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IX. ARCTIC CONTACTS AND COOPERATION

o Expansion of scientific cooperation under existing bilateral
agreements and regional arrangements; plans for increased
people-to-people contacts between Alaska and Soviet Far
East.
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GLOBAL CLIMATE AND ENVIRONMENTAL CHANGE INITIATIVE

BACKGROUND

US proposed before Washington summit new initiative in
global climate and environmental change under bilateral
Environmental Agreement and new Space Agreement.

Soviets agreed to proposal, and language was inserted in
joint summit statement to promote broad international and
bilateral cooperation in this increasingly important area.

Initiative called specifically for joint studies in areas
of mutual concern, such as protection and conservation of
stratospheric ozone and for increased data exchanges, as
well as a detailed study on the climate of the future.

In February EPA Administrator Lee Thomas led a delegation
under the Environmental Agreement to Moscow for a Joint
Committee Meeting where concrete programs were identified
for implementation of the initiative.

A Joint Working Group on Earth Sciences under Space
Agreement met in Moscow May 10-17 to discuss joint projects
for monitoring global climate change from space.

Congressional and NGO interest in ozone and global warming
issues high. Forty-two Senators and many concerned groups
have urged this issue be addressed at Moscow summit.

US POSITION

New Space Initiative for expanded data and scientist
exchanges, as well as exchanges of instrumentation on each
other's spacecraft, will make possible new projects in
global change area.

In response to Washington summit initiative, new joint
working group being formed under Environmental Agreement to
consider policy strategies.

US wants to record progress and call for strengthened
cooperation in this important area at Moscow summit.

SOVIET POSITION

Increased Soviet interest in environmental issues evidenced
by creation after summit of new State Committee for
Protection of the Environment.
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EMBASSY MANAGEMENT ISSUES

I. EXISTING OFFICE BUILDING (EOB)

o EOB being thoroughly rehabilitated to be made as secure,
safe and habitable as possible.

o Likely to be in EOB at least 3 to 5 years. Have told
Soviets we may use it even after we move into new chancery.

o New secure communications center began operations in March.

o New heating and fire safety systems to be fully operational
by October.

o EOB project scheduled for completion by end of néext year.

II. NEW OFFICE BUILDING (NOB)

o Technical investigation of Soviet bugging will enter new
phase this spring with large shipments of NOB masonry back
to the US.

o Major dismantling and rebuilding will be necessary before we
can move into NOB.

-~ Congressional ban on FY 88 NOB spending except for
feasibility survey of deconstruction/reconstruction
options.

-- Contract awarded in April; study to be complete in
August.

-- Final decision on future of NOB must take results of
this technical engineering and security survey into
account.

o Indications are that Soviets are prepared to cooperate and
want to get NOB problem behind them.
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ITI.

INFORMATION AND MEDIA ISSUES - DISINFORMATION

US GOALS

Media Reciprocity: Increase Soviet public's exposure to
American values, policies, officials, through Soviet print
and electronic media.

Free Flow of Information: Increase availability of
American periodicals and newspapers to the Soviet public.

Disinformation: End to Soviet disinformation campaigns
directed against the US.

Jamming: End to Soviet jamming of all VOA language service
broadcasts, as well as Radio Liberty, Radio Free Europe,
and other Western radios.

US-SOVIET INFORMATION TALKS

At Washington summit, USIA Director Wick proposed,
Gorbachev accepted, idea of regular meetings of officials
and media experts to promote freer exchange of views on
information issues.

First round of Information Talks held between Wick and
Novosti Chairman Falin April 20-22 in Washington.

-- Talks unprecedented in level, comprehensiveness of
representation: US delegation included private media as
well as government officials; Soviet side included
state, party and media officials.

-- Both sides agreed talks were useful, should continue.
No new dates set.

DISINFORMATION

At December summit, Gorbachev informed Director Wick he had
given instructions that Soviet disinformation should end.

Soviet charges that US is responsible for creating the AIDS
virus have dropped off markedly. Soviet media have
repeatedly acknowledged the natural origins of AIDS.

However, Soviets continue to disseminate false charges that
the US is involved in creation of an "ethnic weapon," and to
publish virulent anti-US tracts such as Army of the Night
accusing the CIA of such "crimes" as the assassination of
Olof Palme, Indira Gandhi and the attempted assassination of
the Pope.
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ARCTIC CONTACTS AND COOPERATION

I. BACKGROUND

o President and Gorbachev agreed at Washington summit to
encourage expanded contacts and cooperation on issues
relating to the Arctic.

o They also expressed support for the development of
bilateral and regional cooperation, including coordination
of scientific research and protection of the region's
environment.

o Agreement has since been reached on expanding Arctic
cooperation under Environmental and World Ocean Agreements,
as well as other bilateral agreements.

o Stockholm scientific conference on Arctic came close to
agreement on creation of International Arctic Scientific
Committee.

o US has rejected Soviet attempt to insert unacceptable
Murmansk security proposals under rubric of Arctic
initiative.

o Possibilities for expansion of cultural, people=-to-people,

and humanitarian contacts between Alaska and Soviet Far
East currently being pursued, including airflights and
cruise ship visits.

o} Alaskan Congressional delegation and Governor interested in
summit mention of expanded Alaskan-Soviet contacts.

II. US POSITION

o} US unwilling to pursue new bilateral "Arctic initiative"”
with Soviets where security issues could be inserted into
dialogue.

o} Will continue to coordinate closely with allies and other

Arctic partners on approaches to both bilateral and
regional cooperation.

ITI. SOVIET POSITION

o Gorbachev Murmansk speech of October 1987 an attempt to
give momentum to unacceptable Soviet regional security
proposals, take credit for ongoing multilateral cooperation.

o Giving modest response of governments to Murmansk, Soviets
pushing Arctic proposals through parliamentary contacts.
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SOVIET ECONOMIC PERFORMANCE

o Economic turmoil slowed growth in 1987. GNP (preliminary
CIA estimate) rose only 0.5%, less than the pre-Gorbachev
average and far below the strong 3.9% pace of 1986. Turmoil
resulted from harsh winter weather, new inspection pro-
cedures for industrial output, new managerial and financial
arrangements, and massive industrial retooling.

o Industrial performance was poor. Overall output rose about
1.5%, versus 2.5% in 1986. Energy sector did well, but
output of other basic materials slowed. Machine-building
sector -- top-priority focus of Gorbachev's modernization
drive -- was far below plan in both quantity and quality.

o Agricultural performance was mixed. Good forage crop and
211-million=-ton grain harvest boosted meat, milk and egg
output to new records. Fruit, vegetable, and cotton crops
declined. Overall output fell 3% from record 1986 level.

o Soviet consumers have little to cheer about. Growth in
state retail sales fell short of the 3.5% annual average for
1981-1986, partly due to drastic reduction in legal vodka
sales. Stagnant living standards discourage public support
for economic reform. Soviet leaders are trying to improve
supply and distribution of food and durable goods, and
promising more attention to consumers this year. Nascent
coop sector is still too small to have an impact.

o Soviet trade balance improved but along traditional lines.
Hard currency trade surplus doubled to $4.6 billion in 1987,
Nominal earnings rose 10% thanks to higher value and volume
of oil exports and continued arms sales (on credit) to Third
World. Spending was level in current dollars but bought
about 15% less in real terms: industrial imports fell
sharply. Soviet gross external debt rose about $5.0 billion
in 1987 compared to $7.2 billion increase in 1986.

o Annual plan for 1988 keeps targets unrealistically high: GNP
and industrial output are to rise 4% and 4.5% respectively
over planned, but unachieved, 1987 levels. Such targets fit
the 1986-1990 Five Year Plan mold, but don't allow for the
inevitable disruptions of implementing the comprehensive
economic reform program announced in 1987. June Party
Congress may debate the trade-off between short-term growth
and long-term reform.
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JOINT VENTURES WITH WESTERN FIRMS

Goal is to tap Western capital and management, marketing,
and quality control methods, broaden access to Western
technology, increase exports and substitute for imports.

Legal framework was promulgated in January 1987. Law has
flexibility to tailor regulations to a given project, but
restrictions and lack of clarity prompt Western concern over
transfer of profits, management control, protection of their
legal and commercial rights.

Western firms interested but skeptical. Most firms dis-
cussing joint ventures with Soviets already do business
there. Many see joint ventures as entree into Soviet
domestic market, few interested in promoting Soviet exports
to compete with their own products in third countries.

- Soviets have signed about 24 joint venture agreements,
of which three with US firms: Combustion Engineering,
Occidental Petroleum, and Honeywell. Dozens of others
are under discussion, but fruition is the exception.

-- An "American Trade Consortium” (ATC) involving ADM,
Chevron, Nabisco, Ford, & Kodak has high-level Soviet
attention, is discussing a broad range of projects with
counterpart Soviet consortium which could lead to more
joint ventures in months ahead. ATC went public during
mid-April US/USSR Trade and Economic Council session in
Moscow: Soviets applauded, USG kept its distance.

To create attractive conditions for Western investment,
Soviets are being pressed to reduce barriers against outside
world and central political controls over economic decision-
makers.

USG neither encourages nor discourages joint ventures. Any
joint venture must comply with US and COCOM export controls.
The commercial and political risk is borne by the private
sector.

During meeting of US-Soviet Joint Commerical Commission in
Moscow April 12-14, Secretary Verity signed a Protocol
expanding the 1974 Agreement on Economic, Industrial, and
Scientific Cooperation so that it now governs US-USSR joint
ventures. This expansion will probably be registered in the
Joint Statement.

UNITED NATIONS ACTIVISM

Each year since 1985, in context of their proposed "Compre-
hensive System of .International Security", Soviets have won
UN General Assembly support for resolutions on "Inter-
national Economic Security". These advance Soviet and Third
World rhetoric along "New International Economic Order"
lines.

CONTFIDENEIAL
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o The US opposes such Soviet resolutions as extremely vaque,
duplicative of the purpose and role of the UN Charter, and
. wasteful of the UN's scarce time and resources.
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US-SOVIET TRADE

Soviets have clear interest in expanding economic ties with
the US. Desire to increase bilateral trade and investment
indicated by reception of US representatives to Joint
Commercial Commission meeting in Mid-April.

Soviets showing new interest in Jackson-Vanik. May believe
have done enough on emigration to warrant movement on our
part. Most Favored Nation (MFN) raised in Verity-Gorbachev
meeting at Joint Commercial Commission; Stevenson raised
between Shifter and Adamishin,

Timing not yet right. Jewish groups are split, no consensus
on the Hill, We have said we will respond to pressures for
change in Jackson-Vanik, but not initiate.

Administration's policy is to favor expansion of peaceful,
non-strategic commerce with Soviets within existing legal
framework. Substantial increase in trade depends on pro-
gress in other areas of political relationship and on
emigration.

-- Recent Soviet steps on emigration encouraging, but more
needs to be done.

Sustained performance on emigration, assurances that prac-
tices have changed, not declarations and words are required.
Important constituencies in US and Congress must be
convinced before Administration will move on Jackson-Vanik
waiver.

US-Soviet trade small -- less than 1% of total US trade, 2%
of Soviet trade. Nevertheless, Soviets want increased
economic cooperation, joint ventures with West, US.

Tight hard currency, reluctance to borrow, low quality of
exports are substantive obstacles to expansion of Soviet
trade.

MFN may become increasingly important factor for Soviets
when/if joint ventures with US firms ever get off ground.
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AGRICULTURE: LONG TERM GRAINS AGREEMENT (LTA)
I. BACKGROUND
o Two rounds of negotiations on new LTA held, March 19 and May

3-4, Differences over pricing, min/max purchase levels and
product mix are main points of contention. Dates for next
round not yet set, but probably late June.

o This year, USDA has offered the Soviets EEPs for 8.75
million metric tons (mmt) of wheat; Soviets have taken up
most of it (expected to complete purchases very soon),
relatively large amounts of soybeans/meal and about 4 mmt
corn.

II. SOVIET VIEWS AND OBJECTIVES

o Soviets seek guaranteed access to grain supplies at minimum
cost while they try to improve own agriculture to eliminate
import needs.

o They are also seeking to tie other trade issues to the LTA,
such as port access and imbalances in bilateral trade.

o Will not purchase US wheat at uncompetitive prices. Recent
problems of grain quality/insect infestation now seem
resolved, but quality remains an issue.

III. US VIEWS AND OBJECTIVES

o The US goal is twofold: To promote and stabilize US grain
exports; and to exclude non-grain issues from the LTA.
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FISHERIES/WHALING
I. BACKGROUND
o Dip notes on arrangement for access by US industry to

resources in Soviet EEZ signed at February ministerial.
Implementing technical annexes being put together,

o Secretary Verity announced resolution of whaling issue by
decertifying on April 14 following exchange of letters with
Ambassador Dubinin with assurances that Soviets will adhere
to international moratorium on commercial whaling.

o We are now seeking to complete negotiations on a Compre-
hensive Fisheries Agreement (CFA) to replace the current
Governing International Fisheries Agreement and the February
(interim) access agreement. Meetings with Soviet Deputy
Minister of Fisheries in Washington in late April went well.

-- We tabled draft CFA and are awaiting Soviet response.
More talks begin in Moscow May 18.

II. SOVIET VIEWS AND OBJECTIVES

o To earn hard currency from fisheries.
o) To ensure access to US fisheries resources.

III. US VIEWS AND OBJECTIVES

o) To maximize access for US fishermen to resources in the
Soviet EEZ.
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SOVIET COMMERCIAL SPACE LAUNCH VEHICLES

SOVIET LAUNCH VEHICLES

The Soviets are promoting use of their launch vehicles,
particularly the Proton, by US and other commercial satel-
lite industries and by the international satellite communi-
cation organizations INTELSAT and INMARSAT.

Support for use of Soviet launchers is growing among satel-
lite operators in US, abroad, and in INMARSAT.

- INMARSAT Director General Lundberg has called Profbn
financially and commercially attractive, blamed US
export controls for preventing INMARSAT's use of it.

- INMARSAT members increasingly willing to consider using
Soviet launchers because they are much cheaper and to
avoid politicization of INMARSAT,

- Space Commerce Corp. (US firm) stated publicly in 1987
that it will seek a license to export a US satellite to
the USSR for launch on a Soviet vehicle; has not done
so yet.

Lack of Western boosters, US refusal to permit US satellite
technology to be launched by Soviets, has created a serious
backlog of Western satellites waiting for launch.

At US initiative, non-use of Soviet launch services will be
discussed at COCOM in early June. We seek to formalize and
ensure uniform compliance with denial policies.

SOVIET VIEWS AND OBJECTIVES

Offer heavily subsidized launch services to exploit the
backlog of commercial payloads resulting from the
Challenger loss and failures of other Western boosters.

Enhance image of Soviet space achievements and technology.

US VIEWS AND OBJECTIVES

US export control laws (the ITAR) require a license for
transfer to the USSR of US satellite technology: US policy
is to deny such licenses - with no exceptions - for national
security, foreign policy and commercial reasons:

- lack of adequate assurance that US technology can be
safeguarded while being processed for a Soviet launch;

- use of Soviet launchers, if only to meet the current
shortage of Western launchers, could leave the US (and
the West) dependent on the USSR for access to space.

-- US (and Western) use of Soviet launchers would
undermine the commercialization of the nascent US (and
international) launch industry.
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GORBACHEV'S LEADERSHIP AND THE OPPOSITION

I. "SECOND SECRETARY" LIGACHEV AT CENTER OF CONTROVERSY

o Gorbachev has faced public challenges from both supporters
and opponents of reform.

o Boris Yel'tsin, outspoken reform advocate, was ousted as
Moscow party leader last fall.

o Moscow now swirling with rumors that conservative Yegor.
Ligachev will be removed from Politburo or moved to
ceremonial position.

o Either would be major victory for Gorbachev.

o Ligachev has long been a rallying point for opponents of
change.

o In March Ligachev reportedly approved publishing a letter

sharply critical of reform in a Soviet newspaper.

o Gorbachev and his allies responded with an authoritative
Politburo statement in Pravda.

-— It reasserted Gorbachev's central theme that economic
reform is impossible without greater openness and more
democratic decision-making.

o Officially, the Soviets deny that there is a rift between
Gorbachev and Ligachev, and Ligachev continues to appear
next to Gorbachev in public ceremonies.

IT. JUNE PARTY CONFERENCE COULD BE IMPORTANT MILESTONE

o Provides an opportunity to review party rules and make
personnel changes

o Letters in Soviet press have called for consideration of a
maximum of two five-year terms and a mandatory retirement
age for party officials.

o While Gorbachev has support of intelligentsia, main
opposition to him comes from members of vast party apparatus
who feel threatened by reforms.

o Attitude of Soviet working class is difficult to judge, but
many workers appear skeptical, fearing sacrifices and thus
far seeing few benefits.
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Economic turmoil slowed growth in 1987. GNP rose only
0.5%, less than the pre-Gorbachev average and well
below the strong 3.9% pace of 1986.

It is probably impossible to restructure the economy
and boost growth simultaneously. Economic performance
in 1987 suggests reform got precedence over growth.
But the annual plan for 1988 keeps targets unrealis-
tically high: GNP and industrial output are to rise 4%
and 4.5% respectively over planned - but unachieved -
1987 levels.

PROSPECTS

Prospects: many unanswered questions:

How will Soviets manage trade-off between reform and
short-term growth?

How will Soviets tackle the toughest reform measures,
e.g., the traditional but inefficient "social contract"
of consumer goods subsidies and guaranteed employment?

How will the non-Russian nationalities respond to
"decentralization"?

Does economic reform have enough of an elite and mass
constituency to overcome the stiff resistance that
remains?

Prospects: some early answers:

Ambitious growth targets for 1986-90 Five Year Plan are
unlikely to be met; average 2% growth is likely.

If current disruptions pay off in successful implementa-
tion of retooling and reform, growth rates could
improve a bit in the 1990s.

But Gorbachev's reform perpetuates a goal which has
stymied Soviet leaders since Stalin: finding a viable
non-market alternative to a command economy which both
ensures central control and promotes efficiency. This
goal will remain elusive, and the Soviet economy will
either settle back into familiar patterns, or be pushed
to further reform. Upcoming June Party Conference
should give signs of which way things are heading.

CONF NTIAL

—
























= N
[ S

While the debate continues, the bottom line is that we have
seen no reduction of Soviet force posture and indeed it
continues to be enhanced, supported by 3% of annual
increases in military spending which amounts to 15-17% of
Soviet GNP.
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