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GULF INTERSTATE 
1233 West Loop South 
P. 0. Box 56288, Houston, Texas 77027 
(713) 850-3537, Telex: 79-1485 

C. t WELLS 
President and 
Chief Executive Officer 

Hu, December 3, 1981 
~ 

Mr. Norman A. Bailey 
Di rector 
Planning and Evaluation 
National Security Council 
Washington D.C. 20506 

Dear Mr. Bailey: 

Thanks for your letter of November 24 referring to the 
Soviet Siberian natural gas pipeline. 

I did visit wtth Michael Ledeen recently and some of his 
associates in and out of the State Department about the 
Soviet gas pipeline and potential problems they may have 
in the design and construction. Since one of our companies, 
Gulf Interstate Engineering is doing pipeline design on the 
Northwest Alaskan Gas Pipeline, we have certain familiarities 
with cold climate problems. This was of interest to Michael. 

I don't know how I may be of assistance but I plan to be 
in Washington the latter part of January and if you are 
interested, we might visit for a while. Otherwise, I 
will, of course, be available by phone at your convenience. 

Very truly yours, 

{!, . .:f &J.dh 
C. T. Wells 

\ 
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ME~AGE DESCRIPTION Bonny LNG Project 

TO: (Agency) DELIVER TO: 

NSC N Bailey 

632-1 432 ---- -. ·-- ~ ~~ 
3329 

{Extension) {Room number} 

Extension '. Room No. 
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-•,-- -
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----·--
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-------------- --- •· ··--·-·-··-----·-· -- ·- -------------

SIS Officer: 
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HOUSTON OF'F'ICE 

ONE SHELL PLAZA 

HOUSTON, TEXAS 77002 
TELEPHONE (713) 229-1234 

Dr. Norman A. Bailey 
Director, Planning 

and Evaluation 

BAKER & BOTTS 
1701 PENNSYLVANIA AVE., N. W. 

WASHINGTON, O. C. 20006 

TELEPHONE (202) 4S7•SSOO 

December 28, 1981 

National Security Council 
Room 373 
Old Executive Office Building 
Washington, D.C. 20506 

Dear Dr. Bailey: 

TELECOMMUNICATION 

(202) 457•5531 WASHINGTON, 0. C. 

(713) 229•1523 HOUSTON 

Since you were kind enough to meet with us on 
December 18 to discuss U.S. companies' participation in the 
Yamal Pipeline project, I thought you might be interested in 
the developments described in the enclosed correspondence. 
CRC Bethany International, Inc., is a subsidiary of our 
client Crutcher Resources Corporation and is seeking a 
license to export conventional computer software to France 
for ultimate use on the Yamal project. 

Although ·no significant or new technical information 
will be conveyed to the U.S.S.R. through Bethany's proposed 
software export, a tremendous amount of detailed factual 
information on the Yamal pipeline and its operation will 
flow to Bethany from the Soviets so that Bethany can design 
the necessary software. Without some action this week by the 
Commerce Department, however, the software will be exported 
by a Canadian company which has already been granted an 
export license. The French purchaser, Thompson-CSF, intends 
to terminate its agreement with Bethany and proceed with the 
Canadian company unless some indication of favorable action 
from our government is received this week. 

As the enclosed letter indicates, Bethany is pre­
pared to go ahead with preliminary aspects of the project, 
which do not convey any useful, substantive information, 
and defer~deci s ion on the license for the overall software 
project if approval for export of such preliminary information 
can be obtained quickly. 



BAKER & BOTTS 

Dr. Norman A. Bailey 
Page Two 

We would appreciate any advice you could give us 
regarding this problem and we will be happy to provide you 
with further information or answer any questions you may 
have immediately. 

Sincerely, 

B. Donovan Picard 
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December 29, 1981 

UNITED STATES DEPARTMENT DF COMMERCE f 
The Under Secretary far International Trade 
Washington, D.C. 20230 

MEMORANDUM TO: Dr. Norman Bailey 
National Security Council 

FROM: Lionel H. Olmer 

In addition to the attachments providing you with technical detail 
on the International Harvester license, I think you should be 
alert to the financial significance of the contract: 

- About one half of the $300 million must be considered 
as extremely important to IH because it is uup front 
money" . and will be profits which can be immediately 
employed as working capital. 

- $10 million immediately on signing, $65 million in early 
to mid 1983 upon provision of the technical drawings, 
and an additional $65 million between the end of 1983 to 
the end of 1984 with the completion of the drawings. 
Of this $140 million, roughly $130 million is equivalent 
to -profits which would earn between $750 to $850 million 
in sales. 

- IH in the next 18 months must renegotiate $1.5 billion 
in parent company debt and will have to pay off between 
$500 and $700 million of existing debt . which the banks 
will be pressing for. 

IH says that the sale is very important and could be 
critical if farm machinery and heavy truck demand does 
not come back strongly in the next 18 months. 

I want to reemphasize that IH has said that this sale of 
combine technology is critical. They have played fair 
and square with us in honestly characterizing what is of 
obvious signfic~nce to their return to profitability. 

Attachments 

cc: Secretary Baldrige 
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BRIEFING POINTS 
INTERNATIONAL HARVESTER 

IH filed license application last January for export to USSR 
necessary technical data for combine production. 

IH application is landmark case as to whether US .will license 
any technical data for USSR. (Virtua lly all ap?lied technology 
now subject to national secu~ity controls, with certain 
technology such as oil and gas production/exploration also 
controlled for foreign policy.) 

IH data will be used to establish new combine facility (426,000 
square meters to produce 30,000 combines annually) in Taganrog, 
USSR. (Chart I) 

Manufacturing plant is a joint IH-USSR effort in which IH 
supplies combine blue~rints, work flow plans, plant and 
manufacturing engineering. (Chart I) 

o Value of IH technical data could reach $300 million over course 
of five year project. (Chart II) 

o Soviei portion of project could reach $700 million._ This will 
include Soviet supplied equipment, Soviet architecture, plant 
design and construction. (Chart III) · · 

o While we have discussed what IH will transfer the proposal will 
not transfer: (Chart IV) 

. 
x plant blueprints· 

X metallurgical processes 

X automated assembly equipment 

x . advanced manufacturing know-how 

X power train or en~ine design 

o Combine production will be done by hand (welding, assembly, 
inspection) (Chart IV) 

.,,,---

o Illustrates more detail of point previously discussed; (Chart V) 

o Soviet supplied equipment for plant will be basic manufacturing 
type equipment, ·such as metal forming and roll equipment, 
milling/boring/drilling machines, grinders etc. {Chart VI) 

o We expect Soviets will use all additional combine production for 
own use. Increased production from IH project while significant 
still means USSR will have fewer combines per hectares farmed 
than US. (Chart VII) · 



~ 
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Summary (Chart VIII) 

o Reconfiguring plant for military production (APC) would require 
special machines and armor technology. 

o Technology t r ansfer by IH onl y useful f 6 r agricul t ural _comb i nes . 

o No computer assisted machine tools involved and hand assembly of 
combines required. · · 

o Soviets can absorb production out of proposed facility. 

o License application well . beyond statutory deadline and licensing 
decision needed now. 

Wang 4187e 
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Cha rar:.tE!r i st ic 

\Jeight 

Operating Speed 

Drive Train* 

Axle 

Tnrnsni s sion 
Drive* 

Controls 

Amphibious 

Basic t1aterialn 

Tires 

*Soviet Suppl ied 

Cornhine --------
11 tons 

6 l1PH 

Constant Speed Diesel 
2-\.l}wel drive 

None 

Hyclraulic 

MPchc1nicnl/Hyoraulic 

No 

3/16" Sheet metal, small 
castings 

Stannard 

!'_ll_:'.l_!:!__n_r_Y.,: Pr ocl ucti: a re cli s s ir:,i la r 
1! t . 

PRODUCT COMPARISON 

APC 

20 tons 

40 MPH 

~rack or 4-wheel drive 

Mechanical 

Comments 

November 11, 1981 
EARB 

vastly different weight ~istribution 

Different Metallurgy in gears, undercarriage 

Different metallurgy, torques , etc. 

. 
Autonatic Different technology 

Cornputer./hyclraulic/P.lectr.ic~ Little, if any similarity 

llenvy nut:.y 

Yes 

1 1/2" alur:,inmn/steel plate, Weld 1and machine for APC; bend and 
heavy forgings bolt for combine 

Bullet Resistant vastly different 

' 

II 

\ 



Clwr acteristic 

Fabr ication 

Machining 

Su basser:lbly 

As senbly 

Comhine 

3 5% Machining ( Lm, 
Precinion) 
65% Press and bend 

Conventional Multi~ 
purpose; snall I:lachinea 

Many light suhassenblies; 
!I__q ma chining after \1eld 

Many sraall subassernblies 
brought to line 

Mat e rial Handling 3 to 7 ton cranes; 
light conveyor systens 

Fo r gi ngs/castingn Autonotive Quality 

Hel<1ing 

Al ig nment of 
P~irts 

St ru ctural 
Asser:1bly 

Little; hand; general 
purpose inert gas 

"Eyeball•; Lou Tolerance 

Nuts, Bolts, Rivets 

Rollers; Hand 

. -----.. 

MANUFACTURING tCMP~RISON 

APC 

55% nachining (High 
Precision) 
45% cut and Held 

High Precision \tith heavy 
transfer lines; large 
machines (hull, turret) 

Large hriavy ueldnents; 
gachined afte r weld 

Fe\/ large suhassernhlien; 
I:lost ,mrk done on line 

15-20 ton cranes; 
Heavy duty conveyor syster:ls 

lliCJh r;trenCJth alloyinCJ; 
precinion pieces 

Comments 

APC needs computer controlled cut, 
weld and machining: combine 
low tolerance machining 

APC-Large Sections, High precision; 
combine small sections, low tolerance 

Different work flow 

Different presses, etc. 

High technology, thict Computer ,welding for APC 
plate uelding; I:lajor 
nechanisn to assenble parts 

Electro-Optical; laser 

neld, High Str.ength Bal ts 
I 

Ultrasonic, x-nay to 
to assure ballistic 
integrity 

\ 

· Different Technique 

APC require High Technology 

. . ' .. ' , . 
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MANUFACTURINC COMPARISON (cent.) 

Characteristic Cof.lbine APC Comments --- ----- ---- -- - -

Assef.lbly Sequence Unique to Cor.1bine Unique to APC's No Comparison 

Hork Flow Unique to Cor.ibine Unique to APC's No Comparison 

GENERAL 

o Fl1C Corp. Analysis: Of 1512 raachine tools/equipf.lent necessnry for combine manufacture app i oximately 140 - 9% -
useable for APC'S 

o Chrysler Analysis: About 10% . to 20% of machine tools/e~uipf.lents necessary for Combine useable for APC's/Tanks 

~ANUF~CTURING COMPARISON 

0 

0 

0 

None of drawings, docuf.lentation, and processing instructions necessary for combines uscabl e for APC's 

Very different m~chines are required f~r Combine production thnn for APC's 

For the $1 billion project only the Building - $2G3 million - and some equipment - $38 mi l l ion - would be used 
for APC ' s. The balance - $700 million - would be worthless. Conversion from combine to APC production would 
take 3 years (IIT/FHC) 

' 

\ 
·• "II••• II' • l ., .' '. 
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(U) · The Harvester sale ts not integrated 11 o a larger poli­
tical, economic or strateP,ic policy. 

(U) At the political level, there is no tra~e off that t knov 
of offered by the Soviets that encourages u~ to move ahead 
vith this sale, nor is any implied. Their military build-up 
continues. We have worked to broaden those ~ontrols -- but ia 
that enough? 1 hnpe we cftn do more to make flear our intenae 
concern over Soviet international behavior. I 
(11) From the econo~ic perspective, this sale offers the Soviets 
a great deal; we get very 11.ttle. They wil~ be able more 
efficiently to carry out their annual harve8t, using fewer 
industrial workers to support their agricultural effort. 
F.conomlc input for a~rtculture will he smaller. Potentially, 
they will save billions of dollars otherwia]' ■pent on importing 
wheat and corn. 

(U) In contraet, our farmere will lose bua~neas. The Soviets 
will have more hard currency that can be ua~d for the purchase 
of Western technolor,y. When matched with the West Siberian 
pipeline project, the WeRt is, in effect, h~lping the Soviets 
to alleviate their economic failures •. And J·e are doing ao 

-without asking anything in return. 

(U) From the stratev,ic perspective our pro lems are bound to 
multiply. We are making an effort to strengthen our own 
strategic and conventional forces and gain the support of our 
allies and frienriR to do the same. We are ~eeking to engage 
the Soviets in a ReriouH arms control effortj. In these times 
our objective ought to he to maintain and i~crease our leverage, 
not voluntarily reduce it. It ie particula~ly vital in this 
period when we are trying to repair the damage of past neglect 
of our security. I · · 
(U) I hope we can frankly discuss these madters at the Natlonal 
Security Counc{l level with the maximum of candor and the 
minimum of posturing. It iR clear to me we !presently lack a 
broad, coher ent poltcy to confront these problems. We need a 
new mechanism to monitor trade and security llseues better and 
respond t~- them promptly. One remedy we might explore ls to 
create a new Office of International Economic Strate~y at the 
White House level tn monitor the issue and structure policy 
initiatives . that harmonize our econo~ic, po~itical and strategic 
objectives. Such nn nfffrp ml~ht avert pai"ful choices over 
individual cases like International Harvest~r by framing a 
policy to guida our ,tcpnrrm~ntal perspectiv,s. 



• • 

(U) Should we fall to arraa3e a better mechanism and determine 
a more meaningful policy I fear we will end. Up doing exactly 
what ve did not intend -- strengthening the oviet Union at 
our expense. 

Sincerely. 
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MEMORANDUM <SE6REI 
' ' 

NATIONAL SECURITY COUNCIL 

December 31, 1981 

-SECRET 

ACTION 

·. MEMORANDUM FOR JAMES W. NANCE 

FROM: NORMAN A. BAIL~Y??!!, . 

SUBJECT: Memorandum for the President on the 
International Harvester Question 

The memorandum to the President at Tab I outlines the 
International Harvester project and summarizes the argu­

·ments pro and con • 

.. RECOMMENDATION: 

That you sign the memorandum at Tab I. 

. · Approve ___ _ 

Allen Lenz concurs. 

cc: Richard Pipes 
Allen Lenz 

SECP.il4' ' 
Review December 31, 1987 

Disapprove 

OEC~SS\flEP 
-E O 129so, as amended 

Soo-3A(b), ' : · ... 11 2006 
w~:u~ ~~p1.$; 1- U4 

eY ... H - ~ r · 

-~EeREF -

7447 



WITHDRAWAL SHEET 
Ronald Reagan Library 

Collection Name 
BAILEY, NORMAN: FILES 

Withdrawer 
SMF 3/3/2010 

File Folder 
EAST-WEST TRADE [12/02/1981-12/3 1/1981] 

Box Number 
5 

FOIA 
F99-078/3 
ZUBER 

16 

ID Document Type 

Document Description 

No of Doc Date Restric-

86297 MEMO 

NANCE THRU MEESE TO THE PRESIDENT RE 
INTERNATIONAL HARVESTOR 

pages 

2 

The above documents were not referred for declassification review at time of processing 
Freedom of Information Act • [5 U.S.C. 552(b)] 

B-1 National security classified Information [(b)(1) of the FOIA] 
B-2 Release would disclose Internal personnel rules and practices of an agency [(b)(2) of the FOIA] 
B-3 Release would violate a Federal statute [(b)(3) of the FOIA] 
B-4 Release would disclose trade secrets or confidential or financial Information [(b)(4) of the FOIA] 
B-6 Release would constitute a clearly unwarranted Invasion of personal privacy [(b)(6) of the FOIA] 
B-7 Release would disclose Information compiled for law enforcement purposes [(b)(7) of the FOIA] 

ND 

B-8 Release would disclose Information concerning the regulation of financial Institutions [(b)(8) of the FOIA] 
B•9 Release would disclose geological or geophysical Information concerning wells [(b)(9) of the FOIA] 

C. Closed In accordance with restrictions contained In donor's deed of gift. 

tions 

Bl 




