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THE VICE PRESIDENT

P T WASHINGTON

MEMORANDUM TO: JUDGE CLARK March 9, 1982

FROM: THE VICE PRESIDENT

I think the President should see the attached paper showing
Europe's 'Dependence on Soviet Energy". This unclassified
paper was prepared by the CIA. It shows that France will

have minimal dependence on Soviet energy after the pipeline

is completed. I am sure Mitterand will raise this point with
the President.

G.B. ’Jf

T
.

cc: Ed Meese
Jim Baker
Mike Deaver

[



UNCLASSIFIED

West European Countries: Dependence on SavieE Energy

.‘M.illion b/d oil Equivalent

Inporting : Energy - |. . Energy Imports from USSR USSR
Country Year Consumptiorn Total Oil Gas Codal |. . Share
_ I : (percent)

G 1979 ' 4.64 0.28 _ 0.14 0.1z 0.02 6
1990 . 5.50 0.46 0.0 0.44 0.02 8

1taly . 1979 . 2.34 0.37 .10 0,13 0.14 18
A 1890 3.45 0.33 0.0 0.25 0.14 11

Frence 1879 - 3.49 8.19 0.10 0.0 -0.0% s
S . 1940 5.37 0.34 0.9 0.25 0,09 . 6
Netherlands 1979 1.16 0.09 0.08 0.0 0.0 a
1990 1.38 0.07 0.0 0.07 0.0 5

Belgiun 1979 0.81 0.08 6.04 0.0 0.04 10
1990 ‘ 1.11 0.13 ¢.0 "0.09 0.04 12

Austria 1979 0.47 0.18  0.03 0.05 0,10 38
‘ 19490 0.65 <« 0.2% 6.0 0.11 0.10 32
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MEMORANDUM

NATIONAL SECURITY COUNCIL

February 23, 1982

ACTION

MEMORANDUM FOR WILLIAM P. CLARK

FROM: NORMAN A. BAILEY”Z”®
SUBJECT: Presidential Statement for Leipzig Spring
Fair

It seems to me entirely inappropriate under the present
circumstances for the President to send a statement to
the Leipzig Trade Fair in East Germany (Tab I). I have
held up clearance.

RECOMMENDATION :

That you kill it or authorize me to do so.

e

Approve L//// Disapprove
MR

Henry Nau concurs.

Attachment
Tab I Clearance Cable on Presidential Statement
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SUBJECT: PRESIDENTIAL STATEMENT FOR LEIPZIG SPRING FAIR

THERE FOLLOWS THE TEXT OF THE PRESIDENTIAL STATEMENT FOR
THE SPRING LEIPZIG FAIR:

BEGIN TEXT:

a;t R

ON BEHALF OF THE AMERICAN PEOPLE~ T AM HAPPY 0 uenc¢az vou

TO THIS UNITED STATES EXHIBITION.

OUR EXHISITORS ARE EMISSARIES OF THE AMERICAN BUSINESS
COMMUNITY WHO SEEXK TO JOIN YOU IN DEVELOPING NEW OPPORTUNI-
TIES FOR MUTUALLY BENEFICIAL TRADE.

HERE THEY DISPLAY AND DEMONSTRATE PRODUCTI THAT ARE TYPRICAL
0F THE QUALITY GOQDS AND SERVICES THAT AMERICAN INDUSTRY
CAN SUPPLY. IN THE HOPE THAT YQUR INTERESTS AND THEIRS CAN
BE NMUTUALLY SERVED.

THIS EXHIBITION DEMONSTRATES OUR BELIEF THAT EXPANDE® TRADE
PROMOTES INTERNATIONAL FRIENDSHIP.+ WORLD ECONQMIC PROGRESS
AND GREATER PROSPERITY FOR ALL. HMAY YOQU HAVE A PLEASANT
AND REWARDING VISIT. '
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ZINCERELY- '
RONALD REAGAN

END TEXT- |
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THIS TEXT IS THE‘STAHZiHﬁ:UHITE HOUSE APPROVED PRESIDEHTIAL
MESSAGE FOR USE AT TRADE FAIRS BY THE DEPARTMENT OF COM-
MERCE. ¥4% -
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(draft) 3/11/82 W ‘/
MEMORANDUM FOR: Dr. Norman Bailey, NSC g’
Dr. Stephen Bryen, DOD

SUBJECT: Western Energy Security - Potential Hard Currency Earnings

and Credit Denial to Soviet Union through Japan's Access
to North American Energy Resources.

WESTERN ENERGY SECURITY-FRAMEWORK

The principal vulnerability to Soviet military and geopolitical
capabilities lies in the USSR's ability to sustain hard currency earnings
and attract long-term subsidized credits in the context of large-scale
natural gas exports to Western markets. This is due to the fact that
energy exports are responsible for over 65% of current Soviet hard
currency earnings and that natural gas is the future centerpiece of both
the USSR's energy and hard currency earning strategies in the coming
decades. Under a new policy framework entitled "Western Energy Security"
the U.S. could publicly and systematically engage in denying the Soviet's
crucial hard currency earnings from the energy export sector and
attendant access to long-term, fixed-rate credits in support of major
Western equipment and technology transfers. 1In the way of corollary
benefits such a policy would greatly advance our contingency planning for
any politically-inspired disruption of Middle East o0il flows:or other
regional conflicts which might interrupt or create bottle-necks in world
energy supplies.

The object lesson from the unsatisfactory results of the Urengoi-Yamburg
pipeline controversy is the need for upgraded strategic planning in this
area. Opportunities for the U.S. to put forward non-Soviet energy
alternatives must be identified with sufficient lead-time to permit
negotiations and implementation. Traditional obstacles to U.S.
flexibility in providing rational energy offsets (i.e., legislative
constraints, maritime and labor union problems) could be overcome if such
initiatives are publicly driven by the President in the context of
national and Western security interests.

The purpose of this memorandum 1is to argue for the implementation of
this new policy framework and outline specific examples of U.S. leverage
which could be potentially exercised over Soviet energy earnings and
credits by, for example, providing Japan with access to long-term, secure
sources of North American energy (oil and LNG). Other incentives for the
U.S. will also be briefly discussed.

URENGOI-YAMBURG AND SAKHALIN LNG PROJECT

In the interests of brevity, the underlying factors and attitudes which
differentiate Western Europe and Japan concerning compensation
arrangements with the U.S.S.R. are left implicit. The projects which
could be directly affected by a U.S. initiative on Alaska o0il and gas are
the Urengoi-Yamburg project and the Sakhalin project,



JAPANESE PARTICIPATION IN URENGOI-YAMBURG PROJECT

July 1980 Ministry of Foreign Trade requested six
trading companies to participate in $2-3
billion bank loan of Japan EXIM Bank covering
twenty six export items

October 1980 Trading companies submit commercial offers on
a yen basis for twenty six export items,
however Ministry of International Trade and
Industry, Ministry of Foreign Affairs, and
Ministry of Finance fail to agree on Japanese
policy.

September 1981 Consistent with their perception of reduced
East-West tensions (U.S. 1lifts grain embargo,
and French loan agreement with USSR) Japan
EXIM Bank signed a protocol with USSR for bank
loan tied to gas compressor stations. The
protocol listed products to be supplied under
Japan EXIM bank credit but it did not
determine total amount of loan. Terms of
Credit are 7.8% p.a. for 8 years. (Repayment
beginning 1984.)

Due to delayed decision by Japanese Government

: concerning credit to USSR, Japanese companies
lost substantial export opportunities.
Contracts currently include only 41 gas after-
coolers, 41 valves, and 41 pig launchers and
receivers. (Shipment 1982)

EQUIPMENT

l. Compressors Gas turbine compressor modules 15 units

(original orders) Scraber and filter separators 41
Gas after coolers 41
Chilling systems and stations 6
Valves 41
Emergency generators 86
Pipes for compressor station 41
Fittings for compressor stations 41
Pig launchers and receivers 41
Longhaul microwave communicator
system for whole distance 1

2. Steel Pipe Large diameter steel pipe treated separately

from gas compressor stations.

The following credits have already been
concluded:

Supplier Credit of 27,000 million yen (roughly
$117 million) for 217,500 metric tons pipe.
Loan concluded in September 1981 (interest
7.75% 8 yrs.)



Bank Loan of Japan EXIM Bank of 104,700

million yen (roughly $455 million dollars) for

795,000 metric tons pipe, to be signed in
December 1982 (interest 8% 8yrs.)

3. Pipelayers

Pipelayers also treated separately from gas
compressor stations and pipe.

Supplier credit was signed in October 1981 for

400 units of pipelayers in amount of 36,000

million yen (roughly $156 million dollars).
Shipments already under way.

ASSESSMENT OF URENGOI-YAMBURG VULNERABILITY

Should Japan's participation in Urengoi-Yamburg be interrupted
it will not have any material impact on the construction of
compressors due to relatively easy substitution in Europe.
However, non-delivery of pipe and pipelayers would have a
considerable impact on the project and result in substantial
delays (conservatively estimated at 2-3 years). At this writ-

ing the Japanese government and EXIM Bank intend to approve loan

agreements and contracts signed prior to September 1981.

IMPACT ON JAPAN OF WITHDRAWAL FROM URENGOI-YAMBURG

1)

2)

3)

4).

5)

Loss of exports valued at $2 billion and market share in USSR.

Possible abrogation of Sakhalin project by USSR (discussed later in
text).

USSR trade retaliation via curtailing Soviet exports to Japan of
cotton, non-ferrous metals, coal, lumber, asbestos, pulp and chips,
marine products.

Aggravation of territorial issues.

Enhanced level of political and military intimidation of Japan by
USSR.

POTENTIAL US OFFSET THROUGH ACCESS TO NORTH AMERICAN ENERGY RESQOURCES

1)

2)

3)

4)

Substantial long-term energy security and heightened level of US-
Japanese economic integration.

Reduced bilateral trade and economic tensions.

Upgraded military integration and leverage to seek greater conces-
sions concerning defense spending.

Japanese capital and equipment potentially required for the comple-
tion of ANGST project.



SAKHALIN LNG PROJECT

Time-Table

Jan. 1972: Preliminary agreement signed between Japan and the USSR on
Sakhalin 0Offshore 0il and Gas Exploration and Development
Project.

Oct. 1974: Sakhalin 0il Development Cooperation Company established
(SODECO).

Jan., 1975: General Agreement signed by Japan (SODECO) and the Soviet
Ministry of Foreign Trade.

Oct. 1975: "Loan Agreement" signed between Japan and the USSR for $232
million (Yen/Dollar Parity Rate 250:1) representing venture
capital (no Soviet repayment required.)

Oct. 1976: Exploration work commenced.

Jan, 1981: Agreement reached regarding USSR's supply of LNG to Japan

(3 million metric tons annually for 20 years).

*Dec. 1982: Final decision to be made on Sakhalin Project.

1986: Start of crude o0il production.
1988: Start of natural gas production and delivery of LNG.

Critical decision-making juncture. Exploration agreement expires
12/82 with a new agreement required for the development phase. Japan
currently intends to extend exploration over one more year (12/83).
US sanctions on o0il and gas equipment (valued at approximately $1-2
million) would reportedly provide Soviets with legal basis to
abrogate agreement due to non-performance. Japan suspects Soviets
may allow abrogation in order to develop project with indigenous
equipment and technology resources particularly given the near
completion of the exploratory phase. A US proposal to Prime Minister
Suzuki concerning access to North American energy resources this
Spring could potentially dissuade Japan from continuing the project.
This would result in the denial of $3 billion in Japanese equipment
and technology transfers on subsidized credit terms and $60-80
billion hard currency earnings from LNG sales to Japan over a 20-year
period. The Soviets might eventually locate other markets for this
LNG but only with extreme difficulty.

PROJECT OVERVIEW:

Crude 0il: 150 million barrels (25,000 barrels per day) over a 20-year

LNG:

period (half of production exported to Japan).

3 million metric tons annually for export to Japan over 20

years (3.1 trillion cubic feet of gas required in total to
fulfill delivery schedule).



Financing: $3 billion dollars required for development

phase (50% to be financed by Japan EXIM Bank).

Dependency: Sakhalin LNG in 1990 would account for 8.3% of

Japan's total LNG, and 0.8% of Japan's total
energy mix. The total Soviet export share (LNG,
coal, heavy and crude o0il) of Japan's energy mix
in 1990 is estimated to be 6.23% assuming
Sakhalin completion.

US EQUIPMENT COMPONENT:

Below are listed the US suppliers and types of equipment involved in
Sakhalin that are presumably covered by US sanctions which prohibit
export to USSR:

Spare Parts: National Supply, G.E.; Cameron Iron Works;

Martin Decker; NL Industries: B.J. Hughes:
BARCO; Hutchinson; Haig; Halliburton; Gardner

Denver,
Drilling Materials: Halliburton; A.Z. International; Cameron; BETCO
Gas Gathering Service: Otis
Mud Analysis Service: Schlumberger

SIMILARITIES OF URENGOI-YAMBURG AND SAKHALIN

1) Both projects involve large-scale equipment and technology transfers
on a compensation basis (no Soviet cash out-lays) which enhance
Soviet energy production

2) Both involve long-term fixed rate credit under government guarantee
programs. Direct Japan Eximbank financing of between $1-2 billion
for development phase of Sakhalin.

3) Both directly provide Soviets with access to huge hard currency
earnings (est. $250 billion Urengoi-Yamburg and est. $60-80 billion-
Sakhalin) for expansion of Soviet military and geo-political activi-
ties.

4) Both are subject to US sanctions on export of o0il and gas-related
equipment.

DIFFERENCES

1) U.S. equipment component is reportedly critical to exploration and

development of Sakhalin project. Substitution in Europe estimated
to take at least one year. Involves direct U.S. exports and
therefore avoids extraterritorial measures to halt shipments.



2) Sufficient lead-time exists to structure a meaningful non-Soviet
energy alternative for Sakhalin (North America) which is regarded by
Japan as not only viable but the substantial realization of the
country's most important foreign policy objective - securing
long-term sources of energy. (Conservative estimates of gas
reserves in Alaska are currently about 140 trillion cubic feet com-

pared to 3.1 trillion cubic feet required to offset total Sakhalin
deliveries over the life of the project.)

3) Such an alternative could be put forward prior to Japanese invest-
ment of between $2.7 - 3 billion for the development phase.

4) Strong anti-Soviet sentiment in Japan illustrated by a recent poll
(9/81) conducted jointly by Yomiuri newspaper and Gallup showing
that 80% of Japanese population named the Soviet Union as Japan's
principal adversary. Growing skepticism of Japanese business
community concerning reliability of USSR as long-term commercial
partner.

5) Japan has traditionally exhibited greater cooperation with U.S.
policy concerning sanctions against USSR, i.e. Afghanistan.

6) Japan's dependence on Soviet LNG in the post-Sakhalin period would
be only 0.8% of its total energy mix with total Soviet energy
exports accounting for 6.23% of Japan's total energy requirements.
These figures are in sharp contrast to 35% West European gas depen-
dency on Soviet gas post-Urengoi-vyamburg (38% for FRG.). Interrup-
tion of Soviet energy supplies would reportedly result in no signi-
ficant economic dislocation in Japan, but would create considerable
hardship for Western Europe particularly post-Urengoi-Yamburg.

SUMMARY

This brief analysis is necessarily conceptual in character due to severe
time constraints and the lack of infrastructure support. Nevertheless,
there are a number of major US policy objectives which could be advanced
by this initiative toward Japan, among them being: 1) a dramatic easing
of tensions in our bilateral trade relationship due to newly generated
multibillion dollar exports from the US (0il and LNG); 2) a consistent
approach concerning our policy to deny the USSR massive hard currency
earnings, equipment, technology, and subsidized long-term capital;

3) demonstration to the European Allies that the US can act in a compre-
hensive framework to advance Western energy security for our allies based
on non-Soviet energy alternatives; 4) potential attraction of Japanese
funding in the range of $4-5 billion to offset possible capital shortfall
connected with ANGST; 5) new source of critical leverage over Urengoi-
Yamburg completion should East-West tensions continue to increase.

Roger W. Robinson, Jr.
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MEMCRANDUM 1886

NATIONAL SECURITY COUNCIL
April 1, 1982

ACTION

MEMORANDUM FOR WILLIAM P. CLARK
FROM: NORMAN .A. BAILEY /75

SUBJECT: Letter from Senator Bob Dole
Senator Bob Dole has written (Tab II) expressing his
views on selling grain to the Soviet Union.

A suggested reply for your signature is at Tab I.

RECOMMENDATZION::

That you sign the letter to Senator Dole at Tab I.

Approve Disapprove

Attachments
Tab I Letter to Dole
Tab II Correspondence from Dole



THE WHITE HOUSE

WASHINGTON

Dear Senator Dole:

Thank you for your letter of
March 24 expressing your views con-
cerning the sale of grain to the
Soviet Union.

We are in the process of setting
up the semi-annual consultations under
the U.S.-Soviet grain agreement and
will need to address the gquestion of
extension of this agreement sometime
soon thereafter.

I expect to stay in close touch
with you on this issue and would ap-
preciate any specific views you may
have on longer-term solutions.

Sincerely,

William P. Clark

The Honorable Bob Dole
United States Senate
Washington, D.C. 20510



et
BOB DOLE STANDING COMMITTEES! /7(,? cDC Es) ,v
KANSAS AGRICULTURE, NUTRITION, AND FORESTRY }\
FINANCE
. JUDICIARY

‘ Wlnifed Hiafes Denate RuLes

WASHINGTON, D.C. 20510

March 24, 1982

MEMORANDUM

TO: WILLIAM P. CLARK
FROM: BOB DOLE

-

RE+* U;S}/SOVIET GRAIN TALKS

Semi-annual consultations are called for under the current
U,S./U.S.S.R. Grain Supply Agreement. The last discussions
were held in Moscow in October, and it is appropriate for
the Department of Agriculture to issue an invitation for
talks in Washington in April or early May.

The consultations deal with the performance of both parties
under the existing Agreement, and do not necessarily include
negotiations on any successor, to be effective in October 1982.
The Soviets have made clear, however, that their dependence on
the U.S. grain market will be conditioned by our willingness

to maintain and abide by a structured trading relationship,

I strongly hope that the Administration recognizes the benefits
of large and stable export markets to U.S. agriculture and the
national economy. Any progress in reopening the dialogue on
U.S./Soviet grain trade would be greatly appreciated.



April 1, 1982

Norman A. Bailey, MIA, Ph.D.
Director of Policy Planning
National Security Council

373 01d Executive Office Building
Washington, D.C. 20506

Dear Dr. Bailey:
Thank you very much for meeting with our group last week
to discuss the problems of future U.S. grain sales to the
Soviet Union. We are encouraged by your predicitions
of early summer negotiations for at least a one year grain
agreement.
Thank you again for visiting with us.
Sincerely yours,
WASHINGTON ASSOCIATION OF WHEAT GROWERS

Jim Miller, Vice President

1k



Economic Relations with the Soviet Union and Eastern Europe

April 6, 1982

Draft report discussed:
"TRADING WITH THE SOVIET BLOC: Economic Relations betweén the Trilateral
Countrles,and the Soviet Union and Eastern Europe”

Jointly prepared by:

North American Author: Robert V. Roosa (Brown Brothers Harllman, former
Under—Secretary of the Treasury)

European Author: Armin Gutowski (Hamburg Institute for Economic Research;
former member of German Council of Economic Advisors)

Japanese Author: Michiya Matsukawa (Nikko Securities; former Japanese Vice~
Minister of Finance for International Affairs) ~

North America, Western Europe and Japan have a variety of economic

involvements with the Soviet Union and Eastern Eurcpe; and we bave not done a
very good job of developing and sustaining a common framework to guide these

-economic relations with our principal political adversary. The authors of

this paper set about trying to develop a more common framework of restraints,

and also "to identify some kinds of constructive East-West economic relations

that may develop whenever the tensions and strains of early 1982 .subside.”

v

Continuing CoCom Restraints .~

Strengthened CoCom restraints are a key part of the framework of restraints.

‘The authors recommend a firmer legal status for CoCom, concentration on very
,crltlcal 1tems, and an upgrading of staff and political supervision.

"Great strength would,be imparted to the effort if the partici-
pating countries - could endow it with a firm legal status by
establishing a formal organization, preferably through inter—
national treaties. If that were combined with an operating
emphasis on selecting a very small set of very critical
items, rather than risking avoidance or loss of credibility

by casting a wider dragnet, the CoCom approach could provide,
outside its boundries, the indication of a more meaningful
guideline for the channeling of "legitimate” ecomomic rela-
tions than anything thus far developed. In this sense, to
maintain an effective CoCom procedure, year in and year out
should be a primary objective of the Trilateral countrles...,
A permanent, technically competent staff should work under
periodic review by senior government officials.”

These recommendations were not challenged in the discussion.

Use of Sanctions

X | | |
The Trilateral team of authors does not evaluate highly recent sanctions
efforts against the Soviet Union. They speak, for instance, of "the spon-
taneous and precipitate confusion which has characterized headlong rushes
into sanctions by the United States, which its.allies have been unable fully



to support —— and which became rather futile without widespread
participation.” By no means do the authors want to remove sanctions from the
Western arsenal, but they do call for more careful application based on a
much firmer foundation of allied comsultation and coordination.

"Perhaps as an extension of a more formal organization created
to strengthen the CoCom proscriptions, and taking an example
from the International Energy Agency, the participating
countries could agree on the kinds of thresholds at which

- some consultation and action would be triggered, and on the
"arrangements that might then be appropriate for burden
sharing among the participants when sanctions become costly,
It is worth pondering whether the ability of the West simply
to reach an agreement on a framework for the use of sanctions
might not, by its very existence, become a powerful force for
impelling negotiations in crisis periods, thereby averting a
triggering of the actual use of sanctions.” .

Some of the authors'.conclusions on sanctions were challenged in discussion.
Several participants evaluated more highly U.S.-led sanctions against the
Soviet Union after the invasion of Afghanistan. (If the U.S. response had
been limited to diplomatic representations and United Nations resolutions
would not the chorus of criticism of the U.S. response,  particularly in
Europe, have been even louder?) They argued that a prescription to seek near
‘unanimity on sanctions is a prescription for doing nothing. :

" No” Concessional Terms

An ilmportant restraint of another sort, stressed by the authors throughout-
their paper for economic as much as political reasons, is that there be no
concessional terms in economic relations with the Soviet Union and most of

- Eastern Europe. This restraint has not been observed consistently by various
Trilateral parties, through a "competition in laxity” on credit terms, .
through various subsidies for Trilateral exports, through not—always—sound
compensatory trading arrangements. The thrust of the report here was not
challenged in discussion, except perhaps for one European who noted that
there is great pressure on some Western European firms to accept rather dis—
advantageous terms since the alternative is to close plants. '

Keeping Vulnerability within Prudent Limits

The T:ilateral team has concluded, after detailed analysis, that "with the
possible exception of energy imports from the U.S5.S5.R. by some Western-
European countries, thliere is as yet no critical dependence of any of the
Western countries either on the export markets or the products of the East.”
The "conclusion is rather striking to American eyes that "in 1979, of all
sectors of East-West trade, the U.S. dependence on the Soviet market for

agricultural sales constituted the most significant example of export dependence.”
, . N

»,

The Trilateral team is fairly relaxed about the new gas pipeline from the
Soviet Union to Western Europe, given the various back-up possibilities
available to Western Europe and the stake the Soviets will have in a smoothly
functioning project. .Some speakers from the floor, including a few
Europeans, were much less relaxed about the vulnerability associated with the
pipeline.



Shaping Soviet Development

A number of speakers from the floor argued that economic relations needed to
be imbedded more firmly in a political strategy for shaping Soviet
development. They tended to emphasize the deterioration of the Soviet

economic system and its lopsided concentration of resources on armaments, and

argue that active economic relations with the Trilateral countries, in
effect, helped the Soviets continue to concentrate on armaments and sustain a
stagnating economy. The Trilateral team of authors was skeptical of such
views, and of the capacity of the Trilateral countries to carry out such a
broad—-gauge strategy. The authors argue that the Soviet bloc is too large
and self-sufficient to depend so strikingly on economic relations with i
Trilateral countries. They argue that the Soviets will meet their military
requirements first in any case, whether or not there is active trade with the
West. DMoreover, "the West can hope that mutually bemeficial trade relations,
as and if they develop, will help provide an atmosphere conducive to
constructive negotiations” on more sensitive political—security issues.

v
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UNITED STATES DEPARTMENT OF COMMERCE

The Under Secretary for International Trade
Washington, D.C. 20230

APR 8 1982
/l
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MEMORANDUM FOR: Dr. Norman Bailey EV

James Buckley .

Fred Ikle

Marc Leland
FROM : Lionel H. Olmer
SUBJECT : European Natural Gas Imports

The attached Reuters article cites a Dutch company's forecast,
Nederlandse Gasunie, that Western Europe would have to import 47
percent of its gas supplies from OPEC and Soviet sources by 2000,
compared with 14 percent in 1980. The report estimates that the
Soviet Union would provide about 25 percent of Western Europe's
supplies with North Africa, West Africa and the Middle East
contributing 13, 6, and 3 percent respectively.

The prospects for higher levels of European import dependence on
Soviet and OPEC natural gas supplies reinforces the need for the USG
to move forward on Energy Alternatives to Soviet Gas in Western
Europe. In this regard, a U.S. Trade Mission led by Commerce
Assistant Secretary William Morris will visit Spain, Italy and
Belgium from May 19-28 to promote long-term European purchases of
U.S. steam coal. The delegation will also include representatives
from MARAD, Interior, the Army Corps of Engineers, the Port
Association and at least 15 coal companies.
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DEPARTMENT OF THE TREASURY
WASHINGTON, D.C. 20220 -

ASSISTANT SECRETARY bﬂ)

Z

April 29, 1982
Dear Tom:

Following up on our recent discussion about the question of
Hungary's admission to the Bank, I would appreciate it if you could
send me some information as to how the Bank plans to determine an
appropriate per capita income figure for Hungary.

As you know, we are concerned that there seem to be significant
problems in the calculation of a per capita income figure for non-
market industrial economies comparable to the figures developed for
most of the western industrial countries or the majority of
developing countries. This impression is created by both the data
and calculations adduced by the IMF staff in its recent considera-
tion of Hungarian membership and by the 1981 World Bank Atlas
description of "alternative estimates" to the commonly used approach
for centrally planned economies. Anyone familiar with the Hungarian
economy is surprised at a methodology that puts Hungary at a 1980
per capita income level equivalent to that of Brazil and below that
of Mexico, Argentina, and Chile.

It would be helpful if you could let me know the extent to
which you would expect to rely on data developed by the IMF staff
in making your calculations, and the extent to which you intend
to work up your own information and methodology. Also, have there
been cases in the past where the Bank has developed national income
estimates which differ substantially from those already prepared
by the Fund?

This information will all, of course, be useful to us in
dealing with the issue of Hungary's admission to the Bank. Thanks
very much.

Regards,

/,///iﬂ/m/
Marc E. Leland

Assistant Secretary
International Affairs

The Honorable

A. W. Clausen

President

International Bank for
Reconstruction and Development

Washington, D.C. 20433



