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INFORMATION July 16, 1982

MEMORANDUM FOR WILLIAM P. CLARK

FROM: HENRY R. NALH@‘Q

SUBJECT: German-~Soviet Agreement on Pipeline Financing

The signing ceremony on July 13 of the German-Soviet financing
agreement for the pipeline culminates negotiations that have
been underway for more than a year.

The deal involves government guarantees but no interest rate
subsidies initially. The 7.8 percent interest rate 1s offset
in the early years by higher prices charged for the equipment.
But it is also premised on interest rates coming down in later
years when payments are due. If this does not happen, .

there may be an interest rate subsidy involved. '

cc: Bailey & —
Robinson

Rentschler
Blair
Pipes



[ -

MEMORANDUM

4897

NATIONAL SECURITY COUNCIL

e
July 16, 1982 ég/,,p&/

od
MEMORANDUM FOR SALLY KELLEY 9@»‘”‘&
FROM: MICHAEL O. WHEELERQ;:f*&
SUBJECT: Letter to Meese re Yamal Pipeline

Richard Lesher of the U.S. Chamber of Commerce has
written Ed Meese (Tab B) regarding the Yamal Pipeline.

The State Department has provided, and we concur with,
the attached draft reply (Tab A).

Attachments
Tab A Draft Reply
Tab B Incoming Letter






Dear Mr. Lesher:

I am responding to your letter of June 18 concerning

U.S. restrictions on the sale of o0il and gas equipment to

the Soviet Union.

As you know, the President has decided to extend the
export controls to include equipment produced abroad by

foreign subsidiaries of U.S. companies or under license by

A e

T

foreign firms.  The President h fepeaféélymsféted that we

would take additiocnal measures if the situation in Poland

did not improve. His action to extend and expand the
(a2

sanctions i« consistent with this commitment given the lack

of progress towards reconciliation in Poland.

In our judgement, the céntrols will have more than
symbolic value. The extension of the controls to cover
overseas U.S. subsidiaries and foreign companies producing
oil and gas equipment under license agreements with U.S.
firms will result in additional delay of the Siberian gas
pipeline project and will significantly raise the cost of

the project to the Soviets.

I very much appreciate receiving the Chamber's thoughts
on this important issue and trust that you will continue to
provide us with your counsel on this and other East-West

trade policy issues.



Sincerely yours,

Edwin Meese

Mr. Richard L. Lesher
President,
Chamber of Commerce,
The United States of America,
1615 H Street, N.W.,

Washington, D.C. 20062.



(Classification)

DEPARTMENT OF STATE
EXECUTIVE SECRETARIAT
TRANSMITTAL FORM

s/s 8218979 ' &

Date June 13, 1982

<

For: Mr. William P. Clark
National Security Council
The White EBouse

Reference:

. To: Mr. Edwin Meese From: Mr, Richard L. Lesher

Date: June 18, 1982 Subject: Yamal Pipeline

WE Referral Dated: NsC ID ¢
- | (i any)

The attached item was sent directly to the Department
of State.’

Action Taken:

A draft reply is attached.

A draft reply will be forwarded.

A translation is attached.

An information copy of a direct reply is attached.

We believe no response is necessary for the reason
cited below.

a—
: o —m——
aeeem———
en————
. cm—

The Department of State has no objection to the
proposed travel,

Other.

RemarksS: The same letter was sent to Mr. Clark (6/18/82). State
has provided him with the same draft response.

4%/‘
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Execu. e Secretary






CHAMBER OF COMMERGCE

OF THE
UNITED STATES OF AMERICA 8218979

June 18, 1982

R1 L.L 1615 H STREET, N. W,
O o R WASHINGTON, D. C. 20062
PRESIDENT

202/6859-6207

The Honorable Edwin Meese III
Counselor to the President .
The White House

Washington, D.C. 20500

Dear Ed:

It has been brought to my attention that the President 0851 901
very soon will make a decision on the gquestion of U.S.
involvement in the Yamal pipeline. I have also been led to
believe that the decision may reflect the view of those in the
Administration who advocate harming the Soviet economy
irrespective of the consequences for our own economy .

As you know, the Chamber has deep and long-standing
reservations over the unilateral application of trade sanctions
which may have little more than symbolic value, but which may
have adverse long-term implications for U.S. industry. If this
is the case, I fear not only that our trade sector will be
harmed, but that any ability we ever had to moderate Soviet
behavior through trade will be ended.

We continue to support the President's efforts to
tighten controls over the export of militarily critical goods
and technology to the Soviet Union and to curb the
subsidization of export credits to the Soviets. On the other
hand, we £ind it difficult to support unilateral policies that
succeed in penalizing U.S. industry to the benefit of our trade
competitors and that may make multilateral consensus in the
export control and credit areas even more difficult.

For your information, I am also sending identical
letters to White House Chief of Staff James A. Baker III,
Assistant to the President for National Security Affairs
William P. Clark, and U.S. Trade Representative
William E. Brock.

Sincerely,

ig; /
/i

Ri%hard L. Lesher
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THE WHITE HOUSE OFFICE
REFERRAL

JULY 7, 1982
TO: DEPARTMENT OF STATE

ACTION REQUESTED:
DRAFT REPLY FOR SIGNATURE OF EDWIN MEESE

DESCRIPTION OF INCOMING:
ID: 084901
MEDIA: LETTER, DATED JUNE 18, 1982
TO: EDWIN MEESE

FROM: MR. RICHARD L. LESHER
PRESTIDENT
CHAMBER OF COMMERCE OF THE UNITED
STATES OF AMERICA
1615 H STREET, NW
WASHINGTON DC 20062

SUBJECT: UNITED STATES INVOLVEMENT IN THE YAMAL
PIPELINE; WRITER IS CONCERNED ABOUT THE
ADMINISTRATION'S DECISION'S EFFECT ON OUR
OWN ECONOMY

PROMPT ACTION IS ESSENTIAL — IF REQUIRED ACTION HAS NOT BEEN
TAKEN WITHIN 9 WORKING DAYS OF RECEIPT, PLEASE TELEPHONE THE
UNDERSIGNED AT 456~7486.

RETURN CORRESPONDENCE, WORKSHEET AND COPY OF RESPONSE
(OR DRAFT) TO:
AGENCY LIAISON, ROOM 91, THE WHITE HOUSE

SALLY KELLEY
DIRECTOR OF AGENCY LIAISON
PRESIDENTTIAL CORRESPONDENCE

8218979
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MEMORANDUM

4897
NATIONAL SECURITY COUNCIL

July 15, 1982
ACTION

MEMORANDUM FOR MICHAEL O. WHEELER

FROM: NORMAN A. BAILEY /2

SUBJECT: Letter to Meese re Yamal Pipeline

Attached at Tab I is a memorandum from you to Sally Kelley
forwarding a draft reply (Tab A) to a letter from the

Chamber of Commerce to Ed Meese (Tab B).

RECOMMENDATION:

That you sign the memorandum to Kelley at Tab I.

Approve Disapprove
Attachments
Tab I Memo to Kelley

Tab A Draft Reply
Tab B Incoming
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Dr. Bailey--

You threw this in
your out box last
night -- should I
file, destroy, or
what?
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MEMORANDUM - 4737 (add-on)
NATIONAL SECURITY COUNCIL

INFORMATION July 19, 1982

MEMORANDUM FOR JOHN FPOINDEXTER V() T’
| b -

FROM: ROBER W. ROBINSO

SUBJECT: Polish Economy and Posture Toward Sanctions

Given the Judge's high velocity schedule, I chose not to

burden him with this detail but I thought it might be useful

to bring to your attention in order to avoid the impression

of inconsistency. In the attached memorandum to the Judge

(Tab I) he notes the following: "Roger, how can we justify
such before some announcement by Polish government?" Naturally,
I agree with his comment, and I perhaps did not sufficiently
highlight this precondition in my memorandum. I merely wish

to point out the pertinent sentence: "... we see an increasing
opportunity to induce the type of meaningful political quids
that would enable us to undertake measured positive actions.”

Attachment

Tab I Memo fr Robinson, July 8, 82

cc: Norman Bailev
ighiard Pipes

William Martin



P

V.‘

L o257 ““‘{b

MEMORANDUM 4737
NATIONAL SECURITY COUNGIL

July 8, 1982

INFORMATION

MEMORANDUM FOR WILLIAM P. CLARX WPC HAS SEEN
FROM:. ROGER W. ROBINSOga«R'

SUBJECT: Polish Economy and Posture Toward Sanctions

Attached (Tab I) 1s an article from the Washington Post
that highlights the growing desperation of the Polish
authorities concerning the country's economic situation.
Since the inception of the sanctions, we have been blamed
for virtually all of their economic woes including the
inability to service their Western debt. Despite these
ridiculously exaggerated claims, we see an increasing
'opportunity to.induce the tyvpe of meaningful political gquids
{that would enable us to undertake measured positive actions..
iAs indicated earlier, debt rescheduling talks and perhaps
some food relief should be at the front of the line of U.S.
"carrots." We could also represent any future language
changes (to'"gas transmission equipment”) in the Commerce
regulations, although directed toward our business community,
as "narrowing the net" of foreign subsidiaries and licensees
captured by the sanctions. The Soviets would be sure to
raespond favorably to such a move: because it would release
foreign-sourced oil equipment and technology -- hence hopefully
providing an incentive to permit further reconciliation in
Poland. Although scome allies would publicly charge us with
domestic clientitis, this may well be outweighed by some
of their important transactions being legally permitted to

go forward and the desire to see any modlflcatlo in the
sanctions.

Attachment
Tab I Washington Post Article

cc: Norman Bailey
Richard Pipes
William Martin
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MEMORANDUM ’ 5105

NATIONAL SECURITY COUNCIL

INFORMATION July 19, 1982
MEMORANDUM FOR WILLIAM P. CLARK

FROM: NORMAN A. BA—ILEY/% '

SUBJECT: Information on Rotor Blades for Yamal Pipeline

The attached (Tab I) Memorandum for the Record of a.conversation
between Bo Denysyk, Deputy Assistant Secretary of Commerce

with Charles Yaker and Roland Paul of the Howmet Turbine
Components Corporation of Greenwich, Connecticut is worth

reading in its entirety. The content of the memorandum indicates
that the ban on the rotors may be much more effective in

seriously delaying completion of the pipeline than was originally
thought, which would give the time necessary to develop alternative
sources of energy. It would also go far to explain the panic

and uncertainty displayed by the Soviets.

cc: Reed
Boverie
Raymond
Robinson
Pipes’
Nau



:? *& UNITED STATES DEPARTMENT OF COMMERCE 0
%% m g Internaticnal Trade Administration [V
) ¢ .

@QWH@WW Washington, D.C. 20230

MEMORANDUM FOR THE RECORD

FROM : Bo Denysyk
SUBJECT : Meeting with Charles Yaker (CEQ) of Howmet,
: Inc.

1. On July 1, 1982, I met with Charles Yaker (CEO) and Roland
Paul from the Howmet Turbine Components Corporation (Howmet)
of Greenwich, Connecticut. Howmet is one of the world
leaders in turbine blade and vane technology, including
coatings. They are a wholly owned subsidiary of Pechiney, a
French based Corporation (government owned). Although
Pechiney has held a majority postion in Howmet since the
mid-60's, it became wholly owned only in 1975. Howmet is
the supplier to G.E. and its manufacturing associates (John -
Brown, Nuovo Pignove, etc.) for the G.EL. DUUZB 1nduscriarl
gas turbine proposed fTor sale tor The >oviel pipeiine.

2. I asked that they come in to better understand the foreign
availability of blade technology and the extent that
Alsthom-Atlantique (AA) depends on other firms to construct
the rotors for the turbines. Yaker's comments can be
summarized in two points:

a. AA does not have the capahility to- produce the 1arge
size {18") blades needed for the G.t. 20028 turbine.
They were relying on Howmet's overseas subsidiaries
(primarily the UK sub.) to manufacture the blades.

b. There are very few firms worldwide that can manufacture
large blades. They include the Thyssen (FRG) and a UK
firm, (AETC). While other firms have the know-how to
make smaller blades it will take them several years to
develope the technology to make larger blades.

3. VYaker also made several other points worth noting:

a. AA has no foundry or experience in making turbine
blades and depended on Howmet [U.S. or 1ts SUDS. in
France and UKJ] for bTlades.

b. AA has a Tong standing relationship with G. E and has
made the 3000 (smaller turbine), 5000 (25MW), and 9000
series turbine with G.E. technology. :

o gqedfo110wing companies are making or can make turbine

ades:

FOR UFFICIAT-USE-OMLY




FOROFFICIAL USE-ONLE-

COMPANY LARGER BLADE CAPABILITY TECHNOLOGY SOQURCE
AETC (UK) yes u.s.
Centaur (UK) yes u.s.
Mitshubishi (Japan) yes - U.S.
Komatsu (Japan) no U.s.
Hitachi (Japan) no U.sS.
Thyssen (FRG) yes FRG

d. No blade parts have been delivered to AA for the
production o e spare rotors

e. There are presently nine (9) G.E. 5002 B turbines
operating in the USSR

Howmet has heard from several European turbine manufactures
that the prototype 25 MW Soveit turbine 1S5 crude and
inefficient. The turbine i1s at Teast Z-4 years away Trom
production. Howmet has also heard that the Soviets have
contracted several Western companies to help them in

- developing the 25 MW turbine. For example, Hispano Suiza's
_casting technology is being sought. Howmet feels, however,

cc:

that even with massive Western help, e Soviet .
Turbine 1s at least a couple 0T years away trom rimited
production. o

L.0Tmer .
‘L.Brady’

i
i
t

. N.Bailey,”

K.Fennel

FOR._QFFICIAL-USE~ONEY
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MEMORANDUM

NATIONAL SECURITY COUNCIL
July 20, 1982
MEMORANDUM FOR MICHAEL O. WHEELER
FROM: NORMAN A. BAILEY'Jjé
SUBJECT: Letter from President of Caterpillar Tractor

re Sale of Pipelayers to USSR

Lee L. Morgan, President of Caterpillar Tractor. Company,
has written a letter to the President regarding the sale of
pipelayers to USSR (Tab B).

State has prepared a response to .his letter (Tab A).

RECOMMENDAT ION

That you sign the memorandum at Tab I to Sally Kelley
concurring Wlth State's proposed response.

Approve: : ! ‘Disapprove

Attachments .

Tab I - Memo to Kelley :
A  Proposed Response to Morgan-
B Ltr fr Morgan, June 15, 82

4367



MEMORANDUM ' 4367
NATIONAL SECURITY COUNCIL

July 20, 1982
MEMORANDUM FOR SALLY KELLEY

FROM: MICHAEL O. WHEELER

SUBJECT: Letter from President of Caterpillar Tractor
re Sale of Pipelayers to USSR

We concur with the State draft of a response to Lee Morgan's
letter (Tab B). The response should be signed by Judge
Clark or Mr. McFarlane (Tab A).

Attachments

Tab A ' >Proposed Response
Tab B Ltr fr Morgan, June 15, 82



Dear Mr. Morgan:

Thank you for your letter of June 15 concerning
controls on U.S. 0il and gas equipment and technology for
the Soviet Union. It was very valuable to have your
thoughts on this important question, even though after
weighing all the relevant factors, the President decided it
was necessary to extend and expand our controls rather than

drop them, as you had suggested.

In imposing sanctions against the Soviet Union last
December for its role in the imposition of martial law
in Poland, we sought to take actions which would impose
significant costs on the Soviet economy. Since these
sanctions were imposed, the President announced on several
occasions that the U.S. would take additional measures if

the situation in Poland did not improve.

There has been no progress by the military regime in
Warsaw toward easing its repression of the Polish people.
The measures announced June 18 to extend and expand the
sanctions were, therefore, a fulfillment of the President's
repeated promise to take further action against the Soviets.
The President's decision, we feel, will advance our objective

of reconciliation.

Mr. Lee L. Morgan,
Chairman and Chief Executive Officer,
Caterpillar Tractor Company,

Peoria, Illinois.



I very much regret the burden that our actions have
imposed on Caterpillar and other U.S. firms affected by our
actions. We realize that at least $800 million in potential
business with the U.S.S.R. has been lost as a result of the
imposition of last December’s sanctions. Nevertheless, it
is our considered judgment that the costs of inaction in
the face of Soviet behavior wouid be considerably greater
than the losses which have resulted from our sanctions. We
are involved in discussions with the Allies in an effort to
prevent the undercutting of our sanctions and we have
received a promise of cooperation with respect to new sales
of pipelayers. We also anticipate that the extension of
sanctions to cover U.S. foreign subsidiaries and licensees
using U.S. technology will inhibit the ability of foreign

producers to substitute for American export sales.

I wish to thank you very much for Caterpillar's

continued cooperation on this issue.

Sincerely yours,
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CATERPILLAR TRACTOR CO.

Chairman and Chief Executive Officer Peoria, Hlinois 61629

June 15, 1982

The President

The White House 084108
Washington, D.C. 20500

Dear Mr. President:

It has been nearly six months since I wrote to make you
aware of the implications for Caterpillar of the economic
sanctions against Poland and the Soviet Union. The pur-
pose of my letter was not to disagree with the objective
of sending a message to the Soviets regarding their be-
havior in Poland, but rather to express my doubts as to
the effectiveness of unilateral restrictions on U.S.
exports of internationally available goods. I feel those
doubts have been confirmed by events and that the time
has come to remove the economic sanctions as they relate
to the types of equipment Caterpillar manufactures.

In late December, you signed an order imposing economic
sanctions on Poland and the Soviet Union which included
a ban on the sale of gas and oil related equipment to
the USSR. This particular action was reportedly taken
with two objectives:

. To show U.S5. displeasure with Soviet responsi-
bility for the repression in Poland by imposing
significant economic costs (leading to modified
behavior), and

. To delay construction of the Soviet gas pipeline
to Western Europe.

We are not in a position to judge the overall effective-
ness of the sanctions. We can, however, document that

the ban on the sale of our equipment (primarily pipelayers)
has not met the objectives -- and will not if continued.
Depriving the Soviets of Caterpillar machines has not im-
posed significant economic costs or delayed construction

of the gas pipeline to Western Europe.
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CATERPILLAR TRACTOR CO.

Mr. President ~2- June 15, 1982

We could better understand the need for sacrifice if it
were clearly linked to offsetting gains for the United
States as a whole. However, in the case of pipelayers,
Japanese sales appear to have significantly offset any
benefit gained by the withholding of our equipment.
Komatsu — our leading competitor for pipelayer sales -
is carrying out a schedule involving shipment of 900
pipelayers starting in late 1981 and continuing into
early '1983. While having little impact on Soviet poli-
cies, the sanctions have had a substantial impact on
Caterpillar, our workers, and our suppliers.

It would appear that we now have little opportunity for
participating in the sale of equipment for use in the
construction of the Soviet pipeline to Western Europe.
That business has been lost. There are, however, an-
nounced plans by the Soviets to construct a large num~
ber of pipelines over the next five years within the
country. It is that potential sales opportunity and
our ability to compete for it which is of current con-
cern. The ban on the sale of Caterpillar pipelayers has
failed to have any effect on the Soviets' pipeline con~
struction activities. This would suggest an exemption
from the sanctions now in effect.

The impact of the loss of present and potential business
would be painful in any circumstance. But it is made
doubly so by the economic slump faced by Caterpillar and
the communities in which we're located. Today, we have
over 17,000 employees on indefinite layoff in the United
States, and thousands more are affected by periodic shut-
downs. In addition, there is a ripple effect that hits
our suppliers at an estimated rate of two jobs for each
Caterpillar job.

In short, we now have a situation where the Soviet market
is closed to us; the Japanese have the business; the un-
employment lines in Peoria have grown longer; and it
appears that the Soviet gas pipeline to Western Europe
will be built anyway.




CATERPILLAR TRACTOR CO.

Mr. President -3- June 15, 1982

Last year, Mr. President, you objected to the grain
embargo against the USSR, noting that it is unfair to
allow one sector of our economy to bear the burden of
such a policy decision. Let's review that point. The
Commerce Department recently reported that the sanctions
applied against the USSR in December have resulted in
suspension of some 224 export licenses valued at $130
million. This means that Caterpillar, its employees,
and its suppliers, with a $90 million license denied,
are absorbing over two-thirds of the impact of the
sanctions on U.S. commercial interests. It is hard for
me to imagine a less equitable share of the burden than
this.

Moreover =- and of greater long-term importance -- we are
not competing for Soviet business in any of our U.S.
product lines. The Soviets started to question our reli-
ability as a supplier in mid-1978 when President Carter
established the initial sanctions affecting our product.
With the continuation and broadening of sanctions, the
Soviets are no longer turning to us for any of their

heavy equipment needs (and those needs will be substan-
tial).

We are anxious to reestablish our ability to compete for
sales to the Soviet Union where, prior to 1978, we were
the leading supplier of heavy equipment.

Mr., President, I believe it is time to lift the ban on

the sale of Caterpillar pipelayers and other construction
equipment for use on Soviet petroleum and natural gas proj-
ects. All Caterpillar products are non-strategic goods,
which should be exportable to the Soviet Union under gen-
eral license. I am writing, now, specifically to request
that you direct such treatment of our equipment.

Sincerely,

=

Lee L. Morgan
sm
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MEMORANDUM

5111
NATIONAL SECURITY COUNCIL
INFORMATION July 22, 1982
MEMORANDUM FOR WILLIAM P. CLARK
"FROM: NORMAN A. BAI]‘..EY/:WQb
SUBJECT: European=Attitﬁdes Towards East-West Trade

Mike Deaver has sent you the attached memorandum from
Wick (Tab I) indicating less European support for East-
West trade than is generally assumed.

cc: Lord
Pipes.
Robinson
Rentschler
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,Aternational .

~Communication .
Agency

United States of America

Wve_ziington, D. C. 20547

. k.
WL 2 1982 U

Office of the Director

MEMORANDUM FOR: The Honorable
Michael K. Deaver
Deputy Chief of Staff awd

Assistant to the Pr sidenté)éb _

The White House Qéz/////

FROM: Charles Z. Wick
Director

SUBJECT:

I would like to recall to your attention findings on the
Yamal natural gas pipeline from our recent surveys in
Western Europe. On the eve of the Versailles Summit, USICA
opinion polls found that:

o Most Prench (57%), Germans (50%), and Italians (64%)
favored building the gas pipeline with the USSR.

o But nearly one-half (Germany) to two-thirds (Italy and
France) changed their minds and opposed the pipeline if
they thought that Soviet hard-currency earnings would be
used to beef-up Soviet military strength.

Europeans were of several minds on whether buying energy
supplies would: make them more vulnerable; moderate Soviet
actions; or have no effect. The most popular response was
"vulnerable" (32%-37%) -- an increase of 12-14 percent over
last year (except in Italy).

On trade generally, Europeans did not see their economies
dependent on Soviet trade and, at the same time, their pre-
vailing view was that trade should continue regardless of
Soviet actions in Poland and elsewhere.

While having little desire for trade sanctions or halting
detente, they agreed with key U.S. positions:

0 The prevailing view (except in
"high technology" sales to the
were split, but a year ago the
restrictions (as was also true

Italy) was to restrict
USSR. The Italians
prevailing view opposed
in France).

o Though desiring trade, they did not want to subsidize

the Soviet economy. Most (60%

in Italy to 84% in

Britain) opposed granting special trade concessions to

Moscow -- such as low interest

loans and credit.

o And, Europeans preferred coordinating their Soviet
trade policy with the U.S. -- even if it means less
trade -- rather than making their own "best deals."”
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To amend the Export Administration Act of 1979 to terminate certain export
controls imposed on December 30, 1981, and June 22, 1982.

IN THE HOUSE OF REPRESENTATIVES

JuLy 22, 1982

Mr. FinprLEY (for himself and Mr. BoNkER) introduced the following bill; which
was referred to the Committee on Foreign Affairs

A BILL

To amend the Export Administration Act of 1979 to terminate

certain export controls imposed on December 30, 1981, and
June 22, 1982.

1 Be 1t enacted by the Senate and House of Representa-
tives of the United States of America in Congress assembled,
That section 6 of the Export Administration Act of 1979 (50
U.S.C. App. 2405) is am_endéd by adding at the end thereof
the following new subsection:

“() TermINATION OF CERTAIN CONTROLS.—Those

export controls imposed under this section on December 30,

0w I o Ut W o

1981, and June 22, 1982, on goods or technology shall not
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WASHINGTON, D.C. 20508

July 28, 1982

Judge Clark:

Cal
fro
cli
mes

ls on the grain issue were received this morning
m Republican Congressmen Pat Roberts (KS),

nt Roberts (SD), and Cooper Evans (IA). Same
sage as before on the need for increased

minimum tonnage under a one~year extension, but

the

ccC:

message was delivered with a sharper edge:

Specifically, in the wake of a session yesterday
with Secretary Weinberger, this group of Con-
gressmen and their Republican colleagues on

the Agriculture Committee are threatening to
withdraw their support on some major Defense
budget initiatives, e.g., M=X. Since the

House is almost done with its Defense authoriza-
tion bill, this is a somewhat hollow threat,

but House action on the Defense appropriation
bill is still to come. Our margin of support

in the House on Defense issues is razor thin,

so we should be concerned about Republican
defections.

One last point: Pat Roberts said a one~year
extension would be much more palatable  if it
were accompanied by a statement guaranteeing
delivery of grain up to 6-9 months after
contracts had been concluded. Apparently,
Secretary Weinberger thought this idea had
merit. :

24 Lo

r/// Robert M. Kimmitt
Norman Bailey

Roger Robinson
Henry Nau
Dick Pipes
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Background:

The U.S.-Soviet Long-Term Grain Agreement (LTA), which originally
covered the 1976-81 period, was extended last August for a sixth
year, through September 30, 1982. The President has now decided

to explore the possibility with the Soviets of a simple extension of
the agreement for a seventh year, with no changes in its substantive
provisions. Article I of the agreement commits the Soviets to
purchase at least six million tons of U.S. grain annually (three
million tons each of wheat and corn), and allows them to purchase

an additional two million tons without prior consultations with

the U.S. Government. Article IT guarantees these eight million

tons against U.S. discretionary controls. Other provisions provide
for semi-annual consultations, spacing of purchases, and an "escape
clause” in the event of verv short suvbnlies in the U.S. Grain

sales to the Soviets under the LTA are made by the nrivate trade

at nrevailing market nrices.

Fxcent during the period of the partial grain embargo, which was

in effect from January 1980 to April 1981 and applied onlv to

amounts above eight million tons, the U.S. has always offered the
Soviets access to additional amounts of U.S. grain. For instance,
for this agreement year, the Soviets have been authorized to purchase
up to 23 million tons of U.S. grain, of which they have bought about
14 million tons. The U.S. now supplies about 30% of Soviet grain
imports (compared to about 70% before the embargo). Other key
suppliers are Argentina, Canada, Australia and the European commun-

ity. Canada and Argentina also have long-term grain agreements with
the USSR.

In December 1981, the United States postponed the negotiation of a
new long-term grain agreement with the Soviet Union. It did not
suspend the existing agreement, nor did it embargo grain to the
Soviet Union. The decision today extends the existing agreement
as is on a short-term basis for one year.

The President further authorized his negotiators to explore in the

consultations with the Soviets, normally conducted under the agree-
ment, the possibility of additional grain sales to the Soviet Union.

History of U.S. - USSR Grain Aareement:

An unfavorable climate, noor soil, backward technoloay, and an
extremelv inefficient agricultural svstem make periodic cron

failures in the Soviet Union a virtual certaintv. As a result, the
Soviets have, during the last twenty years, imported increasing amounts
of agrain to accormmodate their domestic needs.

The U.S. first sold grain to the Soviet Union in 1963, when a poor
crop compelled the Soviets to import 10.4 million metric tons (mmt)
of grain, including 1.8 mnt from the U.S. and 8 mmt from Canada.
The Soviets bought no more U.S. grain during the 1960s.

Conditions in the early 1970s rekindled Soviet interest in American

grain. The Soviets committed themselves to upgrading their diet, and
the U.S. had ample supplies of grain to export.

MORE
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Total USSR U.S. Grain U.S. share of
Grain Imports Exports to USSR Total USSR Grain
(ramt) (mmt) Imports
(%)
Fy 1973 22.5 14.1 63
FYy 1974 5.7 4.5 79
FYy 1975 7.7 3.2 42
FY 1976 25.6 14.9 58
Fy 1977 8.4 6.1 73
FY 1978 22.5 14.6 65
FY 1979 19.6 15.3 78
FY 1980 27.0 8.3 31
Fy 1981 38.8 9.5 24
FYy 1982 45.0 17.8 40
(projected)
FY 1983 40.0-50.0
(Estimated)

The Soviet Grain Embargo of 1980:

On January 4, 1980, in response to the Soviet military invasion of
Afghanistan, President Carter cancelled contracts for the sale of
grain beyond the 8 mmt assured against embargo by the agreement.

The cancelled contracts included the sale of 13.5 mmt of U.S. corn
and wheat to the Soviet Union. The U.S. also denied the Soviets
access to an additional 3.5 mmt of grain which had been offered to
but not yet purchased by the Soviets. Finally, shipments of soybeans,
broilers, and some other agricultural products were halted.

The Soviets were able to minimize the effects of the embargo by
drawing down their grain stocks and by increasing grain, sovbean,
rice, flour, and meat imports from non-U.S. origins, primarily
Argentina, Canada, Australia, and the European Economic Community
(EEC) . ’

The Soviets have since entered into new long-term purchasing agree-
ments with Argentina, Brazil, Canada, Hungary and Thailand in an
attempt to diversify their sources of supply and reduce the threat
of future embargoes.

In April 1981, President Reagan lifted the Soviet grain embargo.

This was followed by an agreement in August to extend the expiring
U.S.-USSR grain accord for an additional year, through September 30,
1982. 1In October 1981, the U.S. offered the Soviets an additional

15 mmt of grain, raising to 23 mmt the amount of U.S. grain available
to the Soviets during fiscal year 1982. To date, the Soviets have
purchased a total of 13.9 mmt of U.S. wheat and corn.

U.S. Sanctions Against the Soviets in Aftermath of the Polish
Declaration of Martial Law:

Discussions concerning negotiation of a new U.S.-USSR long-term
arain agreement were under way within the Administration when the
Polish government declared a state of martial law in December
1981. 1In response to that situation, the President announced a
number of sanctions aaainst the Soviets, including postponement

of necotiations on a new grain aagreement. He did not suspend
the existing one-year agreement nor embargo the sale of any grain.

#H#





