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& Chats,

PRIME MINISTER'S VISIT TO SOVIET UNION: COMMERCIAL
ENGAGEMENTS z i |

When Richard Gozney wrote to you on 1 June about the Prime
Minister's visit to the Soviet Union he mentioned that I would
be writing with more details about commercial engagements in
the programme.

Soviet credits
First, however, the Prime Minister should be made aware of the

possibility that the Soviets may raise the subject of
asgistance from the West, possibly in the form of new credit

facilities and the encouragement of investment, to BnabIE The
soviet government teo store consumer goods for release sarly
next year to esase the pain of the planned market reforms.

ECGD counld certainly agree to a small increase in cradite for
consumer goods, provided that they are guarantead by

Vneshekonombank (the Soviet Bank of Forelgn Economic Affairs).
But they would attract only short termes of payment under OECD
Consensus rules and would adversaly affect the Boviet balance
of payments.

| T— -

As to investment, ECGD are willing to provide support to
encourage British companies o invest in the Soviet Union, but
any such investments would be unlikely to have a significant
impact on the consumer goods market by early 1991.

On export credits generally, the Prime Minister should avoid
giving any firm commitments on cover for new projects, pending
the currént TEVIEW OF markets in which ECGE‘ET?E%H? have a
significant exposure (of whlch the Soviet market is onel.
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Security Export Controls

COCOM partners are expected to announce on 7 June agresment to
major relaxation in strategic export contTols. These
raldXations will in general apply to all prascribed
destinations. However in certain areas, ie computers and
telecommunications, the countries of Eastern Europe may
receive more favourable treatment than the Soviet Uniomn,

In Moscow, the Prime Mini=ster will first vizit the Ministry of
Telectmmnications to sas equieggnt being supplied by GEC-
Plessey Telecnmmunlca;iung {GPT) as part of their long-term

cdmmitment to the USSR. The Soviet Minister of
/‘L ph ey fh

Telecommunications, Mr Pervyshin, is expected to be present.
The Prime MiTnister may De invited to make a telephone call to
the UK {poesibly to Lord Prior, Chairman of GEC) through the
recently installed System X exchenge which is being tested by
the Soviets and whitch CPT hope will form the basis for
extensive business opportunities in the future. GPT have
already established a successful joint venture (Comstar] to
develop both domestic and international telecommunications
networks in the Soviet Union. The firat fruit of this co-
cperative venture was the provision of direct dial
international payphone booths in Moscow.

Moscow City Council

Following the wigit to the Ministry of Telecommunications, the
Prime Minister will lock in on a presentation at the Moscow
City Council, complete with =scale models and architects’
pIEﬂ!'ﬂHFThH £200m British-Soviet Trade Centre project being
pursuaed by thE'fEf?ETT_E?EEE_TH_E_;EIE?‘FE;?urE with Mossoviet
(effectively the formal launch of the project). The new Mayor
of Moscow, Mr Gavreiil v, will also ba present. Tha
project involves the construction of a twin-tower hotel and
bu1lE!!E-EEEE1%EfEEEEfEEE;EEEEEE:ﬁEZEﬁEEE;—T;EﬂVE the 1905
Street Metro station To 2 west-north-west) and a residential
block, which, after protracted negotiations and a letter from
the Prime Minister to Mr Ryzhkov, will be located int ah
south=west guburbs on Mogfilmovskaya Streat. The related
rroblem of the location of offices for the Carroll /Mossoviet
joint venture, which the Prime Minister raised in her letter,
has still to be resolved but ia not yet crucial to progress.

Carroll claim to have made good progress in discussions with
posgible contractors and hotel management thEgniea+ No
decisions have hesn taken., However, there is some danger
that, for commercial reasong, British companies will not be
solected. This would dilute the case for continued high—
level political sgpport, although the centre would still be a
very valuable asset for UK companies doing business in the
USSR and would bring in some £10m of invisible earnings a

e L
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year.

Frobably the major obstacle to the project remains that of
financing and specifically the guestion of commercial and
political rigk guarantees. ECGD support (assuming a UK
contractor) is likely to be conditional on a guarantees from
the Soviet S5tate (in practice Vneshekonombank) or an accepted
Western party. This is far from certain.  Since the project
ig Of no immediate benefit to Soviet citizens a Soviet
guaranTes has not been offered and nc Western party (including
C ﬂm’]"'mmerl inclined to give the project any
financial backing.

Long-term Programme

When the Prime Minister meets Mr Ryzhkow, they will sign,
amongst other documents, a l0-year Econcmic and Industrial Co-
opaeration Programme for 1991-2000. She should not rerer to
this as a trade agreement but aAs a co-operation programme,
This is because of EC competence on trage matters and the
signature of the EC/USSE trade agreement on 18 December 1989
(the equivalent of The US/UDSR trade agreement signed during
FPresident Gorbachev's visit to Washington last week).

The programme replaces a similar one for the period 1986-
1990. 1Its purpose is to serve as a guide to

organisations on each side as to commercial areas where both
sides could do businESs With—each other, such as through
str3Ight SdI88 Or Joint manurfacture. As Richard Gozney said
in his letter of 1 June, such Agreements are a standard
feature of economic relations between the Soviet Inion and
Western countries; the Soviet side regards them as much more
important than we do.

The main features of the new agreament are:

a) it demonstrates the willingness of both countries,

and confidence in each other, t0 co-operate closely over the
next 10 years; T D ——

Pl

b} it reflects the changes in the Soviet economy by
placing greater emphasis on co-cperation with organisations
newly entitled to engage in foreign trade and recognising new
forms of co-operation, such as joint ventures and consortia;

c} it acknowledges the importance of co-operation in

the provieion of a wide range of services, where the UK is

particularly strong: e .1 —

d}_ it provides for co-operation in joint exploration,
extraction and distribution of minerals and energy products,

e ——
M
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which could provide the meang for a ganeral expansgion of co-
operation in other fields:

2) it recognises the Iimportance of protecting
investments and intellectual property righte:

L) it confirma the importance of greater diversity in
the provision of financing for major projects.

——

The programme will be circulated widely throughout British and
soviet industry and should lead to a closer co-cperation
between the two countries through better awareness of the
opportunities.

"British Industry Today", Kiev

In Kiev, the main commercial element in the Prime Minister's
programme is the visit to the "British Industrf Today"

exhibition. ——

We understand that the Prime Minister hopes to visit all the
stands, but if time does not permit this we recommend that she
visit at least those of Allied-Lyons, in view of the Lord
Mayor of London's vISit the foltowing week (Sir Hugh Bidwell

is a Director of Allied-Lyons): Amersham, because the company
had invited th& Prime Minister to visit the Cardiology Centre
in MosCcOw, where they have just signed a joint venture to
mﬂﬂa?!EluIE radio-diagnostics; ICI, because it did not prove
possible for The FrIm& Minister to visit their farm management
consul tancy project outside Kiev; and ICL, D&erause the company
may be about to sign a large :untract to supply personal
cumputats e

Juhn Brown

After touring the Exhibitiomn, the Prime Minister will witness
the signature of two agreements between British companies and
Soviet organisationse. The first will be a Shareholders
Agreament to establish a joint venture company between

John Brown Plc and Gasprom (a new organisation representing
the in{ereﬁta of over 90 gas enterprises in the USSR) to
purgsue a project at Novi Urengoi, 30 miles south of the Arctic
Circle. This comprises the turnkey design, supply and
installation of a natural gas liguids plant, ethylene, butene
and polyethylene plante, plu ated utilities and
infrastructure on a greaenfield site. John Brown would be main
contractor, undertaking engineering, project management and
support and would hope to supply most of the egulipment from
the UK. British content could be as high as E180m but stiff
compaetition is expected from Japanese and US companies.
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The project would be the second under John Brown's pioneering
ASETCO arrangement - facilitating hard currency financing
through the purchase by Union Carbide of polyethylens products
from the Novi Urangol complex. ECGD cover would also ke
crucial [(but see parlier paragraph on availability of ECGD
covar for new projects).

The agreement will be signed by Mr Allan Gormly, Managing
Director of John Brown, and Mr V § Chernomyrdin, Chairman of
Gasprom.

Uverseas Pharmacies Litd (OPL)

The second agreement will be signed by Mr Charles Fommer,
Chairman of OPL, a specialist uE_hggl;nng;gjﬁﬁﬁﬁzz_%gppany.
and Mr A L o, Director General of the industria
amalgamation "Pharamacia" of the Ukrainian Ministrvy of Health.
This will establish a joint venture called AngloMed to offer a
complete supply and distribution service in the Ukraine for
pharffat®Mtical, healthcare and related consumer products
through the creation of offices, warshouses and, ultimately,
retail pharmacies. OPL is also offering assistance in the

staged development of improved pharmaceutical producticn
techniques.

Last year OPL opened a British-style pharmacy in Thilisi, in
co-operation with the Georgian Ministry of Health.

OFL has also concluded an agreement with Soyuzsnabimport,. the
import and distribution arm of the Soviet State Supplies
Commission, towards a full joint venture (hoped for in late
1990) for the supply and distribution of healthcare products
through their 220 warshouses nationwide.

Mr David Gllroy-Bevan MP, advisor to OPL, will be in Kiav for
the signing Cceremony. PR e | o —

Hf_&haféﬂé:

I am writing separately about angagements in Mr Thatcher's
Programma .

1 am copying this letter to Richard Gozney (FCOD).

Gt wre
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Frivate Becretary




