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THE BASIC ARGUMENT:
CONCEPTS AND VALUES

There is a tide in the affairs of man which taken at the flood leads on to fortune.
Omitted, all the voyage of their life is bound in shallows and in miseries.

- William Shakespeare
I. Overview

This report begins with the concept of strategic interaction. The leaders of the Soviet
Union and republics will make hard decisions about their reforms based on their analysis of their
best interests. But the road to reform they can realistically follow depends critically on the
nature and degree of Western engagement. Conversely, while Western leaders will decide about
their engagement with the Soviet Union on the basis of their calculation of Western interests,
the extent of cooperation is critically dependent on the path of reform the Soviet Union is
prepared to undertake.

If these propositions are correct, one implication becomes inescapable. Rather than each
party hesitating and waiting for the other to act, the governments of the Soviet Union and the
West must urgently ask and answer: What if? Together, these governments should jointly
develop a common program of step-by-step initiatives each would undertake if the other were
prepared to act. Our purpose is to suggest an outline of such a joint program,

The concept of strategic interaction is not new. It lay at the heart of the Marshall Plan.
Some 44 years ago last week, U.S. Secretary of State George C. Marshall delivered the
commencement address at Harvard in which he issued a challenge to the countries of Europe.
If these nations could jointly develop a plan "to place Europe on its feet economically," the
United States would support and finance such a plan “so far as it may be practical for us to do
so."

Though lost to the footnotes of history, the nations invited to participate in the Marshall
Plan included the Soviet Union and the countries of Eastern Europe. Stalin declined.

Marshall’s proposal was greeted with skepticism at home. Some argued that after five
years of wartime neglect, America’s domestic problems demanded first claim on the nation’s
limited resources. Others found bizarre the thought that scarce American dollars would go to
countries that included former enemies who had so recently fought America’s sons in war.
Perhaps most incredible to "experts” was the presumption that after four centuries of almost
continuous inter-European wars, these nations could become a community at peace.

Nonetheless, Marshall persisted in the conviction that American interests required deep
engagement with European nations as they built their futures. Intense cooperation among
themselves stimulated by generous assistance from America would make possible a peace and
prosperity of which prior generations could scarcely dream. The realization of that dream
shaped our world.



The Political Challenge

The revolutionary times in which we live place a special conceptual burden on the leaders
of today’s great nations. The forces of history confront both Soviet and Western leaders with
new and fundamental questions: questions deeper and more troubling than mortals can
comfortably answer. In the aftermath of the Cold War:

O  What kind of country will the Soviet Union become? What role will this Soviet Union
play in international affairs?

O  What interests does the West have in the Soviet answer to questions about Soviet society?
Should the West's goal be to promote the disintegration of the Soviet Union or, rather,
to assist its transformation into an advanced industrial democracy consisting of
voluntarily associated republics? Specifically, how should the West relate to ongoing
changes there?

O What concept of a stable relationship between the Soviet Union and the West will meet
each side’s hard-headed analysis of its national interests and the requirements for
international order?

Six years of perestroika have profoundly changed Soviet society and aspirations. Many
of these changes are irreversible. Glasnost has opened eyes and minds that will not be closed
again. Steps toward political democratization have energized Soviet society as shown by the
vigor of the republics and their demands to shape their own futures. Witness also the rapid
growth in political awareness of ethnic groups and the increasing influence of the labor
movement on policy making. On June 12, for the first time in its history, Russia chose a
democratically-elected president.

Changes in politics stimulate changes in economics. Relaxation of the fear that has been
the dominant chord of Soviet society has undermined the command system of economic
management. A genuine entrepreneurial sector is emerging. And while recent economic
deterioration has meant severe hardship for many, especially pensioners and children, the need
to provide for one’s own family has changed people’s thinking from reliance on the state to self-
reliance. The process of glasnost has brought to light these developments and has revealed
fundamental problems long suppressed and obscured by the old system. Their combined impact
has shattered the system.

Spurred by these developments, the leaders of the Union and of nine republics made a
political breakthrough on April 23. Their "9 + 1" Agreement sets-up genuine power-sharing
arrangements among sovereign republics. The leaders are now actively negotiating a new
voluntary Union Treaty, which will be followed by a new constitution and new free elections
for national offices. All that remains is for this ambitious political program to be carried out.

The Economic Crisis

What now demands immediate attention is the Soviet economic crisis. The Soviet Union
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and citizens of the Soviet Union are taking historically unprecedented steps toward democracy
week by week.

In economics, the core value of freedom is exercised in a market economy based on
private ownership in which market forces of supply and demand answer the question of who
produces what for whom. Ownership means the freedom to use or dispose of property as an
individual chooses. Basic laws of economics tolerate no equivocation on this point, none
whatsoever. ' ‘

In international relations, the core values are peace and freedom: an international order
that permits nations to determine their own evolution free from force, the threat of force and
outside interference. ‘

Can Soviet leaders embrace these values and act effectively upon them? The best
evidence is the recent transformation of Soviet foreign policy. In relations with Eastern Europe,
President Gorbachev repealed the "Brezhnev Doctrine" and allowed nations to choose their own
way. Presidents Gorbachev and Kohl negotiated rapid unification of a sovereign Germany. The
Soviet leadership set out on a radical venture to conclude the Cold War by eliminating massive
conventional armaments in Europe through the negotiation of CFE. When faced by the choices
posed by Saddam Hussein's invasion of Kuwait last August, Soviet Foreign Minister
Shevardnadze joined U.S. Secretary of State Baker in condemning the action and cutting off
arms to Iraq. In the weeks that followed, the Soviet Union voted for each U.N. resolution
condemning Iraq and demanding its withdrawal, and played an important role in persuading
others to join them.

While many events in the Soviet Union provide grounds for continued skepticism that a
fundamental shift in values has taken place, the Soviet leadership’s success m transforming
Soviet participation in international affairs cannot be denied. We believe the central lesson is
this: in the international arena, bold Soviet leadership on the one hand was engaged by bold
Western leadership on the other. At Malta, in Washington, and in other capitals, each side
moved carefully, step by step. The achievements are now a matter of historical record. They
were based on conceptual transformations of the most fundamental kind. They demonstrated a
vision, on both sides, unusual in the affairs of state. They changed our world.

III. What Is Now Possible?

Success in shaping a new international relationship between the West and the Soviet
Union now presents new opportunities. But once more a conceptual breakthrough is required.
Analyzing as best we can historical developments in the Soviet Union and the West, and
pondering the words and actions of the leaders of the key governments, we see emerging
answers to history’s questions. Specifically, we have identified three basic principles that could
guide deep mutual engagement in the Soviet transformation to democracy and a market
economy.

©  In government the principle is democratization. Specifically, this means: (1) a political
structure based on power-sharing between the center and sovercign republics that
devolves significant power to the republics, dissolves the unitary state, and establishes
a new federal structure among those republics that choose to participate; (2) acceptance
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finds itself in a complex predicament where retreat is impossible, but the road ahead frightens
a nation whose people have lived in a totally different world.

The attempt to cope with this crisis brings the leaders of the Soviet Union and the
republics to the point at which history’s "tide is at the flood". If the Soviet Union continues
down the present path of half-hearted economic reform, today’s decline will become tomorrow’s
free-fall. Economic collapse will not only defeat the promised political reforms, but is likely
to lead to the disintegration of the Soviet Union, perhaps in a violent manner. Alternatively,
President Gorbachev, President Yeltsin, President Nazarbayev and the leaders of the other
republics now have a chance to choose a radically different path to a market economy and
integration into the world economy.

Their choice is not one the West can view with indifference, as if from a distant planet.
Not only because this nation covers one-sixth of the earth’s land mass, has 300 million people,
vast natural and intellectual resources, and a huge military arsenal that includes one-half of the
world’s nuclear weapons. Not only because the protracted ideological confrontation with the
country shaped the history of the twentieth century. But because the U.S.S.R. shares with the
West a common physical and political space. Changes happening now in the U.S.S.R. have
consequences for the whole world.

The Soviet Union is and will remain a great power. Like any other nation it will adhere
only to those policies it judges to be in its own best interest. If Soviet leaders are now willing
to attempt a decisive breakthrough to democracy and the market economy, Western leaders will
confront their own fateful choice. To engage or not to engage -- that will be the question. And
if to engage, whether to stretch to a level of engagement that maximizes the likelihood of
success. For the clear lesson of recent history is that without deep Western cooperation and
assistance, the Soviet Union’s chances of reaching its destination successfully in the foreseeable
future will be low.

II. Common Values and Interests

The aspiration of the people of the Soviet Union today is for their nation to become a
"normal society," a "civilized society." No objective observer can fail to be greatly impressed
by the courage of Mikhail Gorbachev, Boris Yeltsin, and other Soviet leaders in facing harsh
realities. President Gorbachev’s Nobel Peace Prize speech expresses the heart of the matter:

We want to become an integral part of modern civilization, to live in harmony
with mankind’s universal values, abide by the norms of international law, follow
the "rules of the game" in our economic relations with the outside world.

Freedom is the bottom line. Freedom means the right of each human being to exercise
his unconstrained rights concerning fundamental issues including speech, press, religion, and
assembly. '

In the realm of government, freedom means democracy. A legacy from ancient Greece,
the concept of democracy has been refined in practice through the centuries. Constitutional
guarantees of individual rights by a government that derives its power from the consent of the
governed are protected by contested elections in which citizens select their leaders. The leaders
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of the sovereignty of the republics including their right to exit; (3) freely contested,
democratic elections for political leaders at all levels; (4) an end to the monopolization
of political power by any one party; and (5) guarantees for individual human rights.

©  In the realm of economics, the basic principle is the creation of a market economy and

integration into the world economy. Specifically, this means: (1) legalization of basic
economic rights beginning with the ownership of property; (2) privatization of the vast
majority of state enterprises; (3) demonopolization so that new enterprises can be created
and all enterprises can compete; (4) budgetary and monetary stabilization through rapid
cuts in subsidies and expenditures for defense and military-industrial enterprises; (5)
liberalization of prices to allow them to be deterinined by market forces of supply and
demand; and (6) normalization of international trade through the acceptance of
established international trading practices including a convertible currency.

© In the security dimension, the principle is cooperation in shaping a new world order.
The breakthrough has already been made. Its thrust must be extended. Operationally,
this means: (1) rapid implementation of CFE and completion of START; (2) sharp,
mutually-agreed reductions in military forces and military expenditures; (3) cessation of
aid for nations and forces promoting regional conflicts; (4) accelerated cooperation in
international  problem-solving including regional disputes and global threats, the
proliferation of ballistic missiles, weapons of mass destruction, and terrorism.

In sum, the strategic concept for the next phase of Soviet history should be a decisive
commitment to transform the Soviet Union into a democracy and a market economy; to rejoin
the international community and be integrated into world society. The strategic concept for the
West is one of active engagement in rehabilitating the Soviet Union from a deep and long illness.
Western leaders should commit their nations to assist in every practical way to increase the
likelihood of success of the Soviet Union’s transformation to a normal, civilized society.

IV. How Would This Be Possible?

How might such principles apply to the political and economic transformation of the
Soviet Union? Three tests must be met. The first is the necessity for mutual advantage. No
government will undertake the actions required out of charity or because outsiders demand they
do so. Only hard national interests can sustain commitments to the hard actions required.
Fortunately, mutual engagement in the Soviet’s transformation to political and economic
democracy meets this test. For the Soviet Union, it offers the only prospect for completing the
reform process and beginning to close the gap between Soviet standards of living and those of
economically advanced countries. For the West, success would not only escape a security
nightmare -- it would constitute the single greatest advance for peace in the post-war world.

The second test is that strategic interaction occurs step by step. This means a joint plan
built from a coherent conceptual framework that begins with the essential pillars of a market
economy. Each step by one must trigger a corresponding step by the other. The major stages
and measures of Soviet economic reform must be synchronized with measures taken by the West



to assist these reforms.

The third test is one of conditionality. No more than any other country can the Soviet
Union be expected to tolerate unwarranted intervention in its internal affairs. At the same time,
it is obvious that Western assistance will be strictly contingent upon a process Western
governments judge to have reasonable prospects for success. These conditions will be monitored
step-by-step throughout the process by both parties. ~As in any good partnership, some
conditions will be more explicit, some understood. Over the past four decades, the international
financial institutions have developed standard, mutually-accepted procedures for providing
conditional financial assistance, procedures that should apply to this case as well. Furthermore,
since all parties are interested in political as well as economic transformation, the scale of
Western assistance will inevitably be related, step-by-step, to progress in fulfilling the Soviet
Union’s own timetable for democratization established in the "9 + 1" Agreement.

If for reasons of deepest Soviet national interest the Soviet leadership chooses to "go for
it" -- to establish a market economy and democracy -- this initiative must be welcomed by the
West in more than words. It must be embraced by deeds.

Money is not the beginning of the matter, nor the end. Nor is it the most important
element. We can imagine few more certain formulas for failure than for the West to put a bag
of billions of dollars on the table and leave the rest to hope. Soviet leadership at all levels faces
no more difficult task than to know how to take concrete steps that will transform its society.
Lessons learned from centuries of trial and error in building democracies and functioning
economic systems must be distilled, adapted, and adopted not only in the Kremlin but throughout
society. Moral, intellectual, and technical engagement are vital. As at the time of the Marshall
Plan, today Soviet leaders and citizens need most of all the confidence that would come from
the message Europeans heard: their best efforts would not fail for want of assistance that the
U.S. could practically provide. g

In the transformation to the market economy, Soviet resources, Soviet courage, and
Soviet determination will be the single most important factor. The Soviet Union can and must
mobilize the enormous potential that exists im a country so rich in human and natural resources.
No outsider can do for the Soviet Union what it will not do for itself.

But let us also be clear. If the Soviet leadership decides to transform the Soviet Union
into a market economy, the path it can reasonably hope to travel will be critically affected by
the degree of Western cooperation, including the scale of financial assistance. The hurdles they
can hope to clear, the pace at which they can move, the pain the Soviet people will have to
suffer and, most important for the West, the risks of potentially catastrophic failure, depend on
the West as well as the Soviet Union.

How much financing will be required to support such an agenda? Our analysis of
financial needs yields no magic number. In the final analysis, the financial needs will emerge
in the course of the design and execution of the program. In this joint plan, we present our best
professional judgment of the financing that would be required to support a coherent Soviet
program for moving as rapidly as is possible to a market economy. We indicate the kind of
Western assistance that could make a significant difference in the probability of success. Our
judgments about types of needed Western financial assistance are informed by the analysis
presented in the joint report on the Soviet economy produced by the IMF, the World Bank, the
OECD, and the EBRD for the leaders of the G-7. We have also drawn upon our own analysis
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of the growing intensity of economic collapse in the Soviet Union, and our observations of
Western support programs for other economies in distress, particularly the recent favorable
experiences of Eastern European countries.

In our view, a transformation program of the magnitude that we urge here would require
substantial external assistance for several years. We expect that larger amounts will be needed
at the outset, and declining amounts as private investment grows. These funds would be
required not for general assistance but for specific purposes: balance of payments assistance
during price liberalization, a currency stabilization fund for the transition to convertibility, and
private enterprise funds to foster the development of new, private businesses. Shared among
industrial democracies and international financial institutions, the annual budgetary costs to the
governments of the largest economies would not be large. _

Specific financing requirements will be the subject of intensive study and constant review
once the reform process is underway. We urge Western governments to direct the international
institutions -- the IMF, the World Bank, the OECD, and the EBRD -- to play a central role in
refiming the economic agenda and financing estimates as Western strategic engagement in the
Soviet Union’s democratic and economic transformation moves from words to deeds.



IL.

IS SOVIET POLITICAL
AND ECONOMIC REFORM POSSIBLE?

The Soviet Union has come to a dramatic moment in which it must confront major
challenges simultaneously and immediately. As old social institutions are rejected, new values
are gaining acceptance. The country’s future cannot be determined from the outside but will
be shaped by society’s understanding of the necessity for its transformation. This objective
process has now become irreversible. But what will the price be?

The Soviet experience since April 1985 provides clues to the potential costs of reform.
When implemented "from the top,” the first reforms brought light to numerous problems that
had accumulated in the country for decades. An attempt was made to address these problems
by creating new democratic institutions in economics and politics. These institutions, however,
proved insufficient in coping with the problems. Moreover, the governing bodies were not
prepared to confront society’s most vital problems and proved unable to contain the struggle for
political power within a framework of law and civilized conduct. As a result, the search for a
resolution of the crisis led to one dead end after another. The operating principle became "every
man for himself" and separatist movements became stronger.

Several processes accelerated simultaneously: ethnic conflicts grew acute, economic
crisis worsened, and efforts were made to form a new system of political democracy in the
center and the republics. Interaction among these developments fueled conflict in all three areas,
even as advocates of reform made extraordinary efforts to contain these processes peacefully.

Events up to April 1991 showed the center and republics that without the participation
of key actors it would prove impossible to cope with real and urgent problems. The outline of
a policy of "social agreement” thus began to take shape, and a general platform for inter-republic
cooperation emerged.

The "9 + 1" Agreement marked a turning point. It creates a basis for implementing a
unified concept of economic and political transformation in nine republics that make up 90
percent of the country’s territory. The realization that each republic’s particular problems
stemmed from common causes created the basis for more constructive interaction.

The process of democratization continues. President Gorbachev’s declarations show how
determined he and other leaders are to implement substantive steps to build consensus among
all political groups in the U.S.S.R., to carry out radical economic reforms, and to cooperate
with the advanced industrial nations. The first-ever presidential elections of Russia have been
held. Despite serious deficiencies in its economic reform program, the Soviet government is
thus on a politically sound course, adapting its policies to accommodate the interests of the
republics.

Analysis of economic developments in the Soviet Union during the last six months,
however, suggests that because of a serious recession in industry and growing inflation, the
economy is quickly losing its internal capacity to implement decisive reforms by itself. If the
U.S.S.R. chooses an isolationist path to transformation, the ensuing pain will become so intense
that the necessary reforms may prove impossible to carry out. These dangers are further
compounded by the fact that the country is a military superpower.
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Given the complexity and difficulties of the internal situation in the U.S.S.R., why does

the serious reform have any chance of success? The answer lies in objective developments that
show that the society is now prepared for radical transformation in both economics and politics.

Attempts to solve the country’s problems within the framework of old ideological dogmas

and by means of inconsistent reforms and the use of force have made the situation much worse.
The futility of current political cliches and economic methods has been clearly demonstrated to
the populace. The need for decisive measures to overcome the impasse is clear to all.

The results are:

1. The strengthening of views on reform and the clarification of the goals and tasks that now
confront the reformers, as shown by the:

e}

recognition of the tight linkage between progress in economic reform and democratization
of political institutions

definition of the most important tasks in the near-term: radical economic reform, the
building of social consensus, and the formation of a strong coalition that could effectively
resist those forces not interested in reform -

understanding of the need for widespread dissemination and popular acceptance of the
ideas of a market economy, including private ownershxp, price liberalization, and
structural adjustments

creation of the basis for conducting wide-ranging negotiations on the issue of redefining
the legitimate powers of the center, both legislative and executive. Having learned from
the experience of economic agreements in the fall of 1990 and the acuteness of current
problems, the parties, which include all interested participants, may complete this
complex process in a relatively short time

rejection of the command structure of the economy, and appreciation of the need for new
management structures

implementation of major changes in foreign policy: the withdrawal of Soviet troops from
Eastern Europe, the beginning of genuine reductions in armaments and defense
expenditures, discrediting the idea of an external enemy, a new attitude of openness to
the world economy, an understanding of the need to integrate the country into world
civilization, and an agreement in principle on granting full sovereignty to the Baltic states

2. A significant broadening of the popular support for reform, including:

@)

o)

inclusion of broad segments of the populace in the reform process and the recognition
of their personal interests in this process and of the need to satisfy those interests

emergence of an entrepreneurial sector, changes in behavior and attitudes, and the
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creation of market structures
©  growth in political activity and in citizens’ demands on office-holders
3. A growing pragmatism and a sense of urgency for action, manifested in:

O a decline in the standard of living and a growing sense of disorientation strengthen a
resolve for action

O  the necessity to maintain public trust pressures those in power to seek to improve the
situation in the shortest possible time

O  a sharp deterioration of the economic situation mandates taking immediate steps for
stabilization

A precise recognition of the goals and problems of societal transformation, the choice of
a market economy and democracy, the popular support for reform, and a growing resolve for
immediate action -- all these mean that in the present situation, a comprehensive reform program
supported by the advanced industrialized democracies could rally all reform-oriented forces.

Now the moment of truth has arrived: a umque moment for unprecedented cooperation
inside the Soviet Union and between the Soviet Union and the West. Today there exists a
chance for the resources and talent of the U.S.S.R. to become a pillar of order rather than
disorder in the world. This is a historic opportunity in the life of a great nation. The decisions
taken now will shape the fate of future generations. ) '



HI.

WHAT ARE THE WEST’S STAKES
IN THE SOVIET FUTURE?

There is a view that the West should sit on the sidelines, leaving the Soviet Union to
stagnate or even collapse. This view reveals a profound lack of historical perspective.
Economic chaos after World War I bred extremism in which Nazism took root and brought
Hitler to power. The inter-war economic blizzard toppled new democracies in Eastern Europe
in favor of authoritarian regimes.

This view also betrays a lack of imagination about what a free and democratic Soviet
Union would mean for the West. Western nations spend more than $250 billion annually
defending themselves against Soviet military threats. Economic and political reform in the
U.S.S.R. that sharply reduced such threats would create the opportunity to realize a significant
peace dividend. In economic terms, investments in successful transformation would pay a high
rate of return. And the benefits to Western security of a world in which the West’s fears of
Soviet nuclear missiles were no greater than current fears of other nation’s nuclear weapons
cannot be measured in dollars alone.

The array of Western stakes in the future of the Soviet Union includes security,
economic, political, environmental and human interests. Among these, the West’s preeminent
goal must continue to be to avoid a nuclear war in which it would be among the first victims.
Although the likelihood of a deliberate nuclear exchange has declined, the consequences of a
failure of deterrence are so great that this issue must continue to top any list of Western vital
interests vis-a-vis the Soviet Union. Further decline in the risk of nuclear war will occur with
the successful negotiation of START and the institutionalization of a cooperative relationship.
Should the process of reform in the Soviet Union fail and a dictator seize power, however, the
risks of nuclear war could rise sufficiently to dominate Western attention once again.

This canonical nuclear threat is now rivalled by a second, almost equally terrifying
prospect: the disintegration of the Soviet Union into chaos and civil wars. No single event in
the post-war period would present such high and uncontrollable risks of nuclear war as the
violent collapse of the Soviet Union. Under such conditions, what prospects would there be for
centralized command and control of the Soviet Union’s 30,000 nuclear warheads? In the case
of a Soviet "Lebanonization," would nuclear artillery shells and other advanced conventional
weapons become available in international arms bazaars for terrorists or dictatorial states? If
nuclear weapons fell into the hands of warring republics, violence could spread.

A related risk is posed by prospects of additional Chernobyls. With 50 civilian nuclear
power reactors across the Soviet Union and scores of research reactors in scientific institutes,
it is easy to imagine a tragic intersection between civil violence and a nuclear facility.

The size, capabilities and location of Soviet military forces matter to the West. The
United States and its Western allies thus have a profound interest in whether the Soviet Union,
even under conditions of severe economic hardship, eventually begins a new round of force
modernization or pursues further force reductions, either unilaterally or through arms control
agreements. These factors are important both because of the risks they represent, and because
of their impact on Western defense spending and the size of American forces that should






