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.USSR-
AFGHANISTAN

' Shevardnadze Agam Vigiting Kabul

Soviet Forelgn Minister Shevardnadze's visit to Kabul—he _
arrived yesterday-—probably is intended to coordinate with i
Afghan President Nailbullah the final phase of the Soviet troop
withdrawal.

Shevardnadze Went to Kabul a year ago, before MoscOW‘s 8 February
statement announcing its plans to withdraw; he was there again-in

August as the first phase of the withdrawal-was nearing.completion. - - ...

Meanwhille, Soviet Deputy Defense Minister Shabanov declared at a
press conference in Moscow yesterday that the Soviets would honor
their commitment u der the 2neva Accords to be out of Afghanistan -
by 15 February. # e j% Shabanov sald the .
second stage of the withdrawal would start S00

Shevardnadze s trip probably is also mtended to show

Moscow's continuing support for its client in Kabul, especially after
the failed negotiations with the.resistancein Islamabad last week and
as Soviet troops withdraw. But, while bucking up regime-moralie-for .
the hard days ahead, he almost certainly is cautioning Najibullah and
the rulmg party that factional’ inflghting would threaten ‘he reg|me s
remaining hold oh power’; 3 o , .
The Soviets presumably have few IIlusuons about the chances for a-
favorable political settlement at thislaté date but, with Kabul, might °

" try one more political gambit to entice. the resistance back to.the =~
negotiating table or, failing that, to seize the propaganda high ground

for the final weeks: In his talks with the Pakistanls and thé insurgents’ ‘.7--" '
" last week, First Deputy Foreign Minister Vorontsov showed great
" ‘interest in the creation of an Afghan consultative councl or shura—to-

Include “'good Muslims'* from.the regime—as a means to establish a

- follow-on.government. The Sovneis and Kabul may offer a list of -

~candldates"i‘or such a meeting

s less lukely that Moscow and K ul: would announce a government
reshuffle that would further diminish the ruling party's presence- and.

rename It, as has been rumored in Kabul, or offer Najibullah’s -
"resignation. The resistance has rejected such offers as’ disingenuous
and would do so.again. And Moscow and Kabul would almost

unity and morale

.‘certainly be concernei that such moves mlght further damage party

———

Soviets hae/béen maintaining on their withdrawal activities. Political -
_spokesmgn like Vorontsav, however, may continue to threaten
nonadherence to the Geneva Accords inlast-ditch attempts to push
Pakistan resqstance into.<. polutlcal settlement % _

Shabano?  comments may signal an end té the press blackout the

~
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ALGERIA: - Infusion.of Aid Buys Tlme i S P
Algerra has rece:ved more than $2 brlhon in grants, concessional
. loans, and trade credits since the riots in October, givirtg Alg:ers . o
’ e - a falr chance of uddlmg through this year wlthout reschedulmg S ] -B -3

says the Kuwait Investment Authorlty also has del v red a.
$100 mllllon grant.

Among West European creditors France this: week agreed to provude : . 7
$1 billion over three years-—much of It tied to. specific projects—and o
italy extended a‘$320 million, three-vear aid package last month,

A '.showdown ‘with Internatlonal credltors, to whom' Alglers-owes more
: ) .. -..than$5 billion in debt payments this year, but: may wéaken the .~ >
T B . .~ government's resolve to press ahead with politically sensitive Co
v ’ S .economic reforms. The aid accord with France and the' pendmg

"“*‘ « settlement of the longstanding trade dispute over natural gas - . o -
- prices reflect a significant warming of relationew; SR -3




AFGHANISTAN: Resistance Sets Shura Date

Alliance members have ree ched agreement {o hold the:r -

long-postponed shura (gonsultative council) on 1 February; M
' The shura is being held to establish -

a supreme councit and a transitional government. The agreement

reaffirmed that **‘good Muslims" from the: Kabul regime can be :

included in the shura, but it did not provide any method for mvolvmg y

them. The eight Tehran-based Shia groups have refused to sign the -

agreement because they were offered,only 12 percent of the .

480 seats in the §hura-—well telow the 25 percent they demanded.

"An alliance delegation that left for Tehran yesterday will meet wuth

lranian offic 120 Shias to dnscuss Shia representa

any contentious issues remain to be solved, including ~

where to hold the shura and whether former King Zahir Shah is to
have a role in the transitional government. Several alliance members

. had opposed giving the Shias even as many seats as they got and are
unlikely to offer them more. Pakistan, which is increasingly concerned
about its diminishing influence with the insurgents will be encouraged -
that prospects for convening the shura are improving, and with. them
its ch inces for mﬂuence in Afghanistan after the Kabu! reglme falls.
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FRANCE Lemsts Agree on Elechon SIrategy

The Socuahst and Communlst Partles have formed an all:ance a fjj e

for the municipal elections in"March S
. The Communists rep6rtediy promised not to vote with the right to :
overturn the Socialist government aurlng the term of the Natronal
‘ Assemblym;_ \097 R N
\ﬁ“‘% Tﬁe agreement emphaslzes the mutual dependence _
of the two leftust blocs. Despite speculation about Socialist-centrist
_ cooperation, the Communists are a much more dependable partner
- for the Socialists. The Communists! support of public-sector strikes
* last fall and their failure to back a.Socialist: budget bill last month ~
reminded the Socialists that the Communists‘are .a force with which,
- the government-must reckon. The alliance probably will help the leftist
parties—especially the Communists—retain some municupal power
bases; the Communists' electoral fortunes have declined in recent
national elections. The alliance will also diminish Socialist losses<hat

" the right might claim are evidense 61 public dissatisfaction with Prime
.. -Minister Rocef;z‘s_,governmentm b>.

:_T‘f’k o ..T"‘)“%, cret | 3
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CUBA: Concern High About TV Marti

-‘President Castro i
that he regards ans to begin television broadcasts# ; . E Lo
a serious provocation and that he intends-to retaliate. Cuba’s Justice = =« o il
Minister said earlier this month that TV Marti would put possmle R o

- bilateral cooeranon in other areas includmg dryg Interdiction, in’

-jeopardy RN i ) . Indicate
that Radio rit, Which | egan 0 erations in 1985 ‘has a1arge. R Ll
d.V°rse and loyal following “ e ey

: b? «Cuban leaders are partlcularly concerhed because of
: Radio Marti's success, and ‘their threats aréiintended to. dlscourage

US plans to begin television broadcasts: Havana probably also views
the‘issue as a test-of thenew.US administratiori's policy toward Cuba.
Initially, Havana would be likely to jam the broadcasts—a.step within'
its capabilities—and the Cubans might .also-seek to disrupt some
medium wave radiobroadcasts in the US. Castro would be less--v S
_Inclined to suspend the bilateral emigration accord, as he did in’ s
response to the advént of ‘Radio Marti, because the regime denves _
considerable benetit from that agwementﬂm -

-~ . Lt e e et St S L3

Vo C - s - . . . R T a . - -

oo

INTERNATIONAL Payments to IMF haggmg

Overdue payments to the IMF fro*n member countnes contmue
" to.mount. As of 1 December, ‘total-arrears to the IMF had reached :
. - arecord $3.5 billion, up '$1 bitlion from-the level In 1987.-Of the
%< 20 countrigs: ‘overdue, .13 were delinquent by mote than a month. - s
.. Eight of théfm, account for about 90 percént of the total overdue and - ‘_ SN
have been declared ineligible by the IMF for additional loans— - . - _'
- Guyana, Liberia, Peru. Suerra LeonegSomaha Sudan Vletnam : ‘ .
and Zambisz - SRR S

[ m Dellnquent payments to the, IMF are becommg more
frequent, and about ‘half the approxlmately 125 countries that -
borrow ffom the Fund experieniced some delay last year. if this
situation continués, it will weaken the Fund's financial base-and L
undermine its key-role in th,g_}hu;d World debt strategymé‘ i
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In Brief

Middle East

USSR

- "East Asia .
Americas

‘Europe

— Arab League meeting in Tunisia dealt briefly w:th Lebanon set up : LT
committee to contact Lebanese parties . . . focused on Palestinian- S e e e e
uprising in Israeli-held territory . promlsed more mone and
strong international lobbying for Palestlnlans “

— Car bomb exploded yesterday-in: Beirut s southern suburbs: during. oo ool
Hizballah-sponsored protest of intra-Shia fighting in Lebdron .
" press says two Shia clerics among casualties | fundamentahsts
probably will accuse Amal despite its dlsavowal

o W‘b&,

DY

—_ Former General Staff Chief Akhromeyev today says he endorses
-announced unilateral Soviet troop cuts . . probably. trymg to
“scotch reports of his opposition ... also clalms new defensive
doctnne troop cuts wiil allow reduchon in defense spending. .-

— Gorbachev told Soviet agnculture ‘conference yesterday party ) . .
meeting on agricuitural reforms postponed from February to L s -
March ... comments by head of state agroindustrial committee 3
mdlcate reorgamzatlon of agncultura! bureaucracy hkely“ (‘o _

. - Tfoops used to quell unrest at Chma s Daqmg on :eld last month "M'_/ o

. protests contlnumg overlow - "=
first use of military. agamst Chinese )

ba “ ‘.\,

i ( wages, poor conditions . . .
civilians in several years.

mSandinistas"epproved march by Nicaraguan
- opposition tomorrow . . . first major opposition rally permitted
since July. . violence not expec"gd,k planning difficulties may .. -
limit size. bg T T T
" ,

-— Prime Minister Thatcher has said measures being taken against
British firms supplying equipment for Libya's Rabta compiex .
lends support to US'calls for cutolf of foreign involvement'. ..

ej_‘%J_r nonmilitary action.

London reiterating desir

R ’ 14 danuary 1989 o
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. Special Analysw

LEBANON-SYRIA: . Damascus and the Shia c Civil War

o The current round of ciashes between Amal and leballah se
- S has not substantially altered the balance of power between the '
two Shia groups. Syria, which has links to bath sides, does not .
yef appear willing to step in forcefully in Lebanon to end the '

fighting. Damascus may see the Shla unrest as mcreaslng its:
leverage on both.factions.

ance the first seriou"s'outb'reak of fighting between Amal.and the
more radical Hizballah militia last April, there-have been hundreds::
of deaths, including many civilians. The latest round’ of clashes.in...
southern Lebanon alone reportedly has resutted in more than \
100 deaths and 15, 600 new refugees.: : T

Amal has established nself as the prlmary Shza force in the coastal o
south; Hizballah has demonstrated superior strerigth in"the southern
suburbs of Beirut and in the Bekaa Valléy, including its southern .
approaches near the lsraeu-occupied security zone. Hizballah' wants’
- Amalto let:it return to southern Lebanon, and Amalcontinuesto - - .. -
-demand that H:zbatlah hand over the assasslnq of several Ama!
leaders ; . ; .

The months‘o'

" Amal has lost several- key teaders to the violence. Perhaps more L

’ .~ worfisotne to Amal is Syria's’ ‘recently more eveénhanded treatment -~
< of the two militias. That shift has severely undermined the myth that-‘ g
o ~. : Amal-enjoys ummn b protecuorrand unquebucned assnstance from N
Syna* A : , SO R C
- L 8-3

- Syna s Role

Syria's ‘efforts at medtation and its’ evenlual antervemlon in.Beirut's ..
southern suburbs laste_g_fj;ﬁg/to break up ihe Shia clashéesthere were
on!y tem,pogarlly effective. Damascus has fiot. exea ted the kinds of
press e hysacal harassmem interruption of supplies, hreats—— -

banese groups :

e e continved
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Syria probably will avoid decisive intervention in the Shia struggle, _
realizing that, as the two militias exhaust themselves, their capacity -
to resist Damascus also decreases. Syrian strategy in | ebanon has

long been to keep all factions relatively equal, according to the US

Embassy in Beirut, and Damascus is not likely to allow either militia
to win ciear dominance over the other.

[

63

Il
.

Hostage Implications

Increased Syrian influence over the Shia community in Lebanon

is not likely to improve the situation of the Western hostages held by
Hizballah. Although Damascus will continue seeking political benefits _
In the international community from its mediating role in the hostae- :
related dialogue, it is unlikely to press Hizballah hard on this issue.
The fighting, meanwhile, poses a threat to the hostages’ safety,
as they may get caught in the crossfire. Various reports indicate

that hostages have been moved during past Amal-Hizballah
confrontations. ;




everyone said: ‘Abalkin? What a pessimist.” Now, 1 still say we will have success n~
perestroyka by the year 2000, and they say, 'What an optimlst A R

= Leomd Abalkln Drrector. Instltute of E_ nomlcshof
‘the USSR Academy of Scaences.-; S

_ - we still do not seem to have the decislveness required for the most radlcal and crucral
steps . S L

. I SR —StanlslavShatalm. member ofthe USSRAcademyof.' ‘
o S . cae T »Sciences b i

.“We simply cannot possibly win me pnce {reform] campaign under the present cofditions.No.. ...~ 7. =
“* matter how carefully the retail price ‘increase might ‘be prepared and explained‘to the people, = .- . o
L _no matter how much compensatlon w1l| be pald to the consumer. the ensuing sltuatlon would
~ .. .. .not satlsfy the majorlty A 5 L ,

- mkaay-shﬁ',»e_:gsjv_.;;asﬁfu;e _6f'tne;q35‘,-and ca'nj'a"aa

:"‘T he absence of a normal market system K
- causes the emergence of mafla-type groups

:.< dlsto*ts soctahsm, prompts speculatlon, and :

e e . o — leolay Petrakov, Deputy Direc?or Central :
o o L 7 L -Mathematics and Economlcs lns'atute of the USSR : el o «,
S , S _Academy of Sclences. .= %" - - , T ML T |

\




‘special Analysis

USSR: ’

E The Soviet Councll of Ministers today will address fhe slow

- ‘the short-term:economic costs of pushing ahead. foo fast.on_-
... €conomic reform would erode public support for perestro yk&
"It Is not too late for the Ieadershlp to-reaftirm its commitment

~of reduce the productlon of unprofltable Iower pnced goodsw

_ltalian hewspaper this week that he and others believe the- Ieadershlp

they rebel >
’\.

Backtracklng on Reforms : N

: Moscow. faced with qrowmg consumerconcern, natlonallty tenslons, L
:..-and problems in implementing political reform,-has’ ‘backtracked on "
.- pending economic reforms that could spur’inflation or: negatlvely
... -affect the consumer: The linchpin of the entire program, reform of . . s
. wholesale prices, is scheduled to begin next year but repor{edly w1ll
-~ entail only a revision of price§ rather than'a more flexible priclhg _ -
" ‘'mechanism. Changes in agricultural procurement prices that were to

" .postponed lnde mLely

-Council of Mlmsters To DISCUSS Economic Reforms . DT

progress-of reform and other economic problems. ‘Faced .with ~

growing popular restiveness, Moscow has backtracked on key. -
economic reforms that would hurt the consumer aid is relylng _
primarily on resource reallocation to increase consumer. oufput.v. .
General Secretary Gorbachev is apparently concerned that =~

to economic reform in order to. acﬁleve many of Its goals for
the early 1990s, but flme is running out. . B

Economic reform was already hampered by flawed Iegislatlon and
bureaucratic resistance, and Soviet officials admit that thé: réforms .
“introduced last year produced no major breakthrough In: economlc
performance. The reforms worsened the position-of consumers as:
wage reform contributed to the inflation that is reflected in; substantlal
price increases in-farm markets-and shortagesin state stdres:
Because™f the- centrally administered price structure,. many. s
enterprlses have used their new freedom to plan ‘output-to eliming

.Sovret ofﬂcia!s are concemed about ‘the- growlng lmpanence among
‘consumers for welfare improvements from economic-retorm.: -.Former.
Moscow party boss and candidate Politburo member-Yel'tsin told an

has a year or perhaps two to lmprove 1he lot of consumers “before

e

&éd by 1 January 1991 reportedly-have: been deferred., -
e reform scheduled for: (he same year has been

be implé
and retail
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vS‘elt-ﬁnancing N
e .vPlannlng‘

Soviet Economic Refor'ms_: Status Report.

Status

" 'Wholesale prices ™ .

e -..,Reft_:jal_l price ~refo,rrn .

-

~ On schedule but has not resulted in genulne ﬂnancnal accountablllty
: because Implemented before prlce reform R AR el

Ahead of schedule, but crltlcized f

_ot'givln'g‘-enteriirises:'encugh‘
freedom to choose suppllers N N S _- :

On schedule except for agricultural procurement prlces but w1ll entall
price revisions: rather ‘than’ changes ln the pruce formatlon mechanism

Onglnally scheduled for 991 but postponed lndefmltely

: .Spurred by Iaw on cooperatlves but sﬂll accounts for only small fractlon

» of total goods and services produced by state. Some actlvities were "

’:recently regulated ‘oF prohlblte but t se measures aflect few xlstmg
. coo eratwes. PR : ’ -

e : Oragmal leguslatlon recently llberallzed‘ ut key restnctlons remaln. ;




" cooperative busmesses\ many of which produce consumer goods and

. Prospects

. autonom
-‘shares '

The leadershxp continues to support the development of mdependent - - S

services. Soviet leadérs have, however, approved measures that will - - "
restrict many ot these busmesses in‘setting prices, because.of popular-:---{' DR
resentment over price’ gouging. The leaders also plan to invest more - - -

in housmg, food processing, and light industry this year."Moscow has. =" L
tasked the defense industry.to assume a greater rolesin the . “-oe o s e
production of consumer goods. Thig year's plan calls for the defense . h '
inc.ustry to improve the quality and increase the productiomof =
cofisumer.goods- and apital equipm for consume -related .
lndustries. i

Today s Cou il -of Mlnlsters 'session prowdes Ieadershlp an - -
opportunity to:confront its. problems with economic reform.’ Moscow
.may only be willing,”for now; to ‘pushreforms that. have httle potential
for dlsruptlons. such as recent measures, ﬂmmng the proportnon of .

enterprise output determlned ‘by-Gosplan, increasing enterpnses
/in condu ngvfore:gn trade -and. 'allowing them

To make major gains durmg the early 19903. however the leadershlp
must soon reaffirm its commitment to reforms in’ 'key areas like :
wholesale pricing’ and planning ‘that are needed to make enterpnses
compete In search ‘of profits. The chief of the Economics Institute,

s ‘Leonid Abalkin, recently said, “There is. still. t:me to.switch tojhe new. -\ ..l

\
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»AChina; 'Economic Indicators, 1980-88 — ' RS

4
O

Note scale changes I

. Urban Inflation Rate " 5 - ' _' Grain Production’
" Percent - .

o ) Mitlion metric lo)ls '
’ .30 : )

. 450 .. . o

20

1 —r A A F ST | et

0 1980 81 8 83 84 85 8 87

" Trade Balance .
- Billion US 3"

&

83

1980 81

0 82 -

Notet Official Chincse statistics.
- Data for 1988 are projected.
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Special Analysis

" 'CHINA: .. Losing the Battle Agamst lnflahon

Retrenchment pohcles Belllng has adopted over lhe past Ilve oo

: " months are not likely to do much to reduce urban inflation-in . - I e !

. - 1989 from Its current level of more than 30 percent, the highest.” "~ . . . ol :

"in nearly 40 years. Beljing will try to tzghten enforcement of such
measures as ceilings on nonproductive Iivestment and spending.:
for nonessential imports but will probably ease: credit controls to °
keep enterprise earnings and tax revenues from dropplng whil
Increasing subsidies to urban workers hurt by Infiation. The o )
pursuit of such-contradictory policies is likely to sharpe : . o ST
differences within the leadership and weakenturther :ts ab:lity
to manage Chlna S economlc problems :

.y ‘\

Inflation. and the related problems of an overheated mdustrlal sector
~have led Beljing since August to take measures t¢ curbconsumer, . .- ..
investment, and government spending; limit exports of iternsin short

supply; stimulate the production of scarce raw fmaterials.and > ¢
agricultural goods; and slow growth in the_mone Sup ply. These step_
- have not slowed the.economy. @8

" industrial production—up 18.8 perce tin the fourth '
year earller—grgw at a faster rate lastonth thanin November !n arr
unusually gloomy speech last month;the Finance Minister announced
‘new tax hikes and tighter. budget ‘controls to . combat inflation. . :
. Meanwhille, Beijing“has put-off major price Teforms fcr.two vears wTule
leaders try to bring inflation down to smgle dlglts m T

o Halfhearted Austerlty Efforts

Concerns about the repercussnons of some pohcaes ha{/e Ied Beuing R RO S
= fe-avoid addressing some of the most serious causes of inflation— . - . = - = & :

excess cash'in théwhands of consumers ahd out-of-control borrowmg SR :
. by state-OWned factorles Beijing recognlzes for'example, that -
feverish consumer spendlng is partly the resuit of rapid Increases in -
wages and bonuses but has assured urbah*consumers that thelr <
salaries and government subsidies will lncrease with. rises infood -
-posts and rent. In what appears another move to mollify urban .

" .. workers, :Beijing recently announced plans to increase the producllon

* of consumer goods, overturning a decision announced.in Octoberto = - . . =

'slash state Investment for consumer -goods factories. And, to prolecJt. e e
‘'state-owned entérprises and keeg“_(_ﬁelr large work forces employed,
Beljing has ordered that they be glven pnonty access to Iow—mterest
loans and raw mZYeﬁa’ts * ‘

o o 'Betjings failure to get theAull cooperauon of powerful provmc1al s
. . and municipal leadérs has also dealt seyere blows tQ the austenty
- program. t.ocal ofﬂmals often: overndeioan demals and approve

-continued




- ‘revenuas at a time of rising expenditures. At'the same time, Beuing
"“has come under:intense criticism; from farmers for offering:lQUs".
" instead of cdsh for their fall harvests. It recognizes that the ‘move will* :
‘reduce incentives to grow ‘grain.and cut funds available for spring
_planting and that ‘higher-price fewer goods, and-more widespread .- .
nd consumer products-would add to -, .. -
urban discontent. Beljing thus will probably need to provide credits -

Some'of Chlna s most profltable lnternaﬁonaﬂy competmve s
"enterprises fike its rural textile'and garment factories will probably

.raw materials to large-urban facilities. As a result, China's trade. : .-

deficit-will widen, paralleling an increase in its domestic budget deflclt A

. :as revenues decline and subsidy ‘payments increase. Although both -, "
.. deficits will remain manageable, budgetary problems will keep Beljing~"
“from. ranslng grain prices to the: level needed to stimulate production

nonessential construction projects. China's weak central bank,.
moreover, is unable tg control lending by the hundreds of new
financlal lnstitutions that have sprung up in recent years?

' Lookmg Ahead

i Pressures to. resclnd tlght money policles will probably force Bel]mg :
... 'to ease-controls this, spring. China's leaders fear that a stringent, B

impartial -enforcement of thelr austerity policies would risk cutting -

* - aggregate production as well ‘as demand ‘and might‘lead-to-the’kind -
" of low growth=high Inflation that has.taken place in Poland and,

Yugoslavia. They fear a drop in industrial producuon would cut stat

use-of ration coupons for foo

for enterprises to sign.annual supply contracts and for peasants to L
buy seed and fertihz

see earnings decline sharply ‘as: Beljlng glves priority for.loans and

" . !\ .

- Regardlgss of what Bel]ing does over.the next: lew months, urban
. inflation will not.dip much below 30 percent this year. The anticipated

" rollback of credit restrictions wauldfunnel even more money into the - -
economy and accelerate: inflatiomsEven If controls remainin place. and o

. ‘growth in the money supply slows'in the second and third quarter;” -
- however. the infusion of. funds in 1988 will k.
: ';‘."current Ievel for at Ieast the next yea

negatiye effects of theiinflation it engenders. 8 believes, moreover,

effects\gt [ajgh ‘real GNR growth as, on balance, outweighing the

_that th expecte,d rise in the trade deficit wili-have beneficialeffects as
“more goods will be available for domesti¢ use. P also believes that

- additional steps “such as. ra;stn‘g interesf rates above the rate of =~
mflatnon can be tdkean the e(:onomy fails to cool sufficiently. n a

afiation at about Its e

: grees that Bel]ing s efforts to cool-the economy [
. and slow inflation are notdikeJy-to be fully. successful and anticipates
-+ ‘wider budget and trade-deficits in 1989. But.dffff sees the positive -




