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NATIONAL SECURITY COUNCIL
June 17, 1982

CONFIDENTEAL with

sac RET ATTACHMENT l/
ACTION 1/()

-,
MEMORANDUM FOR WILLIAM P. CLARK 4;
THROUGH: NORMAN A. BAILEYM
FROM: ROGER W. ROBINSW
SUBJECT: NSC Meeting of June 18, 1982

on the December 30, 1981 Sanctions on
0il and Gas Equipment to the Soviet Union

At Tab I is a memorandum from you to the President
for the June 18 NSC meeting.

At Tab II are suggested talking points for your‘use
at the meeting.

RECOMMENDATION:

That you sign the memorandum to the President at Tab I.

Approve Disapprove
Attachments
Tab I Memo to President
Tab II Your Talking Points
DECLASSIFIED

Ssc.34(h), E.0, 12330, a5 amondad

B#‘Vth House Cuig n2s, Sept. 1, 2006
RA_-@,Z DATE_3/5- /4

CONFFDENTIAL with

~Keview June 17, 1988
SECRET ATTACHMENT
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June 21, 1982 - /‘/ )

x

MEMORANDUM FOR DISTRIBUTION

FROM: Bo D .
Assistant Secretary
for Hxport Administration

SUBJECT: Inp]ement1ng Regulations for Extraterritorial App]wcat1on
£ 01 and Gas Sanctions

1. The White House has imposed a deadline of COB Monday, June 21, 1982 for
submission of implementing regulations for the extraterritorial application of
existing oil and gas export control regulations to the Federal Register

2. In order to meet this deadline, draft regulations must be ready for review
by the Under Secretary for International Trade by 2:00 p.m. Monday, June 21,

1982. In addition, other aspects of imposing new foreign policy controls must
be concluded by 3:00 p.m. Monday, June 21, 1982.

3. Accordingly, the following tasks should be completed by the specified time:

Lead/Participating Time Lead Individual/
Task Agency , (6/21/82) Participant
Congressional Consultations  DOC/DOS/NSC 3:00 p.m. McKiernan/
State Congressionatl
Industry Consultations ‘IEP 3:00 p.m. Vargo -
Cost Estimates IEP 3:00 p.m. Vargo
Draft Regulations DOC/DOS/DOD Noon Hunt/Cook
Review DOC/D0OS/DOD 4:00 p.m. DeCain
Submission to Register OEA 5:00 p.m. Isadore

4, The lead individuals should submit a report to Vince DeCain, Acting
Director, OEA, by COD Tuesday, June 12, 1982 detailing activities.

e‘\\EN' OF

b
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MEMORANDUM

4407
- NATIONAL SECURITY COUNCIL
CONFIDENTIAIL, ATTACHMENT
INFORMATION June 24, 1982
MEMORANDUM FOR WILLIAM P. CLARK WPG HAS SEEN
FROM: NORMAN A. BAILEY:XZ;
SUBJECT: Talking Points for Your Meeting with Secretary

Block, June 25, 1982, 3:00 p.m.

Attached at Tab I are talking.points for your meeting with ,,f
Secretary Block on Friday, June 25, 1982, at 3:00 p.m. ]‘
W

' » ¢

Attachment
Tab I Talking Points
CONF IDENTIAL ATTACHMENT . DECLASSIFIED ged
Sec3AD), E-Qﬁﬁg' Sipt. 4,20
white House CUSBTTRee” 5 e /10
BYNNdeday
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'U.S.-U.5.S,.K. GRAIN AGREEMENT i éﬂ
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Tha ‘eurrent U.S.-U.S.S.R Grain Agreement will u;pir. on
Septamber 30, 1982.. The Administration needs to decide whether
it wantas & formtl arrsngenent (and, if 30, uhat'ki&d.ot formal
srrangement) te govern U,%.-0.S.S.R. grain trads after
Jeptember 30. oo ‘

e
o

| ' :

Background

$,.5.-0.3.5.R. Grafn fradefPrior to 197%

_ Agricultura is often ctlled the Achilie:’ heel pf the Soviat
Union's economy. A harsh climste, inadequate- raznflll. and.
poor so0il make periodlic crop shortfalls a virtual certainty.
These problems of w=ather and, geography are compounded by
Yaekward techneology a%d an extremely inef{icient Spviet ¥
agrizultural sector. ) X T L Lo
The first sale of U.S. grain to the Soviet Unicn occurred in
1963 when, as a resul of & major crop failure, the Soviets
were compelled to import 70.5 million metriec tons. (mmt) of
"grein, including 1.8 mmt from the U.3. and & mat trom Canada.
in the.decade that folllowed, the Soviet Uniocnm remalined a steady
sustomer of Canadian grain producers as. agricultural production:
in the U.5.8.R. faileg to keep pace with domestic needs. The
§.3., however, made no further grain sales to the foviets
during the 1360's. -~ i
Ctonditions in the early 1970's rexindled Soviet in;erest in
American grain. The U.S. and the 0.3 3.R. vere both
consciousaly moving toward detente. The Soviets had committad
themselves to upgrading their diszt, and the U.3, had ample
sypplies of grain to 2xport. )

{a 19771, the Soviet Uniom purchased 3 amt of U.3. {eed graians
srincipally :t» help increase their livestock and poulsry
aroduction. '

In 1972, adverse wWeather conditions caused a slgnificaalk

. redustion ia the U.S.S.R. grain harvezst. Capitalizing on
USDA's whest ezxport subsidy program and on 3 racently
negotiated csredit arrangement, the Soviet Uniom zntered Zhe
U.85. market and in a 2-3I moath period dought 19 mmt of U.8.
grain, including almost 12 mmt of wheat, sne-{ourth of the
total U.3, uheat crop.
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. The Soviet purchases were made confidentially and anrly in the -

it

‘:':%ﬂ :"0" ?Feveﬂtin& SGV1et,disruptian ar U 5. dgacsttc narkata°

e Soviet mar

- The megotiations re

= - during each
= < T agreementy

season before prices adjusted tos the sudden increase in demand.
At the same time, global food production declinmed due to poer
weather conditions worldwide, The outcome wasl!s major
disruption of the American agriculturgl market’ with

- reverbarating consequences throughout the econouy. grein prices

shot up, leading to inereases in the cost of fdod; the:.rizing
cests gave & general impetus to inflation; antfoual grain
reserves were depleted; and ‘the U.5, Treasury paid large grain
coZpanies 3333 million in export subasidies afd dispeased over

- $46 millien in :hippin;'subsidie& to help meve the.sraix to the

Soviet Union. -

The: U.S5.-U. $.S.R. Grain @ﬁgeemznt

»

Jowewsianms

Goncermed with reports of a Sovief erog flilnrt‘and haping

i

1 | | o
e | e
l._m

W

to avold & repeat of the 1972 scenario, the-U. S'—auspendod
grain zales to the Soviet Unicn in ths sunmer of‘1975 and 3g00m
thsreafter begam negotiating a long-terw grain: agreeucnt with -

negntiating such an agreement’

the Sovietas., The U.S. had two hasic econonic ojjeattvcsrtn”“ -

'5, Guarantee&kg'u S farwers 3 rerxaﬂtble hare ar’fﬁs& 7
et. .- e . RS

ulted in an agreemewt Tthst Gcontainad A&

# The Sovist} were required te purchqnw 6 ant of U.S.
& - wheat and ¢arn, in}approxinntelr squal proportinnw

iollowing proylistion

-

- —_ s i ke R

o The Soviets eould make additionul ;urqh acé af up e ¥

e mmt of grain durin& an; year githout oo xultation:'-‘;i*
ev‘ e 4 ks -, - - pe L TN L L S

.

5 ' The U. S. guaranteed salea af up %o 5 lut af ;rlin "o
the Soviet v01ONy -

- ®  Consultations with the U.5. {toudeterninew§>highUP *

3upply level) were rzquired defors the Spyviszis eould
duy more tham 8 mmb; however, such salas 1n sxsesd of
3 mmt yere not guaranteed. :

@ - There was am escape clause for the U,.8, in 2he avent
of a major U.S. erop shortfsll; ‘

) Purchases af wheet and zora were Lo bt’ﬂlﬂ&xat
" -prevailing market prices and In accordance with nermal
sonmercsial ierms.

vt 5 e ¢ b gy 8 i s

of the’five.yearw“gcverld by gho'uww;;;;hwm,;mmﬁm;
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‘amt ‘of 0 8. wheat and corn,

. Declaration of Martial Law » i

o tno past two decadea.

o : ' ' -
= In April 1981, the President lifted the Soviet grain enb-rgo,

This was tollowed by an agreement i{n August.to extend the
. expiring U,S,-U.S5.5.R grain accord for an nddieionll year .
through Septeamber 30, 1982, In October 1987, Fau 3, offered

the Soviets an additionul 15 mmt of grain raising to 23 mmt the

smount of U.S. grain available to the Soviets during fiscal
year 1982, To date, the Soviets have p@rehaaed a total eof 1

! - -

i L

V.3, Sanctions Against the Soviets in ﬂfterﬁath of the Folish

l

Diseu::ions concerning negotlatian of » neurﬂ-s.-v s, S-R‘
long=ternm graim agreement were underway withis the
Administration when the Poliah government declared a stats of

wartial law {n December 1381. ¥hem the Soviet Unicu fallad $o.

respond to U.S. urgings to help restore basis hunan rights in -

‘”7?ollnda the President announced & number of sancticns against
. the Soviets, 1nc1nding postponenent ol ncgptiltt n& o a‘neﬂ -

grlin l;reeaent. A o . :

-~

Saviet rntereat fn_a New LongﬁIerw—Gratn‘Agreeuent Co

6

ihres years after mqre thanm = decade of steady growth. - ~:---
Fellowing a record drop of 237 nmmt in 1978 the harvest {eXl to
179 mmt in 7979, T8% mmt {n 1980, and reportedly |te 1585 amt in
19871, nearly one-thilrd below target. To aveid massive : :
ahortages, the 3ovidts have laported acre than: 1@0 amt. of graia
aince June 1979, During the marketing yenr-endtn; this June,

. Moscow- 1s expected tio import a record 85 mat. Moresover, last
k confined to grain. | The ocutput af

yeat's czcrop shortfal
sugar beets_  suanfle

. Was no
S, and, potatoes was asnmong the worst of

3oviet hard currency outlays. thia ya-r for 311 asrtculﬁaral«~‘i
zonmedities -- inecluding grain, other feedstuffs, meat, sugar.
and vegetable o0ll -- will probably reach some $12| billion, up
about 3T dilliom from last year and a sharp increass from the

"Toushly $8 billiom spent in 1980. Altogethar, ra?¢ imports now
" geceount for roughly 40 percemt of Total Soviast haTd jurreney
purochases, S

Even vith massive grainm imports, Hoscow ccntinues 2o {all
further behind in its effort to deal with sericus and

persistent Internal fsod shortages. Informal rationing hasg now

spread to wost parts of the counmtry, aqd ngarly ZQ gities
gurrently -have formal csoupon-rationing 'schemes ror a3t leasy
some {foods. Limits on purchases of many other foodaturfs have
8lso bemn inmposed. The asuccession of poor jrsim garvests has
had a majeor impaet on the livestock sector by curiailing {eed

Soviet grain production has declined sﬁarply Juring the-paa*

3.7



: O e The cutlook :_
. e for d&irr'products is evepn gloomiep, 8.3 & of = -

:;T;Jrgpae;ﬁan;ooo ccw&rsincerJfﬁUZri'1, 1%79, total nilkrproduction‘
" 'has decline¢.almo;t 7 percent, Butter Production has:fhllen‘14

SUpplies w11l occur only if there isrsubstantihl distress
‘ &;‘3Iaughtertng; and the resulting.impravenent would be teaporary,
T Khenlin‘official$.have been reluctant-tofordeP§Soviebfirnerz
“te reduee-her¢,sizessbecause rebuilding‘uould :ak&'yclr&.
Feedinx*herd& Croa-domestic SOurces, howeverh dppearyg to be
weII:beyon¢.the abilibx °of the current regime : ‘

[ 4

Tg;= Hoszcw will eontinUQ‘to:impcrt large amountt-cf{grainw' Since
— last July the U.s,5.5. has purchaseq & record 44 pgt af graig,
auch'ot*whiqh,ha& dlready peep delivered, Durih;zthe~naxt )
T @arketing yegr (Julr~?982-Jun&~7983)r the Soviets will probably
. $mpoert 30-40 mpme of grain, in part-to=rebu£1¢<ltocks'doplatcd
‘by-the'last three yegrs el poor harvqattai Hoaéowfiaszpecteﬁ

-

ffﬁﬁ?”' ,»impqrt,int:-~“

- e
” - — EE—

. SR | ‘
& 9 U.S&-U.S.S.Ru trading rel&tiaas; and

9 The extent to Which the Sovietaf%ill.aIlnw.théi?, R
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Iw'&vHay 2% speech annauncing,therussx’s roddfprogran for the
19801, Saviet Prestdent Leonid Brezhney 2ade ¥pecific mentigp

Yj f—-7~ar‘tht-nee¢ to reduce SovietAimport& of rOOd;tufrs-rrom

"eapitalist Countriegn, .Given the~11nitedfakricultural 2Xport
Potentia] ct’sacialiat countries‘un¢ tha?act;vitr of the
Arzentines, Canadiana, and:kustralihna~to arradge;neu grain
‘sales to the Soviet Union, i¢ Yould appeapr that»the‘rnfercnc@
.ta,’capitalist Countriesn g5 directed at the Uniteg States,

production't@-EO—ZO.S'mmt.(a& Compared tg the actyar annual

average‘or‘74.8:mmt durtng‘the-TOth Five—Year ?Ian:period};'and
for'nilk'-f & plannegd lacrease g nean annual Production ¢ L
108-106. nnt (a2 COmpared to the actual annual average st ga.r -
= : the.IGtthLve-rear-Plan paviod), ‘qhé'hlatorgcal LTI
. ?ecord'of“Soviet grain productiogn Lnatabilitn}auzgestd that ’
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grain imports'frcm cahptaliat‘coun#rrosg partiqularlr tam
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— & Voﬁld be consistens with the‘Presidentzsvannounced

f C = S policy‘of‘postponing négotlations on m:nuw long~term

grain agreement with the Soviets until *hef@»sar@
lmprovements {7 the Polisn sitqgtiqnw_ -

ff;'.b*‘ caul& be*p‘e&entéd.as:the?ddﬁiﬁistratibq’m atTempy pg
o ~?eduea-gavIrnmental intervention~i@-thefintarnat#caé&‘
-y Rarketing - o
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""  Disadvantages: B ' |

Would lead to disruption of the U.s, grain market ir

Qisadvantagest

b=

.

Q
the Soviets mere to resume their srrntic-purchaaing,
behavior of the carly 19701y, -
8 - Wouldg Prevent U, s, farmers fron,naximixinz;their share
"of grain salcalto.tbe'Soviet Union,
: . R
& Would increasae federal cutlays for agricultural price
' Support and production control programs aad would
" further reduce farm income, |
2 - . SR - .
* @ - Would undermine the Frestdent?s.commitment to help -
increase~agricdltural 2xports, . .o
Lo Extend - the eristing-U.S.-U.S.S.w grain agreement far oche
year, , ’ . ,
o , ‘ , : i
a Advantages: Colare: )
—_ N

woul¢'continue the status quhitﬁéreby qvoidini the

- ¢harge that the y_.5._ ¥as making s:concession to the

Soviets in the absence of an improvemen in the rFolisy
situation. B _ o

.agreement suhsequenc‘to-an:impﬁcvéiaat'im%the-?mlish

-
e~

-

Hould fail te givefneedeﬁ_boost to=f&rn:enancmy@ P

R ’ Y S - ’
Hoﬁl&_uddercut the President’s comalitment to Nelp
increase fanm exports, LT

Could be perceived as 3 uzakening or U, s, 8anetiong .

imposed againse the Soviety as 2 rasple af the Polighy
situation, ‘




- 3+ MNegotiate a new{long-term U.S.-U.S.8.R. graiL agreement ¢b
- . before the current hgreement expires. Such an agreement could '
i embody eilther the (lamework of the existing agreement amended
SR Y- pro;ip&~highar minimum purchase requirements or an entirely
- New apangement that would be more compatible with the private
-~ U.8, grain marketing system and the Administration's
narket-ariented philosophy. :

¥

Advantagesp

- -~

a Would demonstrate the President's commitment o
... increasing agricultural sxports.

"o Would avoid disruptionm of U.S. grain zarketas.

)

‘ o  Would reduce federal outlays for'agricultural price -
ey support and production ccntrcliprograms and would help - - .
e N bolster s3agging lfarm income. '

* - .. - -

K- K- Could promote U.S. Torelgn poliey by ineré@ain;ZSOvtet?s,L s
Co dependency on grain imports from the U 5, R R T

Bisadvantages" : ' 3 :t‘ T S
. © Would aignail U.S. retreat rrom sanctions impozed in

response to the Polish situuttﬁn and could undercut

efforts to secure changes in the poli@iﬁ& of the

JaruzelskL regime,. .

*
e

P : )
d 2 Would undermfne ongoing U.S, 2fferts Lo enlist the
aupport of . {ts allies in reatrﬂcting LoV rnwent expcrt
credits to the Soviet hlac,. ‘ F

. e -
- - e
»* o
a ey

-+ @& Would provide the Soviets much[greater cpportunity Ly
: press for atronger guarantese provis&onsJ
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Talking Points on European
Economics and the Soviet
Pipeline

- The European economy is in a severe recession,

with stagnant growth, high unemployment and deteriorating
industries.

- As a result, the European countries have reacted
very negatively to the President's decision of June 18.

- In fact, trade with the Soviet Bloc is a very
minor element in Western European trade. Even West Germany's
trade with the Bloc is only about 2.5% of the total.

- Industrial trade with the Bloc is carried on under
highly artificial conditions of term, interest rates and
guarantees. It is not profitable trade, although it may
keep some weak companies alive and some people at work.

= European and Japanese support for our Polish and
Soviet sanctions has been at best symbolic.

- Our credit initiative was dismissed with cool
contempt, as witness Mitterrand'scontemptious past-Versailles
statement.

- A web of falsification, lies and deceit has been
woven around the sanctions, as witness SODECO, Komatsu and
Fiat.

- The Polish situation has improved not at all since
Decmeber 13, 1981.

- The credibility of the President, the Administration
and the country is at stake. Our allies have said they want
firm, steady leadership. That is what they're getting.



Talking Points on the Long-
Term Grain Agreement with
the Soviet Union

- The parallel that is often drawn between U.S.
grain sales to the Soviets and Allied sales of machinery
and equipment is false and misleading.

- Sale of food to the USSR does not increase its
resources, Since sales are made on a cash or short-term
credit basis on commercial terms.

- Rather than increasing Soviet foreign exchange
availability grain purchases reduce the resources the Soviets
can devote to military buildup and foreign adventures.

- The Soviets are dependent on the West for foodstuffs.
The West Europeans may be liable to Soviet energy and financial
blackmail later in the decade. The situations are diametrically
opposite.

- Following our imposition of a partial grain embargo
following the invasion of Afghanistan none of the other major
food producers cooperated.

- In faét, they used the situation to replace the U.S.
in the Soviet market. The EC increased food sales to the
USSR 400% and became the world's fifth largest grain exporter.

- Grain is fungible, unlike machinery and equipment.
There is no way to tell one bushel from another.
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