10 DOWNING STREET
LONDON SWI1A 2AA

THE PRIME MINISTER 14 August 1990
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Thank you for your letter of 3 August, which your Finance
Minister, Mr Pavlov delivered to Mr Maude, Financial Secretary

to the Treasury, during his visit to London on 7 August.

We shall of course consider your request for urgent financial
assistance very carefully. With Mr Pavlov's agreement, we have
already started to discuss it with officials at the International
Monetary Fund. It is particularly useful that the Fund's latest
mission left for Moscow on 13 August. I understand that one of
their priorities will be to discuss your immediate payments
position with your officials. This will give us a better
understanding of the figures, and may avoid the need for us to
send a separate mission of our own to Moscow. We shall also need
time to discuss your request with some of our friends in other
governments, to whom you have sent similar requests. I shall
reply to your letter in more detail as soon as these consultations

are complete.
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His Excellency Mr Nikolai Ivanovich Ryzhko —
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SOVIET REQUEST FOR BRITISH FINANCIAL ASSISTANCE

1. FOLLOWING IS TEXT OF PRIME MINISTER'S INTERIM REPLY TO

MR RYZHKOV:

STARTS

DEAR CHAIRMAN RYZHKOV

THANK YOU FOR YOUR LETTER OF 3 AUGUST, WHICH YOUR FINANCE
MINISTER, MR PAVLOV DELIVERED TO MR MAUDE, FINANCIAL SECRETARY
TO THE TREASURY, DURING HIS VISIT TO LONDON ON 7 AUGUST.

WE SHALL OF COURSE CONSIDER YOUR REQUEST FOR URGENT FINANCIAL
ASSISTANCE VERY CAREFULLY. WITH MR PAVLOV'S AGREEMENT, WE HAVE
ALREADY STARTED TO DISCUSS IT WITH OFFICIALS AT THE
INTERNATIONAL MONETARY FUND. IT IS PARTICULARLY USEFUL THAT THE
FUND'S LATEST MISSION LEFT FOR MOSCOW ON 13 AUGUST. I
UNDERSTAND THAT ONE OF THEIR PRIORITIES WILL BE TO DISCUSS YOUR
IMMEDIATE PAYMENTS POSITION WITH YOUR OFFICIALS. THIS WILL GIVE
US A BETTER UNDERSTANDING OF THE FIGURES, AND MAY AVOID THE NEED
FOR US TO SEND A SEPARATE MISSION OF OUR OWN TO MOSCOW. WE
SHALL ALSO NEED TIME TO DISCUSS YOUR REQUEST WITH SOME OF OUR
FRIENDS IN OTHER GOVERNMENTS, TO WHOM YOU HAVE SENT SIMILAR
REQUESTS. I SHALL REPLY TO YOUR LETTER IN MORE DETAIL AS SOON
AS THESE CONSULTATIONS ARE COMPLETE.

ENDS
2. GRATEFUL IF YOU WOULD PASS IT TO RYZHKOV'S OFFICE. THERE
WILL BE NO SIGNED ORIGINAL.

HURD
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SOVIET REQUEST FOR BRITISH FINANCTIAL ASSISTANCE

Thank you for your letter of 13 August covering a draft
reply from the Prime Minister to Mr Ryzhkov's recent letter. The
Prime Minister is content for the message to issue in her name.
You will wish to adjust the third sentence of paragraph two
appropriately. There will be no signed original.

I am copying this letter to Stephen Wall (Foreign and
Commonwealth Office), Martin Stanley (Department of Trade and
Industry) and Paul Tucker (Bank of England).

AN Y;\th~m\t

CHARLES POWELL

-—

Ms Kate Gaseltine
HM Treasury
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Treasury Chambers, Parliament Street, SWIP 3AG
O71- 270 3000

13 August 1990

Charles Powell Esq
Private Secretary to the
Prime Minister

10 Downing Street

LONDON

SW1A 2AA
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SOVIET REQUEST FOR BRITISt%FINANCIAL ASSISTANCE

With his letter ;éi}’ﬁugustafg Charles Powell, Steven Flanagan
forwarded Mr Ry ov's letter to the Prime Minister which was
delivered to the Financial Secretary by the Soviet Finance
Minister earlier that day.

We have since checked with the IMF and with Bonn, Paris and Rome.
It is clear that similar requests have been made to France and
Italy; the FRG has of course already provided a very big
DM5 billion loan with a Federal guarantee. We know that the
United States has not been asked for help. We believe Japan has,
though it seems unlikely that they would respond favourably.
Surprisingly Korea is also believed to be considering help,
possikbly of a long term nature.

The present request seems rather different from the proposals for
Western Financial support for economic reform, which led to the
decisions of the Dublin and Houston summits to commission reports
on the Soviet economy by the Commission and by the IMF, IBRD, OECD
and EBRD. These two studies are now under way, but are aimed at
medium term structural adjustment and the possible need for
Western aid to support it.

By contrast the present request seems mainly prompted by Russian
fears of an emerging short term liquidity crisis (though Ryzhkov's
letter muddles the two up). As you know, payment delays to trade
creditors, and arrears to banks, have been building up for some
months, and are now beginning to affect guaranteed export credits
as well. (The Head of ECGD, as the President of Berne Union of




export credit insurers, has just been to Moscow to press for
clearance of arrears to official agencies.) At first, these
delays seemed to be an accidental product of the decentralisation
of foreign currency payments in the USSR. It is now beginning to
look as though the problems could be more serious.

With Pavlov's permission, we discussed the Soviet request with
Alan Whittome of the 1IMF, who has been placed in charge of the
Fund's study of the Soviet economy. He was in London on Friday at
the end of a tour of European capitals, following his and
Camdessus' visit to Moscow. His staff are leaving for Moscow
again today.

His preliminary view is that "there is the smell of a liquidity
crisis here". But he says that the balance of payments
projections, and the USSR's hard-currency reserves, are very
unclear. He hopes some progress can be made next week in sorting
out the numbers. Our officials believe it would be much better to
use the Fund team, who have a flying start, to do this, than to
accept Ryzhkov's offer of bilateral talks among experts.

Unless the Fund report that a crisis (meaning a suspension of
payments) is likely within the next two or three weeks, we then
plan to review the Fund's figures with other G7 Finance Ministries
at a meeting already set up for early September in Paris, to which
the French have invited the IMF (we shall urge them to include the
Commission too). After that we shall be in a better position to
make recommendations.

Meanwhile, it would be right to send an interim reply to Ryzhkov's
letter. (The Embassy here have already been fishing for our
reactions.) I attach a possible draft.

I am sending copies of this letter and enclosure to Stephen Wall
(FCO), Martin Stanley (DIT) and Paul Tucker (Bank of England).
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MISS K GASELTINE
Assistant Private Secretary
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DRAFT LETTER TO

THE SOVIET PRIME MINISTER

Dear Chairman Ryzhkov

Thank you for your letter of 3 August, which your Finance
Minister, Mr Pavlov delivered to Mr Maude, Financial Secretary to

the Treasury, during his visit to London on 7 August.

We shall of course consider your request for urgent financial
assistance very carefully. With Mr Pavlov's agreement, we have
already started to discuss it with officials at the International

Monetary Fund. It is particularly useful that the Fund's latest
mission la=MERefleft for Moscow won 13 August. I understand

that one of their priorities will be to discuss your immediate
payments position with your officials. This will give us a better
understanding of the figures, and may avoid the need for us to
send a separate mission of our own to Moscow. We shall also need
time to discuss your request with some of our friends in other
governments, to whom you have sent similar requests. I shall
reply to your letter in more detail as soon as these consultations

are complete.




