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Preface The USSR faces complex challenges in dealing with the energy shortage of 
the 1980s, and in few areas are the issues more involved or the stakes higher . 
than in its energy policy toward Eastern Europe. The difficulties are great 
enough in purely economic terms, the political implications are weighty in 
their own right- and not for Eastern Europe alone. This paper examines the 
interactions between the Soviets and the East Europeans on energy and 
related issues, in an effort to provide an appreciation of the nature and the 
magnitude of the problems facing Moscow.□ 

Resolution of the energy supply dilemma in Eastern Europe, through its 
critical impact on East European economic growth and economic interaction 
with the USSR, is likely to have important consequences in areas of major 
concern to the United States. Whether the Soviets are able to handle the 
East European energy squeeze without provoking serious upheavals, which · 
might call for Soviet armed. intervention, could significantly affect the 
overall course of detente, East-West trade, and possible arms limitation 
agreem~nts. D . 
In order to cope with their energy problems, the financiaLproblems 
associated with them, and the intractable difficulties of technological 
progress, East European states are likely to continue turning to the West for 
relief. This will be especially so if-as is likely- the Soviet plan of 
integrated action on the energy front does not quickly bear fruit. At the 
same time, both the East Europeans and the Soviets will be competing 
increasingly with Western countries for OPEC oil. Given their lack of hard 
currency and, for the most part, less competitive manufactured goods, those 
countries in the Council for Mutual Economic Assistance (CEMA) must 
continue as vigorously as possible to seek oil, either as compensation for 
development assistance or as payment for arms shipments. Both these 
strategies will likely intensify the struggle in the Middle East and other oil­
producing regions between Western, East European, and Soviet interests. 

D 
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Soviet Energy Policy 
Toward Eastern Europe (u) 
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The Soviet leadership views the USSR's energy relationship with Eastern 
Europe in the context of its efforts to increase specialization and division of 
labor among the Soviet Bloc countries, strengthen East European economic 
dependence on the USSR, and weaken East European ties with the West­
that is, to promote Bloc economic "integration." This energy relationship 
has in fact been the single most important element in the 1970s defining the 
substantive content of economic integration. D 
The significance of the energy issue, however, transcends economics. 
Economic integration is seen by Moscow as one of the three pillars­
together with military and political integration- that support Soviet 
hegemony in this strategically vital region. The manner in which the energy 
needs of the Soviet client states are satisfied-or not satisfied-is an 
important factor affecting their economic growth and domestic political 
stability,□ · 
Despite countercurrents and resistance both in Eastern Europe and the 
USSR, Bloc economic integration has gradually increased in recent years. 
Given Eastern Europe's bleak prospects for substituting imports of energy 
and raw materials from other suppliers for imports from the USSR, or for 
substantially expanding exports of manufactured goods to the Western 
market, the trend toward integration probably will continue in the 1980s. If 
sustained, this further tilt toward the Soviet Union in the orientation of the 
East European economies will represent a major political achievement for 
the Soviet leadership.□ 

Over the last 10 years Soviet energy policy toward Eastern Europe has been 
characterized by remarkable continuity and consistency. This stability is not 
surprising, since the policy has been shaped in response to an unchanging set 
of fundamental Soviet interests: · 
• To put the brakes on Soviet oil exports to Eastern Europe. 
• To recoup the costs of Soviet fuel deliveries to Eastern Europe. 
• To assure that East European energy needs are nevertheless met as much 

as possible. . 
• To use the energy relationship as a means of strengthening integration. (u) 

• The overview of this research 
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These interests are not all mutually complementary, however, and in recent 
years tensions in Soviet policy and conflicts between the USSR and its allies 
on these issues have grown. The outlook for the 1980s is that these policy 
dilemmas and conflicts will beeome still more acute, forcing even tougher 
choices on Moscow. In the face of potential instability, the Soviets are as 
likely to demand that their East European allies strengthen discipline or 
take other political countermeasuri to coj with it as they are to attempt to 
buy it off with more fuel or credits. 

The Soviet-East European Dialogue 
Despite their domination of key energy-related posts in the institutional 
structure of the Bloc's Council of Mutual Economic Assistance (CEMA), 
the Soviets have been compelled by the principle of unanimous voting_to 
engage in protracted negotiations as they have attempted to push their 
strategy through CEMA. Thus, it has taken half a dozen years or more 
simply to reach agreement on what the Bloc energy program ought to be.□ 

In the negotiations, the East Europeans have argued implicitly that: 
• There can be no comprehensive solution to the East European energy 

problem that depends upon the states in this region substantially meeting 
their own needs by developing inqigenous resources. 

• The central element in a Bloc energy program must be energy an_d raw 
materials deliveries from the USSR. 

• The program must address critical near-term energy problems. 
• The program should offer long-term guarantees within the CEMA 

framework for energy supply. 
• The costs to the East Europeans must be kept within tolerable limits□ 

To a large extent, these arguments have been ignored by the Soviets. The 
leading Soviet spokesman on CEMA matters, Premier Aleksey Kosygin, has 
never publicly accepted the premise that the solution of the East European 
energy problem is basically a Soviet responsibility. The themes he has 
stressed point in the opposite direction: that although the USSR will help, 
the basic responsibility lies with the East Europeans themselves. Thus 
Kosygin and other Soviet officials have talked about conservation, the role of 
coal in the energy balance, the upgrading of secondary refining capacity, 
nuclear power, synthetic fuels, expansion of the unified electric power grid, 
and renovation of electric power generating equipment-all areas in which 
Soviet assistance is possible, but in which the main burden must be borne by 
the East European econqmies.o 

vi 



\y 
~NTRACT 

Soviet Strategy 
The Soviets conduct a two-track policy in their energy relations with Eastern 
Europe, proceeding simultaneously along multilateral and bilateral planes. 
The main multilateral arena has been CEMA and its various organs. The 
CEMA forum has been used by the Soviets primarily as a means of 
channeling Bloc economic discussions in the proper direction and of 
committing allies to agree in principle to various common economic 
activities. Bilateral relations are used for establishing concretely who should 
get what and at what cost, and they provide a more private and effective 
mechanism for the Soviets to bring to bear _the full complement of their 

· power resources, to play off one partner against another, and on occasion to 
make concessions .□ 

The CEMA Program. The current Soviet strategy for dealing through 
CEMA with the East European energy problem is embodied in the so-called 
Power, Fuel, and Raw Materials Target Program adopted by the CEMA 
session of June 1978. The Target Program represents an almo~t total victory 
for the Soviet position. It places the burden of responsibility for energy 
provision basically on the East European states themselves,□ 

First, it assigns top priority to electric power generation. The increase in 
electric power supply is to be accomplished in the near term through the 
expansion of coal-burning thermal power generation, and_in the longer run 
through nuclear energy- to which the Target Program assigns highest . 
priority. Second, the Target Program reflects the Soviet line in its heavy 
stress on conservation and efficient energy utilization. Third, and most 
importantly from the East European perspective, the Target Program 
responds only slightly to the critical East European concern over future 
Soviet energy deliveries□ 

The Target Program includes no joint projects that will guarantee oil to East 
European states in the 1981-85 plan period and no follow-on to .the jointly 
undertaken 0renburg natural gas pipeline project that has now been 
essentially completed. The only joint projects now on the books that will 
guarantee delivery of energy from the USSR to Eastern Europe are two 
nuclear power plants to be built in the Ukraine. Given the likely leadtimes 
for commissioning these plants, there are thus no ~llective CEMA projects 
at the moment that will increase Soviet energy deliveries to Eastern Europe 
in any way during 1981-850 

Bilateral Dealings. The East European states collectively exercise no 
influence over the key decisions of how much oil the USSR will export, and 
what the delivery proportions will be among CEMA, hard-currency, and less 

· developed countries markets. Decisions on exports to individual East 
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European countries are arrived at through strictly bilateral negotiations in 
which the East European states are able to affect Soviet policy only 
marginally□ 

For several years, the Soviets have been telling the East Europeans not to 
expect significant.increases in "planned" oil deliveries during the 1981-85 
five-year plan period. On occasion they have warned that unless stiff terms 
are met they may be compelled to reduce the volume of deliveries. The 
evidence currently available suggests that the Soviets are largely adhering to 
this line and providing for little increase in oil deliveries for 1981-85 above 
the 1980 level. The Soviets have tempered their position somewhat by a 
willingness to discuss marginal deliveries above the 1980 level that would be 
paid for in hard goods or hard currency. In the negotiations about the 
USSR's 1981-85 trade agreements with individual East European countries, 
there are some recent signs that there may be some flexibility in the Soviet 
position, although the Soviets so far appear to have made only small 
concessions on the volume, price, or method of payment.□ 

Currently, it appears that the Soviets intend to intensify rather than relax 
the oil price pressure on their East European clients during 1981-85. They 
will probably increase the share in total oil deliveries of so-called "above­
plan" oil, which must be paid for in hard currency or goods salable for hard 
currency (that is, hard goods), and they have shown signs of unwillingness to 
agree to predetermined prices for such oil. They have been seriously 
considering moving from the existing five--year base to a three-year base (or 
even shorter period) for calculating the lagged average world market price 
they use in setting the yearly CEMA oil price. This would raise the price of 
Soviet oil still closer to the level set by the Organization of Petroleum 
Exporting Countries (OPEC). There have also been signs that the Soviets 
might insist on receiving more hard goods for "planned" oil delivered under 
the five-year agreements. In addition, they have generally been very 
unreceptive to requests from the East Europeans for credits over the 19,81-85 
period, although there have been recent reports that they may be prepared to 
help the Poles with ruble creditsLJ · 

Policy Dilemmas 
If the Soviets are unprepared folly to meet rising East Eµropean oil needs, or 
to meet them at a cost affordable to Eastern Europe, they are irt effect telling 
the East Europeans both to cut back economic growth and consumption and 
to find oil elsewhere . .Fundamentally, additional supplies of oil can only be 
acquired by Eastern Europe now for hard currency- which in turn can only 
be earned through exports to Western industrialized nations or oil­
producing states and their beneficiaries□ 
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The East Europeans are being put in the position of having to increase 
exports to hard currency markets while reducing imports from the West as 
much as possible (even at the expense of sacrificing equipment and raw 
materials imports that in the longer run would promote greater hard 
currency exports). At the same time the East Europeans are being pressed to 
expand their hard goods trade with the USSR. The pressures on Eastern 
Europe to export more to the West and to the East are likely to be satisfied, 
if at all, only through a reduction in consumption. D 
This dilemma confronting the East Europeans also poses policy problems for 
the Soviets, who wish to avoid both political instability arising "from 
consumer frustrations in their East European client states and a more 
Westward orientation in their trade. The Soviet response so far has been 
ambivalent. To some extent, the Soviets may believe that the CEMA energy 
program will satisfactorily resolve the dilemma. The Soviets unquestionably 
also feel that they have already made major sacrifices to meet Ea:st 
European energy needs, and they resent having to do even more to support 
living standards thatthey perceive to be higher than their owno 

In principle, the Soviets favor strengthening intra-CEMA trade ties and 
reducing East European dependence on Western trade. But even as Moscow 
has increasingly pressured the East European states in recent years to direct 
more trade toward the USSR and to limit their indebtedness to the West, it 
has tolerated new East European trade arrangements with the West. To be 
sure, Moscow's tolerance is especially evident in areas that have helped 
promote specific Soviet political or economic objectives-such as enhancing 
the prospects for Soviet arms control initiatives or facilitating the transfer to 
the USSR of Wes tern technology. The Soviets, however, have tended to look 
the other way rather than meet East European hard currency borrowing 
needs themselves when this has been the only option. D 

CEMA and the Oil-Producing States 
The clear and present need of Eastern Europe to supplement Soviet oil with 
growing OPEC deliveries, and the Soviet political and economic stake in the 
satisfaction of this need, are the factors that give the USSR even today such 
a critical interest in assuring rising CEMA imports of oil from other oil- . 
producing states. This interest will further intensify as the USSR's own oil 
consumption is increasingly constrained by falling oil production.□ 

The idea of a joint approach by the CEMA countries to the oil-producing 
states goes back at least to 1971, and in 1975 CEMA signed cooperation 
agreements with Mexico and Iraq, although so far nothing much appears to 

. have come from these agreements. In 1978 the notion of a collective CEMA 
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approach to the oil-producing states was elevated to a declared policy 
objective in the CEMA energy Target Program. The Soviets have probably 
made the greatest effort to coordinate and control activities in the lucrative 
and politically sensitive area of arms trade and military assistance. In other 
economic areas. however, joint CEMA collaboration with oil-producing 
countries is more problematic: there have certainly been some attempts at it, 
but often there appears to be either no collaboration or outright competition. 

D 
Even if Eastern Europe turns more to the West or the Middle East to earn 
the hard currency needed to purchase additional quantities of oil, its overall 
energy dependency on the USSR will not be substantially affected. Eastern 
Europe gets almost all its natural gas, increasing volumes of electric power, 
and (with the exception of Romania) the major ~hare of its nuclear-related 
technology imports and all its nuclear fuel from the USSR. Natural gas 
deliveries will rise in the future, and nuclear ties with the USSR will in time 
become critical for a majority of East European countries. The point at issue 
is thus not declining dependency, as some observers have argued, but the 
degree of leverage that a strong persisting dependency will actually provide 
the Soviets in a situation in which attempts to exploit it could undercut the 
USSR's own prospective gains from economic integration or threaten 
politica~ stability in Eastern Europe. D · 
Outlook: Soviet Energy Policy and Political Instability in Eastern Europe 
Moscow is obviou~ly concerned about the possibility of political instability in 
Eastern Europe (especially in Poland, which is probably the country most 
vulnerable to mass upheaval), and is prepared at least to listen to the 
argument that failure by the USSR to satisfy fuel demand in one or another 
country could precipitate a crisis. Soviet leaders, however, have heard this 
argument before, and are probably disposed to interpret it in the first 
instance as a sign of unwillingness on the part of their allies to shoulder a fair 
share of the burden. Nor does it necessarily follow that the Soviet leadership 
will be prepared to make concessions on fuel deliveries even if they are 
convinced there is a threat of instability. There are, after all, limits to 
disposable Soviet fuel reserves.□ 

Under certain conditions Soviet leaders may be prepared to go along with a 
leader such as Hungary's Kadar, who attempts to employ a muted 
nationalism as a means of getting people to suffer willingly and quietly. But 
when push comes to shove, the Soviets are as likely to demand that East 
European regimes strengthen "discipline" or undertake other political 
countermeasures aimed at copirig with impending instability as they are to 
attempt to buy it off with more fuel or credits .□ 
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Soviet policymakers will probably regard having to use military force to 
suppress disturbances in Eastern Europe as undesirable. But, under the 
conditions that are likely to ~xist in the first half of the 1980s, there will be a 
limit to the price they will be willing to pay to preempt this eventuality, even 
if it were to occur in Poland, where the costs of military action could be high. 

D 
The most likely way in which Soviet energy-related behavior might help to 
precipitate a crisis in Eastern Europe would be through a number of possible 
miscalculations. There is a reasonable likelihood that the Soviet commit­
ment undertaken in 1979 to maintain oil deliveries to Eastern Europe at the 
1980 level during the 1981-85 period, upon which East European production 
and foreign trade plans for 1981-85 will be based, may be predicated upon 
the assumption that Soviet oil production can also be stabilized or even 
slightly increased over this period, rather than decline by 2 to 4 million 
barrels per day as we predict□ 

The Soviets may also have miscalculated the possibilities for implementing 
the CEMA Target Program: 
• The conservation potential in Eastern Europe involves high costs and may 

not be realized. 
• Coal production may be much harder to increase than the Soviets believe 

(with the added danger of unrest among hard-pressed coal miners). 
• Nuclear power plants almost certainly will not be commissioned as 

scheduled. 
• East European hard currency export earnings could fall_ below anticipated 

levels. 
• Both the East European states and the USSR could have a more difficult 

time acquiring OPEC oil even at world prices, much less on concessionary 
terms, than they may have bargained for-as 1979-80 negotiations 
already suggest□ 

The Soviets may also miscalculate energy-induced political developments in 
Eastern Europe. In their willingness to see living standards lowered in the 
region if need be, Soviet policymakers may misjudge the tolerance level of 
East European populations. They may also miscalculate the degree of 
effective control and managerial competence exercised by East European 
regimes in coping with their energy problems. It is highly questionable, for 
example, whether the Polish leadership even has a real energy policy.□ 

There are some elements of flexibility in the situation, however, that may 
ease the pressures on Soviet policymakers. Energy-produced deprivations 
felt by East European populations to some extent are measured by 

. comparisons with living standards in the West, and these may also be 
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stagnating or declining in the 1980s. In addition, the Soviets have the option 
of permitting or encouraging East European governments to accept higher 
hard currency debt service ratios. Assuming Western lenders could be 
found, such borrowing would provide temporary relief, and-in the case of 
Poland-it might be repaid through an expansion of coal or electricity 
exports to Western Europe. Finally, the Soviets have the option of 
sacrificing their own domestic needs, at least temporarily, in order to supply 
an East European country in desperate straits with more natural gas, oil, or • 
credits with which to purchase oil on the world market.□ 
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Introduction 

Soviet Energy Policy 
Toward Eastern Euro~ 

Historically, the Soviet leadership has placed high 
priority on retention of Eastern Europe as a buff er 
zone and potential springboard for military action or 
pressure against Western Europe, on assurance of rule 
in the region by Communist leaders who will follow 
domestic and foreign policy lines acceptable to the 
USSR and who will vigorously combat trends inconsis­
tent with the demands of "proletarian international­
ism," and on enhancement of Soviet economic returns 
from relations with the region. This concern for 
Eastern Europe is a constant element in Soviet policy, 
but the circumstances in which it is expressed are 
changing□ 

Present Uncertainties. President Leonid Brezhnev's 
imminent departure from the scene, followed by a 
succession shakeup in which other members of the 
Soviet gerontocracy will probably also be replaced and 
in which power is likely to be more dispersed within the 
"col1ective leadership," could well weaken the Krem­
lin's sense of purpose and resolve in dealing with 
Eastern Europe. This was the pattern in 1953-57, 
following the death of Stalin, and in 1964-67, after the 
removal of ~rushchev.□ 

In Eastern Europe today there is probably more 
uncertainty about future Soviet behavior than there 
has been for many years. At the same time, the 
character of relations between the USSR and its East 
European client states bas changed. What was once 
little more than colonial domination has gradually 
evolved into a form of highly asymmetric inter­
dependency in which the East Europeans do exercise 
some autonomy and bargaining leverage, or-in the 
case of Romania-even defiance of the Soviet Union 
on major policy issues. From the Soviet standpoint the 
evolution ·of other East European states along the 
Romanian path is a possibility that cannot be lightly 
dismissed. The post-1968 Soviet campaign to "inte-. 
grate" the Communist countries not only economi-

. cal1y, but politically and militarily as well, testifies to 
Soviet perception of their changed relationship with 
Eastern Europe□ 

Eastern Europe wil1 provide critical tests for Soviet 
policy in the 1980s, just as it has in previous decades. 
There is growing potential for political instabili!Y in 
the region. In Poland, a weak and drifting leadership 
confronts a dissatisfied working class population, a 
broad range of oppositional groups, and a nationalistic 
Catholic Church whose ties with the population have 
been even further strengthened by the election of a 
Polish Pope but whose restraining influence could 
falter if a strong and moderate successor to Cardinal 
Wyszynski does not emerge. In Hungary, Czecho­
slovakia, and Bulgaria presuccession or succession 
maneuvering could produce instability within the 
leadership and undercut the ability of regimes to cope 
effectively with public dissatisfaction. Ethnic conflicts 
continue to smolder in Czechoslovakia and Romania 
and represent a potentially serious challenge to the 
Yugoslav leadership. Moreover, most countries along 
the southern tier of Eastern Europe still harbor 
territorial grievances against one another D 
The Role of Economic Issues. Economic issues are 
likely to generate situations in Eastern Europe that wil1 
severely tax the Soviet leadership. AU of the countries 
of Eastern Europe face a decade of sharply reduced 
economic growth in the 1980s. We anticipate that 
between 1980 and 1985 GNP will grow at an annual 
average rate of less than half that of the J 970s. The 
prospect of such a drop in growth causes great concern 
on the part of East European leaders. They are aware 
that the impressive gains of the 1970s have created 
high expectations for continued improvement in living 
standards. Sharply reduced growth will be produced by 
long-term internal economic trends, foreign trade 
constraints, and major problems of energy supply D 
Demographic factors will severely limit the opportun­
ity to increase growth through expanding the labor 
supply. The working-age population will be increasing 
at a declining rate in Czechoslovakia, East Germany, 
and Poland in 1981-85, and will actually decline in 
Bulgaria an~ Hungary. Only in Romania will the rate 
increase. Labor shortages will be aggravated by the 



diminution of external flows of redundant agricultural 
labor to the cities and towns.□ 

The East European regimes may hope to offset 
tightness in the labor supply by accelerating capital 
investment. The scope for action, however, is sharply 
limited by the rise in consumer expectations and the 
need to deal with increasingly serious external finan­
cial strains.□ 

Only major improvements in efficiency can stave off 
economic stagnation in the face of labor, investment, 
and energy constraints. Yet such improvements cannot 
be attained without structural economic reforms. East 
European regimes have, on the whole, been extremely 
cautious in approaching the whole issue of economic 
reform-and for good reason. Past experience has 
shown that economic reform carries with it a substan­
tial risk of political liberalization. Except perhaps in 
Hungary, major relaxation of central control seems 
most unlikely. Indeed, as economic problems intensify, 
so may the tendency to tighten centralization, reflect­
ing a natural urge to avoid experimentation in times of 
stress. The responses of East European leaders to 
growing economic problems in the past few years have 
consisted largely of centrally directed cuts in imports 
and investment and the selective imposition of price 
increases. So far, the ruling groups-with the partial 
exception of Hungary- have not been prepared to 
accept widespread market determination of prices and 
allocation of resources.□ 

East European economic prospects are tightly con­
strained by the extent to which needs for imported 
Western equipment, industrial raw materials, technol­
ogy, and, in some instances, grain, can be met by 
exporting to the hard currency market, and by the need 
to service a steeply rising hard currency debt that had 
reached $50 billion by the end of 1979. Eastern 
Europe's position in the world economy has deterio­
rated markedly in recent years, and this trend is likely 
to continue in the 1980s.□ 

The large increases in imports from the West in the 
first half of the l 970s- which were viewed by many as 
cruci~l to East European economic development and 
modernization-have slowed apprecia_bly. East Euro­
pean governments have been compelled to order this 
curtailment in order to bring the explosive rise in hard 

currency debt under control. The ongoing requirement 
of keeping such debt within manageable bounds will 
continue to restrain growth in East European imports 
from the West. At the same time, the substandard 
quality of East European manufactured goods and 
Western trade barriers have kept hard currency 
exports below desired levels. D 
On top of other factors, the rapidly shifting world 
energy balance promises to make the decade of the 
1980s substantially more difficult for the economies of 
Eastern Europe. In most of the East European 
countries, energy shortages are likely to account for at 
least half of the decrease in economic growth. Energy 
availability in each of the countries of Eastern Europe 
is determined by domestic production, net imports 
from other Communist countries, and net imports from 
the West. Domestic production of energy varies widely 
among the six countries. Only Poland and Romania 
are able to meet most of their energy needs through · 
domestic production. All of the countries except 
Romania now acquire most of their oil and natural gas 
from the Soviet Union. Thus Soviet deliveries of oil and 
gas have been a critical energy source for most of 
Eastern Europe. Efforts during the sixties and seven­
ties to "modernize" energy consumption have reduced 
the share of coal in total energy consumption in every 
country except Romania, and ba\'e raised significantly 
the relative shares of oil and gas. At the same time, 
these efforts have increased each country's dependence 
on imported energy sources.□ 

Abundant and cheap Soviet energy imports were the 
basis for most of the growth of East European eneriy 
supplies over the past decade or so. The need to expend 
hard currency on energy imports bas been smaJI, 
accounting in most of the countries for only a few 
percent of total hard currency imports. However, 
depleted reserves and the increasing opportunity cost 
of supplying East European needs will limit the 
quantity and raise the price of Soviet oil deliveries 
during the 1980s. The East Europeans will be increas­
ingly forced to turn to the world market to meet their 
incremental oil needs, while also having to pay for 
Soviet oil more than they have in the past with goods 
that might otherwise be sold in the West for hard 
currency.□ 
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"Consumerism" and nationalism provide the bonds of 
allegiance, such as they are, that link most citizens 

· witli regimes in Eastern Europe-although stability is 
also reenforced by apathy, the inertia of three decades 
of Communist rule, and the fact that a majority of East 
Europeans have never experienced an alternative to 
Communism. With the substantial rise in living 
standards in the first half of the 1970s, expectations 
have also risen, and the evidence clearly indicates that 
East European leaders-especially in Poland and East 
Germany-are acutely aware of these public expecta­
tions. The risks of failing to satisfy public demands 
have already been well illustrated by the riots in 
Poland in 1970 and 1976, strikes in Romania in 1977, 
reported work stoppages in Hungary in 1979, and 
intermittent labor strife in East Germany over the past 
several years. Yet the new consumer demands prob­
ably cannot be met under the likely economic circum­
stances of the 1980s, in which stagnation or even an 
absolute decline in living standards is a strong possibil­
ity LJ 

There are no easy answers to East European economic 
problems. The traditional "extensive" growth solutions 

• of more labor and capital investment are becoming 
even less responsive to the requirements of "intensive" 
growth, and even less available, than they were in the 
1960s. Efficiency, cost reduction, quality improve­
ment, and greater competitiveness on foreign markets 
depend on capital investment, economic reform, and 
access to Western technology. But reform is severely 
constrained because it is seen as a threat to political 
stability. Technology imports are inhibited by mount­
ing East European debt, difficult Western market 
conditions, and Soviet ambivalence toward East Euro­
pean trade with the West. In all East European CEMA 
countries, there are conservative elements who will 
continue to fight economic reform. The conservatives 
want to protect vested career interests but also to avert 
the risk of political destabilization, despite the likeli­
hood that the absence of serious reform over the longer 
run will be more destabilizing.LJ 

The balance of economic gain and loss has always been 
central in defining the East European-Soviefrelation­
ship. Outright exploitation by the USSR of Eastern · 
.Europe in the Stalin era gave way in the latter t'950s 
and 1960s to transactions that on balance probably 
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favored the East Europeans. However, in the mid-
1970s the pendulum began to swing the other way, as 
the USSR raised the prices it charged for raw 
materials and fuels. While the Soviets have a vital 
stake in maintaining a viable economy in Eastern 
Europe, they must also look to their own needs and 
interests□ 

The Situation Col(fronting the USSR. Because of 
declining factory productivity, labor shortages, and 
steeply rising costs of raw materials and energy .the 
rate of growth of Soviet GNP will probably decline to 
an extremely low level in the first half of the 1980s. If 
the precedents of the 1970s hold true, demands on 
resources to promote Soviet objectives in the Third 
World may also rise in the 1980s. This situation is 
generating increasing tension between the need to 
guarantee sufficient economic momentum in ·Eastern 
Europe to avert political instability and promote 
Soviet- East European economic integration and the 
need to stimulate growth in the Soviet economy and 
provide resources to support Soviet global aims□ 

Since the early 1970s underlying tensions in Soviet­
East European economic relations.have been most 
exacerbated by the steeply rising cost to the USSR of 
supplying Eastern Europe with energy. This increased 
cost results from the depletion of oil, gas, and coal 
reserves in the European USSR, the expense of 
developing new resources east of the Urals, and the 
need to transport fuel thousands of miles to the west. 
The cost has been greatly augmented by skyrocketing 
post-1973 world energy prices. As the price of OPEC 
oil has escalated on the world market, so too has the 
opportunity cost to the USSR of exported oil that it 
does not sell for hard currency. Every ton of oil 
transferred to Eastern Europe at concessionary prices 
or for "soft" goods deprives the Soviet Union of hard 
currency income that could be used to pay for 
increasingly costly imports.of Western technology and 
grain urgently needed by the USSR. Oil exports alone 
have accounted for about 30 percent of total hard 
currency earnings in the 1970sD 

Th.e Sit-tion Col(/'ronting Eutern Europe. The 
Soviets must also take into consideration the East 
European energy constraints. One legacy of Stalinism 



in the more industrially developed East European • 
countries was an excessive allocation of resources to 
inefficient extractive industries, aimed at providing 
inputs for autarkically developed energy and raw­
material-intensive heavy industries. The shift in the 
fuel balance that occurred in these countries from coal 
to Soviet-supplied oil in the 1960s and 1970s did not 
fundamentally change matters. Instead, by encourag­
ing the development of the chemical and petrochemical 
industries, it enlarged sectors even more dependent 
upon large infusions of nonindigenous natural re­
sources, instead of encouraging industrial development 
which could use local resources. At the same time, an 
analogous pattern of industrialization has been sought 
by less developed countries such as Bulgaria, which 
have pursued modernization and equalization of living 
standards with other members of CEMAD 

The possibilities of the East European countries 
meeting the rising energy needs generated by this 
pattern of industrialization through increasing domes­
tic fuel production are limited and costly-although 
how limited and costly is subject to argument. Shifting 
back from oil to coal in the fuel balance would also be 
costly. Likewise, the cost of raising energy efficiency in 
the East European economy (which by Western 
standards is low) is substantial.□ 

Yet, East European economic growth appears to be 
directly related to rising energy inputs, with living 
standards geared in turn to economic growth. To the 
extent that political stability and economic productiv­
ity are a function of consumption, they are both 
directly influenced by energy supply.□ 

If the East European states are compelled to get oil 
from sources other than the Soviet Union, they may 
acquire some of it through barter trade, but they must 
pay for most of it with hard currency. The acquisition 
of hard currency through sales other than armaments 
depends largely, although not entirely, upon expanding 
trade with the West. Such trade, however, has been 
inhibited not only by.Western recession and protec­
tionism in the post-1973 period, but also by the 
noncompetitiveness of East European goods on the 

Western technology can be imported to cure techno­
logical backwardness, but this exacerbates the already 
difficult balance-of-payments situation of most East 
European states. Economic reform is the indicated 
response to managerial inefficiency, but- as noted 
already- this is viewed by many East European and 
Soviet leaders as a threat to political stability. In any 
event, from the Soviet standpoint increased trade 
between Eastern Europe and the West beyond certain 
limits threatens to undermine the economic depend­
ency of Eastern Europe on the USSR that comple­
ments military force in buttressing Soviet hegemony. 

D 
The Soviet Dilemma. The dilemma confronting the 
USSR will become increasingly severe if- as we 
anticipate-Soviet oil production begins to decline in 
the next several years. If the Soviet Union does not 
provide sufficient energy at a tolerable price to Ea.stern 
Europe, or does not make sure that Eastern Europe is 
financially able to pay for at least the minimum 
necessary oil imports from alternative suppliers, en­
ergy shortages and high costs will produce a decline in 
East European economic growth. At the very least this 
will damage the Soviet Union's own returns from 
CEMA trade, and at most it will trigger economically 
and politically costly instability in one or more of these 
countries.□ 

Energy shortages have already become acute in 
Eastern Europe, and unanticipated contingencies 
(such as the bitterly cold weather of the 1978-79 · 

· winter or the forced closing of factories due to lack of 
fuel) could dangerously strain East European eco­
nomic and political systems. It seems probable that · 
whatever the Soviet response may be, Eastern 
Europe-like the USSR-is destined at best to exper­
ience very slow gains in living standards and possibly 
absolute declines. D 

If, however, the Soviets fail to sell for hard currency as 
much as possible of what will be a declining exportable 
surplus of oil, they will significantly limit their 
capacity to buy Western technology urgently needed to 

· modernize their own economy and expand energy 
output, and to buy the feed grain needed to increase 
meat production. Such a failure could have serious 
consequences for labor productivity and public morale. 

W este_rn market. The poor quality of these goods arises 
from technological backwardness of East European 
industry and inefficiency of existing systems of plan­
ning and management.□ D 
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This paper examines how the Soviets have approached 
the East European energy supply dilemma to date, and 
outlines possible future contingencies that may affect 
the success of Soviet policies. The paper does not 
attempt to predict the outcome of Soviet-East Euro­
pean interaction in the energy field, which will be 
determined not only by Soviet perceptions, policies and 
actions, but by East European and third-party reac­
tions as well-many of them unpredictable. The paper 
does take as its starting point, nevertheless, a set of 
"objective" energy-related issues and options which 
the Soviets must face.c=J 

Key Issues and Options. The following are questions 
which the Soviets must address: · 

• What are the chances of major economically induced 
political instability occur,;ing in Eastern Europe? 
How much of a reduction in the standard of living 
will be tolerated without unacceptable political or 
economic disarray? What level of risk should the 
Soviet Union run in rejecting East European at­
tempts to extort assistance through allusions to a loss 
of political control? 

• What should Soviet priorities be in delivering fuels 
within and among the domestic, East European, 
Western (hard currency), and LDC markets? 

• How much should Eastern Europe have to pay for 
energy deliveries? What prices should be charged for 
oil and gas? What prices should be paid for East 
European goods in return? Should credits be ex­
tended? What should be done about East European 
trade deficits? 

• Which mechanisms, in addition to trade, should be 
employed to exact payment from Eastern Europe for 
maintaining or increasing Soviet ener&Y deliveries? 
Can "cooperation" deals with East European invest­
ment in Soviet fuel extrac;tion and transportation or 
in electric power 1eneration and transmission be 
extended? Should oil- and gas-bearing territories be 
leased to East European producers? Should East 
European labor participate in Soviet projects? 
Should there be coproduction or East European · 
specialization in the production of equipment for 
Soviet energy indu.stries? 
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• What political tactics should be used to ensure 
maximum effort of East European countries in 

. assisting Soviet energy production and delivery? 

\Q_ 

What balance should be struck between multi­
lateralism and bilateralism? How much uncertainty 
should East European states be left in with respect to 
future Soviet energy deliveries? How much bargain­
ing should the Soviets accept? 

• What changes should the Soviet Union strive to 
effect in the East European economies through 
employing energy leverage? Should their structures 
be altered? What about their fuel-energy balances? 
What should be done about energy consumption 
levels? Should changes be urged in economic plan­
ning and management? 

• How should the structural pattern of Soviet energy 
deliveries to Eastern Europe be altered? How should 
the relative weight of oil, gas, coal, and electric 
power be balanced? 

• How should the Soviet Union attempt_to influence 
East European efforts to earn the hard currency 
needed to pay for supplementary non-Soviet oil 
deliveries (and, indeed, for some above-plan Soviet 
deliveries)? 

• How should the Soviet Union react to East European 
hard currency balance-of-payments problems and 
indebtedness toward the West? 

• In what direction should the Soviet Union attempt to 
point East European relations with the oil producing 
countries?□ 

Obviously these questions are not necessarily posed in 
the manner in which they are perceived by the Soviets. 
The analysis below attempts whenever possible to 
clarify precisely how the Soviets do define the problem. 
Nor do the questions presuppose any specific model of 
Soviet decisionmaking-particularly that of the uni­
tary rational actor. Finally, we should not assume that 
responses to the questions will necessarily be mutually 
consistent. Prior assumptions should not be made 
about the capability of the Soviet system to deal in 
some optimal way with the situation it faces. Particu­
larly in the present case political leverage has its limits, 
and miscalculation is always possible.□ 
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The Overall Soviet Strategy 
Energy and CEMA Integration. The Soviet leadership 
views the USSR's energy relationship with Eastern 
Europe in the context of its efforts to promote Bloc 
economic "integration." In the 1970s this relationship 
has been the single most important element defining 
the substantive content of economic integration. How­
ever, the significance of the energy issue transcends 
economics. Economic integration is seen by the Soviets 
as one of the three pillars-together with military and 
political integration- that support Soviet hegemony in 
this strategically vital region, and the manner in which 
the ener1y needs of the Soviet client states are 
satisfied-or not satisfied-is an important factor 
affecting their economic growth and domestic political 
stability.□ 

Following the 1968 crisis in Czechoslovakia, economic 
intergration was steadily promoted by the Soviets as a 
means of strengthening bloc solidarity. The concept of 

· inte1ration, in contrast to Khrushchev's approach to 
CEMI\,, has been defined in principle to mean greater 
cooperation amon1 the member states rather than the 
imposition of supranational planning and manage­
ment. Integration has meant movement away from the 
traditional Stalinist pattern of autarkic national devel­
opment; in the first instance through greater reciprocal 
trade among CEMA members□ 

The Soviet intention, however, has been to transcend 
trade relationships in order to take advantage of the 
structural complementarities .of the economies of the 
CEMA countries and to promote specialization and 
economies of scale. The Soviets have also had in mind 
joint participation in projects as one possible mode of 
integration. A basic political motive behind integration 
has been to reduce East European dependence on trade 
with the West and increase dependence on the USSR, 
although Soviet spokesmen claim-unconvincingly­
that the integration they have in mind will actually 
enhance rather than diminish economic relations with 
theWest.D 

discussions of economic strategy in the proper direction 
and of committing allies to agree in principle to various 
common econ.omic activities. Bilateral relations pro­
vide the mechanism for establishing concretely who 
should get what, and at what cost-under conditions 
where the Soviets can privately bring their power and 
resources to bear, play off one partner against another, 
and make concessions deemed advisable. In both the 
multilateral and bilateral arenas decisions are.reached 
through negotiation, although the Soviets, generally 
speaking, enjoy a greater bargaining position, while 
the East Europeans- with the exception in part of the 
Romanian- must fall back of the leverage provided by 
their own weakness□ 

Integration on the multilateral plane has been en­
shrined in a series of documents approved by CEMA 
during the 1970s. The 25th session of the CEMA 
Council, meeting in Bucharest in July 1971, approved 
a long "Complex Program for Further Deepening and 
Perfecting Cooperation and Development of Socialist 
Economic Integration among the CEMA Member 
Countries." The Complex Program detailed broad 
range of areas of projected multilateral economic 
cooperation in planning, production, resource _pevelop­
ment, finance, and scientific-technical collaboration, 
and provided deadlines for the elaboration and coordi­
nation of implementing agreements'.□ 

In June 1973 the 27th CEMA session agreed that a so­
c.ailed "Coordinated Plan of Multilateral Integration 
Measures for 1976-1980" would be prepared, which 
would bring together material, financial and labor 
resour~s specifically allocated to community projects 
in the national five-year plans, thus constituting 
something resembling a CEMA five-year plan (the 
first of its kind). This Coordinated Plan, which 
encompassed a number of specific projects including 
the Orenburg natural gas pipeline, was confirmed in 
June 1975 at the 29th CEMA sessionO 

At about this.time the idea began to be discussed of 
formulating joint CEMA approaches to broad eco­
nomic needs that cut across ministerial and branch As in other areas of Soviet-EasfEuropean relations, 

the integration effort bas proccc:dcd simultaneously 
alone Qilateral and multilateral planes. The main 
multilateral arena has been CEMA and its affiliated 
organs. The CEMA forum has been used by the 
Soviets primarily as a means of channeling bloc 

· boundaries. This concept, which received Brezhnev's 
benediction at the 25th Congress of the Communist 
Party of the Soviet Union (CPSU) in 1976, eventually 
culminated in the approval of three "Long-Term 
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Target Programs of Cooperation" in the areas of 
power, fuel and raw materials, agriculture and the food 
industry, and machine building at the 32nd CEMA 
Session in June 1978, and of two additional target 
programs in transportation and consumer goods at the 
33rd CEMA session in June 1979.D 

Talk about integration should not, of course, be 
accepted simply at face value. There has been much 
resistance in Eastern Europe, most vocally in Romania 
to specific proposals justified in the name of 
integration. Soviet behavior itself has been ambivalent, 
especially when the USSR's direct economic interests 
in trade with the West have been concerned. There has 
been much slippage in the adoption of projected 
measures, and projects have developed slowly. Foreign 
trade flows have not immediately reflected the ostensi­
ble aim of accelerating intra-bloc economic relations. 

□ 
Nevertheless, there can be little doubt that the Soviet 
leadership has taken intergration seriously, as the 
framework for the USSR's economic ties with bloc 
countries. Integration provides the means of introduc­
ing the hallowed principle of planning into bloc 
economic ties. It also broadens the base for military 
production, provides a potential mechanism for estab­
lishing certain common approaches to "social goals," 
and creates areas where the Soviets can press the East 
Europeans to share the foreign aid burden. It may also 
help improve the quality of goods the USSR imports 
from Eastern Europe, and, as Kosygin stated at the 
June 1979 CEMA session, it serves the broad political 
goal of strengthening the "material foundation of our 
community." In a series of authoritative policy state­
ments over the years, the Soviets have committed 
themselves to the integration ideal.□ 

If the Soviet energy relationship with Eastern Europe 
is viewed as part of the broader process of integration, 
cooperation to solve specific problems has from the 
outset been viewed in terms of energy. Even in 1971, 
the Complex Program focused heavily on energy 
problems, energy projects, and the linkages between 
the machine~buildin2 industry and energy. In his 
annual speech to the CEMA session delivered in J1me 
1977, Premier Kosygin concentrated almost exclu­
sively upon eQergy issues. Of the five "target pro­
grams" approved in the pa~t two years, which are the 
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current operational embodiment of integration, the 
power, fuel and raw-materials program is the central 
one, with the machine-building program structured 
a1most entirely to meet needs of the energy sector D 
Continuity and Change in Soviet A.ims. In sharp 
contrast to the flux in domestic.energy policy in the 
1970s, Soviet energy policy toward Eastern Europe 
during the same period has been characterized by a 
remarkable degree of continuity and consistency. This 
stability is not surprising since the policy has been 
shaped in response to an unchanging set of fundamen­
tal Soviet interests: to put the brakes on Soviet oil 
exports to Eastern Europe, to recoup the costs of Soviet 
fuel deliveries as much as possible, to assure, nonethe­
less, that East European energy needs are met as much 
as possible, and, at the same time, to strengthen 
integration.□ 

Most of the basic aims of the 1971 Complex Program 
are still espoused by the Soviets today. These include: 
• Establishment of a common CEMA long-term 

energy strategy. 
• Implementation of the strategy through multilateral 

as well as bilateral cooperation. 
•. Forcing the East Europeans to })ay their share of the 

rapidly rising costs of extraction and transportation 
of fuels. 

• Achievement of maximum energy conservation in 
Eastern Europe through more efficient use of energy 
and establishment of "rational" norms of energy 
consumption. 

• Reduction of rates of oil consumption, in part 
through cutting back on the use of oil as a boiler fuel 
and upgrading secondary refining caP.acity to 
produce more light products from each ton of oil. 

• Maximum exploitation of all local energy resources 
in Eastern Europe, including oil and hydropower­
but above all coal. 

• Rapid development of nuclear power. 
• Linkage of the East European and Soviet electric 

power networks and expansion of the grid capacity to 
use electricity more efficiently and reduce capital 
investments. 

• Adoption of joint measures in the machine-building 
sector to promote energy objectives.□ 



These aims have been constantly pursued by the 
Soviets, but there have been shifts over time in 
emphasis and in approaches to the realization of 
individuai objectives. The shifts have occurred largely 
because of changing Soviet perceptions of their own 
economic interests, but also partly in response to East 
European positions. As will be discussed in more detail 
below, the important shifts include a retreat from 
large-scale multilateral collaboration in the hydrocar­
bon area, a reassessment of the desired overall pattern 
of "cooperation" activities, a greater stress on the 
development of non-energy-intensive industry in East­
ern Europe, and a sharper focus on expansion of 
electric power production to solve the East European 
energy problem-particularly on rapid acceleration of 
nuclear energy .CJ 
Negotiation of a Common Bloc Energy Program. 
Negotiation of a common energy program for the 
USSR and its East European allies has taken place 
through a contrapuntal interplay of bilateral and 
multilateral contacts between the Soviets and their 
East European clients. The key bilateral contacts have 
been the summer Black Sea meetings between Brezh­
nev and individual East European party first secre­
taries, and meetings involving the chairmen of the 
respective councils of ministers, the deputy chairmen 
responsible for CEMA affairs, and the chairmen of the 
state planning committees. The purpose of these 
meetings has been to negotiate the yearly trade 
protocols, five-year agreements, and now IO-year 
cooperation agreements. Extraction of the most basic 
East European commitments in principle to Soviet 
energy policy aims, as well as protracted haggling over 
deliveries and other matters, are taken care of bilater­
ally, rather than collegiallyD 

The details of the Soviet-sponsored energy program, 
which necessarily-if implicitly-involve issues of 
principle, have been hammered out in the CEMA 
institutional framework. Two points should be made 
here. First, the Soviets have controlled the CEMA 
bureaucracy and have placed Soviet officials in most of 
the strategic posts concerned with energy policy-mak­
ing. The most imPortant body in this connection has 
been the Committee for Cooperation in the Area of 
Planni:ng Activity, which has exercised overall respon­
sibility for implementing the 1971 Complex Program, 

drawing up the 1975 Coordinated Plan, and elaborat­
ing the 1978-79 target programs.1 It has been chaired 
by Nikolay Baybakov, Chairman of the USSR 
Gosplan. Arkadiy Lalayants, the deputy chairman of 
Gosplan responsible for energy affairs, was leader of 
the working group that prepared the draft of the 
energy-target program adopted in 1978, while the 
chairman of the subgroup on fuel, power, and geology 
of this working group was in turn the chief of Gosplan's 
Fuel Department□ 

The CEMA Secretariat, which provides technical 
assistance to the Planning Committee and the func­
tional Permanent Commissions of CEMA, is also 
headed by a Soviet representative, Nikolay Fadeev. 
The relevant Permanent Commissions (for Utilization 
of Atomic Energy, Electric Power, Oil and Gas 
Industry, Coal, Geology, Transport, Scientific and 
Technical Research, and Foreign Trade), are largely if 
not exclusively chaired by ministers or deputy heads of 
the corresponding Soviet ministries.□ 

Second, the available evidence indicates that despite 
· their domination of key energy-related posts in the • 
CEMA institutional structure, the Soviets have been 
compelled by the principle of unanimous voting and 
the "interested party" rule to engage in protracted 
negotiations as they have attempted to push their · 
strategy through CEMA. Thus the crystallization of a 
Bloc energy program has been a long, drawn out affair. 

D 
At the 29th CEMA session in June 1975, the 
Chairman of the CEMA Permanent Commission on 
Electric Power, Petr Neporozhnii (USSR Minister 9f 
Power and Electrification), proposed to the annual top 
CEMA meeting the elabora.tion of what were to 
become the target programs. A year later, the Chair­
man of the Planning Committee, Baybakov, was 
urging that preliminary drafts of the target programs 
be completed by the end of 1976, so that they could be 
reviewed by the Planning Committee "at the beginning 
of 1977," presumably with the object of final approval 
of the target programs at the 31st CEMA session in 

. Junel977D 

' For a discussion of the Committee's structure and operation see 
Nikolay Baybak:ov, Ekonomicheskoye sotrudnichestvo stran­
chlenov SEV (ESS), 1976, No. 3, pp. 8- 12□ 
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This schedule would have meant that implementation 
of the energy and other target programs might have 
begun during the 1976-80 five-year-plan period. But 

· only a progress report on the drafting of the target 
programs was delivered at the 31st CEMA session; 
final approval was delayed a year longer, until the 
32nd session in June I 978 . The Energy Target 
Program that this meeting approved, however, was 
actually a list of agreed projects on which two or 
more member countries would collaborate. The all­
important details of these projects were still being 
negotiated in 1979.o 

Thus, it will have taken five to six years simply to reach 
agreement on the content of the program, and execu­
tion of it will not really get under way until the 1981-85 
five-year-plan period. The delay has been caused 
partly by the bureaucratization of the CEMA and 
individual country planning processes, but still more by 
fundamental disagreements between the USSR and its 
partners,D 

What the East Europeans Have Wanted. East Euro­
pean needs vary, depending on the resource endow­
ment of particular countries and the current political 
concerns of their leaders. Nevertheless, it is possible to 
identify a common set of demands that the East 
European countries have pressed-either directly or 
obliquely- in negotiations with the USSR over the 
Bloc energy program. D . 
First, the East Europeans usually argue implicitly that 
East European energy problems cannot be solved by 
developing indigenous natural resources. Poland, with 
its coal resources, does shade this point to a degree. But 
with the exception of Romania (and, of course, 
Yugoslavia), none of the other East European coun­
tries seriously-seeks "energy independence" from the 
Soviet Union. On the contrary, their aim is to involve 
the USSR as much as possible in the solution of 
Eastern Europe's energy supply problem□ 

Second, the East Europeans have strongly emphasized 
over the years, at CEMA sessions and elsewhere, that 
the central element in the Bloc energy program has to 
be deliveries of energy and raw materials among the_ 
member countries- that is to say, largely transfers 

· from the USSR (with the possibility also of some coal 
exports from Poland).□ 

9 . 
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Third, the East Europeans have urged that the 
program address their near-term energy problems, 
which are seen as critical, requiring immediate atten­
tion. Indeed, a strong case can be made that the East 
Europeans have been perhaps more eager than the 
Soviets that a Bloc energy program- suited to their 
interests- be adopted and implemented.□ 

Fourth, the East Europeans have sought long-term 
guarantees within the CEMA framework for their 
energy supply. Over and over, East European spokes­
men have appealed for "stability" and "calculability" 
of energy supply. Long-term commitments for energy 
delivery have been constantly presented as· an essential 
condition of effective national economic planning and 
growthCJ 

Fifth, the East Europeans have naturally attempted to 
keep the cost to them of Bloc energy measures within 
what they regard as tolerable limits. There has thus 
been continual contention within CEMA over how to 
share energy costsO 

Sixth, discussion of the Bloc energy program has been 
linked by some member states to the aim of promoting 
"equalization" of their own level of economic develop­
ment with that of the more developed members. This 
has been an important concern of Bulgaria and 
Romania.□ 

Lastly, the East European states, to a greater or lesser 
degree, have sought in the negotiation of the energy 
program to preserve some degree of national auton­
omy, or at least room for maneuver in international 
economic relations. This political motive ~as, of course, 
been most manifest in the behavior of Romania, 
although it also appears to some extent in the outlook 
of Poland. All the East European states have at­
tempted to protect their own hard currency export 
trade with the West from ~oviet encroachment.□ 

East European Tactics. The East Europeans' key 
bargaining counter in negotiations with the Soviets 
over the terms of econo~ic relations has been the 
implicit threat that too much Soviet pressure on East 
European living standards could incite the populace to 
revolt. Clear overtones of this negotiating strategem 



can be detected everi in public East European utter- or agreeing "in principle" to some element of the 
ances over the years. Not surprisingly, the Poles have Soviet-proposed program, but holding back on com-
been among the frontrunners in making this pitch but mitting resources to it. Thus, for example, at one point 
the East Germans, Czechoslovaks, and Hungarians in Bloc energy program talks the East German 
also have not neglected it.O Government reportedly took the position of expressing 

r---------------------~ interest in the expansion of nuclear power generating 
capacity, adding, however, that East Germany was 
unable in the foreseeable future to make any signifi­
cant contribution to this effort. In this connection the 
East European states have, on occasion, simply exer­
cised their formal right to declare themselves not 
"interested" in participating in specific Soviet-
proposed energy projects1 / 
The East Europeans may als.o have been able-or at 
least may have attempted- to exercise influence over 
the Soviets by trading support on nonenergy issues for 
Soviet concessions in the energy field . The frequent 
conjunction of declarations about energy issues and 
foreign policy in statements following joint Soviet-East 
European talks points to one area in which the Soviets 

~-------------,-----____J have probably sought East European backing. It is 
A more frequent East European ploy with which the difficult, however, to establish what sort of tradeoffs-
Soviets have had to contend has been the following if any- have occurred .□ 
argument: "Yes, we agree with the Soviet position that 
we should do more to solve our own energy problem, · The Soviet Response to East European Denfands.· In 
and in fact we are already-taking measures to do the official Soviet line on Bloc energy policy presented 
everything within our control to fulfill Soviet demands; by Kosygin at successive CEMA Council sessions 
but this will still not be enough to remedy the there has been remarkably little change over the years, 
situation. "2 Or the East Europeans have used the tactic and little concession to the East European priorities 

'Thus, for example, at the 31st CEMA session in June 1977 the 
Hunaarian spokesman declared: "We clearly recognize, as Comrade 
A. N. Kosnin commented in detail at the 30th and current sessions 
of the Council, that the CEMA member countries must to the 
maximum extent also utilize their own internal resources. I can 
inform you all that in the course of elaboratin& our cneray policy and 
detcrminin& our needs for cner&Y resources we take account of all of 
this to the fullest de1rcc. In particular, we have considerably 
accelerated our exploration work in discovcrin& new domestic eneray 
and raw material resources. We have increased the share of capital 
investments. We will develop ener1y-intcnsive branches of produc­
tion in a more measured fashion-in the spirit of the proposals 
expressed by Comrade A. N. Kosyain. We have considerably 
increased allocations to measures for the rational utilization of 
eneray and arc preparing a special resolution of the eovcrnment on 
the broad introduction of measures to economize on energy. [But] 
our national conditions arc such that, despite all the internal efforts, 
we will be forced to increase the share of imports to satisfy our 
eneray and raw material needs. Therefore we rcaard it as completely 
justified and, moreover, unconditionally necessary to accelerate the 
elaboration of the taract program aimed at satisfyin& raw material 
and encray needs, and to devote maximum attention to the joint, 
:nost effective solution of the problems arisine in this area." (ESS 
1977 No. 4, p. 55).D 

~ -

discussed above. When concessions have been made, 
they have been made privately and bilaterally. Kosygin 
has not publicly accepted the premise that the solution 
of the East European energy problem is basically a 
Soviet responsibility. The themes that are frequently 
repeated is his speeches point in the opposite direction, 
that is, to the conclusion that the Soviets will help, but 
that the basic responsibility lies with the East Euro­
peans themselves. Thus Kosygin talks about conserva­
tion, the role of coal in the energy balance, the 
upgrading of secondary refining capacity, nuclear 
power, synthetic fuels, the unified electric-power grid, 
and renovation of electric-power generating equip­
ment- all areas in which Soviet assistance is possible, 
but in which the main burden must be borne by the 
East European economies□ 

10 



The central element in the energy program i~osygin 
has urged at CEMA Council sessions is not interstate 
deliveries of energy and raw materials (which figure 
little in what he has had to say), but the need for more 
rational energy consumption in Eastern Europe. Even 
when, at the 33rd CEMA session in June 1979, he 
announced a 20-percent increase in Soviet deliveties of 
"fuel and energy resources" to East European CEMA 
members during the 1981-85 five-year-plan period, he 
immediately added: "But, of course, we must not count 
on meeting growing demands just on an extensive 
basis, by increasing production. This no longer meets 
the interests either of the countries supplying raw 
materials and fuel, or of the countries receiving them. 
Therefore, we are devoting everincreasing attention to • 
the qualitative aspect of the matter-to the rational 
and economic use of resources and the creation of new 
sources of energy and materials." D 

By the same token, within the CEMA context Kosygin 
publicly has shown little interest in dealing with the 
near-term energy supply concerns of his East Euro­
pean clients. If anything, as these concerns have 
become increasingly pressing in the last few years, the 
Soviet emphasis has shifted to activities whose payoffs 
lie increasingly further downstream. The returns from 
nuclear power, the upgrading of oil refining, synthetic 
fuels, or improved efficiency in power generation will 
not have an appreciable impact on the East European 
energy balance for another five to 10 years.□ 

Consequently, the long-term guarantee of energy 
supply to be provided within CEMA, as it has been 
perceived by the East Europeans on the one hand and 
by the Soviets on the other, has been significantly 
different. When the East Europeans talk about "secu­
rity," "stability," and "calculability" of energy supply, 
they are referring to the assurance that there will be a 
certain amount of oil, gas, and electric power in five or 
10 years. While Kosygin does not take issue with this 
way of looking at the matter, he nevertheless poses the 
question somewhat differently: the true guarantee _of 
energy supply lies in the very fact that provision for it is 
being made through a process based on joint planning, 
which maximizes the effects of all the subprograms 
included within the over~II CEMA energy effort. This 
formulation by no means d~nies the vital role of Soviet 
oil and gas deliveries in the past (which the Soviets 
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never fail to mention), but it does not place them in the 
foreground in the future□ 

The CEMA Target Program 
The Target Program on Energy. The 32nd session of 
CEMA, held in Bucharest in June 1978, approved a 
"Program of Cooperation to Meet tie Economically 
Justified Needs of CEMA Member-Countrie,s for the 
Most Important Types of Power, Fuel and Raw 
Materials During the Period up to 1990." This so­
called "Target Program" represented the outcome of 
three years of negotiation of the Bloc energy program 
and now provides the framework for collective energy 
measures projected for the 1981-90 decade. The 
Program contains both general principles, and sub­
programs and individual projects. (Industrial raw 
materials are treated separately.) The Program in its 
entirety is classified material, although many of its 
main features have been publicized/ j 

The general principles of the Target Program for 
energy are as follows: 

• There should be a maximum attempt by each 
member country to utilize its own resources, espe­
cially coal and hydropower, to produce electrical 
energy and to· raise the share of electric power in the 
energy balance. 

• Nuclear power development should be accelerated 
through coproduction and specialization of produc-­
tion of nuclear power plant equiprn~nt. 

• Geological exploration for oil, gas, coal, and shale 
should be intensified, and steps should'be taken to 
accelerate exploitation of reserves already dis­
covered. 

• A broad range of measures should be undertaken to 
improve conservation and the efficient utilization of 
energy resources. 

• Measures should be undertaken to improve the 
structure of the economies of the CEMA countries 
from the standpoint of eneray consumption, throuah 
mutual cooperation in the location of new energy­
intensive industry. 



• A greater attempt should be made to import oil and 
gas from developing countries, through improving 
economic cooperation with these countries. 

• Interested CEMA member states should cooperate 
in the development of Mongolian energy resources. 

These general principles are translated into more 
concrete measures of cooperation in different energy 
sectors/ J 

In the electrical energy field, the Target Program 
covers expansion of the_ number of coal-fired power 
plants and cutback in oil-fired power generation, 
accelerated development of nuclear power, expansion 
of hydroelectric generating capacity, joint construction 
of power facilities utilizing Polish coal, joint construc­
tion of energy complexes in Mongolia, and extension of 
the CEMA unified electric power grid./ I 

In the oil and gas area, cooperation measures do not 
extend to meeting fuel needs related to power genera-

. tion. Moreover, it is clear that the volumes and terms 
on which the USSR delivers oil and gas to other 
CEMA member countries are to be determined strictly 
through bilateral negotiations. Multilateral coopera­
tion apparently is envisaged in the areas of enhanced 
recovery efforts, geological exploration, deep drilling, 
offshore development in the Baltic, Black, Barents, and 
Kara seas, collaboration with oil-producing (LDCs), 
secondary oil refining, synthetic fuel production, and 
specialization in the production of energy-intensive 
chemical productsj J 

In the energy machinebuilding field (which is elabo­
rated upon at greater length in the companion target 
program on CEMA cooperation in machinebuilding), 
the Target Program provides for cooperation in such 
areas as equipment for mining, drilling, oilfield opera­
tion, power engineering, oil refining, chemical industry 
production, nuclear power production, oil and gas 
pipeline construction, and geological exploration. 

I I 
In the field of scientific a~d technical cooperation in 
power engineering, the Target Program singles out 
collaboration in improving the efficiency of coal-fired 
thermal power plants, work on 1,000-rriegawatt water­
moderated reactors, development of a breeder reactor, 

development of thermonuclear power plants, develop­
ment of magnetohydrodynamic (MHD) generators 
based on gas,. liquid fuel or coal, and development of 
solar, wind, and geothermal sources of energy. In the 
coal industry, the Target Program dwells on tech­
nology for deep mining and handling of geologically 
complicated formations, strip mining, and coal 
gasification, liquefication and beneficiation. Areas of 
interest in the oil and gas industries include 
cooperation in producing equipment for deep drilling, 
fitting out oil and gas fields, construction of pipelines, 
manufacture of high pressure linepipe, and secondary 
refining of oil. Cooperation projected in the geology 
field includes work on oil, gas and coal forecasting, 
surveying, geological and geophysical exploration, and 
utilization of earth satellites for exploration. FinalJy, in 
the field of energy utilization, the Target Program 
focuses upon developing less energy-intensive equip­
ment and equipment for exploiting secondary energy 
resourcesj I 
In all of these fields taken together, the Target 
Program provided for the elaboration and adoption by 
"interested" member states of approximately two · 
dozen specific projects, some of which were iq tum 
broken down into several subprojects. The Program 
specified the countries that had declared an "interest" 
in participating in elaborating the projects, the dead­
lines for preparation of agreements, and the CEMA 
organs responsible for working out these agreements. 

I I 
Meaning of the Target Program. What is immediately 
apparent is that the CEMA program that has finally 
been adopted represents an almost total victory for the 
Soviet position propounded by Kosygin at successive 
preceding CEMA sessions. The Target Program places 
the burden of responsibility for providing additional 
energy substantially on the East European states 
themselves, first of all by assigning tol' priority to 
electric power generation. The Targ~t Program is 
primarily a scheme to produce more electricity in 
Eastern Europe. This goal is to be accomplished in the 
near term through the expansion of coal-burning 

· thermal power generation, and in the longer run 
through nuclear energy. The priority assigned by the 
Soviets to nuclear power in the Target Program, as 
well as the demand that the East Europeans pull their . 
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weight in nuclear development, is highlighted in 
Kosygin's speech to the CEMA session that approved 
the program□ 

The Target Program is clearly seen as an electricity 
strategy by East European officials. For example, the 
Bulgarian Permanent Representative to CEMA, 
Rashko Draganov, has characterized the aim of the 
Target Program as that of bringing about fundamental 
changes in the energy balance of Eastern Europe: "The 
basic element of these changes is raising the share of 
electrical energy in final energy consumption with a 
simultaneous rapid reduction in the share of liquid fuel 
utilized in producing it. On this basis the task is 
maximally to draw local hard fuel, including low 
caloric fuel, into electrical energy generation and the 
satisfaction of energy technology needs."D 

Secondly, the Target Program reflects the Soviet line 
in its heavy stress on conservation and efficient energy 
utilization. Many projects specified in the Program 
directly address this concern. These include projects 
dealing with the unified electrical grid, power ma­
chinery building, power plant construction, MHD 
research, the refining industry, fuel substitution, 
upgrading the energy efficiency of all types of machin­
ery, energy transmission, secondary energy use, and 
the development of non-energy-intensive industry. 

I I 
Thirdly, and most importantly from the East European 
perspective, the Target Program responds only slightly 
to their critical concern over future Soviet energy 
deliveries. In the period of the 197 6-80 five-year plan, 
there were two major CEMA projects that gave 
assurance of large-scale future Soviet energy deliveries 
to Eastern Europe: the Orenburg natural-gas-extrac­
tion-and-pipeline project (now being brought to full 
capacity), and the Vinnista-Albertirsa 750-kv high­
voltage transmission line. This line, which can transmit 
2,000 mega watts of power, has now been completed 

· and significantly increases the capacity to transfer 
power from the Soviet to the East European electrical 
grid (and vice-versa). Although Hungary is the largest 
beneficiary of the line, East Germany, Poland, and 
Czechoslovakia participate in the project and will · 
receive power from it; in tµis sense the project was a 
genuinely multilateral venture. The present Target 
Pro~ram has 111µch less to offer.□ 
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Significantly, this program includes no follow-on to the 
Orenburg gas project: there is currently no multilateral 
CEMA gas project on the books, although naturally 
this could change.3 If the large capacity gas pipeline 
project between West Siberia and Western Europe 
now being discussed is approved, it is possible that 
some of the construction work could be performed by 
East European (especially Polish) crews opera~ing on 
the basis of some sort of CEMA agreement with 
payment in gas. But the only CEMA projects now 
included in the Target Program which explicitly 
involve energy transfer from the Soviet Union to 
Eastern Europe are the 4,000-MW Khmelnitskiy and 
Konstantinovka nuclear power plants, together with 
750-kv lines that will link these plants to Eastern 
Europe. The Khmelnitskiy project, based on an agree­
ment between Hungary, Poland, and Czechoslovakia 
on the one hand and the USSR on the other is 
scheduled to deliver half its power (2,000 MW) to the 
East European partner countries. The Konstantinovka 
project will deliver an equal amount to Bulgaria and 
Romania. According to the Target Program, deliveries 
are supposed to begin from Konstantinovka in 1983, 
and from Khmelnitskiy in 1984, but it is unlikely that 
the plants will be commissioned b~fore 1986. (Con­
struction had not begun at-the end of 1979.)j 

~-- ~ 
In other words, there are no major collective CEMA 
projects at the moment that will increase Soviet energy 
deliveries to Eastern Europe during the period of the 
.1981-85 five-year plan. The only way for the East 
Europeans to receive additional energy deliveries from 
the USSR in the CEMA context during 1981-85 
might be through bilateral barter deals that individuaJ 
countries might strike with the Soviets wpile negotiat­
ing Target Program projects in the field of oil and gas 
equipment manufacturing.J j 

This is not the outcome which the East Europeans had 
sought in negotiations ov~r the Target Program. It 
seems apparent that in d,iscussions in the mid- I 970s 
there was the expectation--0r at least hope--that 
multilateral agreement not only on electricity and gas, 
but above all on oil cooperation arrangements would 
be an integral part of the future Bloc energy program. 
Such cooperation, organized on a multilateral basis, 

' The 0renburg project itself appears to have been very hastily 
arranged during the winter of 1973-74.0 



would have given the East Europeans a somewhat 
stronger collective claim on Soviet oil, and would have 
eased their long-te_rm planning uncertainties ,□ 

This issue seems to have been decided against East 
European hopes at the 31st CEMA session in June 
1977, where the Soviet draft proposal of what should 
be included in the Target Program ("Basic Elements in 
Principle of the Long-Term Target Program of 
Cooperation in Providing for the Economically-Justi­
fied Needs of the CEMA Member Countries for Fuel 
and Power") was accepted, apparently in competition 
with other drafts (almost certainly including one 
submitted by the Romanians)O 

Venting what was probably not only Romanian unhap­
piness with this turn of events, the Romanian, Premier, 
Manca Manescu, declared at the 32nd CEMA session 
a year later: 

I wish to emphasize that in the areas of fuel, power 
and raw materials it is necessary to act decisively in 
realizing new measures of cooperation-the conclu­
sion of inter-governmental treaties, long-term 
agreements and contracts for mastering the reserves 
ofraw materials, fuel and power that exist in the 
CEMA member countries, for the purpose of 
increasing supplies and the very fullest satisfaction 
of the import needs of countries which have limited 
natural resources. This is the more necessary, · 
taking into account the fact that in the target 
programs approved by us measures are not included 
for multilateral cooperation in areas vitally impor­
tant for our national economies such as provision for 
needs of oil and gas, as was envisaged originally 
when it was agreed by us to elaborate the target 
program of cooperation to 1990 in the areas of fuel, 
power and raw materials. 

This statement implies a complaint that the Soviets 
had doublecrossed their CE:dA allies.' D 
The Changing So,iet Attitude Toward 
"Cooperation". The failure of the Target Program to 

. include large multilateral projects on Soviet territory 

'Several East European premiers observed in their speeches at the 
1977 CEMA session that the Soviets had been the last to transmit 
their draft proposals on the Tareet Proeram to the other member 
states, and. had done so only on the very eve of the mcctineo 

~ -

that would significantly increase the flow of Soviet 
hydrocarbons to Eastern Europe reflects a broader 
reappraisal by the Soviets of the concept of 
"cooperation" between the USSR and Eastern Europe. 
There is less talk about investment participation by the 
East European states in big multilateral projects on 
Soviet soil, and there has been a partial retreat as well 
from bilateral compensation projects on Soviet terri­
tory involving East European capital or labor. Instead, 
there is more emphasis now upon cooperation based on 
an industrial division of labor and the exchange of . 
manufactured goods (especially machinery and equip-
ment).c=J · 

The Soviet assumption in the early 1970s was that the 
East European states should recompense the USSR for 
oil and gas deliveries by participating in the construc­
tion of additional production capacity in the Soviet 
Union. Thus, for example, Oleg Bogomolov, a leading 
Soviet spokesman on economic relations with Eastern 
Europe, observed in 1971: 

The Soviet Union has signed agreements on 
cooperation in the oil and gas industry for 1971-is 
(and in a number of cases for the subsequ~nt period 
as well) with the GDR, Czechoslovakia, Hungary, 
and Poland, who will take part in the development 
of extraction of oil and gas, and in the construction 
of pipelines, while the Soviet Union will provide for 
an increase in the export of corresponding goods to 
these countries . ... 

In accordance with the Complex Program our 
country in 1972 must present proposals on possible 
volumes of export of oil and gas to the CEMA · 
countries for the period up to 1980 and the 
conditions of cooperation of these countries in the 
development of the Soviet oil and gas industry.□ 

The underlying principle here was compensation in 
fuel: the East European contribution.was linked 
directly to a payback in oil or gas. In the multilateral 
arena, the East European investment and labor allo­
cated to the Orenburg project was to be recompensed 
according to a formula confirmed in 1974 that 
assigned 15.5 billion cubic meters of &as annually to 
Eastern Europe from 1979 through 1990, with 2.8 
billion goin& to Poland, Hungary, Czechoslovakia, 

14 



East Germany, and Bulgaria, and 1.5 to Romania. The 
other main muJ• '1ateral energy project undertaken in 
the 1976-80 penod, the Vinnista-Albertirsa high­
voltage transmission line, completed in 1979, is repay­
ing the participating East European countries in 
electricity in proportion to their investment contribu­
tion,LJ 

Significantly, there have never been any multilateral 
oil compensation projects on Soviet soil, although there 
are some minor multilaterial CEMA oil "cooperation" 
activites (mostly in Eastern Europe). Soviet pressure 
for investment, equipment, and labor participation in 
USSR oil production has always been exerted bilater­
ally c=J 
On the basis of a bilateral GDR-USSR agreement, 
"Cooperation Between the GDR and the USSR in 
Creating Additional Production Capacities in the 
USSR Petroleum Industry in the 1976-1980 Period," 
for example, East Germany's chemical machine­
building sector was assigned the task of producing in 
East Germany and then erecting in the oil-producing 
regions of Tyumen Oblast 113 modular prefabricated 
plants for dessicating petroleum gases and 26 process­
ing plants for removing gas, salt and water from crude 
oil. The 50 or so East German enterprises fulfilling the 
latter contract, it was said, "bear a great responsibility 
for the future supply of our economy with Soviet oil." 
In 1977 the East Germans reportedly were receiving 
2.5 million tons of oil annually in return for investment 
of about $640 million in Soviet oil productionj I 
CJ 
Poland's main direct contribution to the Soviet oil 
industry has consisted of participation in oil pipeline 
construction. In 1979 the Polish firm Energopol 
completed construction of a 440-kilometer-long crude 
oil pipeline running from Novopolotsk in Belorussia to 
Mazheykskiy in Lithuania, and had still to finish eight 
pumping stations and a tank farm. In 1978 part of the 
Energopol crew began working on a new project, a 300-
kilometer-long section of a crude oil pipeline between 
Novopolotsk and Surgut in West Siberia, plus three 
pumping stations. This project is scheduled for comple­
tion in October 1980. For both projects Poland is 
scheduled to receive 13 million tons of crude oil over a 
15-year period. This oil will be purchased at CEMA 
prices, in addition to the annual volume projected by 
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bilateral Polish-Soviet trade agreements. At least some 
of the pipe is Polish-supplied, and the pumping stations 
were probably purchased abroad by Poland for hard 
currencyO 

The main Czechoslovak involvement in the Soviet oil 
industry appears to have arisen out of an August 1975 

· Czechoslovak-Soviet agreement. In return for an 
unknown quantity of oil on unknown terms, Czechoslo­
vakia is committed by the agreement to supply 32 oil 
pumping stations by 1990.D 

Hungarian participation in Soviet oil production was 
established by a February 1976 protocol on Hungar-

. ian-Soviet cooperation in the oil industry, signed by 
Soviet Gosplan chief Nikolay Baybakov and Hungar­
ian planning chief Istvan Huszar. According to the 
agreement, Hungary was to supply an instrument 
factory, data transmission system, pumps, automatic 
control components, electrical engin ,ring products, 
and oil transfer stations in return for an increase in 
Soviet oil deliveries of 200,000 tons annually. The 
deliveries specified by the agreement appear to have 
run only through l.980. Presumably Hungary had to 
purchase for hard currTcy mrh of the equipment 
delivered to the Soviets. · 

Bulgarian participation, like Polish, has involved 
sending labor to the USSR to build facilities. In 1978 it 
was announced that Bulgaria would increase its role in 
the construction of oil and gas projects in the USSR. 
Apart from mention of work on gas compressor 
stations arid a gas processing plant in Uzbekistan, no 
details of deals are available□ 

All of the projects mentioned above were initiated in 
the mid-1970's, and linked with the 1976-80 five-year 
plans, although some of them will be completed well 
after 1980.LJ 

In the middle of the current five-year-plan period there 
were some signs of continued Soviet interest in future 
East European participation on the same basis. In 
1977, for example, the Soviets discussed a cooperation 
project for oilfield exploration in the Komi region with 
tlle Romanians- to whom the Soviets have not regu­

larly supplied oil. In January 1978 the Soviets report­
edly pressed the Poles to provide investment credits to 
the USSR in return for increased oil. At about this 



same time Target Program, however, that suggests any commit-
e ov1ets were eman mg t at ment by the USSR to barter fuel in this fashion . 

Czechoslovakia increase its investments in the USSR / J 

in order fo obtain additional supplies./ j 
·n December 19"18 the soviets There is evidence, nonetheless, of frustration with the 

ms1s '------~~--.~----,-~ -.,...-.--, hat guaranteed energy-payback approach to "coopera-
East Germany wou have to mvest eav1 y m extrac- tion" and of drift within CEMA over the issue. In an 
tion industry projects in the USSR to assure agreed- article in early 1979 the Soviet head of the CEMA 
upon deliveries (including deliveries of oil), and would working group for preparing the draft energy Target 
have to double this investment to compensate for Program, Arkadiy Lalayants, commented: 
increases above the agreed level. Included in this 
additional investment would be deliveries of goods 
imported by East Germany for hard currency. 

I I 
This pressure appears to have carried over into 1979. 
The Soviet press noted that the economic cooperation 
protocol signed by Hungary and the USSR in July 
1979 provided for "cooperation in building facilities in 
the USSR for extraction of petroleum," which earlier 
reports suggested had been insisted upon by the Soviets 
as a condition for increased oil deliveries in the 1981-
85 five-year-plan period. j / 

During this same period, however, the Soviets were 
pushing even harder for approval of the CEMA Target 
Program on energy and elaboration of the projects 
foreseen by this program. Apart from the construction 
of the two nuclear power plants and high-voltage lines 
connecting them with Eastern Europe, the only project 
in the Target Program that appears explicity to involve 
an East European commitment to anything on Soviet 
territory is one dealing with coal mining equipment 
and mechanized mine construction. In this case, the 
terms of final implementing arrangments are negoti­
ated and agreed upon bilaterally, and the USSR could 
pay entirely or partly in fuel . The same applies to the 
other projects in the Program involving specialization 
in the production of energy equipment (for nuclear 
power, thermal power generation, coal processing, 
enhanced recovery of oil, oil and gas field outfitting, 
deep drilling, pipeline construction, secondary refin­
ing, valves, and automated telecommunications sys-

tems). I I 
he Soviets might be 

'-:--------:-:--------,,--~ 
interested in compensation arrangements for t~e pro-
duction of oil extraction equipment, including technol­
ogy for enchanced recovery. Then: is nothing in the 

~ -

Implementing the set of measures that will guaran­
tee stable deliveries of petroleum requires that the 
countries make greater efforts involving large 
capital investments and other material outlays. This 
means a search must be made/or those forms af 
effective cooperation that would make it possible to 
satisfy the economically justified needs of the 
countries for petroleum and petroleum products 
(motor fuel in particular) . [Emphasis added.]□ 

In June 1979 a prominent Soviet CEMA spokesman, 
Yuriy Shiryaev, admitted to a Western economist that 
the whole system of East European investment in 
extractive facilities in the USSR in return for the 
promise of long-term deliveries of raw material pro­
duced at these facilities had fallen into disarray 
because of disputes over Soviet prices. CEMA was 
unable to solve this problem, which was so acute that 
the system would have to be abandoned. Soviet policy 
in the future would be to encourage East European 
countries to invest domestically in facilities for produc­
tion of goods that could be bartered for Soviet raw 
materials. That same month, however, a Soviet econo­
mist struck a somewhat different note in proposing 
that East European countries acquire oil as compen: 
sation for supplying chemicals for tertiary recovery, 
that East European countries from joint enterprises 
with the USSR for terti~ry recovery from depleted 
Soviet fields, and that the USSR continue to make use 
of East European labor along the lines·pioneered by the 
Orenburg gas pipeline project. D 
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attempted, when dealing with the Soviets, to rebut the 
argument that they are not doing everything possible 
to conserve. At each annual CEMA session the East 
European respresentatives detail all their conservation 
measures. in order to make the point: "We can't do anl 
more!'1._ ___ ,----,----------- ---'-
Soviet action and East European reaction had not 
produced any real coordination of policy among the 

'------------------------' CEMA member countries on how to conserve! energy 
Similarly, Bulgarian officials complained that a long­
term agreement signed with the USSR in September 
1979, which in their view should have set out in great 
detail what Soviet deliveries would be through the year 
I 990, was reduced by the Soviets to being nothing 
more than a "political declaration." The Soviets had 
categorically refused to agree to supply oil in any 
particular volumes or at preagreed prices.'--1 ---~ 

The change in the Soviet attitude toward cooperation 
that provides guaranteed fuel deliveries probably has a 
number of causes: 

• The price issue-as noted above. 

• A Soviet desire to exercise tighter control over the 
disposition of its own energy resources, perhaps 
combined with doubts about their future availability. 

• The fact that the energy policy priorities set in the 
Target Program require the East Europeans to 
contribute more in the area of specialized machine­
building. 

• Possibly the calculation that further demands for 
greater investment in Soviet energy development 
would defeat the broader aim of ''socialist 
integration" by increasing the already intense pres­
sures upon the East European states to develop 
export trade with the West to pay for the investment. 

D 
East European Energy Self-Help 
In order to evaluate the Soviet strategy for helping 
Eastern Europe to help itself, we need to look at how 
this strategy will affect the East Europeans .□ 

Consemltion. Since the early 1970s the Soviets ha~e 
constantly pressured the East Europeans to conserve 
energy. In response, the East Europeans have always 
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evert by 1979. Nevertheless, individual East European 
countries have introduced many energy conservation 
measures, some of them quite Draconian.51 I 

Notably, however, these meausres so far have focused 
mainly on administrative attempts to restrict .such 
energy use as lighting, vehicle use, and room tempera­
tures, that is, to regulate private consumption, which 
constitutes no more than 20 percent of energy use in 
Eastern Europe. This emphasis does not mean that 
public sector opportunities to conserve energy are 
lacking: energy is wastefully used in East European 
industry, agriculture, and transportation compared 
with West European levels; the existing machinery is 
energy-wasteful; and structural changes in the econo­
my could produce energy savingsLJ 

The difficulty is that there are big costs and obstacles 
associated with conservation in the production sphere, 
and the prospects for major gains here even in the 
medium term are limited. Measures here are very 
likely to reduce output, at least in the short run. 
Attempts to raise energy efficiency in existing technol­
ogy depend upon improving general microefficiency, 
which in turn raises the delicate issues of producer 
price changes and economic reform. Doipg something 
about upgrading the energy efficiency of the machin­
ery implies accelerated machinery imports from the 
West, paid for in scarce hard currency- which means 
more debt and more exports to the West rather than to 
CEMA. And implementation of changes in the struc­
ture of East European economies raises a host of 
sensitive policy issues□ 
1 In Romania, for example, private automobile use is limited to 
alternate weekends; maximum winter temperatures is 65 deerees 
Fahrenheit for homes and 61 deerees for factories; and home electric 
ll&htin& a fter 10 p.m . is supposed to be restricted to a ainc lc ◄S watt 

bulb.CJ 



Economic Structure. From the Soviet standpoint, and 
perhaps from a cost/benefit point ofview, it would 
make sense to shift energy-intensive industry near to 
the sources of relatively less expensive power (that is, 
Siberia), and in Eastern Europe to emphasize develop­
ment of those industries that consume less power. 
Soviet spokesmen have consistently recommended this 
course of action to their East European clients. In 
1976, for example, Kosygin laid out the Soviet position 
on the chemical industry-one of the key areas of 
controversy: 

Big reserves for raising the effectiveness of social 
production also lie in expanding cooperation in the 
area of chemicals, in joint creation of energy­
intensive and material-intensive chemical produc­
tion near the basic sources of mineral raw materials 
and fuel. 

We regard it as expedient to review within the 
framework of the long-term target program for 
power the proposal for joint construction on the 
territory of the USSR of big enterprises with large 
capacity units for the production of synthetic 
rubber, ammonia, methanol, polyethelene, poly­
vinylchloride, ash, and nitric acid. A considerable 
part of this output would be supplied to other 
member countries of CEMA. Construction of such 
enterprises would permit the European CEMA 
countries to achieve a greater economy of liquid and 
gas fuel. The interested countries could participate 
either in the construction of enterprises, or con­
centrate their efforts on the production of less 
energy-intensive and material-intensive chemical 
products .. . and supply this output to the Soviet 
Union as compensation for supply of energy­
intensive output. Such a solution of this problem 
would assist in perfecting the structure of the 
chemical industry of the CEMA countries and 
would serve as a firm basis for expanding specializa­
tion and cooperation .□ 

The Soviet position has found some supporters in 
Eastern Europe. The Hungarian economist Istvan 
Dobozi, for instance, has argued that the entire 
Stalinist pattern of autarkic.development of individuai 
East-European economic systems led to the unpro­
ductive concentration of resources in .primary and 
heavy industries for which there was no adequate raw 

-~ -

material base, and that the time has come to abandon 
this burden by pursuing the sort of division of labor 
talked about by the Soviets. This is, however, almost 
certainly a minority point of view in Eastern Europe. 

D 
What the Soviets are asking the East European states 
to do first is to scale down their plans for development 
of the petrochemical industry. This industry is viewed 
by a majority of East European states-especially East 
Germany and Poland-as a strategic key to economic 
growth, production of agricultural and consumer 
goods, and production of hard currency export 
earnings. J j 

Secondly, the Soviet demand requires ihat the less 
developed CEMA states more gradually pursue their 
goal of "equalization" of development levels among the 
CEMA members (which they interpret in conventional 
Communist terms as development of heavy industry). 

. The best example here is the Bulgarian plan of 
building a third metallurgical complex near Burgas, 
which the Soviets have repeatedly refused to support 
on the grounds that Bulgaria neither needs the project 
nor has the iron ore and coking coal with which to 
supply it. From the Bulgarian standpoint the Soviet 
position is tantamount to consigning Bulgaria to 
remain basically a supplier of agricultural products to 
the more developed "fraternal countries. '1 / 
Thirdly, there is the problem of possible social 
dislocation caused by shifts in industrial structure. 
East European political and economic leaders are 
extremely wary of disequilibrium arising from at­
tempts to close down plants or eliminate labor redun­
dancy. When it was suggested to a Czech economic 
official recently that the overstaffing ofplanis that had 
built up "since 1968" should be reversed and that the 
inefficient plants should be closed down he reportedly 
replied that he wanted "not only frank, but realistic 
views."! / 

Finally, there is the broader issue of economic depend­
ency implied by the Soviet-proposed division of labor. 
The Romanians have been the most outspoken in their 
rejection of this concept, but they appear to express 
views which enjoy a much wider-if unarticulated-
popularity among other East Europeans. / j 
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Coal. The assumption that Eastern Europe can do 
more in the near term to meet its own energy needs 
rests heavily on the calculation that all the East 
European states can accelerate coal production, and­
to a lesser degree- that Poland can export increasing 
amounts of coal to other CEMA member countries. At 
the 31st CEMA session in June 1977, Kosygin told the 
assembled East European premiers: 

It is necessary to make wider use of solid fuel 
(including low caloric fuel) for the production of 
electrical energy and power-technological utiliza­
tion. In the European CEMA countries there are 
considerable natural reserves of hard and brown 
coals, lignites, reaching approximately 105 billion 
tons, apart from expected reserves of about 80 
billion tons .. . . 

According to the evaluation of specialists, the 
available reserves of coal for the CEMA member 
countries permit a considerable increase in the 
extraction of solid fuels. In this way it is possible­
more broadly than is supposed- to construct ther­
mal electric power stations. 

Moreover, the USSR's top planning official who deals 
with CEMA energy affairs, Arkadiy Lalayants, re­
cently publicly linked rising world fuel prices, the use 
of coal, and the possible Polish contribution to East 
European energy supply: 

The new situation in world energy and the raising of 
prices on hydrocarbon raw materials has made it 
necessary to return to the question of processing 
coal shale and bituminous coal dust. .. . What 
merits great attention, for example, is the·develop­
ment of cooperation in the utilization of the large 
deposits of steam coal in the territory of the Polish 
Peoples' Republic, which are located in direct 
proximity to other European CEMA member coun-
tries□ 

The East European states have attempted to increase 
coal production, but th~y are much less optimistic than 
the Soviets arc that they can raise output significantly. 
Res~rves are depleted, investment costs are sharply 
rising, a,ttracting labor is difficult, and environmental 
problems are serious. The East Germans and Czecho­
slovaks, who besides the Poles are the largest coal 

- ~ -

producers, have repeatedly raised these issues. East 
Germany has pointed out at CEMA sessions that the 
share of cos) in the country's fuel balance is already 
extremely high. At the 1979 CEMA session, the 
Czechoslovak Premiet Lubomir Strougal pointedly 
complained: 

We are devoting extraordinary attention to the 
long-term problems of our fuel and power balance. 
Along with extensive participation in international 
cooperation, such as the construction of electric 
power stations, transit gas pipelines, and transmis­
sion lines, we are establishing the prerequisites for 
the further development of our own resources and 
for achieving maximum savings in all kinds of fuel 
and power. At the same time, in coal extraction, we 
must cope with constantly deteriorating natural 
conditions. On top of that, in brown coal extraction 
(strip mining), we must cope with the considerable 
growth of investments required as a result of moving 
railroad tracks and waterways and the relocation of 
towns and villages. Despite our enormous efforts 
and considerable investments, the lack of minimum 
increments of fuel and energy will continue to be 
one of the severest limiting factors in our national 
economic development in the years 1981:85, even 
though we envisage a lower rate of development 
compared with the present five-year plan. 

Strougal did not mention, although he could have, that 
the tremendous pressure to increase coal output has 
meant heavy demands on coal miners in Czechoslova­
kia and elsewhere in Eastern Europe for overtime 
work- a potentially serious source of unrestO 

In the 1971 Complex Program contained a reference to 
Polish coal as an element in the CEMA-wide energy 
base, and the Soviets (as well as other CEMA 
members) have never concealed their interest in this 
source off uel➔ 

the then.,P...,o,.,h~shr-.,P.-,re,...,m,..,.1--e-r-..P.-10,..,t-,,-r .,.Ja-r~o~sz~e=w-1c_z_1_s__, 
eceived Soviet agreement to 

'-.s;.;U..,P""P"Y"n"'e"'W"'m ..... m"1""ng,.,.,,............,ent only on condition that 
Poland would increase its deliveries of top-quality coal 
to the USSR. Acceleration of construction of the 
broad-gauge Katowice-USSR railway line in 1979 has 
been viewed by Poles and others as a reflection of a 
Soviet desire to step up imports of Polish coal. 
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Dealing with their CEMA allies, the Poles have taken 
the public position that "Poland, to the extent possible, 
is ready on mutually acceptable terms to participate 
with its fuel resources in satisfying the needs of its 
partners"-as Jaroszewicz pledged to the 1978 
CEMA session. Privately, the Poles are much less 
helpful. At a high-level energy conference held in 
February 1978, Polish specialists made clear .to the 
leadership that raising coal output would be extremely 
expensive, and some senior officials in the Ministry of 
Power Industry and Atomic Energy considered future 
targets to be highly unrealistic. Yet at the conference 
Deputy Premier Jan Szydlak asserted tha~ Polish hard 
currency oil imports in the 1980s would have to be paid 
for with income derived from coal exports to the West. 
Comments by a senior Polish official in May 1978 also 
indicated doubt that long-term coal plans were attain­
able; he said reserves were overestimated,'and that 
despite widespread mechanization, miners were al­
ready working Saturdays and sometime Sundays. 

I I 
From the Polish standpoint, as already in<ticated, it is 
critical to maintain hard currency exports of coal. As 
one Polish journalist observed in September 1979, 
"The export of our hard coal gives us annually one 
billion dollars in revenue. In the present situation we 
cannot forgo such incomes, all the more so since it is 
increasingly difficult to place large quantities of 
industrial goods on the markets of the highly developed 
capitalist countries." Poland has been especially 
interested in coal trade with West GermanyJ~--~ 
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Polish Foreign Minister Wojtaszek expressed Poland's 
interest in US investment in the Polish coal industry, 

N11clear Power. The East European CEMA states 
expect to have an installed nuclear power capacity of 
approximately 5000 megawatts by the end of 1980, 
producing about 4 percent of the region's electricity 
(see table 1). This capacity is distributed unevenly 
among East European countries, and constitutes a 
varying percentage of electrical generating capacity. 
Current projections of installed capacity in 1985 and 
1990 reflect_ the same differentiated pattern. Thus, for 



Table 1 

East European CEMA Nuclear Power Programs 

Status of Power 
Reactors as of 1979 ' Installed Capacity in 1980 ' Installed Capacity in 1985' Installed Capacity in 1990 ' 

Total % of Electrical Total % of Electrical Total 
MW 

% of Electrical 
Generating 
Capacity 

MW Generating 
Capacity 

Bulgaria 4OP, 1 UC 1,760 20 

Czechoslovakia 2OP, 6 UC, l0P 880 

East Germany S OP,8 UC 1,830 8 
Huniary 4UC,2P 440 

Poland 2 UC, 1 P 0 0 

Romania SP 0 0 

Source: Nuclear Programs of Eastern Europe, SI 79-10050, July 
19191 1 
'OP pcrational; UC-Underconstruction; P-Planned 
'Projected 

Thistablei~ 

example, Czechoslovakia expects to have almost 12 
times the nuclear generating capacity of Romania in 
1990, while Bulgaria anticipates meeting 50 percent of 
its electricity needs in 1990 through nuclear power, as 
opposed to Poland's 13 percent. D 

Witb the exception of Romania, which appears to have · 
opted for the Canadian Candu reactor, all the other 
East European CEMA states are basing their· nuclear 
programs on Soviet fuel supply and technology- the 
current VVER-440 pressurized water reactor (PWR), 
and .the VVER-1000 PWR scheduled to be introduced 
as the standard reactor in Eastern Europe in the mid-
l 980s. How these individual national programs are to 
be implemented- that is, what the respective contribu­
tions of the USSR and the East European states should 
be, and how committed the East European leaders 
really are to the programs..,-are controversial issues. 

D 
Increasin2ly in the 1970s, the Soviets have ure-ed the 
East Europeans to turn toward nuclear power as the 
foundlition for solving their energy problem. At the 
30th CEMA session in July 1976 Kosygin set forth 

MW Genera tin& 
Capacity · 

1,760 2,760 so 
5,00(). 12,000 
7,500 

4,470 5,350 

1,760 3,760 25-30 

880 1,880 13 

0 0 660 

what have continued to be Soviet arguments in the 
nuclear field: 

• Nuclear power in the long run must make a 
subst~ntial contribution to the energy balance of the 
other CEMA countries. 

• The USSR was prepared to render "technical 
assistance" to other CEMA countries in the con­
struction of atomic power stations. 

• The USSR was prepared to "participate with 
interested countries in building atomic electric 
stations on their territory." 

• There should be "broader specialization and 
cooperation in the production of equipment for 
atomic electric stations." Involvement of the CEMA 
countries in the nuclear industry would have as one 
of its major side benefits the upgrading of those 
countries' entire machinebuilding sector. Kosygin 
also made a pitch for investment by other CEMA 
countries in construction of the huge Soviet 
"Atommash" nuclear power equipment plant- a 
demand that may later have been dropped.□ 
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In the Soviet view, attaining major advances in 
machinebuilding has always been tlie key to success of 
a CEMA nuclear program. Not surprisingly, once they 
decided to invite the East Europeans into the nuclear 
equipment manufacturing club, the Soviets have 
harped on the need for the East Europeans to move 
faster in the machinebuilding sector. Thus, at the 32nd 
CEMA session in July 1978 that approved the energy 
Target Program, Kosygin declared: · 

The Soviet Union is ready to render assistance in 
realizing the program of construction of AESs 
[atomic electric stations] projected within the 
CEMA fl"amework. Fulfillment of this program will 
demandfrom all a/us the accelerated creation of 
large production capacities for the manufacture of 
equipment for AESs, the careful organization of 
multilateral cooperation in the corresponding 
branches of industry, the unification of efforts 
of the scientific and design collectives of our 
countries. The Soviet Union is speeding the develop­
ment of the production of equipment for AES, is 
building for this purpose a large specialized factory, 
"Atommash," and is expanding the capacities of 
other machinebuilding enterprises. Evidently, other 
countries too are interested in preparing themselves 
to participate in cooperation in such an important 
branch af machinebuilding. The agreement on 
cooperation in the production of equipment for 
AESs will demand/ram our countries great work in 
the reequipping of machinebuilding, and in the 
training of yet more qualified cadres of machine­
builders. All this will promote the technical progress 
of our machinebuilding as a whole. (Emphasis 
added.) 

This pressure, which continues, has generated contro­
versy within CEMA over investment, production 
specialization, nuclear safety, hard currency trade, 
and-for so~e countries-nuclear dependency.□ 

Soviet interest in promoting nuclear power within 
CEMA was reflected in the energy Target Program 
approved· at the 32nd session in July 1978. The Target 
Proaram stressed the principle of "accelerated devel­
opment of the nuclear energy industry on the basis of 
coproduction and specialization in production of equip­
ment for nuclear power plants." This general principle 
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was embodied in directions to the CEMA Planning 
Commission and the CEMA nuclear power agency, 
Interatomenergo, to prepare draft agreements on 
multilateral specialization and coproduction in the 
manufacture of nuclear power equipment during 1980-
90, and on construction of nuclear power plants with a 
total capacity of 29,000 Megawatts on the territory of 
other CEMA countries, with technical assistance from 
the USSR. I I 

The Planning Commission and the CEMA Standing 
Commission for Electrical Energy were also instructed 
to prepare draft agreements on cooperation (among 
Hungary, Poland, Czechoslovakia, and the USSR) in 
the construction of the Khmel'nitskiy nuclear power 
station in the Ukraine, with a transmission line to 
Poland, and on cooperation (among Bulgaria, Roma­
nia, and the USSR) in the construction of the 
Konstantinovka nuclear plant in the Ukraine, with a 
transmission line to Romania and Bu!garia. The 
provisions for specialization and coproduction of nu­
clear equipment (in which all the East European states 
plus Cuba declared an interest) were repeated in the 
machinebuilding target program, which also noted the 
interest of.all the East European states in joining with 
the Soviets to begin production ofa 1000-megawatt 
PWR (the VVER-1000 reactor) j J 

What the energy Target Program confirmed, however, 
was really only an agreement in principle by the 
interested CEMA members to reach a subsequent 
detailed multilateral agreement which would become· 
effective only after details were spelled out in binding 
bilateral agreements. After intense negotiations (espe-

. cially between the Czechoslovaks and th.e Soviets) the 
multilateral agreement on cooperation in the produc­
tion of nuclear power equipment was signed a year 
later at the 33rd CEMA session. This agreement, in 
Kosygin's words, called for "the creation in our 
countries of a new important branch of the 
machinebuilding industry:"□ 

A few months earlier, at the March 1979 meeting of 
the CEMA Executive Committee, a general multilat­
eral agreement on construction of the Khmel'nitskiy 
nuclear power station and the Khmel'nitskiy-Rzeszow 
(Poland) 750 Kv. power line was signed, but no 



agreement was reached by Bulgaria, Romania, and the 
USSR on the Konstantinovka nuclear plant. As USSR 
Gosplan Chairman Baybakov had pointed out in 
September 1978, the terms of the two power plant 
deals, based on the "values of the goods factually 
supplied by [each] country," were to be settled "in a 
bilateral manner during coordination of economic 
plans and formulated as su lementar rotocols to 

the agreements. ",';;;;-;=;;T'l= T'D==~==-;;:,there 
were no firm contrac ua s uropean commitments 
as of July 1979 even on the Khmel'nitskiy project, 
beyond the Czechoslovak role in construction of the 
reactor .□ 

Today, all the East European states accept the need for 
some allocation of resources to nuclear power, al­
though Czechoslovakia, East Germany, and Bulgaria 
are more deeply committed to large nuclear investment 
than some of the other CEMA members. In essence, 
the East Europeans see nuclear power- ultimately­
as the only means of relieving the energy squeeze, 
given the skyrocketing price of oil and extremely 
limited capacity for expanding coal production (with 
the exception, to some extent, of Poland) . At the same 
time, however, they have reservations about the 
package prepared by the Soviets□ 

The nuclear program pushed by the Soviets on CEMA 
is probably a good deal for the East Europeans, judged 
by what they would have to pay in the short term for 
alternative Western nuclear technology, by the relative 
security of nuclear fuel supply, and by the avoidance of 
problems associated with the disposal of nuclear waste 
(since all spent fuel is returned to the USSR). Yet, the 
East Europeans have not rushed to shoulder the cost 
burden of nuclear power.□ 

First, questions have been raised by the East Euro­
peans, about the advisability of investment in the two 
nuclear power plants scheduled for construction on 
Soviet soil. Bulgarian, Czechoslovak, and Polish reser­
vations on this score have been especially strong, 
probably reinforced by reluctance .to invest in an 
energy facility not under their own control. Equally 

In addition, public statements notwithstanding, the 
East Europeans have also been worried about the 
safety of Soviet-designed nuclear equipment. Of the 
three countries with installed Soviet equipment, East 
Germany has already had serious problems, including 
radioactive contamination of discharged cooling water, 
the jamming of fuel elements, poor quality welding, 
turbine vibration, and inoperative valves, leading to 
plant shutdowns. The Bulgarians have been concerned 
with the resistance of their equipment to seismic 
disturbances. And the Czechoslovaks, chastened by a 
series of serious nuclear accidents in their own A-1 
reactor resulting in two known deaths and radioactive 
venting, which have evoked considerable concern on 
the part of neighboring Austria, have also been 
concerned with the safety features of Soviet equip­
ment. All of the East European states have been 
unhappy with the lack of a containment vessel for the 
Soviet VVER-440 reactor and the absence of an 
emergency core cooling system. They have also been 
sensitive to public anxiety over nuclear security, at 
least to the extent of having to cope with this as a 
propaganda problem-especially in view of the Three 
Mile Island incident in Pennsylvaniaj I 

East European officials probably have been consider­
ably more concerned with issues raised in the imple­
mentation of the CEMA nuclear program. First, there 
has been the question of arranging a satisfactory 
division of labor among the CEMA members in the 
production of nuclear equipment. Apart from the cost 
factor, this has probably been the most contentious 
element in CEMA nuclear cooperation. Associated 
with this issue has been the clearly perceived need to 
effect radical improvements in the training and moti­
vation of labor in order to carry out the complex and 
demanding tasks posed in the production of nuclear 
equipment. Finally, there has been evident scepticism 
over the capacity of an interdependent CEMA manu­
facturing process to meet quality standards and 
delivery deadlines1 I 
At least some Polish officials reportedly believe that 
their nuclear program goals cannot be met unless the 

· important, the East Europeans have been concerned 
with the trade-off between investment in nuclear 
power, 'with its inherently longer payoff time, and 
urgently-needed investment in coal production .□ 

-power plants are purchased from the West. Recent 
public statements by top East German officials and 

I pamplaints by them to Soviet authorities 
probably reflect serious doubts in East Germany that 
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schedules and quality control will be maintained. 

I I 
Because of its highly developed machinebuilding 
industry and limited indigenous fuel resources (apart 
from uranium, which is Soviet-controlled), Czechoslo­
vakia has been the strategic base upon which the 
Soviets have hoped to build East European participa­
tion in CEMA nuclear machinebuilding: Up to a point, 
the Czechoslovaks have reciprocated this interest, 
because of their appreciation of the severe limits on 
their own coal production. Yet, the Czechoslovaks 
have long complained about the implementation of the 
CEMA nuclear program in Czechoslovakia. The key 
issues have involved costs, domestic resourc~ alloca­
tion, reciprocal Soviet fuel deliveries, the composition 
of Czechoslovak output, and hard currency trade.D 

As early as 1976, the Czechoslovaks clearly and 
publicly demanded that their commitment of capital 
and hard currency to nuclear power machinebuilding 
should be valued "equivalently" to Soviet fuel deliv­
eries in USSR/Czechoslovak economic relations, and 
thus should make unnecessary Czechoslovak credit 
and material participation in Soviet energy develop­
ment as the quid pro quo for fuel deliveries.' At the 
1977 CEMA session the draft program on nuclear 
machinebuilding, apparently prepared in this instance 
under Czechoslovak guidance, drew criticism from 
Kosygin. One of the issues here was almost certainly a 
Czechoslovak attempt to assert a claim to production 
of turbogenerating sets for the VVER-1000 reactors; 

' In Premier Lubomir Strougal's words at the 30th CEMA session in 
June 1976: "We suppase that the contribution ofinterested coun(ries 
to individual integration measures does not always have to take the 
form of direct credit and integral participation. The benefits flowing 
from integration measures, in our opinion, can be compensated for 
also in another form, for example, through the construction and 
development of facilities which, from the point of view of expendi­
ture of capital and hard currency funds, purchases of production 
machinery and licenses, and expenditures on the development of the 
corresponding material base arc analogous. We have in view the 
construction and development of capacities, for example, for the 
production of equipment for atomic electric stations, for the 
production of special pipes, compressor stations, metallurgical.and 
chemical equipment, and a number of other types of technological 
equipment. This kind of output should be evaluated as equivalent to 
the supply of fuel , power, raw materials, and materials. We 
recommend, therefore, that the principle of economic equivalence 
(narodnokhozyalstvennaya ekvivalentnost ') in the indicated sense 
receive appropriate attention first of all in the elaboration of the 
long-term target programs of cooperation." (ESS 1976, No. 4, 
p. 36)□ . · 
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without this Czechoslovakia would be totally depend­
ent on Soviet supply for this key component, would 
have to restructure its existing nuclear production 
profile, and would be deprived of an important nuclear 
export ite~. In addition, at the 1978 CEMA session 
that approved the energy Target Program, Czechoslo­
vak Premier Strougal appeared to condition his ap­
proval of the nuclear program by dwelling on the need 
for Soviet oil and gas deliveries□ · 
The long-simmering controversy between the Soviets 
and the Czechoslovaks over Czechoslovakia's role in 
the CEMA nuclear program seems to have come to a 
head during Kosygin's visit to Prague in May 1979. 
According to US Embassy reports, one of Kosygin's 
reasons for coming to Prague was to pressure the 
Czechoslovaks to speed up production of VVER~400 
reactors-for which Czechoslovakia is to be largely 
responsible by 1985. Kosygin is said to have proposed 
that the Czechoslovaks cut back on other kinds of 
industrial output in order to accelerate reactor produc­
tion. At the same time, he reportedly proposed stepped 
up deliveries of equipment for the Soviet petro­
chemical, metallurgical, transportation, and other 
sectors.□ 

The Czechoslovaks are reported to have countered 
with complaints about the burden on the engineering 
sector of nuclear equipment production, about the 
related negative effect on Czechoslovak hard currency 
earnings, about the share and price of electricity to be 
delivered to Czechoslovakia from the Khmel'nitskiy 
nuclear power station, about the negative 'trade bal­
ance with the USSR, and about the price and volume 
of future Soviet oil deliveries. In the end, the Soviets 
may have made some concession on oil prices, but even 
if they did, this did not put an end to Czechoslovak 
concernsO 

In his speech at the 33rd CEMA session in Moscow in 
June 1979, Premier Strougal presented an astonish­
ingly frank analysis of tensions in Czechoslovak 
economic development that highlighted the impact of 
the energy problem and suggested some of the 
constraints imposed by the nuclear machinebuilding 
program. Czechoslovakia, he observed, was not fulfill­
ing its economic plans and was not coping with its own 



fuel and power needs, capital construction problems, 
technological obsolescence, or balance of payments 
difficulties-even though it was fulfilling all its· 
CEMA i~tegration commitments and rendering for­
eign aid ("within the limits of our possibilities"). 
Although work was progressing on the target pro­
grams, it was "nevertheless becoming apparent that in 
most instances the contribution made by the proposed 
cooperation will be apparent only after 1985." If a 
"mutually acceptable agreement" on the "complicated 
and demanding problems" posed by the cooperation 
program in the fuel, power, and raw materials sectors 
were to be reached, this depended upon "achieving a 
speedy solution of the still open questions" in the 
coordination of the national five-year plans for 
1981-85-that is, the level and price of Soviet fuel 
deliveries. D 
In this context, Strougal emphasized the "enormou·s 
efforts and considerable.investment resources" that 
had to be put into coal production, which would still 
fail to provide minimum increments of energy and ~bus 
depress the rate of economic growth in 1981-85. This 
situation was why Czechoslovakia attributed "extraor­
dinary importance" to its central role in CEMA 
nuclear equipment production; but this role was "so 
demanding that it substantially limits our possibilities 
for developing other engineering branches." The impli­
cations of Strougal's remarks were clear: Czechoslova­
kia was being subjected to extraordinary economic 
pressures, which cried out for Soviet relief D 
Soviet Energy Deliveries to Eastern 'Europe 
Quantities. There was a steady rise through the 1970s 
in the ratio of energy imports to total energy consump­
tion in Eastern Europe (see table 2). The share of 
imports in total energy consumption rose from about 
one-fifth to about one quarter between 1970 and 1977. 
Imports from the USSR rose at about the same pace as 
total energy imports, and accounted for three quarters 
of the total. During the 1970-77 period covered in the 
table, the Soviet share of energy imports peaked in 

oil imports, in which the Soviet role was paramount. 
Soviet oil imports as a proportion of total energy 
consumption rose to 15 percent in 1977, and these 
imports accounted for over half of all energy imports 
throughout the 1970-77 period-although the share 
began to drop slightly after 1975.D 

Soviet oil production rose from 7 million barrels per 
day in 1970 to l 1 .4 million in 1978, while exports rose 
from 1.9 million to 3.2 million b/d over the same 
period (see table 3). Table 4 shows the.allocation of 
this production in percentages. Throughout the 1970s, 
the Soviets exported slightly over one quarter of their 
oil output. Apart from a dip in 1974-75, the level of 
exports remained stable at 27-28 percent. Except for 
the deviant years 1977-78, there is a gradually rising 
trend line of exports to Communist countries between 
1970 and 1978 (see table 4). This pattern essentially 
reflects a rising share of exports to Eastern Europe 
(42 percent in 1970, 47 percent in 1978).o 

Significantly, hard currency exports also rose since 
1974, after declining steadily between 1970 and 1974. 
The ability of the Soviets to increase exports simulta• 
neously to Eastern Europe and to the hard currency 
market was based on cutting back exports to"'other" 
markets-namely LDCs. The share of oil exports 
allocated to these claimants dropped from 15 percent 
in 1970 to 7 percent in 19780 

Since 1973 the annual rate of increase in Soviet oil 
production has progressively declined (see table 5). 
The movement of exports during this period fluctuated 
greatly, without any apparent relationship to changes 
in rates of increase in oil production. Exports in , 
1977-78 were down sharply, however, from the 1970-
76 average annual increase of7.6 percent-in line with 
the declining rate of increase in oil production,D 

In most -years, exports to Communist countries in­
creased more rapidly than total exw.rts. This pattern 
did not hold in 1975 and 1976, however, when the 
Soviets steeply raised exports to the hard currency 
market in order to attempt to cover their huge hard 

197 5 and then began to decline slightly. In the gas, 
coal, and electricity sectors taken individually; the 
highest ratio of imports to total energy consumption 
was only 5.9 percent (coal, in 1970-71). Taken 
togetlier, the highest joint contribution of imports in 
these three sectors to total energy consumption was 
only 8.8 percent. (in 1977). The key sector was clearly 

• currency trade deficit by capitalizing on sharply rising 
world oil prices□ 

~ -
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Table 2 

East European Energy Imports and Consumption 

1970 

Oil 
All imports as percent of total energy consumption 13.2 

Soviet imports as percent of total energy consumption 11.3 

Soviet imports as percent of total energy imports 55.2 

Gas 
All imports as percent of total energy consumption 1.0 

Soviet imports as percent of total energy consumption 1.0 

Soviet imports as percent of total energy imports 2.7 

Coal 
All imports as percent of total energy consumption 5.9 

Soviet imports as percent of total energy consumption 3.0 

Soviet imports as percent of total energy imports 14.6 

Electricity 
All imports as percent of total energy consumption 1.0 

Soviet imports as percent of total energy consumption 0.5 

Soviet imports as percent of total energy imports 2.3 

All imports as percent of total energy consumption 21.l 

Soviet imports as percent of total energy consumption 15.8 

Soviet imports as percent of total energy imports 74.8 

Sources: Vnexhnaya torgovlya SSSR and East European trade 
books. 
Total energy is defined as oil, gas, coal, and electricity and is 
calculated in standard fuel units. 

The most important comparison is between annual 
rates of increase of exports to Eastern Europe and to 
the hard currency market. In 1972-7 4 the Soviets 
chose to assign priority to increases in deliveries to 
Eastern Europe, but they gave a dramatically higher 
priority to increases in sales for hard currency in 1975, 
1976, and 1977 (see table 5). In 1978 the Soviets 
accelerated increases in deliveries to Eastern Europe . 
and cut back increases for hard currency sales, 
bringing the two into virtual balanceO 

Within the East European market, the shares of 
individual countries in the total Soviet delivery to the 
region remained extraordinarily constant over the 
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1971 1972 1973 1974 1975 1976 1977 

12.3 14.2 15.5 15.6 16.4 17.4 17.6 

12.0 12.8 13.9 14.3 14.6 15.1 15.0 

55.4 54.9 54.8 55.3 55.4 55.0 53.1 

1.0 1.0 1.0 1.7 2.2 2.6 3.1 
1.0 1.0 1.0 1.7 2.2 2.6 3.1 
3.3 3.2 4.0 6.7 8.3 9.2 10.8 

5.9 5.5 5.6 5.3 5.0 4.7 4.7 
3.3 3.2 3.2 2.9 2.9 2.8 2.6 

15.2 13.6 12.6 11.3 11.0 10.3 9.2 

1.0 1.0 1.2 1.2 1.0 1.0 1.0 
0.5 0.6 0.7 0.7 0.7 0.7 0.7 
2.4 2.6 2.7 2.7 2.8 2.7 2.6 

20.2 21.7 23.3 23.8 24.6 25.7 26.4 
16.8 17.6 18.8 19.6 20.4 21.2 21.4 
76.3 74.3 74.1 76.0 77.5 77.2 75.7 

1970-77 period. Comparing 1970 and 1977, or the first 
year of the 1971-7 5 five-year plan period with the first 
year of the 1976-80 plan period, we see that no East 
European state gained or lost over 2 percent of total 
Soviet imports. By the same token, there was great 
stability of shares from o.ne year to the next. At the 
same time, there are differentials among the East 
European states each year in the percentage increases 
of Soviet oil deliveries, although the differentials seem 
to vary randomly from year to year (see table 6). Thus, 
for example, deliveries in 1972 to Poland increased 
·19 .4 percent but decreased 0.2 percent to Bulgaria, yet 
increased 17 .3 percent to Bulgaria in 1973 while 



Table 3 Thousand Barrels Per Day 

Soviet Oil Production and Exports 

1970 1971 1972 1973 1974 1975 1976 1977 1978 

Production 7,060 7,540 8,010 8,580 9,180 9,820 10,390 10,920 11,430 

Total exports 1,920 2,110 2,140 2,380 2,340 2,600 2,970 3,065 3,160 

Communist Countries 1,010 · 1,110 1,200 1,350 1,440 1,550 1,680 1,740 1,835 

Eastern Europe 805 89S 91S 1,100 1,180 1,260 1,370 1,420 1,490 

Asia 30 25 20 20 30 40 40 40 so 
Cuba 120 130 140 150 155 160 175 180 190 

Yu,ioslavia S5 60 65 80 75 90 95 100 10S 
Hard currency market 620 706 6S3 702 601 764 944 1,050 1,100 

Other 290 294 287 328 299 286 346 275 225 

Sources: lnternatioQ nergy Statistical Review, ER IESR 79-019, 
12 December 1979 and Paul G. Ericson and Ronald S. Miller, 
"Soviet Foreien Economic Behavior: A Balance of Payments 
Perspective," in JEC, Soviet Economy in a Time of Change 
(Washin,iton: GPO, 1979), Vol. 2, p.230. 

Table 4 

Soviet Oil Exports 

1970 1971 1972 1973 1974 )975 1976 1977 1978 

Total exports as percent of production 27 28 27 28 25 26 29 28 28 
Communist countries as percent of 
total exports 53 53 S6 57 62 60 57 S6 58 

Eastern Europe 42 42 46 46 so 48 46 46 47 
Asia 2 1 1 J 2 J 1 2 
Cuba 6 6 7 6 7 6 6 6 6 
Yu,ioslavia 3 3 3 3 3 3 3 3 3 

Hard currency market 32 33 31 29 26 29 32 34 35 
Other as percent of total exports 15 14 13 14 13 11 12 9 7 

Source: table 3. 



Table 5 Percent 

Annual Rate of Increase of Soviet Oil Production and Expo~ts 

1971 1972 1973 

Production 6.8 6.2 7.1 

Total exports 9.9 1.4 11.2 

Communist countries 9.9 8.1 12.5 

Eastern Europe 11.2 8.9 12.8 

Asia - 16.7 - 20.0 0.0 

Cuba 8.3 7.7 7.1 

Yueoslavia 9.1 8.3 23 .1 

Hard currency market 13.9 - 7.5 7.5 

Other 1.4 - 2.4 14.3 

Source: table 3. 

increasing only 8.3 percent to Poland. Several impor­
tant inferences can be drawn from these patterns.□ 

1974 1975 1976 1977 1978 . 

7.0 7.0 5.8 5.1 ,4.7 

- 2.0 11.1 14.2 3.2 3.1 
6.7 7.6 8.4 3.6 5.5 

7.3 6.8 8.7 3.6 4.9 

50.0 33.3 0.0 0.0 25.0 

3.3 3.2 9.4 2.9 5.6 

- 6.2 20.0 5.6 5.3 .5.0 

- 14.4 27.1 23.6 11.2 4.8 

- 8.8 - 4.3 21.0 -20.0 -19.2 

the East Eu,ropean states, but rather with respect to the 
smaller and purely bilateral issue of yearly adjust­
ments at the margin in Soviet deliveries to each East 

The key political factor evidently is how much oil is to European country.□ 
be allocated to Eastern Europe as a bloc; that is, what 
will be the division among the hard currency, "other," Negotiations Over 1981-85 Oil Deliveries. Since at 
and East European markets. This is a choice that is least 197.8, East European party first secretaries, 
beyond the influence of any individual East European chairmen of councils of ministers, and planning chiefs 
country, or of all of them collectively. Differentials have been doing their utmost to convince the Soviets to 
among the more or less constant shares of Soviet oil provide more oil in the 1981-85 plan period, and to 
allocated to the individual East European countries do make a firm decision to do so as quickly as possible in 
embody a political-economic "choice," but not one that order to allow the East Europeans to draw up plans for 
appears to be often considered in any fundamental their economies in the l 980s. 7 Their success has been 
fashion. Instead, the share pattern suggests that the questionable, however, the average annual growth of 
cumulative allocation over time is substantially the oil consumption in Eastern Europe was 13.2 percent 
result of adherence to the preplanned differentials.□ between 1970 and 1973, and 5.8 percent between 1974 

· and 1977. The average annual rate of increase of 
Although the objective situation of one supplier and Soviet oil exports to Eastern Europe between 1974 and 
multiple claimants would seem to produce competition 1977 was 6.6 l)ercent and declined to 4.3 percent in the 
for Soviet oil among the East European states, the data 1977-78 period (see table 5)0 
suggest that if there has been such competition, it has 
had rema:rkably little effect. The East Europeans have 
some scope for exerting political influence, £lOt with 
respect to the big issues of Eastern Europe's share of 
total exports or of the breakdown of deliveries among 
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• This concern reflects an awareness of the close relationship between 
erowth of oil consumption and erowth of GNP in Eastern Europe. In 
the periods 1970-73 and 1974-77 for example, the annual GNP 
growth rate and the annua l growth ra te for energy consumption were 
idcntical;~rcent for the earlier period and 4.1 percent for the 
later oneL_J 
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Table 6 

· Soviet Oil Exports to Eastern Europe 1 

1970 1971 1972 1973 1974 1975 1976 1977 

AJ percent of Soviet oil deliveries to Eastern Europe 
Eastern Europe 
Eastern Europe 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 

Bulgaria 18.7 18.0 16.2 17.0 18.7 18.5 17.6 17.9 

Cuchoslovakia 26.2 26.6 26.2 26.0 25.5 25.5 25.5 24.1 

East Germany 23.3 23.3 23.4 23.7 24.8 24.4 24.8 24.2 

Hungary 11.3 11.4 11.7 11.7 11.9 12.2 12.5 12.9 

Poland 21.5 20.7 22.4 21.6 19.1 19.4 19.6 . 20.9 

Romania 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 
Yearly percentage increase of 
Soviet deliveries 
Eastern Europe 11.2 8.9 12.8 7.3 6.8 8.7 3.6 

Bulgaria 12.8 - 0.2 17.3 16.4 6.4 2.7 6.6 
Czechoslovakia 12.4 9.0 11.5 3.4 7.6 8.0 
East Germany 11.2 10.6 13.8 10.4 5.7 10.1 1.8 
Hungary 11.9 13.3 12.0 7.5 10.) 11.2 7.4 
Poland 7.1 19.4 8.3 -7.0 9.7 9.3 11.0 
Romania 0.0 0.0 0.0 0.0 0.0 0.0 0.0 

1 Crude and products 
Sources: Vneshnaya torgov/ya SSSR, East European trade books; 
and lnternatio'!jLEfergy Statistical Review ER IESR 79-019, 12 
December l 979LJ 

I I 
From the East European standpoint, high rates of 
increase in energy consumption were viewed in the 
1970s as a precondition for maintaining accustomed 
rates of economic growth. In 1978, the declared energy 
import requirements through 1990 of CEMA coun­
tries, besides the USSR, implied an average annual 
rate of growth of 5.4 percent, with an 8.5 percent 
rate for Romania and 8.1 percent for Poland­
although the figures for other East European countries 
were lower (Bulgaria-4. 7 percent, Hungary- 2.9 
percent, East Germany-2.3 percent, Czechoslova­
kia-3. 7 percent). At that time, the CEMA countdes 
collectively were asking for an average annual increase 
in Soviet oil deliveries of 5.8 percent, althougn 
most East European countries were proposing less · 

. than this (Bulgaria- 3.6 pe_rcent, Hungary- 3.1 
percent, East Gcrmany-2.8 percent, Poland- 10.3 
percent, Czechoslovakia- 1.9 percent)./ I 

. . 
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East European states have employed a number of 
different bargaining tactics with the Soviets. The 
Poles, for example, reportedly have argued that 
political stability depends upon delivery of the oil, that 
rejection of their demands by the Soviets will compel 
them to increase their hard currency borrowing and 
divert exports to the hard currency market, and that 
Soviet deliveries to individual East European countries 
ought to be more or less eqµal in per capita terms. The 
Bulgarians are known to have attempted to pin the 
Soviets down by forcing them into detailed negotia­
tions. And the Hungarians may have attempted to 
trade their support of Soviet foreign policy initiatives 
for more oil in 1981-8 5. One thing the East European 
leaders apparently have not attempted to do in any 
serious way is to coordinate their use of CEMA 



institutional mechanisms as a means of pressuring the 
Soviets. Negotiations with the Soviets have been 
bilateral, ·and appear to have been conducted at least to 
some extent in an atmosphere of competition and 
jealousy among the East European states themselves. 

I I 
What the East Europeans have actually expected the 
Soviets to agree to is another matter. Undoubtedly 
some East Europeans are fatalistic, feeling that the 
USSR will simply have to provide the oil in 1981-85 
because there is no other way out for Eastern Europe. 
Yet a substantial number of reports indicate that by 
1979 East European officials on the whole were not 
optimistic about the prospects of increased oil deliv­
eries in 1981-85. In the second half of 1979, Soviet 
failures to meet delivery schedules may have 
heightened East European doubts that the Soviets 
would be able to sustain even the 1980 level of 
deliveries through the next five-year plan period. 
Protracted negotiations with the Soviets had undoubt­
edly convinced the East Europeans that difficult times 
layahead. D 

It is too early to say how the Soviets will allocate their 
oil production in the 1981-85 period among the four 
"markets" to which it is supplied: domestic consump- We estimate that exports of crude oil and refined 
tion, CEMA, Western hard currency buyers, and products to all non-Communist countries fell by 16 
LDCs with whom the Soviets have concluded clearing percent in 1979, and to hard currency trading partners 
arrangements. There are priorities.in each market, and by 23 percent. Nevertheless, rising oil prices pushed up 
top-priority recipients even in less privileged markets estimated hard currency earnings by about 60 percent. 
are likely to be given preference over claimants in We anticipate that oil exports to hard currency 
privileged markets. (For example, the Soviets have customers in 1980 will drop 50 percent or more below 
already agreed to give the Finns, who pay in soft goods, the 1979 level.I I 
a solid increase in oil deliveries in 1981-85, while 
bargaining much harder with their own CEMA Toward the East Europeans, the Soviets have main-
clients.) Ad hoc adjustments will be made along the tained a remarkably consistent position. Ifwe examine 
way based on political or commerical calculations. Yet what Soviet spokesmen have actually said, rather than 
the contours of Soviet intentions are now visible□ view the question through the East European uncer-

.-------------------- tain_ties and anxieties! lwe 
see that the Soviets have firmly ass~rted that Eastern 
Europe as a whole cannot expect any significant 
increase in oil deliveries over the 1980 level between 
1981 and 1985. The Soviets have generally also given 
the impression that deliveries would not fall below this 
level, although on occasion they have let it be 
understood that a decline was not inconceivable­
especially if East European states were unwilling to 

~---------------------' accept terms proposed· by the Soviets.D 
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IAt the June 1979 L__ __________ ___, 

. CEMA session Kosygin declared: 

In the current five-year plan the Soviet Union is 
supplying the CEMA countries with almost 370 
million tons of oil, 46 million tons of petroleum 
products, 88 billion cubic meters of gas and 64 
billion kilowatt hours of electricity. In the next five­
year plan it is planned to increase deliveries offue/ 
and energy resources by a total of 20 percent. But, 
of course, we must not count on meeting growing 
demands just on an extensive basis, by increasing 
production. This no longer meets the interests either 
of the countries supplying raw materials and fuel oil 
or the countries receiving them. (Emphasis added.) 

I I 
When projected increases in Soviet exports of natural 
gas, electricity, and coal are taken into account, 
Kosygin's statement implies oil shipments to CEMA of 
about 1.8 million b/d, which is 8 percent greater than 
average Soviet deliveries planned for 1976-80, but 
almost the same as 1980 deliveries. When exports to 
Vietnam, probably not included in the 1976-80 plan, 
are taken into account, Kosygin's 20 percent figure 

virtually no increase in Soviet oil deliveries after 1980 
under the planned trade agreements.□ 

In negotiations with individual East European coun­
tries the Soviets have on the whole adhered very closely 
to the general line sketched above, tempering their 
position somewhat by a willingness to discuss deliveries 
slightly above the 1980 level that would be paid for in 
hard goods or hard currency. It should be noted that 
the East European leaders appear not to have had an 
easy time in actually getting the Soviets to translate 
their general commitment to the region as a whole into 
firm contractual agreements-a process that is still 
taking place. There have been conflicting reports about 
concessions the Soviets may have made in negotiations 
during l 979~pecially with regard to.Poland, East 
Germany, and Hungary. (c) 

probably signified almost no increase in oil deliveries to The relatively unyielding Soviet position does not 
Eastern Europe. This interpretation is strengthened by mean, of course, that they may not change it in the 
a Radio Moscow announcement on 17 August 1979 future; volatile conditions in certain countries (for 
that during Brezhnev's meetings at the Crimea with example, Poland) might induce them to supply more 
East European leaders it had been decided to raise oil, trade factors might lead them to reconsider hard 
Soviet oil deliveries to CEMA to 450 million· tons currency sales, or, as is argued below, they may have 
during the five-year plan period-which works out to m1Scalculated how much oil would be available for 

. only a marginal increase ov~r the 1980 level~ I export to anyone□ 
I ~t European offic,....ia~ls-t~h-em- - ~ 
selveS interpreted the 26 percent figure as meaning 
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Soviet Attitude Toward the Price of Oil. The Soviet 
attitude toward the price it charges for oil is condi­
tioned by the ambivalent general outlook of Soviet 
officials toward the East Euro n economy. On the 
one.hand 
"from top~to~-t-to-m~t -e-re- 1s_a_vi~ew_ a_m_o_n_g_ o_v1_e_t ~ 

officials that Eastern Europe is not another country, 
it's the same as us, it's only a formal creation, this sta, , 
independence; they have to give us all their technology, 
all their machinery, and so on free, not for hard 
currency, and we have to sell our oil and gas to these 
countries, because their industrial power is our own, 
it's not somebody else's." On the other hand, there.is a 
clear awareness and resentment of the hard currency 
sales forgone and the steeply rising opportunity costs of 
oil deliveries to Eastern Europe. Within the energy 
production and planning bureaucrac~ I 

I I ''you can hear this point of view expressed 
five or six times a day: 'These damned Hungarians and 
Poles, we have to send them our oil, gas, coal. .. . ' " 

I I 
Soviet leaders and officials do not hesitate to tell the 
East Europeans on every occasion that the USSR has 
more than performed its fraternal duty over the years 
in supplying Eastern Europe with energy, above all oil. 
They believe that equity demands that the East 
European states shoulder their share of the rising costs 
of energy development and transportation. Moreover, 
they resent having to support with oil deliveries a 
standard of livin rceived as hi her than that of the 

R 

The net effect of this type of attitude is probably a 
strong disposition at all but the very top levels not to 
give special treatment to East European interest, and a 
readiness t\ see East European living standards 
lowered if need be. On several occasions/ I 

j jSoviet specialists have been divided over 
the prices as well as quantities of oil to be delivered to 
Eastern Europe, and that negative sentiments have 
been linked to a general unhappiness with the scale of 
export of nonrenewable resources. One might specu­
late that it is only because of the actions of a small 
number of top leaders and officials, who bear dir~t 
responsibility for performing the "stateman's'~ role of 
weighing the conflicting demands of maintaining 
political stability in Eastern Europe and promoting 
Soviet economic self-interest, that oil deliveries have 
been kept as high as they have since 1973, and at 
concessionary prices,D 

An Oil Price Squeeze'! It is extremely difficult to 
determine how much the Soviets have actually forced 
the East Europeans to pay for oil-and this is not only 
becau_se the Soviets after 1976 ceased to publish data 
from which one could calculate oil export prices. A 
number of factors have a bearing on the problem: 

• There have been three categories of Soviet oil 

.....__,--,-.,----,--' 
Particular ire appears to be felt deliveries to Eastern Europe: deliveries based on five-

about the standard of living in East Germany, which is year trade agreements; deliveries based on compen-
perceived as benefiting unfairly because of its privi- sation agreements- in which East European invest- · 
leged trading relationship with West Germany. CJ mentor labor is paid for in oil; and straight hard 
D . currency purchases by East European countries. Prices 
.------------------- have been calculated differently for each of these 

'--::-c:-----,----------,------__J' ~~of~~~ 
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• The real ~ost of oil ~as depended significantly upon 
CEMA pri4es for goo8s exported by East Ed rope an 
countries to the USSR, and these prices-which have 
been subject to arbitrary determination and much 
manipulation-have by no means necessarily reflected 
real costs. 

• The real cost of oil has depended in part upon the cost 
to East European countries of their participation in 
compensation deals, which have involved the transfer 
of "hard goods," repayment of hard currency loans, 
and provision of labor. 

• Payment for oil has to some extent involved the 
redirection of East European trade from the Western 
hard currency market to the USSR, which entails 
various opportunity costs as well as direct hard 
currency losses. 

other fuels tended to rise much faster than the average 
prices of those goods with which the East Europeans 
paid for fuel delivered under five-year agreements, the 
cost of the so-called "planned" oil deliveries-the 
largest share of oil sold by the Soviets to Eastern 
Europe- rose dramaticaily D 
A Western estimate of the rate of increase in the price 
of Soviet oil delivered to CEMA since 197 5 is 
presented in table 7. There was a large increase (85 
percent) in 1975, followed by a lull in 1976 {10 
percent), and then substantial increases in 1977 (28 
percent), 1978 (24 percent), and 1979 (17 percent). 
According to this estimate, the Soviet price reached 83 
percent of the price paid by the West to OPEC in 1978. 
Because of the steep rise in OPEC pric~ during 1979, 
the gap between CEMA and OPEC prices probably 
widened sharply once again by the end of 19790 

m 1979 the price of Soviet 

• In CEMA trading practice, transactions in one 
sector (for example, petroleum) apparently may be 
balanced by transactions in totally different sectors, 
making it impossible for outsiders (and perhaps 
insiders too) to determine what the "deal" actually 
was. .______,c_ru-,-e-,t,.,.o..,...,o-ra=-n,..,.-w-a=-=s..,.,.,.,pe--:'rcent of the price paid by the 

• The costs to East European countries of Soviet oil 
have to some extent been offset by balance-of­
payments deficits they have been allowed to run in 
their trade with the USSR- which are in effect 
Soviet loans to these countries. Thus it is not possible 
to say precisely what "price" the Soviets have forced 
the East Europeans to pay for oil, even when the oil 
price per se is known. Nevertheless, converging 
pieces of evidence suggest that the Soviets have been 
fairly tough with the East Europeans and are likely 
to become even tougher.□ 

In 1975, following the OPEC oil price revolution, the 
Soviets insisted a year ahead of schedule on a revision 
of the old CEMA pricing practice according to which 
prices of goods were fixed for five-year intervals on the 
basis of the average world market price for a preceding 
fixed interval. The new formula, which represented a 
compromise between whai the Soviets wanted and 
what the East Europeans argued they would be able to 
bear, dictated that prices would change each year to 
mirror the ·average price over the immediately preced­
ing five-year interval. Since the average price of oil and 

Poles for hard currency crude imports. Another report 
indicates that in 1979 Soviet crude oil was 20 percent 
cheaper for Poland than Nigerian crude. This figure­
essentially a 20 percent discount- was probably appli­
cable for the East European states as a whole at the 
beginning of 1979, before the big OPEC price jumps. 
It must be borne in mind, however, that there are 
significant differentials in the prices paid for oil by 
individual countries depending upon reciprocal credits 
and prices presented to the Soviets by the East 
Europeans, different mixes of crude oil and products, 
transportation costs, and political concessions. 

I I 
From the Soviets' standpoint, the five-year moving 
average pricing formula has meant a major sacrifice of 
potential hard currency earnings, which they have 
accepted in order to soften the blow to Eastern Europe 
of rising world fuel prices. Without this assistance, the 
•East Europeans would have had to retrench already in 
the second half of the I 970s. East European com­
plaints about the economic validity of the OPEC price 
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Table 7 

· Prices of Soviet Oil Exports to CEMA 

Average Price in Yearly Percentage (I) as Percent of Estimated CEMA Yearly percentaee Price of Polish 
Rubles of Soviet Chanee in Average OECD Oil Import Lagged Average Price Change in Price Imports of Crude 
Exports of Crude Price of Soviet Price (3) 
and Products to Exports of Crude 
CEMA and Products to 
Countries ( 1) CEMA Countries (2) 

1970 15.5 -0.9 104.7 

1971 15.6 0.9 80.8 

1972 15.5 -0.9 83 .3 

1973 16.0 3.5 75.8 

1974 18.1 13.4 29.7 

1975 33.5 85.1 52.8 

1976 36.8 9.9 52.3 

1977 46.9 I 27.8 I 62.7 

1978 57.9 I 23.5 I 83.4 

1979 67.6 I 16.7 I 87.0 I 

1980 70.9 I 5.0 I 83.0 

' Estimated. 

base used in determining Soviet prices is unlikely to 
have made much of an impression on Soviet negoti­
ators. The evidence suggest that as CEMA prepares 
for the 1981-85 five-year plan period, the Soviets 
intend to intensify rather than relax the price pressure 
on their East European clients□ 

First, the Soviets apparently are getting ready to 
increase the share of so-called "above-plan" oil in 
total oil deliveries to Eastern Europe. There is some 
evidence of this in 1979 negotiations with Hungary and 
Czechoslovakia. This oil would be paid for either in 
high-quality hard goods or hard currency. The net 
effect, then, is that the Soviets would simply be 
withdrawing a.given amount of oil from ~he Western 
ha uropean 
hard currency market. Moreover, the Soviets have 
given signs of unwillingness to agree to predetermined 
prices for such oil. During difficult negotiations with 
the Bulgarians over long-term trade relations in 

37 

as Percent of of Soviet Exports From USSR as 
OPEC Price (4) of Crude to Percentage o( Price 

Poland (5) of Hard Currency 
Imports (6) 

NA NA NA 

NA NA NA 

NA NA NA 

NA 0.1 66.0 
NA 0.2 18.0 

49.0 138.0 52.0 
48.6 8.0 55.0 

60.6 23.0 64.0 

83.2 23.0 78.0 
64.3 22.0 79.0 
44.8 I NA NA 

September 1979, the Soviets refused categorically to 
agree to provide "liquid fuels" in any specific amounts 
or at preagreed prices, but agreed only to deliver 
additional quantities of oil on a nonplan basis with 
prices negotiated at the time of salei I 

Second, there is converging evidence that !he Soviets 
have been seriously considering changing the five-year 
-base for calculating moving average world-market 
prices to a three-year or even shorter base, which 
would raise the price of Soviet oil to Eastern Europe 
even closer to the OPEC lev~I.I I 

This possible shift has been separately noted b a 
leadin Soviet ex ert on CEM rices 
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If anything, a "take it or leave it" attitude is frequently 
detectable on the Soviet side. The Soviets, whose rising . 
trade surplus with Eastern Europe helped cushion the 
impact of escalating oil prices in the second half of the 
1970s, have been very hard-nosed toward requests for 
credits over 1981-85, aithough they may grant Poland 
some relief. At the same time, the Soviets are said to 
have leaned on the East Europeans to increase their 
contribution to the Warsaw Pact and have evidently 
sought to shift onto East European shoulders more of 
the foreign aid burden. Naturally, it is always possible 
for the Soviet leadership to reconsider and make 
concessions if this seems warranted by the security or 
economic situation in individual East European states. 
But at the moment the Soviet position on oil prices 
appears to be unyielding.□ 

L-------------------~ 
Third, and even more threatening, are indications that 
the Soviets might be considering insisting on receiving 
a larger proportion of high-quality hard goods even for 
"planned" oil delivered under five-year agreements. 
Such a move would represent a painful break with 
existing policy, which permitted the East Europeans to 
pay for much of their oil im rts with ove riced soft 
goods 

a recent y cone u e a 
-year agreement with East Germany under which, 

starting in 1982, East Germany would pay average 
world market prices for oil. I I 

Finally, no Soviet concessions appareqtly will be made 
in the broader area of CEMA finances. Where the 
Soviets have pressed in 1979 for additional East 
European investment in Soviet extractive industries, 
they do not seem to have addressed the East European 
complaint that East ·European states must contract 
high-interest hard currency loans themselves while 
maki~g low-interest loans to the USSR.0 

~ -

Alternative Sources of Oil for Eastern Europe 
The dilemma facing the Soviets is clear. If they are 
unprepared fully to meet East European oil needs at an 
affordable cost, they are in effect telling the East 
Europeans both to cut back economic growth and 
consumption and to find oil elsewhere. Fundamentally, 
additional supplies of oil can now be acquired by 
Eastern Europe only for hard currency. To get hard 
currency, Eastern Europe has three possible sources: 
• Soviet hard currency loans or gifts. 
• Hard currency trade with the Western industrialized 

nations plus hard currency loans. 
• Hard currency trade with what the Soviets refer to as 

· "solvent" developing nations-largely the oil pro-
ducing states and their beneficiaries.□ 

The only viable long-term solution for Eastern 
Europe-apart from Soviet-managed military adven­
tures in the Middle East- is trade; but trade requires 
meeting world standards of quality, service, and so on. 
Eastern Europe currently is hard-pressed to meet these 
standards. The question is, to what extent can it do so 
without a further expansion of East/West trade and 
technology acquisition from the Wesf? The answer to 
this question turns on the prospects for "specialization 
and cooperation" within CEMA, on the one hand, and 
for increased borrowing from the West on the 
other.□ 
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The Magnitude of the Problem. How much oil will the 
Bast European states "really" need to import for hard 
·currency, assuming that Soviet deliveries remain flat 
for 1981-85? Unfortunately, there is no quick answer 
to this question. Nominal Bast European "need" 
depends, in the first instance, on the requirements for 
operating the projected capital stock available in the 
future, which is a function of existing capital stock,_ 
investment, and technology imports. Investment, in 
turn, will hinge on decisions about minimum tolerable 
levels of consumption□ 

The picture becomes more complex once realistic 
constraints are taken into account in defining "need." 
The need for oil imports then depends upon the 
projected capital utilization rate--which is determined 
by the total availability of all forms of energy in the 
economy. It also depends upon hard currency export 
earnings, debt-service obligations, the availability of 
Western credits, the balance foreseen between energy 
(oil) and nonenergy hard currency imports, and the 
price of imported oil. Hard currency export earnings 
depend on_ Western market conditions, the competi­
tiveness of Bast European goods, and the extent to 
which hard goods are allocated to the CEMA market. 
The availability of Western credits depends upon 
liquidity in the West and the outlook of Western 
lenders, on the one hand, and the debt-service ceiling 
Bast European leaders are prepared to accept on the 
other.□ 

Over any prolonged period there is probably a level 
below which nonenergy hard currency irnpc,rts cannot 
fall without severely disrupting the East European 
economies. The East European countries may already 
have approached this floor for imports of industrial 
mat~rials, capital goods, and high-technology prod­
ucts, which make up the bulk of hard currency imports. 

D 
In the past, East European economic growth has been 
promoted by substantial annual increases in total oil 
imports. However, when the large Romanian imports 
are excluded, the size of annual increments declines 
steadily from 10 percent in 197 5 to 2.1 percent in 1979 
(see table 8). If Romanian oil trade is excepted, East · 
European imports of crude oil from OPEC countries 
remained a constant 10-11 percent of total crude 
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imports between 1975 and 1979. There was, however, 
wide variation among East European countries in the 
share of oil imported from OPEC.'D 

As was noted above, in 1978 the non-Soviet CEMA 
countries were proposing an average annual increase in . 
Soviet oil deliveries between 1980 and 1990 of 5.8 
percent, or 5 percent without Romania.' Obviotlsly, 
however, if Soviet exports were held. flat at 1980 levels, 
but East European states wanted to attain the same 
rate of overall growth of oil imports, OPEC imports 
would have to be accelerated at a far faster pace than 5 
percent to make up the difference, since these imports 
at present constitute only a small proportion of total 
crude imports./ / 

Given flat Soviet oil deliveries, the average annual rate 
of increase in Bast European hard currency oil imports 
that would be necessary to meet fully the operating 
requirements of projected capital stock over the 1981-
85 period would be very high indeed. Preliminary 
calculations suggest that if Soviet oil deliveries for the 
period 1981-85 were stabilized at the l 980·Ievel, and 
East European energy consumption were to continue to 
rise at rates experienced in the 1970s, Eastern Europe 
would need to import about 1.5 million b/d of oil from 
the West by 1985. This volume might cost about $30 
billion annually- substantially in excess of any realis­
tic East European import capacity. Thus the East 
European states will have to settle for less energy, 
lower capital utilization rates, and lower rates of 
growth of GNP.□ 

A simple macroeconomic simulation model designed to 
examine the relationships between energy·supply, 
foreign trade, and economic growth in Eastern Europe 
during 1981-85 provides a rough idea of what 
"affordable" oil imports might be in this period.10 A 
baseline scenario that assumes certain rates of employ­
ment growth, domestic energy output, hard currency 
export earnings, and maximum debt service ratios, and 

' In 1979 the range of OPEC shares of total imported oil was as 
follows: Romania-97.5 percent, Poland-21.1 percent, Hungary-
15.0 percent, Bulgaria- 10.3 percent, East Germany-9.8 percent, 
and Czechoslovakia- 1.6 percent.!7 



Table8 

East European Crude Oil Imports 

1970 1971 1972 1973 1974 1975 1976 1977 1978 1979 

Crude imports (thousand bLd) 

Total 790 911 1,086 1,235 1,274 1,403 1,569 1,658 1,811 1,899-1,935 

Total without Romania 744 854 1,029 1,152 1,183 1,301 1,399 1,481 1,553 1,585-1,595 

Bulgaria 114 151 166 193 213 209 217 235 253 253 

Czechoslovakia 196 230 251 284 293 317 342 366 372 372-378 

East Germany 207 218 297 321 329 340 361 381 398 410 

Huneary 87 98 121 131 136 169 177 171 198 200-204 

Poland 140 157 194 223 212 266 302 328 332 350 

Romania 46 57 57 83 91 102 170 177 258 314-340 

Ann111I Increase In crude 
Imports (percent) 
Total 14.6 15.5 19.3 13.5 3.2 10.2 11.7 5.9 9.2 5.0-6.9 

Total without Romania 9.0 14.9 12.1 11.8 2.7 10.0 7.4 6.1 4.7 2.1 

Bulearia 11 .7 32.5 9.7 16.6 10.l -.I 3.6 8.6 7.7 0.0 

Czechoslovakia 4.8 17.5 9.3 12.8 3.4 8.1 7.8 7.3 1.6 0.0-1.6 

East Germany 11.2 5.7 36.1 8.0 2.4 3.4 6.1 5.6 4.7 3.0 

Huneary 16.3 12.5 24.0 8.1 4.0 23.7 4.2 - 0.1 15.9 1.0-3.0 

Poland 5.6 12.0 23.6 14.8 -5.0 25.7 13.4 8.7 1.3 5.4 
Romania 24.7 1.0 44.2 9.5 12.1 66.7 4.4 46.6 21. 7-31.8 

Crude Imports from OPEC 
(percent of total) 
Total 12.9 15.6 18.3 19.1 16.2 16.9 21.2 i 9.6 24.2 25.9-26.8 
Total without Romania 7.6 9.9 13.8 13.3 9.8 10.4 11.6 10.0 11.6 11.1-11 .7 

Bulearia 16.5 23.1 23.1 22.2 15.2 5.7 7.5 7.8 10.3 · }0.3-7.9 
Czechoslovakia 3.9 7.3 5.3 8.0 2.5 2.1 4.5 7.4 4.8 l.6-3.2 
East Germany 10.7 10.7 24.5 18.8 14.0 11.1 11.2 10.7 II.I 9.8 ' 

Huneary 9.1 10.0 14.5 12.1 IO.I 17.5 12.1 9.6 14.1 15.0-16.7 
Poland 0.0 0.0 0.0 5.1 7.8 18.2 22.9 22.1 19.3 21.1 
Romania 100.0 100.0 100.0 100.0 100.0 100.0 97.1 88.7 100.0 97.5-97.9 
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assumes that Soviet gas deliveries will increase while 
oil deliveries are held constant, indicates that Eastern 
Europe would be able to cover only a small fraction of 
its projected energy dejcit by 1185 through hard 
currency oil purchases 

Even with some relaxation of assumptions about the 
minimum necessary volume of nonoil hard currency 
imports and tolerable debt service ratios, the model 
suggests that at best hard currency oil imports could 
not greatly exceed the level already reached at the end 
of the 1970s. The energy shortfall produced by this 
failure to meet oil import requirements would lower 
capital utilization rates throughout Eastern Europe, 
which in turn would produce dramatic slowdowns in 
economic growth: GNP growth between 1981 and 
1985 would decline to barely half the historical rate of 
4.4 percent per year achieved between 1971 and 1978. 
For most East European countries the projected GNP 
growth rates imply almost no increase at all in per 
capita growth-and this, in turn, implies little hope for 
improvement in the standard of livingc=J 

However, the Soviets might find themselves compelled 
to cut oil deliveries to Eastern Europe between 1981 
and 1985 rather than hold them constant at the 1980 
level. An alternative scenario that assumes the Soviets 
gradually halve oil exports to Eastern Europe.by 1985 
indicates that this would reduce GNP growth rates by 
half or more in all East European countries except 
Poland and Romania. GNP growth rates ranging 
downward from 1.5 percent per year in these other four 
countries would translate into even lower per capita 
growth and in some countries (for example, Czechoslo­
vakia) into an absolute decline in the standard of 
living.LJ 

The model does suggest that there may be significant 
differentials among East European countries in their 
sensitivity to reductions in Soviet oil deliveries. Results 
from the model confirm that Poland and Romania­
the two countries with the largest domestic energy 
supplies-:-are much less affected by Soviet oil cutbacks 
than Czechoslovakia, Bulgaria, Hungary, and East 
Germany. (In interpreting this• outcome it shuuld be 
borne in mind that the model assumes complete 
substitutability of fuels, which has the effect of 
exaggerating the extent to which Poland could com-
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pensate with coal for reduced oil imports from the 
USSR.) If the Soviets were interested-in spreading 
re_ductions in GNP growth equally among the East 
European countries, their indicated strategy would be 
to avoid an across-the-board equal percentage cut in oil 
deliveries and adjust the cutbacks according to the 
differential vulnerability of each country (a calcula­
tion that would have to t~ke real fuel substitutability 
into account) / j 

The Soviet Response to the East European Dilemma. 
Soviet attitudes toward the East European hard 
currency oil import dilemma appear to be ambivalent 
and dependent on specific situations. To some extent, 
the Soviets may believe-or at least hope-that the 
CEMA energy strategy outlined above will satisfacto­
rily cope with the dilemma, and privately, many Soviet 
officials probably feel that the East European need for 
hard currency oil is an East European problem. Yet 
Soviet policy toward CEMA relations with Western 
trading partners and with oil-producing nations does 
affect how the dilemma is likely to be res~lved□ 

In general terms, and in line with the whole 
CEMA integration drive, Soviet l~ders-especially 
Kosygin- have continually spoken in favor of increas­
ing the relative share of intra-CEMA trade and of 
reducing dependence on trade with the capitalist West. 
At the June 1979 CEMA session, for example, 
Kosygin declared: "The CEMA countries are the only 
industrially developed zone in the world to have 
escaped the heavy blows which the energy crisis is 
dealing to the capitalist economy. Our long-term aim 
of the planned exploitation of, above all, our own 
energy resources has justified itself." In the speeches of 
Soviet leaders and in the articles of Soviet specialists 
there is no mistaking the autarkic thrust of arguments 
that stress protection of the Bloc economies from the 
world economic crisis, stagnation of the capitalist 
economy, the large and stable Soviet market for East 
European goods, and so forth . This autarlcic undercur­
rent, which rationalizes a· strengthening of bilateral 
economic ties between the USSR and each of its client 
states in Eastern Europe, is-firmly based in the politics 
of Soviet- East European relations in the entire 
postwar period; it cannot be ignored□ 



Obviously, however, Soviet spolcesmen deny any Bloc 
autarkic intentions, and some officials do value the 
benefits of trade between capitalist and CEMA 
countries more highly than others. All Soviet 
authoritjes would probably agree for the record with 
the dialectical proposition that "socialist integration" 
actually enhances the opportunities for East European 
states to trade with the West by capitalizing on 
specialization of production and economies of 
scaleO 

An important concern of the Soviets has been to 
exercise control over East European trade relations 
with the West. In this connection they have been 
unyielding in their position on the still-unconsum­
mated negotiations between CEMA and the Common 
Market, in contrast with most of their allies-all of 
whom except East Germany have already signed at 
least one bilateral sectoral agreement with the EC. 
(East German goods gain privileged access to the 
Common Market through "inner-German" trade with 
West Germany.) The Soviets have also discouraged 
East European countries from joining GA TT and the 

IMF.□ 
In practice, the Soviets have been ambivalent about 
East European trade with the West. From an economic 
standpoint, trade with Eastern Europe at the expense 
of trade with the West could represent a net liability 
for the USSR, and some Soviet officials for this reason 
might not object to integration proceeding at a 
leisurely pace. Soviet pressure on the East Europeans 
to redirect trade from the West to the USSR is 
nevertheless well documented.I l 
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East European debt to the West has been a burden­
some issue to Soviet policymakers, not least because 
East European borrowing has been only partly subject 
to Soviet influence or control. The Soviets might well 
have been more inclined to regard East European hard The same ambivalent Soviet attitude can be observed 
currency debt as a potential source of East European in regard to Czechoslovakia and Bui aria. 
dependence on the West and of Western leverage, than 
as a potential source of Bloc leverage on the West. The 1-------------,a--=m=ca:-::J-=:or~1::::ss:::cu=-=e--.:-:::a-::rr:c-::ee::--:n::-..:the 
Soviets have been concerned with the implications of L.e_x-te-n~t~to- w~ 1c..,,-t....-e-=--o-vi..---e.,...t '""'Union or the West would 
excessive East European indebtedness to the West for contribute to the modernization of Czechoslovak 
their own hard currency borrowing. Tl).ey have publicly industry and the renewal of its fixed assets. On the one 
rejected any responsibility for coming to the rescue of hand, Czechoslovak relations could not be weighted 
insolvent East European states (according to the so- toward the West; on the other, the USSR could not by 
called "umbrella theory" prevalent in Wes tern itself meet Czechoslovak needs, even if it were willing 
banking circles), but have privately cajoled the to extend ruble credits. Thus, to some extent, seeking 
East Europeans where necessary to discipline them- Western hard currency credits was an inescapable 
selves. D course.□ 

The critical countries from the standpoint of hard I 
currency debt have been Poland and, to a lesser degree, ~=========:=:=:::=========~=~,.,.lt.--he----;-U=s=s=R=----' 
Bulgaria and East Germany. At the end ·of 1978 the was concerned that Bulgaria might fall into bank-
Polish debt service ratio was 79 percent, the Bulgarian ruptcy because of its overambitious economic program. 
46 percent, and the East German 51 percent; we Yet i ~espite repeated requests 
estimate a 95 percent debt service ratio for Poland in from the Bulgarians for hard currency assistance, the 
1979 and over I 00 percent in 19800 USSR had granted Bulgaria only $100 million in 

urgent hard currency aid with the stipulation that this 
' loan would be the last such aid. Later in f978 the 

Bulgarians continued to bombard the USSR with 
requests for hard currency loans, machinery, and oil 
outside the plan- but without results.I 

I In short, while discouraging 
growmg nast huropean indebtedness to the West in 
principle, the Soviets have tended when hard pressed to 
look the other way rather than meet East European 
hard currency borrowing needs themselves.\ I 
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What will happen in the face of increasing Soviet 
pressure on the East European states to orient their 
trade tow·ard the Soviet Union is uncertain. Despite the 
talk about integration, one close observer of trade 
statistics has concluded that the years 197 5-78 "do not 
appear to have been marked by any dramatic turn 
toward closer Soviet- East European economic ties, 
beyond what was already in the works before 1975." 11 

It is undoubtedly true that at least some East European 
regimes-especially the Romanian and, to a lesser 
extent, the Polish and Hungarian- have, in the 1970s, 
sought to strengthen their trade relations with the 
West for both economic and political reasons. None of 
the East European states have been altogether happy 
with trading practices in CEMA, and some have 
clearly felt that CEMA prices discriminated against 
themQ 

Yet the East European attitude toward integration 
with the USSR is complex, and by no means simply 
one of unwilling compliance. The hard truth is that the 
West today may offer even less of a way out 
economically for Eastern Europe than the East. The 
economic pressures to which they were being subjected 
led at least the Polish, Hungarian, and Bulgarian 
leaders to conclude in 1978-79 that the proposal of 
closer economic ties tendered by Brezhnev in 1977, 
which was to be embodied in 10-year bilateral pro­
grams of specialization and cooperation (1981-90), 
was an off er they could not refuse. Thus in those years 
the Bulgarians themselves took the initiative of at­
tempting to reach a mutually satisfactory long-term 
agreement on cooperation with the Soviets./ 

~ --~ 

SimilarlyJ ~Y the 
summer of 1978 the Polish leadership accepted the 
need for greater integration of its economy with that of 

for Hungary to solve her current economic problems 
was through close cooperation with CEMA,I~--~ 

This policy evolution did not mean that the leaders of 
these countries had given up all hope for expanded 
economic ties with the West, but it did represent a 
marked shift toward a more ' 'Eastern" orientation, 
especially in comparison with expectations of the early 

1970s,□ . 

Unfortunately for the East Europeans, the terms on 
which they have wanted to integrate (including the 
scale and price of oil imports desired) have not been 
acceptable to the Soviets: it has been the Soviets, in 
fact, who have held up the signing of agreements that 
would permit the East Europeans to solve their energy 
and raw materials problems by "turning inward." 
What t_his Soviet posture implies is that the East 
Europeans must attempt to expand exports to both the 
West and the USSR in order to get oil. Inevitably, 
consumption will be tightly squeezed as the East 
European states try to expand exports in both 
directions while struggling to reduce Western im-

ports.□ r. 

Special Deals With OPEC States? Because of the 
hard currency difficulties just described, East Euro­
pean countries have made a concerted effort over the 
past five years or so to obtain oil through government­
to-government deals with oil~producing countries. 
Ideally, the East European countries have wanted to 
arrange long-term barter agreements, in which oil 
would be traded for military and other goods, but they 
have also been keenly interested simply in marketing 
all types of goods and services for hard currency, which 

· could then be used to purchase oil.D 

the USSR. The policy of purchasing Western technol- East European relations with the oil-producing coun­
ogy against the sale of goods to the West was regarded tries have inevitably taken place in the shadow of 
as having failed, and the Poles saw increased trade Soviet Middle Eastern policy, which-for broad politi-
with the Soviet Union as the only way in which they cal and military strategic reasons as ·well as short-term 
could market their goods and obtain the raw materials calculations of economic profit-has had the effect of 
and semifinished products necessary to keep Polish encouraging the very OPEC price rises that have had 
factories running and Polish consumers satisfied. Top . such disastrous consequences for Eastern Europe. · 
Hungarian policymakers reportedly had reached the With the partial exception of Romania, the East 
same:conclusion by the first half of t'979; the only way European regimes have nevertheless accepted OPEC, 

the oil price rises, and the confrontationist orientation 
" Martin J. Kohn, "Soviet- Eastern European Economic Relatilns, I 
1975-78," Soviet Economy in a Timeq/Change, Vol I, p. 247. of the more radical OPEC regimes as givens of the 
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situation that define their own opportunities and 
strategies. Some East European regimes, notably the 

· East German, appear enthusiastic about .the potential 
opportunities that Middle East tensions provide for 
gaining access to oil and hard currency from the more 
radical Middle Eastern states. Others evidently have 
deep misgivings about the likely outcome of OPEC 
developments. 12 However, they have little choice but to 
play the game on terms defined by the USSR.□ 

The idea that there should be a common approach by 
the CEMA countries to the oil-producing states goes 
back at least to the 1971 Complex Program of CEMA 
integration. Probably linked to this idea was the 
creation in 1973 by CEMA's International Investment 
Bank of a Special Fund of 1 billion transferable rubles 
to promote projects in LDCs. In 1975 CEMA signed 
cooperation agreements with Iraq and Mexico which 
called, in the case of Iraq, for multilateral cooperation 
in the spheres of the oil and gas industries, chemicals, 
agriculture, and foreign trade, and, in the case of 
Mexico, for cooperation in the utilization of new 
technologies, geological prospecting, development of 

"An article In the Polish press in November 1979 stated: "OPEC 
was established in 1960 as an oraanization that, with the full support 
of the Third World countries, fouaht to recover the right to its 
members' own natural riches. That strunle was justified, and it 
ended in a brilliant victory. But as the years have passed OPEC has 
become a cartel for the privileged producers of raw materials, and 
the prosperity of the res{of the world, to a ,ireater or lesser extent, 
depends on that cartel. It is hardly surprisina that it ef\ioys this 
privile&e without moderation. But it is also hardly possible not to see 
that this lack of moderation may end in a serious catastrophe from 
which even the OPEC member countries themselves would not 
benefit." (Zycie Warszawy, 8 November 1979, in Daily Report, 13 
November 1979.) Commentin& on the June 1979 OPEC price rises, 
a Hun,iarian observer declared: "These countries (such as Hunaary) 
suffer directly from the rise in the price of oil and raw materials, but 
they are not yet in a position to pass on these increased costs in their 
export prices. These countries suffer a considerable worsenin& in 
their trade position and this is one factor which makes the decision 
by the OPEC countries more serious . . .. I feel that the consequences 
of this decision will be much more serious than we appreciate at 
present. There is a danaer that the OPEC countries will not be able 
to spend their increased incomes as easily as they have done up to 
now . ... This is another factor that makes this decision very serious, 
and I feel that this price increase by OPEC was overly hasty and 
irresponsible . ... Worldwide inflation will accelerate. The inflation 
rate in the developed capitalist countries and particularly in the 
United States, already in double diaits, will further accelerate and 
the effects of this on the world economy will be extremefy serious. 
This is one influence that can be expected. Another is that the rate.of 
economic arowth will probably decrease by 1 percent. Third, the 

. financial markets of the world will once aaain come into turmoil. . . " 
(Radio Budapest, 30 June 1979, in Daily Report, 2 July 1979.)D 
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foreign trade, finances, and construction of joint 
enterprises. That same year it was proposed at a 
CEMA symposium hosted by the USSR Academy of 
Science's Institute for the Economy of the World 
Socialist System (directed by a vocal advocate of 
CEMA integration, Oleg Bogomolov) that a special 
CEMA organ be established to cooperate with LDCs 
in the fuel and raw materials sectors}3D · 
The notion of a CEMA link with oil-producing states 
was elevated to a declared policy objective in the 1978 
energy Target Program, which called for "lifting the 
level of production and mutual deliveries within the 
CEMA member country community as well as devel­
opment of their cooperation in regard to the needed 
fuel and raw materials from the Third World coun­
tries." The Target Program specifically stipulated that 
there should be 

comprehensive incorporation of the crude oil and 
natural gas resources of the developing countries on 
a long-range basis through coordination of the 
common priority of interested countries, the devel­
opment and perfection of utilized forms and meth­
ods of cooperation with these coµntries (broadening 
technical and economic assistance to the developing 
countries on the basis of long-range agreements; 
organization of joint companies with the petroleum­
producing developing countries for searching for oil, 
equipping the oilfields, delivery and export of crude 
oil on the basis of prorated participation of the 
CEMA member countries in the nationa,l compa­
nies, etc.)LJ 

11 "In the course of the discussion the unanimous opjnion emeraed 
that cooperation in the fuel-raw materials areas with third countries 
should develop primarily on the state-to-state level, drawina into the 
process the state oraanizations of developina countries. In this 
connection, in the opinion of the symposium participants, it would be 
expedient to coordinate the actions of the socialist countries through 
harmonization of positions within the existina or,ianizational frame,. 
work of CEMA, but that then it miaht be necessary for this purpose 
to create an international economic oraanization for cooperation in 
the fuel-raw materials branches, Bulaarian scholars, for example, 
think that this organization could solve a broad circle of questions­
from conductina acolorical work to granting credits in the form of 
supplies of equipment. With its assistance there could be provided 
the collective oooperation of the CEMA countries with the develop, 
ina states that are the basic producers of important types of mineral 
raw materials and fuel." (Izvestiya AN SSR: seriya 
ekonomicheskaya, 1916, No. 4, p. 159)CJ 



A subprogram of the Target Program indicated that 
this activity was intended to "strengthen the purchase 
of oil from Iraq while taking into consideration the 
Iraqi proposal for cooperation with the CEMA mem­
ber countries in building plants in Iraq on a multilat­
eral basis." The CEMA Permanent Commission for 
Coordination of Technical Assistance and the repre­
sentative of CEMA in the Joint CEMA Commission 
for Iraq were given the task of elaborating concrete 
proposals. J / 

The range of organizational mechanisms that the 
Soviets publicize to promote CEMA interaction with 
oil-producing countries include mixed trading compa­
nies, mixed companies for the exploration and develop­
ment of natural resources, mixed engineering and 
consulting and construction firms, loans from OPEC 
countries for construction of production facilities in 
Bloc countries, and joint financing by Bloc and OPEC 
countries of projects in third countries. Lest there be 
any question, Soviet publicjsts inform their readers: 

The participation by socialist states in the mixed 
enterprises of the developing countries differs in 
principle from the practice of Western monopolies. 
To begin with, it is carried out on authentic 
principles of equal rights and mutual benefit, does 
not pursue political goals and does not set for itself 
the task of perpetuating the presence of the socialist 
partner in the given developing country ad 
infinitum. One must particularly stress the inadmis­
sibility ~f confutng jrnt enterprises with foreign 
concessions . . .. 

Despite the evidence of Soviet-sponsored CEMA 
interest in a coordinated approach to oil-producing 
countries, it is not clear how much joint activity there 
has been in practice. Probably the Soviets have made 
the greatest effort to coordinate efforts in the lucrative 
and politically sensitive area of arms trade and 
military assistance. Here the r~rd suggests that: 

• There has been some "division of labor" among the 
East European states, although this has probably 
beep dictated largely by the historically-evolved 
production profiles of East European industry (for 
example, the traditional manufacture of certain 
types of weapons by Czechoslovakia). 

• The Soviets on various occasions have suggested, 
approved, or vetoed the sale of military hardware and 
training sei:vices by East European states to Middle 
Eastern governments, and have used East European 
states to front for them in delicate arms transfers. 
Through licensing or coproduction arrangements t~e 
Soviets are able to prevent sales of major weapons 
systems if they wish. Soviet power in this field is 
probably institutionalized in some fashion, but it is 
doubtful whether the actual mechanisms used em­
body any genuine multilateral CEMA participation. 

• The proportion of known multilateral military deals 
involving two or more CEMA members and an oil­
producing country, in contrast with straight bilateral 
deals, is small. 

• There is some evidence of latent competition among 
East European states for military-related business in 
the Middle East, and there is clear evidence in 
certain instances of the preference of Middle Eastern 
regimes for deals with East European suppliers 
rather than the USSR. 

• In the search for military sales, East Euro~an states 
may have attempted to circumvent Soviet monitor­
ing altogether. For example, it is possible that in 
1978 and 1979 the Poles negotiated behind 
Moscow's back to sell replacement engines for 
Soviet-built tanks to Egypt. J / 

In other areas, the evidence of joint CEMA collabora­
tion with oil-producing countries is mixed. A 1978 
Bulgarian article indicated that "just the first steps" 
had been taken in the trade field. The US Embassy-in 
Moscow, reporting on CEMA relations with Mexico 
and CEMA oil and gas delegations to Iraq in 1977 and 
1978, observed that it was "difficult to perceive to 
what extent cooperation agreemen·ts with these LDCs 
are multilateral in nature (and thus CEMA-related) or 
strictly bilateral.' 

I ~n 19!-:7=--;:8:-t7h-at,...,b,-e-s.,id,-es---.bi .. Ia"""t-er_a ____ l -ar-r-an_g_e....J-
ments with Iraq and Libya, East Germany also 
imported some oil from Iraq through its membership in 
the CEMA-lraq Joint Commission.I I 
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The pattern of Middle Eastern oil deliveries is re­
flected to some extent in tables 9 and 10, which 
unfortunately are based on incomplete data and do not .· 
mirror purchases by some countries (notably Pc;>land) 
from the multinationals. Romania, satisfying its big oil 
import needs, takes a large share of the deliveries from 
all the suppliers listed except Algeria; and in 1977 and 
1978 its share actually increased from four·of the six 
suppliers (Iran, Iraq, Libya, and Kuwait) (see table 9). 
While Iraq is the only Middle East supplier that 
delivered oil to most or all of the East European 
countries in the 1976-78 period (which is the pattern 
that one might expect to follow from collaboration 
inspired by the 1975 CEMA agreement with Iraq), the 
shares of individual East European countries except 
Hungary are not as stable as one might have antici­
pated (see table 10)0 

Overa!I, it appears that Romania has had tpe most 
stable supply pattern, followed by Hungary. Other 
East European countries ha:ve-for.whatever rea­
sons-changed the proportion of imports from various 
suppliers more frequently, which may portend less of 
a commitment by suppliers to maintain deliveries in 
the future. Bulgaria, Czechoslovakia, Romania, and 
Poland, in that order, were-proportionately speak­
ing-most exposed to an Iranian oil cutoff after 1978. 
East European countries were very dependent in the 
1970s on Iran, Iraq, and Libya for their supply of 

~----------------~OPEC oil.□ 
Indeed, there has been outright competition among the 
East Europeans for a special relationship with OPEC From the East European standpoint it has been very 
nations. When the Shah visited Eastern Europe in important to obtain oil from these countries at less than 
1978, "proletarian internationalism" gave way to world hard currency prices, and this will become 
unseemly attempts by East European regimes to seek critical as Eastern Europe becomes more dependent on 
national advantage through flattering him. Reporting increasingly costly OPEC otI. In the past the East 
in August 1978, the US Defense Attache in Syria European states have had some success in bartering 
observed that there was "extreme competition" among arms, military training, and development assistance 
Bloc countries for Syrian orders, and that Soviet for oil, or arranging concessionary prices for the oil 
attempts to orcltestrate prices were defeated by a they receive, and some deliveries now are still taking 
system of illellal rebates and bribes oaid to Syrian place on special terms. But the preferences of oil 

ro=f=fi=ce=r=s·~·l _______________ ---1 suppliers seem t~ be moving awa~ from such deals.□ 
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Table 9 

East European Shares of Known Middle Eastern Oil Exports 
to Eastern Europe 

1973 1974 1975 1976 1977 1978 

From Algeria 
.Bulearia JOO 45 15 5 52 

Czechoslovakia 
East Germany 8 JOO 

Huneary 29 

Poland 55 56 95 40 

Romania 
Total of known oriein 4.9 9.1 14.0 7.3 3.5 6.2 

(thousand b/d) 
From Iran 

Bulearia 11 8 11 11 11 
Czechoslovakia 11 2 

East Germany 
Huneary 3 7 3 2 
Poland 8 JI 
Romania 89 92 97 82 67 73 

Total of known origin 58.7 32.7 41.2 73.6 89.4 136.5 
( thousand b / d) 

From Iraq 
Bulearia 27 21 5 ' 4 

Czechoslovakia 6 7 5 6 2 
East Germany 47 48 35 26 13 

Huneary 72 16 40 18 17 16 
Poland 14 
Romania 11 42 48 54 

Total of known oriein 20.3 75.1 60.0 90.4 83.4 90.0 
(thousand b/d) 

From Kuwait 
Bulgaria 

Czechoslovakia 
East Germany 
Hungary 
Poland 28 35 36 

Romania 72 65 64 JOO 
Total of known origin 30.5 30.6 34.6 22.0 

(thousand b/d) 
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Table 9 

. East European Shares of Known Middle Eastern Oil Export~ 
to Eastern Europe (continued) 

1973 1974 

FromUbya 
Bulgaria 41 52 

Czech06lovakia 
East Germany 

. Hungary 
Poland 
Romania 59 48 

Total of known origin 43.8 8.3 
(thousand b/d) 

From Syria 
Bulgaria 29 
Czechoslovakia 
East Germany 12 39 
Hungary 10 
Poland 
Romania 50 61 

Total of known oriain 12.0 6.6 
( thousand b / d) 

According to a Hungarian publication, Hungary has 
conducted all its trade with Arab countries since 1976 
in hard currency. A 1978 Bulgarian article stated that 
Bulgarian barter trade with Iraq terminated in 1976 
and that it continued only with Algeria and Iran. A 
more recent report from the US Embassy in Algiers 
indicates that the Algerians have shifted from trade 
through clearing accounts to "cash on the barrelhead 
and hard currency payments," and that the East 
Germans, Hungarians, Poles, and Romanians had 
shifted completely-to doll,ar payment transactions. 
(S NF NC) 

In January 197 L.,..----.--rr------,---,,---..-.--'East 
Germany was gettmg pnce 1scounts or part1c1pating 
in developing Syrian oilfields, but how long this will 
~ntinue is unknown. In the summer of 1979 it was 
known that East Germany had earlier proposed barter 
deals to Egypt, Iran, and Libya, but no agreements 
were known to have been signed. In January 1980 a 
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1975 1976 1977 1978 

12 10 18 26 

30 16 
11 

87 79 53 58 
19.8 43.0 33.1 30.9 

49 76 53 70 

51 24 47 30 
9.8 6.8 I 1.4 10.0 

Polish foreign trade publication observed that "events 
in Iran have unfavorably affected the deliveries from 
that country to certain European CEMA states. The 
new authorities are not interested in barter under­
standings, within the framework of which, for exam­
ple, East Germany counted on the Iranian raw 
material in exchange for the deliveries of railway 
cars." However, a January 1980 report from the US 
Embassy in Warsaw observes that while Polish foreign 
trade officials claim that Poland pays hard currency 
for all non-Soviet oil imports, published projected 
exports to Iraq for 1980 suggest that whatever the 
formal payment arrangements may be "barter of 
equipment and construction projects in exchange for 
oil is the main theme in Polish-Iraqi trade, as it is with 
Libya." ! I 



Table 10 Percent 

Shares of Middle Eastern Countries in Known Middle East Oil Imports 
by East European Countries 

1973 1974 1975 1976 1977 1978 

By Bulgaria 
Algeria 13 IS 30 3 9 

Iran 17 10 64 47 60 
Iraq 14 59 39 IS 7 
Kuwait 
Libya 47 16 31 33 29 32 
Syria 9 

Total of known origin 38.3 27.2 7.2 13.0 20.0 24.8 
(thousand bL d) 

By Czecboslo,1kla 
Alaeria 
Iran 67 53 
Iraq 100 100 100 33 47 
Kuwait 
Libya 
Syria 

Total of known origin 4.2 4.0 4.9 15.0 6.3 
(thousand bL d) · 

By East Germany 
Alieria 16 
Iran 
Iraq 16 93 85 85 57 54 
Kuwait 
Libya 1 26 12 
Syria 84 7 14 14 16 18 

Total of known origin 1.7 37.8 34.4 36.9 37.6 39.2 
(thousand bL d) 

By Hungary 
Alaeria 14 
Iran 4 20 14 9 
Iraq 93 100 82 62 86 91 
Kuwait 
Libya 18 
Syria 7 

Total ofknown origin 15.8 11.7 29.4 25.7 16.4 29.3 
(thousand bLd) 



Table 10 Percent 

Shares of Middle Eastern Countries in Known Middle East Oil Imports 
by East European Countries (continued) 

1973 1974 

By Poland 
Aleeria 100 

Iran 
Iraq 
Kuwait 
Libya 
Syria 

Total of known oriein 4.9 
(thousand b/d) 

By Romania 
Aleeria 
Iran 62 65 
Iraq 17 
Kuwait 
Libya 31 9 
Syria 7 9 

Total of known ori&in 84.0 46.0 
(thousand b/d) 
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1975 1976 1977 1978 

48 40 6 
35 41 

59 
52 60 58 

16.3 17.5 21.6 38.6 

48 39 42 42 
26 28 30 

26 13 15 9 
20 22 11 18 
6 1 4 

84.2 155.6 143.8 237.0 

If the prospects for barter deals- with the exception of 
Libya-do not appear especially bright at the moment, 
Soviet and East European leaders must be equally 
concerned over the prospects for larger purchases of oil 
{rom Middle Eastern governments even on more or less 
commercial terms. In November 1979, Polish party 
first secretary Gierek's economic·adviser, Pawel 
Bozyk, characterized the search for oil suppliers as a 



constant headache! 

!Polish negotiations with Nigeria were ~----~ 
being allowed to drift at the end of 1979 both b~ause 
of the high price of the oil, and because Warsaw 
believed that if an agreement were concluded with 
Nigeria before the 1981-85 agreement was signed with 
the USSR, the Soviets would conclude that the Poles 
no longer needed increased supplies from them. 

I I 
In October 1979 negotiations in the Iraqi-Hungarian 
Joint Commission, the Hungarians sought an increase 
in Iraqi deliveries from 1 million to 2 million tons 
annually. After a lengthy discourse by the Iraqis on the 
special ties of friendship and mutual interest that 
bound Iraq to the socialist countries, the Hungarians 
were turned down flat. This rejection followed an 
earlier turndown of an appeal by Deputy Premier 
Gyula Szeker during his visit to Iraq in April 1979. 
Hungary was also searching at this time for oil from 
Kuwait, Iran, and Saudi Arabia- but with no known 
success. / J 

but settled for 200,000, Bulgaria asked for 700,000 but 
settled for 350,000, and Hun ar asked for 600 
but settled for 300 000 

Dat 
'----,,-~~----c---~--c-----,-~-----' 

in late 1979 show a projected dr.op in total deliveries 
to the USSR and her CEMA allies of a little over 
1 milion tons in 1980 (9.5 million tons, down from 
10.55 in 1979). Most of this decline was to be 
accounted for by a cutback in deliveries to the USSR, 
but Poland, East Germany, and Bulgaria were also to 
be cut. All of the CEMA states had sought increases. 
A Soviet oil trading official complained that although 
the CEMA members should enjoy preferential access 
by virtue of their close political ties to Iraq, theY. were, 
nevertheless, being treated the same as capitalist oil 
companies. He was uncertain whether the motives 
were political or economic. In the case of Bulgaria, at · 
least, the motives were clearly political. Following a 
clash in Bulgaria between pro-Communist ang Ba 'thist 
Iraqi students 'in November, Iraq withdrew its ambas-

'-=~~--------------....,.J the sador from Sofia and reneged on its agreement to 
East Germans may have found it necessary even in export oil to Bulgaria. At best, the East Europeans 
1978 to buy a significTt guintity of oil on the appear to face difficult times ahead in obtaining any 
expensive spot market. substantial increase in oil deliveries from OPEC 

.--------------, countries.□ 
In November 197~ I 
□Romania was having serious difficulties obtaming The Future 

1979, but would have a still harder time finding Energy problems are only one factor that will influence 
14.5 million tons of crude in 1980. Romanian ap- the course of Soviet relations with Eastern Europe and 
proaches to Kuwait were being rebuffed, and Romania the external world, and the interactions between this 
had nothing to trade with Iraq that would entice the factor and others cannot easily be predicted. There-
Iraqis to increase their deliveries. Romania was fore, the potential role of energy must be discussed 
considering approaching the PLO to ask it to intervene largely with the "everything else being·equal" proviso. 
on behalf of Romania with King Khalid of Saudi Developments in East/West relations, elite politics in 
Arabia, and to intercede with other Persian Gulf states the East European regimes and in the· USSR, world 
to make oil available to Romania./ J . economic trends, the outcome of events in Iran and 

Afghanistan, and so on .will obviously merge with 
With Iran, however, Romania was luckier than other energy issues in influencing Soviet perceptions and 
East European supplicants. Romania signed a 1979 · behaviorO 
contract for 2.5 million tons. In the May-June 1979 
negotiations, Poland asked for 1 million tons but 
settled for 650,000, East Germany asked for 600,000 
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Declining East European "dependency"? The emerg­
ing Soviet response to the problem of East European 

. energy supply will help ensure that growth rates in 
Eastern Europe will be well below the average rates of 
the 1970s and that there will be heavy strains on these 
economies. East European states will have to attempt 
to increase exports to both the USSR and the West in 
order to compensate for deteriorating terms of trade 
and pay for raw materials and fuel. Despite their 
perception of the need to keep consumption up as a 
prerequisite for maintaining political stability and 
labor productivity, East European leaders will con­
tinue to be compelled by the Soviet posture to reduce 
official targets for growth in consum tion. Given 
annual rates of inflation 

to exceed 10 percent, East 
'-=----------' 
European governments may be hard put simply to 
maintain present levels of consumption. Under these 
conditions, popular resentment toward the USSR and 
nation~lis/ feelings luld well increase, at least in some 
countnes. 

It has been argued by some observers that stable or 

the projected construction by the mid- l 980s of the two 
nuclear power plants in the Ukraine linked to East­
Central Europe and the Balkans, the electric power 
dependency of Eastern Europe on the USSR will be 
substantially _increased. In addition, the CEMA nu­
clear power program-which involves Soviet equip­
ment, construction assistance, fuel supply, and waste 
disposal- will build even more dependency intp the 
East European-Soviet energy relationship.~' --~ 

In a more general sense, despite countercurrents and 
resistance in both Eastern Europe and the USSR, Bloc 
economic integration has in fact gradually increased in 
recent years. Given the bleak prospects for Eastern 
Europe being able to replace imports of energy and raw 
materials from the USSR with imports from other 
suppliers, or substantially to expand exports of manu­
factured goods to the Western market, it is probable 
that the trend toward integration will continue in the 
1980s. The further tilt toward the Soviet Union in the 
East European economies, if sustained, will represent a 
major political achievement for the Soviet leadership. 

I I 
declining oil deliveries by the USSR to Eastern Europe Actually, "dependency" of Eastern Europe on the 
will spell reduced East European "dependency" on the USSR is not the issue at all. The real question is, what 
Soviets. Dependency, it is implied, is more or less sort of leverage will continuing strong East European 
proportionate to the volume of oil deliveries. In fact, dependency give to the Soviets? The answer depends 
the only condition under which dependency might be fundamentally not upon what if anything the East 
significantly reduced would be a Soviet requirement Europeans choose to do, but upon how the Soviets 
that most or all of its oil be paid for in hard currency. calculate their own economic and political losses or 
While there is some evidence from negotiations with gains in squeezing Eastern Europe, upon how they size 
the Poles that the Soviets might be contemplating such up the likelihood of political instability in this region, 
a drastic step, there is little chance that they would do and upon What measures they choose to employ in 
so now for all East European countries. I I responding to potential or actual instability.~' ---

Otherwise, even if the USSR were to supply only 50 The Possibility of an Energy-Induced Economic 
percent of Eastern Europe's oil, its contribution would Political Crisis in Eastern Europe. 
still be irreplaceable. Moreover, new bonds of energy ,-------'---'----'-'-.:.C.....-"-"'-'--'l. ______ ---1 

dependency are already being forged. With the com-
pletion of the Oren burg pipeline project, Eastern 
Europe is even more dependent on the USSR for 
natural gas than it had been before, and this depend­
ency will probably increase in the future as gas 
deliveries are stepped up. With the completion of the 
Vinnitsa-Albertirsa high-voltage transmission line and 
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<-,-------- no er wor s, ere appears o 
be a clear trade-off between Soviet growth and East 
European oil deliveries. D 



To complicate the oicture 
, ~"'h~il,_e_a_c_u~t~a-c~ 1-n~t~e_g_r_o_w-,,th 

~-o--=f--=S,_o-v'"'"ie_t _o=il~d~e=li-ve-r~1e_s_t__,o Eastern Europe, or an 
absolute reduction, does significantly affect GNP in 
these countries, the magnitude of the impact is likely to 
vary quite substantially from one country to another, 
depending on the extent to which a country can count 
on its own indigenous fuel resources. Thus, economic 
growth in Poland, the East European country with 
perhaps the greatest potential for political instability, 
would probably be least affected by a Soviet oil 
cutback, while growth in Hungary, one of the more 
stable countries politically, would be more severely 
affected.LJ 

As we have seen above, the USSR has made what it 
regards as major concessions to the interests of its East 
European clients in the area of energy supply. It has 
delivered large and rising volumes of oil to Eastern 
Europe throughout the 1970s, pius gas, electricity, and 
coking coal, at returns well below what these deliveries 
could have earned in hard currency on the world 
market. It has also committed itself to increase total 
energy deliveries somewhat in the 1981-85 five-year 
plan period, and to contribute to an expensive CEMA 
nuclear power development program. In addition, it 
has compensated to some extent for its fuel price hikes 
since 1975 by allowing East European countries to run 
balance-of-payments deficits with it. But there are 
limits to Soviet beneficence. There has been little 
"give" so far in Soviet negotiations over oil delivery 
increases, oil prices, or credits for the 1981-85 period. 
Moreover, the CEMA Target Program for energy, 
which embodies Soviet strategy, is predicated on the 
assumption that as far as collective action is con­
cerned, the East Europeans hereafter must bear the 
primary responsibility" for solving their own energy 
problems□ 

0 
\~ 

Soviet leaders have heard this argument in the past, 
however, and are probably disposed to interpret it in 
the first instance as a sign of unwillingness of allies to 
shoulder their fair share of the burden. Nor does it 
necessarily follow that the Soviet leaders will be 
prepared to make concessions on fuel deliveries even if 
they are convinced there is a threat of instability. 
There are limits to disposable Soviet fuel reserves. But, 
even more important, Soviet leaders are as likely to 
demand that East European regimes strengthen "disci­
pline" and undertake political countermeasures aimed 
at repressing impending instability, as they are to 
attempt to defuse it through providing more fuel or 
credits.D 

Under the conditions that are likely to exist in the first 
half of the 1980s, Soviet policymakers will probably 
regard the use of military force to suppress distur­
bances in Eastern Europe as undesirable, and they will 
be concerned that intervention in Eastern Europe 
could provoke unrest in the Soviet ethnic border­
lands-especially the Baltic region and the Ukraine. 
But Soviet policymakers will not pay an unlimited . 
price to guard against having to use military force. The 
lesson they are likely to have drawn from Hungary in · 
1956 and Czechoslovakia in 1968 is that armed 
repression plus followup "fraternal assistance" does in 
fact work, even if it brings with it temporary economic 
and foreign policy costs.D 

One effect of the changed international environment in 
the wake of the invasion of Afghanistan will probably 
be even more Soviet pressure on Eastern. Europe. The 
Soviet move into Afghanistan is likely to in tens if y 
economic strains within the USSR, and generate 
demands for greater Bloc solidarity. The East Euro­
pean regimes will probably be asked once again to 
make greater contributions to Warsaw Pact defenses 
and to foreign aid recipients favored by the Soviets. In 
response to Western retaliatory measures and in order 
to counter attempts to divide Eastern Europe from the 
Soviet Union over the Afghanistan issue, the Soviets 
have already begun to clamp down-at least temporar­
ily-on East European ties with the West. Internally, 

From this pattern of responses to the problems of East 
European energy supply one can draw some specula­
tive inferences a bout the limits of Soviet responsiveness 
to political blackmail by East European leaders. 
Obviously, Moscow is cot;1cerned about the possibility 
of political instability in Eastern Europe ( especially 
Polan~), and is prepared at least to listen to the 
argument. that failure by the USSR to satisfy fuel 
demand in one or another country could precipitate a 
crisis,□ 

· Afghanis.tan may strengthen the more conservative 
elements within the East European Communist par­
ties, thus obstructing the possibility of enactment of 
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serious economic reforms, even though loss of Wes tern 
credits would create pressures for effective domestic 

. solutions to economic problems.CJ 

On balance, the coming succession period in the USSR 
could accentuate the danger of an energy-induced 
economic/political crisis in one or more of the East 
European states. It is possible that if jockeying in the 
succession sweepstakes continues for some time, as 
occurred in 1953-57, contenders for the post of 
General Secretary might engage in "bidding" for East 
European support, holding out the possibility of 
concessions on fuel deliveries. More likely, however, 
would be bidding by contenders for support from 
internal Soviet constituencies that will also want more 
energy. And there will be no authoritative Soviet 
"statesman" like Brezhnev capable of personally 
decreeing Soviet largesse for an East European regime 
in dire distress.□ 

If the decision to invade Afghanistan provides any 
insight into the cast of mind of the post-Brezhnev 
leadership (and it may not), it would suggest that 
taking care of East European economic difficulties 
could easily take a back seat to the pursuit of broader 
Soviet military-political strategic aims. As we have 
already observed, the strategy behind Soviet energy 
policy toward Eastern Europe has been highly consist­
ent in the 1970s because the USSR's interests have 
been clearly identifiable and enduring. These interests 
will remain the same in the succession period, and 
there is no reason for any radical shift in Soviet policy. 

Soviet specialists probably accept the notion that oil 
production will peak in the next year or two. However, 
they are probably uncertain how long peak production 
cari be maintained before beginning to decline; and 
they may be reluctant to jeopardize their careers by 
telling the political leadership that production will 
decline as soon or as steeply as the CIA forecasts. They .· 
know, of cour~e, that Gosplan chairman Nikolay 
Baybakov, considered by the political leadership to be 
an expert on the oil industry (which he managed for 
many years), has publicly championed the view that 
vast stocks of oil can still be extracted from older 
Soviet fields through an extensive program of tertiary 
recovery. (This is a hope that most Western experts on 
enhanced recovery consider highly unrealistic.) In 
addition, they may not even have a very good estimate 
of actual Soviet oil ese · 

in September 1979 what Soviet oil 
c.,r~es~e=rv=es~ w=e~re~:~~y-'ou want to know the truth, we have 
not the faintest damned idea anymore." The reason 
offered byl ~o explain this situation.was 
faulty teclimques of calculating reservesj I 
The top Soviet leadership may be led to believe-or to 
demand regardless of the facts-that oil production 
can be held steady or even increased during 1981-85 
through continued crash development of Tyumen 
Oblast, the acceleration of enhanced recovery in 
depleted fields, and exploitation of fields still to be 
discovered in Eastern Siberia and offshore. The Soviet 
Minister of Oil, Mikola Mal'tsev com lained 

However, it is entirely possible that the succession may ·n 
produce vacillation or indecision in the implementation 1-----------,,,.......nr:.t-.:-:cat.-r-e- w=-.as-,--v,,...e,---r,,,.y-~ 
of this policy, which could encourage factionalism and ver e u ure of the Soviet oil iBdustry, and 
political conflict within East European leadership that without major purchases of US equipment and 
groups. Such conflict has usually existed when political technology the USSR would not come close to meeting 
instability has occurred in the Bloc countriesc=J its projected production goalsi I 

The most likely way in which Soviet energy-related Yet, Mal'tsev was being overridden by his own political 
behavior could help to precipitate a crisis in Eastern bosses with respect to purchases of US equipment, and 
Europe, though, is probably through miscalculation. at the same time pressured to increase production. A 
The biggest miscalculation could well be a Soviet weapon being used against him was a 1978 analysis by 
overestimation of the USS R's own oil production in the a Swedish firm, Petrostudies, that claimed the USSR 
first half of the l 980s. If our projection is correct, had far greater reserves than the Ministry itself-had 
Soviet oil production will peak at about 11.9 million . reported to the leadership and that the USSR ~uld 

' b/d in 1980 and decline to between 10 and 8 million double its crude oil .output by 1990. Mal'tsev is said to 
b/d by 1985. But the Soviet leadership may not think have stated that he would not be surprised if the KGB 
the prospects are this dismal. D 
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itself had produced the Petrostudies analysis just to 
embarrass him.I I 

The Soviet commitment to keep oil deliveries to 
Eastern Europe at least stable at the 1980 level for the 
period 1981-8 5- upon which East European produc­
tion and foreign trade plans for 1981-85 will be 
based-may well be predicated upon the assumption 
that Soviet oil production can also be stabilized or even 
sli htl increased over this riod. 

hen the Soviet 
Union and the other CE A countnes together become 
net importers of oil (which could be as early as 1982 or 
1983), the rise in oil imports will be precipitous, so that 
average annual Bloc oil import requirements are likely 
to be high from the very onset of the oil deficit. A 
critical situation in supplying Eastern Europe with oil 
could thus arise without much advance warning, much 
less advance planning.□ 

A second possible Soviet miscalculation lies in the 
entire set of contingencies associated with implementa­
tion of the CEMA energy Target Program. These 
contingencies are integrally related to declining Soviet 
oil production by virtue of the leadtimes required for 
various Target Program measures to take effect. The 
Soviets have insisted that a great deal of energy 
conservation is possible in Eastern Europe. Yet, while 
the potential for conservation indeed does exist, it lies 
primarily in the production sphere, where progress will 
be costly and time consuming. Obsolete machinery 
must be replaced, requiring Western imports, greater 
hard currency debt, and exports to the West; 
microefficiency improvements in energy utilization 
depend ultimately upon price changes and economic 
reform; and large immediate energy savings are likely 
to be achieved only at the expense of reductions in 
volume of outputO 

European economies are already laboring under tre­
mendous strain, and the possible eruption of discontent 
on tlie part of miners should not be discounted: this 
happened in the Jiu Valley of Romania in 1977, and it 
could happen in Poland,. Czechoslovakia, or East 
Germany. East European planner:; are being com-
pelled to set high future targets for coal production, 
but industry officials are skeptical they can be met. A 
senior Polish energy official commented privately in 
1978, for example, that in his opinion production of 
brown coal would reach at most 200 million tons, 
rather than the planned 250 million tons or contem-
plated 300 million tons.j j 

The longer term success of the Target Program 
depends in large part upon the speed with which 
nuclear power plants can be commissioned. CEMA 
energy balance calculations anticipate that the 37,000 
megawatts of nuclear power capacity projected to be 
installed by 1990 in the CEMA countries (including 
the Khmelnitskiy an~ Konstantinovka plants in the 
USSR) will release 70 million tons of standard fuel. 
But there is little likelihood of schedules being met for 
the commissioning of nuclear power plants.□ · 
Whatever the longer term prospects, Eastern Europe in 
the meantime will have to attempt to acquire more oil 
from OPEC suppliers. The Soviets, however, may have 
miscalculated the hard currency earning capacity of 
East European countries. in trade with the West, and 
the objective possibilities of East European countries 
increasing exports simultaneously to the West and the 
USSR. It is likely that they have also overestimated 
the possibilities for CEMA of gaining privileged access 
t.o OPEC oil through arms trade and development 
assistance, while underestimating the rapidity of 
OPEC price risesO 

A third possible miscalculation lies in the Soviet 
reading of energy-induced political developments in 
Eastern Europe. There is probably a predisposition 
among Soviet policymakers to resent East European 
appeals for assistance, because of perceived higher 
standards of living in Eastern Europe and the heavy 

The Soviet position that Eastern Europe can do more 
for itself in the short term rests heavily on the 
assumption that the steady decline in the role played 
by indi2enous coal in the East European energy 
balance can be rapidly reversed. The economic, 
envir~nmental, and social costs of bringing off such a 
turnarouQd, however, may have been grossly underes­
timated by the Soviets. The coal-minin'g sectors in East 

· opportunity costs to the USSR of providing such 
assistance in fuel supply and hard currency credits. 
This attitude could lead Soviet policymakers to mis­
judge the tolerance of East European populations for 

56 



. ·, 

reductions in living standards. It is unclear, in this Eastern Europe could benefit in this context through 
connection, how good Soviet intelligence on public Western participation in gas pipeline construction, the 
moods in Eastern Europe actually is, and to what expansion and interconnecting of electric power grids, 
extent such intelligence in any event affects policy D and ·acceleration of the CEMA nuclear power pro-

gram. There is also the possibility that Poland might be 
The Soviets could also misjudge the degree of effective able to reap substantial gains through exporting coal 
control and managerial competence .exercised by East and/or electricity to the West---especially to West 
Euronean regimes in coping with their energy prob- Germany, with which it is already engaged in discus-
lems.l sions along these Jines. Finally, the S9viets always have 

~ - _..L...---------- - - ------1 the option of sacrificing their own domestic needs, at 
least temporarily, to supply an individual East Euro­
pean country in dire straits with more natural gas 
(which might depend on the expansion of pipeline 
capacity), oil, or credits with which to purchase oil on 
the world market.O 

Impact of Involvement in the East European Energy 
Problem on Soviet Behavior. The most immediate 
effect on the Soviets of having to cope with the East 
European energy problem will be a reduction of 
available energy in the USSR, with the negative 
impact this will have on economic growth, and a 

L_ ___________________ _, cutback in the most important hard currency-earning 
There are, of course, elements of flexibility in the 
situation confronting the Soviets and in possible 
responses to it. To some extent, the severity of the sense 
of deprivation induced in Eastern Europe by the 
impact of energy shortages will depend upon percep­
tions among East Europeans of what is happening to 
livfog standards in the West. If the comparison is not 
unfavorable, the deprivation felt will be moderated. 
The Soviets also have the option of permitting or 
encouraging East European governments to accept 
higher hard-currency debt service ratios; that is, 
allowing them to borrow more in the West. Ultimately, 
this borrowing would have to be paid for through 
greater exports to the West, but it could provide East 
European regimes with a temporary way out of tight 
situations-assuming lenders could be found. Such 
borrowing might conceivably be linked to an expansion 
of East/West energy ties, in which both West and East 
European countries have expressed interest, and which 
the Soviets have been attempting to promote through 
the mechanism of the Conference on Security and 
Cooperation in Europe (CSCE) and the longstanding 
appeal to convene a high-level East-West meeting on 

' e~ergy.D 
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export item. Despite the Soviet attempt to shift more of 
the burden of energy supply onto the East Europeans, 
energy deliveries to Eastern Europe will weigh heavily 
on the USSR in the 1980s. The integration strategy, 
embodied in the CEMA energy Target Program, will 
to some extent increase the reciprocal dependence of 
the USSR on East European economic performance 
(for example, in the nuclear equipment field) . It will 
also complicate and slow down an already overloaded 
central planning system, in the process reinforcing the 
dominance of directive methods in planning□ 

Externally, the strategy adopted by the Soviets to 
attempt to cope with the East European energy 
problem will tend to move the USSR in the direction of 
Bloc autarky, although selectively rather than in a 
comprehensive manner. As noted above, this strategy 
does not exclude the possibilily of large energy deals 
with Western Europe, if such deals could be negotiated 
on acceptable terms□ 



The net Bloc oil deficit will substantially intensify the 
Soviet interest in Middle East developments. The 
Soviets a~d East European governments continue to 
seek commercial access to oil from Saudi Arabia and 
the other conservative Gulf states. Any hope that they 
have of large imports in the near term, however, 
appears to depend upon Iran, Iraq, and Libya□ 

Given the underlying political differences between 
these states and the USSR, plus the difficulties CEMA 
states already began to encounter in 1979 in getting 
the oil they wanted from at least Iran and Iraq, the 
Soviets should be very uneasy about their long-term 
prospects with these countries and their leaders. The 
invasion of Afghanistan is not part of a strategy 
calculated to win friends in these countries; whether it 
wins influence remains to be seen. Barring a military 
occupation of the Iranian oilfields, the Soviets will be 
compelled by the Bloc's need for oil to seek a common 
language with the rulers of the three countries, unless 
more pliable leaders come to hand□ 

-~ 
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Key Judgments 

· Soviet Oil ProspectQ 

This report updates the CIA study of April 1977 on the Soviet oil industry. 1 

That study concluded that Soviet oil production would peak, possibly as 
early as 1978, and certainly not later than the early 1980s. We further noted 
that the maximum output reached would probably be between 11 million 
and 12 million barrels per day (b/d) and would probably not be maintained 
for long. Finally, we concluded that by 1985 output would fall to between 8 
million and 10 million b/d. 

We are in the process of an intensive review and update of the 1977 estimate. 
All of the problems that we foresaw the Soviets facing are emerging, 
although output in the near term may be somewhat higher than we antici­
pated in 1977. This report summarizes the results of our research thus far. It 
has been prepared because of the critical nature of the Soviet oil problem for 
energy policy worldwide and because of its potential impact on Soviet policy 
and East-West relations. 

The central finding is that, despite extremely costly efforts, Soviet output, at 
most, is likely to remain at about the present level of 12 million b/d for one 
to three years and then begin to decline. We estimate output in 1985 
between 10 million and 11 million b/d, with a further decline to perhaps 7-9 
million b / d in 1990. Only the rapid discovery of very large amounts of new 
oil can avert this outcome. · 

If oil production falls by the mid-1980s to the levels we expect, the Soviet 
Union will be unable to satisfy its own oil requirements and to maintain 
exports to its client states and the West. Moscow, therefore, will have to 
make painful choices in allocating scarce oil supplies between meeting its 
domestic needs and those of Eastern Europe and in maintaining enough hard 
currency ~xports to finance high-priority imports. The Communist countries 
as a group are already fast losing their net export position and probably will 
be net importers by 1985. 

1 The conclusions of that study were highly controversial at the time. Since then, however, 
more and more specialists on Soviet energy have come to share our view. The views set forth 
here are stiJI not universally subscribed to either within the government or among outside 

· companies and observers. DIA, for example, takes a more optimistic view of Soviet oil 
prospects. 
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Soviet Oil Prospects□ 

The Soviet Oil Problem 
The Soviet oil industry is in serious trouble. There are 
two principal roots of the problem: 

• To minimize investment while maximizing output, 
the Soviets have overexploited their largest and best 
deposits. Their production strategy leads to rapid 
reserve exhaustion and sharp declines in output once 
production peaks in any individual field. 

• The strategy worked well for the Soviets as long as 
they were finding enough large fields·to replace those 
in decline. No such fields have been found in the past 
six years. 

The problem caught the Soviets off guard. They had 
anticipated more.discoveries and had substantially 
overestimated the amount of oil they would recover at 
existing fields. 

The Soviets have attempted to compensate for these 
problems and to keep production rising by greatly 
increasing investment in recovery and drilling. They 
are installing pumps and other artificial lift equipment 
on a vastly increased scale, while at the same time 
attempting to drill and develop large numbers of 
smaller, less productive fields. This effort has sharply 
pushed up the share of the oil industry and supporting 
infrastructure in total national investment. Moreover, 
costs will mount rapidly in the n~xt few years because 
the decline of production in older fields is accelerating 
and average production from new wells in smaller 
deposits is low. 

In short, the Soviet oil industry is on an accelerating 
treadmill. Production now totals 12 million barrels per 
day (b/d), the largest in the world. Simply maintaining 
this level ~f production, however, requires development 
of 2 million b/d in new capacity each year. In the past, 
large new capacity requirements were relatively easy 
to meet by drilling a few wells in highly productive · 
fields. Now, drilling requirements are massive because 
of the deteriorating quality· of known reserves. In the 
mid-1970s, for example, the Soviets added new capac-

1 

ity of 1 million b / d per year in West Siberia (by drill in& 
about 1,000 new production wells that produ<;cd 1,000 
b/d each) to raise national production 600,000 b/d. In 
1981 they plan to add new capacity of 1.5 million b/d 
per year in West Siberia (by drilling about 3,000 new 
wells that produce 500 b/d each) to raise national 
production less than 200,000 b/d. 

Record to Date 
From World War II until 1977, the Soviet record in oil 
production was enviable. Production goals were consis­
tently met or exceeded at small additional cost. Annual 

. production gains have slowed sharply in the last few 
years, from about 600,000 b/d in 1975 to only about 
300,000 b/d in 1979. The original 1976-80 economic 
plan called for production of 12.4-12.8 million b/d in 
1980. Actual output in 1980 was about 1? million b/d, 
a gain of only 300,000 b/d over the previous year. The 
plan for 1981 calls for production to increase by only 
one-half of the 1980 increment. · 

Production is now stagnating or declining in all major 
Soviet oil-producing regions except Komi and West 
Siberia. Urals-Volga production, for example, has de­
clined by 700,000 b/d since output peaked in 1975, 
dropping to 3.8 million b/d in 1980. The decline re­
flects the near collapse of output in the region's lareest 
producing field. Production in other traditional 
producing areas-North Caucasus, the Ukraine, Cen­
tral Asia, and Azerbaijan-is also declining. Al­
together, oil production in these areas, plus the Urals­
Volga has slipped by about 1 million b/d since 1975. In 
1980 the decline was about 300,000 b/d. Moscow had 
not anticipated this decline; the initial 1976-80 plan 
called for output from these areas to remain about 
constant through 1980. · 

Almost all of the growth in Soviet oil production dur­
ing the last decade has come from West Siberia .. In 
1980, West Siberian production reached about 6.2 

·million b/d, up from 0.6 million b/d in 1970 and 3 
million in 1975. About half of the total comes from the 
supergiant Samotlor field. Because of its high-quality 

~I 

I 
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reserves, the USSR was able to achieve large produc­
tion gains from Samotlor with relatively small num­
bers of drillers and other oilfield workers. To help 
compensate for production shortfalls elsewhere, the 
Soviets have worked Samotlor harder than any major 
field in the world. As a result, the field is about to 
decline after only a few years near peak output. Most 
of the other 17 large West Siberian fields that account 
for the remainder of the region's output have already 
peaked or are in decline, according to Soviet industry 
experts. 

The 1981-85 Plan 
The recently published 1981-85 Five-Year Plan calls 
for only small increases in total oil production. Output 
is planned to rise an average of 50,000 b/d to 150,000 
b/d annually, reaching 12.4-12.9 million b/d in 1985. 
Even the low end of the range depends on West Sibe­
ria, where output is targeted to increase by almost 1.5 
milJion b/d, reaching nearly 8 million b/d by 1985. 
The Soviets expect output in traditional producing 
areas to decline roughly I million b/d by 1985. 

The Reserve Problem 
To achieve even the low end of the planned range for 
1985, the Soviets must find new, high-quality reserves 
soon. Since Moscow keeps reserve data secret, es­
timates of reserves must be made on the basis of 
incomplete and indirect evidence. Moreover, the Soviet 
reserve classification system is completely different 
from Western concepts, complicating comparisons. 
Beyond this, differences frequently exist in what is · 
being measured--0il in place versus recoverable ~e­
serves, for example. Differences like this help explain 
why some estimates place reserves at 80 billion barrels 
or more while others are 30 billion barrels or less. 

We estimate that the volume of remaining recoverable 
reserves-proved, probable, apd possible-at discov­
ered fields approximate 50 billion barrels. This is based 
on an intensive review of Soviet technical literature, 
which contains large amounts of scattered data on 
discovery rates, individual field reserves, as well as 
statements regarding the quality of reserves. We es- · 
timate that developed reserves in existing producing 
areas total about 30 billion barrels. Since this figure 
includes ~ome viscous oil and reserves with low flow 
rates, the stock of high-quality reserves that can be 

produced at a fairly high rate is substantially below 30 
billion barrels. 

This reserve base is insufficient to sustain Soviet out­
put at present levels fOJ: very long. With annual produc­
tion approximating 4.4 billion barrels the reser-ve-to­
production ratio is already declining sharply. The ratio 
of total discovered reserves to production has dropped 
to about 11 :1. In the case of drilled reserves in existing 
producing areas, the ratio is now around 7:1, not much 
better than in the United States, excluding Alaska. 
Moreover, the ratio is declining in West Siberia, as 
well as in traditional producing areas, because of a 
sharp decline in discovery rates. 

Falling Discovery Rates 
The odds on finding major new deposits that could be 
brought into production quickly appear to be shrink­
ing. In the USSR, as elsewhere in the world, giant 
fields account for most of reserves and output. In the 
older producing areas of the Soviet Union, however, 
only five giant fields have been found in the last 20 
years. And in the newer region, West Siberia, no giant 
field has been located since the Kholmogor, field was 
found in 1973. A key indication of the erosiop in the 
quality of West Siberian reserves is the projected de­
cline in well productivity-the volume of oil that each 
new well can produce--0ver the next five years. 
According to Soviet specialists, well productivity will 
decline by 60 percent during 1981-85 compared with 
the previous five-year period. 

The failure to discover any giant fields.in West Siberia 
since 1973 has substantially lowered the rate of finding 
reserves. This rate fell from about 8,000 barrels per 
exploratory foot drilled in the early 1960s to about 
1,000 in the period 1966-75 and about 200 in the last 

.five years. As a result, Soviet specialists are increas­
ingly concerned about the lack of good discoveries and 
falling reserves in West Siberia. B~use of the sharp 
increase in production in recent years and the fall in 
discovery rates, the reserve-to-production ratio in West 
Siberia may be declining faster than in any other 
producing area. 

2 



We cannot rule out the possibility of finding large new 
fields in West Siberia. Otherwise, particularly promis­
ing locations are offshore extensions of onshore 
producing areas in the Caspian, Barents, and Kara 
Seas. Of these, only discoveries in the deep waters of 
the Caspian are likely to be brought on stream before 
1990. Offshore exploration is under way at Sakhalin, 
but significant production is not likely. Development in 
other areas will entail long leadtimes. The Arctic, for 
example, is only lightly explored. Although Arctic 
onshore and offshore potential is considerable, explora­
tion and development will require technology that is 
not now available either in the USSR or in the West. 
As things now stand, seismic limitations hinder Soviet 
exploration in permafrost regions, below salt layers, 
and generaily at depths below 3,000 meters. 

Drilling Requirements 
To meet 1985 oil production targets, the Soviet oil 
industry will have to add more than 10 million b/d of 
productive capacity to offset the depletion of fields in 
older producing areas as well as West Siberia. With no 
stock of high-quality reserves awaiting development, 
drilling will have to increase much faster than in the 
past just to maintain output. Soviet planners recognize 
the problem, and current plans call for total drilling to 
more than double in five years, reaching 35 million 
meters in 198 5. Most of the increase is planne4 for 
West Siberia, where development drilling is scheduled 
to about triple the present effort, to 20 million meters 
annually. Plans call for this drilling during 1981-85 to 
be 75 million meters, versus only 28 million meters in 
the previous five-year period. These drilling targets 
probably will not 6e achieved. 

In addition to vastly increasing the drilling effort, the 
Soviets simultaneously will have to put large numbers 
of personnel in place to service old wells, pumps, and 
other artificial lift equipment. Siberian working con­
ditions are difficult; mainly because of the climate but 
also because shipping requirements for equipment, 
well casing, personnel, housing, and food overload the 
transportation system. Poorly sorted and loosely 
consolidated sediments add to the problems; drilling is 
more difficult; and submersible pumps wear out in a 
few months. 
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The Soviets are now in the process of shifting drilling 
resources from traditional producing areas to West 
Siberia because new well productivity-although fall­
ing sharply-is still higher than in the older producing 
areas. The shift probably will result in steeper produc­
tion declines.in the Urals-Volga area and elsewhere 
than the Soviets now expect unless they are able to 
train new crews and build rigs rapidly enough to main­
tain drilling in the old areas. In I 979, they were unable 
to replace shifted rigs and crews, and we doubt they 
will be able to do so in the future because of the 
concentration of their efforts on West Siberia. 

While the Soviets recognize the need for massive drill­
ing, the scope of the problem has caught them by 
surprise. For one thing, they did not expect the finding 
rate for giant fields to drop as suddenly as it did. In 
addition, during the 1970s, Soviet oil experts had to 
revise downward their estimates of the percentage of 
the original oil in the ground that could be extracted 
with current techniques by about 1 percent per year 
since 1970. These unforeseen revisions equate to a 
write-off of estimates of high-quality reserves on the 
order of 25-35 billion barrels-the equivalent of six to 
eight years of output at current rates. Before these 
downward revisions began in the late 1960s, the So­
viets were counting on a recovery rate of more than 50 
percent nationwide, compared with only 32 percent for 
the United States. 

Production Outlook 
We doubt that the Soviets can meet their production 
goals because of the lack of high-quality reserves and 
the difficulty they will have in achieving their drilling 
targets. To meet these goals would require more re­
serves than we think they have, or more discoveries 
than we think they will make. We expect Soviet oil 
output to remain at about present levels for one to three 
years and-then begin to decline. By 1985, output will 
probably be between 10 million and 11 million b/d, 
declining to 7-9 million b/d in 1990. Oil output could 
remain at about 12 million b/d through 1985 only if 
the Soviets quickly find large, easily producible depos­
its in accessible areas. The odds on this happening are 
poor. 



The projected ranges for Soviet oil production are 
based on optimistic and pessimistic assumptions on the 
size of the reserve base, the rate of discovery of new 
reserves, the decline in the productive capacity of 
existing fields, and the rate of growth of development 
drilling. The principal uncertainties involve factors 
affecting production in West Siberia. With respect to 
the rest of the country, we are only slightly more 
pessimistic than the Soviets themselves. 

Although the Soviets are planning output levels 1-2 
million b/d above those we believe likely in 1985, there 
is little doubt that the Soviet Government understands 
it has a serious oil problem. There are many indications 
that senior planners and party officials are alarmed 
about the shrinking reserve base, the growing produc­
tion problems, and the massive increase in the cost of 
developing oil and gas, which is already cutting se­
verely into other investment programs. The Soviet 
Government is making a big effort to develop and find 
oil, is hoping for the best, and is trusting to luck. This 
strategy makes good political sense, given .the likely 
brief remaining duration of the Brezhnev leadership. 
Unless the Soviets are very luckly indeed, their strat­
egy will sooner or later make the oil problem worse. As 
they produce their reserves faster in the next few years, 
the subsequent decline in output will be greater. 

Policy Implications 
If Soviet oil production soon begins to decline as we 
expect, Moscow will. have to make difficult decisions · 
on how to meet its domestic needs and those of Eastern 
Europe without turning from a net exporter to the 
West to a net oil importer. We do not expect the USSR 
to be a net oil importer by 198S in part because its 
economic growth will be slow. The Communist coun­
tries as a group, however, are already losing their net 
export position and probably will be net importers by 
1985. . 

The Soviets will attempt to deal with slower growth in 
total energy production by substituting other energy 
sources for oil and by cutting energy use through 
conservation. With coal production stagnating and nu-

-~ 

clear power still a small but growing energy source, 
Moscow must depend on increased natural gas produc­
tion to substitute for oil and to cover increases in 
energy consumption. Most of the increase in gas output 
through the mid-1980& will slow- but not halt­
growth in domestic oil needs because gas will be used in 
new plants and equipment that otherwise would have 
consumed oit. Achieving a large absolute reduction in 
oil requirements through conversion of existing capital 
stock to gas will not occur until an extensive, costly 
network of gas distribution pipelines is constructed. 

Energy conservation, moreover, will be very difficult. 
Most energy is consumed in heavy industry; house­
holds use little energy, and energy use in transpor-tation 
is already quite efficient. The USSR has had a high­
priority energy conservation policy for the last three 
years that relies mainly on central directives and ex­
hortations, but energy consumption has continued to 
increase more rapidly than economic activity. Unless 
substantial reforms are made in management systems 
and overall basic prior:ities, energy supply will probably 
constrain Soviet economic growth during the 1980s .. 

During the next few years, Moscow can cushion the 
effect by cutting its oil exports to the West. ·Eventually, 
the Soviets will have to maintain a balance between the 
need to export energy to pay for high-priority imports 
and the direct requirements for energy in their domes­
tic economy.-Alternatively, Moscow could cut exports 
to Eastern Europe, but only at the risk of worsening a 
highly unstable situation. 

The West can probably do little to prevent a substan­
tial decline in Soviet oil production in the 1980s. Use of 
such Western equipment as pumps; drill bits, and gas 
lift equipment could help to moderate the decline 
·somewhat .. In the longer term, large-scale access to the 
. best Western technology and advice could be of great 
help to the Soviets in exploring for and developing 
offshore fields, deep deposits, and fie°lds in remote 
areas. 
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BY.a:i.c&.1c,;NARA DATE§./::zl.13 

CIA Tasker on Soviet Energy Development and Its 
Strategic Implications for East-West Relations 

In response to my memo of July 21, you approved our going ~1"2 ) 
forward with a tasker to the CIA to prepare a comprehensive FOIA(b, '-!. 
update assessment on aggregate Soviet energy development and 
its st!ategic implications for East-West relations. We have 
had extensive discussions with L...,------~ - ~ ~------..-----=-..........,.-~ the 
Agency concerning how best to structure t e TO~ fort is update 
assessment and have incorporated a number of their suggestions 
into the attached tasking memo from you to Director Casey 
(Tab I). 

This is a very important and timely undertaking as we now hav.e 
evidence that the Austrians, for ~xample, have been recently 
threatened by the Soviets with a doubling of their gas prices 
(approximately 90% dependent on Soviet gas supplies) if they 
continue to "give in" to the U.S. and COCOM concerning 
restrictions on strategic technologies. (See cables at Tab II). 

It is also essential that we update our assessment of the 
Soviet energy strategy and the role of sophisticated (and in 
several cases dual-use) U.S. and Western oil and gas equipment 
in achieving the USSR's production, export and hard currency 
earning objectives. In this connection, we strongly oppose any 
discussions with the USSR on the issue of U.S. oil and gas · 
equipment sales until a comprehensive assessment is completed 
and policy recorQmendations/alternatives are considered through 
the interagency process. 

As you may know, the Soviets intend to raise the issue of 
export controls on energy equipment on a priority basis at the 
upcoming US-USSR economic working group meetings in Mo"scow 
tentatively scheduled for November (attached cable). We have 
strong indications that Commerce is planning to accede to the 
Soviet request which we believe rups counter to a number o f 
important U.S. policy objectives (see page from 7/21 memo at 
Tab III). · In addition, we will also urge that Commerce not 
publish _a planned brochure related to this t _opic until the 
agencies have an opportunity to reflect on the CIA's findings. 

RECOMMENDATION: 

That you sign the attached memo to William Casey . (Tab I) 
tasking the CIA to prepare a comprehensive update assessment on 
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aggregate Soviet energy development and its strategic 
implications for East-West relations. 

Approve 

Don · ~iii. ~ve Wig<i~--.:..K~n 
Jack MatlT concur. 

Attachments 

Disapprove 

d
-~~ff . 'd . ,_--:. . e Gra enrei, Diane no~nan and 

Tab I 
Tab II 
Tab III 

Memo to Director Casey 
Cables 
Page for July 21 Memo 

IO 
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MEMORANDUM FOR THE HONORABLE WILLIAM J. CASEY 
The Director of Central Intelligence 

SUBJECT: Soviet Energy Development and Its Strategic 
Implications for East-West Relations (S) 

Background 

The Soviet Ministry of Foreign Affairs has voiced its intention to 
discuss U.S. export controls on energy equipment during the 
U.S.-Soviet economic working group meetings to be held under the 
Long-Term Agreement to Facilitate Economic, Indu~trial and Technical 
cooperation tentatively scheduled for November 1984 in Moscow. 
Because of the importance of this issue in the context of our 
overall U.S. foreign policy objectives, I believe it would be 
imprudent for the Administration to undertake any such discussions 
without an up-to-date assessment of Soviet energy policy goals and 
the role of Western equipment and technology in achieving these 
goals. Past work by the Agency on Soviet energy developments and 
their implications for East-West relations has contributed 
significantly toward the advancement of U.S. policy formulation. 
For this reason, I am requesting that you revisit this issue so we 
may be prepared to consider whether or not any adjustments to our 
present policies in this area may be required. (S) 

Nature of the Problem 

Over the past few 
where the Soviets 
economic leverage 
The Soviets are: 

years, we have seen several disturbing instances 
have sought to gain important political and 
over the West through the use of energy exports. 
(U) 

o Using energy sales to the West as the centerpiece of their hard 
currency earnings structure. Today oil and gas sales account 
for about 66% of total annual Soviet hard currency earnings. 
(U) 

o Seeking an increasingly dominant share of European gas markets 
through predatory pricing practices. The Soviets probably hope 
to capture as much as 50-60% of Europe's total gas demand over 
the next two decades, resulting in additional crucial hard 
currency earnings of as much as $10 billion or more. (Rough 
estimates based on a fully subscribed first strand of pipeline, 
use of other existing pipeline capacity and a fully subscribed 
new second strand of the Siberian pipeline). (U) 

DECLASSIFY ON: OADR 
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o Seeking to expand their development of oil and gas resources 
off of Sakhalin Island jointly with the Japanese (SODECO) 
possibly at the expense of future U.S. LNG sales to Japan. We 
also have reports that they will also be selling up to 5 
million tons of metallurgical coal to Japan with initial 
shipments beginning this year. (U) 

o Legally and illegally acquiring sophisticated Western oil and 
gas equipment, some of which is militarily useful, by 
leveraging future Soviet orders for energy-related equipment. 
(C) 

o Using the lure of energy equipment sales to also obtain 
preferential terms on credits. Much of Western sales of 
equipment for the Siberian pipeline project were financed with 
subsidized loans. (U) 

0 Using pricing policy on gas sales to the West and the threat of 
cancellation of contracts to extort greater cooperation on the 
part of at least one West European government to cooperate in 
resisting U.S. and/or COCOM controls on str~tegic technologies. 
For example, a recent report reveals that the Soviets have told 
the Austrians that if they continue to cooperate with the West 
in restricting sensitive technology, they will double the price 
of their gas exports (Austria is about 80-90% dependent on 
Soviet gas supplies for its total gas requirements) and arrange 
for the cancellation of two construction contracts for projects 
in Eastern Europe totalling eight billion schillings. (C) 

The Soviets will continue to pursue expanded energy exports to the 
West as a central component of their long term economic and 
geopolitical garneplan. In most instances, the Soviets will have the 
economic/commercial advantage and the ability to undercut 
alternatives through predatory pricing practices and the prospect of 
increased Western equipment sales and employment. The U.S., 
therefore, must continue to counter this Soviet policy with an 
on-going strategy building upon the President's major achievements 
in East-West economic relations over the past two and a half years. 
U.S. initiatives should continue to focus on: (U) 

o Encouraging viable alternatives to Soviet gas in West European 
markets even if a "security premium" is embodied in higher 
prices. (U) 

o Limiting oil and gas equipment and technology transfers which 
give the Soviet's additional advantage/leverage in the 
development of their energy resources and increased sales to 
Western Europe and Japan. (C) 

o Monitoring the projected level of hard cur~ency earnings 
derived from energy sales to the West and its impact on the 
Soviet ability to sustain its present global commitments. (C) 

o Assessing the degree to which Western sales of oil and gas 
equipment to the Soviets are best balanced against common 
Western security interests. (C) 

. ('v 
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o Limiting Soviet efforts to expand energy sales in the Pacific 
Basin countries particularly Japan (Sakhalin project) at the 
potential expense 1 of expanded U.S. LNG sales in the next 
decade. (C) 

o Monitoring Soviet energy assistance and export to Eastern 
Europe arid other Soviet surrogates such as Nicaragua and the 
prospect of sustaining this level of assistance in the future. 
(C) 

o Analyzing the extent to which the Soviets would seek resources 
outside its borders (i.e. intervene in Iran), if the ability to 
exploit domestic reserves were, for any reason, sharply 
diminished. (S) 

Suggested Terms of Reference 

To better position the U.S. to curtail the Soviet strategy of using 
energy sales as a gee-political weapon, major hard currency earner 
and lever for the acquisition of sensitive and sophisticated Western 
equipment and technology, a major effort is requ~red to update past 
assessments on: (C) 

0 

0 

0 

Soviet Energy Prospects: This aspect of the study should 
concentrate on the role of Western equipment and technology in 
the Soviet effort to develop its energy resource base. The 
impact of the denial of Western/U.S. equipment and technology 
should be assessed with particular reference to the 
approximately- twenty-two items originally proposed to COCOM for 
multilateral controls. This section should also include a 
review of the equipment and technology most vital to Soviet 
development efforts, potential military applications of such 
items (i.e. single-crystal turbine blade technology), and the 
possibility of establishing controls on the export of such 
equipment in cooperation with our allies. In addition, the 
study should attempt to assess Soviet capabilities to develop 
indigenous manufacturing capacity in these critical areas and 
assess the impact on the efficiency of the use of Soviet 
equipment. (S) 

Soviet Strategy to Maximize Energy Exports, Advance Soviet 
Geo-political Objectives and as a Hard Currency Earner: This 
aspect of the study should examine Moscow's strategy for export 
maximization. It should begin with an estimate of future 
Soviet hard currency requirements and the role of oil and gas 
exports in achieving these targets. The impact of Soviet 
barter arrangements with OPEC nations should be examined. 
Soviet tactics to enlarge energy exports to Europe and the 
Pacific Basin nations should also be reviewed. Finally, the 
role of Soviet energy exports in maintaining relations with 
client states should be assessed. (S) · 

Western Markets for Soviet Energy Sales: The energy outlook 
for Europe and the Pacific Basin should be examined, with an 
emphasis on likely efforts by the Soviets to further penetrate 
these markets. Potential alternatives to Soviet imports and 
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the costs of developing these resources should be reviewed. In 
addition, European and Pacific Basin country attitudes toward 
greater dependenc~ on the Soviet Union should be covered in the 
study, as well as the potential for U.S. exports to compete 
with and replace Soviet energy exports. U.S. policy options to 
minimize Soviet sales to key U.S. allies should also be 
presented for consideration. (S) 

o European/Japanese Perceptions of Soviet Energy Trade: The true 
economic benefit to Europe and Japan should be assessed, 
particularly the effects on Western employment (particularly 
the FRG), utilization of underused heavy industrial capacity 
and the indirect subsidization of uncompetitive Western 
companies for political purposes. In addition, Soviet 
disinformation themes should be catalogued which are designed 
to persuade Europe that, for example, the Soviets do not 
urgently need energy trade with the West and that the rationale 
behind U.S. efforts to restrict dual use energy equipment and 
place limits on Soviet sales to the West is really only a 
device to secure a preferred position for U.S. energy equipment 
suppliers. (S) 

The time horizon for the studies should be for the period of 
1985-2000. (C) 

During the corning year we will be having extensive consultations 
with our Allies, bilaterally and within such fora as the IEA, OECD, 
COCOM and NATO, and therefore timely submission of this 

- · comprehensive update would be helpful. The Agency has been very 
responsive to our need in this area in the past and we know that you 
do have an accumulation of material which could be used for this 
assessment. However, given the overall importance of this exercise 
and the long term nature of the problem, we do not wish to set an 
unreasonable deadline. (C) 

I suggest that Roger Robinson, Bill Martin and David Wigg of my 
staff meet with members of OGI, SOVA, EURA to determine reasonable 
deadlines and to further discuss the nature of this study. (C) 

FOR THE PRESIDENT: 
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The Honorable George Bush 

January 14, 1985 

Vice President of the United States 
The White House 
Washington, D. C. 20500 

Dear Mr. Vice President: 

TEL (713) 622- 1130 
TWX (910) 881--<1 59 9 

In connection with the possible u.s.-u.s.s.R. joint 
venture in the Navarin Basin, I am enclosing copies of docu­
mentation relative to the meeting I had with USSR Minister of 
Geology, Yevgeniy Kozlovsky, in Moscow on August 8, 1984, and 
s ubsequent corres pondence. 

I am surprised at the 180° change in attitude of the 
Soviets as opposed to the initial enthusiastic expression of 
the Minister. It is evident that the change was due primarily 
to the current US-Soviet negotiations on the delimitation of 
th~~~ea as outlined in Minister Kozlovsky's letter to me. 

The Minister, or his superiors, may have missed the 
point that this factor becomes unimportant in the Navarin 
Basin if an area is mutually selected which would be owned on 
a 50-50 basis, irrespective of where · the boundary line is 
placed in the future. 

.,. 
I believe a high level U.S. attempt should be made to 

reinstate further discussions for a proposed venture of this 
nature, which may be successful in view of the initial enthu­
siasm shown for the project by Minister Kozlovsky. 

It is my opinion that a joint drilling of a well in 
the Navarin Basin by the U.S. and the Soviets could establish 
better relations between the two governments and could fire 
the positive imagination of the world's people. 

I would be happy to assist in any manner possible, if 
requested. 

Sincerely , 

Michel T. Halbouty 

'2, \ 



CHRONOLOGICAL EVENTS PERTINENT TO THE 

u.s.-u.s.S.R. JOINT VENTURE IN THE NAVARIN BASIN 

August 5, 1984 

August 8, 1984 

November 7, 1984 

November 20, 1984 

November 21, 1984 

November 21, 1984 

November 21, 1984 

November 23, 1984 

December 17, 1984 

December 17, 1984 

December 20, 1984 

Delivered paper entitled "Basins of the 
World and New Frontiers" to the 27th Inter­
national Geological Congress, Moscow, 
U.S.S.R 

Meeting with Minister of Geology, Yevgeniy 
Kozlovsky and Edouard Griaznov, his 
interpreter/assistant in the Sovie Center 
(Convention Center) in Moscow. Meeting 
lasted from 11 a.m. to 12:20 p.m. 

Made an appointment with Vice President 
George Bush for November 20 at 4 p.m. to 
give him a report on the above meeting. 

Meeting with Vice President George Bush at 
which time I fully informed. him of the gist 
of the August ·8 meeting. 

Talked with Griaznov on telephone and he 
said Minister would send me a letter. I 
asked about their telex number and was in­
formed there were no telexes in Ministry; 
would have to go through Ministry of Foreign 
Trade or Foreign Affairs. 

Sent telex to N. A. Bogdanov with the 
request that it be delivered to Minister 
Kozlovsky. 

Reported to the Vice . President my telephone 
conversation with Eduoard Griaznov and read 
him the telex to N. A. Bogdanov. The Vice 
President requested that I keep him 
informed. 

Received telex from N. A. Bogdanov as 
as follows: "Thanks your tlx 21.10.84 reply 
be sent as soon as possible." 

Talked with Vice President Bush and he in­
quired if I heard from "my man" and I told 
him no, but was writing a letter today. 
Sent a telex in lieu of the letter. 

Sent telex to Minister Kozlovsky via N. A. 
Bogdanov requesting him to deliver it to 
Minister Kozlovsky. 

Sent telex to N, A. Bogdanov inquiring if 
telex to Minister Kozlovsky had been 
delivered. 

Michel T. Halbouty 



Deciember 25, 1984 

December 27, 1984 

December 28, 1984 

January 7, 1985 

January 11, 1985 

Received telex from N. A. Bogdanov as 
follows: "I am in receipt your tlx and 
already passed it Mr. E. Kozlovsky." 
Received telex from N. A. Bogdanov as 
follows: "Plese be advised due Mr. Kozlovsky 
sending you his reply on your telexes as 
follows: "Dea r Mr. Halbouty: Text of 
official answe r on your proposal of combined 
US-Soviet drilling in Navarin Basin sent to 
Soviet Embassy in Washington. I requested 
Soviet Embassy to send this TLX your 
address. Briefly it runs as follows: during 
our meeting in Congress I informed you about 
situation in above dr i lling region. My 
authorities considered it not pos s ible to 
carry out this kind invesitgations." Regards 
Kozlovsky, Sincerely yours, Bogdanov". 

At 10:45, a Mr. Alexander Onya called and 
identified himself as being with the Soviet 
Embassy in Washington. He said he had a 
letter from the Minister and wanted to 
verify our correct mailing address as the 
letter was in Russian. I confirmed our 
office address and he said he would trans­
late the letter and send it to Mr. Halbouty 
either today or tomorrow. 

I called Onya and inquired about the letter 
inasmuch as it had not been received. He 
advised that it had been mailed either 
Thursday or Friday and should be here soon. 

Le t ter received from Soviet Embassy in 
Washington - postmarked January 8, 1985 • 

.. 

Michel T. Halbouty 
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LIST OF ATTACHMENTS PERTINENT TO 

u.s.-u.s.S.R. JOINT VENTURE IN THE NAVARIN BASIN 

Excerpt of speech entitled "Basins of the 
World and New Frontiers" delivered to the 
27th International Geological Congress in 
Moscow, u.s.s.R. on August 5, 1984 

Memorandum dated August 15, 1984 re meeting 
with Minister of Geology Yevgeniy Kozlovsky 

Memorandum dated November 21, 1984 re meet­
ing with Vice President George Bush 

Copy of telex dated November 21, 1984, sent 
to N. A. Bogdanov for delivery to Minister 
Kozlovsky 

Copy of telex dated November 23, 1984, from 
N. A. Bogdanov 

Copy of telex dated December 17, 1984, 
to Minister , Kozlovsky via N. A. Bogdanov 

Copy of telex dated December 20, 1984 to 
N. A. Bogdanov 

Copy of telex dated December 25 from N. A. 
Bogdanov 

Copy of telex dated December 27, 1984 from 
N. A. Bogdanov containing message from 
Minister Kozlovsky 

Copy of letter dated January 4, 1985, 
(received January 11, 1985) from the Embassy 
of the U.S.S.R. with translation of letter 
from Minister Kozlovsky 

Michel T. Halbouty 
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"BASINS OF THE WORLD AND NEW FRONTIERS" 

Michel T. Halbouty 

Section of 27th International Geological Congress Plenary Session 

paper delivered by Michel T. Halbouty on August 5, 1984, in 

Moscow, USSR, regarding the Navarin Basin. 

The basin areas in Alaska where there are future plans for 

exploration contain four of the most intriguing of the unexplored 

offshore areas of the world: the St. George, Norton, North 

Aleutian and the Navarin basin. All of these basins are offshore 

western Alaska. 

The Navarin basin lies in the territorial waters of both 

the United States and the Soviet Union. The United States has 

recently offered certain por~~pns of the basin for lease on its 

side of the territorial line and interest is rather high on the 

potential of this large basin. It will be interesting to follow 

the course of exploration in this highly petroleum potential area, 
.. 

and it may take the cooperation of both nations, the United States 

and the Soviet Union, to fully develop whatever petroleum 

resources are found by future drilling in the Navarin basin. Such 

a joint venture of these two nations would be not only interesting 

and historical but hopefully productive for both. 



MEMORANDUM TO THE FILE 

August 15, 1984 

RE: Meeting with Minister of Geology, Yevgeniy Kozlovsky, USSR 
(U.S. - U.S.S.R. Joint Venture in the Navarin Basin) 

As a result of the paper I presented to the Plenary Session of 
the International Geological Congress (attended by the top 
dignitaries of the USSR and 6,200 representatives and delegates 
from 106 countries of the world), in which I briefly discussed the 
Narvarin Basin (excerpt attached), the Minister of Geology, 
Yevgeniy Kozlovsky requested · an audience with me. I met with the 
Minister and his assistant/ interpreter, Edouard A. Griaznow, on 
August 8. 

At the meeting, after our pleasantries, the Navar in Basin was 
brought up. He complimented me on my paper and mentioned the 
location of the Navarin Basin being in both countries. He started 
the conversation by stating to me that he was very much interested 
in the comments I made in my paper and wanted to discuss future 
joint possibilities. He then asked me whether or not I thought our 
scientists could work together. I told the Minister that there is 
now an accord between us and had been for sometime and I saw no 
reason we could not continue to work together. He said he was 
aware of this, but asked if our scientists could work together on 
joint etforts established by both countries even though our 
countries' ideologies were so different. I replied that in science 
there are no ideologies: that scientists seek ._ ;the truth and 
attempt to foster it and I saw no reason why scientists of all 
countries could not work together, including that of the U.S. and 
the Soviet Union. I reminded him that the scientists of our 
countries did work together on the space program. 

He then asked, 'Then you think scientists in the U.S. would work 
with Soviet scientists in a joint venture in the Navarin Basin?' I 
told him that this was implied in my paper presentation. I said I 
was pleased he would bring it up and saw no reason why the U.S. and 
Soviet scientists could not work jointly in the Navarin Basin. The 
discussion then centered around how this could be done because he 
brought up the fact that there were some disputes as to the 
boundary separating the territorial waters of the two countries. I 
told him that an operations committee should be first formed 
between the two countries comprised of scientists and engineers 
who would select an area upon which a joint well would be drilled. 

I also stated that the two countries would own that area 50-50 and 
regardless of how the boundary line was settled in the future, this 
selected area would still be owned 50-50 by each country. The 
exploratory well drilled on the selected block would be paid for 
50-50 and all production and other wells drilled on that joint area 
would be owned on a 50-50 basis. In other words, ownership and 
costs on that selected area would be on a 50-50 basis. 



Memorandum 
· August 15, 1984 

Page 2 

R.1:1:acnme1n: L. 1.,1 

The Minister seemed to be very pleased with my optimistic answers 
and told me that instead of his writing a letter, which is the 
normal procedure for items of this kind, that he intended to go 
dire ctly to see the Prime Minister immediately following conclusion 
of the International Geological Congress. He · suggested that I 
"feel out" the "proper" people in the ·u.s. to determine any 
interest in such a joint venture. I told him I would not do this 
until after the election and I would then get in touch with him at 
that time and let him know what I was able to find out. He thanked 
me for coming to the meeting and appreciated my straight forward 
openness. 

Since the Minister did not speak English (o r _ if he did, he did not 
indicate so) and since Mr. Griaznov, his assistant, was the 
interpreter between us, I asked for the interpreter's telephone 
number because the Minister asked that I call when I had something 
to tell them. 

In the course of the conversation, the Minister said that "they" 
' know all about me as a geoscientist and engineer and also knew I 
was President Reagan's Chairman of the Advisory Task Force on 
Energy Policy, as well as Leader of the Transition Team on Energy. 
It is my opinion that he wanted to feel me out on this proposal, 
thinking that I would have the entree to the White House to discuss 
the matter further, if it became necessary. 

Michel T. Halbouty 

-·· 

(The foregoing is the typed translation of MTH ' s original notes 
made immediately following the meeting the Minister Kozlovsky.) 

MS 



MEMORANDUM TO THE FILE 

November 21, 1984 

RE: Me eting with Vice President George Bush 

i\t.t.acnrnen-c., 

U.S. - U.S.S.R. Joint Venture in the Navarin Basin 

After the election, on November 7, an appointment was made with 
Vice President George Bush for November 20 at 4 p.m. I reviewed 
with him ' my meeting with the Minister of Geology, Yevgeniy 
Kozlovsky of the USSR, and his deputy, Edouard Griaznov. 

I told the Vice President that as a citizen of the U.S. , I felt 
that a joint effort of this kind - on the scientific level - would 
enhance the political relationship between the two governments. I 
emphasized that I felt very strongly that a joint effort of this 
nature would have the backing of the people of the U.S. and should 
have the backing of the people of the Soviet Union because each 
would realize that such a joint venture would establish better 
relations between the two governments and would be of extraordinary 
importance to show how we can work together. 

The Vice President said, 'yes, this is true. We did have a joint 
s pace effor t,' and I said, 'yes, but an announcement that a joint 
well will be drilled in the Navarin Basin would flame the imagi­
nation of the world's people.' 

I told the Vice President that I have not heard further from 
Minister ·Kozlovsky and asked the V .P. what he suggested for me to 
do. He said since I had talked with the Minister, I should get in 
touch with him and fi nd out if "they" are still of a similar mind 
and he suggested that I call Minister Kozlovsky, which I did. 

I placed a call to Edouard Griaznov at 12:10 a.m. on November 21, 
from my home, and the call came through · at 6:27 a.m. with the 
report that there was no answer. I requested the operator to call 
an hour later - the report was still no answ~r. I then gave the 
number of the Minister to the operator and found Edouard Griaznov 
there. I talked to him, but the connection was very bad, I could 
barely hear him and had to ask him to repeat himself several times, 
but from all of it, I gathered the Minister would write me a 
letter. He (Griaznov) said "he will write you a letter," and I 
repeated back to him "he will write me a letter?", and he said, 
"Yes, he will write you a letter." 

I told Griaznov (I had to yell), 'I can't hear you - do you have a 
telex.?' He finally understood me and said there are no telexes in 
the Ministry of Geology; that all telexes would have to go through 
either the Minister of Foreign Trade or to the Minister of Foreign 
Affairs, which would then be relayed to the Minister of Geology. 



Memorandum 
November 21, 1984 
Page 2 

Attachment 3 

After considering sending a telex through one of the above 
Ministries, I elected to send the telex to Minister Kozlovsky 
through Dr. N. A. Bogdanov, a geoscientists with whom I have wor ked 
with before on other matters, and who is one of the key scientists 
in charge of exploration in that part of the Soviet Union, with the 
request that he deliver it personally to the Minister. (Bogdanov 
is with the Institute of the Lithosphere, Academy of Sciences of 
the USSR). A copy of the telex sent to Dr. Bogdanov is attached 
hereto. 

I suggested to the Vice President that if he thought that such a 
joint operation between the U.S. and the u.s.S.R. was feasible to 
please discuss it with the President for his information. 

Michel T. Halbouty 

:.: ,. .... 
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8036252 EST 0844 NOU/21/1984 
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t·ff HHLBOUT'r1 HOU 
HESTERN UNION HANUAL ASSIST POSITION 
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HOM 

MA\-' I HELP YOU 

871411484+ 

TU MOHi➔ 
TRANSACTION NUHBER: 8036654 
411484 LITOS SU 
YOUR CALL IS ON LINE 
GA 

HOUSTON, TE>c:AS 
NOUEHBER 211 1984 

OR. N. A. BOGDANOU 
INSTITUTE OF THE LITHOSPHERE 
ACADEH OF SCIENCES OF THE USSR 
MOSCOH 

DEAR NIKITA: 

..... • 

REFERENCE THE JOINT DRILLING UENTURE HHICH HE OISCUSSEO AT .THE 
I IHERl~AT I ONAL GEOLOGICAL COl~GRESS TH f S IS TO ADl.J I SE THAT 
CONSIDERABLE POSITIUE INTEREST HAS BEEN SHOWN HERE FOR THE PROJECT 

HOULO APPRECIATE YOUR CONTACTING YEU6ENY A. KOZLOUSKY1 MINISTER OF 
GEOLOGY I Al~O SUGGEST TO HI H THAT HE CONTACT ME AS SOOH AS POSSIBLE 
REFERENCE SUGGESTIONS Ot~ HOH SOON AND ~~HERE FURTHER DISCUSSIONS 
MAY BE HELD TO ADVANCE Pl.ANS. 

PLEASE ACKNOHEOGE RECEIPT OF THIS TELEX ANO ADVISE HE OF 
MINISTER'S RESPONSE. 

BEST REGARDS. 

HICHEL T. HALBOUTY 
HOUSTOt~, TEXAS 
Ti-,11-: 810 881 4589 
THX 910 881 4599 

4114t:4 LITOS SU 

Michelgr. Halbouty 

jO 
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TO: HOUSTON TEXAS USA 
ATT: . HICHEL T. HALBOUTY 
FROH: INST • . OF THE LITHOSPHERE 

THANKS YOUR TLX 21.10.84 REPLY BE SENT AS SOON RS POSSILE 
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'._ ... M.ichel T. Halbouty 
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MOH .... 

HAY I HELP YOU 

871411484+ 
110!-1 PLS 

TRANSACTI ON NUMBER: 8126697 
411484 LITOS SU 
YOUR CALL IS ON LINE 
GA 

HOUSTON, TEXAS 
DECEMBER 17, 1984 

DR. H. A. 808ANOV 
INSTITUTE OF THE LITHOSPHERE 
ACADEMY OF SCIENCES OF THE USSR 
HOS Cm~, USSR 

DEAR NIKITA: 

,.,• 

I AH UNABLE TO TRANSMIT THE FOLLOWING TTELEX TO HINISTER YEUGENY 
A. KOZLOUSKY AND MOULD APPRECIATE YOUR .DELIUERING IT .TO HIH FOR 
HE. . . 
G!UOTE: REFERENCE OUR CONUERSATIOt~ DURING THE INTERNATIONAL 

GEOLOGICAL CONGRESS LAST AUGUST, I HAUE OISCUSSEO ~THE 
POSSIBLE JOINT UNITED STATES-SOVIET UNION ORILLINS 
PROJECT IN THE NAl,IARIN BASIN HITH THE APPROPR IATE:f· 
PEOPLE AND AN INTEREST HAS BEEN EXPRESSED. . •- . .. 

.... , 

I HOULO APPRECI AT YOUR INFORH ING HE ·OF YOUR PLANS · REGAROINS 
·THIS HATTER AS SOON AS POSSI BLE~ 

BEST RE~AROS. 

HI CHEL T. HALBOUTY . ·, · · 

lHKITR BOGOANOU: 

IT IS IMPORTANT THAT I RECEIUE AN EARLY REPL~ FRH ~HE :~IHISTER ANO '· 
HOULO APPRECIATE YOUR ASSISTANCE IN THIS HATTER. . ,. 

BEST REGARDS, 

MICHEL T. HALBOUTY 
HOUSTON, TEXAS 
THO 91 881 4599 

CORRECT TLXXXX TELEX IS 910 881 4599. 

41 1484 LITPC; SU 

41 1484 LIT , SU 

I •.. 

., 
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·youR CALL IS ON .LIHE 
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HOUSTON, .TEXAS 
·. DECEMBER 20,. 1S84 

_· DR. N. ·A. BOSDANOU 
· IHSTITUTE OF THE· LITHOSPHERE. 

- . 
~ . ·~ 

- ACADEHY OF SCIENCES OF THE USSR 
MOSCOH 

... 

PLEASE ADU I SE IF -YOU HAlJE RECE I UEO HY TELEX DATED DEC. 17 At~O 
IF · IT HAS BEEN OELilJEREO TO HINISTER KOZLOI.JSKY. I HOULO SINCERELY 
APPRECIATE AN IHHEDIATE REPLY. 

BEST REGARDS. 

HICHEL T. HALBOUTY 
HOUSTON, TEXj'.:jS 
THX 810 881 4599 

411484 LITOS SU Michel T. Halbouty 
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IHHHLE:OlJfY HOU 

06:IE; EST 

411484 l[TOS SU 

2?.12.84 
TO: HOUSTON, TEXAS, USA 
ATT: H. HALBOUTY 

I • 

FROH: INST. OF THE L[THOSPHERE, HOSCOM, USSR 

Attachment 9 

PLSE BE ADL1O DUE MR KOZLOUSK'r' REOUEST SEHOit~6 YOU Hrs REPLY Ot~ YOUF: 
TELEXES AS .FOLLOWS . 
DEAR MR HALBOUTY TEXT OF OFFICIAL AMSHER ON YOUR PROPOSAL OF COHE:INEO 
US-SOUIET ORILLIHG IN NAUARIAM BASIN SENT TO · SOUIET EHBASSY IN 
~~ASHINGTON STP I REQUESTED . SOl.JIET EHBASSV Tff SEND THIS TLX YOUR 
ADDRl::SS STP BRIEFLY IT RUNS AS- FOLLOJ.IS OLIRit~6 OUF: MEETING IN CONGRESS 
I IHFORMEO YOU ABOUT SITUATION IH ABm,1E ORILLit~S REGIO>(STP HY 
AUTHORITIES CONSIDERED IT NOT POSSIBLE TO CARRY OUT THIS KIND 
It~LIESTIGATIONS STP / 

REGARDS 
KOZLOLISKY . 
SINCERELY YOURS BO6OANOU 

MTHi=!LBOLITY HOU 

411484 LITOS SU 
. REPL'T' UIA ITT 

, ... - I 

.. 

Michel T. Halbouty 
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EM BASSY OF THE 

UNION OF SOVIET SOCIALIST REPUBLICS 

I I 21S • I 11TH ST. N.W. 

Michel T.Halbouty 
Chairman of the Board 

WASHINGTON, O. C . 200311 

Michel T.Halbouty Energy Company 
5100 West Heimer Road 
Houston, Texas ?7056 

Dear Mr.Halbouty, 

January 4, 1985 

Please find enclosed an unofficial translation of the letter 
by the USSR Mini ster of Geology Mr. Yevgeniy A.Kozlovsky addressed 
to your attention. 

Sincerely, 

Enclosure: as stated. 

Edw~rd R.Malayan 

First Secretary 
U.S.-Soviet bilateral 
relations 

Michel T. Halbouty 
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~l.. l..O.\....J.ULlCJ.J.\.- .L..V 

(Part 2) 

Unofficial translation 

Dear Mr.Halbouty, 

I would like to inform you that appropriate Soviet authoritie 
having reviewed your proposal concerning geological and geophysica_ 
exploration in the Navarrin Basin in the Bering sea, did not find 
it possible for the Soviet side to take part in this type of 
activities. 

As you probably know, the above area is a subject to the 
current U.S.-Soviet negotiations on the delimitation::. of the sea, 
and pending an agreement to this effect it would be premature to 
carry out any exploration of the proposed type • 

Respectfully, .. 

Yevgeniy A.Kozlovsky 

Minister of Geology, 
Moscow, USSR 

Michel T. Halbouty 
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