Chapter 11

Money for Moscow: The West and the Question
of Financial Assistance for Mikhail Gorbachev

Stephan Kieninger

Money was a major lever, so some have argued, to “buy” the Sovi-
et Union’s consent to Germany’s unification and to its membership in
NATO. Indeed, West Germany’s bilateral financial assistance for the
Soviet Union facilitated the negotiations over Germany’s unification in
1990. Thereafter, international coordination of Western help for the
Soviet Union and Russia failed for a number of reasons: the Soviet
Union failed to produce a convincing plan for comprehensive econom-
ic and financial reform, to halt support for communist Cuba, or to stop
suppression in the Baltic republics; the George H.-W. Bush Adminis-
tration, other Western partners and international financial institutions
were not willing to lend substantial funds to Gorbachev under those
circumstances; and the Germans could not maintain the level of funds
for Moscow on account of the enormous cost of unification.

During the first half of 1990, after the fall of the Berlin Wall but
before German unification, the government of the Federal Republic
of Germany, led by Chancellor Helmut Kohl and Foreign Minister
Hans-Dietrich Genscher, together with West German banks were the
only sources of funds for Gorbachev. Helmut Kohl had a precise un-
derstanding for the relevance of financial assistance as well as for the
importance of its timing. Speaking at a board meeting of his party, the
Christian Democratic Union (CDU) on April 23, 1990, Kohl reiterat-
ed that “economic relations with the Soviet Union would be of pivotal
significance for the process of unification.” He pointed out that “for the
Soviet Union, the question of future economic ties would eventually
matter more than NATO membership for unified Germany.” Kohl was
convinced that “generous economic cooperation with the Soviet Union
would facilitate the resolution of the existing security problems.”!

Germany accounted for the lion’s share of Western financial assis-
tance to the East. From 1990 until 1993, Germany provided 80 billion
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Deutschmarks (DM) in assistance to the republics of the former Soviet
Union and 105 billion DM to the Central and Eastern European coun-
tries. This amounted to 60% of the financial support provided to these
countries. In the words of German Defense Minister Volker Riihe, it
was “an essential element of Euro-Atlantic security.”

This chapter looks into U.S. and German policies and financial aid
during the negotiations over Germany’s unification.® It explores the
international process of coordinating financial assistance for Moscow
as its economic system crumbled. It examines Western efforts to bol-
ster Mikhail Gorbachev’s position trying to tie the disintegrating Soviet
Union to the West and to produce a soft landing after the breakup of
the country in December 1991.

U.S. President George H.W. Bush’s position in 1990 and 1991 was
that fundamental reform in the Soviet Union had to come first. His
assumption was that the absence of conditionality would result in wast-
ed resources and do nothing to encourage the transition to a market
economy. Bush wanted to see Soviet deeds in Cuba and in the Baltics as
a precondition for U.S. financial aid. When Mikhail Gorbachev faced a
financial meltdown and sought billions of dollars to stabilize the Soviet
economy, Bush said he would consider a deal if the Soviets stopped sub-
sidizing Havana’s communist regime and if they withdrew their troops
from Cuba.* Second, Bush wanted Gorbachev to respect the drive for
self-determination and independence in the Baltic countries. Last but
not least, financial aid would be tied to a halt in the nuclear arms race
and to the conclusion of the START Treaty in 1991.

The Kohl administration in Germany was in a different position.
Kohl did not worry about Bush’s global concerns. Kohl wanted Ger-
many’s unification and a new Euro-Atlantic security structure, and he
was willing to use unprecedented amounts of financial aid as a catalyst
for his diplomacy. Bush made it clear that he expected the Germans
to cover the bulk of the cost of whatever aid Gorbachev required to
justify the loss of East Germany. Thus, the Kohl government unilat-
erally funneled massive amounts of assistance to Moscow to shore up
the Soviet economy and cover the cost of removing Soviet forces from
East Germany.’

During the first months of 1990, Helmut Kohl sensed that finan-
cial assistance for the Soviet Union was a pivotal way of winning over



The West and the Question of Financial Assistance for Mikhail Gorbachev 283

Gorbachev.® The Soviet Union’s economic condition was rapidly dete-
riorating, Gorbachev could not master his domestic problems without
foreign aid and credit, and it was clear that the Federal Republic of
Germany was the obvious candidate to provide the kind of financial aid
that the Soviet Union needed. Time and again, President Bush indicat-
ed that Bonn would bankroll Gorbachev, not Washington. “You've got
deep pockets,” he told Kohl in February 1990. Kohl understood. “The
Soviets are negotiating. But this may end up as a matter of cash. They
need money,” Kohl said.” Indeed, Kohl had long envisaged trade and
credits as key components of his Ostpolitik.® Economics had been an
essential part of his rapprochement with Gorbachev.’

Kohl was right in his gut feeling about Moscow’s priorities. He was
right to think that financial assistance would be a decisive element to
win over Gorbachev. The price was high. Moscow was seeking 20 to 25
billion Deutschmarks in credit. On May 4, 1990, Soviet Foreign Min-
ister Eduard Shevardnadze asked Kohl for major financial assistance in
support of Gorbachev’s perestroika.!® By sending Shevardnadze to ask
for money, Gorbachev established a link between financial assistance
and the solution of the German question. Against the background of its
liquidity crisis, the Soviet Union was no longer able to secure loans on
its own on the international credit market.!!

Kohl believed that it was important to lend to the Soviet Union to
keep Gorbachev in power and to secure his permission for unification.
In May 1990 he convinced two of Germany’s financial leaders, Hilmar
Kopper of Deutsche Bank and Wolfgang Roller of Dresdner Bank, of
this rationale. On May 13, both flew to Moscow with Kohl’s chief for-
eign policy adviser Horst Teltschik. Teltschik’s main task on the trip
was to convey German willingness for credits in return for Gorbachev’s
consent to unified Germany’s membership in NAT'O.!?

Gorbachev was in a tight spot. Presumably in an effort to save face,
he told Teltschik that the Soviet Union would not be dependent on any
other country. Rather, as he emphasized, the Soviet Union was seeking
an investment in its future: “We need oxygen in order to survive two or
three years,” he explained.”® A couple of days later, on May 17, 1990,
Kohl traveled to Washington trying to convince Bush of the need to
lend to Moscow in order to keep Gorbachev in power. Kohl asked, “Do
we want to help him or see someone else? I think it is him.”
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Bush, however, did not endorse the idea that the West ought to loan
money to the Soviet Union in the circumstances of May 1990: “On
loans, T don’t see that without reform,” Bush emphasized.'* Thus, in
June 1990, the Kohl government took the decision to funnel unilater-
ally massive amounts of assistance to Moscow to shore up the Soviet
economy. Deutsche Bank and Dresdner Bank gave the Soviet Union
a DM 5 billion loan with a government guarantee. Horst Teltschik re-
called that Gorbachev reacted “euphorically” on hearing the news.!
The credit was the ideal stage setter for the Kohl-Gorbachev summit
in July 1990.

During their Moscow talks on July 15, 1990, Helmut Kohl recalled
the 5 billion DM that he had organized, and he then explained that he
needed a plan for Soviet troop withdrawal and agreement that united
Germany could enter NATO.!¢ The following day, Gorbachev invited
Kohl to his home region of Stavropol. Despite the underlying mood
of optimism, there was still a debate under which conditions a united
Germany could join NATO. Other open questions abounded. How
long would Soviet troops be allowed to stay in eastern Germany? How
much financial aid would the Soviet Union receive for their withdraw-
al? Eventually, Kohl and Gorbachev agreed to a three-to-four year
withdrawal period.!” However, there was still no clarity over the kind
of financial aid the Soviet Union would receive for the withdrawal. As
things turned out, Kohl and Gorbachev had to settle the amount in a
number of contentious phone calls in September 1990. The price tag
for Gorbachev’s concessions: more than 20 billion DM.!8 Tt was the
price for unification and sovereignty, and Kohl paid up.

In the summer of 1990, the next step for Kohl was to coordinate
Western help within the G-7 and the European Community. However,
he was not successful in either endeavor.

Looking back at the Dublin Summit of the European Community
(EC) in June 1990, Margaret Thatcher writes in her memoirs that she
“took most satisfaction [...] at this Council from stopping the Fran-
co-German juggernaut in its tracks on the question of financial credits
to the Soviet Union.”!? Thus, in August 1990, Helmut Kohl struck a
deal with EC Commission President Jacques Delors. Both agreed that
Germany had to carry the costs to for unification. There would be no
additional costs the other EC countries. It was a move to prevent any
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possible opposition within the EC, and it was also a means to prevent
the poorer EC members from complaints that they would lose out.?

In the summer of 1990, before the EC discussions, Kohl tried to
get his colleagues at the G-7 summit in Houston to adopt a more
generous multilateral approach on financial assistance for the Soviet
Union. Prior to the summit, Gorbachev had sent Bush a letter ask-
ing for a large-scale assistance program. But at the Houston summit,
Bush again emphasized that absence of conditionality would result in
wasted resources and do nothing to encourage the transition to a mar-
ket economy. He argued that “the Soviets have not been very specific
in saying what they would do with this money. [...] Without reforms,
there will be no growth. Substantial Western foreign assistance to
him [Gorbachev] at this time, when market-based reforms are not
in place, would not be effective, would not further productivity and
growth, and would not increase the Soviet ability to service Western
loans.”?! Kohl countered and made the case for a positive approach
in an effort to facilitate reforms in the Soviet Union. He argued that
“we also have an opportunity to arrive at restructuring of the USSR.
If Gorbachev succeeds, then the USSR will be much better in the
future. This is a fact. We need to use the opportunity to influence
positive developments. [...] We cannot reply in a discouraging way to
Gorbachev. I support President Bush’s point that our aid should not
be mindlessly thrown at the USSR. It must be addressed at a concrete
program of reform. Experts, specialists must be provided. We should
make our response positive.”??

In the end, however, the Houston G-7 summit did not produce the
results Kohl envisaged. The G-7 could not agree on a common ap-
proach for financial assistance. The Bush administration was not in a
position to follow Kohl’s approach. George Bush and his senior advis-
ers had already discussed the question of guaranteeing loans for the
Soviet Union. Bush and his foreign policy team anticipated that there
would be no Congressional approval. Bush’s National Security Adviser
Brent Scowcroft pointed out that “the principal barriers are Lithuania
and Cuba—holding up [a] cooperative relationship.”?* While asking
for loans, the Soviet Union was still subsidizing Havana’s communist
regime. The global Cold War and regional US-Soviet conflicts were
still alive.* Bush believed that the global power competition stood in
the way of more substantial U.S. financial assistance. Another chal-
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lenge was the fact that the Soviet leadership lacked knowledge and un-
derstanding of market economies. Michael Boskin, Chairman of the
Council of Economic Advisors, concluded that there were “very few
people among the top economic policy makers, and perhaps among all
the economists in the Soviet Union, who understand how an economy
really functions.”?

Against the backdrop of the stalemate at the Houston G-7 summit,
U.S. Secretary of State James Baker suggested that the G-7 needed a
study on the Soviet economy in order to have a basis for decision in the
future. His recommendation was to have the International Monetary
Fund and the World Bank involved. Initially, the Europeans were skep-
tical as both institutions had the reputation to apply strict criteria for
loans. On the second day of the Houston summit, the G-7 agreed to
have the study prepared under the auspices of the IMF and to also in-
volve the World Bank, the OECD and the newly established European
Bank for Reconstruction and Development (EBRD).?¢

On December 21, 1990 the IMF presented a 2000-page analysis of
the Soviet economy. It concluded that Gorbachev’s perestroika had just
touched the surface of the Soviet Union’s economic problems. The
IMF demanded deep structural reforms as a precondition for loans.
Moreover, the IMF study cautioned against rushed and direct financial
assistance, arguing that “the date on which far-reaching reform will be
introduced is not now known and the requirement for balance of pay-
ment assistance will have to be re-evaluated in the light of the prospects
at the time.”?’

Bush stuck to his cautious approach to financial aid. In September
1990, at his summit meeting with Gorbachev in Helsinki, he promised
more long-term aid, but not from his own coffers. “As you know, we
don’t have the cash for large economic assistance,” he told Gorbachev.?8
Gorbachev’s domestic critics balked at the way he stood firmly at the
side of the United States in the international coalition against Saddam
Hussein giving the United States a free hand in the Middle East. But
Gorbachev remained committed to the alliance with Bush. As Jeftrey
Engel wrote, the deal was “Moscow’s compliance in the gulf, as with its
earlier concessions on Germany and NATO, in exchange for Washing-
ton’s continued blessing and the promise of aid.”?’
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Bush tried to normalize U.S.-Soviet trade relations step-by-step,
ending trade restrictions and the economic aspects of the Cold War.
He was as forthcoming as he could be, given pressures in Congress
to tie the normalization of trade relations to increased Jewish emigra-
tion from the Soviet Union. In December 1990, Bush suspended the
Jackson Vanik Amendment for six months—Congress had passed the
amendment in 1974, denying permanent normal trade relations status
to the Soviet Union and other countries that restricted emigration of
religious minorities. However, Bush still withheld most-favored nation
treatment from the Soviet Union. He proposed to grant the Soviet
Union associate IMF and World Bank membership so that Moscow
could access the financial advice that both institutions could provide.

In January 1991 there were renewed setbacks when Gorbachev sent
additional Soviet troops to crack down on the movement for indepen-
dence in Lithuania.?® On January 13, 1991, the situation turned into
tragedy. Soviet troops fired into demonstrators in Vilnius, killing fif-
teen. The same evening, January 13, James Baker discussed the issue
with British Prime Minister John Major. Baker asked: “Was Gorbachev
still fully in control? Or had the military taken the law into their own
hands?” Baker’s conclusion was: “It would be difficult to proceed on
the present path with the Russians if the repression continued or got
worse.”! Following the massacre in Vilnius, the IMF suspended the
Soviet Union’s application for associate membership, and G-7 Finance
Ministers declared that they would no longer discuss new funds for
the Soviet Union.*? The situation only improved after the new Soviet
Foreign Minister Aleksandr Bessmertnykh travelled to Washington to
assure Bush that “the policy of perestroika and new thinking [...] will
continue.”®? Ultimately, the Soviet Union recognized Lithuania’s inde-
pendence on September 6, 1991.

The Lithuanian crisis seriously strained U.S.-Soviet relations. The
Moscow summit, originally scheduled for February 1991, had to be
postponed until late July. The Bush administration was still keenly in-
terested in Gorbachev’s political situation, hoping that he would sur-
vive long enough to sign the long-awaited START Treaty. In January
1991, Gorbachev demonstrated his willingness for reforms through the
Pavlov Plan intended to withdraw money from circulation for realloca-
tion to the production of consumer goods, which were in short supply.
On January 1, 1991, under the orders of Soviet Minister of Finance
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Valentin Pavlov, the Government freed 40% of prices from state con-
trol, and introduced a 5% sales tax.>* Moreover, in addition to this do-
mestic program, in the spring of 1991 Gorbachev addressed the West
through the so-called Yavlinsky plan, a program with the goal to turn
the USSR into a normal market economy with a Western structure
in the shortest possible time, including macroeconomic stabilization,
economic liberalization, private sector development, and a new consti-
tutional structure linking the union and the republics. The idea was to
implement the plan under the auspices of economist Grigory Yavlinsky,
who spent several months at Harvard where he co-authored the reform
program jointly with Graham Allison of Harvard in 1991. In addition,
the plan envisaged a redefinition of the relationship between the Union
and the republics that choose to participate in it. Last but not least, as
IMF analysts pointed out, “envisaged but not stated in the draft pro-
gram is a request for Western aid of around $150 billion over 5 to 6
years, of which the US would be asked to contribute directly only $3
billion a year.”%

In these ways, Gorbachev sought to address Western concerns that
its assistance could trickle away. By having conservative Yevgeny Pri-
makov sign the program, Gorbachev sought to demonstrate that the
program had support among Soviet conservatives as well. Taken to-

gether, Gorbachev’s initiatives were aimed at a “grand bargain” with
the West.?

Gorbachev sought to use the Yavlinsky program as a way to convey
his willingness for serious economic reforms. The plan was a lever to
voice his requests for massive Western aid at the 1991 G-7 summit in
London. Gorbachev wanted the industrialized countries of the West to
restore the Soviet economy. Bush was not convinced. In May 1991, he
told Gorbachev that “in the spirit of frankness, our experts don’t be-
lieve Pavlov’s anti-crisis program will move you fast enough to market
reform. If there are more steps toward market reform effort, then we
could do more and help especially with the international financial or-
ganizations.”” The question for the London G-7 summit in July 1991
was whether or not the West should prepare a more ambitious strategy
promising support for Soviet adherence and implementation of a truly
wide-ranging economic reform program.
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The U.S. attitude was clear. On June 24, 1991, Bush called Kohl in
order to discourage him from seeking a more forthcoming attitude at
the G-7 summit. Bush made the point that “we are trying to avoid any
talk of a so-called great bargain...We are unanimous that the so-called
anti-crisis program is unworkable and that the only good thing would
be something like Yavlinsky is proposing. Yavlinsky, however, wants a
large aid check up front.”*8

Gorbachev’s association with the London G-7 summit raised a mul-
titude of questions: If he was to be invited, it was necessary to give very
careful thought to the precise modalities: Would he be invited before
or after the summit? How could a precedent be avoided? How could
the link between Western help and the necessity for Soviet reform be
emphasized?

Eventually, Prime Minister Major invited Gorbachev to come at the
end of the summit and to take part in a joint meal. In early July 1991,
Bush wrote Gorbachev a letter in order to underscore his interest in the
success of Soviet reform. At the same time, he made it clear that he did
not want the summit to commit itself to financial assistance: “It will be
primarily Soviet sources, not imported sources, which will serve as the
basis for a successful turnaround in the economy.”’

The London G-7 meeting with Gorbachev was indeed a historic one
and the first one of its kind. The President of the Soviet Union would
address the elite club of capitalist nations asking for financial assistance.
Gorbachev introduced his reform program and reaffirmed his commit-
ment to repay debts. Moreover, he did not ask for debt rescheduling,
as such a move would have like been perceived as an act of default, thus
cutting oft the Soviet Union from international credit. Gorbachev’s
commitment to market reform was remarkable. It would have been in-
conceivable two or three years earlier. At the same time, Gorbachev
still lacked a concise script for reforms. Nigel Wicks, the British G-7
Sherpa, pointed out that “the status of the economic reform program...
was not very clear. Gorbachev describes it as ‘open-ended and flexible,’
but it appears to be little if at all different from the Pavlov plan. It seems
to have pushed the more radical element of the Yavlinsky program to
one side. But has some thinly disguised proposals for financial assis-
tance.”*
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All G-7 leaders except Helmut Kohl and Frangois Mitterrand asked
Gorbachev questions that implied that he should move faster toward
a market economy. Helmut Kohl did not want to push Gorbachev at
the G-7 summit. He remained silent and tried his best to reassure a
nervous Gorbachev.*! Mitterrand was alone among the speakers argu-
ing that Gorbachev should not move too radically on privatization, but
choose a “middle path” and “a happy synthesis between private enter-
prise and the role of the state.”* Bush was still opposed to a multilateral
G-7 commitment to Soviet aid. He argued that “as for a follow-on
mechanism, each nation has its own bilateral problems to work out.”#

In 1991, it became apparent that the Kohl government had reached
the limits of its capacity for additional financial aid. It was questionable
whether or not the German economy would prove robust enough to
cope with the enormous costs of unification and the transformation of
the East German economy. Germany’s Council of Economic Advisers
frequently warned against the risks involved.**

At the same time, Kohl was still willing to help Gorbachev stay in
power, even though the future of the USSR was in the balance. The
Soviet economy continued to crumble, and the internal battles raged
over a new Union Treaty, the introduction of market reform and the
independence of the Baltics.” The USSR failed to stabilize. In August
1991, a group of hardliners in the Soviet government tried to take con-
trol of the country and depose Gorbachev. They were opposed, mainly
in Moscow, by a short but effective campaign of civil resistance led by
Russian President Boris Yeltsin. Although the coup collapsed in only
two days, it signaled Gorbachev’s dramatic loss of power. The USSR
was on the path toward dissolution. After the August 1991 coup, Brent
Scowcroft argued that “the best we can do in this situation is to push
hard for the new union and its constituent republics to engage with
the IMF and the World Bank in drawing up economic programs which
attempt to head off that inflationary spiral.”* After the August coup,
the centrifugal forces in the Soviet Union were at full force. In the
autumn of 1991, it was predictable that Gorbachev would not going to
be around much longer. On December 1, Ukraine held a referendum
in which 70% of the population voted for independence. On Decem-
ber 8, the leaders of Russia, Ukraine and Belarus signed the Belovezha
Agreement to dissolve the USSR and create a Commonwealth of Inde-
pendent States. In December 1991, James Baker went to Moscow for
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a last visit with Gorbachev. The Soviet Union dissolved that month.
Mikhail Gorbachev lost power. Russia’s President Boris Yeltsin was the
new leader in Moscow—in June 1991 he had defeated Gorbachev’s pre-
ferred candidate, Nikolai Ryzhkov. The Soviet Union was gone. The
future of Russia and the Newly Independent States was uncertain.

Starting in February 1992, Boris Yeltsin asked George Bush and oth-
er leaders for more Western support and financial assistance to moti-
vate and facilitate reforms.*” Western policymakers acknowledged that
the collapse of the Soviet Union was a unique opportunity to help free-
dom take root in Russia and Eurasia. At the same time, there were also
enormous risks involved. There was a new sort of world disorder. The
single biggest Western fear was the potential of loose nuclear weap-
ons in the Newly Independent States and loss of control over chemical
weapons and biological agents.* The West worked for a soft landing
providing additional financial assistance in 1992 and in the years to
come. In retrospect, it easy to argue that more could have been done.
But back at the time nobody could have imagined that the Soviet Union
would disappear peacefully and with a whisper.
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