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W That Soviet Gas Pipeline
To the West

MILES COSTICK

NE OF THE POINTS President
Reagan was most concerned to
make at Ottawa had to do with the So-
viet proposal to build a natural-gas pipe-
line from northwestern Siberia to West-
ern Europe. As Mr. Reagan pointed
out, this proposal presents a dangerous
threat to the urfity of the Atlantic Alli-
ance, for it would bring about a) in-
creased Western European economic
dependence on Soviet energy and b) a
solution of the Soviet Union's impend-
ing energy crisis. The former could lead
to the Finlandization of Western Eu-
rope:. the latter would mean the Soviet
Union could aflord to emphasize the
military sector of its economy.
Although Chancellor Schmidt was
not prepared to acknowledge it, there
is another choice. Viable and secure al-
ternative energy sources for Western
Europe do exist. The Soviet proposal
is not the only or even the most attrac-
tive option.

The Sting

The Soviet plan is to build a 3.500-
mile pipeline from natural-gas fields
near the city of Yamburg on the Yamal
peninsula, across the northern tundra,
through Eastern Europe to Austria and
West Germany. There it will link up
with an existing distribution network
supplying natural gas to the whole of
Wectern Furane To finance the pipe-

s needed to expioit
the Yamburg gas reserves, the Soviets
want to borrow from financial institu-
tions in Western Europe and Japan.
With these funds, they will purchase
from their creditor nations large-di-
ameter seamless pipe, maintenance and
operation equipment, heavy-duty arctic
construction equipment, and various
services currently unavailable in the
Soviet bloc. Upon completion of the
pipeline, the Soviets will repay the loan

by exporting to Western Europe a “guar-
anteed™ 1.5 trillion cubic feet of natural
gas per year at whatever the prevailing
prices are then on the world market.

For some time now, the Soviets have
engaged in intensive negotiations with
governments, financial institutions, gas
utilities, and steel pipe and construction
equipment concerns in West Germany,
France, Italy, Belgium, the Netherlands,
Austria, Spain, England., the United
States, and Japan. Steel and construc-
tion firms, facing a tight world market,
underutilized plant capacity, and intense
international competition, are ecager ¢o
enter into what appear to be lucrative
supply contracts. Natural-gas distrid o~
tors, eager to diversify their sources of
supply. find Soviet gas exports an at-
tractive proposition. The Western Eu-
ropean governments. while wary of the
Soviet Union's true intentions, want to
lessen their dependence on the Middle
East and the Persian Gulf for energy
needs. The immedidte boost the deal
would give to key national industries
and general employment figures is yet
another reason to move ahead on the
Soviet proposal.

While there have been protests in all
these countries against the pipeline, the
major roadblocks thus far have been the
financial institutions that would have
to come up with the hard cash. With
world interest rates now between |1 and
14 per cent, bankers are not wholly en-
thueiastic over the prospect of le=~ing
the wviet Union $15 billion at 7. per
cent, to be repaid over ten years with a

grace period equal to the time neces- .

sary to build the line. The twenty-bank
consortium of West Germany, respon-
sible for $6 billion in possible loans and
considered the financial community’s
leader in the negotiations, is balking at
these terms.

Up to now, West Germany and the
other governments that would be most
affected by huge imports of Soviet nat-

7

Pages 956-958

ural gas have minimized the political
and military implications of the deal.
The West German government, for ex-
ample, maintains that Soviet natural
gas will never amount to more than
30 per cent of their gas imports. The
government further maintains that So-
viet natural gas will account for only 5
per cent of West Germany's total energy
consumption. The same percentages, it
is estimated, would pertain for West-
ern Europe as a whole.

But there are strong reasons to be-
lieve that these figures underrate the
role Soviet natural gas will play in the
Western European energy picture when
the pipeline is completed. Take West
Germany. It will import 425 to 550 bil-
lion cubic feet per year (bcf/yr) of nat-
ural gas from the Soviet Union if the
pipeline is completed. This represents
as much as 7 per cent of West Ger-
many's total demand, a small, but very
important, amount. The precise percent-
age that Soviet natural gas would sup-
ply. however, should not be the main
focus of debate: 1.5 trillion cubic feet
is lots of natural gas, and there will be
political consequences regardless.

The various sources of energy (natu-
ral gas, petroleum, coal, hydroelectric,
and nuclear) are not readily interchange-
able. West Germany's primary consum-
ers of natural gas are the chemical, pet-
rochemical, and steel industries. None
of the alternative sources could be rap-
idly substituted for natural gas in the
event of any significant curtailment of
supply. because the power-generating
facilities of these industries are not
configured to use those sources. They
could be modified to use some of those
alternative sources, but the modification
process would take at least six months
to complete, and probably longer.

For all practical purposes, if Soviet
natural gas were cut off for any reason,
technical or political, other natural-gas
supplier *+quld have to be found. Yet
no sign nt “spot .rket” for
gas exists; 425 bef/yr will not be avail-
able on short notice. Any adequate
stockpiling of natural gas would be
prohibitively expensive. '

The rapid repercussions any sudden
cutback of Soviet natural gas would
have on West Germany's economy con-

(CONTINUED NEXT PAGE)

Mr. Costick is president of the Institute
on Strategic Trade in Washingion.
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tain the seeds of immense political vul-
nerability. The dependence of West
German industries on Soviet natural
gas, combined wifh a growing reliance
of these same industries on exports to
the Soviet bloc. would create a pres-
sure point for Soviet manipulation.

Eastward, Ho

in the worst case, the Soviets could
threaten to cut all economic relations
between West Germany and the bloc,
including exports of natural gas, and
plunge West Germany into economic
chaos. Far more likely. the West Ger-
man leadership. understanding the ex-
tent of its dependence and vulnerability,
would adopt policies more in line with
the Soviet platform. In short, Finland-
ization. West Germany, let us remember.
was unwilling to join the American-led
embargo of the Soviet Union following
the Soviet army's invasion of Afghani-
stan.

Project this scenario to all of Western
Europe. and what you have is a very
dangerous possible future for the At-
lantic Alliance. A splitting of NATO,
which could result from this situation,
would leave the industrial democracies
without the unified will to resist Soviet
aggression.

Equally serious. by helping the Soviet
Union to solve inexpensively one of its
fundamental long-term strategic prob-
lems—its looming energy crisis—the
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Western democracies would be subsidiz-
ing an otherwise inefficient economy
which supports a totalitarian society bent
on world domination.

Soviet reserves and production of
petroleum are falling off. Increased re-
serves and production of natural gas are
intended to replace the petroleum short-
fall and provide for projected growth in
Soviet energy demand, including ex-
ports. Recent studies suggest, though,
that the Soviet Union faces a long-term
energy shortage which stems, not from
a lack of proved natural-gas reserves,
but from severe deficiencies in prospect-
ing. production, tertiary recovery. and
transportation technologies.

This is particularly true of technol-
ogics to deal with adverse climatic con-
ditions, such as those in Siberia, where
most Soviet energy sources are located.
The Yamal pipeline project would nec-
essarily involve triansfer from the West
of the sophisticated prospecting, drilling.
and pumping technologies applicable to
permafrost environments. The pipeline
project offers a comprehensive solution
to a problem the Soviets could other
wise only solve through a massive reds -
ployment of economic, technical, and
human resources—resources now de-
voted to the Soviet military-industrial
complex.

This two-pronged threat, economic
and military, to the Atlantic Alliance
must be stopped. American leadership
is crucial in this regard. U.S. policy
should be simed at reimposing the West-

emn embargo on high-technol  exports
to the Soviet Union institutea after the
invasion of Afghanistan.

As a first st®. tHe Reagan Admin-
istration should withdraw the validated
export licenses granted to Caterpillar
Tractor and International Harvester.
This can be done legally under the 1979
Export Administration Act and would
involve only minimal losses to those
corporations, mainly administrative costs
related to preliminary talks with the
Soviets and the export license appli-
cation process. Immediate action in this
regard would put both America's allies
and the Soviet Union on notice that the
new President is serious about maintain-
ing Western resolve and will pursue a
coherent policy toward that end. In ad-
dition, the President should exercise his
leadership in the alliance by inducing
the United States® allies to reimpose
their embargoes. This is what President
Reagan emphasized to Chancellor Hel-
mut Schmidt in Ottawa.

If...f...If...

This will not be an easy task. West
Germany and France will be particular-
ly difficult to persuade. But France has
a history of independence from super-
power influence and may come to real-
ize that overly close ties with the Eastern
economies could represent a threat to its
independent position. If Japan can be
convinced that other states will not
simply pick up business deals Japan de-
clines, it may return to the embargo as
well. Great Britain and Canada can be
counted upon so long as the United
States itself follows the embargo scru-
pulously. If the rest of the alliance holds
firm, West Germany will begin to feel
isolated and may re-examine its policies.

American insistence that Western Eu-
rope withdraw from negotiations with
the Soviet Union over the pipeline won't
prevail uf viable & i be
found. With the Middle East unstable,
Western Europe must diversify its
sources of energy supply. Several alter-
natives do exist and ought to be given
serious consideration: expanded nuclear
power; increased cxplo ion of North
Sea hydrocarbons, especially the Nor-
wegian sector, and American coal.

While there are environmental risks
associated with nuclear power, the man-

(CONTINUED NEXT PAGE)
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August 27, 1981

MEMORANDUM TO MR. RICHARD V. ALLEN
' THE WHITE HOUSE

SUBJECT: Draft of Options Paper on 0il/Gas Controls

The State Department has reviewed the subject NSC Options
Paper and concurs fully with the attachments to it, Tabs A
through D.

With regard to the covering draft memorandum to the Presi-
dent, the Department offers the suggestions shown on the at-
tached mark-up of the text.

The Department appreciat the promptness and efficiency
with which the NSC prepared the subject papers for circulation.

{

L. Paul Bremer, IIT
Executive Secretary
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