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I MEMORANDUM- FOR THE SPECIAL ASSISTANT 

~ttJUF.CT:- Strategy· Pap~r on YnMnl Energy Altern,tivea ~ · 

~ 
. i 

. . I 
( This paper fails- to dcvc·l op a genuine strategy. We need· 4' 

clearer idea of other measures the U.S. will tak1 to support 
ar~umentA with the Furope~ns. ; 

I . 

~) The paper should emphasize thnt: t:he U.S .. has,: thus far~ ·taken 
~~ concrete action to (A) impeoe the pipeline or :(b) make the 
cnRe to the allies on the strat~gic implications jOf the pipeline 
or (c} present clcor altcrn~tives to the Europeatja to replace 
the ~,as expected .to be c!eli.verecl Lo f:1J.rope froci ~he USSR. 

(~) The paper should state
1 

explicitly, that the~e has .been no 
r;,, low-up to the Presi<ient s ·stAted objections ta the West 
~iherian pipeline tabled to the .allies at the Ott:lawa Summit con-
fer~nce. ! 

I . 
~<;) The paper does not claborlltc e>n (a) why we neied to buy time
i};. order to put tog~t"h~r alternatives to the pipeline through 
fnt~nsive negotiations with thP EurnpeA.ns nor (b~ does it pin
po1nt for policy makers what. an appropriate objec;tive might be. 
As imperling the pipeline fs costly in terms of e·conomic loss- and 
UR~ of limited politicnl lcv~rar,c, n good strategy ought to be 
nfm~rl at compensating for nn initial loss of business to the USSR 
nmi at providing more reliable future supplies .. I 

0Q lnltintlves nlmc•cl nt hoth idPntlfyihg and negotiating viable 
Alternatives ought to he explained fn t e Rtrategy paper. For 
~xamplc, if Norway ha~ sui~ahlc? ~as reserves and :1£ Holland has 
atorage facilities, A l onr~ term nrrnngcment might:j be pur-aued that 
ccml<l assist both countries in ~sining the great~sc benefit from 
n ~As project while, nt the same time, compensat~ng for particular 
problems each may have (i.e. Norway's reluctance ;to speed up gas 
PxpJoitation because of domestic economic and cul:tural problems). 

I 
' 

(. The divergence of vie....,·!: on East-West trade explained on the 
first par,e of th<! papc:- i:; both inndcquntely explained and is not 
so cleRr cut. The hottncr. linf' issm-• is what to do about the German 
tttee] pipP. industry -..:hich ·would he adversely affe;cted unless pipe-
1 ln~s elsewhere ar-e b,.d.lt er. a1tcrnatively. unless the industry 
hns options other than pro~ucing large diameter steel pipe. 

ClARRified hy: n/TYTSP 
"~view on 27 Octob~r ]qp,7 
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.Wr n<'ed more discussion of 11ctua l political issue at stake. -
l"'•I~-. do the Germans rc .. nl ly int.Pnrf the, ~as project' only as an 
l•conomfc program-. or "is th{•rc- 11 hfdoen political 'agenda? rt the 

· lnttPr. how does this llff<•ct the n.s _ program and how is the 
"hidden agenda" proh le~ to hl~ ?~nn,!lt-d • both ac the public and . 
private level? Understnn<l!n~ tl1l~ ls essential to the presen
t·ntion of th<: U-.S. r,m:. iti.r,n nrni in our overall d~a·lings with the 
alltnnce. i 

I 
i 

I 
I 

51 \(~--~ 
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Dr. Stephen ·o. Bryeri 
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DECl.fl,S~li~1i:D IN PART 

NLRR. fQ(p -11 Y /g.Jf"ro1 'Io 

BY IC,MJ. tfffJ{ADAT~-.,1, 

E. 0 . 12958 
As Amended 

Sec. 1, 4 l,) 

· Possible Allied Responses to US Strategy on the Yamal Pipe1~ijie 
(Prepared- by CIA) 

A policy of seeking COCOM cooperation to stop th~ Siberian 
pipeline would probably have a low yield and a high cost. The 
Allies have already decided that the project is in their interest 
and will not voluntarily halt their participation. In the 
inmediate term, US attempts to force a stop to the project are 
likely to jeopardize the current US initiati.ve to broaden and 
strengthen COCX)M export controls in a number of military-related 
industrial sectors. In addition, the West Europeans view the 
project as strictly their own affair and resent US interference; 
US pressure thus could pos.e major risks for US-Allied 
relations. D 

CXXXJM may not in any case be the best vehicle for applying 
US pressure • . The US is no longer able to exert a significant 
amount of influence or control within CXXX>M because Western 
Europe and Japan, as well as several non-c:xx:x:l'dmembers such as 
Austria, Switzerland, aµd Swed·en, either possess equivalent 
technology or are ahead in a number of the latest technologies 
that CXXX>M attempts to deny the Conmunist countries. Although 
reasonably successful, the recent US experience in attempting to 
strengthen CXXX>M controls in the aftermath of the Soviet invasion 
of Afghanistan illustrates how difficu·lt it has become for. one 
country to force its way in the cxx:x:>M forum~ Oil and gas 
equipment technology is not currently subject to CXXX>M embargo, 
and our Allies would resist strongly placing such items on the 
axx::N list on strategic grounds. However, because some advanced 
technology components involved in the pip·eline may be subject to 
OXXl\1'. exception notes, the US could at least raise the issue as 
o·ne of concern within present CXXXlM procedures. I I 

Even outside CXXX>M, persuasion has failed with the West 
Europeans and Japanese because -- despite US arguments -- they 
see aiding the Soviets in e~ergy production as a positive 
contribution to the global economy. They also are convinced they 
will derive a formidable list of economic and- political benefits 
from the pipeline project, including: 

o Near-term export earnings for industries supplying 
materials for the pipeline and a stream of future 
exports financed by Soviet gas sales. 

o The chance to use another country's energy re.sources, 
thus savin, domestic resourQes for later consumption. 

o The project's contrib~to improved East~West 
relations generally. L__J 

Convincing the Allies to halt pipeline-related equipment and 
technology sales would require several carrots or sticks, or some 
combination of the · two. These incentives could be used directly 
or indirectly. In other words, the potential. benefits to the 

. . ••. , t .'> !· 
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major Allies outlined above must be attacked or offset directly, 
or an indirect cost must be imposed that is perceived to be 
greater than the potential benefits. I I 

It is very late in the game to attack West European and 
Japanese perceptions directly. 

o The West Europeans have not found credible US 
suggestions concerning other energy sources such as 
US coal, help in nuclear construction, or assistance 
in developing ~lternative sources of gas such as 
Algeria-, Nigeria, or the North Sea. 

o No substitute project appears on the imnediate 
horizon that could provide the employment ana 
earnings offered by the Soviet deal. 

o Most West Europeans are convinced they will need the 
gas, and they view with suspicion any US forecasts 
indicating otherwise. 

o The West Europeans and Japanese would perceive a 
restrjctive US pipeline policy · as a potential threat 
to all East-West trade, rather than a threat "only" 
to energy-related .trade. Moreover, backing out of 
the pipeline deal ·after preliminary _agreements have 
been reached would· be viewed by the Allies as a 
breach of 'faith on their par~ would threaten 
other comnercial r·elations. L__J 

It would at least theoretically be possible to make benefits 
available to the Allies that offset many of those they think 
would derive from tbe pipeline. But alternatives would be 
extremely costly, e.g., providing them with comnensurate export 
earnings, or giving them guarantees ·in regard to energy supply 
that would be credible enough to offset their perception of 
Soviet reliability. Moreover, some of the motives for their 
conmitment -- desire to encourage Soviet energy production and to 
broaden East~elations, for example -- are almost impossible 
to counter.~ 

Washington could warn that US trade relations with both 
Japan and Western Europe would be harmed seriously if the 
pipeline sales are concluded. For ·example, a tighter trigger 
price mechanism on steel or a tougher stance toward EC 
agricultural conmodities such as sugar . could be adopted. Other 
pressures could include non-tariff measures such as stricter 
labeling standards or increases in excise taxes on alcoholic 
beverages. The US might also limit sales of particular goods to 
the Allies, although such .measures would have only a minor impact 
since alternatives to most US goods exist. More important, trade 
actions along these lines would be interpreted as first salvos in 
a full-fledged economic war and would almost certainly result in 
retaliation. As the US currently runs a sizable trade surplus 

. i 



with Wes tern Europe -- to the tune of a.round $25 bi 11 ion last 
year -- the US probably would be the ultimate loser in economic 
terms. D 

In the area of finance, the US could offer to reduce its 
interest rates -- a major irritant in current economic relations 
with the Allies. The West Europeans and Japanese would probably 
view the promise as either impossible to keep or something the US 
should do regardless of Allied decisions on the Soviet gas 
deal. The US also might threaten to tighten controls on US 
banking subsidiaries overseas or on foreign investment in the 
US. This would upset West European and Japanese capital markets 
but would be unlikely to force the Alli es to renege on the 
pipeline deal. In addition, the Allies would view such a move as 
self-defeating as it could punis~banks and the dollar more 
than it would hurt the Allies. ~ · 

Another potential area for US action is 'in the 
military/strategic field. The US could refuse to pay for 
stationing US troops in Western Europe, particularly in West 
Germany, and threaten to withdraw these troops if funds were not 
forthcoming from the West Europeans. Such a move would of course 
greatly aggravate the West Europeans' current concerns over 
whether they could count on the US if war broke out in Europe, 
and it would make NATO cooperation even more difficult. A 
significant positive incentive would be a US offer to make the 
"two-way street" in government military contracts wider and allow 
more traffic on .it. A negative incentive would be US cutbacks in 
military technology s·haring or co-production agreements such as 
jet eng~or Sweden or tactical systems for the UK and 
Japan.~ . 

From an individual country point of view, the United Kingdom 
would stand to lose the least if exports of pipeline-related 
equipment were blocked. The Britlsh enjoy net energy self
suff,ciency., and they win be 'buying none of the -Soviet gas. On 
the other hand, British agreement to US strategic export 
definitions would have little impact on the other major West 
Europeans, all of whom are more involved in the pipeline project 
and whose stake in East-West trade generally is much greater. 
Moreover,· Rolls Royce is the orily major producer of pipeline 
compressors that does not rely on US technology. If the US 
refuses to license pipeline-related exports and is able to 
prevent foreign licensees from selling the equipment, London and 
Rolls Royce have indicated their willingness to fill the vacuum 
-- an action consistent with Britain's present economic 
problems. D · 

· West Germany's conmitment to the pipeline project -- and to 
"Ostpolitik" generally -- is firm and Bonn views the two as 
closely linked. Although West Germany's future gas needs are not 
as pressing as those of France or Italy, the project for Bonn has 
become an important symbol of the benefits of East-West economic 
cooperation. Cancellation of the pipeline deal thus would be 

' . I 
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seen as a severe blow to Ostpolitik and would undermine Bonn's 
fundamental national policy -- reconciliation with Bast 
Germany. Because the US is perceived to endorse this 
reconciliation, US action against the pipeline would be seen as a 
betrayal of German interests. Given the current political , , 
climate in West Germany, no government In Bonn could survive it 
it gave in ~o US pressure. Even if the more conservative 
opposition came to~, it would defend West German interests 
in similar terms. ~ 

French President Mitterrand is more cautious toward the 
Soviet relationship than was his predecessor, and Paris currently 
appears more willing to consider the strategic implications of 
t .he gas deal than is Bonn, Rome, or perhaps even London. Paris 
argues, however, that France needs the gas and that allowances 
have already been made to reduce the p~tential for Soviet 
leverage. The amount of gas to be purchased has been reduced, 
increased storage capacity is planned, interruptable contracts 
for industry will be us·ed, and residential consumption will not 
be encouraged. The French also point out that their only 
inmediate alternative supplier is Algeria, and it's cut-off of 
gas exports last .year, plus current price disputes, indicate that 
the USSR is a better -- and safer :._ bet. In addi t'i on, al though 
Mitterrand's East-West views appear close to Washington's, the 
LJh president cannot appea~ to be giving in to US pressure. 

The Italians, although apparently further along in the 
pipeline negotiations than the other West Europeans, might be 
more vulnerable to US pressure. A US conmitment to grant the 
Italians more nearly equal status in "Western power" 
deliberations would go a long way toward persuading Rome -
provided that the Italians saw no chance of other West Europeans 
snapping up any deal turned down by Rome. Italy's decision would 
have litt~act, however, on the decisions of France or West 
Germany. ~ 

Japan, in response to a perception that ·the US has begun to 
ease up on Afghanistan-related sanctions, has been edging 
recently toward a new dialogue with Moscow. The Japanese believe 
that increased ·interdependence contributes to the stability of 
Tokyo's relations with Moscow; they would not voluntarily abandon 
a cooperative approach except as part of a unified Western 
response to a crisis in East-West relations. Even in a crisis, 
Tokyo would be likely to follow suit only if the leading West 
European allies, particularly West Germany, agreed to tight new 
sanctions. The cost o! buying Japanese cooperation if West 
Germany did not go along would be extremely high. To placate the 
business comnunity, Tokyo would surely argue for future access to 
Alaskan oil if it were forced to deal itself out of the pipeline 
or to cut back on ot'her joint energy development projects in the 
USSR. The US has a growing trade deficit with Japan and could 
use Japanese reliance on the US market as a lever. Any move to 
tie the trade issue to East-West relations, however, would run a 
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very high risk of undoing what progress Washington has made in 
opening Japan's market to US goods ~ouraging the Japanese 
to increase their defense efforts. L__J 

It is therefore our judgment that persuading the Allies to 
halt the pipeline project could be accomplished only at great 
cost. In fact, the political and strategic lmpact of applying 
the sticks to achiev~ US goals could be profound. COCX)M almost 
certainly would be undermined and might collapse. The very 
informality of CXXXNmakes it both a fle~ible and a fragile 
organization. The unanimity rule allows each member to protect 
its own interests but also can prevent action. The other CXXX)M 
members al~eady view the US as too restrictive and will resist 
further US moves to tighten the COCX:>M embargo at the upc~ming 
high-level CXXX)M Ministers Conference tentatively scheduled for 
November 1981. A perception of US heavy-handedness in COCOM 
could shatter the consensus that holds COCOM together. Beyond 
COCXl\f, there is a good chance that NATO and Western cooperation 
generally would be seriously threatened. I I 

Any pressures applied by the US would have a much greater 
chance of success if the West Europeans saw total, unwavering 
conmitment on Washington's part. For example, in West European 
eyes, US opposition to the pipeline deal currently appears self
serving and inconsistent. US declsions to lift the grain embargo 
and to approve the Caterpillar pipe- laying equipment contract 
have contributed to this view. We believe a successful campaign 
would necessarily involve at least the appearance of- shared 
sacrif·ice. For the West Europeans, the clearest example of US 
sacrifice would be a firm ·us embargo on grain exports to the USSR 
as well as sales of .energy equipment and technology. We would 
emphasize, however, that such measures might not succeed and that 
the West Europeans would be sorely tempted in any event to fill 
the voi~ by a US embargo on exports to the Soviet 
Union. L___J 

... i .. 

. ' 



DEC SSIFIED SEGRE+ 

-SECRE'f October 22·, · 1981 

MEMORANDUM FOR THOMAS B. CORMACK 
Executive Secretary 
Central Intelligence Agency 

6180 

SUBJECT: Analysis of Ability of U.S./COCOM Oil/Gas Controls 
to Impede Soviet Oil/Gas Production 

The following is urgently required for .high-level executive use: 

A concise (three to five pages) analysis of the ability 
to impede Soviet oil/gas production by imposition of the 
Option r/rr·oit· and Gas Equipment and Technology Controls 
as defined in the existing Oil/Gas Options Paper. The 
assessment should focus on the probable net effect on 
Soviet oil/gas production (a) if the U.S. were successful 
in enlisting COCOM acceptance of such controls and (b) if 
the U.S. proceeds unilaterally, without COCOM cooperation. 

Ideally:, . -boi~:h ;·assessmepts·. W:0µ.ld .. p:r:o.v.i.de .. . es:t;im~t~s ~ =-Jme ·-. e-ff.ects. on .. -, ., . . 
production levels in terms of the percentage of production loss that 
would result and would translate these percentages to effects on the 
growth rate of the economy and to other difficulties and shortages 
that might result. 

It is also important that the time frame over which the effects of 
the U.S./Western control actions would occur be defined. For 

to 

_,. _-. _, .-, ... .- . ,, __ ,., ~~~-J.-~.,-~ s _.:i,.nc.~ , ~9-~t.-. :Wes-i;~I?-::::~pf;u:ts,. -p;iq..~ :9J:.:p.llng·_-;. or:.,. ~plpration. ,. .• ~ ,. -.-. , .- ,. _.. • , .. _ :: .. 
. there would probably be considerable lag between the imposition of 

controls and resultant effects .on Soviet production. 

Similarly, how long would Soviet production be impaired? Permanently? 
Or would they gradually overcome the loss of Western equipment and 
technology? 

I recognize the difficulties of providing this information. However, 
I am confident that your estimates will be very useful in establishing 
the rough orders of magnitude of the effects of alternative policies. 

Your response by close of business, Tuesday, October 27, 1981, would 
be greatly appreciated. Please do not hesitate to call me for any 
further amplification that may be required. 

ei:CRE!'i' 

Review October 23, 1987 8EGRg-
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TALKING POINTS: 

-- THE SECURITY ISSUES SURROUNDING THE PROPOSED GAS 
PI PEL I NE FROM THE USSR TO \IE STERN EUROPE ARE HIGHLY COHPL EX 
AND ARE THE SUBJECT OF GREAT CONCERN IN THE UNITED STATES. 
\IE ARE HERE AT THE RE QU EST OF PRES I DENT REAGAN TO DISCUSS 
THOSE ISSUES 111TH YOU, AND TO OUTL ,NE SOME ENERGY ALTERNA
TIVES, AS AGREED \/HEN OUR LEADERS DISCUSSED THI S MATTER AT 
OTT Al/A. 

-- OVER THE l AS T DECADE \IE HAVE LEARIIED TH AT IT IS 
PER l,OUS TO HAVE OUR !/OT 10/iAL EC CII OMIE S DEPEIWEIIT ON 
EllERGY SCC'CES •;• 1 'c; kilE COI/TRCL LED ev :JAi 01/S IIJ A 
PGS,101: .~ US E T~Elt< rc:/Tf;OL OF VITAL RESOL''CE' TO APP LY 
fCLl;ICAL LEVfR,GE ~E RECOGldZE irlAT A rRlr.AR1 cc:JC(PI: 
Of E•ROPE~~ E~E~GY pc;1cv Y.S BEEi! TO LfSS[N CEPENOE~CE 
ON OIL FROM TH E UNSTABL E MIDDLE EAST -- AND \IE APPLAUD 
THAT OB JECTIVE -- BUT \IE ARE DEEPLY CONCERNED THAT THE 
PROPOSED PIPELINE MAY REPLA CE ONE DEPENDE NC E WITH ANOTH ER 
1/HICH IS JUST AS RISKY. 

-- \IE BELIEVE THAT THE PROPOSED PIPELINE CROSSES THE 
THRESHOLD OF A PRUDENT LEVEL OF DEPENDENCY ON SOVIET GAS. 
THE AMOUNT OF ENERGY INVOLVE D IS SUBSTANTIAL -- THE 
EQUIVALENT OF 500,000 BARRELS OF OIL EACH DAY. 

-- HORE IMPORTANTLY, THIS ENERGY IS TO BE SOLD AS 
PIPELINE GAS, AN ENERGY SOURCE WHICH IS HIGH LY SUSCEPTI BLE 
TO SUPPLIER MANIPULATION. ONCE THE LARGE INI TIAL INVEST 
MENT HAS BE EN MADE, THE PIPEL INE BUIL T, AND CONSUMPTI ON 
PATT ERNS ESTABLISHE D, CERTAIN REGIONS Will BE HEAVILY 
DEPENDENT ON SOVIET GAS, WITH NO SHORT-TERM ALTERNATIVE 

. SUPPLIES AVAILABLE. 

-- THERE IS NO SPOT MARKET IN GAS. CURRENT SURGE 
PRODUCTION CAPACITY IN EUROPE IS LIMITED . STRATEGIC STOCKS 
OF GAS IN EUROPE ARE RELATIVELY SMAL L , AND BUILDING SUCH 
STOCKS IS AN EXPENSIVE AND TECHNICALLY CHALLENGING TASK. 

-- RESIDENTIAL AND COMMERCIAL USERS WOULD BE PARTICULARLY' 
DEPENDENT ON GAS, AND A CUT-OFF WOULD BE ONEROUS FOR THESE 
POLI TICALL Y SENS ITIVE SECTORS. RESIDENTIAL AND COMMERCIAL 
CUSTOMERS ARE THE LEAST ABLE TO ABSORB OR ADJUST TO AN 
ABRUPT FUEL SUPPLY INTERRUPTION. 

-- A CUTOF F OF GAS SUPPLY IS NOT THE ONLY CONSEQUENCE 
TO BE CONSIDERED IN OUR PLANNING. THE PROPOSED PIPELINE 
COULD SUBSTANTIALLY INCREASE SOVIET ENERGY LEVERAGE OVER 
1/ESTERN EUROPE. IT IS NOT UNREASONABLE TO ASSUME THAT THE 
SOVIETS FROM TIME TO TIME WOULD SEE THIS LEVERAGE AS A 
USEFUL TOOL 111TH 1/HICH TO SEEK POLITICAL AND/OR ECONOMI C 
BENEFITS. 

-- IT HAS BEEN ARGUED THAT THE SOVIET UNION IS A 
RELIABLE SUPPLIER WHICH HAS NEVER INTERRUPTE D ENERGY 
SUPPLIES. TH IS IS A FALLACY -- THE USSR HAS USED ENERGY 

EXPORTS AS A POLITICAL LEVER, INTERRUPTING SUPPLIES TO 
YUGOSLAVIA, ISRAEL, AND CHINA, AMONG OTHERS. EVEN ITS 
EAST EUROPEAN ALLIES ARE KEPT ON A SOVIET OIL-SUPPLY 
LEASH. WHILE IT IS TRUE THAT SOVIET CONTRACTUAL COMMIT
MENTS TO WESTERN EUROPE HAVE IN THE PAST BEEN MET, IT IS 
ALSO TRUE THAT THE LEVERAGE WHICH THE SOVIETS OBTA INED 
FROM PAST ENERGY FLO.S WAS QUITE LIMITED . OIL SUPPLI ES, 
IN PART ICUL ~R, WERE READILY AVAILABLE ELSEWHERE, AND 
SOVI ET GAS HPD E UP DUL Y A SMAL L POR TION OF THt EUROP..£A:i 
~~RK ET. THE PROPOSE D GAS PIPEL IIJE 1/0ULD ~l-EP ThE RiLA
Tl~E POSIT IO NS OF SOVIET PRODUC ER AND EUROPEAN CO USU~ER 
AND GIVE THE SOVIETS THE POSSIBILITY OF USING THEIR 
LEVERAGE TO PURSU E POLITICAL GOALS. 

TOPIC B: PRICE ISSUES 

NATURAL GAS PR IC ES MAY BE PEAKING 

-- CURRENT NEGOTIATIONS ARE TAKING PLACE DURING THE 
CREST OF ALGERIAN AND TO A SOMEIIHAT LESSER DEGREE SOVI ET 
EFFORTS TO ACH IEVE CRUDE OIL EQUIVALENT BTU PRICING FOR 
NATURAL GAS. ALGERIA JUST SIGNED A CONTRACT WITH BELGIUM, 
' HICH NOT OllL Y CALLS FOR A HIGH BASE PRICE, $4 . 80 PER 
MM BTU, BUT AN ABSOL UTE BT U CRU DE OIL EOUI VALEN CE ES CALATOR. 

ALGERIA ~AS BE EN ~OL~l~G UP :H1~,E~TS TO A ~U~S ER 
CF :OUNTRIES TO OBTAIN ~lrl LQR TER rs. ~.GERI~~ DELIVERIES 
OF PIPEL ' liE GPS TO ITA LY HAV E BEEN DElA\ED DUE TO A 
fRICltlG DISPUTE. TH E U.S. FIRM, TRUN KL IIJE, Gl>S, \./HtSH ,!AS 
EXPECTED TO ST~RT UP IN AUGUST WI TH AN FOB PRICE OF $4.12 
HMBTU, HAS ALSO BEEN DELAYED . 

-- THE SOVIETS HAVE BEEN SLIGHT LY MORE REALISTIC, BUT 
STILL ARE REPORTED TO BE SEEKING OVER SS .08 PER MMBTU AN D 

CBN FID EN TIM.. 
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AN ESCALATOR BASED ON A MI X OF PETROLEUM PRODUCTS AND 
CRUDE 01 L. 

\IE BELIEVE THE CURRENT EFFORTS TO ACHIEVE OIL EQUIVALENCE 
\/ILL FAIL IF CONSUMERS CONTltWE TO RESIST. 

-- THE LATEST PUSH ON HIGH NATURAL GAS PRICES I/AS 
FORMULATED \/HEN THE IRAN/IRAQ I/AR SENT OIL PRICES SOARING 
AND CONSUMERS SCRAMBLING FOR ALTERNATIVE SUPPLIES. THE 
SITUATION HAS REVERSED AND OPEC PRICES HAVE BEEN UNIFIED 
AND FROZEN THROUGH 1982. 
-- STRUCTURAL CHANGES IN CONSUMING CJUNTRIES HAVE LEO 
TO L 01/ER ENERGY DEMAND ANO MARKETS ARE EXPECTED TO CONT I NUE 
TO BE SOFT IN THE FUTURE. EUROPEAN GAS DEMAND FELL BY 4 
PERCENT LAST YEAR. 

-- THE CURRENT HIGH GAS PRICES, COMPARED TO ALTERNATIVE 
INDUSTRIAL FUELS SUCH AS RESIDUAL OIL ANO COAL, HAS 
LED TO SHARP CONSUMER RESISTANCE . FOR, EXAMPLE, AT THE 
HIGH BORDER PRICE OF $4.94, CANADIAN EXPORTS OF GAS TO THE 
U.S. HAVE FALLEN TO APP ROXIMATELY 50 PERCENT OF AUTHORIZ ED 
LEVELS . 

-- THE CHANGES IN THE 1/0RL O OIL MARKET SHOUL O AL SO 
CHANGE THE ATMOSPHERE OF NEGOTIATIONS IN FAVOR OF ENERGY 
CONSUMERS. LOI/ER OIL PRICES NOT ONLY REDUCE THE PRICE OF 
COMPETITIVE INDUSTRIAL FUELS BUT LEAVE KEY GAS EXPORTERS 
STRAPPED FOR PETROLE UM REVENUES. 

-- ALGERIA I/ILL BE PARTICULARLY HARD HIT. LOI/ER OIL 
PRICES I/ILL REDUCE REVE NUES AN O OIL PRODUCTION HAS ALREADY 
PEAKED AND I/ILL LIKELY DECLINE BYS TO 7 PERCENT ANNUALLY 
THROUGH THE DECADE. RISING DOMESTIC CO NS UMPTION I/ILL TAKE 
AN ADDITIONAL S TO 7 PERCENT ANNU AL BITE OUT OF EXPORTS. 

-- THE ONLY 1/AY THESE REVEN ' ES CAN BE MADE UP IS THROUGH 
· INCREASED GAS EXPORTS. 1/E PROJECT TH AT ALGER IA IF 

IT CHANGES ITS PRESENT POLICY CAN PROVIDE WESTERN EUROPE 
111TH SUBSTANTIAL ADDITIONAL VOL UM ES OF GAS ABOVE PRESENT 
CONTRACT COMMITMENTS BY 1990. 

-- THE ONLY 1/AY ALG ER IA CAN US E ITS NATURAL GAS EXPORTS AS 
AH ALTERNATIVE TO Oi l REVE~UES IS iO SHO ii GREATER FLEXl-
61L ITY ON PRICE. 

-- ALGER IA \/IL L ALSO FACE NEIi COMPE TITION IN THE FUT URE. 
NIGER IAN RESER VES EXCEED 2. 0 TRILLION CUBIC METERS . THE 
CAMEROON AND QATAR MAY BE ALTERN ATIVES AN D ARGENTINA AND 
TRINIDAD HAVE SHOIIN AN INTEREST IN LNG . GREATER COMPETI 
TION SHOUL D PUT PRESSURE ON PRICES AND GIVE GREATER 
ASSURAUCE OF SUPPLY. 

-- 111TH THE U.S . OUT OF THE LNG MARKET AT CURRENT 
HIGH PRICES, EUROPE IS THE ONLY FE AS IBLE ALTERNATIVE FOR A 
NUMBER OF GAS PROD UCERS . 

CONCLUS IONS 

-- FROM A PRICE STtNDPOINT TH IS IS NOT TnE MOMEN T TO 
CONCLrDE A HIGH PRICED AGRE EH EUT ~llH THE SOV IET S. 
FLGERIA ~:LL ::OU 6E AT T~E FOINT V~EFE 1T U'LL HAVE TO 
SHOii GQEAl ER PRICE FLEX :B:_ITV. AS ALGEilAN PRICIUG 
fOL 1C\ BECO MES MORE REAL Iii IC, lhE ~OVI ETS I/I LL ~AUE TO 
FURTH ER LOI/ER TH EIR AS KING PRICES. 

-- EUROPEAN LE VERAGE I/Ill INCREASE OVER TIME. EUROPE 
IS THE ONLY FEAS IBLE MA RKET AN D EU ROPE AN GAS DEMAND IS 

DECLINING . GAS EXPORTERS ARE HARD UP FOR REVENUE AND MORE 
PRODUCTION IS COMING ON STREAM. 

-- IF EUROPE IS GO I NG TO PURCHASE SOVIET GAS, IT MAKES 
LITTLE SENSE TO PAY AN UNNECESSARY PRICE PREMIUM. A 
DELAY IN CONCLUDING NEGOTIATIONS SHOUL D STRENGTHEN THE 
EUROPEAN BARG AINING POSITION. 

4. TOPIC D: ALTERNATIVES 

IF 1/0RLO ENERGY MARKETS REMAIN SOFT, THERE \/ILL 
BE ALTERNATIVE ENERGY OPTIONS 1/HICH \/I LL BE MORE ECO NOMIC 
ANO SECURE THAN SOVIET GAS. 

-- OIL ITSELF MAY BE AN IMPORTANT ALTER NATIVE. STRU CTURAL 
CHANGES IN OIL CONSUMPTION PATTERNS COULD KEEP OIL DE MAND 
I/ELL BELO\/ PRODUCTION CAPACITY . 

-- THE U.S. \/ILL MAKE A POIIERFUL CONTRfBUTION TO THIS 
TREND. U.S. OIL IMPORTS THIS YEAR ARE RUNNING AT AB OUT 
S MILL ION BARRELS PER DAY (MMB / 0), 3 1/2 MMB/0 BELO\/ THEI R 
1977 PEAK. 

-- AFRICAN GAS IS A POSSIBLE ALTERNATIVE TO SOVIET GAS. 
THERE ARE ALSO SUBSTANTIAL GAS RESOURCES IN ALGER!~ 
CAMEROON ANO QATAR. 

ALGERIA 

~~ THE MAINTE NANCE OF OUR EXISTING COMPETITIVE FUELS 
GAS IMPORT POLICY MAY RESULT IN TH E ULTIMATE FAILURE OF 
FUTURE ALGERIAN LNG PROJECTS TO THE u.s.--TRUNKL INE ANO 
OI STRIGAS. ALGERIAN DEMANDS FOR CRUDE OIL PARITY LNG 
PRICES, 1/HICH VIOLATE OUR COMPETITIVE FUELS TEST, I/ILL 
YIELD GAS 1/HICH IS UNMARKETABLE IN THE U. S. UNLESS IT IS 
SUBSIDIZED THROUGH PRICE-AVERAGING 111TH REGULATED DOMESTIC 
GAS. 

-- THE ALGER IAN GAS CONTRACTS TO THE U.S. ACCOUNT FOR 
ABOUT HALF OF PROSPECTIVE NORTHWEST SIBERIAN GAS DELI VERIES 
UNDER A ONE PIPELINE--75 ATMOSPHERES SCENARI~ ALL OF 
THIS LNG MAY BE DIVERTED TO 1/ESTERN EUROPE BEFORE THE 
SIBER IAN PIPELINE COULD BE COMPLETED. EUROPE AL SO ENJOYS 
A 11 PER MILLION BTU TRANSPORTAT IOII ADVINTAGE OVER THE 
U.S. IN TEilMS OF THE PRICE IT CAll..f'P.Y FOR 4LGERIAN LUG. 

NIG ERIA 

- - A ~EST EUROPEAN CO NS ORTI UM OF 8 NATURAL GAS UTILIT IES 
HAS CONCLUDED CONTRACTS FOR 0. 3 TRILL ION CUBIC FEET 
ITCF/YEAR ) OF NIGERIAN GAS ANO HAS AN OPTION TO PURCHASE 

THE U. S. VOLUMES (ALSO 0.3 TCF/YEAR) IF U.S. COMP AN IES 
CANNOT OR DEC IDE NOT TO CONSUMMATE THE TRANSACTION. THE 
BONNY PROJECT COULD BE COMPLETED BY THE LATE 1980S, 
(I . E. , ABOUT THE TIME THE NORTHWEST SIBERIAN PIPELINE IS 

DUE TO BE COMPLE TED). 

- - A U. S. TEAM IS NOii IN LONDON TO DISC USS 1/AYS THAT 
THE EONIIY LNG PROJ ECT HIGH T BE ACC ELERAT ED . 

-- THE tOMBINPllON OF NIGE RIAN AU D ALGERIAN SUPPLIES 
CO~TPACTED FOR BYUS. COMPlrlES WOUL D REPLACE VIRTUALLY 
4Ll or THE PRO'.iPECTIVE i,ORTP.,1EST $1£,[Rl/,ll PIPELll1E DELI
VER I ES. 

CAMEROON 

-- ACCELERATED DEVELOPMENT OF CAMEROON'S RESERVES LEADING 
TO PROD UCT ION OF ABOUT 0.2 TCF / YEAR COULD BE ACCOM-

-CONFIBEHTIAL-
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PLISHED BY THE LATE 1980S OR EARL Y 1990S. THE GOVERNMENT 
OF CAMEROON IS FAVORABLY DISPOSED TOI/ARD NEGOTIATIONS 111TH 
FOREIGN COMPANIES FOR THE DEVELOPMENT AND EXPORT OF 
GAS. 

TRINIDAD 

-- IN 1980, THE GOVERNMENT ALLOCATED OVER S. 4 TCF OF 
NATURAL GAS TO AN LNG PROJECT. THE ALLOCAT ION I/AS APPRO
PRIATE FOR THE PLANNED FACILITY 111TH A NOMINAL CAPACITY OF 
0. 2 TCF /YEAR TO 11H I CH AN ADD IT I ONAL 0. 1 TCF /YEAR COULD BE 
ADDED IF LOCAL GA~ RESERVES AND MARKET POTENTIAL COULD 
SUPPORT INCREASED CAPACITY. THE PLANT COULD BE COMPLETED 
BY THE LATE 1980S. 
-- ALTHOUGH THE U. S. IS THE LOG ICAL EXPORT MARKET FOR 
THIS GAS DUE TO LOGISTICAL CONSIDERATIONS, IT IS QUESTJ ON
ABLE WHETHER \IE WILL NEED IT. 

QATAR 

-- THE DEVELOPMENT OF QATAR'S HUGE OFFSHORE NORTH DOME 
FIELD U0lM00 TCF OF RECOVERABLE RESERVES) COULD PROVIDE 
EUROPE AND JAPAN 111TH LNG SUPPL IES BY THE LATE 1980S. THE 
GOVER NMENT OF QATAR IS CURREUTLY EVALUATING COMPETITIVE 
BIDS FOR THE DEVELOPMENT OF AN 0. 4 TCF/YEAR LNG EXPORT 

PROJECT WHICH 1/0ULO BE SHARED EQUALLY BETIIEEN EUROPEAN ANO 
JAPANESE MARKETS. 

NORIIEG I AN GAS 

-- NORI/AV HAS THE POTENT I AL TO BECOME AN I UC REAS I NGL Y 
IMPORTANT GAS SUPPLIER TO CONTINENTAL EUROPE IN THE 
199SS. 

-- NORIIAY'S RECENT DECISION TO GO AHEAD 111TH DEVELOPMENT 
OF STATFJORD AND OTHER GAS FIELDS I/ILL HELP OFFSE T PRE
MATURE PRODUCTION DECLINES FROM THE EKOFISK GAS FIELD AND 
I/ILL INCREASE CURRENT EXPORTS FROM ~9 TO 1. 1 TCF BY 
1985-86. THE DEVELOPMENT OF THE GIANT BLOC 31/2 FIELD 
(1-2 TCF/YEA~ INVOLVES FURTHER DELI NEAT ION OF ADJAC ENT 

UNLEASED BLOCS, PRODUCTION OF LIQUI DS BEFORE THE GAS IS 
DE VELOPED, A LEAD TIME OF 10 YEARS, AIW PQOBA6LE DEVELOP 
MEUT/TRANSMISSI OH COSTS OF 15 -7 PER ~1LLIOU eru :u CUR REUT 
DOLLP~S. 

-- ON BALAIICE, NORI/AV ' S BLOC 31/2 AS I/ELL AS OTHER 
UtlD EVELOPED FIELDS OFFER 1/ESTERN EUROPE THE POST-1995 
POTENTIAL TO OFFSET THE PHASING OUT OF 1. 8 TCF/ YEAR OF 
DUTCH GAS, AND THEREBY CONTR IBUTE TO REDUCING DEPE ND ENCE 
ON SOVIET GAS. TRANSL AT I NG NOR IIEG I AN RESOURCE POTENT I AL 
INTO MARK ET REALITY, HOIIEVER, REQUIRES: (1) ACC ELERATED 
DEVELOPMENT OF STRUCTURES SUCH AS BLOC 31/2, AND (2) 
NOR\IEG I AN GOVERNMENT PREFERENCE TO EXPAND GAS RATHER THAN 
OIL OUTPUT 1/ITHIN THE PRESENT 1. 8 MILLION B/D HYDROC AR BON 
PRODUCTION CEILING. 

-- PROD UC TIOtl FROM FIELD 31/2 1/0ULD BE INSUF FICIENT BY 
ITSELF TO OFF SET SOVIET GAS SU PPL IES IN LI GHT OF THE DUTC H 
DECISIOII TO f.EDUCE EXPORTS. HC.IEVER, AU ACCElEP6T IOIJ OF 
T~E RODUCT IOIJ SCnEDIILE \iOULD hAVE IMPOiiTPl'T PS ',CHO_OGI CAL 
BU;EF I TS. 

5. TOPIC E: US. EIJERG\ POLICY 

-- THE UNITED STATES HAS TAKEN AND I/I LL COIHINUE TO 
IMPLEMENT A NUMBER OF STEPS WHICH I/ILL INCREASE THE 
AVAILABILITY OF OIL AS I/ELL AS GAS ON THE 1/0RLD MARKET. 
\IE HAVE ALREADY DECONTROLLED OIL PRICES IN AN EFFORT TO 

ENCOURAGE DOMESTIC PRODUCTION AND REDUCE WASTEFUL USE. 
STEPS ARE ALSO BEING TAKEN TO INCREASE LEASING OF FEDERAL 
LAND INCLUDING THE OUTER CONTINENTAL SHELF IN ORDER TO 
HELP STIMULATE HERETOFORE LOCKED IN DOMESTIC ENERGY 
\/EAL TH. 

-- THE ADMINISTRATION IS CURRENTLY REVIEIIING PROPOSALS 
FOR ACCELERATED GAS PRICE DEREGULATION. BUT, EVEN IF THE 
DEREGULATION PROCESS CANNOT BE ACCELERATED, PRICE CONTROLS 
ON MOST DOMESTIC GAS I/ILL BE REMOVED BY THE TI ME THAT THE 
SIBERIAN PIPELINE IS COMPLETED. ACCELERATED GAS PRICE 
DEREGULATION \/ILL HELP STIMULATE DOMESTIC PRODUCTION AND 
ENABLE THE U.S. TO DECREASE ITS NEED FOR OIL AND GAS 
IMPORTS. 

-- AS GAS PRICE DEREGULATION PROCEEDS, GAS USE I/ILL 
BECOME MORE EFFICIENT AND SUPPLIES MORE PLENTIFUL. TO THE 
EXTENT THE U.S. \/ILL STILL REQUIRE IMPORTED GAS, MARKET 
FORCES WILL FAVOR IMPORTS FROM CANA DA AND MEXICO AND 
POSSIBLY OTHER 1/ESTERN HEMISPHERE SOURCES RATHER THAN 
LONG-HAUL LIQUIFIED NATURAL GAS (LNG). EVEN UNDER OUR 
CURRENT COMPETITIVE FUELS TEST FOR THE PRICE OF GAS 
IMPORTS, LONG-HAUL LNG WILL HAVE DIFFICULTY FINDING A 
PLACE IN THE U. S. MARKET. 

6. TOPIC F: FUTURE CONSULTATIONS 

TALKING POINTS 

-- AL THOUGH \IE HAVE I.DENT IF I ED SEVERAL AREAS \/HERE 
OUR PERCEPTIONS AND ASSESSMENTS DIFFER, \IE AGREE ON THE 
VITAL IMPORTANCE OF ADEQUATE ENERG Y SECURITY TO OUR COMMON 
ECONOMIC WELL-BEING. 

-- GIVEN THE IMPORTANCE OF THE ISSUES AT STAKE, \IE 
PROPOSE THAT CERTAIN BASIC DECIS IONS ON THE PIPELINE 
PROJECT BE DEFERRED FOR A FEIi MOUTHS 1/ITHOUT PREJUDICE. 
THIS 1/0ULD ALLOII AN URGENT JOINT EXAMINATION OF THE ENERGY 
OUTLOOK AND CONSIDERATION OF THE ALTERNATIVES. 
-- SOME OF OUR DIFFERENCES STEM FROM DIFFERING EXPECTATIONS 
AS TO FUTURE ENERG Y SUPPLY AND DEMAND. IT MAY BE APPRO
PRIATE, THEREFORE, FOR THE IEA AIW THE EC TO RE-E XAMINE 
AllD REF I NE , ON AN UR GENT BAS IS, P CURREtH AN P.L VS IS OF THE 
FUT UR E OF Et/ERG.I'. MARhET S. HIGH LEVEL ATTEN1IOI, CAN 
IMPPOVE Th E OUO~ITY AHO TI MELI NESS CF SU CH AU EXAMIUATION. 

-- AS YOU ARE Al/ARE, IIE BELIE VE THERE ARE SIGNI FICANT 
AN D REALISTIC ALTERNATIVES TO INC RE AS ED DEPENDENCE ON 
SOVIET GAS. CERTAINLY THE ALTERNAT IVES \IE HAVE DESCRIBED 
TODAY, (ANO OTHERS, IF APPROPRIATE) SHOULD BE EXAM INED 
CAREFULLY IN LIGHT OF COMMON CONCERNS AND SHARED ENERGY 
PROJECTIONS. 

-- OUR DISCUSSIONS ALSO HAVE POINTED OUT THE FACT THAT, 
REGARDLESS OF SOURCE, THE USE OF NATURAL GAS POSES 
NE. CHALLENGES TO ENERGY SECUR ITY BY ITS VERY NATURE. IN 
COMPARISON TO OIL, GAS IS LESS SUSCEPTIBLE TO JOINT ACTION 
IN CASE OF IIHERRUPT ION , SINC E GAS REQUIRES A VERY LARGE, 
RIGID lllFRASTRUCTURE. FUR THERMORE, THE USE OF OIL AS A 
BAC KU P TO GAS MUST ITS ELF BE FACIO~ED INTO OIL RESERV E 
PL AHN I IIG. 

-- TC EXAMlliE nL -H ESE ISSUES, '.'E .~OUL D SET UP 
A SP EC IAL HIGH LE VEL UORK IUG GROUP . IT SH OULD MO~K 
QU IC KLY, KEE P OUT OF THE PU BLIC EYE, AIID SHOULD REPORT TO 
GOVERNMENTS BY FE6RUARY 1. THE PURPOSE OF THESE CONSUL
T AT IONS IIOUL D BE TO REACH A COMMON UNDERSTAND I NG OF: (Al 
FUTURE ENERG Y MARKETS, ffi) ENERGY AL TERNATIVES, INCL UDING 
THE U.S. ROLE IN ASSISTING THEIR DEVELOPMENT, AND (Cl 
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MEANS TO REDUCE VULNERABILITY TO GAS SUPPLY DISRUPTIONS IF 
THE PIPELINE PROCEEDS. 

-- WE BELIEVE SUCH A HIGH LEVEL WORKING GROUP WOU LD 
BE HOST EFFECTIVE IF ORG ANIZ ED ON AN AD HOC, MULTILATERAL 
BASIS, TO INCLUDE FRANCE, GERMANY, ITALY, BELGIUM AND THE 
EUROPEAN COMMISSION; WE ALSO WOULD BE PREPARED TO CONSULT 
ON A BILATERAL BASIS. IF , ON THE BASIS OF THESE DISCUS
SIONS, EUROPEAN GOVERNMENTS DECIDE TO GO AHEAD 111TH THE 
PIPEL IN E PROJECT, THE DELAY MAY WELL HOLD NEG OT IATING 
AnVANTAGES. AND, IN. ANY CASE, IT WOULD OFFER AN OPP OR· 
TUNITY TO FURTHER EXAMINE APPROPRIATE 'SAFETY NET" PRE
CAUTIONS AGAINST SUPPLY INTERRUPTI ONS. 

-- (IF THE EUROPEA NS REFUSE TO DELAY THE PIPELINE ) WE 
STILL URGENTLY NEED HIGH LEVEL CONSULTATIONS ON ENERGY 
SECURITY, IN CLUDING: ~) FUTURE ENERGY MARKETS: ffi) ENERGY 
ALTERNATIVES AND re) SAFETY NET PREPARATIONS. 

7. LIKELY EUROPEAN REACTIONS: PO I NT CDUNTERPO I NT 

POINT: PROJECTED LEVELS OF EUROPEAN DEPENDE NCE ON SOVI ET 
GAS ARE SMALL. DEPENDENCE ON SOVIET ENERGY Will BE 
5 PERCENT OR LESS OF TOTAL ENERGY CONSUMPTION IN All 
COUNTRIES EXC EPT AUSTRIA. THE SOVIETS, THEREFORE , 
WOULD NOT GAIN ANY REAL LEVERAGE AS A RESULT OF THIS 
PI PEL I NE. 

COUNTER POI NT: 

-- THE VOLUME OF SOVIET GAS AS A PERCENTAGE OF TOTAL 
EUR OPEAN ENERGY CO NSUMPT ION IS NOT A SU FFICIENT INDICAT OR 
OF ECONOMIC AND POLITICAL VULNERABIL IT Y. 

-- GAS IS A DIFFICULT FUEL TO REPLACE ON SHORT NOT ICE - 
THERE IS NO SPOT MARKET. IN THE EVENT OF A SLOWDO WN OR 
INTERRUPTION, SOVIET GAS COULD NOT BE READI LY REPLACED 
UNLESS THERE WERE EXCESS CAPACITY IN OTHER PARTS OF THE 
EUROPEAN ENERGY GR ID. 

-- LARGE STR ATEGIC STOCKS OF GAS AR E MUCH MORE EXPENS IVE 
AN D TECHNICALLY CHPLL ENGING TO HOLD THAN STOCKS OF OIL. 

·· CERTAIN REGIO~S Wil l 6E VERY ~E4VILY DE PEND ENT ON 
SOVIET GAS AND MIGHT APPLY STROUG PRESSURE ON NATIOIJAL 
GOVERNMENTS TO AVOID ACT I OIJS WHI CH COULD RE SULT IN AN 
INTE RRUP T I ON . 

-- IN SOME COUNTRIES (NOT INCLUDING FRANC E), RESIDENTIAL 
AND COMMERCIAL CON SU MERS ARE PARTICULARLY DEPENDENT ON 
GAS. OVERALL, THIRTY PERCENT OF GAS FROM THE PIPELINE IS 
EARMARK ED FOR RESIDENTIAL USE. SU CH USERS HAVE LIMITED 
CAPACITY TO SWIT CH EAS IL Y TO ANOTHER FUEL. GAS PRICES 
WOULD PROBABLY RISE PRECIPITOUSLY IN THE WAKE OF A SOVIET 
EMBARGO OR THREAT OF A SLO ' DOWN IN DEL I VERY AND THUS PLAC E 
A HARSH FINANCIAL BURDEN ON HOMEOWNERS AN D COMMERCIAL 
BUS I NESS ES, 1/H I CH, IN TURN, WOULD CREATE DOMESTIC POL IT I CAL 
PRESSUR E LIMITI NG THE FREEDOM OF MAN EU VER OF SOME EUROPE AN 
GOV[R:;MEtHS. 

PC·IIJT : :.o·,: El GAS lo ~ t:lCE~S~F, P/J.RT Of [ r: 1<Q?E~N 
S"RAT!GY TO ~ED!C E CIL COHS~MP' ' O~ ;uo DIV[R!IF Y SOURC ES 
Oi !IIERGY. Tri ( :c ', IET u:ilCII IS /J Rfl ' •BLE S,P PLIER 
AND HAS NEVER IN TH E PAST SHUT OFF EN ERGY SHIPMENTS 
TO WEST EUROPEAN COUNTRIES FOR POLITICAL REAS ONS BUT 
MIDDLE EA ST ERN SUPPLIERS HAVE. 

CO UNTE R POI NT : 

-- IT IS IMPORTANT TO NOTE THAT IN THE PAST THE SOVIET 
UNION HAS USED ENERGY EXPORTS AS A POLITICAL LEVER. 

-- HISTORICALLY, SUPPLIES TO YUGOSLAVIA, ISRAEL, ANO 
CHINA, AMONG OTHERS, HAVE BEEN INTERRUPTED . 

-- IN ADDITION, TECHNICAL OR SEASONAL DIFFICULTIES, 
PERHAPS COMPLICATED BY THE NEE D TO DIVERT GAS FROM EXPORT 
TO DOMESTIC USE TO HAKE UP FOR REDUCED DELIVERIES OF 
IRANIAN GAS, FORCED THE SOVIETS TO SLOW SOME GAS SHIPMENTS 
TO THE WEST LAST WINTER AND SPRING . 

-- THE PROBABILITY OF FURTHER TECHNICAL OR SEASONAL 

INTERRUPTIONS HAY INCREASE AS THE SOVIETS TRY TO SHIP HORE 
GAS FROM OUTLY ING AND HORE RISKY SIBERIAN PROVINCES. 

--· EVEN IN THE CURRENT BARGAINING STAGE, AND DESPITE 
SOFT ENERGY MARKETS, THE SOVIE TS HAVE EFFECTIVELY USED 
THEIR LEVERAGE TO SECURE HOST GENEROUS FINANCING (Bill IONS 
OF DOLLARS IN GOVERNMENT CREDITS AT AN AVERAGE OF LESS 
THAN 8 ), THE SOVIETS HAVE SUCCEEDED IN GETTING THE 
EUROPEANS TO UNDERWRITE MUCH OF THE RISK. 

POINT: EXPANDED PURCHASES OF SOVIET GAS WILL GE NER AT E 
MAJOR NEW ORDERS AND JOBS FOR THE EUROPEAN STEEL AND 
MACHINERY INDUSTRIES IN PARTICULAR. 

CO UN TER POINT: 

-- GI VEN THE HIGHLY FAVORABLE EXPORT CREDIT RATES FOR 
PIPELINE EQUIPMENT WH ICH THE EUROPEANS HAVE ACCORDED THE 
SOVI ET S, WESTERN EU ROPEAN DOMESTIC EMPLOYME NT AND EXPORTS 
TO THE USSR ARE, IN EFFECT, BEING SUBSIDIZED BY THE 
EUROPEAN GOVERN ME NTS . IF FU NDS OF COMPARABLE MAGNITUDE 
\/ERE HADE AVAIL ABLE FOR OT HER DOMESTIC PROJECTS, EMPLOYMENT 
1/0ULD BE SIMILARLY GENERATED WITHOUT THE ACCOMPANYING 
STRATEGIC VUL NERABILITY, 

-- MOREOVER, IF ALTER NA TIVE GAS SUPPLY PROJECTS 
WORWAY, NIGERIA) ARE UNDERTAKEN, CONSIDERABLE EMPLOYMENT 
WILL BE CREATE D IN WES TER N EUR OPE IN THE MAN UFACTURE AN D 
EXP ORT OF NE CESSARY EQUIPMENT, 

_, ·· OIJE CAN ALSO .lRGU E THAT IF A LARGE llUMBER OF JOBS 
IN ThE ECONOM Y ARE CREATED Bl AND DEPENDENT ON THE CON · 
TRACTS FOR THE PIPELINE, THE DOMESTIC ECO NOMY BECOMES A 
HOSTAGE TO A 1/IDE VAR IETY OF SOVIET ACTIONS, RANGING FROM 
SUBTLE PRESSURE TO OUTRIGHT EMBARGO, 

POINT: EXPANDING EAST -I/EST COMMERCE BUILD S POLITICAL 
TIES AND MODERATES SOVI ET BEHAV IOR IN THE LONG RUN . 

COUNTER PO I IH: 

-- EAST / I/EST TRADE CAN CO NTIN UE TO GR OW IN AREAS WHICH 
DO NOT CARRY POTENTIAL FOR INCREASING WES TERN VULN ERABILITY. 

-- NOT ALL EAST/WEST COMMERC E IS OF EQUAL MER IT, IIJDIVI DUAL 
TP~NSACTI ONS MU ST BE JUD GED ON THE PARTICULAR ECO~OMIC AN D 
STRATEGIC MERITS OF EACH. 

-- 'HE EXI ST E~CE OF A ?OSSI ELE PR ESS~R E POINT ON •!STERN 
EU ~OP E MiGHT EMBOL DEN TH E S01I ETS TO 0 RESSUR E WE51ERN EUR O-
PEAN 60VERNMENTS ON A VA RIET Y OF ISSUES. HAIG 
BT 
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OTA SAYS U.S. CAN'T AFFECT SOVIET ENERGY AVAILABILITY IN THIS DECADE 

A U.S. policy to restrict Soviet access to energy technology is not likely to 

succeed without the participation of U.S. allies, according to the Congressional 

Office of Technology Assessment (OTA). 

Soviet economic growth in the 1980 1 s hinges on a continued increase in Soviet 

energy production. Since oil production is leveling off and coal production is falling, 

the Soviets are counting on a huge increase in natural gas production both for domestic 

use and for export. 

While Western technology will play an important role in this gas production, 

the Soviets expect to obtain most of what they need from sources outside the United 

States. From the perspective of Japan and Western Europe, Soviet energy industries 

are important customers for technology and equipment, and a source of energy supply 

as well. 

A U.S. pol icy t o bols t er Soviet energy product ion would not succeed, OTA says, 

wi thout significant changes in Soviet economic policy. The rigid, centralized nature 

of the Soviet economic system not only makes domestic solutions to its energy problems 

more difficult, but also limits the extent to which the U.S.S.R. is willing or able 

to turn to the West for assistance. 

(MORE) 

WASHINGTON, D.C. 20510 
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The OTA study, "Technology and Soviet Energy Availability," was released today 

at a press conference called by Representative Albert Gore, Jr. (D-Tenn.), Chairman of 

the Subcommittee on Investigation and Oversight, Science and Technology Committee. 

Representative Gore has announced hearings on the report for Dec. 10, 1981. 

"Because the theoretical issues ·surrounding East-West trade have been laid out 

at length, this report represents an important step forward in gaining a much-needed 

set of facts on the matter," Gore said. "This kind of empirical data is essential to 

the formulation of a realistic trade policy that will benefit the United States and 

its allies." 

Senator Ted Stevens (R-Alaska), Chairman of OTA's Congressional Board, said:. 

"This report gives graphic examples of the high priority which the Soviet Union places 

• 
on energy development -- especially natural gas. The U.S.S.R. has laid roughly 6,000 

miles of 56-inch pipe for frontier gas delivery, with 10,000 additional miles planned. 

In contrast, the United States has pondered for five years the construction of 4,800 

miles of pipeline to deliver natural gas from the Arctic. There is a lesson here -

I hope it is not missed." 

The OTA study examines how much the United States itself or in concert with its 

Western Allies could affect -- one way or the other -- the energy future of the Soviet 

Union in the current decade. It discusses the Soviets' primary energy industries; the 

extent to which the United States is the sole or preferred supplier of equipment arrd 

technology; and the implications for both the entire Soviet bloc and the Western alliance 

of either providing or withholding Western equipment and technology. 

OTA found that the majority of the U.S.S.R. 's energy-related imports are used in 

. 1 its oil and natural gas industries. The most vital area for Western assistance is 
1 

equipment for construction of large diameter pipelines. The only area in which Soviet 

energy-related imports might be described as "massive" is purchase of this 56-inch 

pipe -- a size which the United States doesn't produce. 

There are a few energy technologies availaple only from the United States and a 

few instances in which U.S. equipment is preferred. However, except for advanced 

(MORE) 
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computers used primarily in oil exploration, the U.S.S.R. is either .not purchasing 

these items, is on the way to acquiring domestic production capabilities, or has 

demonstrated that such imports are not essential. 

Contrary to common belief, oil is not the key to Soviet energy performance in 

this decade. According to OTA, the relevant question is how much energy the U.S.S.R. 

can produce by 1990. Gains in total energy production will have to come from natural 

gas, to which Soviet planners have accorded a high investment priority. 

"Proven Soviet gas reserves are tremendous and may be likened to the oil reserves 

of Saudi Arabia," says OTA. 

OTA points out that the rate of construction of new pipelines, both fo.r domestic 

use and for export, is the most important determinant of the extent to which Soviet gas 

can be utilized. 

Gains in natural gas output could more than compensate -- both in energy value and 

in hard currency earnings -- for slowing growth in oil production. It is therefore 

highly unlikely that the Soviet Union itself or the Soviet bloc as a whole will become 

a net energy importer in the 1980's. 

Although projections of Soviet oil production span an enormous range, OTA finds 

that the Soviet's own target of a small rise in oil output by 1985 is reasonable. 

Prospects for the Soviet coal industry are poor and even their relatively modest 1985 

targets are excessively optimistic. 

Soviet targets for nuclear power, says OTA, are overly optimistic -- not because 

of lack-of-know-how but because of shortcomings in the efficiency and capacity of 

producing the required equipment and constructing power stations. OTA found also that 

-~ potentially large savings through energy conservation are not likely to be achieved. 

' This is in part due to the rigidities in the Soviet political and economic structure. 

Senator Jake Garn (R-Utah), Chairman of the Committee on Banking, Housing, and 

Urban Affairs, commented: "This is a thoroughly researched and well put-together study, 

one which shows the utility of congressional research agencies such as OTA." 

OTA is a nonpartisan analytic support agency which serves the U.S. Congress. Its 

(MORE) 
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purpose is to help Congress deal with the complex and often highly technical :Lssues 

that increasingly confront our society . 

The OTA report, "Technology and Soviet Energy Availability 1 n is available at the 

U.'S. Government Printing Office (GPO), Superintendent of Documents, Washington , D, C. 

20052. The GPO stock number is 052-003-00858-1; the pri ce is $10, 
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PUBLICATION BRIEF 
Technology and Soviet 

Energy Avai·lability 
No U.S. policy of restricting Soviet access to energy technology is likely to suc• 

ceed unless U.S. allies change their present views of their interests in this matter. A 
policy intended to bolster Soviet energy production would not succeed without signifi
cant changes in Soviet economic policy. A course of action seeking maximum commer
cial advantage for the United States in energy equipment sales would be aided by mak
ing the export licensing process more predictable. 

The vast majority of the U.S.S.R.'s energy-related imports of technology are des
tined for its oil and natural gas industries, but it obtains most of these from sources 
outside the United States. There are a few energy technologies solely available from 
the United States, and a few instances in which U.S. equipment is preferred. But except 
for advanced computers, the U.S.S.R. is either not purchasing these Items, is on the 
way to acquiring domestic production capabilities, or has demonstrated that such Im• 
ports are not essential. Moreover, the United States does not produce the large diame• 
ter pipe that constitutes the U.S.S.R.'s single most important energy-related import. 

Western technology has been and will continue to be important to Soviet energy 
development. In the long term, Western exploration technology and equipment may be 
crucial to the oil industry. But the most vital area for such Western assistance is equip• 
ment for the construction of large diameter gas pipelines. This is the only area in which 
Soviet energy-related imports might be described as "massive.'' 

Contrary to common belief, oil is not the key to Soviet energy performance in this 
decade. The relevant question is not how much oil the U.S.S.R. can produce by 1990, 
but how much energy. Predicting future Soviet energy production is a tenuous. exer
cise, but to the extent that plausible outcomes can be identified, the Soviet's own goal 
of a small rise in oil output by 1985 is reasonable. On the other hand, prospects for the 
Soviet coal industry are poor; even the relatively modest 1985 targets are excessively 
optimistic. Soviet targets for nuclear power are overly optimistic-not because of lack 
of know-how-but because of shortcomings in the efficiency and capacity of produc
ing the required equipment and constructing power stations. OTA also found that po
tentially large savings through energy conservation are not likely to be achieved. 

Gains in total energy production will therefore have to come from gas. Proven Sovi
et gas reserves may be likened to the oil reserves of Saudi Arabia. This is the energy 
sector with the best prospects and performance record, and Soviet planners have ac
corded it high investment priority. 

Gains in gas output could more than compensate-both in energy value and in 
hard currency earnings-for slowing growth in oil production. It is therefore highly 
unlikely that the Soviet Union itself or the Soviet bloc as a whole will become a net 
energy importer in the 1980's. . 

The extent to which the U.S.S.R. can capitalize on its tremendous gas potential 
will depend on its ability to substitute gas for oil, i.e., to convert to gas in boiler and in
dustrial applications, and to add to the gas pipeline network. The rate of construction 
of new pipelines, both for domestic use and for export, is the most important determi• 
nant of the extent to which Soviet gas can be utilized. 

Energy availability is a critical factor in the growth of the Soviet Union's domestic 
economy; energy exports provide over half of Soviet hard currency receipts; and subsi
dized energy sales to Eastern Europe are vital tools of Soviet influence in that region. 
From the perspective of Japan and some countries in Western Europe, Soviet energy 
industries are important customers for equipment and technology and a source of en
ergy supplies. 

Copies of the full OTA report, "Technology and Soviet Energy Availability," are available 
from the U.S. Government Printing Office. The GPO stock number is 052-003-00858-1; the price 
is $10.00. Copies of the full report for congressional use are available by calling 4-8996. Sum
mary copies are available at no charge from the Office of Technology Assessment. 

The Office of Technology Assessment (OT A) is an advisory arm of the U.S. Congress whose basic function is to help legislators 
anticipate and plan for the positive and negative impacts of technological changes. Address: OTA, U.S. Congress, Washington, 
D·.c. 20510. Phone: 202 / 224-8996 . (OTA offices are located at 600 Pennsylvania Ave. , S.E.) John H. Gibbons, Director. 
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EXDI S 
E.O. 12865: RDS-3 12/4/01 (BRIDGES, PETERS.) OR-11 

TAGS: ENRG, IT VI ET GAS 
SUBJECT: ALGERIAN GAS AS ALTERNATIVE TO SOVIET GAS 

REF : ROME 28037 

1. (C) THE EMBASSY WISHES TO ELABORATE ON ANDREOTTI' S 
STATEMENTS REGARDING THE ALGERIAN GAS PIPELINE 
fARA 5 OF REFTEL), WHICH ARE SIGNIFICANT IN THE 

CONTEXT OF AN EFFORT TO STIMULATE EUROPEAN INTEREST 
IN ALTERNATIVES TO SOVIET GAS. 

2. (C) THE TRANS-MED I TERRANEAN PI PEL I NE (AC TU ALLY 
BUILT BY THE ITALIAN STATE ENERGY FIRM ENI, NOT BY 
THE ALGERIANS) I/ILL AT PEAK CAPACITY SUPPLY ONLY 
SLIGHTLY MORE THAN ITALY'S TOTAL REQUIREMENTS FOR 
ltlPORTEO GAS, ANO I/HILE ITALIANS HAVE TALKED ABOUT 
EXPORTING SOME OF THIS GAS TO NORTHERN EUROPEAN 
COUNTRIES, THE AMOUNT I/ILL NOT PROVIDE A MAJOR 
AL TERN AT I VE TO THE SOVIET GAS PI PEL I NE. 

3. (Cl AS FAR AS 1/E KNOW, PREL 1111 NARY DISCUSSIONS 
FOR A SECOND PIPELINE ENVISAGE USING THE SAME ROUTE, 
NOT A ROUTE FROM ALGERIA THROUGH MOROCCO AND SPAIN 
TO FRANCE. 

4. (C) ANDRE OTT I IS CORRECT IN NOT I NG THAT THE 
PIPELINE IS NOT IN USE BECAUSE THE ALGERIANS ARE 
DEMANDING TOO HIGH A PRICE. AN ITALIAN NEGOTIATING 
TEAM JUST RETURNED FROM ALGIERS 111TH NO PROGRESS ON 
THE PRICING TALKS, ANO THE ITALIANS SAY THEY ARE 
PREPARED TO WAIT A LONG TIME IN ORDER TO ACHIEVE A 
PRICE AGREEMENT ACCEPTABLE TO THEM. AS FRANCE HAS 
SIIIILAR PRICING CONFLICTS 111TH ALGERIA (POSSIBLY 
RESOLVED BY MI TTERAND), IT APPEARS UHL I KEL Y THAT 
EITHER COUNTRY WOULD UNDERTAKE THE SIZABLE INVESTMENTS 
NECESSARY TO CONSTRUCT A SECOND PI PEL I NE AT TH IS TI HE. 

S. IC) THESE CAVEATS NOTWITHSTANDING (AND 
DISREGARDING ANOREOTTl'S CURIOUS IDEA ABOUT BRINGING 
110ROCCO AND ALGERIA TOGETHER), A SECOND ALGERIAN 
PIPELINE IS ONE OF THE REAL ANO ACCESS IBLE 
ALTERNATIVES TO SOVIET GAS (ALTERNATIVE, BE IT NOTED1 
IN THE SENSE OF AN ADO IT I ONAL SUPPLY · THERE SEEMS 

NOii OF ABORTING THE SIB iAN Pi PH iNEl. 

THE IS, AS IIE SEE II THAT THL~GERiANS 
lllll DEMAND A HIGH PR I CE FOR THEIR GAS. IT COULD BE 
ARGUED THAT THIS IS A PRICE WORTH PAYING IF IT 

PRODUCED NOT ONLY MORE NON-SOVIET GAS BUT ALSO A 
BETTER WE STE RN-ALGERIAN RELATIONSHIP . ON THE OTHER 

H AND, THE U.S. HAS ALWAYS ARGUED THAT A HIGHER PR I CE 
TIR Rt GER IAN"'~AS Is UNDESIRABLE BECAUSE OF THE BOOST 
TT IIOULD GIVE TO OTRIR FUEL PR lt:ES. I f FOK SOM~ 

R'E'lmJN IR I S IS KOi SO, IH ERE IIOOLU BE I rie PROBLEM 
OF SUBSIDIZING IN SOME SENSE THE DIFFERENTIAL COST 
OF ALGERIAN GAS. WHO SHOULD BEAR THIS BURDEN? 

1

1/E RAISE THESE QUESTIONS BECAUSE THEY STRIKE US AS 
ONES WE Will HAVE TO HAVE ANSWERS TO IF WE WISH TO 
PURSUE SERIOUSLY THE OBJECTIVE OF DIMINISHING 
RELATIVE DEPENDENCE ON SOVIET GAS . RABB 
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FOR THE SECRETARY FROM THE AMBASSADOR 

E.0 . 12065 : ROS-3. 12/24/01 (RABB . MAXWELL N. ) OR-N 
TAGS : PEPR. [NRG. EM, IT 
SUBJECT: THE POLISH CRISIS AND THE SIBERIAN PIPELINE 

1. .-filllfll lNH• ENTIRE TEXT. 

2. IN THE DECEMBER 22 MEETING ON POLAND OF THE SECRE• 
TARIES OF THE FIVE PARTIES OF THE GOVERNING COALITIOI. 
LONGO. THE PSDI LEADER, ARGUED FOR THE SUSPENSION OF 
NEGOTIATIONS WITH THE SOVIET UNION REGARDING THE SIBEllIAII 
GAS PIPELINE. THE PRESS NOTES THAT THE FINAL COINJNIQU[ 
OF THE FIVE-PARTY MEETING DIDN'T REFER TO THE PIPELJI[. 
WE HAVE BEEN INFORMED, HOWEVER, BY THE OFFICE OF MFA 
SECRETARY GENERAL MALFATTI, THAT CRAXI, THE PSI LEADO, 
JOINED FORCES WITH LONGO IN PRESSING FOR A SLOWDOWN OIi 
THE PIPELINE, AND THAT PRIME MINISTER SPADOLINI AGREDI, 

I 

3. MY JUDGMENT IS THAT WE NOW HAVE AN OPPORTUNITY, 
GIVEN BY THE POLISH CRISIS , TO DERAIL THE PIPELINE DEAL . 
HERE, OVER THE LAST FEW DAYS , THE MEDIA HAVE BEEN FILLED 
WITH STORIES NOT ONLY OF THE REVERSION TO REPRESSIOII IN 
POLAND. BUT ALSO REGARDING TH£ DIRE ECONOMIC STRAITS IN 
WHICH THE USSR FINDS ITSELF. JUDGING FROM WHAT WE SEE, 
THE SAME TWIN THEMES ARE BEING DEVELOPED ELSEWHERE II 
WESTE'RN EUROPE. ANO HERE , AT ANY RATE, SIGNIFICANT 
POLITICAL FORCES ARE MAKING A CONNECTION BETWEEN THE 
TWO: WHY , THEY'RE SAYING. MAKE THE USSR A GIFT THAT 
WILL RELIEVE ITS ECONOMIC DIFFICULTIES, JUST WHEN m 
AGEIITS ARE CLAMPING DOWN ON FREEDOM IN POLAND. 
4. BUT THIS OPPORTUNITY NEEDS TO BE ACTED ON . GIVEM 
EIIOUGH TIME. WESTERN EUROPEANS WILL SLIDE BACK INTO 
DOING BUSINESS AS USUAL WITH THE USSR. 

5, THERE ARE ALTERNATIVES :0 SIBERIAN GAS, AND EVEI T0 
THE CONTRACTS ANO JOBS INVOLVED IN BUILDING THE YAMAL 
PIPELINE . YOU ARE FAMILIAR WITH PROPOSALS FOR INCREASED 
NORTH SEA GAS PRODUCTION, BY BOTH THE UK ANO NORWAY. 
DOUBLING OF THE ALGERIA-ITALY PIPELINE -AND EXPLOITATIOII 
OF THE WASTED GAS RESOURCES OF THE PERSIAN GULF (E.G., 
QATAR) ARE FRESHER ALTERNATIVES . THE SAME SUBSIDIZm 
CREDIT MARSHALL£D FOR THE SIBERIAN PIPELINE COULD BE 
USED TO BUILD LNG FACILITIES AND FEEDER PIPELINES THROUGH 
ITALY TO GERMANY , FRANCE, AND THE REST OF NORTHERN EUIIOP[, 
CREATING THE SAME WORK FOR WESTERN EUROPEAN STEEL~ 
AND EQUIPMENT MANUFACTURERS AS THE SIBERIAN PIPELINE, 
AJjD PROVIDING EMPLOYMENT TO WESTERN EUROPEAN CONSTRUCTIOIJ 
IIORKERS . 

6 . ALL OF THESE POSSIBILITIES HAVE PROBLEMS ATTACHED, 
POLITICAL. ECONOMIC . SOMETIMES PHYSICAL. BUT THC ES
SENTIAL REASO~ WHY THE SIBERIAN PROJECT HAS BEEN MOVJC 

ACTIOII (R,N) 
INFO CJCS: (1) CJCS(3) J3(1) J3 : NMCC(1) J5(1) 

SECDEF : (1) SECDEF(7) USDP(9) ASO:MRAL(1) ASO :PA(l) 
01-1(1) DI-5(1) JS<r-1(1 ) RSS(1) SWS(1) AT-X(1) Yl'(l) 
D10(1) DE(1 ) 08(4 ) DT(1} DlA(l) 

+CSA WASHINGTON DC 
+CNO WASHINGTON DC 
+CSAF WASHINGTON DC 
+CIC CC WASHINGTON DC 

AHEAD IS THAT THE RUSSIANS HAVE CONt UP WITH A REAL PRO
POSAL . A SECOND REASOII HAS BEEN 1HA1 UNDEREMPLOYED 
WESTERN EUROPEAN INDUSTRY -- FRON THI GERMAN PIPEMAKERS 
ON DOWN -- HAS SEEN THE PIPELINE PAOJCCT AS MONEY , IF 
NOT FROM HEAVEN, AT LEAST FROM OTHCJ WISE TIGHTFISTED 
TREASURIES AND BANKS . WHAT TH£ U. S. NCtOS TO DO IS TO 
MATCH THE SOVIET UNION, BY DEVELOPING, THROUGH DIPLOMACY 
AND ORGANIZATION, AN ALTERNATIVE TO THC SOVIET PIPElINE 
THAT SATISFIES TH SAME EUROPEAN Nt(D$ •• FOR ENERGY AND 
FOR WORK -- THE SOVIET PIPELINE NtCTl. THERE COULD BE 
DIRECT COMMERCIAL BENEFITS TO THE U. l,, SINCE INCREASED 
USE OF AMERICAN COAL (PERHAPS AT THE COST OF U.S. ASSIST
ANCE IN DEVELOPING PORTS AND OTHER INFRASTRUCTURE) COUUI 
REDUCE TO SOME DEGREE- EUROPE'S APPETITE FOR NATURAL GAS . 
THERE ARE ALSO BURDENS INVOLVED IN A RCAL AMERICAN EFFORT, 
BUT THESE ARE THE PRICE OF LEADERSHI •• 

7. TO CONCLUDE, I THINK WE ARE BEING DIVEN AN OPPOR
TUNITY . WE , AS A GOVERNMENT , WOULD If REMISS IF WE DO 
NOT TRY TO EXPLOIT IT. RABB 
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PART II -- MAIN EDITION -- ·S JANUARY 1982 tJ 
SURVIVAL SEPTEMBER/OCTOBER 1981 (5 JANUARY 1982) PAGES 209-214 

European Dependence and Soviet 
Leverage: the Y amal Pipeline 
THOMAS BLAU AND JOSEPH KIRCHHEIMER 

Differences among the Western allies over economic relations with the Soviet Union emerged sharply 
in the aftermath of the Soviet invasion of Afghanistan and continued to be present through the recent 
Ottawa Summit. These differences have recently focused on the proposed Yamal natural gas pipeline 
from the Soviet Union, to be financed by the Western nations with Soviet gas supplies providing ultimate 
repayment. There are strong arguments both/or and against: it could reduce Europe's dependence on 
energy sources in the volatile Persiah Gulf, but it might also give the Soviet Union additional leverage 
over Western Europe. The authors urge caution about the project and others like it. Especially in the 
current environment of increasing concern over the East-West balance in Europe, they see strategic 
issues raised by very large and long-term West European commitments to reliance on the USSR for 
energy, and by the potential impact of massive hard currency transfers to the East. More generally, 
Europe may have more energy alternatives than discussion of the Yama/ project has implied. 

Western European nations, led by the Federal 
Republic of Germany, have been negotiating to 
import extensive new gas supplies from the 
Yamal Peninsula in ,Western Siberia. The pro
posed project would develop frontier Y amal 
fields and build a pipeline to bring 40 BCM 

(billion cubic metres) of gas ~r year to Western 
Europe before the end of-the century. At least 
12 BCM per year would go to the Federal · 
Republic and eight to France; the rest will be 
available to Italy, , Holland, Spain, Austria 
Belgium and Sweden: The Soviet Union could 
begin deliveries as early as the mid-80s by 
using 'old' Ukranian or central Asian gas 
and by 1988 she would have extended the line 
into North Siberian fields. The costs of the 
project to Western Europe, mainly for construc
tion of up to 3,600 mile's of pipeline (the longest 
in the wotl~) would , be between SIO and SIS 
billion. Financing' would be undertaken by the 
Western European countties involved and 
Japan at tow, subsidized rates. 

It will be the Western nations that bear the 
economic risk and the front-end costs, principally 
financing. Construction would be mainly in the 
Soviet Union. W:hen the project is completed, in 

perhaps five to ten years, the West would receive 
its stream. of gas as repayment if or, perhaps nine 
years, aft.er which it would buy gas for another 
11 years at a' price yet to be determined. The 
actual payment for pipe, equipment and services 
will be made to Western industry by the Euro
pearl utilities receiving the gas and selling it in 
their domestic .markets. ' . 

The future of the project is uncertain; the 
Western countriC! and the Sc?viet Union have 

Thomas Blau, formerly with the US Department · of 
Energy, is with Jeffrey Cooper Associates; Joseph 
Kirchheimer has been a consultant to several US 
government agencies. 
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been unable to agree on terms, and the Polish 
crisis hangs over the negotiations. Nevertheless, 
the project will be a precedent for future arrange
ments, but there has been too little discussion of 
its implications, either within Western Euro~ · 
or in the Western Alliance. However, critics, 
particularly in the US, worry that greater 
dependence on Soviet energy will confer addi
tional Soviet influence in Western Europe 
and will affect Europe's view of its interest in 
Soviet-American competition, especially at a 
time of weakness in the, Western Alliance. Sup
porters argue that Europe's current dependence 
on Middle East oil is dangerous and should be 
reduced, even if that means somewhat greater 
depende~ce on Soviet supplies. Europe's energy 
dilemma will remain severe, but 'other energy 
sources, especially the Norwegian North Sea, 
may offer Europe more , alternatives than dis- . 
cussion of the Yamal project bas implied, 

Europe's Needs and Soviet Resources 
Consumers and producers in Western Europe are 
faced with unpromising energy prospects, includ
i!lg,·declining output of gas from within Western 
Europe, an,d heavy depen,dence on imported oil 
frdm unreliable sources. They have prospects of 
relief from increasing Soviet gas imports, which , 
also benefit Wes~ern interests in selling manufac
tured goods to the big, 1mexploited Soviet market; 
increasing Norwegian gas imports, circa 1990; 
working out a modus vivendi for Algerian gas (or 
other liquefied natural gas (LNG)); substituting, 
wherever possible, gas for oil, the resource of 
greatest dependence; potential coal imports from 
the US; new, non-Persian Gulf sources of oil and 
gas; and nuclear power. 

Europe prudently has sought to diversify its 
energy sources away from the Middle East. It 
has been spurred, not stymied, by the thought 
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that no sinale alternative so~rce can by itself 
'cure' dependence which is based on a need t~ 
import net, 650 million metric tons of o_il 
equivalent (roe) per year (1 ros• c. 1,200 cubic 
metres of gas). Yet Europe remains much mo.re 
dependent than America on imported oil for its 
energy supplies (about 45 per cent vs. about 
20 per cent) particularly oil from unstable and 
vulnerable ;ources In the Middle East. Three 
fifths of German, two thirds of French, and three 
quarters of Italian oil imports come from 
members of the Organization of Arab Petroleum 
Exporting Countries.1 Oil imports from. ~he 
USSR to Western Europe have also been nsins 
(see Table I). 

Western European planners see gas as 
increasingly important to Western Europe, 
supplying about a third of total ene.rgy consum_p
tion by the late 1990s, replacing pote~t1al 
increases in oil consumption. Oas has risen 
steadily in the European energy picture in a 
decade and a half, from 3 per cent in 1967 to 
10 per cent · in 1973, to 16 per cent in 1979, 
according to the Shell Company. 

However, according to current planning there 
may be a -Western European deficit of gas at 
foreseeable prices in the mid-1990s, in the order 
of 30-35 per cent, even with new sources pro
jected at this time. Indigenous Western European 
gas fields, such as those in Germany and even 
Oroningen in Holland, are running down. 
Remaining reserves in the two largest · markets 
are in the order of a 12-year supply in France 
and nine years in West Germany. 

This bleak outlook may be softened since 
recent demand estimates have tended to be 
lowered as target dates come more clearly into 
view.• Ruhrgas, for example, the leading pro
ponent of the Yamat project, lowered its gas 
demand projection for 1981 by 4 per cent in the 
middle of 1981.ll British Petroleum and con
sultants Petroleum Economics have also been 
reported to have lowered estimates of gas 
demand in the early 1980s. • 

Table 1: Imports or Soviet 011 to Some West European 
Countrle1 

(Million Metric Tons, Rounded) 

FRO 
Italy · 
France 
Finland 
Netherlands 
Sweden 

Total 

1971 1979 Diff'erence 

6 10 
9·5 7 
4 7 
9 11 
0·8 3 
5 '4•5 

34·3 42 ·5 

+ 4 
-2 ·5 
+3 
+2 
+2·2 
-0 ·5 

+8 ·2 

Sourct: Based on CIA lnttrnatlonal Entrl)I Statistical 
Rtvltw. See Note 1, 

Norwealan North Sea energy resources may 
also sharply alter the bleak picture, but how 
soon remains uncertain. Those resources are very 
large; the government believes that the reserves 
south of 62° N could amount to 4,000-5,000 
million roe, of which about 55 per cent miaht 
be gas.• In June, the Norwegian Parliament 
initiated several projects that could begin to 
pay-off by ' 1985-6. £5.2 billion was appro- , 
priated for the development of the Statfjord 
and Heindal gas/oil fields and an 843 km gas 
pipeline to connect the two fields to the Ekofisk 
field complex and thence to West Germany at 
Emden. The line will initially feed 6.5 BCM 
per year into the system. Today, Norway sup
plies up to 18 BCM per year to the Continent, 
half of which goes to West Germany. The 
capacity of the new trunk line could add another 
15 BCM to Norway's European sales.• 

European dependence on Soviet eneray sup
plies is bound to increase in any case. For 
example, Soviet gas exports to Western Europe 
have been rising steadily (see Table 2). With. 
Yamal in place, Soviet exports to Western 
Europe might double in five years. 

The West Oennan utilities, such as Ruhrgas, 
want Soviet gas, even at about S6 per thousand 
cubic feet. The Yamal project could 'make West 
Germany dependent on the Soviet Union for 
30 per cent of her gas supplies. In addition, the 
Soviet Union exported to West Germany over 
180 thousand barrels per day (b/d) of oil in 1979, 
or 6 per cent 9f German imports (the 1980 
figures are lower), 

The Soviet Union has discovered enormous 
gas resources in recent years and claims to have 
identified reserves of at least 26 trillion cubic 
metres (TCM). Although there are ptoblems 
proving that such vast resources are cortuner~ · 
cially extractable, her main problem is develop
ing these huge fields and getting her gas to market 
either in Europe or the Western Soviet Union. 
The big gas fields were only discovered within 
the last 15 years and their location - near· or 
above the Arctic Circle - made them a logistical 
problem. Nevertheless, by the _ 1990s the Soviet 
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Table Z: So,let Exporta or Natural Gu to IOme Welt Europeu (:ouatrl• 
BCM (1970.-,0) 

1970 1975 1978 1980 1990 
Austria 1 ·0 1 ·9 3•0 4•0 6·0-7 ·2 
FRO 3·1 6·0 9·5-10·0 25·2-27·2 
Italy 2·3 5·5 7•0 7•0-10·0 
France 2•0 4·0 10··7-13·6 
Finland 0•7 l •0 ' l ·4 5•6-7·4 
Total l•0 8•,0 17·5 25·9-26•5 54•5-65·4 

Sourc,: Jonathan Stem, Sovt,t Natural GOJ D1Hlopm.nt to 1990 _ 
(Lexlnston, Muaachuaett1: D. C. Heath, 1980). CIA fl,urea are hlaher, See Not~ 1_ . . 
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Union will probably be the largest producer, 
consumer and exporter of natural gas, assuming 
ready access to Western technology. West 
Siberian gas production as well as Soviet gas 
exports increased by a factor of 11 and 14 
respectively in the 1970s.7 During the next two 
decades, Western Europe may come to import 
more energy from the Soviet Union than from 
the Middle East, again depending on Soyiet 
access to Western technology. 

If the Soviet Union falls far short of her tar
gets, it will have more to do with logistics than 
with intrinsic gas supplies. Western experts 
believe that the Yamat pipeline cannot be built 
without Western technology. The USSR contends 

that she could build the line herself, but 'it's up 
to the receivers to supply the equipment, when 
a pipeline is intended only to deliver gas to the 
West.'8 

Leverage 
Despite the potential for mutual benefits, the 
Yamat project raises serious issues of Soviet 
leverage; the project could enable the Soviet 
Union to achieve political concessions as well as 
economic benefits. Even at the negotiating stage, 
the political and economic issues raised bear 
both on relations within Europe and on the 
Western Alliance more broadly. The SlO to Sl5 
billion European share, for example, may well 
seriously affect European capital shortages and 
balance-of-payments, lately a contentious issue 
in the Alliance. Europe's compensation, future 
gas deliveries, are of uncertain value since they 
reach into the next century. By then, even the 
economically questionable but technicatly feas
ible project of today, such as conversion of coal 
to gas, may actually start to pay off. A decade 
after we have over-invested, 'syngas' may be 
relatively cheap. 

Why should those bearing all the risk compete 
to help subsidize this project at rates far below 
the market, thereby taking on additional political 
and economic risks? In 1980, the French and 
German governments competed sharply to lend 
billions of dollars to the Soviet Union at under 
8 per cent interest. The extent to which Soviet 
pressures prevented a united European front is 
unclear. What is clear is that Europe may be 
strategically disadvantaged in bargaining on a 
regional basis with the Soviet Union. In the case 
of the Yamat project, it would make more sense 
for the Europeans to participate less in the 

building risks and the financing. A Soviet 
request for a multi-year grace period for repay
ment at the outset makes even less sense for the 
Europeans. 

As Juergen Eick has . commented in . the 
Frankfurter Allgemeine, 'This is a rather strange 
deal: the suppliers of the pipes also have to 
supply the Russians with the money so that they 
will be in a position to pay for what they have 
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bought.'9 The Soviet hard currency 'shortage' 1' 
is often discussed as a regrettable fact of nature. 
It results, however, from Soviet policies, includ-
ing restricted gold sales, failure to pi:oduce 
marketable products, and large military expendi
tures. Indeed, one benefit to the Soviet Union 
of a Yamal project is that the large financial and 
technological commitment would help her to 
avoid internal reform and sectoral re-allocation 
of scarce resources. It is not clear that such help 
is in the West's interest, nor that it sh9uld be 
offered cheaply even if it were. 

The financial arrangements include an implicit 
guarantee from the German government, for 
example, to underwrite the immense financial 
risks, which highlights and perhaps increases 
vulnerability to German domestic, as well as to 
Soviet pressure not to disturb this project. West 
European banks, for example would expect 
protection of their investment in Yamat by their 
governments, but the extent of general Western 
financing of Eastern debt makes any claim that 
arises out of this project likely to be one among 
many. J. Fred Bucy has recently noted that the 
size of Eastern debt already 'suggests .that a 
default by Eastern nations would seriously 
disrupt the Western financial structure.'10 

It has been said that if a loan becomes big 
enough, the debtor to a bank becomes its partner. 
The Yamal project may be a case in point, with 
the Soviet Union as borrower and Western 
Europe as the bank. West German banks· 
already hold a third of Poland's S24 billion 
foreign debt, a factor in the Federal Republic's 
approach to the Polish crisis. The Eastern bloc 
also accounts for a quarter of West Germany's 
foreign trade, almost equal to the US share, 
after a four-fold increase during the 1970s. 

The project has a constituency in West 
European heavy industries which will act as 
pressure groups for such projects in the future. 

The industrial sectors suffering from the current 
international recession . . . chemical, steel, and 
automotive in4ustries . . . the West German 
industrial giant, Mannesman AG ... (has bad) a 
70 per cent drop in production of its profitable 
large diameter pipe. Mannesman has been the 
primary source of this pipe for Soviet natural gas 
pipelines in the past and the 3,000 mile Yamal 
project would lead to billions of dollars or large 
diameter pipe sales for the company over the 
next five years. n 

In general, the growing corps of supporters in 
European governments and industries committed 
to the project will not look eagerly for alter
natives. It would be prudent for Europeans to 
take steps now to ensure that new energy 
sources will have access to financing in the com
ing years. More of an arm's-length relationship 
between the governments and the private sector 
might reduce the potential for Soviet leverage in 
the project. It would compel firms to take greater 
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re pQnsibility fof their own risk assessment an4 
allow th~ private sector to evaluate the cost of 
funda. foi: the. proj.ect, based on economic 
considerations alone. 

Could the need for European industry in the 
deal create a Soviet counter-dependence on the 
We t'l That is unlikely. As the qeal progressed, 
Wes~m Eqrope, not the Soviet Union, would 
have more invested in it& success. At worst, 
what-.ver the Europeans might leave behind 
cou be used domesticall)l by the Soviet Union. 
European pressures to continue would be 
justi~d by what already had been spent. While 
sunt costs are gone forev:er, to political an·<t 
bureaucratic organwitions as well as to the 
hof4ers of the debts, sunk costs tend to 'justif)I" 
goilfg in further. By providing both financing 
and technology, the West would allow the Soviet 
Ul\ion to minimize the burden of the project oo 
her heavy Industry, left alone for the one task 
at which it excels, military work. Critics mighti 
ask if this project would subsidiz& the con!ltruC
tion of the missiles and tanks pointed at Weste.m 
Europe and China. 

' :sources such as gas h:!.ve obvious clomestic 
importance. Of course foreigp assistl!>n~ il) 
d~velopin..J the· gas fieJds can be paid for eventu:,, 
aJ.ly with a raw product requiring a minimum 0ft 
Soviet scarce factor input11. Yet larg,e projec~ 
take the Yamal pipeline support Soviet intemaJ 
development. Once the pipeline is install~d. 
additiond development into new fields is (a, 
ea&ier. The West. in effect buys the &Qviet Unfon 

the ~ey element in such development, the. Soviet 
v~1Qn of the 'right of way'. The hard curreqcy; 
e1Unings of Soviet g)ls e..xport& shQuld'. if pJ;u1s 
•ta); on. track, e.qval in the micM980s those Qf' 
l'l& and oil export.s together at the start of the· 
d~cle. Is it in the Western interest to help, 
SQ 1et energy development? The ans.wt;r is not 
c;asy. The negative argument is that Western 
a~11tance may help, the Soviet Union to avoid. 
f!lClllg the costs of her system, including unah@ted 
military spending. More than ever, the W«tl 
needs to evalu..ate- its interest in furthering Sovi_e._t 
en~gy autarky alld the national security implica .. 
tion~ of oil and gas technology sales to the East., 

Finally, the most obvious Sovtet teverago in 
the pipeline. woufd be the eveF-present potent.i~l 
oft_ a c.ut-off. Recently Soviet oil prices have been 
r31sed an_d gas supplies, interrupted, supposedly 
~y techmcal problems, perhaps by quiet diver
s10.n of supplies to help in domestic and Eas_t 
European shortages. These interruptions have 
~rred 'Yhen they _should be, least likely -
dunng an mtense Soviet courtship of the West 
to ~nclude the Yamal deal. At. the same time 
a S.oviet trade official in WC$tem German; 
Qv~,y threaten~d in Autumn 1960 to stop 
existing gas $.hipments unless the Federal 
Republic; was 'co-operative' and opposed tracte 

------------------
sanctions against the Soviet Union after t e 
inva~ion of Afghanistan, thus highlighting t e 
future possibilities of Soviet leverage.I.I 

Perhars the Soviet Union will spe.l\k rudely 
b~ <;_Qnt1nue to seJI and reap the profits du.ring a 
cnsis, as. she did during the 1973 embargQ, 
However, if the price increases sharply, a selle, 
may feel less need, and a buyer may be Jess able 
to trans.late the entire increase into mone)I, 
Polit,iqal favours may then be demanded and 
given. 

Eaew Alternatives 
Wb.ether or not the Y amal pipeline is buih 
alternative sourees of new energy will be impOl': 
tant in minimizing Soviet influence over Weste · 
EurQpe. WhiJe a 'big new gas strike', for example 
probably would not make Europe forego the 
Yamat deal, several new energy projects oould 
reduce the need for Soviet supplies and thus the 
potenti.al for energy leverage. For the J99Qs 
American coal, either to be burned directly o; 
g_as.i.fied, is a major supplementary option, 

altn.oqgh coal development haSc been slow on 
bQtb sides of the Atlantic. 

A number of significant pew are.as of ga:, 
pqtentiaJ exi$t wh_ich could be developed in 
a.bQu,t the ~ tune a& the Soviet pipt:lin • 
P-e haps th.e II!O unponant is the area ofl the 
Norwegian ll/4 bloc,k in the North S~a. While 
it$ Clplojtation will be difficult and expensive, 
it lbou)d not ex~ the costs of the Yamal 
pipe.Ii~~. especially considering the subsidized' 
D;lllUl.CUlf and the economic, political and security 
nsks Qf the ~3tte__r. First, however, Norway may 
n ii to tllodtfy bet ee,onQmie and ·environmental, 
~D§erva.tism toward'& North Sea development 
1u favo~r of be, interC$t in the. irulep¢ndence of 
b.et . All e.$. Al o, North Sea gas development 
WQJl.td be helped by a sing!~ integrated gis-

theriJ18' system for the region. The nationalism 
that; stand.sin the way of the North Se.a countries 
doing that indirectly contributes to the demand 
foi: the Yamal pipeline. 

In general, the world gas picture is. evolving 
quJcR.ly, driven by the rising price of oil. Gather
ing and transporting gas from new arc;as of 
p~od~ction is enormously expensive, whether by 
i;u~hne or by LNG in container ships. An LNG 

S~lP- can cost $200 million; associated gilsifica
tion plants cost twice as much. There is, however, 
a lot of gas to, be developed. Known gas re..serves 
are ~bout two-thirds of known oil reserves on 
an ene.rgy equivalent basis. Annual gas con
sqmptio , however, is tes.s tba.n half of oil 
production, and international shipm®ts are 
only abQ~t 5 per cent of world petroleum trade.1• 

There 1s much less experience in evaluating 
and d~aling with gas and LNO than with oil. 
Hence, 'growing pains' constrain the industry. 
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There are major pricing alsputes, for example, 
between the US and Algeria, and not all energy 
planners take gas seriously. The Carter Admini
stration repeatedly slighted gas, as in its dealings 
with Mexico and the Soviet Union in 19771' and 
with Nigeria in 1979.10 The Nigerians are now 
at work on major gas production efforts,18 as in 
much of West Africa.17 The Economist, however, 
reported in July that Nigeria's projects had 
'been shelved. The need for Russian gas in the 
1990s will depend partly on whether plans for 
them are revived before then.'18 Still, European 
efforts to develop LNG from West Africa and 
gas from the North Sea should take priority 
over the Yamal deal. If these other efforts are 
successful, then the Yamal pipeline, if completed, 
might actually serve as insurance against price 
gouging and leverage by LNG and oil shippers. 

Energy security, with or without the Yamal 
pipeline, also can be enhanced by energy storage, 
strategic reserves, nuclear power, increased dual 
capacity to use gas and coal by consumers and 
overlapping, versatile energy distribution systems 
in Europe. It is true that many alternatives 

·· produce only 'small' amounts of new energy 
while presenting organizational and political 
problems. In combination, however, their energy 
security benefits can be significant. 

'' I ' NOTF.S 

· To the extent that the Yamal pipeline is given 
a critical role in Western European energy 
planning, and to which Europe allows domestic 
institutional and political commitment to it, as 
well, may seriously affect European independence. 
The project's dangers would be reduced by 
developing all other energy opportunities; evalu
ating the project strictly for its energy-economic 
merits; and bargaining by the Europeans that is 
as tough as that of the Soviet Union. This 
bargaining should oppose domestic dependence, 
and push for a significant Soviet role in the 
financing. It is not a problem for France to be 
dependent on Holland; it could be a problem, a 
very serious one, when France is dependent on 
the Soviet Unit>n. 

Europeans may have good reason to sustain 
negotiations with the Soviet Union, regardless 
of the outcome on this project. Given advan
tageous terms and manageable contingency 
planning, an energy relationship with Moscow 
could complement alternative suppliers and help 
moderate their price demands. To the extent, 
however, that the terms are not advantageous 
and the potential contingencies not manage
able, Western Europe will face increased prob
lems in the trans-Atlantic relationship, and 
especially in how the · relationship conducts 
security planning. 
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When Friends 
' Turn Nasty 

~ tlnklbd cutl from frlenda all over the world 
confronted the Reapn admlnlatratlon It re
tl:lffledt\to ,..ork thla week, West Germany, Ie-
1'1111,•Saudl Arabia and China have all chal
illllci,&be United Btatll In recent daya. 
. flarih rebuff a are temptln,, But the wiser 

mweil to avoid showdown& now, while the ad· 
mtntnratlon, with a new National Security 
team-«t the White Hooee, oraanlzea a atrat,qy 
ro,:dtallng with a world that la slipping out of 
~trij!:• 
· TM•meaneat lhot came from Chancellor Hel• 

mut, Sehmidt, who W11 vacatloninir In Florida 
p,lof ie a meetln, with the preaident. In an In• 
tetvli# with Jamee Relton of The New York 
~~, the German leader picked a public fight 
wltll·tne United States on half a dozen touchy 
ill\iet Ehrown up by the military crackdown in 
PoW, 

He refuled to go along with the United , ;•in unctione aplnat Riala. He Insisted 
· ·the Polish IU'Olllfflll', Gen, Wojclech Jaru

ze ""'wu primariJ.v a pat.riot. He acoffed at 
~ the United Statea mi,ht feel con• 
~ to pull troops from Europe. He aald 
~l\<>ffllc difficult were at leut aa Important 
u Uw'Polish crisis, and laid the blame for them 
OQ Wal\i1ngton. 

·,1,Wtachem Begin started the lateet apate of 
~ In the Middle East. He unilaterally an• a,.,, .~ Golan Helghta, a piece of territory 
occuplecl by Iaraeli troope, but conaidered by 
the UAited State&· and all Arab countriea as due 
f~ rt~rn to Syria under any peace aettlement. 
~ V,qited Stat.es alapped Begin on the wriat 
by ••nding a recent Memorandum of Un, 
dtlitucling that tltabllahed a "strategic" rela• 
tloQ~een the two countries. 

Begih then denounced the admlniatration In 
11vage terms that intimated it was 'anti-Semitic 
and u,itruetworthy, 

The Saudis, up to that point, had been work
ing with Washington to advance the so-called 
Fahd p~ as a vehicle for negot~tlons between 
Israel and the Arab world after the Camp David 
Accords run their courae with the return of the 
Sinai c'-rt to f.cypt In April. At a aummlt 
meednt In Morocco on Nov. 26, the Fahd plan 
met opposition from the group of radical Arabs 
ltdlw Syria, and including Iraq, Libya and the 
Paleitlne Liheration Oqaniution, The Saudis, 
with support from the mo~ or Morocco 
a!ld 'IJdrdan, vowed to keep on trying, and ar
rd(emenui were made for a visit to Wuhln«• 
tori:J)y Crown Prince Fahd. , 

Blit"after Begin erupted on Golan, the Saudis 
n,~''with unwonted IWinn. to take dla~ 
~~:rom Washington and restore their 
a' ' with the radical Arabs. On Dec. 22, 
- •- - - - fl - L..I ----!-......JI •L- Cl.-:i ... L..J ... D .... L 
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Manhunt 
Search/or U.S. General Dozier 

W earina bulletproof veat1 and carry
Ina machine aun1, a 2,000-man Ital

ian force combed northern Italy lut week 
a, the mu1ive manhunt continued for kid• 
naped U.S. Briaadier General lames Do
zier. Actina on a tip, score, of officen 
swarmed over tiny Ponte Alto (pop, 91), 
searchlna doze111 of houses and stopplna 
cars on snowy roads, but they found no 
trace of the 50-year-old Army general who 
was abducted from hls apartment in Vero
na on Dec. 17. The Italian government 
sent hundreds of reinforcements and al
pine troops to join the search. At a road
block near Padua, four suspected terrorists 
were arrested at gunpoint and held for in• 
terrogation, though any connection with 
the abduction of the American general 
was not revealed. 

The Italian government, with U.S. 
support, restated its policy of "inflexible 
firmness" in refusing to negotiate with the 
terrorists for the return of Dozier, the dep
uty chief ofstaff for logistics and adminis
tration at NATO's southern Europe land 
forces headquarters in Verona. However, 
police authorities in Verona offered a sub
stantial reward. reportedly up to $167,000, 
for valuable information on the case. 
Moreover, by week's end a group of 
Dozier's friends had put up a S 1.6 million 
reward for information leading to the gen• 
eral's release. 

Italy's Prime Minister, Giovanni Spa
dolini .. called the Red Brigades' action ''a 
quantum leap in which the terrorists are 
trying to transform their armed move
ment into an armed party." He said that 
the Italian secret service was investigat
ing postible ties between the Red Bri
gades and West Germany's Red Army 
Faction, a band of left-wing terrorists 
mentioned as potential allies by Dozier's 
captors. The West German group has 
been linked by authorities to the Septem
ber attempt near Heidelberg on the life of 

General Frederick Kroesen, commander 
· of U.S. Anny forces in Europe, Said Spa• 
dplini: "The explicit attack on NATO, the 
connection with the attack in Germany, 
demon1tn&te1 that in the new atrateaY of 
terrorism there ii a prevailina interna• 
tlonal objective." 

Meanwhile, police expertt were ana• 
lyzinlJ copies of a photoaraph distributed 
by the Red Briaade1 1howfna Dozier with 
a bruise under hi1 left eye and holding a 
placard inscribed with leftist 1loaan1. It 
read, in part: "The crisis of capitali1m ae11-
erate1 an imperiali1t war. Oniy an antl•im• 
periallst civil war can end the war." A 
communique, the second that authorities 
have received from Dozier'• captors, and a 
separate 188-paae document accompa
nied the photo. The ramblina tract, titled 
"Strategic Directives December 1981." 
was the first discussion· of the Red Bri
gades' new policy of violent confrontation 
with NATO. It also called on other left-wing 
terrorist groups to unite in the struggle and 
implied that efforts had been made to infil
trate the pacifist movement in Italy. 

Ominously, the communique sai~ 
that the "trial of swine Dozier has be
gun." Because .the message contained no 
demands or conditions for Dozier's re• 
lease, investigators speculated that the 
general had already been sentenced to 
death. There was no indication that any 
sensitive NATO information had been 
forced from the general. Said a U.S. offi
cial who knows Dozier: "What we're in, is 
a prisoner-of-war situation. Name, rank 
and serial number-that's all they're go
ing to get. Dozier's not going to make it 
easy for them." 

While the search went on, Dozier's 
wife Judith received messages of sympa
thy from both President Reagan and Sec
retary of State Alexander Haig. Main~ 
taining a vigil at her home in Verona with 
her two children, Mrs. Dozier appeared 
for a second time on TV to thank the Ital
ian people for their support. Said she: 
"Please continue to pray, You are in all 
our hearts, and we know we are in your 
hearts." - By 11w, Ho¥19, R-,,orted by w.n.,. 
0.11"'6/Rome 

i" ."'8 . canceling the projected Fahd visit to 
W-.bhlgton. On Dec. 26, the Saudis,aettled .a 
lollf'ltandini border diapute with Iraq, On Dec 
31, . ,they, reawned diplomatic telatlone wit.h-
Liby£ ; . 

· O"'9f"last weekend, Saudi offlelall put It to 
the· U,.1'9d State&, They aald they were ready to 
coriwwe with the Fahd plan, but only if the 
Unftet , State& fint slapped down lsrael
pl'IIUinably at a seesion of the U.N. Security 
Council· on Golan scheduled for thia week. "If 
truftl•u no change in U.S. policy," Foreign 
Mil\ieUr Saud al-Faisal warned in an interview, 
"all dl~ione lead to conflict in this area." 

even· such mild aupport woulel put the whole 
U.8::-ct\ina connection at risk. "If the U.S. de
sireinc1, preaerve and develop ita relations with 
Chfffl,11 the official Peoplee Dally put it, "it 
mµat aeek, on the basis of genuine respect for 
Chlneae· sovereignty, a solution to the i11ue of 
88llini:irme to Taiwan." 

·Aw 1for the Chinese, contention aroee from a 
camP.aiRn promiae by candidate Ronald Reagan 
to gf.ve•military support to Taiwan, That com• 
mlWtnt has been watered down to a proposal 
t,, n111~ •vall.ahla anare Dart.a for weanone the 

American responNI to auch preeaurea are 
clearly in order. In the long run, this country IF 
probably going to be obliged to come down very 
hard on Schmidt and Begin, ind to let the Sau• 
di8,.,and Chinese know they cannot dictate 
A~~policy. 

But firat Washington needs to work out a 
coiioetted course of action for dealing with its 
wo,,Wa.,ide problems. ~ for the time being, it 
rnuea,M'nse to let the ellnga and arrows bounce 
of(,·~~~. when friends tum nasty, a good way 
to 1how how much thia country count& ia to put 
the WQl'ld on hold for a apelt 

-t 
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ANNEX NIGERIAN GAS FOR WESTERN EUROPE 

(CJ Nigerian natural gas from the Bonny LNG Project represent• a 
partial aid-term energy supply alternative to the Soviet Yasaa·l 
pipeline project. Bo~ ni n~~~7-:c:o~u~l~d~s~u~=~ ~:::----::::--=-~:=-i.:=-:.;;;.::.;!;!_ 
markets · ·c h• -
lete- .19·8 . resents. . 
perc~nt_ of: .. . the . ant1c1p.ate . output . rom- the- f lin·e-. · · 

{C') The Federal Government of Nigeria (FGN) has a strong economic 
interest, given declining crude oil exports and a finite ail 
r~sourc~· base, to implement · the Bonny LNG Project. The Nig•riana 
appear to recognize the pricing and policy problems in marketing 
half of the project output (0.3 tcf/year} in the U.S. and appear to 
be concentrating their efforts on the European market. The Europeans 
appear interested in obtaining the full project volumes but find 
the Bonny price high and have concerns about of Nigeria's ability 
to implement this project. 

(CJ The U.S. strategic interest in energy alternatives to the 
Siberian pipeline and Nigeria's economic need to develop the Bonny 
LNG project suggest a basis for developing alternate gas supplies 
for Western Europe. A high level USG approach to the FGN combined 
vith offer& of tangible. U.S .. assistance in. fa~ilitating Bonny LNG 
coulc5 c:onv1nce the Nigerians to expedite full development of the 
project for the European gas market. The elements of a U.S. offer 
could include: 

o The USG could urge the Royal Dutch/Shell Group to asaume a lead 
role as technical operator of the proposed liquefaction plant, 
thereby providing management skills and technical expertise to 
replace Philips Petroleum who recently withdrew from the project.. 

o The USG could facilitate, if appropriate, export of energy 
equipment and technology for this project. 

o The USG could indicate a favorable posture towards Eximbank 
financing, to assist the FGN in implementing the project.. 

o The USG could quietly indicate to the Europea·ns at the IEA,. and 
the Economic Summit preparations and bilaterally the merits of 
the diversificati~n. of world gas trade. We would urge the 
£uropeans on a sustained basis to give favorable consideration 
to Nigerian LNG as a major gas supply sou.rce. 

. . 

o The- u·.s. co11ld maintain the tt!chnical capa·bility to receiver spot 
shipments of Nigerian. LNG in the event of temporary g•• shortages. 
U.S. capability to purchase spot cargoes could help to rationalize 
seasonal Nigerian LNG production and European purchase patterna. 

(Cl Whlle th~ U.S. offer represents a first step, the European• 
are likely to remain somewhat skeptical until the Nigerians fulfill 
~eve-ral conditions: :·/ E,v1oo1i~..,.1.11,FIED . · 

,. 
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o Nigerian officials must obtain project fin~ncing and begin 
project implementation during the coming year or soon thereafter. 

o Th~ Nigerians must reduce their price demands on ~he Europeans 
to t.he point that Bonny LNG _ia _compe.t.itive .wi_th _the Yamal project~. ,.·. ··· · · · ·· · · · · · ·· · · ._. .··_.. · · · · 

Next Step 

Senior USG officials should seriously conside~ making a high level 
approach to the FGN to ascertain the prospects for energy cooperation 
rthat. would result in the marketing of Bonny LNG in Europe. 
E-; · .·. · .. ·. ~- -
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Draft Strategy Paper for the High-Level Mission to Europe on 
Oil and Gas Equipment Trade Controls and Credit Limitation 

Ultimate Objective 

Denial of resources to the Soviet Union and the Soviet Bloc in 
order to limit the ability of the Soviet Bloc to build up its 
military forces and engage in external expansion. Additionally, 
the lightening of the necessity for an increasing diversion of 
Western resources to counter the Soviet military buildup and 
external initiatives. 

Intermediate Objectives 

Several policy initiatives can be and have been adopted and 
considered in order to help achieve the ultimate objective. This 
mission will concentrate on two: (1) the creation of delay and 
uncertainty over the ultimate completion or at least the date of 
corning on stream of the Siberian gas pipeline, (2) denial, restr~c
tion and/or the raising of the cost of Western transfer of resources 
to the Soviet Bloc in the form of medium- and long-term official 
and officially guaranteed credits. 

Cost/Benefit Calculus 

The benefit sought for in the form of the ultimate objective is 
long-term. Therefore peripheral short-term benefits $hould be 
foregone where essential, and short-term costs of substantial 
magnitude accepted to .maximize the likelihood of achievement of 
the ultimate objective. 

Strategies 

The strategies to be applied to the intermediate objectives 
include: (1) Tradeoffs, especially short-term benefits and costs, 
for long-term benefits. (2) Delays. Any substantial delays in 
the completion of the pipeline will maximize costs to the Soviet 
Bloc, minimize eventual gains of the Soviet Bloc and damage Soviet 
Bloc creditworthiness. (3) Anxiety. Any increase in the anxiety 
level of Western governments, banks and industry concerning lending 
to or trading with the Soviet Bloc will tend to facilitate achieve
ment of the intermediate objectives. 

Constraints 

Negotiating positions and tactics will be constrained by the 
following factors: 

• The European environment, especially economic conditions, 
fear of the Soviet Union and resentment of the U.S. position of 
using the Polish crisis to attack the overall credit and trade 
climate with ·the Soviet Union. 

I , 

5i:C~i:T 
Review February 8, 1988 



·-. 
-S fl CftE 'i' 2 

• Internal pressures, especially from the natural allies 
of the Administration and the labor unions. 

• Resources, including availability and the will to apply 
them. 

Initial Negotiating Positions 

That the countries visited themselves place export 
controls on our subsidiaries and licensees. 

That we jointly restrict official and officially
guaranteed credits to the Soviet Union and the Soviet Bloc 
based on some formula or ceiling and raise interest costs on 
any additional credits to a uniform level of % per annum over 
LIBOR. 

Negotiating Tactics 

Offers (to be used as necessary) 

• Release G.E. rotors already in Europe (verify 
that there are only 22). 

• Promise to promote use of embargoed eequipment on 
the Alaska pipeline (check likely construction schedule 
for the Alaska line). 

• Offer compensation for additional storage costs, 
if any (estimate possible costs). 

• Offer additional defense procurement, especially 
to Rolls Royce (estimate value). 

• Offer energy alternatives package. 

Threats (to be used explicitly or implicitly as necessary) 

• Reduced purchases from Rolls Royce. 

• Reprisals against subsidiaries and licensees 
violating our controls if we must impose them unilaterally. 

• Use trip to propose consultations on mutual help 
in case of partial or bloc-wide default (implicit threat). 

Resources Required 

--tiECRE't 

Money (estimate possible amount required). 

Presidential authorization. 

I • 
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Will. That is, the firm decision to impose the 
extended controls if the trip is unsuccessful. 

Alternate Outcomes 

Maximal (probability low) 

• Export controls placed on U.S. subsidiaries and 
licensees by the European countries. 

• Credit restrictions. and/or substantial increase 
in interest charges. 

Optimal likely (unilateral controls not triggered) 

• Certain exports controlled (at least Dresser 
subsidiary and General Electric licensees) 

• Credits made substantially more expensive 

Minimal acceptable as a result of the trip but 
unilateral imposition of extended controls triggered 

• Exports delayed through unilateral U.S. action 
but without giving the Allies the facile excuse that they 
were not effectively consulted and asked to cooperate in 
the only effective way in not undercutting our sanctions. 

• Credit availability to the Soviet Bloc lessened 
through uncertainty and anxiety on the part of governments 
and banks. 

Timing and Itinerary 

Although speed is important, it is equally important to have 
the trip as well-prepared as possible, since this will be the 
last diplomatic effort before it may be necessary to take certain 
unilateral measures. 

I would suggest visiting Rome first, since Italy is likely to 
be the most cooperative, and thus the trip might build up a 
certain "momentum of success." 

In light of the above, I recommend the following itinerary: 
Leave Wednesday evening, February 17, 1982 for Rome, 18th in 
Rome; leave evening, February 18, for Bonn, 19th in Bonn; leave 
evening February 19, for Paris, 20th in Paris. Sunday, February 
21 in Paris or London to assess the results of the Italian, 
German and French meetings and adjust negotiating techniques, if 
necessary. Monday, February 22 in London. Leave evening, 
February 22r for Washington. 

--6ECREI I • 
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So as not to be dependent on commercial schedules, but more 
importantly to add emphasis to the importance of the trip, it 
is recommended that an official aircraft be used. 

Miscellaneous 

Embassy Tokyo must be kept fully informed of the purpose, progress 
and results of the trip in order to be able to make subsequent 
representations along the same lines to the Japanese government. 

SECRET 
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February 22, 1~~892----

Terms of Reference for High-Level USG Mission to Europe 
on Soviet Sanctions 

Rationale for Mission 

-- An historic opportunity exists to substantially weaken 

the Soviet Union by taking advantage of its economic and 

financial situation through reducing the flow of resources 

from West to East. 

-- Our allies must be given new incentives to induce them 

to participate in a useful program before the USG is forced to 

take further unilateral measures with possible negative impact 

on the alliance. 

-- Domestic pressures exist for imposition of a further 

set of sanctions, alone or preferably in cooperation with our 

allies. 

Assumptions 

The Siberian pipeline cannot be stopped at this point, 

by U.S. coercion, without incurring intolerable diplomatic costs. 

However, by persuasion, working with the Dutch and Norwegians 

and an alternative energy program, we can lessen the growth 

of European energy dependence on the Soviet Union. 

-- It is in our long-term interest and that of our allies 

to get them to reduce or cut off new official credits and 

guarantees to the USSR and to restrain the flow of financial 

resources to the USSR. 

Objectives 

To achieve a more consolidated response to the Polish 

crisis by beginning negotiations to get the allies: 

/ DECLASSIFIED 
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-- To cut off, severely limit and/or make more expensive 

new medium- and long-term official and officially-guaranteed 

credits to the Soviet Union. 

To reduce Soviet exports of non-essentials to the West. 

To limit European dependence on Soviet energy. 

To define more clearly what we mean by not undercutting 

our measures. 

Means 

-- By proposing an agreement to press for an end of 

repression in Poland by ensuring that no additional medium- or 

long~term official or officially-guarantee~ credits will be 

granted to the Soviet Union, as well as considering measures 

to counteract the impact on the financial markets were 

there to be a partial or bloc-wide default. 

-- By telling the Europeans that a minimal interpretation 

of their promise not to undercut our sanctions in the export 

control field is to discourage their firms from entering new 

prime contracts with the Soviet Union where American firms have 

been forced to withdraw from contract-bidding or contract

performance because of U.S. controls~ 

By convincing our allies to participate with us in a 

program of raising tariffs, and/or imposing quotas on 

non-essential Soviet exports, or by other means, to restrict 

allied imports of these items. 

-- By presenting a meaningful package of energy alternatives. 



Negotiating Tactics 

To offer: 

-3-

o Increased defense procurement. 

o Cooperation in a program of energy alternatives. 

o Consideration of increased federal expenditures for 

coal port development, to be reimbursed mainly by_ 

user fees. 

/o Consideration of support for legislation on 

simplification of rights of way for coal slurry 

pipelinesJ 

N.B. Though this has been rejected by Cabinet Council, 
we should test whether its importance to Europeans 
makes it worth reconsideration. 

o willingness to consider requests for moderate changes 

in our export controls to help relieve European 

problems (e.g. the 21 rotors now in Europe). 

To say: 

o A consolidated joint program with the allies will 

reduce the pressure on the United States to take 

further unilateral economic steps in the current 

Polish context. 

o We agree to consider measures to counteract the impact 

on the financial markets of default by countries in 

The Soviet bloc. 

o We should all work with the Dutch and Norwegians to 

help overcome their problems in furnishing · increased 

gas deliveries. 
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Resources Required 

-- Up to $1,000,000,000 may be required from the defense 

budget over a period of 3 years. 

-- Increased federal expenditures for coal port development 

to be reimbursed mainly by user fees. 

Make-up and Timing of Mission 

The mission will be led by Under Secretary of State James 

Buckley and will include Under Secretary of D~fense Fred Ikle, 

Under Secretary of Commerce Lional Olmer, Assistant Secretary 

of the Treasury Marc Leland, Director of Policy Planning of 

the National Security Council Staff Norman Bailey and a limited 

number of aides. 

At this time, it is proposed that the mission leave in 

approximately a week to ten days after terms of reference have 

been approved by the NSC; and visit Rome, Bonn, Paris and London, 

in that order. The Embassy in Tokyo will be kept fully informed 

and the Japanese government asked to participate fully in all 

measures agreed upon. 

Prime Achievements to be Sought by the Mission 

The beginning of negotiatioris on a package of consolidated 

allied economic measures to restrain the flow of financial 

resources to the Soviet Union and establishment of a tone of 

cooperation to achieve common aims as opposed to one of 

threatening unilateral action in the event of failure. 
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As r.equested in Judge- Clack• a memorand-ma··;ot -llercb- : lftt ,._, 
inter-agency team, headed by Under secretat7• of ·-Stat:•-IAk-l•r· 

_·ahd consistin~ of senior officials from, th~ Departments of 
Defense, Commerce,. Treasury and the National. Security COt1ncil, 
visited Bonn, Paris~ London, Rome and Bruseela Much 13-20 foe 
~a lk!3- on developing Al new- system to restrict aign-if icantly th• . 
' . \ 

flow of official credits and credit guarantees t~ th• sovi•t · 
Union... . · 

. . , ,. 

. 'rhe mission·_ proposed that tht!'- Allies :foin t:•thet. to· 
e·limihate official subsidization of .cr4tdit• alt09eth•r,. to 
restrict the volume of ne~ official credita and guarantee~ ta 
th~ Soviet Union and to establish a mechanism which could 
~ohitor the- flow, of official credits- and credit guarani:eee to 
the Soviet Union. Tbe mission als~ proposed that the Allie• 
halt temporarily further credit extensions, and guarant••• to 
the Soviet Union pending agreement on a long-term ■ystem, and 
that . they· exchange _the financial data requii:ed ta design and 
moniior the restrainta agreed upon. 

- · .... .... •.- . 

• · Th~ mission failed to secur~ agreement to a temporary halt .. · 
in new credits and guarantees, but did Ncure agreement to 
enhahced exchange of information on credits and guarantees. 
In accordanc& with th~ memorandum of March l, the critical 
issue~- development of a new system of official credit · . 
restrairtts· -- was conveyed as a matter for· genuine coneultatioft 
arfd discussion, and was treate<f' aa- auc:h- by our European · 
Allies~ While- it did not thus. evoke final or conclu-siff 
responses on this issue, the mission did engender a proce•a 
which is sufficiently promising to warrant further effort&. 
Key opportunities. for the- Europeans to diacuaa, the polit·ieal 
imperatives of our initiative are· the March 2:%-23 l'o.rti9n 
Ministers meeting and the March 29-30 meeting of Bu·ropean Roads 

· of Government1 we will also follow up with bilateral · 
d i scussions to develop specific areas of agreement. Continued, 
vigorous us action to promote an early European conseneus on 
the need · for credit restraints is warranted, in our jt!dgment, :-:-·---·- .: 
it should be followed by negotiation of a framewotk for 
cooperative action for _approval at Versaill••• 1 

. . . -.... 
. . ,. "' _- -. -

The mission's consultations mad• cleer that we are ••k·inf 
ou r Allies to adopt a very substantial change in traditional 
trading practices in which all nations ar~ treatod aliko, and 

· · t b ~gtee that the soviet Union cannot be conaidered al •just 
!;;: another country" for purposes of foreign trade and export 

'•c credits. The Germans went to great lengths to d@ecr·ibe -why 
~ they -could not restrict credit guarantees to the 8Gviot■ • Th• 
cc French claim that an existing protocol with th• Soviet• would 
Z in tact prohibit restraints on official crGdit.a and 

ra 

guar antees. Both, in short, emphasi:ad vhy they felt QUr 
specific _goals were unworkable, while exprecaing interest in 
coop~rating oh the narrow issue of interest aubeidioa. Tho · 
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Pritielr and the Italians,. howeve-r, ace- prepared to.-.·wo~k with' ua 
-in developihg a. consensus acceptable to all.,_ ·We- ~und tu . . ... 
~-maller Allies generally suppoctive of- our efforts.. '?hey •••m. 
particularly anxious· to put_ an end to what they see- as 
financially ruino~s c~mpetitio~ affl.Q~g -120cters in offerinq to 
t inane~ Soviet trade at below mar~et rates~ 'l'heir concern, 
however., ia, that any agreement on. credit restraints,, adquataly 
protect the·ir relative: ma,: ket. shac.ea. They emphaaized tbe need 
to irtelude. Japan and all. other significant countries. lfhtt 
European Commission offered lta active aupport . in- ,bui-ldi119 • · ·., 
consensus· Presic!ent Thorn asked, howenr,- thctt: we undei:atand. 

_t h~ problems involved in creating~ consensue within the 
commutiity and beyond.. NATO as= an organisat-ion, and SYG' tuns 
pi? r sottally,. can also be, counted on to be, helpful .. 

, · A~ ail stops along the- i tineraryr the miaesion expla:t'nod ·to- . 
the Allies . the nature of the President's decision regarding the 
applic:abiiity of his December. sanction■, aa they pertain to .· 

·. exports· of oil and gas equipment to the Soviet Onion., There 
can be no Allied doubt regarding his determiftatioa to taOYe 
strongly against the Soviet Union not only beaauae of ita 
~ction ih •eoland but aa ~ result of the Soviets' sustained 

· m_ilitary build-up in the· face of past Western restraint.. We 
stressed also. th~ importance the President placed on early 
actiort to achieve effective restraint on future official 
-credits and c·redit guarantees. 

We found general agreement in Europe that policies 
followed .by the Western Allies during the last deett<H in 
extending bug~ amounts of credits to Eastern European countries 
and the Soviet Union were fundamentally misguided. We alao 

.found indications th4t the sort of -reverse leverage• which we 
. had feared does affect our European Allies. Thoee cou~tri•• 
with the greatest .exposures in Eastern Europe and the soviet. 

· Union, notably the Federal Repu9lie of Germany and Franc•, ar• 
in~eed inclined to regard future credits aa • means to ensure 
repayment of past loans. Our greatest leverage. on them may be 
the position that domestic political pressures preclude our 
cooperation in handling the debt situation in Poland and 
elsewhere so long as the Europeans refuse to place restraints 
on additional credits to the Soviets. 

The mission was encouraged during its ~Goting with Belgi&n. 
Po reign Minister Tindemans on March 20 to le4rn that ho planned 
to raise our initiative with his EC Ten colle&gues on March . 
22-23; and to recommend, as Chairman of the Foreign Miniaterial 
Council, that the Allies cooperate with us in this effort. 
Consultations should also begin rapidly within NATO on the 
strategic aspects of the cr·edits problem. We have raised thia 
problem with Japanese Foreign Minister Sakurmachi during hie 
visit to Washington this week and have been Qccured of their 
support of any restraints subscribed to by the Alli~nco. 
Canadian support is also important, and mission members plen to 
visit . Ottawa shortly. 

. ' ,.- ... 
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In sum,. our intiativ is well. launched .. 'f!ut .obatacles 
ahead a~e both substantial and substantive Howev~r, our 
Allies increasingly share our perception of the strate91a 
danger 4hd financial risk of the continued flow ot credits and 
credit guarantees- to the Soviet_ Union, and. the: finan<:-1411. 
collapse of £astern Europe, which cannot but affect the Soviet 
Union,. is: a·lso working to o~ t: advantage.. It is- possible, 
though not certain ,. that an agreement can be ready fot app.ro'(at 
at the ~rsa ill es Summit in which the, Preaident and the-· othlr 
key Allied leaders ~ill participat& June 4-6 • 

. Th& mission also used its talks in Europe to encourag~ our 
Allies ta take another look at commitment~ to purchas• Siberian 

.. gas in light of recent changes in gaa supply/demand proi•eticma 

. ·as well as our concerns over posaibl~ dependenc~ on So~let gaa 
supplies: and hard currency flo.ws to the- USSR. While current · 

-indiciatibna are that the Germans and French ar~ determined to·· 
go ahead with the project and that the Italians vill aoon joitt . 
the~t we belie~e that the actual volume of additional purch•••i 
f rorii the- USSR will be less than we had anticipated. and that 
some couhtries may not participat& at all. 

• 
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1 . / - ENTIRE TEXT. 

FOR NATURAL GAS TO 2000 
(Bl 81 BONN 14669 , (C) STATE 
PARIS 7145 , (Fl BRUSSELS 3035. 

2. SUMMARY : IN A MEETING WITH ECONMIN AND EMBASSY ENERGY 
OFFICER ON MARCH 2 , A MAJOR INTERNATIONAL OIL COMPANY , 
ACTIVE IN THE EUROPEAN GAS MARKET , PROVIDED US WITH ITS 
CONFIDENTIAL FORECASTS OF EUROPEAN NATURAL GAS DEMAND. 
THESE FORECASTS , PREPARED ONLY LAST WEEK, SHOW A MARKED 
DROP FROM PREVIOUS PROJECTIONS DUE TO A LOWER STARTING 
POiNT EUROPEAN GAS CONSUMPTION DECLINED AGAIN IN 1981 
AS IT HAD IN 1980) , AND THE COMBINED EFFECTS OF THE ECONO
MIC DOWNTURN AND ENERGY CONSERVATION. TOTAL EUROPEAN GAS 
CONSUMPTION FOR 1985 IS EXPECTED TO BE 203 MILLION TONNES 
OF OIL EQUIVALENT NTOE) . THIS WILL RISE TO 224 MTOE IN 
1990, 230 MTOE IN 1995 AND TO 237 MTOE BY 2000. THESE 
FIGURES ARE WELL BELOW CURRENT GOVERNMENT PROJECTIONS , 
THOSE OF THE IEA , AND THE FIRM'S OWN FORECASTS OF LAST 
FALL. ON THE DEMAND SIDE, THE FORECAST PROJECTS A SIGNI
CANT OVERSUPPLY SITUATION (ASSUMING A SOVIET GAS PIPELINE) 
BEGINNING IN 1985 AND RUNNING THROUGH 1991-2. THE OVER
SUPPLY SITUATION IS PARTICULARLY NOTABLE FOR THE FRG 
BECAUSE OF ITS EXTENSIVE AND FLEXIBLE CONTRACTS WITH THE 
DUTCH . THE FI RM BEL I EVES THE EUROPEANS "TOOK TOO MUCH 

SOVIET GAS TOO SOON" AND THAT GAS DISTRIBUTION FIRMS WILL 
HAVE SERIOUS PROBLEMS DISPOSING THESE VOLUMES WITHOUT 
ENTERING MARKETS WHERE GAS COMPE,ES WITH HEAVY FUEL OIL . 

(COMMENT : THIS COINCIDES WITH EARLIER EMBASSY DEMAND 
FORECASTS FOR THE FRG -- REF A--AND WITH WHAT WE HAVE 
HEARD FROM OTHER COMMERCIAL CONTACTS . END COMMENT. l 
THE FIRM' S ANALYSIS OF FUTURE SUPPLY POSSIBILITIES INDICATES 
THAT DUTCH GAS WILL BE AVAILABLE WELL BEYOND THE CURRENT 198 
CONTRACT RENEGOTIATION DATE. ~ENOTE REF C LAMBSDORFF' S 
SIMILAR STATEMENT TO THE DEPUTY SECRETARY.) THEY BELIEVE 
THE SOVIETS WILL NOT BE STOPPED BY U. S. SANCTIONS AND REPORT 

CBHFIBENTIAL 
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INDUSTRY "RUMORS" THAT THE SOVIETS ARE ALREADY TRYING TO 
SELL ADDITIONAL GAS FOR IMMEDIATE DELIVERY THROUGH THE 
EXISTING PIPELINE SYSTEM. THESE ANALYSTS DOUBT THAT 
NORWAY CAN PRODUCE SIG NIFICANT NEW VOLUMES OF GAS BEFORE 
1990 AT THE EARLIEST , AND BEL I E VE THE NOR WEGIANS MAY HAVE 
DIFFICULTY SELLING GAS AT A PRICE NECESSARY TO RECOVER THE 
HEAVY INVESTMENTS REQUIRED. 

3. SECURITY CONCERNS: 
THE FIRM WHICH PROVIDED THIS BRIEFING IS CONCERNED THAT 
BOTH THE CONTENT AND THE FACT OF THE BRIEFING NOT BECOME 
PUBLIC. THEY ARE NOT GENERALLY IN THE BUSINESS OF SUPPLY
ING INTERNAL PLANNING FORECASTS TO GOVERNMENTS AND BELIEVE 
THEIR ABILITY TO DO BUSINESS WOULD BE IMPAIRED IF THIS 
BECAME KNOWN. WE REQUEST ADDRESSES EXERCISE EXTREME 
CAUTION AS WE HOPE TO OBTAIN SIMILAR INFORMATION FROM THIS 
FIRM IN THE FUTURE. END SUMMARY. 

4. EUROPEAN GAS DEMAND: 
THE FIRM HAS REVISED DOWNWARD ITS PROJECTIONS OF EUROPEAN 
NATURAL GAS DEMAND MADE LAST FALL. A LARGE PORTION OF THE 
DECLINE IN PROJECTED DEMAND WAS DUE TO THE ABOUT 6 PERCENT 
DECLINE IN GAS CONSUMPTION IN 1981 FROM 1980 LEVELS. GAS 
DEMAND HAS DROPPED FOR THE SECOND YEAR IN A ROW, CAUSING 
A SIGNIFICANT REDUCTION IN THE ORIGIN OF THE DEMAND CURVE. 
(GOVERNMENT FORECASTS , IN CONTRAST, APPEAR 

TO BE NEARLY STRAIGHT LINE EXTRAPOLATIONS OF THE SHARPLY
RISING 1970 TO 1978 DEMAND CURVE.) THE FIRM ALSO SEES 
THE GAS DEMAND CURVE FLATT~NING OUT SOMEWHAT DUE TO 
ENERGY CONSERVATION AND SL~GGISH ECONOMIC GROWTH THROUGH 
THE MID-80' S , AL THOUGH WE WERE NOT GVEN ANY SPECIFIC 
GRO WTH RATE ASSUMPTIONS. GAS AS A SHARE OF TOTAL PRIMARY 
ENERGY CONSUMPTION IS NOT EXPECTED TO GROW MUCH THROUGH 
1995 , PARTICULARLY IF OIL PRICES REMAIN WEAK . (THE EFFECT 
OF CONTRACT INDEXATION TO CRUDE AND PRODUCTS MEANS THAT 
GAS WILL NOT BACK OUT OIL ON A PRICE BASIS IN EUROPE AND 
THAT MARKET SHARE GROWTH WILL OCCUR ONLY IN SPECIFIC 
AREAS SUCH AS RESIDENTIAL / COMMERCIAL, AND SMALL COMMERCIAL 
BT 
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BOILERS. 

5. TOTAL EUROPEAN DEMAND IS PROJECTED TO BE 203 MTOE IN 
1985; 224 MTOE IN 1990 , 230 MTOE IN 1995 , AND 237 MTOE IN 
2000. OUR BRIEFERS WERE PROFESSIONALLY CAUTIOUS ABOUT 
BELIEVING THEIR OWN FORECASTS , BUT OPINED THAT THE MAJOR 
RISK OF FORECAST ERROR , PARTICULARLY WITH THE FIGURES 

RENT-01 

FOR 2000, WAS ON THE UP-SIDE. IF ANYTHING, THEY BELIEVE 
DEMAND WILL BE LOWER THAN NOW PROJECTED AS NEW ENERGY 
CONSERVATION TECHNIQUES COME ON LINE. ~OMMENT: WE LEARNED 
SUBSEQUENT TO THIS BRIEFING THAT THESE FIGURES WERE THE 
HIGHEST OF THREE SEPARATE FORECASTS PRESENTED AT A MARKET 
STRATEGY MEETING OF MAJOR GERMAN GAS COMPANIES. WE ALSO 
NOTE THIS ESTIMATE IS EVEN LOWER THAN THAT OF THE EC --
REF F . END COMMENT. ) 

6 . EUROPEAN GAS SUPPLY: 
THE FIRM HAS MADE TWO SEPARATE FORECASTS OF GAS SUPPLY 
FOR EUROPE. COMMON TO BOTH FORECASTS ARE EXISTING CONTRACT 
VOLUMES SEE NOTE ON DUTCH CONTRACTS BELO~ AND INDIGENOUS 
PRODUCTION. BOTH OF THESE SOURCES PEAK IN THE 1988-90 
TIME FRAME AND GRADUALLY DECLINE TO 2000. DUTCH CONTRACTS 
ARE LISTED AT LIKELY DEMAND RATES BECAUSE OF THE FLEXIBILITY 
ENJOYED BY THE PURCHASERS TO DETERMINE THE VOLUMES THEY WISH 
TO TAKE , AT LEAST UNTIL THE 1984 RENEGOTIATION PERIOD. 
7. HIGH SUPPLY CASE: 
THE HIGH SUPPLY CASE ASSUMES TOTAL EUROPEAN TAKE " FR OM 
THE NEW SOVIET PIPELINE TO BE ABOUT 40 BILLION CUBIC 
METERS / YEAR (BCM), OR ABOUT 32 MTOE, ANO F ULL VOLUME TO 

BE ACHIEVED WITHIN TWO YEARS FOLLOWING THE START OF DE
LIVERIES IN OCTOBER, 1984. THE HIGH SUPPLY CASE ALSO 
INCLUDES SMALL ADDITIONAL QUANTITIES OF NORWEGIAN GAS 
COMING ON-STREAM ABOUT 1990 AND GROWING TO ABOUT 38 MTbE 
BY 2000 . ONE LNG PROJECT PROVIDING ABOUT 20 MTOE BY 2000 
IS INCLUDED , ALTHOUGH NO SPECIFIC SOURCE IS GIVEN. DUTCH 
GAS SUPPLIES ARE AS GIVEN IN THE GAS UNIE SALES PLAN FOR 
1982, WITH ADDITIONAL QUANTITIES (SEE BELOW) COMING AVAIL
ABLE IN THE LATE 1990' S . 

8. UNDER THE HIGH SUPPLY CASE THE FOLLOWING APPROXIMATE 

·CBNF I BENT I AL 
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QU ANT ITIES 
SOURCE 
INDIGENOUS 
CONTRACTED 
I MP ORTS 

; 

(MTOEI AR E 
1990 

98 
55 

AVAILABLE: 
1995 

80 
55 

2000 
72 
48 

NEW SOVIET P / L 32 32 3~ 
NETHERLANDS 50 40 40 
NEW NORWEGIAN 2 15 32 
LNG PROJECT 0 5 20 
TOTAL 237 230 244 

OTG : 05 18262 MAR 82 

NOTE: THE FIRM DID NOT PROVIDE US WITH SPECIFIC NUMBERS 
FOR THE ABOVE TABLE ~R FOR THE TABLE WHICH FOLLOWS) . 
WE HAVE INTERPOLATED THE FIGURES FROM COMPUTER GENERATED 
GRAPHS; THEY SHOULD THEREFORE BE TAKEN AS APPROXIMATIONS. 

9. LOW SUPPLY CASE: 
UNDER THE LOW SUPPLY CASE , ADDITIONAL SOVIET SUPPLIES 
ONLY AMOUNT TO 30 BCM (24. 5 MTOE) AND THIS IS REACHED 
ONLY LATE IN 1988 . DUTCH GAS PHASES DOWN AS HAS BEEN 
PUBLICALLY ANNOUNCED. NO LNG BECOMES AVAILABLE , WHILE 
NEW NORWEGIAN PRODUCTION IS THE SAME AS IN THE HIGH SUPPLY 
CASE. UNDER THIS CASE , SUPPLIES (MTOEI ARE AS FOLLOWS: 
SOURCE 1990 1995 2000 I 
INDIGENOUS 98 80 72 
CONTRACTED 55 50 48 
I MP ORTS 
NEW SOVIET P / L 24 24 24 
N 
BT 
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EXDIS 
NETHERLANDS 
NEW NORWEGIAN 
LNG PROJECT 
TOTAL 

47 
5 
0 

229 

10 . EXCESS SUPPLY: 

28 
25 

0 
207 

14 
40 

0 
198 

EXAMINING THE SUPPLY AND DEMAND CURVES TOGETHER , UNDER THE 
HIGH SUPPLY CASE THERE ISAN OVERSUPPLY OF ABOUT 13 MTOE 
IN 1990. IN 1995, SUPPLY IS PROJECTED TO EQUAL DEMAND, 
WITH EXCESS SUPPLY AMOUNTING TO 7 MTOE IN 2000 , AS NEW 
NORWEGIAN SUPPLIES BECOME AVAILABLE. UNDER THE LOW SUPPLY 
CASE , THER IS 5 MTOE OF EXCESS SUPPLY IN 1990 , 25 MTOE 
SHORTAGE IN 1995 , ANO A 40 MTOE SHORTFALL IN 2000 . THE 
FIRM'S ANALYSTS DO NOT BELIEVE THE LOW SUPPLY SITUATION 
TO BE VALID, PARTLY BECAUSE UNDER THIS CASE NO LNG MOVES 
TO EUROPE THROUGH THE END OF THE CENTURY. THEIR "PERSONAL 
GUESS" IS THAT SUPPLY WILL DEVELOP ADEQUATELY, AL THOUGH 
A LITTLE SHORT OF THE HIGH SUPPLY CASE . 

l . THE DUTCH ROLE: 
OUR CONTACTS HAVE DONE CONSIDERABLE RESEARCH ON THE FUTURE 
OF THE DUTCH GAS INDUSTRY . THEY HAVE ANALYZED THE BASIC 
GEOLOGY OF THE DUTCH FIELDS , PRODUCTION RATES , AND OTHER 
TECHNICAL CONSTRAINTS. THEY HAVE CONCLUDED THATTHE 
GRONINGEN FIELD IS ADEQUATE TO LAST WELL INTO THE NEXT 
CENTURY, AND WITH REASONA !c ":: CARE , WELL BEYOND. THEY 
BELIEVE THE DUTCH GOVERNMEN T WILL BE FORCED BY GROWING 
BUDGET DEFICITS TO REEXAMINE ITS POSITION ON GAS EXPORTS 
AFTER 1984 . THE LIKELY OUTCOME WILLBE CONTINUED EXPORTS 
AT NEAR PRESENT LEVELS OVER THE FORECAST PERIOD. (COMMENT: 
WE NOTE THIS IS AT VARIANCE WITH FRENCH VIEW PARA 6, REF 
E-. END COMMENT. l 

12. THE CURRENT DUTCH CONTRACTS RUN UNTIL 1984. BY THIS 
TIME , IT IS POSSIBLE THAT DUTCH GAS WILL BE MORE EXPENSIVE 
THAN SOVIET GAS , GIVEN THE DIFFERING ESCALATION FORMULAS . 
THE EUROPEAN CONTRACTS WITH THE SOVIETS PROVIDE FOR ONLY 
LIMITED (-20 PERCENT) FLEXIBILITY , SO THAT , IN THE FACE OF 
WEAK DEMAND AND NOT GROSSLY DISSIMILAR PRICES , EUROPEANS 
MAY PREFER TO LEAVE DUTCH GAS SHUT IN. THE DUTCH HAVE 

-6BNF IHENTIAL-
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ALREADY REDUCED THEIR PARTICIPATION IN THE SOVIET PIPELINE 
AND , TO REDUCE OIL EXPENDITURES, HAVE RECENTLY BEGUN TO 
USE DOMESTIC GAS FOR BASE-LOAD ELECTRICITY GENERATION. 
THEIR LATEST BUDGET IS IN SERIOUS DEFICIT , AND THEY WILL 
NEED ALL THE ROYALTIES AN D GAS S ALE REVENUES THEY CAN GET. 
THUS , OUR SOURCES BELIEVE DUTCH GAS WILL BE AVAILABLE, 
ALBEIT AFTER PROTRACTED AND DIFFICULT NEGOTIATIONS, THROUGH
OUT THE FORECAST PERIOD. 

13 . SOVIET GAS DELIVERY CAPABILITIES: 
OUR SOURCES CONFIRMED WHAT WE HAVE HEARD ELSEWHERE, NAMELY 
THAT THE U.S. SANCTIONS ARE NOT EXPECTED TO DELAY SIGNI
FICANTLY THE CONSTRUCTION OF THE EXPORT GAS PIPELINE . 
THEY POINTED TO THE IRRELEVANCE OF CONCEPTS OF PROFIT AND 
LOSS OR ECONOMIC ·EFFICIENCY IN DISCUSSING SOVIET PIPELINE 
CONSTRUCTION. THEY REVIEWED THE EXTENSIVE SOVIET EXPERI
ENCE, INCLUDING THAT GAINED UNDER THE CURRENT FIVE-YEAR 
PLAN, WITH CONSTRUCTION IN PERMA-FROST AREAS. (THEY 
SAY THE SOVIETS HAVE SOLVED THE THAWING PROBLEM BY COOLING 
THE GAS BELOW FREEZING IN PERMA-FROST AREAS . l SACRIFICES 
WILL HAVE TO BE MADE, THEY BELIEVE, BUT THERE IS NO REASON 
WHY CONSTRUCTION OF THE EXPORT LINE CANNOT BE COMPLETED. 
SEVERAL POSSIBILITIES EXIST: I THE SOVIETS CAN MERELY PUT 
MORE LOWER POWERED COMPRESSORS ON THE LINE; THEY CAN MOVE 
THEIR 25 MEGAWATT PROTOTYPE INTO SERIES PRODUCTION, POSSI
BLY USING A WESTERN PRODUCER; OR THEY CAN MOVE EXISTING 
GE FRAME 5 COMPRESSORS TO THE EXPORT LINE . PIPELINE 
COMPLETION IS LI KELY TO BE DELAYED , BUT PROBABLY NO MORE 
THAN T WO YEARS. THE FIRM BELIEVES THERE IS SPARE CAPACITY 
IN THE EXISTING DELIVERY S YSTEM FROM THE FIELDS TO MOSCOW, 
AND WESTWARD TO THE EUROPEAN CONNECTION AT WAIDHAUS . 
THE NOW COMPLETED BUT EMPTY MEGAL LINE COULD CARRY GAS 
ACROSS SOUTHERN GERMANY. IN RESPONSE TO OUR QUESTION , 
THESE ANALYSTS ESTIMATED THAT AS MUCH AS 3 BCM COULD BE 
DEL I VER ED I MME DI ATEL Y, AND SAID THERE WERE "RUMORS" THAT 
THE SOVIETS WERE ALREADY TALKING WITH THEIR CUSTOMERS 
ABOUT INCREASING DELIVERIES IMMEDIATELY. rrHERE SEEM TO 
BE NO TAKERS. l 
BT 
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14 . IN SUM, THE SOVIETS CAN DELIVER INITIAL GAS VOLUMES 
BY OCTOBER , 1984 , AS CALLED FOR IN THEIR CONTRACTS , BUT 
MAY HAVE TO STRETCH OUT THE BUILD-UP PHASE TO FULL VOLUME . 
WE WERE ALSO TOLD THAT , AT LEAST IN THE CASE OF THE GERMAN 
CONTRACT , THE ACTUAL DETAILS OF HOW THE MINIMUM DELIVERY 
VOLUMES ARE TO GROW HAS NOT BEEN WOR KED OUT. THE COMPANIES 
DO NOT WANT TO TA KE FULL VOLUMES OF GAS EARLY , AS OUR 
RUHRGAS CONTACT REMAR KED , " THE LAST THING WE WANT IS 10. 5 
BCM STARTING IN 1984. " GIVEN A POSSIBLE SOVIET DELIVERY 
CONSTRAINT, BOTH SIDES MAY AGREE TO LENGTHEN THE BUILD-UP 
PHASE WITHOUT SERIOUS NEGOTIATION. 

15. NORWEGIAN SUPPLIES: 
OUR CONTACTS REVIEWED WITH US THEIR VIEWS ON POSSIBLE GAS 
SUPPLIES FROM NORWAY , WHERE THEIR FIRM HAS CONSIDERABLE 
INTERESTS. (THEIR COMMENT APPEAR TO PARALLEL EMBASSY 
OSLO' S ANALYSIS IN REF DJ. THIS FIRM HAS EXTENSIVE GOVERN
MENT CONTACTS AND HAS BEEN CLOSELY WATCHING FOR ANY POSSI
BLE DEPLETION RATE CHANGES BY THE NEW GOVERNMENT. OUR 
SOURCES CONTINUE TO BELIEVE THAT THERE ARE VALID REASONS , 
CUTTING ACROSS PARTY POLITICAL LINES , ARGUING FOR NO 
SIGNIFICANT INCREASE IN HYDROCARBON EXPLOITATION IN THE 
PERIOD BEFORE 1990. EVEN ASSUMING A CHANGE IN GOVERNMENT 
POLICY , THEY BELIEVE TECHNICAL DIFFICULTIES WILL NOT PERMIT 
SIGNIFICANT INCREASES IN NORWEGIAN GAS PRODUCTION BEFORE 
THE EARLY 1990' S. THEY REVIEWED PRODUCTION POSSIBILITIES 
WITH US ON A FIELD BY FIELD BASIS , NOTING THE HIGH COSTS 
ASSOCIATED WITH NEW DEVELOPMENTS IN THE NORWEGIAN SECTOR. 
THEY DOUBT THAT THE GOVERNMENT WILL PERMIT THE TAKING OF 
GAS FROM THE 31 / 2 FIELD AND ITS THREE ASSOCIATED BLOCKS, 
WITHOUT FIRST RECOVERING THE BROAD BUT THIN (10-12 METERS) 
OIL LAYER ON WHICH THE GAS RESTS . GIVEN LIKELY DEVELOP
MENT COSTS AND THE WEAK OIL MARKET , THERE MAY NOT BE IN
CENTIVE ENOUGH TO OPEN THIS AREA. BLOCK 36 IS SIMILAR, 
BOTH AS TO COST AND AS TO A LIKELY NORWEGIAN REQUIREMENT 
THAT THE OIL BE EXTRACTED FIRST FROM BELOW THE GAS CAP . 
THESE ANALYSTS DOUBT THAT GAS WILL BE EXTRACTED NORTH OF 
62 DEGREES BEFORE 2000 BECAUSE OF TECHNICAL DIFFICULTIES 
BOTH IN EXTRACTION AND TRANSPORT TO MARKET. THE NORWEGIANS 
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CLEARLY WANT TO STA KE THEIR CL AIM AS A SUPPLIER OF GAS TO 
EUROPE IN T HE 1990 ' S AND BE YOND, BUT THIS WILL P ROVE DIFFI
CULT GIVEN THE SOVIET CONTR ACTS AND NOR WEGIAN DEVELOP MENT 
COSTS . DEVELOPI NG NOR WEGIAN GAS AS A SHUT-IN SECURITY 
RESER VE DOES NOT SEE M TO BE AN AN S WER BEC AU SE TH E COS T S 
OF CONSTRUCTING A TRA NSPORT ATION S YSTEM OF SUFFICIENT 
CAPACITY TO BE USEFUL IN AN EMERGENCY SITUATION WOULD BE 
PROHIBITIVE. I 
16. COMMENT: 
WE ARE NOT ABLE TO VERIFY THE SPECIFICS OF MUCH OF WHAT 
WE WERE TOLD IN THIS BRIEFING, ALTHOUGH THE FIRM ENJOYS 
A MARKET POSITION THROUGHOUT EUROPE IN NATURAL GAS WHICH 
ADDS CREDIBILITY TO ITS INFORMATION SOURCES AND ANALYSIS. 
IN THOSE AREAS WHERE OTHER SOURCES ARE WILLING TO TALK 
TO US (AND THIS WILLINGNESS HAS DECREASED MAR KEDLY SINCE 
DECEMBER 29), THEY HAVE IN THE PAST CONFIR MED THE ACCURACY 
OF THIS FIRM' S ANALYSIS . THESE ARE RESPONSIBLE APPLIED 
FORECASTERS , WHO EXPRESS SUI TABLE HES! TAT! ON ABOUT EXACT 
PREDICTIONS OF ENERGY DEMAND OVER A TWENTY-YEAR HORIZON. 
NONETHELESS , THIS IS HOW THEY EARN THEIR MONEY AND THEY 
BELIEVE THEIR EFFORTS AT L EAST AS GOOD AS OTHER COMMERCIAL 

I FORECASTS (AND BETTER THAN EUROPEAN GOVERNMENT WORK). 
THEIR ANALYSIS OF THE GERMAN GAS MAR KET AGREES WITH OUR 
PROJECTIONS MADE LAST SUMMER (REF Al AND WITH WHAT WE HEAR 
FROM RUHRGAS. WE DEFER TO OTHER EMBASSIES AND TO WASHING
TON FOR JUDGMENTS ON THE COMMENTS ON NOR WEGIAN CAPABILITIES 
AND INTENTIONS , AND ON DEMAND FOR GAS IN OTHER COUNTRIES . 
(WE ARE IN A POSITION TO POSE FOLLOW-UP QUESTIONS ABOUT 

ANY PORTION OF THIS BRIEFING, AND WELCOME ANY COMMENTS 
OR THOUGHTS ADDRESSEES WOULDLI KE US TO CHECK OUT.- ) 
END COMMENT. 
BURNS 
BT 
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