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By the 1960s, the long years of the Cold War had shaped stable policy
mindsets in the decision-making elites in both superpowers and lodged
them deeply within their national security institutions and practices.
Although there were notable shifts in the patterns of superpower relation-
ships over 20 years of what might be called the ‘mature’ Cold War, what
struck observers at the time, and still stands out in hindsight, is stability.
By the 19805, it had become clear that in the absence of major change in
these deeply embedded foreign-policy mindsets - what many international
relations scholars have come to call foreign-policy ‘identities’ — superpower
cooperation could not develop beyond very strict limits. When superpower
cooperation of a new and profoundly deep type finally emerged in the Jate
1980s, the tumultuous politics of identity change — at least, on the Soviet
side — were at centre stage,

The end of the Cold War thus added a major impulse to the turn
towards the study of ideas and identity in international relations.' The
experience appeared to ratify the central proposition of constructivist
scholarship that states’ interests are powerfully shaped by their identities.?
But the new wave of scholarship left unanswered two fundamental ques-
tions: Why do these deeply embedded ideas and policy practices (for con-
venience, let us adopt the convention and call them ‘identities’) change?
And what role, if any, do material incentives play in prompting them to
change and shaping their evolution?

In this chapter, we address these questions, using the Soviet turn
towards superpower cooperation after 1985 as a case study of identity
change. We argue that there are many reasons to expect that changing eco-
nomic incentives can contribute to identity change, and that they clearly
played a central role in the Soviet case. Elsewhere, we have established that
changing economic incentives were of central importance in prompting
the Soviet Union to alter course in international relations.” Indeed, few



84 THE LAST DECADE OF THE COLD WAR

scholars appear to question that basic proposition any longer.* However,
many scholars hold that while cconomic incentives may have contributed
strongly to the initiation of new Soviet approaches, only other factors
such as new thinking or entrepreneurial leadership can explain the
profound depth and extensiveness of the subsequent impuise toward
cooperation.

We show that this last argument is untenable. If a certain magnitude of
economic pressures prompted Moscow to shift its approach, then there are
strong reasons to cxpect an even larger amount of economic distress to
generate movement towards a proportionately greater reduction in Soviet
foreign-policy claims on the international system. This, it turns out, is pre-
cisely what happened during the turn to superpower cooperation, which
only reached fruition when the Soviet Union was literally on its last legs,
economtically.

The chapter proceeds in four parts. First, we explain why scholars of
international relations have been slow to explore the potential connections
between economic incentives and identity change. In that section we set
forth our simple model of identity change based on the standard economic
mode of explanation: people change behaviour in response to relative
costs and benefits measured in economic terms, Second, we briefly review
the nature of the economic constraints facing the Soviet Union during the
1980s. Third, we show how changes in the Soviet approach to the outside
world - associated policies, practices and beliefs that are all captured under
the rubric of identity — progressed in tandem with these mounting eco-
nomic constraints. We then show how each major policy departure was
intimately related to rapidly escalating economic costs. The third section
addresses the Soviet leaders’ decision not to use force to retain their direct
control over their Warsaw Pact allies in Eastern Europe. Finally, the fourth
section addresses Moscow’s anguishing decision to accept US and West
German terms for a final ending of the Cold War in Europe.

Economic Incentives and Identity Change

Given the premise of this chapter, two prior questions arise. First, why
scholars of international refations have not already addressed the connec-
tion between economic change and identity change? Second, why should
we expect to them be related at all?

Why IR scholars have not explored the connection

Broadly speaking, social explanations come in two forms originally iden-
tified by Max Weber: the economic and the social.® At least within inter-
national relations (IR) scholarship in the United States, three intellectual
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biases prevent scholars from integrating these two perspectives and
addressing the connections between economic constraints and identity
change.

First, IR scholars who focus largely on economic incentives generally
ignore questions of identity because they have taken their cue from eco-
nomics, which, they believe, made immense progress precisely by exclud-
ing complex questions of preferences and tastes from their models.’
Following their economist brethren, IR scholars who focus on economic
incentives prefer to build their models by holding preferences constant and
altering incentives. The net result is that examining how changing eco-
nomic incentives affect identity formation simply does not present itself as
a problem that is worthwhile for these scholars to explore. While a signif-
icant number of rational-choice theorists have recently turned their atten-
tion to the question of preference formation, relatively few have shown any
interest in examining identity issues.®

Second, scholars interested in ideas and identity routinely use Kenneth
Waliz’s neo-realist framework as the foil for their analyses, because neo-
realism is typically seen as providing the definitive theoretical word on
material incentives in the international environment.® But neo-realism
encourages a restrictive focus on the balance of capabilities to the exclu-
sion of a broader analysis of economic incentives.'® In addition, the stan-
dard neo-realist conception of state preferences, in which security trumps
all other pricrities, including economic capacity, leads scholars away from
the causal mechanisms we address here.'! Indeed, in situations such as that
faced by the Soviet Union in the 1980s, it may make little sense to draw dis-
tinctions between cconomic capacity and security as state objectives,
because, as we show, Moscow’s changing material fortunes undermined
both goals simultaneously, '?

Third, constructivist scholars generally adopt a dismissive stance
towards what they consider material factors, such as economic incentives.
The burden of most constructivist arguments is to downplay the signifi-
cance of material incentives and to highlight the role of ideas.?’ Perhaps
the most prominent statement to this effect is Alex Wendt’s claim that
‘social life is “ideas all the way down™." When pressed, only ‘radical’ con-
structivists would likely defend an unconditional ‘ideas all the way down’
stance and all that such a theoretical position implies, empirically and
theoretically.'> Emblematic of this fact is that Wendst, in his later writings,
has explicitly backed away from this position.'® But even mainstream con-
structivism -- or what Hopf calls ‘conventional’ constructivism - reflects an
underlying assumption that ideas operate in the foreground of interna-
tional relations and material forces in the background.?’

Constructivist investigations of identity transformations clearly reflect
this underlying theoretical stance. The explanatory goal in these studies is,
typically, to show that change in identily can be understood without
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having to rely upon material incentives. Hence, while few constructivists
would align themselves with an ‘ideas all the way down’ position and many
would grant that identity changes do not occur in a material vacuum, in
practice, their analyses of identity transformations often appear to adopt
Just such a position. The essential problem is that two of constructivism’s
central criticisms of mainstream IR — concerning both its failure to recog-
nize the significance of identity and its focus on material factors - overlap
in a particular manner that encourages constructivists to marginalize the
role that changing economic incentives may play in transformations of
identity.

IR scholars of all theoretical stripes thus face strong incentives to
ignore or reject out of hand the possibility that changing economic incen-
tives may significantly affect identity transformations. This bias almost
certainty exacts a punishing toll, for there are a number of reasons why
economic change and identity change may be related. As we show below,
this is a hypothesis that needs to be considered.

Economic incentives and identity change

Scholars use the term identity’ to describe a complex package of ideas,
mindsets and policy practices that is deeply embedded in the political
tabric of a state. Together, these ideas and practices affect how elites think
about their country, its interests and how it relates to the rest of the
world.'® Because they help shape interests and expectations, identities tend
to be sticky, that is, resistant to change."” What then pushes aside path
dependency to foster a new identity? One simple causal mechanism that
needs to be considered is rising economic costs. That is, states may be
prompted to change their approach to foreign policy when they conclude
that the existing approach has become or is about to become unsustain-
ably costly. There are many other potential causes, of course, but there are
strong logical grounds for expecting that mounting economic constraints
will at least sometimes contribute to identity change.20

First, in the absence of rising economic costs, actors may never ques-
tion their state’s identity in the first place. A state’s identity makes sense of
itsell’ and its place in and relation to a complex world. So long as things
are stable or going well, why change? But if maintaining the current iden-
tity spdde_nly leads to increased economic costs, actors are more likely to
question if.

Second, absent 4 substantial increase in the economic costs of sustain-
ing the old approach to foreign policy, and actors within a state who are
prone to question the state’s identity will be much less likely to assume
political power. If everything is going well or is stable, then why select
leaders who might subvert the tried-and-true identity? But if that identity
is leading to increased material difficulties, pressure for change will likely
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mount. In these circumstances, those who are willing to alter or adjust the
hallowed precepts of the existing identity and its associated practices are
more likely Lo assume power.

Third, absent escalating economic costs, it will be difficult for those
who favour redefining the polity’s understanding of itself and its place in
the world to convince sceptics to go along. All the standard arguments in
political science about why dramatic changes in state practices are often
difficult apply with particular force to changes that portend threats to the
accepted identity. In order to initiate a change of current praclice, the
would-be identity entrepreneur must be sufficiently powerful or convine-
ing to overcome all potential ‘veto points™.?' If everything is going well or
is stable, it will be harder for the identity entrepreneur to convince those
who are resistant to chan ge(that new practices and understandings are nec-
essary. In turn, those against a change in the status quo will be in a stronger
political position because they will be more able to present a convincing
justification for why no change should be undertaken. The converse will be
true as well if the current identity is leading to reduced material advan-
tages or a reduced ability to maintain the status quo; in these circum-
stances, those who are resistant to change will be i a much less tenable
political position and will be easier to convince.

In short, there are strong logical reasons to expect that, absent a signif-
icant change that leads to reduced material advantages or increased
material difficulty in maintaining the status quo: (1) few actors within a
system may question the state’s current identity; (2) those actors who do
question the current identity will be less likely to assume political power;
and (3) those actors who have questioned the identity and who do assume
political power will be less able to convince or overcome those who are
against changing the status quo.

In the case of the Soviet Union and the turn towards cooperation in the
1980s, this leads to a simple hypothesis: Moscow shifted from the old
approach in response Lo the rising economic costs it imposed; moreover, the
magnitude of the shift away from the old approach was a function of the
severity of the economic constraints facing the Soviets. The re-emergence
of cooperation between the longstanding superpower rivals was a dramatic
story, with the twists and turns that one associates with any major event.
Both the United States and the Soviet Union had 1o adopt new policies in
order to make the journey out of the Cold War. But underneath the
complex diplomacy, the big story was the Soviet Union steadily decreasing
the scope of its claims on the international system, in general, and on the
United States, in particular. That decrease, we argue, was largely in
response to the increased material costs of sustaining those claims.
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Soviet Decline, Globalization and the Turn Towards Cooperation

While particular individuals may be eager for major policy change at any
given time, large polities are likely to resist such change until they are under
pressure. S0, how much economic pressure was the Soviet Union’s foreign
policy under in the 1980s? The conventional wisdom among scholars a
decade ago was that Soviet material decline was negligible.”? A second
wave of empirical scholarship in the mid-1990s found that the Soviet
material decline had actually been quite significant beginning in the ecarly
to mid-1980s.2* Recent evidence shifis this assessment still further.2* In
particular, it is now clear that decline began earlier, progressed faster, was
far more pronounced, and had far greater effects on policy deliberations
than scholars assumed. Moreover, it is now apparent that changes in the
world economy - especially the globalization of production — dramatically
changed the incentives facing Moscow in the 1980s. In the subsections that
follow, we review the basic nature of this evidence.

Decline

The Soviet economy grew at impressive rates in the 1950s, and registered
a respectable performance in the 1960s, but in the second half of the 1970s
it entered an acute decline from which it never recovered.? By the time
Mikhail Gorbachev became general secretary of the Communist Party in
1985, the Soviet Union had grown on average at least 1-2 per cent slower
per annum than the United States over the preceding decade? And
American allies such as Germany and Japan were also growing rapidly,
making Moscow’s relative decline all the more salient. The entire Soviet
economic system was geared toward increasing such industrial-age metrics
as steel production, yet, as Figure 4.1 shows, even those indices declined
precipitously after 1976. Meanwhile, the country’s longstanding qualita-
tive lag increased in exactly this period, with the productivity of research
and development (R&D) and technological progress both declining.?’
Compounded over time, an economic growth lag of 1-2 per cent per
annum below the United States would have had devastating effects on the
Soviets’ ability to keep up with their Cold War competitors. Taking the US
allies into account as well as the growing technological lag makes the equa-
tion appear even worse. With each passing year, it would have become
harder for the Soviets to match US capabilities.

The causes of Soviet decline continue to be debated, but there is wide-
spread agrcement that an important part of the explanation lies in the
large and growing costs of the Soviet Union’s international position. As
Vladimir Kontorovich sums up, “The achievement of strategic parity with
the west and the macroeconomic stagnation, or decline, in the late 1970s
to early 1980s, are strongly related.’®® Defence claimed a massive propor-
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Figure 4.j1. The Soviet Decline
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Sources: Gertrude E. Schroeder, ‘The Slowdown in Soviet Industry,
1976-1982°, Soviet Economy, Vol. 1, No. | (January-March 1985), pp.
42-74; Boris Z. Rumer, Soviet Steel: The Challenge of Modernization in the
[/SSR (Ithaca, NY: Cornell University Press, 1989) and G I. Khanin,
‘Ekonomicheskiy rost: Alternativnaia Otsenka’ {[Economic Growth: An
Alternative Estimate], Kommunist, No. 17 (November, 1988), pp. 83-90.

tion of Soviet resources. Despite daunting measurement problems, differ-
ent sources converge around an estimate of roughly 40 per cent of the
Soviet state budget and 15-20 per cent of GDP (gross domestic product)
in the early 1980s, or at least four times the US level.” By any compara-
tive standard, this is a punishingly high peacetime commitment to m:l!u_iry
power. Not only was the defence burden high, but it was generally rising
from the mid-1970s on.* -

These quantitative measures, dramatic as they are, fail to capture t‘he
fact that the Soviet military-industrial complex had a priority claim
on scarce gualitative’ resources, such as high-technology _and R&D
expertise.’) Moreover, defence allocations were only part of the story.
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Moscow’s Inlernational position imposed other costs that were also
Increasing in this period. The CIA estimated that the costs of the Soviet
Umon’s" glqbal position’ more than doubled between 1970 and 1982.32 At
the bt_:gmnmg of the 1980s, the Central Committee estimated Soviet
spending on foreign aid alone at 2 per cent of GDP.® In addition. as we
shall discuss in more detail below, the costs of Moscow’s East Eur,opean
dependencies began to escalate in the late 1970s and early 1980s.

Two critical conclusions emerge from this discussion. First, the Soviet
Union was in a state of severe relative deciine beginning in the second half
of the 1970s, Second, declining Soviet economic performance was to a sig-
mﬁf:ant degree a reflection of the international environment. The Soviet
Union’s position as one pole in a bipolar system, and as a formal chal-
lenger to the US-dominated international status quo, imposed massive
and growing burdens on a Soviet economy that was in desperate need of
renewed growth. Moreover, by the late 1970s, it was becoming increasingly
evident to Soviet analysts that the world’s most advanced economies — all
gf which were arrayed against the Soviet Union - were undergoing an
important transformation involving the rapid development of high tech-
n_ology. The Soviets dubbed this the ‘scientific and technological revolu-
llqn’, and there was little doubt that it was leaving them behind. This
brings us to a second critical economic shift that influenced the course of
the Cold War competition.

The changing structure of global production

As inefficiencies mounted in the Soviet economy during the 1970s, the
global cconomy was concomitantly undergoing important transforma-
tions th.'flt served greatly to accelerate the opportunity cost of the Soviets’
international economic isolation. Underlying these transformations were
two mter-related technological shifts that accelerated in the late 1970s and
carly 1980s: the massively increased cost, risk, complexity and importance
o_f technological development; and dramatic Improvements in transporta-
tion and communications technology. The escalating cost and importance
of technological development created strong incentives for crucial shifts in
the structure of global production, which, in turn, were facilitated by
cheaper and better transport and communications. Four shifts in the struc-
ture of glf)bal production were especially relevant to the superpower
_rlvalry during the Cold War’s last years: (1) the upswing in the number and
importance of inter-firm alliances; (2) the growing opportunity cost of
_bemg 1splalcd from foreign direct investment {FD1); (3) the increase in
international outsourcing; and (4) the enhanced efforts by many global
firms toibrcak up the value-added chain and locate different parts of the
{)rodu!citlon process in countries that offer the greatest locational advan-
ages.
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The Soviet Union and its allies were almost completely isolated from
these global production changes, which achieved their greatest salience
among the Soviets’ international competitors — the United States and its
allies. Thus, ‘globalization’ was not in fact global: it took sides in the Cold
War. While US and Western multinational corporations (MNCs) could
exploit a greatly expanding web of international inter-firm alliances
during the 1980s to increase their opportunities for technological innova-
tion and reduce the risks and difficulty associated with R&D, the Soviets
were completely excluded from this trend.? While rapidly increasing FDI
inflows allowed the United States to gain access to the latest technologies
and production methods from throughout the world, the Soviets were
largely dependent on autonomous improvements in technology and pro-
duction methods.* Instead of being able to disperse production through-
out the world to reap various efficiencies, as firms from the United States
and its main allies — Japan, West Germany, France and Britain — were able
to do, Soviet enterprises were forced to generate almost all of their key
components and production within the Eastern bloc.¥

While relative Soviet autarky was a staple feature of the Cold War that
had long entailed significant economic handicaps for Moscow, these hand-
icaps greatly increased in relative importance as the cost, complexity and
difficulty of technological development spiralled upwards in the late 1970s
and 1980s, and as the globalization of production concomitantly acceler-
ated.* Isolation from the globalization of production increased the diffi-
culty of keeping up with the West in terms of general economic and
technological productivity, likely the key concern of many new thinkers.
Morcover, Soviet isolation from these global production changes simulta-
neously made it much more difficult to remain technologically competitive
in the arms race — of foremost importance to more traditionally minded
old thinkers. Inter-firm alliances in the 1980s were concentrated in those
sectors with rapidly changing technologies and high entry costs, such as
microelectronics, computers, aerospace, telecommunications, transporta-
tion, new materials, biotechnology and chemicals.*® At the same time, pro-
duction appears to have been most geographically dispersed in those
sectors of manufacturing with high levels of R&D costs and significant
economies of scale, such as machinery, computers, electronic components
and transportation*® These sectors read like a ‘who’s who' of dual-use
industries. In short, the very sectors that were becoming most internation-
ahized in the 1980s were those that provide much of the foundation for mil-
itary power in the modern era. For this reason, Soviet isolation from
ongoing global production changes became a significant handicap relative
to the West in the 1980s in the military realm."

In sum, refative decline and Soviet isolation from ongoing global pro-
duction changes created strong incentives for the country to retrench inter-
nationally; that is, to halt and, eventually, reverse the growth in the costs
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of Moscow’s global position. A Soviet leader could have resisted changes
for a period of time, the length of which one can argue over counter-
fact_ually. An explanation rooted in changing economic incentives simply
posits that the agents concerned responded to expectations of economic
trends. Here, the most important question is: What were the alternatives
to retrenchment? By 1985-87, there was no evidence that just clinging to
the status quo and hoping trends would miraculously reverse themselves
would be a sustainable policy over the long run. A renewed assault on the
West would only increase the economic burden Moscow already faced.
Given the United States’ economic and military ascendancy, higher ten-
sions would only reinforce its dominance over its own alliance and hence
its ultimate superiority over Moscow. Preventive war was out of the ques-
tion, given overall US material superiority, nuclear deterrence and the
declining economic value of territory.

. That left some policy of scaling back the costs of the Soviet Union’s
international position. But it is important to stress that economic pres-
sures built over time. The effects were subtle at first — increased strains on
the always shortage-prone Soviet policy-making environment, Over time,
decline accelerated, economic pressures mounted and ever tougher trade-
offs confronted Moscow. In these conditions, the model we set forth above
would suggest that the turn toward cooperation, and the agonizing assault
on the hallowed precepts of the old Soviet identity, would intensify over
time. The evidence concerning perceptions of economic constraints and
their connection to new ideas and policies is indeed strongly consistent
with this basic model: the magnitude of the shift away from the oild
approach was a function of the severity of the economic constraints facing
the Soviets. The sections that follow review this evidence in three key
turning points in Soviet policy, beginning with the relatively easy initial
policy departures in 1985-87, and ending with the anguishing decisions
that marked the Cold War’s end on largely Western terms in 1990.

Phase I: Economic Constraints and Initial Policy Departures

Soviet policy-makers at the highest levels began to agonize over relative
decline in the early 1980s, just as the systemic decline of the Soviet Union
b.ecame undeniable.*? Internal assessments of Soviet economic decline
either matched or were more pessimistic than the data presented in Figure
4.1.° Naturally, there was a two to three-year lag between recognition of
the systemic trend and the new policy response. Of course, the old Cold
warhorses who then occupied the Kremlin preferred to avoid any change
i the basic ideological precepts that lay at the root of the old identity.
However, even in this period (roughly 1981-85), evidence reveals leader-
ship efforts to constrain foreign-policy costs and close the widening gap
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between capabilities and commitments. In particular, Brezhnev, Andropov
and Chernenko all struggled to stem the growth in defence spending in the
early 1980s, despite the hard line coming from Washington and heavy pres-
sure from the military.®

The evidence shows how decline and rescurce constraints helped
propel new policy departures, Memoirs and other recollections - by new
and old thinkers alike — consistently document that the mounting evidence
of Soviet relative decline and technological infericrity played a role in the
evolution of individuals’ policy perspectives.*® The momentum behind
new policy directions was intimately related to cascading information on
the Soviet Union’s material failings compared with the United States and
its chief allies. At each wrenching step in the process of discarding old
policy approaches and adqgpting new ones, resource constraints were of
central importance.

It is clear, moreover, that both new and old thinkers strongly resisted a
complete abandonment of traditional Soviet ideas and policy practices.
Precisely as constractivist theory (as well as most other social science the-
ories from cognitive psychology to the new institutional economics) would
expect, polities resist massive change, Gorbachev’s initial response did not
threaten system fundamentals. He adopted a policy of ‘acceleration’
(uskorenie) of the Soviet economy via discipline, new personnel in key
managerial roles, an anti-vodka campaign and massively increased invest-
ment in the machine-tool sector of the economy (roughly 70 per cent of
which was devoted to military production). In security policy, Gorbachev
began by reversing the Brezhnev-Andropov-Chernenko effort to cap mil-
itary spending and programmed into the 1986-90 five-year plan an
increase in military outlays; e approved an effort to end the Afghan War
by military escalation; and he agreed to increase arms transfers to Third
World clients to magnify Moscow’s bargaining leverage in talks on
regional issues.*’

A similar story of resistance (both intellectual and political) and pres-
sured change applied to Moscow’s relation to the world economy. As our
analysis of globalization would suggest, Soviet analysts and, later, policy-
makers concluded that it was necessary to ‘participate more fully in the
international division of labor’ (in non-socialist parlance, to increase
Soviet access to global firms and the international economy) in order to
prevent a severe erosion of the Soviet Union’s technological capacity and
relative position.** During the 1980s, this became a prominent argument
advanced by scholarly experts.* In particular, they maintained that the o1l
boom of the 1970s had shown that ‘passive’ technology transfers (that is,
simply purchasing technology from foreign suppliers) was insuflicient; it
was also necessary to be engage in ‘active’ technology transfers (that is,
interacting directly with global firms) in order to acquire the full benelits
of the latest foreign technologies and to acquire management skills. ™
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However, powerful ideological, political and bureaucratic constraints
confronted any policy-maker who ventured to act on this assessment.
Thus, upon entering office Gorbachev stressed that the Sovicts could
-redress the technological gap with the West without relying upon technol-
ogy trapsfers from abroad, but rather through “transfusions’ of ideas and
innovations from within the USSR and the Soviet bloc.! In particular,
Gorbachev pinned his hopes on what he called ‘dismantling our internal
ConM’; that is, trying to get the commercial sector to learn from and
duplicate the supposed efficiency of the military sector.’ At the same time,
th_e Gorbachev team placed greater emphasis on trying, as Prime Minister
Nikolai Ryzkhov stated in 1986, to get the CMEA (Council for Mutual
_Economw Assistance) to ‘move away from largely trading links toward
interaction in production, toward a high degree of specialization and
coproduction’.5?

By 1987, however, it became apparent to Gorbachev that an atlempt
to apply the productivity ‘secret’ of the military sector to the commercial
sector was doomed to failure. As Gaddy points out, this was because
“The “secret” was that the military sector cannibalized the economy ...
To ask the military industry to apply its methods to serve civilian indus-
try was not simply politically impossible but also illogical.”** At the same
time, it was also becoming clear that efforts to duplicate the increasing
international production linkages that were occurring in the West by
expanding specialization and production linkages within CMEA were
bearing little fruit. 3 Increased specialization within CMEA was fine in
principle, but it was evident that none of the countries in the Eastern bloc
had the capacity to match the West technologically using indigenous
sources. This is most apparent by examining East Germany, which had
long been the most economically competitive member of the Eastern
bloc.* Even in East Germany, major reforms and policy initiatives in the
1980s intended to match the productivity and technological capacity of
the West in areas such as computers and consumer electronics were
utterly disastrous. For example, extensive efforts in East Germany to
produce computer chips (at a cost of 12-14 billion Eastern marks) in the
1980s were completely ineffective. As Charles Maier points out, ‘The
GDR aspired to produce 500,000 256-kilobyte memories (already out-
moded abroad) and had turned out only 90,000 even after importing
Western equipment ... [Moreover,] the 256K memory cost GDR consu-
mers 534 marks instead of 4-5 valuta [convertible] marks’ that the chips
cost on world markets.s

Thus, it very soon became clear that if the Soviets were going to obtain
ad_vanced technology and enhance economic productivity, this was not
going to be accomplished by relying upon sources from within the Soviet
l?l()c. [t was in this context that, in 1987, Gorbachey began to discuss pub-
licly the mounting costs of Soviet international economic isolation. ™
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More importantly, Gorbachev’s public pronouncements were matched by
politically difficult and momentous policy reversals: efforts to participate
in the IMF (International Monetary Fund}, the World Bank, and GATT
(General Agreement on TarifTs and Trade); to achieve greater cooperation
with the then EC (European Community); and, most notably, the decision
in 1987 to legalize foreign direct investment within the Soviet Union for
the first time since the 1920s.% To be sure, these initial moves regarding
joint ventures were quite modest (foreign participation in joint ventures
was limited to 49 per cent) and great efforts were made to camouflage the
nature, extent and existence of these reforms.®? But, as time progressed and
as the nature of the Soviet’s technological lag became even more apparent,
efforts to attract foreign direct investment expanded greatly: while major-
ity Soviet equity in joint vgntures had initially been the ‘sine qua non of
the Soviet leadership’, in December 1988 majority foreign ownership
{theoretically up to 99 per cent) of joint ventures was permitted in an effort
to increase greatly the attractiveness of the Soviet Union as a site for
foreign investment.®' While the Soviet leadership advanced many reasons
for pursuing joint ventures, ‘the main ones were to acquire technology and
management know-how and to develop exports of manufactured goods’ %
Similarly, Gorbachev’s modest early efforts at reforming the foreign trade
monopoly gave way to the granting of direct foreign trade rights for virtu-
ally all enterprises in late 1988.63

Gorbachev’s initial policy package failed to turn the economy around
fsee Table 4.1) and produced only the beginnings of a potential burden-
reducing entente with the West. As resource constraints mounted, the
foreign-policy strategy became more radical. By 1988, the Soviets had
moved from graduated initiatives premised on reciprocation to escalating
unilateral concessions. By then, resource constraints were escalating even
further, and there was a lack of any obvious quick fixes other than to
reduce the external pressure and perhaps exploit the economic benefits of
reduced tensions as rapidly as possible.% As Shevardnadze’s adviser Sergei

Tarasenko noted in an interview:

Already after the 19th Party Conference, as we confronted the difficul-
ties inside the country, the realization began to take shape that we would
be able to continue on for a little while and perhaps retain the status of
a great power only by relying on the United States. We sensed that were
we to take two or three steps away from the US, we’d be tossed aside. We
had to move as closc as possible to the United States ... [This point of
view came to the fore in 1988], when the policy ol acceleration turned
out so badly. The USA had always wanted to cut us down [dozhat’ nas).
Had we at that time acted in a confrontational way, the Americans
would have easily cul us in two.% .






