With a Sick Bear’

MOSCOW-—The acrid aroma
hanging over the Communist Party
congress was the old incense of the
communist church: burnt reputation.
Gorbachev trashed the reputation of
Brezhnev, as Brezhnev had done to
Khrushchev, who did unto Stalin . . .
world without end, amen.

In the aftermath of the dreary con-
gress, the trajectory of Gorbachev's
reputation in the world will be com-
pressed. The steepness of its decline
will mirror its sharp but short rise
during his firet year. Now the United
States must design a policy for the
opportunities and dangers to be posed
by the accelerating decline of the
Soviet Union in the Gorbachev era.

Gorbachev's historic role will be to
kill the illusion that makes him seem,
temporarily, more interesting than he
is. The illusion is that the Soviet sys-
tem is plastic to the will of the leader,
and that Jeaders come with diverse
wills, Actually, the leader is, inevita-
bly, an expression of the system that
molded him as he rose through it.
Problems blamed on the physiogno-
mies of decrepit leaders are now
going to be seen as deriving from the

“The sensible way to respond to Soviet
decline is by hastening it.”

unchanging ideology that rationalizes
and makes primitive the self-replicat-
ing ruling clasa.

Gorbachev has turned a scowling
face toward the party——the only in-
strument for controlling the state—
and said simply: Control better. In-
deed, at the conclusion of his five-
hour speech to the congress he
praised “heightening the vanguard
role’’ of the party.

Gorbachev wants to achieve eco-
pomic rationality without an economic
market, and with a command econ-
omy. That is impossible, He de-
nounced industries that manufactured
goods “for warehouses,’” meaning
without regard for consumer demand.
But consumer demand is irrelevant in
a state run by a party with the “van-
guard role” of pulling the benighted
people to their ‘‘real” interest, which
is the convenience of the state. Admit

the principle of consumer sovereignty
and the seamless web of Soviet tyr-
anny would unravel.

Here, then, is the paralyzing para-
dox of Soviet society. It is supposed
to be a collectivist society ruled by
“science’ rather than individualist in-
terests. Yet the interests of the indi-
viduals in the ruling class require the
pretense of a ‘‘science” of progress
that is the basis of that class’s claim
to privileges.

It has been sald that the problems
confronting the Industrialized democ-
racies are solvable by Qolicy changes,
whereas Soviet problems require sys-
temic changes. Nothing announced or
even foreshadowed at the congress
suggests such change. So the Soviet
crisis of congealment will continue,
and the Soviet Union will become
decreasingly suited to the modern
world.



Pat Moynihan says the delicate
U.S. task is “managing the decline”
of the Soviet Union. “For as they
come to sense they are doomed, they
must become ever more dangerous,”
Henry Rowan of the Hoover Institu-
tion, writing about “living with a sick
bear,” says the interest of the West is
in "letting the Soviet system decay.”

One reason Moynihan stresses
Soviet decline is to correct conserva-
tives ‘‘whose disposition is to angst:
the decline of the West, the rise of
the $S-18.” Rowan, a conservative,
stresses Soviet decline to counter the

- liberal agenda. He argues that Soviet
“economic eickness, as opposed to
negotistions on arms, is a much more
promising ‘path to achieving an jm-
provement In our security.”

The Soviet Union has passed the
apogee of {ts doomed attempt to keep
pace with the West. As the world be-
comes more complicated and rapidly
evolving, it requires of societies fluid-
ity, adaptability and other prodigies of
freedom. The Soviet Union will see
the gap between it and the democra-
cies widen—if the demacracies keep
their nerve and keep the pressure on.

One Soviet strategy will be the
combination of parasitism and cyni-
cism known as détente: more subsi-
dized trade with the West, more pur-
chases of technology, more espio-
nage, more anesthetizing of Western
publics, The West may think, yet
again, that détente, which the Soviet
regime desires as an alternative to
systemic change, will stimulate such
change. Or, the West may offer
détente to assuage Soviet desperation
that could result in a lunge for su-
premacy through aggression.

The sensible way to respond to
Soviet decline is by hastening it.
Policy should be: no detente, and
more of the Reagan Doctrine of in-
creasing the cost of the Soviet empire
by supporting insurrections at the
margins of the empire (Afghanistan,
Nicaragua, Angola).

The Soviet Union is no longer (in
Churchill's words) a riddle wrapped in
a mystery Inside an enigma. It is con-
spicuously an invalid trapped in a bu-
reaucracy drunk on a 19th-century
fallacy, Marxism. It is a system being
driven toward suffocation and anemia,
its deserved destinations.



Advantages

The goal is to move all partners toward more
efficient, market-oriented agricultural policies.

Could be the first step toward a more statesmanlike
approach to agricultural policy that would pay
large dividends. Eventually, broad international
cooperation could be used as a lever against
parochial political forces within the respective
countries. Would improve the odds for a successful
new round in the GATT.

Disadvantages

Political resistance to change is powerful,

despite the small number of farm voters in each
country. Summit partners, especially France, are
touchy on this issue because of past disagreements.
Also, some partners will push for market sharing,
which is worse than no action.

Potential Outside Briefers

Earl Butz

Orville Freeman

Professor D. Gale Johnson
Whitney McMillan
Professor Theodore Shultz
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MEMORANDUM FOR W. ROBERT PEARSON

FROM; STEPHEN I,

D

SUBJECT: Tokyo S "Unstructured Time"

As a follow-up to our meeting with David Chew, here is the
package regarding discussion topics for “"unstructured time"
at the summit. As you suggested, it has been prepared as a
memorandum for the President from Poindexter. We would

. appreciate your informing the right people on the Regan side

that this package was going forward.

Because we were interested in getting this material to the
President for his review over the weekend, this package must
get high priority.

RECOMMENDATION:

That you forward the attached package to the Admiral.

Approve Disapprove

Attachment

CONEIDENTTAL
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MEMORANDUM FOR JOHN M, POINDEXTE
PROM: | STEPHEN 1,
SUBJECT: Tokyo : President's
Disc n Topics for *Unstructured Time"

The first session of the Tokyo Economic Summit on the
morning of May 5 has been set aside as "unstructured time"
ig order to encourage free form discussion between the Heads
of State,

In order to best prepare the President for participation in
this session, the Summit White House Working Group concluded
that it would be valuable to identify one or two topics of
an economic nature and related to the Japanese theme of
Looking Towards the Twenty-First Century, on which the
President may wish to lead discussion.

Two such topics have been identified:

1, "Living with a Sick Bear"™ ~- The Free World's economic
relations with the Soviet Bloc, the eccnomy of which
has proven to be systemically unable to keep pace with
the West.

2, Agriculture -- The shared burden among the Summit
nations of outmoded and expensive agricultural programs
that undermine efficiency and limit cpen worldwide
trading opportunities,

These topics are more fully discussed in the short papers
attached (Tabs A and B).

If the President indicates his interest in pursuing these
topics, the proposed follow-up would be one~hour briefing
sessions on each topic in which the President would meet
with outside experts in the relevant fields to obtain an
overview of the current debate on these subjects. These
meetings would be similar in format to the experte meeting
with the President prior to the Geneva Summit. Proposed
participants in the meeting are listed in the attached
papers (Tabs A and B).

LOOREETED R Tl
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The advantages of pursuing these two identified topics are
that they are both timely, of exceptional economic
importance and are important challenges to the Summit
nations as we approach the twenty-~first century.

Potential disadvantages to the Preeident raising these
issues in the Economic Summit are:

l. With respect to the "Sick Bear" topic, that some of
our Summit partners may respond that the President may be
suggesting another round of economic restrictions on the
Soviet Union. The President would have to make clear that
he merely wants to discuss a long-range strategy for
handling the economic problems of the Soviet Union.

2. With respect to the agriculture topic, that it may
evoke negative reaction based on domestic political
presgsures on the Summit partners, The President would need
to emphasisze the posgibilities for relieving a common
problem through goodwill and compromise,

RECOMMENDATION:

That you sign the attached memorandum to the President
(Tab I).

Approve Disapprove
Attachment
Tab I Memoc to President
Tab A "Living with a Sick Bear"®
Tab B Agriculture
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first session of the Summit on Monday, May 5, will not have
a formal agenda, but will be instead an opportunity for the
Summit Heads of State t¢ discuss issues that are of
importance to them.

The topics described above were two that were identified as
being of great economic¢ importance and which are related to
the overall Japanese theme for the Summit: Looking Towards
the Twenty-First Century.

If you approve of these topice as issues on which you may
wish to Tald discussion, we propose that a briefing session
be organized in which you will meet with outside experts
(similar to the meeting held with experts before the Geneva
Sunmit) .

Potential disadvantages to your raising these issues in the
Economic Sunmit are:

1, With respect to the "Sick Bear" topic, that some of
our Sumnit partners may respond that you may be suggesting
another round of economic restrictions on the Soviet Union.
You would have t0 make clear that you merely want to discuss
a long-range strategy for handling the economic problems of
the Soviet Union.

2. With respect to the agriculture topic, that it may
evoke negative reaction based on domesatic political
pressures on the Summit partners. You would need to
emphasize the possibilities for relieving a common problem
through goodwill and compromise,

Recommendations: .
OX No

That you read the attached papers describing
poseible topics on which you might lead
discussion at the Toky¢ Economic Summit.

That you indicate whether or not you are
interested in pursuing these topics as
matters for further preparation and

briefings,
Attachment
Tab A "Living with a Sick Bear"
Tab B Agriculture

Prepared by:
Stephen I. Danzansky
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Tokyo Summit >

Possible Discussion on Future of Soviet Economy

Issue

How do the Summit partners respond to an expected long-term
poor performance of the Soviet economy, i.e., How do we Live
with a Sick Bear?

Facts

o The immediate future for the Soviet economy looke bleak.
Additions to the labor force will be much smaller than in
the past decade, capital inputs are growing slowly and
capital productivity has been falling. The dramatic fall
in world oil prices will reduce sharply Moscow's hard
currency earnings,

o The Soviet Union will face greater problems in competing
militarily with the West as new technologies (e.g., SDI)
offer a promise of making obsolete much of the hardware
the Soviets have painfully built.

o] We can expect the Soviets to approach the West for large
scale economic benefits and advanced technology in an
attempt to revitalize their economy.

Possible Outcome

o Greater avareness among the Summit partners that the West
can pursue a more promising path to achieving an improve-
ment in our security. However, it will require a shared
appreciation with our allies of the long-run economic and
political situation in the USSR.

o In addition, if we are patient and treat Soviet economic
overtures cautiously we can take advantage of the poor
Soviet economic performance t¢ reduce their successesz in
the Third wWorld, diminish human rights abuses, and extend
cracks within eastern Europe.

Advantages

=] Bhould increase allied understanding that time is on our
side and that we must be patient., We need not make
disadvantageous decisions in such areas as arms controil.
We should only enter into significant areas of economic
cooperation with the Soviets if we can obtain concessions
in arezs of importance to the West.

Disadvantages

o Some Summit partners may suggest that we are seeking to
engage the Soviets in economic warfare and complain about

O TRESmY 2 Y
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our controls on exports of technelogy and equipment to the
Soviet Union. (This notion can be effectively countered).

Potential Outsgide Briefers

Briefing will be broken down into two sections (1) future
performance of the Soviet economy and, (2) our response,
Possible outside experts include:

Henry Rowen (Hoover)

Charles Wolf (Rand)

Vliadimixrx Bukovski (Stanford)

Gregory Grossman (Berkeley)

Vliadimir Tremmel (Duke)

Gertrude Schroeder {University of Vva.)

Note: This issue has recently been the subject of public
debate, See the attached two articles: “Living with a Sick
Bear," an op-ed piece by George Will that appeared in the
Washington Post, March 9, 1986, which comments on an article by
the same name by Henry Rowen of Stanford's Hoover Insatitute,
which appeared in the Winter 1986 issue of the National
Interest.
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‘Living With a Sick Bear’

MOSCOW—The acrid aroma
hanging over the Communist Party
congress was the old incense of the
communist church: burnt reputation.
Gorbachev trashed the reputation of
Brezhnev, as Brezhnev had done to
Khrushchev, who did unto Stalin . , .
world without end, amen.

In the aftermath of the dreary con-
gress, the trajectory of Gorbachev's
reputation in the world will be com-
pressed. The steepness of its decline
will mirror ita sharp but short rise
during his first year, Now the United
States must design a policy for the
opportunities and dangers to be posed
by the accelerating decline of the
Soviet Union in the Gorbachev era.

Gorbachev's historic role will be to
kill the illusion that makes him seem,
temporarily, more interesting than he
is. The illusion is that the Soviet sys-
tem is plastic to the will of the leader,
and that leaders come with diverse
wills. Actually, the leader is, inevita-
bly, an expression of the system that
molded him as he rose through it.
Problems blamed on the physiogno-
mies of decrepit leaders iare now
going to be seen as deriving from the

“The sensible way to respond to Soviet
decline is by hastening it.”

unchanging ideology that rationalizes
and makes primitive the self-replicat-
ing ruling class.

Gorbachev has turned a scowling
face toward the party-—~the only in-
strument for controlling the state—
and said simply: Control better. In-
deed, at the conclusion of his five-
hour speech to the congress he
praised “heightening the vanguard
role” of the party,

Gorbachev wants to achieve eco-
nomic rationality without an economic
market, and with a command econ-
omy. That is impossible. He de-
nounced industries that manufactured
goods “for warehouses,” meaning
without regard for consumer demand.
But consumer demand is irrelevant in
a state run by a party with the “van-
guard role” of pulling the benighted
peopie to their *'real” interest, which
is the convenience of the state. Admit

the principle of consumer sovereignty
and the seamless web of Soviet tyr-
anny would unravel.

Here, then, is the paralyzing para-
dox of Soviet society. It is supposed
to be a collectivist society ruled by
“science” rather than individualist in-
terests. Yet the interests of the indi-
viduals in the ruling class require the
pretense of a “science” of progrees
that is the basis of that class’s claim
to privileges.

It has been said that the problems
confronting the industrialized democ-
racies are solvable by policy changes,
whereas Soviet problems require sys-
temic changes. Nothing announced or
even foreshadowed at the congress
suggests such change. So the Soviet
crisis of congealment will continue,
and the Soviet Union will become
decreasingly suited to the madern
world.



Pat Moynihan says the delicate
U.S. task is “managing the decline”
of the Soviet Union. “For as they
come to sense they are doomed, they
must become ever more dangerous.”
Henry Rowan of the Hoover Institu-
tion, writing about “living with a sick
bear,” says the interest of the West is
in “letting the Soviet system decay.”

One reason Moynihan stresses
Soviet decline is to correct conserva-
tives “‘whose disposition is to angst:
the decline of the West, the rise of
the $8-18.” Rowan, a conservative,
stresses Soviet decline to counter the

- liberal agenda. He argues that Soviet
“economic sickness, as opposed to
negotiations on arms, is a much more
promising path to achieving an im-
provement in our security.”

The Soviet Union has passed the
apogee of its doomed attempt to keep
pace with the West, As the world be-
comes more complicated and rapidly
evolving, it requires of societies fluid-
ity, adaptability and other prodigies of
freedom. The Soviet Union will see
the gap between it and the democra-
cies widen~—if the democracies keep
their nerve and keep the pressure on.

One Soviet strategy will be the
combination of parasitism and cyni-
cism known as détente: more subsi-
dized trade with the West, more pur-
chases of techmology, more espio-
nage, more anesthetizing of Western
publics, The West may think, yet
again, that détente, which the Soviet
regime desires as an alternative to
systemic change, will stimulate such
change. Or, the West may offer
détente to assuage Soviet desperation
that could result in a Junge for su-
premacy through aggression.

The sensible way to respond to
Soviet decline is by hastening it.
Policy should be: no détente, and
more of the Reagan Doctrine of in-
creasing the cost of the Soviet empire
by supporting insurrections at the
margins of the empire (Afghanistan,
Nicaragua, Angola).

The Soviet Union is no longer (in
Churchili’s words) a riddle wrapped in
a mystery inside an enigma, It is con-
spicuously an invalid trapped in a bu-
reaucracy drunk on a 19th-century
fatlacy, Marxism. It is a system being
driven toward suffocation and anemia,
its deserved destinations.



Living with a Sick Bear

—Henry S. Rowen

ITH the coming % power of

Miduil Gortachev, the So-

vict Unikm hes what Jooks

like functioning, coatinuing mansgement for
the firt time in over 2 deeade. Thit pew
leadership faces formidable internal problems,
ones that have been neglected and bave wory-
lems sre 30 besic and intractable thar we should
expect impoctant initistives towsrds the West in
the next several years. Although, naturally, ene
cannot be confident of bow the pew regime
sssesyet it WTuation, what its priorities will be,
snd how it will proceed, a significant foreign
policy shift is Likely—although its timing is
uncerwsin. There is one central resson for ex-

pecting this to happen.

I

The dominemt motivstion be eco-
pomic. The mom sutharicstive source, the CIA,
ssys that GNP growth sveraged 1.5 percent
annually over the past dzcade. There is incvits-
bly some uncertainty about such estimates, and
there are reasons to believe that this number is

Henry S. Rowen is professor of public manage-
ment ot the Graduate School of Butiness and
senior resesrch fellow at the Hoover lnsaru-
vion, Stsnford University. He is former chau-
man of the Nations! Inteligence Council,
peesident of the RAND Corp.., sssistant di-
receor of the Buresu of the Budger, snd
depury assistant secretary of defense.
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probuhly the upper bound of performance. Ac-
tual growth owersll might have been less, per-
haps close w zere. For inmance, most emigres
Paul Gregory of the University of Houston (as
quoted in the Chicago Tribewe in December
1984), reporting on ¢ large scale survey of Sovicet
emigres, says thatt “Aboot 62 percent of the
emigres mid their standard of living had gone
down in recent years. About 7§ percent said
on imcentives, particolsrly & shortage of con-
sumer goods on which to spend their salaries ”
Although emigre testimony is widely dis-
countsd by Western scholars—and obviously
should be treated cautiously—there is & consen-
su3 smoog specialists on the Sowiet economy
thet thers was 1 marked sowdown in Sovict
pgowth after the mid-1970s. Sewersl factors
sean to be responsible: slower growth in invest-
ment and lebor inputs, declining producrivity of
capital and labor, the emergence of bottienecks
in the economy im the lste 1970¢, increasing
costs of rew materials, and the incressing diff-
culty of producing complex goods in 2 centrally
planned cconomy. There might also have been
2 dewerioration in the quality of waristics on
production as real performance worsened. sisa,
incressed mflation in the Soviet Unioa during
this period may not have been adequately re-
flected in Western output estimates. Bevond
measures of goods produced, the increasing
divergence between the controlled prices of
goods in seaze seores and market clearing values
(given the growing stock of money) has made it
increasingly difficult for people to acquire the

. -



goods that are available; there is an additional
loss of consumer welfare on this score. In sum,
wt need to take senously the possibility that the
Saviet Union has been closc to 2 no-growth
society in the last decade—at least per copita
snd in terms of people’s perceptions of their
own well-being.

Another way of assessing Soviet economic
performance is to observe that after closing part
of the enormous gap with the West that existed
in economic productivity during the 19505 and
1960s—1largely through = high level of savings
and investment—the gap stopped closing in the
mid-1970z. Looking shead, it is unclear whether
this gap in productivity will remsin roughly
constant (st ten to thirty years for mast non-
military sectors), grow wider, or resume the
process of closure on the West. A continued
widening is not out of the question, as the West
moves increasingly towards the peoduction of
mote comples goods snd services, ones which
pose incressing dificulties of production and
distribution for s wp-down command economy
of the Soviet type.

The munediate future looks bleak—al-
though failure to predict the near stagnation in
Soviet performance in the past decade should
induce modesty wmong forecasters, Nonethe-
less, additions to die labor foree will be much
snaller thas in the past decads, capital inputs
we growing slowly and capital productivity has
been falling, coergy and other rew material
costs arc riging, and the fall in the real worid oil
price is worsening Mowow's hard currency
caming capacity and, therefore, irs potential for
importing Western machinery. The CIA fore.
caxs 3 growth rate of 1.5 to 2.5 percent annu-
ally for the rest of the 1980x. This range may be
wo high and one should noe rule out the posss-
bility of declining per cupits cutput over the
next decade.

Tughr compesition with the
Unsted Statey

Despite is sustained and successful mili-
ary build-up, two developments in the military
competition witk the U.S. and other adversaries
must be worryimg the Soviet geners] staff: One
i the increase in U.S. wespon: procurement

since 1980 (although 1t must be taking snme
comfort lately frum the prospect of a levehing
off). The other 15 the steadily increased impor-
tance of technologes, especially those centering
on information processing and comumunication
{computers, stealth, precision wespons) in
which the Soviet Union is weak. The U.S.
Strategic Defense Initistive is o primary case in
point; it is the kind of Western military devel-
opment that most bothers the Sovier military—
because it promises to make obsolete much of
what the Soviets have painfully built, and in-
volves technologies that they have great diffi.
cuky developing.

The Soviet problem in competing militar-
ily with the West is compounded by the large
share of the Soviet security sector in the ocon-
omy: probebly over 20 percent of GNP. (This
share includes not only the cost of the military,
but also the cost of supporting Cuba, Vietnam,
sod other parts of its empire, sad the hidden
sod hard w estimete costs inficted by the
military sector on the noamilitary one.) Despite
this strain, there is 2 widely shared view among
Western specialists that Moscow will continue
to increase ity military spending throughout the
1980s & 3 rate of 2 v 3 percent per year. This
mey bappen, but if the Soviet econamy doesn't
grow much, the military sector can increase
only st the expense of conswmption. invest-
ment, or support of the overseas erpire. The
regime will probably protect the level of con-
suraption; this lezvey investroent and the mili-
tary to absorb shortfails.

A mew porty ideolagy—but 1within ¢
Stalinist ecomomic model

There is growing concern in the ruling clite
ton and worsened popular marsle. Viadimir
Shispentokh of Michigsn Stare University
hﬁm:mddoghshudwdopq
within the party that regards economic effi-
cimcy a3 the basie factor affecting aat only the
sandard of living bur also the international
position of the country. Peter Reddaway, of the
London Schoo! of Economics, in & recent issue
of the New Vord Review of Bosdt argues that many
people find the status quo “unacceprable,” one
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characterized by a mounting and intolerable
“lack of order™—corrupt, incffective, increas-
ingly burdened with social ills of many kinds.
He expects change—in the direction of reform
ruther than reaction—led by Gorbachev afier he
consolidates his power, &t te carliest next
Febrosry ot the Twenty-sevemb Party Con-
gress. He sees Garbachev as wmpted by re-
sricted forme of capitalism bt pov now ia a
position to risk making radicsl changes,

If Gorbachev is biding his time until he has
more power, he is concealing bis radical inten-
tions well. He mys (o Time magaxine's editors
snd others) that progress is %0 be made through
increased discipline end the sreagthening of
centralizetion in strategic areas of the economy;
he also ssys there is ™ be 3 broadening of
sutonoiny of enterprises sad the encouragement
of initigtive and enterprise. The themes of
increased labor discipline and sttacks on cormup-
ton were prominent in Andropov’s brief reige
and asre recelving fresh support under
Gorbachev. Am unprecedented campaigr
aguinst alcohol consumption is already under
way, These efforts may bave some effect, bt
there are good grovnds for skepticism as to how
long they will last given the irrationalities of the
economic system. As for decenualization, in
order for it o make » significant difference, the
power to hire, fire, and set priccs—amang other
economic decisions—would beve w0 be moved
far down in the symem aod & looser labor
market would have to be wlersted. In short, it
would requise movement wwards 3 market
symem, For instance, much good could be
sccomplished by legitimizing the socond econ-
omy snd sllowing it t expand. Soch steps in ¢
market direction can have » dramatic and rapid
cffect, a5 the rocent experience of Chins shows.
There has been discussion of such idess in the
Sovict press byt there i oo evident top-level
suppornt for ther—ao far,

The chairman has recently sntounced eco-
nomic goals for the next five year plan, and w
the year 2000, which are held to be free of the
“groundless fanmsies™ of past plans but which
call for 2 near doubling of nations! income by

2000 (implying s res! snnual average growth
rate of § percent) and an incresse of labor

Gorbachev v. Alcohol

peoductivity of 130 to 150 percent (implying
sround 6 percere snnual improvernent). This is
o be achicved through bener wechnology and
re-cquipping snd reorganiring cxistmg plants
and not expensive new projects. A Soviet Union
that allowed the markes much more scope could
very likely schieve such poak, but not the
present system. Either Gorbschev is & closer
quasi-capitalist, a3 Reddaway suggess, or these
goals will rurn ow tw be like Khrushchey's
“fantasies.”

Whst is particulurly striking sbout
Gorbachev's line is the virtual sbsenee of mas-
sures that would produce economically mean-
ingful “sutonomy” of enterprises. The Freneh
historian Miche! Heller observes that
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Gorbachev's formulatinns are remarkably like
those of Sralin in 1931=32: Stalin is cited as the
ereator of the relevant economic model for the
Sovict Union today. There is no place for the
workings of the market in that model. And,
dexpite contrary indications, if Gorbechev tries
te move in this direction, the resistive forces in
the party apparatus will be powerful. In shost,
more than poficy changes are needed; nustem
changes are needed, and these now look un-
likaly. Instead. the new team in Moscow appat-
extly will ry policy tinkering and, if that is all
it does, it will discover over time that things
heve not gotten better, The tinkering may even
worsen them.

Sooner or later other approsches will be
neaded. The only truly efiective one, snd one
sach 2 regime will be most refuctant to try, is to

Otlier aims: some cuen more prassing

Although inproving on poof ceonosaic per-
formance is the besic problem bis regiene faces,
Garbechev har & more urgent persocal amm:
tus and government organs. He will also be
working on making sure that Eastern Enrope
military modernization and endesvoring to pue-
sus gsing—and limit losses—in the Third
World. He is siready fast off the stanting line
with & major nuclear arms control proposal.
Although opersting from & position of mcress-
Ing relative economic weaknoss, Gorbachev is
also operating from 3 position of current mili-
wry strength, and there is good reason to be-
will be pursoed: the use of s grex milicary
power to maintsin coatrol over the country and
the East European sector of the empire, the
daminence of peripheral arcas, the build-wp of
nuclear forces us s background element in the
overall cotrelation of forces, and the support of
friends sround the world where such support
can be provided at no grest com oc risk,
Gorbachev's relatve youth, vigor, and spparent
competence #re 3 plus, bot the stagnant saate of
the Soviet aconomy is likely to be an increasing
drag.

The question needs 1o be asked whether 3
situation of eurrent relative strength and likels
future weakness could produce a Politburo de-
cision o strike a decisive blow against the West,
There is no basis for believing that & would risk
nuclear war, or any major war for that matter.
But it might take more chances than in the past
in exploiting opportunities to extend its power
in circumstances that promise to produce 3
major stravegic gain. Among the potentialities, a
move against lran and the ol resources of the
Persian Gulf, if an opening presents itself or can
be created, seems the most imporant contin-
gercy sgainst which to guard.

Turning Eantern Exrwpe inte & source
of belp

During the 1970s the Soviet Union subsi-
dized the economics of Eastern Europe mainly
by underpricing the ol that k shipped to them.
There is controversy about the magnicude of the
net transfer iovolved, bue there is wide agree-
ment thet ik was positive. Despite this subsidy,
the econonic performance of Eastern Europe
deteriorsted badly after the late 1970s. This
help has been & price paid by Moscow to hold
down the probability of political instebility in
the area,

The new mansgement in Moscow may
have a different view. A June 21, 1985 article in
Pravds, widely taken in Esstern Europe to be an
important policy signal, said that “s widening of
the private sector is frsught with serious eco-
nomic, social and ideological consequences.”
Instead. whst is needed is s “qualitatively new
level of economic integration” within the Soviet
bloc. Other chanoels have been icati
the same message to the East Evropeans. This
position not oaly bodes il for the East Europesn
econosnins, it reinforces other signs of no mar-
kettype reforms withie the Soviet Union itself.

This positior Foplies nv or reduced subsi-
dies on the pricing of off and gae 2nd increased
shipments of relstively sdvanced machinery to
the Soviet Union from Eastern Ewrope, instead
of their export to the West. A majoe shift in the
terms of wade would be a serious blow to the
Eant European economies, which even now are
struggling to meet ther delivery requirements

Liveng cith « Sk Bear, I



to the Soviet Uniion, to genetate current account
surpluses with the West in order to service their
debts, and to meet consumption levels essential
for political stability at home. The vetoing of
greater use of the market would deny the East
Exropesns the only peth out of their economic
stagnation. There is evidence of differing views
on these matiers in Moscow, and the Prauds
article ling is nnlikely w be the lase word. But if
Moscow adopes & Stalinist line, this can only
produce a further worsening of economic coo-
ditions and increase the likelihood of political
curmodl. Over the longer nm, there i oo res!
oconaxnic relief for Moscow in such s policy.

It
Tbe search for reduced pressure—and belp—
adversaries

In this situstion & scems likely that the
main line of policy will be to seck refief and even
help from the West in the near wwem, while sdll
pursuing the long term goal of rying to do the
West in. Such s line should not surprise us; it is
essentially the sarly 1970s deteate formuls 2
scen from the Soviet gide. It wocked for o while
then, for ressans that had much o do with the
weakened American condition caused by Viet.
nam and Watergare, and Richard Nizon's vision
of bow w deal with the Sovicts. Akhough
diecumstances arc jess frvorsble now, no mare
saractive schems it lkely o be perceived in
Moscow.

Sovict leaders see the democraric West a3 4
pamanent fos—fortunstely, one thet i far
from unified on ks policics wwards Maoscow,
but unfortunstely, one that is stronger techni.
cally snd economically. They must be powsr.
fully atrracsed to 8 strategy secking the weaken-
ing of U.S. defense efforts, the further political
division of the Wes, and the acquisition of
Western technology and capital.

Signs of such an effort are mukiplying.
Soviet officials are dangling increased business
opportunitics before Europeans and Amenicans;
there are approaches to the Amenican Jewish
community and to lsrasl; there are rumons of
gnpending replacement of the oficials respon-
sible for the especially hard-nosed Moscow line

- omt

towards Japan; and an agreement for increased
trade with Ching has been announced.

Most immediatety important, both ro st
the stage for other initiatives and for ity poten-
tial direct milicary benefits, is the smbitious line
Moscow is tsking on muclear srms control.
Reduced military competition from the U.S.
will continue w0 be sought viz the arms costral
process. An important purpost iz to free the
regime from the burden of having to make even
greater miliory investments than it has made in
the past two decades, many of which i now sees
s threstenod with obsolescence by advencing
Westetn military technologies. In addition w
killing the U.S. Strategic Defense Initistive,
cuts are sought o U.S. offensive missile peo-
grams (c.g. the INF deployment in Europe, the
MX and Midgeaman ICBMs, the Tridem 11,
the Steaith bomber). The Sovier proposa!

liric “mucloar charges”™ to 6,000 on esch side,

slong with its proposs! 1o ban new rypes of arms
after 4 certain date, fits such a sracegy.

The Soviet military seems to recognize the
importance of moving more rapidly to incorpo-
rate what In the West are called “emerging
vechnologies,” for the most part ones based on
tlectronics. How is this to be done given Soviet
backwardoess! Some designs. products, and
production squipment arc bought or stoles in
the West, but msny more sre needed. It scems
likely that the Soviet miliary is an importent
woice Jobbying for the import of more squip-
ment and technology from the West, both to
srengthen the mdustrial bese and o get more
mhmiogyﬁrkmd:udymwy

Mmymnh:a&monbohngfor
military cun analogous w those Khrushchey
made. If such a faction exists, &t probably won't
pet very far given the ceatrality of miliary
power to the regime and the imporant role in
Sovier docrrine of having dominance in bork
nuclear and conventional forces. But the regime
surely is trying to avoid having to spend signif-
xantly more toney oo the military.

For these reasons, beip will be sought from
severa) sources, ewpacially Western Europe, and
within Europe especisily from the Federal Re-
public of Germany. Moscow will seck rechnol-
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ogyv. xnnt projects that brng capial equipment.
and subsidized loans. It will also try to get these
from the U.5. and Japan, but with lower ex-
pectstions of success.

Objections to dependence on the West

The Soviet Union's economic policies have
slways been sutarkic: heavy involvement with
the capinalix world has always imphed vulner-
ability. Gorbachev has said that the regime will
lose its ;.suﬁcamnif among othet things, it

East Europesns got into hesvy debe with the
Wast iny the 1970z, the Soviet Union did not. Its
bard currency debt (aet of its foreign assers) is
only around $10 billion, while ks bard currensy
exports are around $30 billion a year. (Wharon
Econometric Fi jng estimates that the So-
vics have $35 billiou: in ootsamnding losas w
LDCs. k isa't clear how much of this amoant
could actoally be collected, though.) It probably
could borrow another $25 billion or so from
Western benks before they resch their iimir
(slthough & weskened debt service capacity
steaming from s decling in the price of ol
would temper the baskers’ emthusiasm). Bt
with enongh Western government guarantees
there would be practically no linit w what
could be Jent.

Despite 2 preference for autarky, there has
pions. Most striking has been the Soviet
Unlon’s growing—sand practically unavoid-

ence on Western grain supplies.
Visdimir Treml of Duke University bay est-
mated sn oversll growth of dependence
imports (freen all sources incioding Eastemn
Europe) from 8 peccetk of national incoeoe in
1960 to 20 percent in 1980 (inessured in domes-
tic ruble prices). A recent Soviet staternent by
V. Scitsovskii hes. revealed that the share of
imports in weal investment in machinery rose
35 percent in the carly 1980s by comparison
with 15 percent a decade arlier. Despite this
growth—or in part because of it—there is s
powerful lobby in the Soviet Union opposed w
dependence on imports of Westerr. equipment.
The sate of the domestic economy being what

it is, the adveates of non-dependence on the
West are likely to lose more ground in the
internal debates, but they will be continuing
cautionary voces on the perils of excestive
dependence on the West, The result is likely to
be s mixed srategy. one that includes internal
tnkering, increases in equipment imports from
Eastern Europe, plus an approach to the West
for rechnology and equipment.

Whar does Mascoro beve to offer?

The natural level of trade between the
Soviet Union and the West is low. Raw mate-
tisls, snd wespons, make up most of what the
Soviets have w affer the rest of the world. Iis
manufectured gaods are too low in quality tw be
of mterest outside the less developed world. As
for raw materials, these have been intensively
developed 20d sold In the West Bux these
of the world, and declining prices in the 1980¢
bave pready redeced the value of these Soviet
aseets, Probably the only commodicy not fully

exploited in the Westers, (in this case European}

markes is Siberian natural gus; worties about
security of supply Emic European purchases. In
short, slthough there is mooey to be made by
some Western basinesses on partcular deals,
Moscow does not have s great deal in hand
economically with which to wmpt Western
governments. it bas other assets of value, how-
ever: military Sorces snd programs; venitures in
the Third World; Jews and other minorities and
policical dissidents; and conwrol over Eastem
Europe.

Jus military programs are at the core of the
regitoe’s power in the world. The impressive
incresses i Soviet powsr, botk conventional
and nuciear, md the growing resch of this

power are & well known mory. Europe, Japan,
Southwest Asia, snd Ching are directly thren-

" mned. Overarching it the enormons incresse i

Soviet muciext power.

Arm control treaties and sgreements have
fsiled to contain the relative growth of Soviet
military power. The method that was highly
ruccessful i SALT surely commends itself to
Gorbacher for the future. Through SALT I,
Muascow in 1972 succeaded in killing the nascent
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U.S. ABM program while preserving the core
of its own program (the Moscow ABM system
plus an ambitious research and development
program), snd reinforced the existing American
disposition not to invest besvily in offensive
forces even as the Soviet Unioo gremly ex.
panded s own offensive investments. This
uTangement ran into serious trouble after the
fste 19705 end is ir need of refurbishment.
Gorbachev's recent for drastic cuts in
offensive forces and an end to the U.S, Scrategic
Defense Initisdve is a bald attempt to bring
back the old SALT.-deteote regimne,

This move is well manched w Wosern
public sascepeibilities; it is & good example of
how w plsy 3 not-very-strong hand baldly, We
are not sceing Gorbechev caming bat in hand
looking for relief from the military competition,
and we will not. Instead, playing from near
term strength (and perhaps hidden fear of long
term weakness) we shoald expect 8 bold stance
on the msin fronts, threats of an cven grester
srms build-up, or more activities in the Third
World (for instance aginst Pakistan). The mes-
sge is that the ncw management is able to make
things tougher for the West—bur is willing o
be more fiexible. Bur although the Soviets can
expand selected military programs, they are in
an increasingly poor position to compete with
the West on & broad military frooc.

The major target of this cwmnpeigs: will be
Wesern Europe and, especially, the Federal
Republic of Germany. Moscorw sees a strength-
ened Eure-detents o5 lkely 0 yield not only
substantial economic benefits but sk o reduced
NATO military effort snd s further widening
of differences berween Europe snd the U.S.
Aithough the Soviers will not conscously eo-
danger their bold on Eastern Europe, thay are
likely w soften their position on MBFR and in
the Euro-missile negotiations.

Jspan is & more difficult case. The potential
has long existed for 8 large Japancee contribu-
tion to the economic development of the Soviet
Union, especially Siberia, but guning these
benefits would require s marked shift in
Moscow's line toward Japan, snd especially &
Sovier change on the four northem islands. A
visible reduction in forces there would soften

0 o

the Japanese, but a real breakthrough requires
the retum of these islands to Japan, an unlikely
Soviet mave given arguments by the milicary
abourt their value and worries sbout the prece-
dest for Chinese territocial claims. The new
management will be tempred, but is unlikely to
decide that Japan's economic contribution
would be worth ther price.

An sccommodation of sors with China
miglt be soughe. It would not yield impornt
economic benefics, but it might make possible
reduced spending on Sovier forces on the Chi-
nese frooticr. This, onc of the tree principal
concessivns songht from the Sovies Union by
Chima (alowg with Soviet concessions on Af-
ghanistan snd Viernam), is probably the last
difficuk one oo which Moscow could make 2
modes: change.

On the second asset, its veatures in the
Third World, Mascow might dangle sugpes-
tions that its suppart for Nicarsgus is negotiable
if linked to the ending of U.S. suppart for the
Afghan resistance, or that something might be
dooe in Africe or other pisces of margimal
interest w0 it. On balance, the record suggestt
thar po basic concessions will be made on the
Soviet periphery (e.g. Afghanistan) and that the
regime will not easily be discouraged from
continning to try for guins in the Third Warld
whenever these seem pogsible at 8o grest cost or
risk Achicvernents in this latter arcos bave
been ooe of the chief sccomplishments of the
Sovicts in modern times, snd they will not
eatily be dislodged from secking further gains if
they cam be gorten on the chesp.

With respect to internal hostages, and the
policien! dissidenas, the condition of the Jews
has worsened; emigration has been reduced,
and the Jewish refuseniks are under ateack. les
feelers to the U.S. Jewish community, and the
hint of renewed relstions with lesel, suggest
the potential of an increase in Jewish emigrs-
ton—im eschange for lareeli acceprance of
greater Soviet rale in the Middle East, and as s
way of reducing American objections 10 eco-
nomic help to the Soviet Union. The reduction
of these sbuses would be pert of the sage-
serving for a wider detente, and a bugher leve! of
crigratioe would in all likelihood be 3 compo-
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nent of a deal, as they see it.

In contrast. we should expect no casing of
the repression of political dissidents. On the
contrary, everything points to s continuation of
their systematic suppression.

lts control over Eastern Evrope—s position
{rom which it also poses 2 peofound threst w
Western Europe—is a fourth asset, one of great
interest and concern to Western Evrope and the
United States. However, the maintenance of
this control is seen a5 30 essential to the sccurity
of the Soviet Undon and even to the regime's
control gver the Soviet Union that it is not an
usset to be considered m negocistions. Put dif-
ferently, if the regime is eventually willing w
enter into discussions that bear oo the status of
the region, its view of its own future o tha
point would indeed be bleak.

Economiic benefiss Masonw mighe seek

What Mastow s is the wholesale reduc-
tion of central cnetrol over ity sconomic sysum.
Whet ik will probebly meh—overcoming the
objections of the economic chauvinists—is tech-
nology, especially. and Western capital equip-
ment (with embodied technology). Moscow will
suggest, mainly to Germany and other coun-
tries of Western Europe, so array of projects in
electronics, robotics, computert, encrgy, Uans-
portstion, genetic engineeting, etc. Many of
these technologies will, of course, have impor
will be on concessional verms. The Soviet
Union: will offer to pay the West beck with some
of the outputs, with nw msterials—its main
economic asset—and with modest military and
huznan rights concessions if preased.

The Soviet: will be prepared to strengtben
s Euro-deunte, offering benefits both tangible
(e.g. export business and emigration of Ger.
mans from the Sovict Union snd the GDR) snd
ineangible (e.g. bolstering Moscow's “stake” in
good relstions with Westorn Europe). Moscow
wil caleuiste tha: the West Europeans, in their
be strongly tempted w deal for both economic
snd political ressons; cerninly companies that
over, the West European governments are ac-

customed to mercantilist subsidics on foreign
trade. and the subsidizng of communist coun-
Wics is an established practice. (Daniel Kohier
of the Rand Corporation estimates that in 1981
alone total subsidies to the communist world by
the OECD countries came to $2 billion. Much
of this came from Wextern Europe.) Moscow
will try, of course, te change its general political
line as litthe as possible, but some softening of its
political assault on Western Europe in the last
several years is to be expected. It will be
warmly received

i

Whet should the West's pesition be?

An angry besr is an especially dangerous
creacure, bur what we are faced with now,
Charles Wolf of the Rand Corporation puts it, is
u sick bear. The repacation of Sovies leaders for
prodence sad camtion is well deserved and the
new messgement looks Eie it will maintain it. If
the West con make foreign military moves dan-
gerous, Gorbacher's regime will be reluctant ro
engige in them. Ahthough there will continue to
be 3 strong peeference o avoid direct conflict
with the West. the cavest expressed sbove
concerning the possibility of greater risk-taking
in the Third World bears repedition.

Without outside succor the Soviet economy
will remain backward relstve to the oarket
sconomids (even the not-so-vigorvas ones of
Western Europel and will probably weaken
relatively. It will weaken dramatically vis-a-vis
China if that country remains on its present
course. Such an evolotion would have severl
patitive consecqquences for us. The last decade
bas siready seco a siowdown in the growth rate
of Soviet milieary investroent, snd the chances
sre good for a forther diminution in this rate io
the next decade.

The other, poteatially ever more impor-
tant consequence is an cvenwual Joosening up of
central control of the economy. Such loosening
would inevitably entail-—sooner or later—the
relaxation of political controls and constreints
on the authority of the oligarchs in Moscow.
This i the key reason for their resivance to©
such 1 change. Woesened sconomic conditions
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might also lead to more laticude for East Euro-
pean governiments, in order to prevent politics]
outbursts there.

Economic sickness. as opposed 0 negotia-
tioas 00 arTDs, is & much mare promising path ro
achieving a0 improvement in our security. We
clearly haven't obained gains in the past vis the
nuclesr arms contral foute, and there is lisde
reasce to belicve chae this process will do much
betaer for us in the furare. (For instence, the
MBFR ncgotiation has the principal effect of
legictmizing the Soviet miliary presence in
Esstern Europe.) So, srgusbly, the right posi-
tom for the Wem & mo trancher
beyoud that inevieahly smacised wich the pre-
senx low level of Eapt- Wes trade, no long terms
loans, and no subsidies. There is no resson to
expest an early payof from such = stunce, but
the longer term prospecss are good. Thers was
much sows.ranted optimise st the beginning
of the cold war abous the sbilicy of the Soriets
to sty the course. Although they no doube have
the eapacity to struggle slong, and there is lirde
reason 1o expect that the regime will lose contral
as 5 resolk of these dificubtics in the next
decade, we bave 8 mmch bester besis for opti-
misz dzy than at sny time sinc. the lare
1940s. Our principal competitor's strength is
likely to erode visibly. Left to itself, the sick
bear’s conditior: will worsen,

There is, of course, aa sicrnative view, For
exsmple, Peter Reddsway holds that we should
Ty to srengthen the position of the reformers,
the dissenters, the cioset liberals (among whon
he counts Gortwchev). These groupe arc op-
posed by the neo-Sealinises, members of the
womenbisturs who feel threasencd, and others
who believe that the old ways are the best ways,
The reformers and their putstive allies, the
dissidents, neod support spaingt the forces of
reaction, and the West should belp them
through 2 willingness w implemen: further
s contro! messurer and economic “emse-
ment"—but the Wast should aiso exert pressure
on the regime on behalf of the dissidents.

The trouble with this argument is thar we
have bees told before about the “gond guys™ in
the Kremlin who need Western suppore, only to
find thet they were largely s figment in the

minds of hopeful Westerners. Although chere is

much to be mid for trying to help oppressed
people——and this could have 3 srategic payoff to
the West in time—the evidence is much too
tenuout to support the position that the new
regime i8 rips for 8 major Bberalization and chat
the West can do moch o help bring it about.

Suppose the Westers froms doesn't bold?

A Europesn might ssy of this sanalysis that
it reflects Americas interests, but not European
oncs. The Europesn interest, it is oftem beld,
bies in developing closer relstions with the Eagt
independently of whet beppens between the
Soviet Union and the rest of the world, inchud-
ing the United States. A not especially sympe-
thetic way to describe the Earopean position i
that the Enropeans want the benefit of protec-
tion from the United Ststes while reinsuring
with ¢ more powsrful Soviet Uniom. The up-
shot i thet che Unived Seamee besrz the heavy
costs both of helping w defend Europe ewd of
competing with the Soviets elsewhere in the
world.
An American view—or at least this Amer-
ican's view—is that the divergence of interest is
not nearly o grest as is often represented, that
Western Europe and the United States are
really in the same boat. If there is & difference,
the fact that Wostern Europe is noticeably more
cxposed to Soviet power than the United Seates
#s gives the Egropmns an even stronger interest
in the decline of Soviet power,

Nonetheless, suppose that the Sovier are

. correct ia the judpmenz thet te Wost Europe-

ang, and among them particularly the Gervnans,
will deal. There is inherent in this sirustion the
Western alliance, itself sn smpormant goa! for

. Moscow

Given the view expressed above on the
resuls of letting the bear faker, but recognizing
that this sim im't Lkely o be fully shared in
Europe, what then might Amenican poals be?
An arguable position would be to minimize the
help given to Moscow snd to extract meaningfu!
benefits for the Wee in exchange for whatever
relief Moscow ges,

The West's assets are, of course, liabilities
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s perceved in Moscow, given that regime’s
nearly zero-sum- game view of the competition.

Ihgh on the list 15 the U.S. military capacity—
and its potential for growth and technological
change. Our increasing tes with Chins must
slso be 3 worry. Our economic strength is an
sttraction, but the Europeant and Japanese are
wellendowed in almost all of what the Soviers
need by way of technology and capital equip-
ment. Despite this fact, the U.S. must be seen
03 the central party with which te deal. Aside
from the direct benefis we might produce,
things will go much more easily with the ochers
if the U.S. kgitimizes increased dealing with
Moscow. We obvicusly do not have veto power
over the help our allies give to Moscow, bur we
do have some influence.

If there is dealing, whar wonld be wscful

to pet? ’
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is vensios with our affies—similsr to the tension

over the Siberian gas pipeline desl—and 2 Jot of

Wastern help to the siling Soviet system, This

prospect suggests that we should pursue seversl

wims:

=Develop a shared sppeeciation an the imer-
oal economic and political situstion of the
Soviet Union and the moves it might make,

—Try to win scceprance for 8 tougher line on
the credit-watthiness of the Soviet Union,
s worsening of Soviet debt service capac-
ity. For instance, bank regulations should
be changed to refiect adequately the risks
involved o lending to the Eest.

—Discuss various strategic goals thet the Wex
might seek and what they would be
worth—and to whom, There will probably
be oo sgreemnent possible oo these gouls, buc
there mighe be s rocasure of clarity reached
oo thaee before we get embrolled i specific
controversigl cases.

discuseed above: its milivary posture, its Third

Warld coterpeises, ity busan rights sbuses, and

Eastern Entop:.
The most important of these assets, its

military strength. has been the object of nego-
nations for over fifteen vears. It should be clear
after much experence that no fundamental re-
duction in the Soviet nuclear chreat ro the Wemt
is likely to be achicved by such negotiations. To
the extent that negatiations have beeri based on
the concept of assuring mutual destruction of
our respective societies, the efforss have been
conceprually perverse. Moreover, the Soviets
are violsting both the spirk and the letter of
these agreements. They have learned that these
negotiations are 3 vseful way to bolster apposi-
tion w U.S. programs they didike (c.g., the
Safeguard ancimissile system in the carly 1970s
and the Sostegic Defense Initiative today) and
to cresze divisions within the Wes (e.g.. on the
constraints on themselves. Useful understand-
ings have been reached in limited arcas (such &
nacrow arcas of scoord might emerpe, but there
s lieche profit to be had, overall, in pursuing this
hine,

Theae may be more profit in focusing on
Soviet genersl purpose forces. After all, it is the
Soviet ground, air, end naval forces that pose
the grestest danger 1o Europe and other of ooe
sllies. Significant reductions in thes forces, or
their relocation, coold make an important con-
tibution to Western security—but not through
“balanced” reductions with the West (a3 in the
negotistions for Mutusl, Belanced Foree Reduc-
tions—~MBFR—in Eurcpe}. Western Europe
needs “unbalsnced” foree reductions.

Of course, it will be said thar because the
Sovies will, sbove all, try to presetve their
miliaey joriky wversus Western Euvrope,
soch an effort wonkd fall. Bat that is bardly an
sdequete reason for not staking out 8 position
focumd on the mos pertinen: element of So-
viet power, those that have oxuch more bearing
on events that might actually happen in the real
wixld than the possbility of nuciesr war does.

A second possibilicy is to seet changes in
Soviet sctivities in the Third Worid. Much of
what the Soviet Union does there does nor have
high stretegic importance w the Soviets, but
these ventures sre cermainly useful in distracting
the Americans; they mus< siso provide decp

Lrcng with a Suck Byor. . 23
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satisfaction to the rukrs of the last great world
empire, which has come 2 long way in less than
scventy years. Now they get to play on the
world scenc in 3 way that must be gratifying,
particularly by comparison with the limited
satisfactions of dealing with problesms of drunk-
enness in the factaries or how to handle the
i Poles.

From the Americss standpoint, & s not
dificuk o draw up s It of places from which
we would like to see the Sovies draw back.
High on such 1 list would be Cuba: for instance,
genting Cubsn troops back bome and Sovier
forces out of Cabs {deee mctifying the flaw in
the desl oa the removel of the mrimsile: &= 1962).
Oue's imaginarion cm roam to other regions.
Vague “tinkage” slong these bines failed in the
1970s detente, and we mught try harder again.
However, given the Sovict keadership's notions
sbout the preropatives of a great power, the
prospects for success are ot good. Mareover,
Gorbachey might decide o initiste this game
himself, The most obviorns ploy for bim is »
“spheres of influence” proposal, conceding U.S.
dominence in Central Americs in exchenge for
Soviet dominsnce in Afghapistan—and in
Southwest Asis 22 = whole. Neither oo straregic
nor mora! grounds should such a trade be
considered.

Under the third cutegory, sbaternent of its
bomen rights abuses, Sovier viclations are inte-
gral to the probierss we bave wikh the Soviet
system. Much of the time we put this funds-
mental facsor aside in arder %o deal with others,
such es the control of sackar srms. In contres,
srgaebly the major and perhaps oaly concrese
payolf froe the 1970 deterte was 3 substantial
flow of Jews, ethnic Germans, and other minor-
ities one of the country.

The case for giving buman rights & high
priocity hes much roore 1= be said for it thar
those disposed tc think onmly iz msrrow
realpolitik terms might restox. (This is » srong
point in the Reddawsy pasition.) The Grear
Russians 0o longer make up 2 majority of the
populstion, and many groups are aliensted: the
Bshic peoples, the Western Ukrainians, mos of
the Mosicm peoples, the Jews, e cthaic Ger-
mans, many Armenisns, smong others. As for

the East Evropeans, it hardly needs to be caid
that they overwhelmingly reject the Soviet sys-
tem. The political dissidents’ abjective is to
kave & more just sociery. This & why dw
Helsinki Accoeds are pocentially important, de-
spitt the symematic violation of the Sowict
commitments in Beshet TII. They commit the
Soviet Union 1 the granting of rights which, if
granted, would ondermine and conetrais the
Soviet syseem. That is why Moscow doesn't
comply and why their pursuit by us is impor-
tark. The mare that the regime m Moscow is
forcad to meke concrmsions or these invernal
meteers, the more this reimforees the belief by
those paoples who resix Moscow’s dominatioe
that Sovier power is not unkenited and that the
West can force & to make enncessions at bome.
Adminedly, one shouldn’t go too fac with this
argument, Soviet control is firm, and the regime
will do aothing (a1 Jesst comsciously) w oader-
mine it. But the regime & iz trouble and & has
made internal concessions in the pax.

So, on this view, if we do get caughr up in
8 negotisting process, we should put specific
messures reisted w boman rights high on our
list of simy—inciuding the ending of repression
of dissidentn, improved sccess by the Soviet
peopler to Western media, and the righes of all
people to emigrate (D only Jews, Armenians,
and ethoxx Germam), We should also seck
sitailer meps in Esstern Exwope.

We nead to think ereatively shout demands
thet might be made wnder this heading. For
mstance, we should svoid & siteation je which
we, in effect, pay ransom per head for emigres.
This is whae the Wem Gerroans do with Esst
Germany. It has little moral effecy, 0o funds-
menta! impact on the system. Whet we should
do it oy w crea 3 process by which Soviet

_ citizens soquire nights to emigrate and righes

the expression of independent views. That is,
we should be a2 least a5 merrested in creating
mternal dynamic changes ss i the head count
of people lesving. Only through such internal
changes can the authority of the oligarchs in
Moscow eventually be limied.

Regarding the fourth area of passible con-
cessions, the Eax European pert of the Soviet
empire, the main goal should be o seek
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relavation nf Sovier control aver these sncicties.
Miltary reduction by the non-Soviet Warsaw
Pact might be sought, as well as Soviet force
reductions. Again, Sovict nervousness about
the stability of these regimes snd the threat of
loes of its control will set limits to Moscow's
contessions,

Although in principle there is 2 combina-
tion of reduced arms, pullback in the Third
World, human rights changes, and reductions
in Soviet control over Eastern Europe that
might wamant major coneessions by the West,
concessions that would be significant in srasgpic
terms sre nok very kikely w be obtained. Per-
haps something troly significant will be possible
in five to teo years or 30 i intoroal conditions
worses, 8 possibility that should be alive in our
thinking.

Ouwr expericnce with SALT, detente, and’
the Helsinki agreements should make os keenly
guwre thar the odds are substantal that agree-
menis will be violsted. The difficulties we
would then face sre illumrated by current do-
mestic pressures for s o continue obeerving
SALT Il even as the Soviets depart from . We
obviously need to be sble to change course as
the Soviets renege on dheir side of bargaias. But
in addition to the predictable arguments thar we
musm't do anything that would heighten ten-
sions, there would be private intsrests with a
continuing stake in Soviet projects (as in the
Siberian gus pipeline case). Europesn govern-
ments would, predicably, be less concerned
about Soviet vislations then the U.S., and most
of the increesed basiness sctivities would in-
volve Europess and perhape Jopanese foms.

There is 0o good sokution o this- problem.
Howerer, the more tangible the Soviet cooces-
sions, the tighter the link to explick U.S. and
Western benefits, the grezter the likelihood thar
we, ot Jeast, would rexc: w violations. And st »
minamum, any dea! we cnter should oot be
accompanied by the usual paesn: to the schieve-
ment of 3 fundamentally changed world order.

How: sbould the West proceed?

In short, even allowing for peroeived dif-
ferences in interest among Western nations,
arguably the collective interest of the West lies
in letting the Soviet system decay. This will
force it m Gme to move towards an econotm-
cally and therefore a politically decentralized
system. Such a system will have more con-
straints on its behavior, If we do—contrary to
this advice—get caught up in s broad negotiae-
ing process, mamly because the West Europe-
srs will sce things differencly, probebly the
least promising objective is a reduction in Soviet
nuclesr forces and the most promising is action
oo hemes rights issoes and on Easters: Europe.
Not surpeisingly, the negotishility of these aims
is likely to be in inverse order o their worth o
us & is pot dificuk w imagine 3 (mosdy
commetic} nocles? wms actord, stame mInOC
concegsion: o& Afghacdistar, or Nicersgus, and
the emigrstioc of & few more jews than have
been ler out lsrely. Such a package would do
essentially nothing w change the nature of the
struggle berween the Soviet Unioo and the
Wes, while porhaps giving enough economic
relief w Moscow to help keep it from scaling
back ite military programs snd to help delay
fundamental internal changes.

Fortonately, externs help within the
bounds of what—pessimistically—might rake
place won't do much to help such an irratonsl
economic system. This is not as argument for
indiffercnoe, because even small increments of
outside support might enable that systern o
contiooe it wiys that are dangerons to our
bealrh, Buz it should be some comort that ever
the foolish, coorced, and vema! capitalists prob-
sbly won't be sbic to sve that system.

George Kennan, ie: 1947, supposed thar ¢
Western policy of cottainment would, within
ten or fifteen years, promote tendencies to
moderste or break up Soviet power. The weak-
ncsses he discerned wers its economic  back-
wardness, the disillusion and exhsustion of its
people, the uncertsinties associated with the
transfer of power from Stalin, and the inevitable
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emergence of strains within the party structure.

This analysis shares some elements with
the Kennsa position of 1947, especially on
Soviet economic weakness. The Soviets man-
aged the traasition from Sealin and have soc-
ceeded well beyond Kennan's forecasted period.
This analysis docs not make 3 Grm prediction

sbout “the break-up or the gradual mellowing of
Soviet power.” There is good reason to believe
that the Soviet system will be in place ten or
fifecen years from now; there i aleo s good
chance that i will be relatively weaker and there
is a possibility thet it will have "mellowed. " But
&t would be s scrious mistake to count on this.
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Tokyo Summit

Possible Discussion on Agricultural Policies

Issue

How could the Summit partners continue to meet their basic
agricultural objectives at a reasonable budget cost without
undue disruption of world markets?

General Backqground and Approach

In all our countries, although farmers are a small fraction
of the voting populatiorn, they have an enormous effect on
policies and hudgets. More than almost any other sector, we
regulate, control, direct, and subsidige agriculture, at a
growing, painfully burdensome budget cost. Our programes
alsc have huge hidden costs to our consumers, disrupt world
trade and production patterns, and are a constant and
growing source of friction among us. It might be worthwhile
to speculate a little on the underlying fundamental values,
in social and cultural terms, and not just the narrowly
political and economic., This might lead us to search for
ways to serve these fundamental valueg, relating to the
romance and the admiration we feel toward rural people, that
are less costly to society as a whole and less digruptive of
production and trade.

Facte

- The agricultural objectives of the Summit partners
have been adequate farm incomes and (in Europe)
approximate gself-sufficiency in food production.

~= The cost: Europe, $14 billion per year; the U.S.,
§18 billion per year; Japan, less but similar;
large additional off-budget and consumer costs in
summit countries,

— Japanese and Buropean consumers pay inflated
prices for local apples, beef, etc. due to trade
barriers; U.S. consumers pay three times the world
price for sugar due to import gquotas.

- Trade frictions are mounting, particularly with
the EC. The time may be approaching when deals
can be cut,

Possible Qutcome

-= Greater awareness that runaway agricultural
programs are a problem that we all share. A nudge

from the top might start movement toward multilateral

negotiations to liberalize agricultural trade.



The goal is to move all partners toward more
efficient, market-oriented agricultural peolicies,

Advantages

ey =

Could be the first step toward a more statesmanlike
approach to agricultural policy that would pay
large dividends. Eventually, broad international
cooperation could be used as a lever against
parochial political forces within the respective
countries. Would improve the odds for a successful
new round in the GATT.

Political resistance to change is powerful,

despite the small number of farm voters in each
country. Summit partners, especially France, are
touchy on this issue because of past disagreements,
Also, some partners will push for market sharing,
which is worse than no action.

Potential Outside Briefers

Earl Butsz

Orville Preeman
Professor D. Gale Johnson
Whitney McMillan
Professor Theodore Shultz
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BRIEFING WITH EXPERTS ON FUTURE OF SQVIET ECONOMY

{LIVING WITH A SICK BEAR)
DATE:
LOCATION:
TIME:

FROM: JOHN M. POINDEXTER
PURPOSE

To prepare you for discussions with your Summit partners on the
future of the Soviet economy and implications for the West.

BACKGROUND

There is accumulating evidence that the Soviet economy is perform-
ing badly and that the ocutlook for improvements are poor. An
understanding that this is likely to0 be a permanent condition of
the Soviet economy is central to our long=-term dealings with the
Soviet Union,

This briefing is designed to offer you some new perspectives on
Soviet behavior. ©Of special importance is how we and ocur Summit
partners prepare ourselves to deal with a wide range of overtures
from the Soviets as they seek remedies for a failing economy,
Although we believe it is premature to suggest specific policies
to address this issue, it is important that your Summit partners
be made aware of this permanent feature of Soviet society.

At the outset, I will briefly introduce the five experts and
review the central theme of the briefing, We have structured the
session so that each participant can offer useful insights in his
area of expertise, An agenda is provided at Tab A and a more
extensive discussion cf this issue is provided in the briefing
paper at Tab C,

PARTICIPANTS

List of participants is at Tab B,
PRESS PLAN

White House photographer only. Picture to be released.

SEQUENCE OF EVENTS

I will introduce the £five exﬁerts and briefly review the issue
areas to be addressed, If appropriate, I will make concluding
remarks.

Prepared by:
Lou Pugliaresi

Attachments
Tab A Agenda

B List of participants
c Briefing paper
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PRESIDENT'S MEETING WITH
EXPERTS ON SOVIET ECONOMY
LGENDA
TIME:

DATE:
PLACE:

INtrodUCEiOon 1 evesstesseesocsssenee John M, Poindexter
5 minutes

Perspectives and Discussion on

Living with a Sick Bear.,...:s444+: 50 minutes
Implications for the West......... Henry Rowen
Costs of the Soviet Empire........ Charles Wolf

Can Soviet Society Acdapt to
Gorbachev's Proposals?.....04.., Vladimir Bukovksi

The Soviet Economy and
Growing Dependence ¢f Imports.... Vliadimir Treml

Implications for the Soviet
Militar}’ll.!‘l‘..lll‘....llll.l.. AndrewMarShall

Concluding RemarkS.sssssevssseeses Henry Rowen






LIST OF PARTICIPANTS

HENRY ROWEN: Senior Research Fellow at Hoover and Professor of
Business Administration at Stanford., Formerly Chief of the
National Intelligence Board, President of Rand Corporation, and
Associate Director in the Bureau of the Budget. Professor Rowen
recently published a thoughtful article entitled Living with a
Sick Bear and will provide an overview of the policy concerns
from a failing Soviet economy.

CHARLES WOLF: Dean of the Rand Graduate Institute, Wolf has
done extensive work on the economic problems facing the Soviet
Union in providing support for Eastern Europe, Cuba, Vietnam,
and Afghanistan, He will make some brief points on this issue.

VLADIMIR BUXOVERI: Visiting Prcfesscor, Stanford University.
Professor Bukoveki is a Soviet emigre and an expert on social
conditione in the Soviet Union. He will discuss the capability
of Soviet society to adjuet to the Gorbachev modernization
program,

VLADIMIR TREML: Professor of Economice, Duke University.
Professor Treml is an expert on the economy of the Soviet Union
and will discuss the growth in Soviet dependence on Western
imports.,

ANDREW MARSHALL: Director, Net Assessment, Department of
Defense., Andy Marshall is an expert on Soviet military
expenditures and will discuss the capability of the Soviet
military to adjust to a failing economy.







BRIEFING PAPER ON FUTURE OF SOVIET ECONOMY
(LIVING WITH A SICK BEAR)

OVERVIEW/SUMMARY

o There is an accumulation of evidence that suggests that
the economy of the Soviet Union has been performing
poorly, experiencing little or no growth over the last
decade., Defense expenditures are becoming a heavy burden,

o The immediate future for the Soviet economy looks bleak.
Additions to the labor force will be much smaller than in
the past decade, investment is lagging, and productivity
is declining.

o Given the decline in world oil prices the Soviets will
experience shortfalls in earning adequate hard currency
for key imports such as grain, sophisticated industrial
technologies and other major capital improvements.

o] We can expect the Soviets to tinker with their economic
organization, but the leadership will not risk the politi-
cal freedom anéd loes of control that accompanies decen-
tralized economic reform.

o] A greater awareness among the Summit partners of the
permanent inferiority of the performance of the Soviet
economy is necessary to appropriately evaluate Soviet
economic overtures in coming years. We can expect impor-
tant overtures from the Scoviets in economic and security
areas as they confront intractable economic problems.

o} The Soviets face a sericus predicament. 1It's unlikely the
performance of the economy can be improved without politi=-
cal reform, but political reform poses risks to party

" control. We should not ease the Scviets out of this




predicament, but rather use this opportunity to leverage
western economic and technclogy assistance to reduce
Soviet influence in the Third World, diminish human rights
abuses, lessen their hold over Eastern Europe.

0 We are not suggesting that Western policy engace the
Soviet Union in 'a state of economic warfare. 1Instead, we
want our Summit partners to have an appreciation of the
dilemma facing the Soviet leadership and that we have a
unigue opportunity to improve our security if we treat
overtures from the Soviet Union cautiously, At a minimum,
we do not want to subsidize the Soviet economy.

QUTLOOK FOR THE SOVIET ECONOMY

© Although the CIA estimates that Soviet GNP averaged 2.5
percent over the last decade, there are reasons to believe
that economic growth was considerably lower. Actual
growth may have been closer to zero,

o} The Soviets are facing major bottlenecks, especially in
the production of complex, and technologically sophis-
ticated products, Production ¢f these products are
especially difficult in a centrally directed economy.

o) Soviet economic problems will be exacerbated by falling
energy prices, declining oil production, and a depreciat-
ing deollar, These three factors could halve Mcscow's
ability t¢ import Western eguipment, agricultural goods,
and intermediate products such as chemical and steel.

° Moscow has already reacted to the fall in oll earnings
with increased borrowing and additional gold sales, There
is alsoc a strong likelihood that the Soviets will attempt
to increase arms sales to stimulate additional foreign
exchange earnings, In addition, the Soviets are cutting



back imports across the board, including imports of
important oil and gas equipment.

Although difficult to predict, Moscow faces the prospect
of real imports falling to levels comparable to the
mid-1970's,

Moscow has some limited near-term coptions for coping with
the fall in oill revenues, Moscow could:

- Draw down assets in Western banks perhaps by as much
as $2 billion.

-- Increase borrowing
-- Increase gold sales by $3 billion a year,

- Boost exports of more sophisticated weapons, dia-
monés, chemicals, and nonferrous metals.

However, recent evidence indicates that these options are
not viewed as an adeguate long-term strategy. Instead,
Mcscow has decided to make substantial cuts in imports,
including ¢il equipment, petrochemical complexes, and
major factory fabrications.

These economic problems will harm Moscow's attempts to
revitalize the economy and compound efforts to compete
militarily with the West.

CAN GORBACEEV'S PROGRAM IMPROVE THE OUTLOOK FOR THE SOVIET
ECONOMY? ’

Gorbachev has revamped the Council of Ministeres and begun
to implement 2z widespread economic modernization program,



o} Hies approach does not include a major reform of the
economic system, but rather relies upon improving the
industrial base, new management, more discipline, reduced
alcoholism, less waste, fraud, and abuse.

o] Gorbachev expects that Eastern Europe will supply most of
the machinery and equipment that domestic producers are
not able to provide, However, its unlikely Eastern Europe
can deliver.

o Although Gorbachev is seeking new measures to improve
joint ventures with Western £irms, the program will remain
one of a centrally planned economy not significantly
different from the traditional Soviet model, There will
be no place for the workings of the market. Gorbachev
will tinker with the existing egystem rather than make
major systemic reforms. It ig for this reason the success
of his modernization program should be viewed as problem=-
atical,

IMPLICATIONS FOR THE SOVIET MILITARY SECTOR

° The problem cf competing militarily with the West will
become mcre difficult for the Soviets because of our use
of sophisticated technologies (an area the Soviets are
weak) ané the already large share of the Soviet security
sector in the economy, probably over 20 percent of GNP,
(This share includes the cost of the military, and the
costes of supporting Cuba, Vietnam, and other parts of its
empire).

o) Despite this strain, many analysts expect Moscow will
continue to increase military spending at a rate of 2 to 3
percent per year,




o If the Scviets continue to increase military spending at
this rate, it will come at the expense of consumption,
investment, or support of the overseas empire,

o] If this view of the future of the Soviet economy is
accurate, its likely the Soviets will seek relief from the

West in the near=-term.

THE SEARCH FOR HELP FROM ADVERSARIES

o The Soviets are likely to seek strategies which will
weaken our defenese efforts, further political d;vision in
the West, and promote the acquisition of Western
technology and capital.

o Some signs of this strategy are already emerging from
Moscow. The Soviets are considering measures which would
allow foreign eguity in high technology industries, soften
their position on Japan's northern territories, Approaches
to the American Jewish community and Israel and an agree-~
ment for increased trade with China are all part of this
new initiative.

o] Moscow will continue to seek to kill SDI and attempt to
obtain cuts in U.8., offensive missile programs. This
would free Moscow from the burden of having to make
greater military investments, many of which are threatened
by cobsolescence from advancing Western military tech=-
nologies,

c We can expect the Soviets to offer proposals to strengthen
detente with the Europeans. The Soviets may offer greater
business opportunities and emigration of Germans from the
Soviet Union and GDR.

HOW SHOULD THE WEST RESPOND?




If the Soviet economy continues to falter, what we may get
ie greater tension with our allies as the Soviets promote
a wide range of political and economic proposals.

We can induce some cauticen among our Eurcopean allies by
remaining the central party with which to deal -- at least
we need not legitimize major new economic relations with
the Soviets unless it is tied to genuine concessions,

This prospect suggests we should pursue the following aims
with our Allies.

- a shared appreciation of the economic and political
situation in the Soviet Union,

- a tougher line of creditworthiness of the Soviet
‘Union. Bank regulation should reflect the appropri-
ate risks and subsidieg should be aveoided,

-e a sense that collectively we might be able to extract
concessions from the Soviets in its military posture,
the Third World, human rights, and Eastern Europe,
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Mr, President, we are very pleased to have here five
eminent experts on the Soviet economy. Our purpose is to
give you their perspective on the prospects for the Soviet
economy and the implications to the West,

This is part of our preparations for your unstructured
time at the economic Summit. We think it is premature to
offer our Summit partners specific policies for addressing
a failing Soviet economy, but that it is important that
they be made aware of this long-term problem and the
cholces it presents us.

What we would like to do today 1s& outline for you a
lcng-term predicament facing the Soviets and some perspec-
tives on how we might address this predicament.

Henry (Harry) Rowen is a Senior Research Fellow at Hoover
with extensive government service. Harry, could we ask
you to kick off the discuss and perhaps give us some
concluding remarks at the end.

(Harry will argue that there is accumulating evidence that
the Soviet economy is failing, He will provide an over-
view of what Gorbachev's modernization program and what we
can expect from the Soviets in the near-term and what it
means for the West).

Charles Wolf is Dean of the Graduate Institute at Rand and
has done extensive work-on the costs of the Soviet empire.
Charlie, picking up on Harry's overview do you think this
meane the Soviets are vulnerable in parts at their empire,
especlally Eastern Europe?



(Charlie will argue that the Soviet Empire ie costly, but
within Soviet capabilities to maintain it, However, he
will point out that the Soviets will be taking more risks
with Eastern Europe providing oppeortunities for the West
tc loosen Soviet influence there).

Vliadirmia Bukovski is a visiting Professor at Stanford and
a Soviet emigre. Vladimir, do you think Soviet society
can adapt to Gorbachev's proposals for greater discipline,
reduced alcoholism, improved worker productivity?

(Viadimir will argue that these returns are unlikely to be
sustainable and the fabric of Soviet society will come
under increasing stress, Gorbachev's program in this area
will lead to little long-term improvement).

Vladimir Treml is Professor of Economics at Duke University
and an expert on the Soviet economy. His work on Scviet
import dependence is a key ingredient to our discussion.
Viadimir do you think the Soviets could get their economy
back on track with greater imports from the West?

(Treml will argue that there has been a growing Soviet
dependence orn Western grain and technology, and that the
Soviets will be unable tc rid themegelves of this depen-
dence) .

Ardrew Marshall is Director of Net Assessment at the
Pentagon. Andy what does this all mean for the Soviet
military?

(Andy will argue that a failing Soviet economy will place
severe stress on the Soviet military and that we can
expect a range of proposals from the Soviets to reduce
their burden),

Hazry, would you like to make any concluding remarks?






