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SUMMARY 

A yea r  ago t he  w o r l d  was in  a s t a t e  o f  e u p h o r i a  ove r  Gorbachev as a 

r e s u l t  o f  h i s  s t a r t l i n g  f o r e i g n  p o l i c y  d e c i s i o n s  t o  p u l l  t he  S o v i e t  m i l i t a r y  

o u t  o f  A f g h a n i s t a n ,  a l l o w  the  demise o f  Communism in  E a s t e r n  Europe and g i v e  

the  green l i g h t  t o  t h e  r e u n i f i c a t i o n  o f  Germany. C h a n c e l l o r  Kohl and o t h e r s  

in  t h e  West p roposed  t h a t  t he  West e x t e n d  a new M a r s h a l l  P lan  t o  t h e  S o v i e t  

Union t o  e n s u r e  t h e  success  o f  G o r b a c h e v ' s  economic  r e f o r m  p r o c e s s  

p e r e s t r o i k a .  Twelve months l a t e r  i n  t h e  wake o f  G o r b a c h e v ' s  b l o o d y  c rackdown 

in  t h e  B a l t i c  and i n c r e a s i n g  r e l i a n c e  on c o n s e r v a t i v e ,  a n t i - r e f o r m  f o r c e s ,  

some in  t h e  West have r e v e r s e d  c o u r s e  and c a l l e d  f o r  t a k i n g  away G o r b a c h e v ' s  

Nobel p r i z e  and f o r  a c u t  o f f  in  a l l  economic  a i d  t o  t h e  USSR. 

Gorbachev l aunched  p e r e s t r o i k a  t o  r e v i t a l i z e  t he  USSR's s t a g n a t i n g  and 

t e c h n o l o g i c a l l y  backward economy. S i x  y e a r s  o f  p e r e s t r o i k a ,  however ,  have 

o n l y  made t he  bad economic  s i t u a t i o n  Gorbachev i n h e r i t e d  in  1985 even worse .  

Gorbachev has s t e a d f a s t l y  r e s i s t e d  marke t  r e f o r m s  c u l m i n a t i n g  i n  h i s  

r e j e c t i o n  l a s t  O c t o b e r  o f  t h e  bo ld  " 5 0 0 - d a y "  S h a t a l i n  p l an  f o r  a r a p i d  

t r a n s i t i o n  t o  a marke t  economy. The f a i l u r e  t o  imp lemen t  ma rke t  r e f o r m s  in  

t h e  S o v i e t  Union stems m a i n l y  f rom G o r b a c h e v ' s  f i r m  c o n v i c t i o n  in  Communism, 

t he  t remendous  r e s i s t a n c e  f rom the  n o m e n k l a t u r a  and f rom t h e  d ismay o f  t h e  

S o v i e t  p o p u l a c e .  

In  the  s h o r t  t e rm ,  t he  West appears  t o  have v e r y  l i t t l e  d i r e c t  l e v e r a g e  

t o  encourage  marke t  r e f o r m s  in  t h e  USSR. However,  an i n d i r e c t  app roach  

i n v o l v i n g  a d d i t i o n a l  Western economic  a s s i s t a n c e  t o  E a s t e r n  Europe,  

c h a n n e l i n g  a i d  t o  t h e  r e f o r m - m i n d e d  r e p u b l i c s ,  and l e t t i n g  t h e  IMF t a k e  t h e  

lead  in  i n s i s t i n g  on c o n d i t i o n a l i t y  f o r  f u r t h e r  Western  f i n a n c i a l  a s s i s t a n c e  

c o u l d  promote  the  S o v i e t  r e f o r m  p r o c e s s .  
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ISSUE DEFINITION 

The U n i t e d  S t a t e s  and t h e  r e s t  o f  t h e  West d e s i r e  t o  see a S o v i e t  

economic r e f o r m  p r o c e s s  based on marke t  p r i n c i p l e s  be p u t  i n t o  e f f e c t .  Such 

a deve lopmen t  would  c r e a t e  a more open S o v i e t  s o c i e t y ,  t r a n s f e r  r e s o u r c e s  t o  

n o n - m i l i t a r y  pu rposes  and promote t he  USSR's i n t e g r a t i o n  i n t o  t he  w o r l d  

economy. G o r b a c h e v ' s  p o l i c y  o f  p e r e s t r o i k a ,  however ,  s t i l l  aims a t  

r e v i t a l i z i n g ,  n o t  d i s m a n t l i n g ,  h i s  c o u n t r y ' s  f l a g g i n g  Communist  command 

economy. The q u e s t i o n  i s  what  l e v e r a g e  does t h e  West have t o  b r i n g  abou t  a 

m a r k e t - o r i e n t e d  sys tem in  t h e  S o v i e t  Un ion ,  p a r t i c u l a r l y  in  l i g h t  o f  

G o r b a c h e v ' s  i n c r e a s i n g  r e l i a n c e  on t he  t r a d i t i o n a l  p i l l a r s  o f  Communism. 

BACKGROUND 

The Genes is  Of P e r e s t r o i k a  

S h o r t l y  a f t e r  coming t o  power in  1985, M i k h a i l  Gorbachev i n i t i a t e d  h i s  

economic  r e f o r m  p r o c e s s  known as p e r e s t r o i k a  in  o r d e r ,  as he ph rased  i t ,  " t o  

a v e r t  s e r i o u s  s o c i a l ,  economic  and p o l i t i c a l  c r i s e s . "  By t h e  m i d - 1 9 8 0 ' s ,  

economic  g rowth  in  t h e  S o v i e t  Un ion had v i r t u a l l y  come t o  a s t a n d s t i l l  and 

e x c e s s i v e  m i l i t a r y  s p e n d i n g  was consuming abou t  20-25% o f  S o v i e t  GNP. S o v i e t  

t e c h n o l o g y  had become i n c r e a s i n g l y  backward and t he  S o v i e t  Un ion  seemed on 

t he  ve rge  o f  becoming a t h i r d  w o r l d  c o u n t r y  c o n f i r m i n g  German C h a n c e l l o r  

S c h m i d t ' s  e a r l i e r  qu ip  t h a t  t h e  USSR was r e a l l y  o n l y  "Upper  V o l t a  w i t h  

r o c k e t s . "  

To G o r b a c h e v ' s  c r e d i t ,  he r e c o g n i z e d  t h a t  t he  S o v i e t  U n i o n ' s  r e l i a n c e  

on o v e r c e n t r a l i z e d  e x t e n s i v e  economic  g rowth  p o l i c i e s  ( i . e .  t h e  u t i l i z a t i o n  

o f  eve r  i n c r e a s i n g  i n p u t s  o f  c a p i t a l ,  l a b o r  and l and  w i t h o u t  conce rn  f o r  

e f f i c i e n c y )  had r e s u l t e d  in  " i n e r t i a "  and was l e a d i n g  t o  "economic  d e a d l o c k  

and s t a g n a t i o n . "  Gorbachev t h u s  l aunched  p e r e s t r o i k a  in  o r d e r  t o  mode rn i ze  
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t he  S o v i e t  economy and p r e p a r e  i t  f o r  t h e  c h a l l e n g e s  o f  t h e  2 1 s t  c e n t u r y .  

Go ing In  C i r c l e s  

S ix  y e a r s  o f  p e r e s t r o i k a ,  however ,  have been an abysmal  f a i l u r e .  The 

K r e m l i n  has o f f i c i a l l y  conceded t h a t  S o v i e t  GNP d ropped  by 2 p e r c e n t  ] a s t  

y e a r ;  no end o f  t h e  USSR's g rave  economic  r e c e s s i o n  seems in  s i g h t .  

S h o r t a g e s  o f  such b a s i c  goods as b read  and m i l k  have p l a g u e d  t h e  S o v i e t  

p u b l i c ,  and i n f l a t i o n  i s  on t he  r i s e  due p r i m a r i l y  t o  t h e  K r e m l i n ' s  huge 

budge t  d e f i c i t  a m o u n t i n g  t o  12% o f  GNP ( b u d g e t  d e f i c i t s  o f  4-5% o f  GNP cause 

h e a r t b u r n  f o r  gove rnmen ts  in  t h e  W e s t ) .  

The main p r o b l e m  w i t h  p e r e s t r o i k a  i s  n o t  t h a t  i t  has f a i l e d  i n  i t s  

i m p l e m e n t a t i o n  o f  m a r k e t - o r i e n t e d  r e f o r m s ,  b u t  t h a t  such r e f o r m s  have n e v e r  

been l a u n c h e d .  The mishmash o f  economic  changes t h a t  Gorbachev  has 

imp lemen ted  have a l l  been h a l f - m e a s u r e s  - n e i t h e r  f i s h  nor  f o w l  - w h i c h  have 

s e r v e d  o n l y  t o  make USSR command economy even l e s s  w o r k a b l e .  For  examp le ,  

Gorbachev  o r d e r e d  managers  o f  s t a t e  f i r m s  t o  make c o n t r a c t s  d i r e c t l y  w i t h  

each o t h e r ,  i n s t e a d  o f  t h r o u g h  p l a n n e r s  in  Moscow, b u t  t h e n  i s s u e d  them 

" p r i o r i t y "  s t a t e  o r d e r s  t h a t  have t o  be f i l l e d  f i r s t  and t h a t  s t i l l  a c c o u n t  

f o r  a b o u t  90% o f  t o t a l  o r d e r s .  

L a s t  f a l l  i t  seemed as i f  Gorbachev  was b e g i n n i n g  t o  f l i r t  w i t h  m a r k e t  

r e f o r m s .  He gave t h e  green l i g h t  t o  h i s  c h i e f  economic  a d v i s e r  S t a n i s ] a v  

S h a t a l i n  t o  draw up a new b l u e p r i n t  f o r  t h e  S o v i e t  economy. S h a t a l i n  

p roduced  a r a d i c a l  " 5 0 0 - d a y  p l a n "  t h a t  a imed a t  a r a p i d  t r a n s i t i o n  t o  a 

m a r k e t  economy v i a  t h e  d e c o n t r o l  o f  most  p r i c e s ,  f a r - r e a c h i n g  p r i v a t i z a t i o n  

o f  g o v e r n m e n t  e n t e r p r i s e s ,  and h e f t y  c u t s  in  gove rnmen t  s u b s i d i e s  and de fense  

s p e n d i n g .  However ,  i n  O c t o b e r  Gorbachev  s h e l v e d  t h e  p l a n  and s i n c e  t h e n  has 

moved d e c i d e d l y  in  t h e  o p p o s i t e  d i r e c t i o n .  
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I n  December Gorbachev  was asked by a Wes te rn  r e p o r t e r  i f  he was mov ing t o  

t he  r i g h t  ( t o  r e l y  more on c o n s e r v a t i v e ,  a n t i - m a r k e t  r e f o r m  f o r c e s ) ;  

Gorbachev r e p l i e d  t h a t  he was n o t  moving t o  t h e  r i g h t  bu t  " o n l y  g o i n g  i n  

c i r c l e s . "  The changes t h a t  Gorbachev  has imp lemen ted  s i n c e  r e j e c t i n g  t h e  

S h a t a l i n  p ] a n  w i l l  t r u l y  keep t h e  S o v i e t  economy g o i n g  in  c i r c l e s  and o f f e r  

no hope f o r  an economic  r e c o v e r y .  In  J a n u a r y  G o r b a c h e v ' s  Pr ime M i n i s t e r  

Pav lov  o r d e r e d  t h e  c o n f i s c a t i o n  o f  h i g h - d e n o m i n a t i o n  c u r r e n c y  n o t e s  w h i c h  

burned p e n s i o n e r s  more t han  b l a c k m a r k e t e r s  b u t  s h a t t e r e d  t h e  S o v i e t  c i t i z e n s '  

c o n f i d e n c e  in  t h e  r u b l e  and the  c o u n t r y ' s  b a n k i n g  s y s t e m .  Then he t r i e d  t o  

blame t h e  c o n f i s c a t i o n  on t h e  need t o  t a k e  a c t i o n  a g a i n s t  c e r t a i n  Wes te rn  

banks w h i c h ,  he s a i d ,  were p l a n n i n g  t o  f l o o d  the  S o v i e t  Un ion  t o  c r e a t e  

economic  chaos ;  such an absu rd  s t a t e m e n t  o n l y  s e r v e d  t o  s o u r  f u r t h e r  f o r e i g n  

i n v e s t o r s '  v i ew  o f  t h e  USSR. Now t h e  K r e m l i n  has announced t h a t  i t  p l a n s  

soon t o  r a i s e  p r i c e s  on most b a s i c  consumer  goods by 60%, o f f s e t  in  p a r t  by 

h i k e s  i n  wages and p e n s i o n s .  The gove rnmen t  w i l l  r e t a i n  i t s  monopo ly  c o n t r o l  

o v e r  p r i c e s .  Such a package has n o t h i n g  t o  do w i t h  a m a r k e t  economy; i t  w i l l  

s i m p l y  b o o s t  i n f l a t i o n  w i t h o u t  making more goods a v a i l a b l e  in  s t o r e s .  

ANALYSIS 

The f a i l u r e  o f  t h e  S o v i e t  Un ion t o  s t a r t  a t r a n s i t i o n  t o w a r d  a m a r k e t  

economy can be a t t r i b u t e d  t o  t h r e e  main f a c t o r s "  G o r b a c h e v ' s  " f a i t h " ,  t h e  

v i g o r o u s  r e s i s t a n c e  f r o m  t h e  t r a d i t i o n a l  p i l l a r s  o f  S o v i e t  s o c i e t y ,  and t h e  

d ismay o f  t he  S o v i e t  p o p u l a c e  ove r  t h e  d i sma l  r e s u l t s  so f a r  o f  p e r e s t r o i k a .  

Gorbachev  The T rue  B e l i e v e r  

The most  s a l i e n t  reason  why no m e a n i n g f u l  s t e p s  t o w a r d  m a r k e t  r e f o r m s  

have been t a k e n  in  t h e  S o v i e t  Un ion  i s  t h a t  Gorbachev  r e m a i n s ,  as he r e c e n t l y  

r e a f f i r m e d ,  a " c o n v i n c e d  C o m m u n i s t . "  The main aim o f  h i s  p o l i c y  o f  
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p e r e s t r o i k a  has a lways  been t o  r e v i t a l i z e ,  no t  d 4 s m a n t l e ,  t h e  Communist 

c e n t r a l l y - p l a n n e d  economy. Many peop le  in  t h e  West,  who saw Gorbachev as 

the  u l t i m a t e  g u a r a n t o r  o f  an e v e n t u a l  t r a n s i t i o n  o f  t h e  USSR t o  a marke t  

economy and democracy ,  e r r e d  g r a v e l y  in  n o t  t a k i n g  Gorbachev  a t  h i s  word.  

In  h i s  1987 book on p e r e s t r o i k a ,  Gorbachev e x p l i c i t l y  a f f i r m e d  h i s  

" i n d o m i t a b l e  commi tment "  t o  t h e  L e n i n i s t  economic  p r i n c i p l e s ,  a p o s i t i o n  on 

which he has n o t  wavered s i n c e  t h e n .  In  h i s  v i ew ,  t h e  S o v i e t  U n i o n ' s  

p r o f o u n d  c u r r e n t  economic  p rob lems stemmed f rom S t a l i n ' s  and h i s  s u c c e s s o r s '  

s t r a y i n g  f rom the  L e n i n i s t  pa th  by o v e r b u r e a u c r a t i z i n g  t h e  S o v i e t  economy and 

r e l y i n g  on a f a i l e d  p o l i c y  o f  e x t e n s i v e  economic  g r o w t h .  "The i n e r t i a  o f  

e x t e n s i v e  economic  deve lopmen t  was l e a d i n g  t o  economic  d e a d l o c k  and 

s t a g n a t i o n  ( i n  t he  USSR)." 

However,  Gorbachev s p e c i f i c a l l y  r e j e c t e d  c a p i t a l i s m  by d e c l a r i n g  in  h i s  

book t h a t  "any hopes t h a t  we w i l l  beg in  t o  b u i l d  a d i f f e r e n t ,  n o n - s o c i a l i s t  

s o c i e t y  and go ove r  t o  t h e  o t h e r  (Wes te rn )  camp are  u n r e a l i s t i c  and f u t i l e ;  

t h o s e  in  t he  West who e x p e c t  us t o  g i v e  up s o c i a l i s m  w i l l  be d i s a p p o i n t e d . "  

S o c i a l i s t  p u b l i c  o w n e r s h i p ,  he a s s e r t s ,  h o l d s  o u t  " v i r t u a l l y  u n l i m i t e d  

p o s s i b i l i t i e s  f o r  p r o g r e s s i v e  economic  p r o c e s s e s . "  

Gorbachev i s  t h u s  ve ry  much a t r a g i c  f i g u r e  i n  t h a t  he has so f a r  been 

unab le  t o  jump ove r  h i s  p a s t  t o  r e a l i z e  t h a t  t h e r e  has never  been an example 

in  t h e  w o r l d  o f  a s u c c e s s f u l  c e n t r a l l y - p l a n n e d  economy. In  t h i s  l i g h t ,  i t  

becomes c l e a r  t h a t  Gorbachev r e j e c t e d  S h a t a l i n ' s  " 5 0 0 - d a y "  economic  re {o rm 

p lan  l a s t  O c t o b e r  because he r e a l i z e d  t h a t  i t s  goal  o f  a r a p i d  t r a n s i t i o n  

t o  a marke t  economy would  lead  t o  a t o t a l  d i s m a n t l i n g  o f  t he  USSR's 

c e n t r a l l y - p l a n n e d  economy and a p o s s i b l e  d i s s o l u t i o n  o f  t he  USSR. 
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The  I n t r a n s i g e n c e  Of S o v i e t  S o c i e t y ' s  T r a d i t i o n a l  P i l l a r s  

Even i f  Gorbachev  had been a b l e  t o  l eap  o v e r  h i s  p a s t  t o  r e c o g n i z e  t h a t  

o n l y  a f r e e  m a r k e t  w o u l d  be a b l e  t o  d e l i v e r  a h i g h e r  l i v i n g  s t a n d a r d ,  he was 

bound t o  run i n t o  i n t e n s e  r e s i s t a n c e  f r o m  h a r d - l i n e r s  in  t h e  m i l i t a r y ,  KGB, 

Communist  P a r t y  and t h e  gove rnmen t  b u r e a u c r a c y ,  who have p r o s p e r e d  most  f r om 

the  o l d  command economy sys tem and t h u s  have t h e  most t o  l o s e .  S h a t a l i n ' s  

" 5 0 0 - d a y "  c a l l e d  f o r  an immed ia te  10% c u t  i n  d e f e n s e  s p e n d i n g ,  an even l a r g e r  

20% c u t  in  t h e  KGB's b u d g e t ,  r a p i d  p r i v a t i z a t i o n ,  and t h e  e l i m i n a t i o n  o f  most  

p r i c e  c o n t r o l s ,  a l l  o f  wh i ch  wou ld  s e r i o u s l y  u n d e r m i n e  t h e  power and p e r k s  

o f  t h e s e  t r a d i t i o n a l  p i l l a r s  o f  Communism in  t h e  USSR. 

The F a i l u r e  To C o n v e r t  The S o v i e t  Popu lace  

"The most i m p o r t a n t  t h i n g  f o r  t h e  success  o f  p e r e s t r o i k a , "  Gorbachev  

p r o c l a i m e d  in  h i s  book,  " i s  t h e  p e o p l e ' s  a t t i t u d e  t o w a r d  i t . "  As H e d r i c k  

Smi th  has p o i n t e d  o u t ,  t h e  l e s s  c h a r i t a b l e  q u a l i t i e s  in  t h e  Russ ian  c h a r a c t e r  

- " t h e i r  e s c a p i s m ,  t h e i r  i m p r a c t i c a l i t y ,  t h e i r  l a c k a d a i s i c a l  a t t i t u d e  t o w a r d  

r e f o r m  and v i c i o u s  envy o f  p e o p l e  who t r y  t o  g e t  ahead"  - pose f o r m i d a b l e  

o b s t a c l e s  t o  m a r k e t - o r i e n t e d  r e f o r m .  

In  t h e  eyes o f  t he  ave rage  S o v i e t  c i t i z e n ,  p e r e s t r o i k a  has led  t o  t h e  

d i s a p p e a r a n c e  o f  m i l k ,  b read and o t h e r  e s s e n t i a l  c o m m o d i t i e s  f r o m  t h e  s t o r e s ,  

h i gh  i n f l a t i o n ,  a w o r t h l e s s  r u b l e ,  and n e g a t i v e  economic  g r o w t h .  Even t h o u g h  

Gorbachev  has s h i e d  away f r o m  any c o n c r e t e  m a r k e t  r e f o r m s ,  many S o v i e t  

c i t i z e n s  u n f o r t u n a t e l y  a s s o c i a t e  a m a r k e t  economy w i t h  t h e  n e g a t i v e  

d e v e l o p m e n t s  o f  g r o w i n g  c o r r u p t i o n ,  b l a c k m a r k e t e r i n g ,  and v i o l e n c e .  The re  

appears  t o  be a w i d e s p r e a d  b e l i e f  among t h e  S o v i e t  p o p u l a c e  t h a t  t he  o l d  

command economy sys tem was n o t  good,  b u t  i t  was a t  l e a s t  b e t t e r  t han  t o d a y ' s  

economic  mess. The i n c r e a s i n g  p u b l i c  s u p p o r t  f o r  law and o r d e r  i s  r e a l l y  a 
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c a l l  f o r  tl~e i n s t i t u t i o n  o f  an economic  sys tem t h a t  a t  l e a s t  h a l f  w o r k s .  

RECOMMENDATIONS 

In  t h e  s h o r t  run t he  U n i t e d  S t a t e s  has l i t t l e  d i r e c t  l e v e r a g e  t o  

encou rage  Gorbachev  t o  imp lemen t  c o n c r e t e  m a r k e t  r e f o r m s  o r  d i s s u a d e  him f rom 

h i s  commi tment  t o  a t  l e a s t  a p a r t i a l  r e t r e a t  f r o m  t h e  g l a s n o s t  r e f o r m s .  

A l t h o u g h  o u r  t r a d e  w i t h  t he  USSR d o u b l e d  be tween 1986-89 ,  i t  s t i l l  a c c o u n t e d  

f o r  o n l y  a m i n u s c u l e  1% o f  t o t a l  U.S. t r a d e  in  1989. Moscow has a l r e a d y  

a l m o s t  f u l l y  u t i l i z e d  t h e  $1 b i l l i o n  emergency f o o d  a i d  c r e d i t  t h e  Bush 

A d m i n i s t r a t i o n  e x t e n d e d  l a s t  December.  A t  t h i s  p o i n t ,  t h e  b e s t  way t o  f o s t e r  

a r e a l  t r a n s i t i o n  t o  a m a r k e t  economy in  t he  S o v i e t  Un ion o v e r  t h e  l o n g e r  run 

wou ld  be an i n d i r e c t  app roach  i n c l u d i n g  t h r e e  b a s i c  e l e m e n t s :  

- - C o n s o l i d a t i n g  The W e s t ' s  S t r a t e g i c  Ga ins  In  E a s t e r n  Europe 

The t r a n s i t i o n  t o  democracy  and m a r k e t  economies  in  E a s t e r n  Europe r e m a i n s  

v e r y  f r a g i l e  and d i f f i c u l t .  F a l l i n g  r e a l  wages,  r i s i n g  unemp loymen t ,  and a 

s i g n i f i c a n t  d rop  in  p r o d u c t i o n  have a f f l i c t e d  a l l  t h e s e  c o u n t r i e s .  The 

d a n g e r  i s  n o t  t h a t  t h e y  w i l l  r e v e r t  t o  t h e  d i s c r e d i t e d  Communist  sys tems  o f  

t h e  p a s t ,  bu t  t h a t  f a l l i n g  l i v i n g  s t a n d a r d s  c o u l d  l ead  t o  d o m e s t i c  t u r m o i l  

and pe rhaps  a u t h o r i t a r i a n  g o v e r n m e n t s .  The W e s t ' s  economic  a s s i s t a n c e  t o  

E a s t e r n  Europe has so f a r  been p a l t r y .  For  examp le ,  U.S.  d i r e c t  economic  

a s s i s t a n c e  t o  t h e  E a s t e r n  European c o u n t r i e s  l a s t  y e a r  t o t a l l e d  o n l y  $300 

m i l l i o n  o r  1 /20 o f  t h e  a i d  g i v e n  t o  I s r a e l ,  S i n c e  a l l  o f  t h e  Wes te rn  

c o u n t r i e s  a re  unde r  s e r i o u s  budge t  c o n s t r a i n t s ,  t h e  b e s t  way t o  h e l p  E a s t e r n  

Europe w o u l d  be v i a  f o r g i v e n e s s  o f  o f f i c i a l  d e b t  t o  c o u n t r i e s  t h a t  i m p l e m e n t  

f a r - r e a c h i n g  m a r k e t  r e f o r m s .  A d e m o c r a t i c  and e c o n o m i c a l l y  p r o s p e r o u s  

E a s t e r n  Europe wou ld  s e r v e  as a magnet  on t h e  USSR, j u s t  as Wes te rn  E u r o p e ' s  

s t r e n g t h  d i d  v i s - a - v i s  t h e  f o r m e r  Communist  r eg imes  in  E a s t e r n  Europe ,  s i n c e  
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i t  wou ld  p rove  t o  S o v i e t  c i t i z e n s  t h a t  b a n k r u p t  Communis t  command economies  

can be s u c c e s s f u l l y  t r a n s f o r m e d  t o  p r o s p e r o u s  m a r k e t  e c o n o m i e s .  

- - D i r e c t  A s s i s t a n c e  To The S o v i e t  R e p u b l i c s  

Where p o s s i b l e  t h e  U n i t e d  S t a t e s  and t h e  West s h o u l d  channe l  economic  and 

a s s i s t a n c e  t o  e l e c t e d  l e a d e r s  in  t h e  r e p u b l i c s  and l o c a l  g o v e r n m e n t s .  The 

impe tus  f o r  change t o  a m a r k e t  sys tem i s  coming f r om t h e  r e p u b l i c s  and l o c a l  

g o v e r n m e n t s ,  no t  f r om Moscow. E s t o n i a  has a l r e a d y  d e c o n t r o l l e d  l o c a l  f ood  

p r i c e s  and f o o d  s h o r t a g e s  and w a i t i n g  l i n e s  have d i s a p p e a r e d  i n  t h e  r e p u b l i c .  

B o r i s  Y e l t s i n  r ema ins  c o m m i t t e d  t o  r a d i c a l  r e f o r m  and h i s  l e g i s l a t u r e  has 

d r a f t  l e g i s l a t i o n  unde r  c o n s i d e r a t i o n  w h i c h  wou ld  a l l o w  f o r  p r i v a t e  p r o p e r t y ,  

i n c l u d i n g  t he  r i g h t  o f  s e l l i n g ,  h e r e t o f o r e  f o r b i d d e n  i n  t h e  USSR. 

- - L e t  The IMF And Wor ld  Bank Take The Lead 

The USSR's hard  c u r r e n c y  d e b t  has d o u b l e d  o v e r  t h e  p a s t  5 y e a r s  t o  $56 

b i l l i o n .  The o n g o i n g  S o v i e t  economic  r e c e s s i o n  and f a l l i n g  p r i c e s  f o r  o i l ,  

t h e  s o u r c e  o f  most  o f  t h e  USSR's hard  c u r r e n c y  e a r n i n g s ,  mean t h a t  s o o n e r  o r  

l a t e r  Moscow w i l l  p r o b a b l y  have t o  t a p  i n t o  t h e  IMF and o t h e r  Wes te rn  c r e d i t  

s o u r c e s  f o r  needed cash .  P o l i t i c a l l y ,  i t  i s  much e a s i e r  f o r  Moscow t o  accede 

t o  m a r k e t - r e f o r m  c o n d i t i o n s  imposed by t h e  IMF t h a n  by t h e  West .  

WEAKNESS OF RECOMMENDATIONS 

G o r b a c h e v ' s  b l o o d y  c rackdown  in  L i t h u a n i a  and L a t v i a  and i n c r e a s i n g  

r e l i a n c e  on t h e  a n t i - r e f o r m  f o r c e s  in  t h e  s e c u r i t y  o r g a n i z a t i o n s ,  b u r e a u c r a c y  

and Communist  p a r t y  have led  many t o  c a l l  f o r  s a n c t i c n s  mgmins£ t h e  K r e m l i n .  

C l e a r l y  a s u c c e s s f u l  B a l t i c  movement f o r  democracy  and m a r k e t  economies  wou ld  

have more t o  do w i t h  t h e  much v a u n t e d  new w o r l d  o r d e r  t h a n  t h e  r e s t o r a t i o n  

o f  t h e  Emir  o f  K u w a i t  t o  power a f t e r  t h e  G u l f  war .  However ,  t h e  t y p e  o f  

economic  p u n i s h m e n t  t h a t  some e n v i s i o n  a g a i n s t  Gorbachev  f o r  h i s  



- '9-- 

B & ! t i c  c rackdown c o u l d  end up harming  t h e  r e f o r m  movement in  t h e  USSR more 

than  a i d i n g  i t .  Even G o r b a c h e v ' s  a rch  r i v a l  Y e l t s i n  a rgues  t h e  "West s h o u l d  

t a k e  a c o ~ q s t r u c t i v e  p o s i t i o n  ( t o w a r d  t h e  B a l t i c  p r o b l e m ) ;  c o n f r o n t a t i o n ,  

l o c k i n g  h o r n s ,  what  does t h a t  d o . "  Though t h e  U.S was ab le  t o  send med ica l  

sh i pmen ts  r e c e n t l y  d i r e c t l y  t o  the  r e p u b l i c s ,  o t h e r  fo rms  o f  a s s i s t a n c e  t o  

the  r e p u b l i c s  d i s a g r e e i n g  w i t h  t he  Moscow's p o l i c i e s  may p rove  d i f f i c u l t ,  bu t  

s t i l l  w o r t h  t r y i n g .  

Debt f o r g i v e n e s s  f o r  E a s t e r n  Europe has a l r e a d y  run i n t o  s t r o n g  

r e s i s t a n c e  f rom Europeans who are w o r r i e d  i t  w i l l  s e t  a bad p r e c e d e n t  f o r  t h e  

r e s t  o f  t h e  w o r l d .  However,  what  b e t t e r  example f o r  t he  r e s t  o f  t h e  w o r l d  

i s  t h e r e  t han  P o l a n d ' s  b ig  bang p lunge  toward  c a p i t a l i s m .  The P o l i s h  

government  has r e q u e s t e d  t h a t  80% o f  i t s  o f f i c i a l  d e b t  o f  $33 b i l l i o n  s h o u l d  

be c a n c e l l e d ;  b a c k i n g  such deb t  r e l i e f ,  Congressman Dav id  Obey r i g h t l y  a rgues  

t h a t  " t h e  bes t  d e m o n s t r a t i o n  t h a t  we can make ( t o w a r d  t h e  USSR) i s  t o  show 

how r a d i c a l  r e f o r m  works in  P o l a n d . "  The Bush A d m i n i s t r a t i o n  appears  w i l l i n g  

t o  g r a n t  Po land  f o r g i v e n e s s  on 65% o f  i t s  o f f i c i a l  d e b t ,  bu t  t he  Europeans 

want t o  g r a n t  t h e  Po les  o n l y  40% d e b t  r e l i e f  and Japanese none a t  a l l .  

STRENGTH OF RECOMMENDATIONS 

The f u t u r e  o f  t h e  S o v i e t  Un ion c o n t i n u e s  t o  be t h e  most i m p o r t a n t  

g e o p o l i t i c a l  q u e s t i o n  f a c i n g  t he  U n i t e d  S t a t e s  because the  USSR rema ins  t he  

o n l y  c o u n t r y  in  t h e  w o r l d  t h a t  can t h r e a t e n  t h e  s u r v i v a l  o f  ou r  c o u n t r y .  An 

i n d i r e c t  approach  t owa rd  e n c o u r a g i n g  t h e  USSR t o  imp lement  m a r k e t  r e f o r m s  

a l l o w s  us t o  remain c o n s t r u c t i v e l y  engaged w i t h  t h e  K r e m l i n  on r e s o l v i n g  

w o r l d  p rob lems  such as in  A f g h a n i s t a n  and Cambodia and on r e a c h i n g  arms 

c o n t r o l  ag reemen ts .  L a s t  December t h e  IMF, Wor ld Bank, EBRD and OECD j o i n t l y  

i s s u e d  a r e p o r t  d e c l a r i n g  t h a t  a d d i t i o n a l  Western  f i n a n c i a l  a s s i s t a n c e  a t  
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t h i s  t i m e  w o u l d  s i m p l y  l e a d  t o  money down t h e  d r a i n  u n t i l  t h e  USSR e m b a r k s  

on a m a j o r  and c o m p r e h e n s i v e  m a r k e t - o r i e n t e d  r e f o r m  p r o g r a m .  S o o n e r  o r  l a t e r  

G o r b a c h e v  o r  h i s  s u c c e s s o r  w i l l  r e a l i z e  t h a t  one can n o t  s q u a r e  a c i r c l e  and 

t h a t  o n l y  a f r e e  m a r k e t  can d e l i v e r  h i g h e r  l i v i n g  s t a n d a r d s .  


