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CALL BY¥=THE PRIME MINISTER ON-MR-RYEEEKOV: 1500 HOURST 8 JUNE
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1. The following tock part:
Ryzhkov, USSR Prime Minister The Prime Minister
Sitaryan, Chairman of thea S5ir Redriec Braithwaite
State Committee for Foreign e
Economic Relations Mr Turnbull
Laverov, Head, State Committee Mr Fowell
for Science and Technology
Mr Ingham
Evitinsky, Deputy Minister of
Foreign Affiars Mr Longrigg

Zanyatin, Soviet Ambassador in
London

Uspensky, Head Secaond European
Departmant, MFA

2. After welcoming the Prime Minister Mr Ryzhkov opened the
diseussion by commenting that the Soviet Union was living through
a complicated, but alsc an interesting period. Everything was
changing, he hoped for the better. The Soviet Union was now in a
critieal decade which would determine the country’s future in
the 21st century. He hoped that they would enter this century

fully prepared for what would lie ahead.

3. The Prime Minister said that if the Soviet Union could get
their reforms to work it would be a marvellous end to a Very
turbulent century. All governments know that most battles were
won on the home front: their people judged them by reference to
their own standard of living. She commented that no country had
ever achieved such a large-scale transformation from a

centralised to a market econcmy a= the Soviet Union was




attempting. History showed that most pecople achieved fraedom by
pressure from below. Tha Soviet Union was attempting to

wghp Diuwnd
introduce freedom from the top down. This muwet be a very
difficult task: people always wanted to know exactly where they
stood. It would take time to change the legal system and, for
example, to agree on which powers should belong to the Central
Government and which to the republics and regions. Enterprises
would also have to learn how to develop initiative so that

they could make the most of their new cppertunities. It was easy

to explain the theory: but practice was much more difficult.

4, The Prime Minister then said she would like to hear from
Mr Ryzhkov how he thought the reforms were going an?an they

planned to move forward.

W

5. Mr R?zﬁéﬂv thanked the Prlne Minister for the support she had

always off He r&calleﬂ that he had met the Secretary
of State for Defence during his recent wvisit and had teold him
that, of all the foreign leaders he met, he had always felt he
recelved the greatest support from the Prime Minister. He had
read with interest the press interviews she had given before this
visit and before the visit of President Corbachev to

H*::;iﬂn- He thought they contained a useful note of sobriety. 1In
the Scviet Union, as in any other country, there was a wide range
of political cpinions. Mr Ryzhkov said that those he called

"left radicals" were always arguing that everything should have

been done yesterday. Cocnservatives, on the other hand,




argued that the Government should have done nothing at all.

6. When the Prime Minister interjected that British
Conservatives were very progressive, Mr Ryzhkov replied that

recent press article he had been called a "progressive

Conservative". He-—sadd He was very happy with the term. He

believed that Governments should alwaye ba a little bit

conservative. But, as ha told the Left Radicals, he himself
a radical and supported radical solutions. But there had to
an element of caution. Perhaps if they did not believe him,
would believe the Prime Minister. 2She was right to say that

transition from one system to another would take 10 years.

7. Mr Ryzhkov then turned to explain the country’s economic
reform plans in more detail, The first years of perestroika had
been a period of preparation for change. Now the first real
changes were beginning to take place. Not all, of course,

were positive. For example, there was the problem with
naticnalities. There were at least 140 naticnalities in the
USSR. The exact figure was not even known. Mr Ryzhkov recalled
that 3 months ago, there had been a meeting in Moscow of the
small peoples from the north and west of the country. 26
nationalities had been represented at this conference. The total
population of these 26 naticnalities was only 180 thousand. Some
nationalities numbered no more than 500 people. This was a
serious problem. On the one hand, one understood their desire to
retain their culture, language and traditions. But, on the

other, even they knew that, bioclogically, they could not




survive.

B. Mr Ryzhkov said that the recent violence in Kirghizia was an
example of the problems they faced. He had been told that
morning that the death toll had now reached 78 with hundreds
injured. The situation was now a little calmer, but the

atmosphere was still very tense.

8. Mr Ryzhkov said that the process of change was now taking
place over a very wide front. Tactiecally, it would be easier if
this front could ke narrowed down. But in practice this was
impossible. All the problems were inter-related. The Soviet
econcmy had operated under a rigid centralised system of planning
and distribution for more than 60 years. At some stages, Mr
Ryzhkov believed, this had been the right system - for example
before the war when it had been necessary to build up industry to
resist Hitler, and immediately after the war when it had been
necassary toc concentrate efforts in certain directions in order
to rebuild the economy. Two previous attempts to introduce a
more flexible system - in 1965 and 1979 - had failed because the
Government had realised that the process of change could not be

restricted to the economy and had therefore brought it to a halt.

eortg

10. In the q years since the country’s reform programme had

begqun, the Soviet Union had come a long way. Conseguences had
been both positive and negative. But even negative consequences

were useful: one could learn from them. There was no such thing




as an overnight change: this was for writers of fiction. ©One had
to take into account the Soviet Union’s particular difficulties -

its size, the underdeveloped communications system, and 3

generations of people brought up under a system with very

different ideas. The reform had now reached the stage where the
old system had been dismantled. But the new system, based on a

market, or partial market, had not yet been established.

11. Earlier this vear, the CGCovernment had reviewed

the reform strategy. There had been 2 coptions: either to go back
or to take a glant step forward towards a market. The Government
had talked te hundreds of people - managers, financiers,

bankers etc. There were, of course, differences of view about
strategy and timing of the reforms. But all had been unanimous
that one could not go back. The Government’s new plan, as the
Prime Minister would know, had encountered sharp criticism from
the people. This was because everyone turned straight to the
section on price reform. But it was an integrated programme and

needed to be looked at as a whole.

12. Mr Ryzhkov cited the example of the Government’s proposals
for the reform of enterprise taxation. From 1 January 1991,
there would be a =ingle rate of tax (on profits) for all firms.
This would replace the old system whereby the Government had
taken money from profitable firms to subsidise the unprofitable.
He thought the reform would be adopted within the next week. It
would force firms to be more efficient, Those that were not

would go bankrupt. The Government estimated that some 20% of




firms would go bankrupt if they did not improve their

performance. Finance policy would also be changed. At present

the average intprest rate in the economy was 2.4%. One of the
_.Lﬁ--

' es of the economy was that money played only a secondary

role.

13. The Prime Minister asked how firms could know whether they
were making a profit when there was no proper system for
calculating costs. It might be possible for a farmer to do this
reasonably easily. But for a factory, one needed a whole new
cost and accounting system. Would a small businessman who faced,
for example, a 30% tax on profit, know how to calculate his
profit? It would also be very difficult for people who had been
prought up in the old system to adapt to their new circumstances.
They had always been tocld what to make, and it had always been
someone else’s job to sell what they made. People sometimes got
irritated in Britain when they produced high quality products but
could find no new market for them. But the point was that if no-
one wanted to buy the product it should never have been made in

the first place.

14. The Frime Minister said she knew about the problems the
Soviet Government was having with food prices. Sometimes cne
to sell food at below production cost. But, more generally,

there was a choice. One could have low cost food - but only

little of it as prices would not provide farmers with the

incentive to produce, Or one could have




15. Mr Ryzhkov said that the whole Soviet price structure

was distorted. Everyone talked about retail prices. But the
real problem for the Government was wholesale prices. The
Government had once boasted that a litre of petrol cost the
same as a bottle of mineral water. But this had to be changed.

The ceal industry was operating on average at a 15% loss.

0N
16. The Prime Minister interjected that eke teo had problems

with the British Coal Industry. It was still nationalised and
therefore expected to have all its costs met. She—said-that
Governments should not become invelved with fixing prices. When
sha had come to power there had been some fixed prices - for
example milk. But this was something that should be left to
farmers. Eves—ip-swartime—PBritilH, the prices of chicken and Tish
had Tever—beenfixedv
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17. The Prime Minister asked whether there was an tl;ﬂﬁ“the UK
o PORA =~
could do to help with training p&nplel 8,

L% .‘.‘__‘ 5
%MM& She referred to the agreement

on management training that she and Mr Ryzhkov were about to

sign.

o
18. Mr Ryzhkov recalled a‘@'ﬁps of managers who had already

baan to the UK. Ho“said -Ihey had been very pleased with the
programme. He-said the Soviet Union was also training its
own managers, Jput the scale of this still needed to be

increased. He then turned to the issue of bread prices. They




would be increased - probably now on 1 August rather than 1 July.
There would be 100% compensation for the population. With the
subsequent retail price increases of 1 January there would only
be 70% compensation. The Frime Minister asked what the purpose
was of increasing bread prices if all the money was to be given

back. Mr Ryzhkov said that the price increase would encourage

people to economise. n&*present there was huge wastage. The

price rise would also begin the process of readjustment. The
extra money that people received would not all be spent on bread.
He said the Government had received thousands of letters on this
subject. Most had supported the price increase. People knew

that bread was too cheap.

19. HNoting that time was running ocut, Mr Ryzhkov said he wanted
to raise one last issue - the fact that the Soviet Union was not
an organic part of the world ecconomic community. The rouble was
not convertible, If it had been, the reform process would have
been much simpler. There were, however, doing all that they
could to speed up convertibility. They had told their CMEA
partners that, from 1 January 1991, trade between them would

be in world prices and in convertible currency. This had not

been received with applause.

20. The Prime Minister said that this was natural. People did
not like discipline. But some people understood it was
necessary. The Soviet Union was rich in so many ways eg in

natural resources that she was sure that once they had got their




priorities right, the country’s prospects would be very good
indeed. She said she had confidence the Soviet Union could
gucceed. One had to be an optimist.

21l. Mr Ryzhkov confirmed that he was. Hﬂ—saijEi::th;ings

very difficult oW %lut he looked ahead with confidence.

The most difficult thing was to change the mental attitudes

the population. The Prime Minister assured him that he had
numerous well-wishers in the UK and full support from her
Government. She understood that the Soviet Union could not do
evarything at once. But cne]lneeded to go a little faster than
pecple wanted. It was like training a skier. '}nu had to
persuade him to go faster than he thought he could. One also had
to understand, as she knew from her own exparience, that no-one
thanked you for introducing reforms. People took the benefits
for granted and complained about the problems. But she had great

faith in the Soviet leadership. She understood that Mr Ryzhkov

was very preocccupied at present. But she hoped that %ﬁ would be

able to see him in London scon.

CA.




