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Dr Chotes,

SOVIET REQUEST FOR BILATERAL AID

Mr Pavlov, the Soviet Finance Minister, came to see the Financial
Secretary this afternoon. He brought with him a letter from
Mr Ryzhkov to the Prime Minister. This is attached along with an
unof%lcxal translation provided by the Soviet Embassy.
Mr Mountfield of our Aid and Export Finance group was present, as
was Mr Karasin of the Soviet Embassy.

Mr Pavlov stressed that the problem of foreign-currency payments
was urgent. He said that the Soviet Union was co-operating wilh
the teams drawing up reports for the _IMF and the European
Commission. There were bilateral cont®&ts with' Mr Kohl and the
French government, although he could not report specific results
yet. He felt he had to note a slowness in the British approach to
Soviet requests for specific help. Despite press reports, Soviet
external debt was actually decreasing. But the withdrawal of
credits by British banks was creating severe problems. The
Soviets were paying German companies with money from Germans banks
guaranteed by the German government (this was a condition of the
credit the Germans provided), and paying Italian companies with
money from Italian sources. There would be difficulties paying
British companies.

The Financial Secretary said that the UK was very closely
associated with the position reached by the EC at Dublin and the
G7 at Houston. We were not hostile to the idea of providing
assistance, but wanted a thorough analysis done. So far as
payments to UK companies went, an economy which wants foreign
investment and foreign trade must be able to show that it will
meet it debts.
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Mr Pavlov said that if British and other banks continued to
withdraw deposits and credits, the Soviet government would have no
choiceé but to Introduceé a moratorium on payments, even before the
Commission and IMF teams had reported. It was not clear whether
or not this implied a selective moratorium aimed at British
creditors alone. He did not underestimate the political
consequences, but the loss of around $5 billion would be a serious
blow even in better times (this seems to refer to the
deterioration in the USSR current account between last year and
this). He expected the Soviet leadership to discuss very soon a

!Mr Mountfield said that we had not realised that Soviet current
account position was as bad as Mr Pavlov suggested. If we were to
evaluate his request we would need to know:

the latest Soviet forecast of the current account for
this year and next;

the effects of the oil price increase;
what other finance was available;

the position of individual Soviet banks;

- the state of the USSR's reserves, including gold.

Mr Pavlov said that, if the UK government was prepared to agree to
the principle of assistance, he could provide a team of experts,
or receive British Officials in Moscow. As a preliminary step, he
agreed that the Treasury could discuss these matters with the IMF
team, who will be in London this week.

We will be able to provide advice for the Prime Minister after
that meeting.

I am copying this letter to John Gieve in the Chancellor's office,
Stephen Wall at the FCO, and to Clive Briaut at the Bank of

England.
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S J FLANAGAN
Private Secretary




Unofficial translation

Mo scow
3 August 1990

Dear Mrs. Thatcher,

It is with a feeling of satisfaction that I recall
our recent conversation and an interesting exchange of

views on the ways of further development of reforms

in the Soviet Union.

We in the Soviet Union followed with considerable
interest the meetings in Dublin and Houston, and were
pleased to note the support given to the USSR President
proposal on establishing continuous dialogue between
the Soviet Union and the leaders of the seven leading
countries of the West, in the same fashion as it exists
with the European Community.

We highly value the readiness, expressed in Hous-
ton, to assist the Soviet Union in transition to a
market-oriented economy. On & more specific plane, we
have already had contacts with Mr. J.Delors and
Mrs. M.Camdesus, IMF Managing Director. These contacts
regulted in setting up the joint work of the experts
of the two bodies and representatives of the Soviet
government bodies on the reports to be presented to
the "seven". The reports will provide the basis for
the specific recommendations on the multilateral assis-
tance to the Soviet Union in carrying out the reforms.

At the same time, being interested in further
development of the bilateral Soviet-British economic
relations, we would be grateful to you, Mrs. Thatcher,
if you could consider the possibility of granting to
the Soviet government long-term financial agsistance
of the form and size, acceptable for your government.




We mean to use this assistance both to resolve

the short-term requirements, primarily to finance the

payments to the British companies supplying goods for

the Soviet market, and to facilitate the long-term co-
operation between the Soviet Union and Great Britain.

In case of your positive reaction to this request,
appropriate officials authorized by the Soviet govern-
ment could begin specific discussions at any time,
convenient for the British side.

Yours respectfully,

N.RYZHKOV

Chairman of the USSR
Council of Ministers




MockBa, 3 asrycra 1990 r.

YBaxaemMasa rocmnoxa Tartyep,

C ynomieTBOpeHMEM BCHOMHHAN COCTOABIYWCHi HeJaBHO 6Geceay cC

BaMu u MHTepecHbii 06MeH MHEHHMAMM O HaJibHeMX IyTAX pPa3BUTHA

pedopmbt B CoBeTckoM Cow3e. B mpomeamue aBa MecAlla NPOM3OUJIM BaXxHbie
co6bITHA .

Mo B CoBeTckoM Cow3e ¢ 60abmoi 3aMHTEpPEeCOBAHHOCTBLK CHAEeOWIH 3a
BcTpeyamMn B [ly6auHe M XbWCTOHE, C YIOBAeTBOPEHHMEM OTMETHIH, YTO
npeanoxenue lipesuaenra CCCP 06 ycTaHOB/IEeHMM IOCTOAHHOrO auajaora c
rlapaMH rocyJapCTB M NpaBUTEJbCTB CeMM BeJymHX CTpaH 3amnajaa, Tak
Xe, KaKk m ¢ JKoHoMuYeCKuM Coo6mecTBOM, TNOJYYWIO IOAJAEPKKY .

Mpl BBICOKO IleHMM BbipaXeHHYw B XbHCTOHE IFOTOBHOCTH OKa3aTh
noMomb CoBeTckomy Cow3y B mepexoge K 3KOHOMMKE, OPHEHTHDPOBAHHOIA
Ha pbHIHOK. B mjiaHe KOHKpeTH3alUMH 3THUX pemeHMil yXe HMeJIH MecTO KOH-
TakThl ¢ Ilpeacemarenem Kommccum Esponeiickux CoobmecTB X./[enopoM u
OUpeKTopoM—pacnopaauTeneM MexayHapogHoro BamorHoro ¢onaa M.Kamaeccw.
B pesyabTaTe 3THX KOHTAKTOB OpraHn3oBaHa COBMecTHad paboTa 3Kcmep-
TOB YKa3aHHbBIX OpPraHM3alMil U COBETCKMX MHHHCTEPCTB M BeJOMCTB Haj

COCTaB/IeHHeM [A0KJIaJ0B, KOTopble GyayT mnpeacTaBieHbl "cemepke",

Ee npeBocXoaAMTEILCTBY
rocnoxe M.Taruep

IIpeMbep-MuHuCTpy Beanko6puTaHHU
r.JloHgoH




2.

H Ha OCHOBE KOTOpPbIX MOrYT ObITh BbIpa60TaHbl KOHKpETHble peKOMeHJaluu
no oxasanmi CoBerckoMy Cow3y coaeiicTBUA HAa MHOTOCTOPOHHEH OCHOBe
B ocymecTBJIeHUn pefopM.

B To xe BpeMA, 3auHTepecoBaHHble B JajbHellmeM pPa3BUTHM ABY-—
CTOPOHHMX COBETCKO—OPUTAHCKMX JKOHOMMYECKHX OTHOWEHWH, Mbl ObUIM ObI
npu3HaTenbHnl Bam, rocmoxa Taruep, ecau 6v Bbl paccMoTpenan BO3MOX-
HOCTh oOKa3aHuA COBETCKOMY NpaBUTEILCTBY AOATOCPOYHOM (UHAHCOBOM
mnoMomy B Inpuemiempix ajiA Bamero IlpaBurenncTBa fopMe u ob6beMax.

liMeeTcAA B BHAY MCIIONb30BaTh 3Ty MOMOMbL KaK /UIA pemeHuA
KpaTKOCPOYHbIX MOTpeOHOCTell Haumeil CTpaHbl, Npex/Je BCero A1 ocy-
MeCTBICHUA pacyeToB C OPUTAHCKMMH (fUpMaMu, MNOCTABJIAWIMMU TOBAapbI
Ha COBETCKHWIl PHHOK, TaK M A1fA obGecrnedyeHHf [J0JTOCPOYHOI'O COTPYIHH-
yecTBa Mexay CoserckuM Cow3oM M BeaukobpuraHuei.

B ciayyae Bamero mo/ioXHTeJbHOTO OTHOWEHMA K 3TOH mpoch6e

YIIOTHOMOY€HHbIe CoBeTCKMM NpaBUTEJbLCTBOM JIMI]a MOTAM O6bl NMPHCTYNHUThH

K KOHKpDeTHBIM IleperosopaM B Jmw6oe ymo6Hoe ana Bpuranckoin CTopoHbI

BpeMsA .

C yBaxeHueM

H . PorkkoB

lipeacenarens
CoseTa Munuctrpos CCCP




