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Weut Siberian
Pipeline

il and Gas
Equipnent and
Techoology
Sales

Cntetpilllt
Case

1

s

(2

.S. neutrality toward
European participation.

Remove concrols on all

items except dual-use
ftems (e.g. cowputers).

Approve.

! Srudegine ".S. acewpt-
ance of projerst 1n
return for Furopeun
comeeitnent to work
aublicly co

minimize strategic
implicaticas. Let U.S,
fims sell non-strategic
goods.,

Malutain controls, deuy
technolegy, approve
equipment (except dual-
use).

Approve.

‘--{3E}hﬂ:*EHEf{‘%{kt:"

*tc U.S.

.4, objeccion to prolect,
denial 2f export licenses
firzs for pipe-
line relacted contracts
where faoreign suhstitutes
are not available. Heavy
pressure (carrot/scick)
on allies to withhold
critical expores and
financing, pistpone pro-
jeot nndefinicely.

M.intain control:, deny
technology, deny equipment
not available elsewvhere
for strategic projects
(e.g. west Siberlar pipe-
line), proess allies -
especially Japan, UK - to
cooperate.

Deny if Japan agrees not
to replace Caterpillar

1'.S. otjection to project,
dental of expart licenses
to U.S. firws, heavy
pressure on allies to
cancel.

Contrvel all ofl and gas
equiyaent and technology
on national-security
grounds, with presumption
«% denial 12 all cases.
Seen allied support buc
be wiliing to deny
unilacerally.

Deny.
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June 19, 1981

Dear Bob:

I want to enlarge on my comments at last Wednesday's "Rump

group" meeting on the 0il and Gas and Siberian Pipeline papers.
The following are my personal views and do not necessarily repre-
sent those of the NSC Staff or Dick Allen.

Looking back on our discussion, I believe we all agree that

. there is a need for more data and analysis that would dis-
tinguish between what the U.S. can do unilaterally through
export controls, as compared to what can be accomplished through
multilateral allied cooperation, or through U.S. restrictions
coupled with parallel actions by, say, Japan and/or the U.K.

Similarly, in my judgment, the options in both the "0il and
Gas Equipment and Technology" and "Siberian Pipeline" papers
need to be revised to more clearly indicate whether we are
talking about unilateral U.S. action, or action in concert
with one or more of our Allies.

To illustrate, Option I of the 0il-Gas paper is unclear as to
whether we would proceed, regardless of the attitude and
cooperation of our Allies. Option II makes no reference to
the actions of our Allies. Do we proceed unilaterally under
this option?

The problem is perhaps even more evident in the Siberian
Pipeline paper options, where it is unclear under Option II
(signal U.S. disapproval) whether we propose to signal dis-
approval by restricting exports before determining the position
of our Allies, and whether we intend to go ahead regardless of
the position they take.

At this late date, I hesitate to suggest a revision in the
formulation of the options, but I think it may be necessary to
a good discussion and a clear decision. A suggested revision
to the Pipeline options is attached.

Also, I find it difficult to distinguish between the individual
options in the 0il-Gas paper. Some sort of a one-page, tabular
presentation of the options, highlighting the important
differences would probably be a great aid to quicker understand-
ing by the NSC members.

—CAMEHREMF
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My guess is that it will be impossible to get over all four of
the issues (National Security Controls, 0il-Gas, Siberian Pipe-
line, and Caterpillar license) in a single NSC meeting and
difficult to do so even in two meetings. In approaching these
four topics, logic would appear to argue that one would go

from the general to the specific, attacking them in the sequence
listed above.

However, the Siberian Pipeline is a high-visibility issue

that is more tangible and easier to grasp than the more general
subject of oil-gas controls. Also, the Pipeline/Caterpillar
issue 1is not only the most time-urgent one, but is probably
actually more important than decisions on ‘the remaining oil-gas
items. Additionally, the Pipeline transaction will be the

real test of our ability to obtain allied cooperation on
restrictive measures; what we learn from attempts to get

allied cooperation on this matter will surely affect the
broader 0il-Gas policy we adopt.

Finally, as currently structured, the linkages between the
overall 0Oil-Gas Policy Options and those for the Siberian
Pipeline are unclear. It appears to me that Pipeline Option

ITI (signal disapproval) would be consistent with Oil-Gas

Option I; Pipeline II is probably also consistent with Oil-

Gas II, but this is not totally clear, since 0Oil-Gas II appears
to rely solely on unilateral U.S. options.

Nevertheless, my betting is that the Pipeline Option selected
will be carried out, whether or not it is consistent with a
broader policy option elected from those  in the 0il-Gas paper.

For all these reasons, I continue to feel that the decisions
made on the Pipeline will, in large measure, drive the broader
Oil-Gas policy and I argue that the Pipeline decision should be
made first, with the broader 0il-Gas decision to be made in

the light of allied reactions to our Pipeline policy proposal.

I also argue that we should not expect to come out of the NSC
meeting with an announceable decision on the Caterpillar

license matter. If either Option I or II of the revised set

I have provided for the Siberian Pipeline were adopted, the
Caterpillar License decision would have to await the results

of consultations with the Allies. If we adopt Option III,

a "no pipelayers" announcement could perhaps be made immediately,
but if Option IV were elected, we would probably want to
withhold the "yes" announcement until after the economic summit.

I understand Secretary Baldrige's desire to get a decision as
soon as practical, but I also understand it is not legally
required until sometime in August and feel that other con-
siderations may outweigh quigck action.
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A couple of gquestions: Page 1 of the Pipeline paper indicates
that the Europeans have "pledged to encourage development of
dual fired capabilities," etc. Does any paper exist document-
ing which Allies have made what pledges and assessing the likely
effects of these intentions? Also, page 2 of the paper refers
to discussions with the French and German foreign ministers

and within NATO to ensure that Western European energy dependence
would not raise the potential for increased Soviet political
leverage over the Allies. What kind of records do we have of
these discussions? In other words, if needed, can we pull
together a good synthesis of what and how successful our efforts
have been?

: Sincerely,

The Honorable Robert D. Hormats

Assistant Secretary, Economic and Business Affairs
The Department of State

Washington, D. C. 20520

cc: Larry Brady
Harry Kopp
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SIBERIAN PIPELINE OPTIONS

The four attached suggested options provide a hierarchy of

actions in descending order of impact on the pipeline.

The important difference between Option I and II is that the

former seeks to obtain allied concurrence in cancellation of

the project, while Option II seeks its delay pending develop-
ment of a safety net and better terms on the transaction.
Option II would probably be seen by the Allies as a more
plausible and realistic proposal and would also make it

easier for Japan and/or the U.K. to join us in export restric-

tions without concurrence of the remaining Allies.

Under both Options I and II the U.S. would take no restrictive
actions on non-strategic goods exports without allied support,
whereas under Option III the U.S. would proceed unilaterally

without first determining allied support.

Failure to achieve allied cooperation under Option I might
allow a retreat to Option II. Similarly, failure under I and
IT would allow us to move to either Option III or IV, as appro-

priate, without changing an implemented policy.

Allen J. Lenz
June 19, 1981
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OPTION I

Indicate U.S. disapproval of the project and a U.S. pro-

posal to deny all exports related to it. Approach our Allies

to cancel further project negotiations.

This would entail high=-level approaches to the Allies
stressing that the threat of Soviet leverage outweighs the
benefits of the project regardless of any safety net they
might develop. The U.S. might have to present an "incentive
package" to offset European loss of potential energy supplies
from the U.S.S.R. and to gain general acceptance of our position.
Additionally, however, opportunities to stop the project via
bilateral arrangements with selected Allies would be explored.
No unilateral U.S. export control actions would be taken without
a degree of Allied support sufficient to measurably impact the

pipeline project.

OPTION II

Indicate U.S. disapproval of the project under present

conditions and a U.S. proposal to deny all exports related to

it. Approach our Allies to delay further negotiations pending

development of safety net procedures and terms and conditions

of the transaction more favorable to the Western parties.

Opportunities to delay the project through bilateral
arrangements with selected Allies would be explored. However,
no unilateral U.S. export control actions would be taken without
a degree of Allied support sufficient to measurably impact the

pipeline project.
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OPTION III

Indicate U.S. disapproval of the project and that all

exports related to it will be denied. The U.S. would proceed

immediately an& unilaterally to deny all exports related to the
project, without determining if the Allies will follow our

example. However, we would subsequently attempt to persuade our
Allies to follow our lead, employing appropriate bilateral arrange-

ments and incentive packages.

OPTION IV

Do not resist the project, but work with our Allies to

minimize the strategic implications.

This would entail tacit U.S. acceptance of the project,
implicitly linked to joint U.S.-Western efforts to reduce the
threat of Soviet leverage and Western European vulnerability.

We could seek to scale down the project'and would assist in
developing emergency energy supply arrangements and storage
capacity as a safety net. However, our acceptance of the pro-
ject would not be conditioned on specific West European actions.
U.S. export licenses would be granted for equipment and tech-
nology for the pipeline within the parameters of overall U.S.

export controls on oil and gas related goods.

Allen J. Lenz
June 19, 1981
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MEMORANDUM (716
SEERET ' NATIONAL SECURITY COUNCIL
ACTTION v . June 27, 1981
MEMORANDUM FOR RICHARD V. ALLEN
FROM: | 'ROBERT SCHWEITZER
SUBJECT: East-West Negotiations: Defense Group Concerns

We have just learned that there may be a Tuesday meeting of the
NSC on East-West Trade Negotiations. We are concerned that a
major split exists and that security aspects do not always seem
to be fully recognized by the advocates. If I am bringing
water to your mill, disregard, but here are our views:

-~ To give the Soviets $20 billion in hard currency would be
a major mistake; to set them up as a major supplier of oil
and gas for Western Europe would compound that mistake.

-— But the greatest mistake of all would be to allow them to
become customers of Western European business in a big way.

-— If Soviets were only to use $5 billion of their $20 billion
in new money in backsliding NATO countries like Norway,
Denmark, the Netherlands and Belgium, and in high defense
performers like Germany and France, we would rapidly
discover that Russian money will soon change the politics
of those countries.

-- Constituencies will develop among the business sectors which
will press for the most amicable relations with the Soviets
regardless of security interests, for fear the Russians will
take their business elsewhere.

—-— The indebtedness for the $20B will not lie with the Soviets
but with the German company, Ruhr Gas, which borrows the
money from German banks, gives it to the Russians, and then
is repaid in gas. The German banks are guaranteed by Ruhr
Gas, who is the one left without a guarantee.

e Some of the advocates have argued that while the

Russians get hard currency, theywill pay back
the same way. As you can see, this is not the case.
Two years' output will pay entire indebtedness.

-— The Soviets have never been shy about using economic
leverage and have already stated publicly that they want
the pipeline for political reasons. The $20B, by the way,
1s an annual payment to the Soviets.

DECLASSIFIED
-SBERER

Review June 27, 1987 : NLRREB&:JELELfIQ7lb
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DOD is very concerned about the security implications, as is
your Defense Group. There has not been an SIG, and the IG
papers have obscured the issues rather than eliminated options.

-—- There is a split in the Administration, with Eagleburger
(please the Europeans), Myer Rashish and Hormats at State
all lined up in favor of the deal. DOD, while opposed, has
not gotten Weinberger up to speed and will need more time
to do so.

-- Secretaries Regan, Baldrige and Brock are all in favor, but
do not appreciate the Security aspects. If an NSC meeting
does take place, Brock should not be there. He is not a
member of the NSC; if we start bringing in heads of outside
agencies we will shift the focus away from national
security to other considerations.

® Further, Brock is a natural politician who is emerging
as the spckesman for business in the US. Baldrige feels
threatened by this (according to business contacts).

® If Brock is present in the NSC as STR on this issue,
Baldrige will be driven to stronger positions in an
effort to outdo him.

-- The Republican Party Platform says that if national security
is even indirectly affected technology and resources should
not be transferred.

#® The advocates argue that we will withhold technology
for oil and gas development in the Soviet Union and
allow only the end products to go.

® This sounds like a tough policy but really is not;
it is the old Carter policy (although the IG
papers do not say so).

e The fact is that most trade is in end products; not
technology. In the case of oil and gas exploration,
the things the Soviets need most are:

®® Sophisticated compressors
®® Submersible pumps
e® 0Oil drilling equipment
e® Pipe laying equipment
o And these are the things we will be giving to a nation

which otherwise could not develop oil and gas resources
without outside help.
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The real question, obscured in the IG papers, is whether it is
in the national interest to further Soviet development of oil
and gas; to allow the Soviets to become a major supplier for
Europe; and in return to become a major customer of European
businessmen.

e If one agrees that it is not in the US interest to
allow this to happen, then the only question is what
one can do to impede development of Soviet oil and gas.

The key thing to decide first is whether or not you favor
further development of the Soviet o0il and gas industry--
then look for ways to impede.

® The advocates (who take somewhat a defeatist view)
say that if we don't join in this venture, all we
will do is deprive American businessmen of a share of
the action because European and Japanese businessmen
will simply take their place in the profit line.

® Of course, if one has stupid policies and pursues them
stupidly, this would be true, and the net result of
export controls would be to depress American business.

® But there are other than stupid policies: one could go
to the Allies, make a hard sell that export to the
Soviets of o0il and gas end products is against their
own security. Persuade them to adopt our analysis of
the outcome as a matter of their own vital self-interest.

Summary

Big issue; not well organized. IG papers have obscured
rather than narrowed options, some of which are made to
sound tough but are not.

NSC is a place to resolve big issues, but this is not the
way the process should really work, and we don't need
another confrontation between State .and Defense, especially
over ill-defined papers.

Defense interests are not tied together yet on this one
and we do not have the votes to win.

@ Haig's friendly pro-pipeline staff propelled him into
a meeting with Baldrige as soon as he got off the plane
from Hawaii, still agitated over the Kirkpatrick affair.
He agreed to the NSC meeting before he had all the
facts.

@ While first NSC meeting is supposed to be a discussion,
the outcome cannot be controlled, and positions will
only harden. .



RECOMMEND

~— Postpone the NSC until Thursday, 9 July, as it will take
that long to get our act together and work on Al Haig.

-- In the interim, require an SIG based on a more sharply
focused IG paper.

-- Separate the apples of whether or not the pipeline is
desirable for US interests from the oranges of how to
impede it. Both issues are mixed up in the IG paper.

Approve Disapprove

cc: Allen Lenz
Norman Bailey
Henry Nau
Richard Pipes
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WASHINGTON

-SECRES July 6, 1981

MEMORANDUM FOR THE HONORABLE ALEXANDER M. HAIG, JR.
The Secretary of State

THE HONORABLE CASPAR W. WEINBERGER
The Secretary of Defense

SUBJECT: Request for Description of Scenario for
Implementation of Recommended Siberian
Pipeline and 0il/Gas Controls Options (C)

\

Today's NSC meeting revealed significant differences in your
recommendations on U.S. policies concerning 0il and Gas Controls
and the Siberian Pipeline. Despite these apparent wide differences,
speaking to the necessarily broadly-stated policy choices provided
in the options papers leaves ample opportunity for communication
failures and lack of a mutual understanding of the respective
positions. (S) B
In view of the importance of the Siberian Pipeline issue and

the urgent need to develop our position before the Ottawa Summit,
I suggest that you both provide, by close of business Wednesday,
July 8th, for use at the Thursday, July 9th meeting, a five to
six page paper elaborating your position by describing what
specific sequential actions should be taken to implement the
options you support in the 0il/Gas and Siberian Pipeline issues.
Each scenario should respond to, but need not be limited to, the
following questions:

For Secretary Haig

o) Specifically, what is implied by a "very tough Option
IIr" on the pipeline? What would our objective be?
What pressures would be applied?

o) What specific steps should be taken to improve the
safety net or scale down the project?

e} What specific steps, if any, should be pursued to
improve Allied bargaining on terms of the transaction
and to eliminate subsidized export credits?

o What would the content be of the "strong alternative
program" you indicated we should take to Ottawa to
support our "skeptical view" of the pipeline?

Wl ] &

st -__ .- ~



O S Y 17

g 2 - P ) bl i 2
! pe N e R | .

s - -

For Secretéry Wienberger

o

What is the objective of your pipeline recommendation?
Stop? Delay? Scale down?

What incentives or pressures should be brought to

bear on our Allies to motivate  them to follow our
leadership? How should this objective ke implemented?
Unilateral U.S. restrictions? Restrictions only after
Allied cooperation is obtained?

What Allies would be approached and in what sequence?
Do you recommend bilateral arrangements to stop the
pipeline without French/German agreement? If yes,
with whom?

For Secretaries Haig and Weinberger

o

O

What should the President say at Ottawa? To whom?
Private conversations? To the group as a whole? 1If
private conversations, in what sequence?

What should we propose for post-Ottawa actions? Follow-
on meetings? When? At what level?

Your responses to the above considerations would be of great
assistance in the NSC review of these important questions. (S)

FOR THE PRESIDENT:

P A

Richara V. Allen
ssistant to the President
for National Security Affairs

RET N
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DESCRIPTION OF OPTIONS
NATIONAL SECURITY AND SOVIET ENERGY CONTROLS

Security Controls 0il/Gas Siberian Pipeline Caterpillar Pipelayer
License
I Restrict Egquipment and Deny all oil and gas | Deny U.S. Licenses. Deny the license.
technology critical to equipment and tech- Press Allies to can- -
military production and nology licenses. cel negotiations.
use. Pressure our Allies
to do same.
II Restrict as in I plus Attempt less restricH Withhold U.S. licenses|Deny if Japanese will
items for Defense priority tive multilateral Encourage Allies to dojalso deny.
industries which would approach than in I. same until safety net
significantly enhance Deny licenses while plans set. !
Soviet military. consulting with
Allies.
III | Restrict as in II but for Strong effort to Recognize inability Approve the license.
all items for use in impede major Soviet to cancel or signifi-
Defense priority industries energy projects thru | cantly delay project.
multilateral action. | Continue work to
Deny licenses while minimize strategic
consulting. implications.
v Deny exports of Lassez faire.
technology. Let market determine
License equipment. European energy import
and security policies.
v No special controls
on oil/gas equipment DECLASS'F'ED
and technology. Con-
tinue existing secu- 4@
rity controls. N'TRRws
AGENCIES POSITIONS ON 7 ) RA 1
NATIONAL SECURITY AND SOVIET ENERGY CONTROLS BY_ML— NA DATEM
) ) Caterpillar Pipelayer
Security Controls 0il/Gas Siberian Pipeline License
State i II v Tough III Issue License
Defense ITI plus ad hoc III i Security Interest I to II f I (Deny)
| I or II? !
! | i
Commerce | II - Tighten at top E !
f - Loosen at bottom v v ITT i Issue (III)
Energy II III or IV | II, but III LT
more practical
|
USTR Modified II i
! Limited to hiih v IIT | Issue (III)
{ technology - Less con- l
| cern re product :
Treasury II v { III i Issue (III)
| . 4
; . !
CIAa { As close to III as Implied I or II { Implied I or II Implied deny
| Allies will accept |
JCS As tight as possible i
1T = IZII E i I-IT Deny (I)
{
|
oMB P IT v l ITT Issue (III)
: {
! |
USUN |1z plus item by item
janalysis toward III I I

1
f
|

]

E
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MEMORANDUM
Jo 7219

NATIONAL SECURITY COUNCIL
SEO NP Nberlr July 7, 1981

MEMORANDUM FOR NORMAN BAILEY
FROM: RICHARD PIPESQe

SUBJECT: Siberian Gas Pipeline Project

My personal preference would be for the position taken by the

UN Delegation. The importance of a strong stand in this instance
is not merely economic or military: it is above all political

and psychological. If we go along with the pipeline project and
license Caterpillar, we will merely confirm suspicions (engendered
by the decision to lift the grain embargo) that we preach but do
not practice economic warfare, and certainly do not intend to

hurt our own interests. This issue may be well worth a drag-out
fight with the Europeans, the more so because the rise in interest
rates and the decline in gas consumption have already dampened
European enthusiasm for the line. (C)

By the mid-1980s the Russians are expected to run out of oil
reserves which bring them their largest hard currency returns.
Just at that time the West is to come to their rescue with the
completed gas pipeline. The money earned by the Soviet Union
from energy exports goes for a variety of domestic and foreign
causes that bode no good. The less hard cash the USSR has, the

less mischief it can cause us and our friends. (C)
~CONPFRENTFAE '
Review July 7, 1987. DECLASSIFIED
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MEMORANDUM
NATIONAL SECURITY COUNCIL le71e
July 8, 1981
~CONEEDENPTATr
INFORMATION

MEMORANDUM FOR ALLEN LENZ
FROM: NORMAN A. BAILEY 772

SUBJECT: NSC Staff Consensus Position on 0il/Gas
Development and Technology Policy with the
Soviet Union: Objectives, Policy, Strategy and
Tactics '

Objective

As part of an overall objective of impeding major Soviet energy
projects while consulting with allies, delay to the maximum

the Siberian pipeline project through a lengthy process of con-
sultations, in the hope that this will eventually kill or sig-
nificantly scale-down the project and at a minimum drastically
upgrade safeguards.

Policy Recommendations

1. The NSC should now determine that the project, at least
as presently constituted, is a serious security threat to the
Western alliance.

2. The presumption should be that the U.S. will vigorously
and persistently oppose the project and others like it.

3. In the interim, the U.S. should deny the pending initial
application by Caterpillar for the export of 200 pipelayers.

4, We should inform Europe and Japan that we are inclined
actively to oppose the project but request high-level discussions
designed to pool information, exchange viewpoints and arrive at
a consensus. Included in the discussions would be alternative
supplies, security concerns, identification of and commitment to
vulnerability reduction measures and ways of modifying financial
terms. The goals of such a move are:

~CONFIDENBIAT— DECLASSIFIED
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(a) To eliminate undue friction and confrontation
with our allies by first using persuasion to justify and
promote our views, thus avoiding an outright veto of the
project if possible.

(b) To give them a fair chance to modify our views
and air their position, since we do not now have technical
data allowing us to render a final, accurate judgment on
their vulnerability.

(c) To provide an opportunity to institute emergency
preparedness measures which are needed even in the absence
of the project.

(d) To establish a precedent and forum for exchanges
of views and closer cooperation on a broad range of energy
security matters which would allow us, among other things,
to head off similar projects before they are this far
advanced.

5. It is unlikely but conceivable that the imports could
be made minimally acceptable from the viewpoint of direct
European vulnerability if they were scaled down drastically
(perhaps by half or more), if they were financed on a commercial
rather than subsidized basis, and if a very firm commitment were
made to implement extensive emergency preparedness measures. The
goal would be to persuade Europe to treat the USSR as an insecure
interruptible source of marginal supplies, priced accordingly.
This would not be possible if the USSR supplied 30-40% of Europe's
gas supplies.

Backup Arguments

1. Projections of overall European supply needs depend
upon many unknowns, especially on the price of gas (which is
likely to rise considerably), the availability of oil, and the
effect of these factors on demand for gas.

2. In any case, the 40 bcm/y level of the project cannot
be and has never been justified by the level of absolute need.
Rather Europe has contended that the partial replacement of oil
imports with imported natural gas will be beneficial to its
security, a highly dubious assumption given that the USSR and
Algeria will supply about half the Continent's needs.

3. Volumetric reliance on Algeria will probably not be
reduced from what it would otherwise be if the project is agreed,
and vulnerability to Algerian manipulations under certain likely
conditions would actually increase.
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4. Even if Europe could convince the U.S. that wvul-
nerability could be confined to an acceptable level, the
overarching security problem associated with foreign exchange
and technology transfers would continue to affect the U.S.'
security in an indirect but important manner. The U.S. should
immediately lay the ground for a consistent policy of denial
to the Soviet bloc of energy, related equipment and technology.
This will not be easy, however, because U.S. credibility in
this area is low due to perception that we have taken advantage
of our allies in the past and because of our policy on the grain
embargo.

5. It is not a foregone conclusion that Europe will go
ahead with the project in the face of forceful U.S. opposition.
There is every indication that both the security and economic
dangers involved in the project have been only superficially
examined by Europeans. U.S. arguments are strong and might by
themselves weaken European resolve or lead the Continent to
impose conditions unacceptable to the Soviets. The universal
enthusiasm engendered by the project only six months ago has
now partially given way to second thoughts and increased caution.
Even such relatively fleeting events as a temporary rise in
interest rates has led them to reexamine and stall the deal.
There are different interests and outlooks distinguishing the
views of various countries. This is particularly true in the
case of the French, who have indicated they might be weaned away
from the pipeline project if certain attitudes are taken by the
U.S. with reference to Algerian, Norwegian, Nigerian and
Trinidadian gas.

6. The short-term tension which might be created by such
a confrontation is preferable to the lasting and basic allied
policy differences which would arise or be exacerbated as a
result of Europe's increased uncritical commitment to detente
and its growing economic dependence on USSR as embodied in the
proposed gas imports. The U.S. must face the fact that Europe
and especially West Germany have already been to a large extent
neutralized by trade with the East and that a break and eventual
reversal of this pattern of dependence will not therefore be
accompanied without some clashes or protest.

7. A firm stance on the pipeline and energy technology
issues would convince Europe that the Administration has adopted
a consistent policy and one distinct from that of the Carter
Administration. The U.S. would establish itself as a force with
which to be reckoned on East-West and energy security matters.
Increased respect for the U.S. and caution on the part of Europe
are outcomes at least as likely as backlash and resentment. The
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U.S. would lose all credibility with Europe on these issues
and on trade embargoes and East-West policy if it were to
approve the highly symbolic and intrinsically important
Caterpillar export and pipeline construction proposals.

Strategic Implementation of Policy

Considerable initial delicacy would be required because the
U.S. would aim to establish a position sufficiently strong to
force the Europeans to agree without delay to exchange infor-
mation on the pipeline deal and its security implications and
to deal with us seriously -- but notso strong that it seems
the U.S. is dictating their policy and thus humiliating them
internationally and before their left-wing domestic consti-
tuencies. President Reagan's personal exposition and endorse-
ment of the policy will almost surely be needed to accomplish
these goals. :

The ideal opportunity to deal with this matter is presented
by the upcoming Ottawa Summit, where the issue would have to
be dealt with at three levels: in the final communique, in
the President's speech and on the less formal and bilateral
level. Consultation on this issue might be coupled with con-
sultations on interest rates and exchange rates. This would
be a powerful incentive and work to separate the French from
the others, at least in terms of delay.

Since the final communique for the conference is even now being
negotiated, the U.S. will have to move rapidly to insert lan-
guage covering this issue. Because the boundaries for accepted
communique language are rather narrow, the time for negotiation
is quite short and the appearance of U.S. dikstat must be avoided,
it will probably be necessary to confine language to a rather
vague and bland statement which avoids specific mention of the
pipeline issue but which establishes the priority and mechanism
for intensified and allied coordination on energy security matters.
Under the energy section of the communique, this might be covered
in language similar to the following:

-- (The parties agree to) give priority to a high-
level study of prospective changes in patterns
of dependence on foreign energy supplies and of
the need to bolster allied preparedness for energy
emergencies.

In Reagan's speech, the U.S. would have to establish itself as

a tough customer which must immediately be reckoned with in
a serious manner on the pipeline and related issues. Language
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along the following lines is recommended:

"The security of the West's energy supplies is now both
a vital objective and essential condition for our alliance of
industrial democracies. An issue of particular immediate con-
cern is the proposal for a large natural gas pipeline from
West Siberia to the European market. We do not wish to inter-
fere with the national energy policies of our allies. Yet much
greater dependence on Soviet energy supplies would impair allied
unity and security, so joint consideration of these problems
is essential. The U.S. will defer any judgment on the desira-
bility of this pipeline until we have reviewed with our allies
the implications of their wvulnerability to interruptions in
natural gas supplies. Because negotiations on the project are
now far advanced, immediate, detailed yet high-level discussions
of the issues involved should commence within the next few weeks,
and it is the U.S. hope that regular coordination of energy
security matters would continue even after this issue has been
decided."

After the President's formal presentation, the U.S. delegation
will be required to follow up with intensive lobbying on behalf
of the U.S. position and the establishing of detailed arrange-
ments for meetings on the issue. Such meetings should begin

as soon as possible, in August; the U.S. could push for their
conclusion sometime in the first half of 1982. Europeans will
doubtless counter with the insistence that the contract is to

be decided by the end of the year and that discussions therefore
can take no more than a few months; the U.S. could push for a
compromise date of late January 1982.

The composition of the working group will be important. At

least on the immediate issue 0f the Siberian pipeline it would
probably be advisable, for reasons of flexibility and due to

the time constraints involved, to limit active participation

to the U.S., the FRG and France, with other potential consumers,
Norway, the UK and Japan kept well informed and able informally
to have some input. If the core group was larger, it would
logically include Italy and Netherlands as well, since they

would be the other major buyers of Siberian gas and the Netherlands
would represent countries which might be called on to maintain
surge production capacity. The make-up of individual delegations
should relfect the strong emphasis on security issues and avoid
over-representation of the economics and finance ministries which
have apparently dominated the European decision-making process
thus far. Defense, foreign affairs and energy/technology/eco-
nomics constituencies should probably be equally represented on




each national negotiating team. The delegations should
contain sufficient expertise and back-up support to investi-
gate technical aspects of wvulnerability and emergency pre-
paredness issues, but leadership and representations should
also be at a high level so as to emphasize the seriousness
with which the U.S. views the consultations. The U.S. dele-
gation, for instance, should probably be at least nominally
headed by the Secretary or Deputy Secretary of State or an
official of equivalent prestige, and the actual negotiations
could be supervised by senior experts from the three basic
areas involved. A National Security Council coordinating
committee at the Under Secretary level would be one possible
alternative.

Attachment :
Tactical Implementation of Strategy

cc: Robert Schweitzer
Jim Lilley
Don Gregg
Henry Nau
Rud Poats

&R¥Chard Pipes

William Stearman
Jim Rentschler
Dennis Blair
Carnes Lord
Mike Guhin
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Tactical Implementation of Strategy

I. Disseminate information on the political and economic
dangers of the project.

Undermine support for the project at meetings of the proposed
high-level energy security group, in financial circles, among
shareholders and the politically active, and within the populace
at large by providing information and implicitly or explicitly
encouraging questioning or dissent from the prevailing view

that the project is sound from an economic point of view and
presents no security risk. Emphasize the dangers which have
thus far apparently been largely ignored, including

-- the possibility of and provisions for cost overruns

-- the possibility that the gas will not arrive in time
to alleviate a potential supply shortage in the late 1980s

-- problems regarding the security of natural gas supplies
in general, especially when the USSR and Algeria will provide
about half of Europe's supplies and given the much lower
fungibility of natural gas as compared to oil

-- the USSR's poor record on and prospects for reliable
winter delivery

-- the dependence of certain industries on Soviet orders

-- the potential disproportionate dependence of certain
areas of the country on Soviet gas

-- the many ways in which the Soviets and others could
implicitly or explicitly reap political benefits from the
project

-- the arguments on behalf of a strict technology transfer
policy.

Approaches to those with financial interests inthe successful
completion and operation of the line may be particularly ef-
fective, although circumspection would have to be observed to
avoid improper interference in the domestic affairs of a friendly
country.

-- Encourage shareholders in Ruhrgas, Deutsche Bank and

similar institutions in Germany and elsewhere which will have
a financial stake in the deal to look more closely at the

DECLASSIFIED
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cost and viability of the project and the technical difficulties
it may encounter.

-- Work especially through American-owned companies or
affiliates and possibly encourage sympathetic allies to do
the same (e.g. Exxon and Shell own 25 percent of Ruhrgas,
the leading proponent of the project, and Mobil and BP ap-
parently also own significant shares through their partial
ownership of other companies).

Provision of information on the Alaska Natural Gas Transpor-
tation System (ANGTS) could be a particularly effective mode
of dramatizing the economic and financial uncertainties in-
volved in the project. Our thus-far unpublicized analyses of
the technical, commercial, and financial risks and costs of
the ANGTS could be used as a basis for pointed criticism of
the terms and expectations for timely completion of the
Siberian project. Although this anslysis should be very per-
suasive, the danger would be that the material could be leaked
and might damage U.S.-Canadian relations and undermine the
ANGTS project itself, although this might not be a total lia-
bility if the Administration decides to extricate itself from
commitment to the Alaska line.

IT. Tightening Contract Terms

1. Eliminate hidden or overt subsidies to the USSR.
Force the project to compete in the commercial market with
other energy development projects. This may imply abandon-
ment of even the gap between normal commercial rates and the
prime rate for large-scale long-term projects (e.g. in February
Germany claimed the normal prime rate for a project such as
the Siberian one was 9.75 percent, but the commercial rate even
then was 13 to 14 percent).

2. Considerably shorten the loan payback period, which
is one of the more dangerous provisions directly elevating
European vulnerability to manipulation. Consider payback
through means other than gas deliveries.

3. Remove direct government sponsorship of the deal by
eliminating credit guarantees and forcing private industry
and banking circles to stand behind or abandon their claim
that the USSR is an extremely dependable commercial partner.

4. Insist that the price paid the Soviets be less than
that accorded politically and technically reliable exporters
such as Norway, Netherlands and Canada, on grounds that in
the past they have not been reliable suppliers during peak

%



season when this is most important, and this necessitates
the provision of expensive extra storage facilities plus
increasing vulnerability to reduction in North African or
other supplies.

5. Reject contract provisions designed to allow unusual
flexibility in delivery schedules; at least some countries
in Western Europe now maintain such provisions in their agree-
ments with the USSR. 1Instead, institute a penalty for under-
delivery of gas, especially when this occurs during peak
season, thus giving the USSR some incentive to give first
priority to foreign over domestic customers.

6. Eschew "take or pay" type provisions which would
obligate Europe to offtake a certain amount of gas even if
there is no market for it.

7. Cut the level of initial Siberian contracts to the
bare minimum which individual countries feel they absolutely
require and seek an option to import more later if oil supply,
price and security considerations justify a policy of backing
out 0il with natural gas from the Soviet Union.

8. Insist upon floating interest rates so that Europe
is protected if the money market remains in its present state
or is volatile in the future.

9. Encourage Europe to bargain with the Soviets and
others by means of a transnational consortium formed for each
project. This would help lessen consumer competition, which
now benefits the producers, help ensure that those most in
need secure a share of available supplies, and reduce the
financial exposure and political vulnerability of individual
countries. Eventually such a history of cooperation might
provide the basis for a counterweight to a gas producers'
cartel if such a policy were deemed desirable.

Europe formerly negotiated with the USSR in this manner, but
this time the Soviets have insisted upon negotiating with

each nation individually. Italy has urged the other countries
to form a consortium nevertheless, but claims that France and
especially Germany have resisted this suggestion.

III. Attempts to minimize the perceived need for Soviet gas

1. Limit U.S. competitition for gas from Europe's natural
suppliers (e.g. Algeria, Nigeria, Cameroon and possibly areas
such as the Canadian Arctic) through accelerated decontrol of
U.S. natural gas prices or a more stringent alternative fuels
test for LNG imports approved by FERC.




2. If the ANGTS project should collapse, the U.S.
could consider exporting natural gas from the Alaskan North
Slope to Japan. A share of Japanese domestic demand for
natural gas imports could thus be satisfied by Alaskan gas,
freeing up Persian Gulf and possibly other gas for European
consumption.

3. Encourage Norway to increase production of gas, at
the expense of o0il if necessary, in the context of their long-
term hydrocarbon development plans for the 1990s, and explore
options for installing and financing excess gas production
capacity for emergency use.

4. Encourage the Netherlands to meet the needs of European
suppliers during the late 1980s or early 1990s by offering
short-term contracts above currently projected export levels.

5. Press the Dutch to, accelerate offshore exploration
and commit further onshore reserves to the export market as
soon as discoveries are made.

6. Provide earlier or stronger assurances of additional
infrastructure to provide much larger and cheaper supplies of
U.S. coal for the European market. Press West Germany to
relax its quota on coal.

7. Help restore the domestic credibility and viability
of the nuclear power option in Germany.

8. Explore with the UK options for future surging of
gas to the Continent durlng emergencies.

9. Encourage the Netherlands to store gas in depleted
fields and maintain surge production and transporation capacity
from operating fields.

10. It could be pointed out that Europe might spread its
risks by cutting back the Siberian project considerably and
offering to invest the unexpended loans in other gas or energy
development projects. Nigeria represents an obvious opportunity
for such a policy because the government there may delay the
Bonny LNG project due to funding problems, and Bonny would
probably come onstream before the Siberian project if work now
proceeded at full pace.

11. An economic method of maintaining emergency surge
capacity which would be available to Germany, Italy and
Switzerland under certain circumstances if the Dutch cooperated
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would be for these countries to reduce their allowable
offtake from present Dutch contracts and extend them as
long as possible (five years is the period presently
allowed) so that the deferred offtake can be used in an
emergency.

IV. Promote the implementation of vulnerability reductions
measures

While conceding the advantage of having a Soviet supply to
reduce European vulnerability to oil and gas supply inter-
ruptions in which the Soviets have no interest or involvement,
we should insist on the importance of greater all-around pre-
paredness (military as well as economic) for Soviet involvement
in Near Eastern conflicts that threaten Western economic and
security interests. This should occur whether or not the
Siberian pipeline becomes a reality.

The vulnerability reduction measures potentially involved

have been discussed elsewhere and need not be examined here

in detail. Suffice it to say that care should be taken to
gear them to the most likely and most dangerous supply inter-
ruptions -- which in turn will determine what proportion of
attention should be paid to gas storage/surge and oil storage/
surge options, along with the cost effectiveness of these
measures. For instance, future research on dual-fired capa-
bility should probably concentrate on the possibility of
coal-gas or oil-gas mixtures, since at present most gas burners
which can be switched to another fuel are configured for oil
and vice versa, but this will be of little help in the most
dangerous scenario, that involving a combined Persian Gulf oil
crisis and a reduction in gas supplies.

The question of what constitutes "adequate" vulnerability
reduction measures.- will be a difficult one. Europe should

be urged to gear its efforts to guard against the most dangerous
scenario, mentioned above, and if such preparations are ex-
tensive, Europe will probably be protected against most other
contingencies. However, given the problem even of dealing with
a Persian Gulf oil interruption during tight market conditions,
it is highly unlikely that satisfactory precautions could ever
be taken to control the dangerous consequences of a simultaneous
0il and gas interruption. Some would argue that protection is
"adequate" when Europe judges that it would be sufficiently
secure despite an interruption to commit itself ahead of time

to aid U.S. efforts during the most dangerous Middle East crises,
those involving Soviet activity or interests.




European security could be fostered by offers of access to
U.S. oil storage facilities. This policy might be both
economically and politically advantageous to the U.S.; it
would help solve some of the budgetary problems of the SPR
and would encourage Europe (and give it an excuse) to co-
operate with the U.S. during a supply emergency.

One problem which may develop with vigorous pursuit of
vulnerability reduction options is that they will probably

be very expensive and the question will arise as to whether
they are worth the financial burden required and whether

Europe will be inclined to reduce military expenditures in
order to divert funds to energy security measures. In addition,
there are already signs that Europe may try to maneuver the U.S.
into picking up part of the tab, especially for the surge
production facilities discussed in an earlier section.
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THE WHITE HOUSE

WASHINGTON

Dear Chuck:

I am glad to have this opportunity to express some of my thoughts
concerning the Siberian gas pipeline project to Western Europe.

As you know, we oppose this project as making no sense economically,.
financially, politically, militarily or strategically. Our reasons are
as follows:

First, there are many alternatives available which avoid dependence
on Soviet gas.

Second, the Western banking system, already under severe pressure
from multiple rescheduling requirements in Eastern Europe and elsewhere,
should not increase its exposure.

Third, cost overruns and construction delays are inevitable. Further
credit demands will be made. If acceeded to, exposure will rise. If
not, whatever has already been built will benefit only the Soviet Union
and Eastern Europe and put repayment in jeopardy.

Fourth, the Soviets are not reliable suppliers, entirely aside from
security considerations. There have already been multiple interruptions
of supply from present, much more easily accessible fields for technical
reasons.

Fifth, the Soviet bloc will require continued massive imports of
foodstuffs. Earnings from the gas will largely go to the suppliers of
foodstuffs, and not to purchases from the gas consuming countries, thereby
jeopardizing debt repayment. '

Sixth, the idea of the huge Soviet market for European goods is a
myth. In 1980 total commerce of the six proposed European consumers
of Siberian gas with Nigeria alone was 73% of their total commerce with
the Soviet Union.

Finally, there is no valid comparison between the West selling
grain to the Soviet Union and buying gas from it. Grain is an essential
commodity, and we control the leverage it provides. Gas sales constitute
leverage that they have.

wNE/ %



I hope that this letter will be of assistance in the deliberations
of your Subcommittee.

Sincerely,

Richard V. Allen
Agssistant to the President
for National Security Affairs

The Honorable

Charles H. Percy

United States Senate
Washington, D.C. 20510



- : / ( i
.Sw ‘ )L{)J"f '1,?

The Director of Central Imcliigcncc l

Washingion.D €. 20505
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9 July 1981

MEMORANDUM,  FOR: The President
' The Vice President

Secretary of State

Secretary of the Treasury
Secretary of Defense

Secretary of Commerce

Secretary of Energy

Director, Office of Management

- and Budget .

United States Trade Representative
Assistant to the President for

National Security Affairs

Chairman, Joint Chiéfs of Staff

FROM: william.J, Casey
SUBJECT: Siberian Pipeline
The attached has been prepared for.your information in connection

with the NSC meeting this afternoon.

DECLASSIFIED IN PART
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CIA MEMORANDUM ON SIBERIAN PIPELINE

The United States should attempt to dissuade the Europeans from
consummating the agreement. At a minimum, the Allies should delay decision
pending a joint study of their energy security in the changing economic and
political environment of the 1980s. These are the basic arguments that can

be made:

The ,pipeline will improve future Soviet economic growth

and facilitate a military buildup which the West (especially
the US) will have to counter. (Tab A) This probably will
be the most compelling argument to the Europeans.

It would replace their current hard currency earnings

from 0il which seem likely to dry up during the second
half of the 1980s. The Siberian pipeline would thus
prevent a reduction of the hard currency they have to
spend from the current level of $24 billion to $12 billion
and enhance the Soviet ability to extend their influence

‘over other countries.

The Soviet gas will cover less than 3 percent of European
energy requirements and is not needed to cover increases

in European energy demand. Demand projections are being
lowered greatly because of energy conservation and alternative,
often cheaper supplies of gas and cther energy sources will

be available. The argument that the pipeline would increase
the security and the price of energy supp]y by diversifying
sources and reducing dependence on the insecure Persian Gulf

is weak.

The $4 billion of annual Western exports for the pipeline

would add less than 1/2 of 1 percent to the foreign trade

of the Alliance. To the extent that these increments to
Western energy and trade enable the Soviets to maintain or
increase their military capability, the United States, carrying
54 percent of the COCOM defense burden, would bear the brunt

of responding.

The $16 billion European investment would be better spent on
dlternative schemes to ensure Allied energy security. Some
combination of American and Australian coal, Norwegian and
British gas from the North Sea, and Western capability to
produce synthetic gas can satisfy the Western European needs
which the Siberian pipeline is intended to meet. (Tab B)

~SEGREF NOFORN
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Impact of the Pipeline Project on

The Soviet Military Effort , NLRREoL-uy/a*i0729
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Soviets have increased defense spending in real terms at an average
annual rate of 4-5 percent since late 1950s; military now consumes
12-14 percent of GNP.

Economic growth is slowing and could drop to 2 percent or less by
mid-decade. As a result, USSR will have increasing difficulty

in maintaining pace of defense buildup. Military share of GNP
couid be a point or two higher in 1985 and three or four points
higher in 1990 if past trends continue. More important, military
could take as much as three-fourths of annual increment to GNP

by end of the decade. (Figures A-1, A-2)

Although the pipeline project would not eliminate economic problems
(it would at best add a few tenths of a point to GNP growth), it

could ease the strain considerably in key sectors and thus facilitate
the military effort.

-- Hard currency earnings from the project could maintain the
Soviets' import capacity in the face of declining oil revenues.
This would permit them to continue to import large amounts
of Western machinery and equipment. (Table A-1)

-- Technology transfer associated with the project will benefit
-domestic gas production--the key to meeting Soviet energy
demands in the 1980s. It would enable the Soviets to purchase
Western Arctic-design extraction and processing equipment,
large-diameter pipe and compressors--items which the USSR
cannot match in quality nor produce in the quantities reguired.

-- These aspects of the project will aid the military effort
in two ways: some imported equiPment financed by gas
sales will 1ikely be,used in military systems; other imports
will be directed to civilian uses, reducing pressure on
the defense industries to switch to non-military products.

Collapse of the pipeline deal could significantly increase Soviet
long range economic problems and the difficulty of maintaining
the current pace of their military programs.

-- Hard currency earnings could fall by $10 billion or more
by 1950, requiring major cuts in purchases of energy and
of Western goods that cushion the defense effort.

-- Defense-related industries such as electronics, chemicals

and machine-building could be especially hurt, because they
use much of the machinery and equipment imports.

~SECRET NOFORN
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-- Even without the 9,600 kilometers from Siberian gas fields
to Western Europe, their five-year plan calls for them to
build 15,000 kilometers of gas pipeline to meet their
own energy needs. For them to produce in the USSR the
equipment needed for these pipelines and domestic energy
production, given likely trends in production of naval ships,
ground force weapons, and aircraft engines, the Soviets
would be forced to divert investment from other sectors
and cope with important additional costs, delays, and
stringencies. These could substantially increase the
Soviets' overall economic problems and impose significant
costs and difficulties in maintaining the pace of their
military buildup.

These factors could induce the Soviets to at least reduce the growth of
military spending (if not cut it in absolute terms).

-- They would not necessarily result in a reduction in Soviet
military capabilities. Soviet defense spending is now so
high (Table A-3) that with reduced growth (or indeed with
no growth at all) substantiazl modernization of the armed
forces as a whole would continue.

-- They could, however, require the Soviets to curtail or
stretch out selected weapon programs and perhaps make them
more forthcoming in arms control negotiations.

Ve o
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The Impact of the Pipeline on Western Europe

|

Although‘construction of the proposed pipeline would have a sub-
stantial impact on the Soviet economy and military potential, it would
have little effect on Western Europe's economies but would make Western
Europe somewhat more vulnerable to Soviet political pressure.

" Specifically, purchases of Soyiet gas through the pipeline:
--'ﬁobld not be needed. to cover incfeased energy demand;

-- Would add to the problem, not to the so1ut1on, of -
energy supply security.

-- Would probably be an expensive source of energy.

s 1. Will the Soviet gas be needed?

(a) Projections of European energy demand are being substant1a1ly
lowered. )

-- Between 1978, when the pipeline plans were first
seriously discussed, and this year, IEA's projections
of West European energy demand in 1990 were lowered by
almost 4 million .b/d. (See attached table).

-- IEA projection of total industrial nation energy demand
was Towered by 16 million b/d.

-- The amount of Soviet gas to be imported through the
proposed pipeline -- .5 to .8 million b/d equivalent
is only about one eighth to one fifth as:large as the
reduction:in projected European energy demand.

-- This may not be the end of the story; demand projections
may continue to be lowered as information on the strength
of market reactions to higher oil prices pours in.

(b) Many projections of European demand for natural gas also
are being lowered

-

13520
E. O 42388 © == During the past 2 years ,L l’nave
As Amendsd lowered their 1990 foreca y @ of the
Sec. LY () projected Soviet deliveries.
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(c) Alternative energy sources are avai]apTe;

-~ Recent and 1ikely future U.S. withdrawals from LNG
deals with Algeria and Nigeria will make available
more LNG from these sources to Western Europe than is
now projected in European plans. :Indeed, Yestern
Europe is the only alternative market for this gas.

- The amount of additional gas made available to Europe
is about 2.3 billion cubic feet per day, or 50-75
‘percent of the additional Soviet gas. US needs can
be met from domestic, Canadian,. and Mexican sources.

-~ After 1990, more than enough Norwegian gas can:be-
:jdeveloped to offset the Soviet gas. ‘A single gas
structure, discovered and explored during the past 3
years, could produce at least two-thirds of the -
proposed Soviet deliveries by the early to mid-1990s.

-- US coal supply will be ample to meet increases in
European coal demand substantially larger than now
planned. The necessary adjustments in European energy
policies would not be particularly difficult. European
investments in US coal infrastructure--for example, in
“building a Targe port capable of handling very large coal
-carriers--would make the coal cheaper. Loss of Soviet

.gas could be offset by some 40-60 million tons of coal
imports, an increase of about one-third in current pro-
Jections of West European coal imports.

2. Would the pipeline enhance or weaken European energy security?

(a) The European érgument that the pipeline would increase the
security of energy supply by. d1ver51fy1ng sources and reducing
dependence on the insecure Persian Gulf is weak, if not total]y
invalid. T

‘ae

-- Even if Soviet gas supplies were secure, they would not
provide insurance aga1nst the contingencies of interruptions
of Persian Gulf oil, because--

(1) Soviet -gas would substitute for only a small part -
(1ess than 10 percent) of Persian Gulf supplies and;

(2) The supply of Soviet gas could not be expanded if
the Persian Gulf or other foreign supplies were
interrupted.




3.

(b)

(c)

TTUTUOMNREBENGRELL

Supplies of Soviet gas are themselves not reliable; they are
subject to both technical and political risks.

-- The technical risks result from severe climatic conditions
in the USSR and the near absence of spare Soviet pipeline
capacity and gas storage; periodically the Soviets maka
large cuts in their exports to Western Europe to meet
priority domestic needs (this point is well known to the
Europeans).

-- Although in most likely circumstances Moscow would be
Toath to use its gas as a blunt.weapon to pressure
Western Europe, because it needs the gas revenue badly,

it would be able to exert subtle political pressure.

-- -Vulnerability to Soviet pressure would increase despite
‘the fact that increases in imports of Soviet gas would
about offset declines in imports of Soviet 0il. For most
of Western Europe, Soviet o0il is a marginal and variable
source of -energy, for which alternatives can be quickly
found. Soviet gas, however, would become part of the
base load of European energy supply because of the high
investment costs required.

Although other sources of gas too are subject to -technical
and political risks, in-a number of cases, these risks will
probably decline;

-- Specifically, Algeria and Nigeria both will become highly
dependent on a steady flow of gas revenues to cover their
expenditures. .

Is Soviet gas a source of cheap enerqgy?

(a)

(b)

Soviet gas, if priced at apprS??mate'parity with crude oil,
is not cheap. . US and Australian coal are substantially

- cheaper.

If, as we believe, 0il markets continue to be soft for several
years, the bargaining position of gas importers will become
stronger and stronger. Consequently, patient buyers are
Tikely to get better terms.
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DEPARTMENT OF STATE

Washington, D.C. 20520

July 13, 1981
RET

with SECRET NODIS attachment

MEMORANDUM FOR MR. RICHARD V. ALLEN
THE WHITE HOUSE

Subject: Siberian Pipeline

As requested in your memorandum of July 10, I enclose
the following records of U.S.-European exchanges and state-
ments regarding the proposed Soviet pipeline:

Schmidt Speech - May 22

Black-Mozur - May 12

Haig-Genscher - March

Schmidt Spiegel Interview - February 23
Haig-Francois-Poncet - February 23

L. Paul Bremer, III
¢fébExecutive Secretary

Attachment:

As Stated.

qa‘qmﬁns S a7zgéhﬁfz GDS 7/13/87



Chancellor Schmidt's Response
..to Questions at the National Press Club -

May 22, 1981

Western® Europe-Siberian Pipeline

Q:

Do you feel that the Soviet-German gas pipeline will
erode German security by making Germany vulnerable to
Soviet blackmail?

The answer is no, I don't feel that way. I would like
to give you a more detailed answer; it's going to be a
long one. Germany is lacking energy resources; what
we do have is coal, and it's very deep in the earth,
every new pit has to be dug down to 1100 meters down
to the earth -- very expensive. To open up a new pit
needs ten years, you have to spend $1 billion before
you get the first ton of coal out of it, so it's .
enormously expensive coal. Nonetheless, we have not
given it up, we are still producing something like

90 million tons a year. We'll maintain that. On the
other hand, we are shielding off our coal from cheap
competiton from the outside; now that's from Australia,
from Polarnc¢. or the United States, all of you have
cheaper coal -- can produce by strip-mining, we can't.
We need our coal to be kept alive, because we want at
least some independence from external sources of
energy. And for the rest of our energy consumption,
we try to diversify risks, so far we have too big a
risk in oil, we have reduced our oil imports now, we
have never had regulations on prices in Germany, we
let the prices hit the public, and the public learned
bv these enormous prices at the gasoline station as
well as regards heating oil. We have conserved a lot
of o0il and replaced oil by other sources of energy
(I'm coming to that). Now there is less than 50% of
all our total energy consumption. It had been 55%,
it's now 37% or something.

As for the o0il, most of it comes from the Middle East,
which is dangerous, there is obviously some risk, some
political risk to oil coming from the Middle East.
Some of it is coming from England. We are trying to
diversify the sources from which we get our oil.
England is coming up, Norway will be coming up.

Secondly, ovn top of coal and oil, we also diversify

to some degree by basing our industry on nuclear energy.
We have some grievances, some sad experience in that
field. 1It's not so long ago that an American adminis-
tration together with their Canadian friends- told us



either stop exporting nuclear plants to Latin America
or we will stop supplying you with nuclear fuel. We
didn't stop our exports-and we got the fuel in the
end, but it showed us that we must not be too dependent
on other peoples' decisions. So we saw to it that al-
though nuclear energy is very cheap, we are not going
t9 put all our eggs into that one basket.

The third basket would be natural gas. We don't have
any on our own soil, we have to import it. We try not
to have too much natural gas in order to diversify our
risks, and secondly, in importing natural gas, we try
to diversify our imports from different countries:
Algeria, Holland, England in the future, Norway in the
future, while these very civilized countries prevailed
as regards the prices, as if they were honorary members
of OPEC. : o

As to the Soviet Union -- we will not allow the Soviet

Union to supply us with too big a share of our total v
gas consumption, and some share of our total energy
consumption. So we limit risks there as well, and it

would be very unwise, in natural gas, for instance, to

be dependent only on let us say Algeria, even Holland.

So I feel it's a long answer to a short question, but

I gave you some feeling for the strategy we are trying

to pursue.

-
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Memorandum of Conversation

3

DATE:

SUBJECT: East-West Trade Issues

PARTICIPANTS: Gunter Black, Vice President, Deutsche Bank AG,
Frankfurt

Michael C. Mozur, INR/EC

COPIES TO: EUR/EE
EUR/CE
EUR/SOV
EB/TDC/EWT
INR/SEE

DATE AND PLACE: May 12, 1981 at Deutsche Bank, Frankfurt

.

[—— The discussion focused on the following three topics:

--Yamal pipeline project: Black expressed the conviction
that the project negotiations would eventually be con-"
cluded successfully despite the current difficulties
over Soviet demands for below-market interest rates.
Renewed talks were planned for June whenaSoviet delegation
was expected to call upon the German seamless pipe repre-
sentatives in Dusseldorf, as well as negotiation partici-
pants in Bonn and Paris. While the bankers recognize
that the pipeline issue is fraught with political concerns,
they will take a purely business attitude toward the deal.
Black indicated that Deutsche Bank had made a review of
the political issues involved and was satisfied that the =
Soviet Union had a basic economic interest in the project,
one which would outweigh competing political objectives
regarding FRG (and Western Europe) dependency.upon Soviet
gas supplies:s Taking the attitude that "everyone in the
industrialized world must be dependent upon someone and
that the Middle East OPEC suppliers were not necessarily
reliable partners", Black saw the potential 30 percent
share of German gas imports as an acceptable level.
Working in the pipeline's favor in the FRG was the sub-
stantial political clout wielded by the pipe industry. __J

L
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. EAST, HE URGED THAT ALLIES PUSH AHEAD K MADRID ON
BASIS OF BREZHNEV CONCESSION.

6. MBFR. ON MBFR, THE SECRETARY OESERVED JHAT
NEGOTIATIONS HAVE SERVED A UNIFYING PURPCSE WITHIN
NATO AND ADDED WE WOULD WISH TO CONTINUE TO UTILIZE
THIS FORUM BOTH FOR ITS OWN SAKE AND AS A MODEL

FOR ALLIED CONSULTATIONS. REFLECTING HIS TRADITIONAL

T ATTITUDE, "GENSCHER AGREED THAT MBFR WAS USEFUL IN

a v ea><ITIE § | O—CIS<ITI] | | eN—I><ITig | | N—CI><iTl

r

PRESERVING WESTERN UNITY. HE POINTED OUT, HOWEVER, THAT
SOVIETS SAW MBFR PRIMARILY AS MEANS TO IHMPOSE LIMITS ‘
ON THE BUNDESWEHR, AND HE EXPRESSED PARTICULAR
OPPDSITION TO PROPOSED SO PERCENT RULE (ORIGINALLY
SUGGESTED BY CHANCEELOR SCHMIDT) UMDER WHICH MO
INDIVIDUAL ALLY COULD HAVE MORE THAN S8 PERCENT OF

THE REMAINING FORCES FOLLOWING A REDUCTION AGREEMENT.

IF THIS WERE SO, GENSCHER SAID, IN EVENT OF WITHDRAWAL
OF US FORCES, WHICH HE SAID COULD HOT BE EXCLUDED,

THIS COULD FORCE REDUCTIONS IN THE BUNDESWEHR IN

ORDER TO KEEP UNDER THE SO PERCENT CEILING. THE
SECRETARY SAID THAT WE WERE ALSO SKEPTICAL OF LIKELY
OUTCOME IN MBFR BUT FELT THAT THE FORUM COULD BE

USEFUL.

7. (C) ECONOMIC RELATIONS (PROPOSED GAS PIPELINE).
THE SECRETARY KOTED THAT PROPOSED GAS PIPELIME WAS A
SENSITIVE INTERNAL QUESTION IN THE FRG. WHILE WE DID
NOT INTERD TO BECOME INVOLVED, DESPITE EFFORTS 8Y

SOME FRG OPPOSITION POLITICIANS, WE WERE CONCERHED ABOUT
GREATER DEPENDENCE UPOM SOVIET GAS SUPPLIES AS

A RESULT OF THIS PROJECT. HE URGED THAT, AS LONG AS
THE POLISH SITUATION REMAINS SO UNCERTAIN, THE

GERMANS MOVE SLOWLY ON THIS PROJECT. IK REPLY,
GENSCHER REITERATED FRG CONTENTIOM THAT DEPENPEKCY
QUESTION HAD BEEN CAREFULLY EXAMINED AND THAT SOVIET
SHARE OF UP TO 30 PERCENT OF GAS SUPPLY WAS FOUND TO
BE “ACCEPTABLE AND TOLERABLE." HE CLAIHED THE FRENCHM
AGREED WITH THIS CONCLUSION, AND AGDED THAT IT WAS
IMPOSSIBLE AT THIS POINT TO PREDICT HOW VERY
- COMPLICATED NEGORJATIONS WOULD PROCEED. ECONOMICS
HINISTER LAMBSDORFF, HE SAID, WOULD BE PREPARED TO
DISCUSS THE PROJECT IN GREATER DETAIL WITH US
OFFICIALS, BUT HE STRESSED AGAIN FACT THAT FRG
AUTHORITIES HAD VERY CAREFULLY EVALUATED THIS PROJECT,
HE ASKED THAT US HELP®VESTERN EUROPEANS DiVERSIFY

GAS SUPPLY BY PERSUADING NORWAY TO BE MORE FORTHCOMING.
THE SECRETARY SUGGESTED THAT BOTH THE UK AND HORWAY }

COULD BE HELPFUL ON RESOURCES AHD PRICING.

. ALLIED MILITARY QUESTIONS

8. (S) THE SECRETARY ADVISED GEMSCHER THAT HE HAD
THREE MINOR POIHTS INVOLVING US WEAPONS PROGRAMS
VHICH WOULD BECOME PUBLIC KNOWLEDGE FROM THE HEW
DEFENSE BUDGET AND WHICH COULD CAUSE PRCELEMS FOR THE

GERMAMS IF THEY WERE MNOT PREVIOUSLY INFCRMED. HE
CITED (R) SLCM DEVELOPMENT, WHICH HE CHARACTERIZED

AS A COHVENTIONAL PROGRAM NOT OF IMMEDIATE CONCERN

TO THE FRG; (B} DEVELOPMENT OF BINARY CHEMICAL
VEAPONS, VHICH HE POINTEC QUT WAS A FIVE YEAR LONG-
TERM PROGRAM OM WHICH MO DEPLOYMENT DECISION HAD BEEN
MADE. HE EX,LAINED THAT VE VERE UNDERTAKING THIS
PRCGRAM BECAUSE OF WHAT & CCNSIDERED TO BE INCREASING
WESTERN VULNERABILITY, ACDING THAT |F WE DID LOT
HKODERNIZE IM THIS AREA THERE WOULT TT "0 HOPE FOR
KEGOTIATING RESTRAINTS VITH THE SOVIE?S; AND (C) ERW,
O WHICH ME ADVISED GENSCAER THAT ALL U3 IS UNDER-

_3Tel

et » l
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TAKING CURRENTLY 1S PRODUCTION OF COMPONENTS. WO
DEPLOYHENT DECISION HAD BEEN MADE, AND HE SAID VE

VERE VERY VELL AWARE OF THE PROBLEMS ERW HAS CAUSED

AND CAN CAUSE FOR OUR ALLIES. O LATTER POINT,

GENSCHER SAID HE WOULD NEVER FORGET HIS 1978 INVOLVEMENT
IN THIS ISSUE. .

5. ©

RDF COMMAMD, REGARDING ROF,- THE SECRETARY —

"7 SAID HE BELIEVED THAT SACEUR SHOULD BE IN COMMAND

NOT REPEAT NOT BECAUSE WIS TROOPS IN EUROPE WOULD

BE DEPLOYED TO OTHER AREAS BUT BECAUSE SACEUR WAS
UNIQUELY SITUATED GEOGRAPHICALLY AND IN TERMS OF

HIS POLITICAL/MILITARY COHTACTS TO COMMAND THIS FORCE.
IT WAS IMPORTANT, THE SECRETARY POINTED OUT, THAT THE
COMMANDER OF THE ROF BE AWARE OF IMPLICATIONS OF )
ROF DEPLOYMENTS FOR SITUATION IN EUROPE. SACEUR

WAS, CONSEQUENTLY, BEST ABLE TO EXERCISE THIS
RESPONSIBILITY. GENSCHER SAID HE FOUND THIS
ARGUMENTATION CONVINCING AND SAID HE THOUGHT IT WAS
IMPORTANT THAT &S EXPLAIN DECISION ON THIS TO THE
ALLIES IF SACEUR WERE DESIGNATED AS COMMANDER OF ROF.

18. (C) ON QUESTION OF POSSIBLE REDUCTION OF US
FORCES IN EUROPE, THE SECRETARY SAID HE FULLY UNDER-

STOOD THAT ANY REDUCTION WOULD HAVE AN -ENORMOUS —— =~

PSYCHOLOGICAL MPACT IN EUROPE.
SHARED THIS VIEW ENTIRELY.

GENSCHER SAID KE— —  ~

11, (C) FRG DEFENSE BUDGET. REFERRING TO DEFENSE .
HINISTER APEL’S ANNOUNCEMENT OF CHANGES [N WEAPONS e @Y
PROCUREMENT SCHEDULES, GEMSCHER SAID APEL WOULD

EXPLAIN THESE DECISIONS HIMSELF DURING HIS

MARCH 23-25 VISIT. HE ADDED, HOWEVER, THAT HE

WANTED THE SECRETARY. TO KNOW THAT THE FRG WOULD .
CARRY OUT ITS NATO PROGRAMS, CITING IN PARTICULAR

“TORNADO" AND LEOPARD Il. ACQUISITION OF SEVENTH

AND EIGHTH FRIGATES WOULD BE DELAYED AND “ROLAND®

WOULD GO ONLY TO THE ARMY. HE COHFIRMED THAT THE

FEDERAL GOVERNMENT HAD REACHED POSITIVE DECISION

ON ALL EIGHT POINTS OF AMBASSADOR STOESSEL'S . ~

NOVEMBER 4, 1988 HOST NATION SUPPORT DEMARCHE AND SAID

APEL WOULD BE PREPARED TO DISCUSS THE DETAILS. THE

SECRETARY SAID HE WELCOMED THIS EXPLANATION, ADDING

THAT WE WERE NOT ALARMED BY PRESS REPORTS. HE SAID

WE ARE PLEASED WITH DECISION ON HOST NATION SUPPORT

IN VIEW OF URGENT NEEDS TO IKPROVE FORCE DEPLOYMENT

AND LIVING CONDITIONS., ON GEMERAL SUBJECT OF DEFENSE

BURDEN, HE STRESSED MEED TO AVOID GIVING SKEPTICS

IN OUR CONGRESS AMMUNITION ON ISSUE OF ALLIED

BURDENSHARING. ALL NATO MEMBERS MUST DO HORE FOR

cor1on DEFENSE, DESPITE DIFFICULT ECCMOMIC SITUATIONS
THROUGHOUT THE ALLIANCE, HE ADDED. THE THREE PERCENT

DEFENSE SPENDING TARGET HAD LED TO UNNECESSARY

DISPUTES BETVWEEN THE US AND THE FRG AND REFLECTED

A LACK OF UMDERSTANDING IN WASHINGTON OF HOW THE

FRG PLANNING PROCESS WORKS.

INNER-GERHAN RELATIONS

12, (€} AT THE SECRETARY'S REQUEST, GEWSCHER REVIEWED
CURRENT STATE OF INNER-GERNMAW RELATIONS, STRESSING

IN PARTICULAR THAT THIS RELATIONSHIP COULD NOT BE
ISOLATED FROM CVERALL EAST-WEST SITUATION. HE

KOTED RELATIVELY HARSH GER NCVES VIS-A-VIS FRG IN
OCTOBER AND NOVEMEER OF LAST YEAR, WHICH HE ATTRIBUTED
PRIMARILY TO GDR ASSUMPTION THAT WARSAW PACT INTER-
VENTION IN POLAND WAS LIKELY AND THAT EASTERH

COUNTRIES SHOULD “PREPARE FOR IT.* HE ADDED THAT

-SEEREF—
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WASHINGTON F

o e . -  February 24, 1981 -

MEMORANDUM FOR THE SECRETARY

Subject: Soviet Natural Gas Pipeline Project

As you requested, George Vest asked our Embassy in Bonn to
check with the Germans regarding reports that a meeting of
German bankers in Bonn February 23 would result in final
agreement on financing for the pipeline project. The Embassy
also made clear to the Germans your view that agreement on the
pipeline prior to your meeting March 9 with Foreign Minister
Genscher would be undesirable.

. T

The German response (Embassy Bonn reporting telegram 3703
attached) makes clear that considerable negotiation remains on .
this exceptionally complex deal before any final agreement can
be reached. Even if this were not the case, the Germans are
now on notice that you wish to-discuss this deal with Genscher
before any final decisions are taken.

On the same subject, I want to call to your attention a
statement on the gas pipeline by Chancellor Schmidt in a
February 23 Spiegel interview which indicates the extent of the
problem we will face should we seek to dissuade the Germans ‘
from gofng ahead with this project. Schmidt is quoted as
having said:

"To put it in plain language: the German industrial and
banking firms which negotiate with Soviet agencies are
doing so not without support by the Federal government.
Please infer from this what the basic position of the
Federal government is.”

Walter J. Stoessel, Jr.

~COMPTOENTTATL
GDS 2/24/87
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The Secretary responded that our problem is with our
farmers. They are concerned with their investment and
planning, and are happier with a five-year agreement.
However, he said he was impressed by the French approach
and would keep the French apprised of our thinking.

h

o

Op . . .

S 5 Soviet Gas Pipeline

a

é'é Turning to the question of the Soviet gas pipeline

- M Francois-Poncet said this was of concern to him. It ’

8 8‘ was a real problem for Europe. France has a huge nuclear

5‘3 energy program but this does not solve the problem of gas

é:g supplies. There is a potential for shortage of production
o in relation to consumption needs, and no one knows where

ri the additional supplies will come from. The Soviets have

; " proposed a huge supply pipeline. ©Nothing has been concluded
< yet, but the French gas people want to get 30% of French

3'“ consumption from this pipeline. The question is whether

8{5 this is too much and will inhibit European freedom of

=) action, for example in a post-Polish situation. It is

‘8g hard to believe that the Europeans could implement the

'323 post-Polish measures now being considered if they are that

dependent on Soviet gas. Francois-Poncet said he had put

. forward his view strongly and the project was temporarily

stopped. But French businessmen regard the Soviets as
good partners -- they pay and they deliver -- compared

to the Algerian experience. French industry is based on
the possibility of an alternative energy source and being
able to switch in times of shortage. Francois-Poncet's
view was that France could take Soviet gas up to the

level the French could accomodate in switching to
alternate energy sources. This could be 10-15% but
certainly not as much as 30%. Francois-Poncet said

he had told Schmidt this very strongly, and there will

be a Franco-German discussion of the matter. However, if
the U.S. is concerned about this problem then there should
be bilateral U.S.-French talks on ways around the use of
Soviet gas. The only way Francois-Poncet could see which
would stop the possibility of the pipeline would be alter-
nate supplies, for example from Norway. Francois-Poncet
wondered whether a Western approach to Norway could change
their minds on broader exploitation of their gas fields.
Francois-Poncet also said that when the French had
explored the possibility of additional gas from Trinidad,
U.S. companies had told them to get out. So if the

U.S. thinks it is important, then we should have dis-
cussions on the possibility of developing other sources.

h, Hartman, Ej
February 23

Rashis

’

Stoesse]
aye,

Haig,
Laboul
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Francois-Poncet said that unless alternate sources are
found he would be overruled and the pipeline project
would go forward.

The Secretary asked about the size of current French
gas imports from the USSR. Francois-Poncet said that
France now gets 5% of its gas from the USSR and this
would rise to 30% with the pipeline. The Secretary then
said that Francois-Poncet's criteria sounded good to him
and asked whether the Germans have the same possibility
of switching to alternate energy sources. Francois-Poncet
said that this was generally the case, but that in any
event the French are interested in having a European
position on the issue. This was necessary because the
gas systems in Europe are linked. He had not found much
sympathy for his view from Schmidt but had also spoken
firmly to Genscher.

The Secretary said he thought bilateral discussions
were a good suggestion. This could be at a technical
level. Francois-Poncet said he would send someone from
the Quai to supervise the French team. He stressed that
the U.S. had to be forthcoming in finding alternate
sources -- not necessarily U.S. sources. The Secretary
replied that he could not promise new sources because
we have the same supply problem, but we would be in
touch very quickly on the possibility of discussions.
Whatever decisions are taken should be conscious ones.

Other Bilateral Pol/Mil Issues

The Secretary said he was aware of the Roland issue.
There is some interest in Congress, but the Administration
is pursuing it with good will. On the KC-135 refit the
Secretary thought private competition should be kept
open, but was aware that the two-way street was needed.

He said he was also aware of the NATO air defense issue
and thought the U.S. could be helpful to France on this

in NATO.
COCOM

Francois-Poncet said that on COCOM one aspect had
been covered during the morning meeting. The French

have been thinking about what is sensitive and what is
not. After an inter-ministerial meeting in Paris on

—seereT NODIS
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NATIONAL SECURITY COUNCIL VIA LDX

WASHINGTON, D.C. 20506

MEMORANDUM FOR:

Mr. L. Paul Bremer III
Executive Secretary
Department of State

SUBJECT: Siberian Pipeline (U)

During recent discussions concerning the Siberian Pipeline
several references have been made to numerous conversations
of Secretary Haig and other high level departmental officials
of this Administration with their West European counterparts
in which the West Europeans have rejected our requests not

to enter into the Pipeline transaction. (S)

In making urgently required policy decisions it would be

most useful for the President to have the details of these
conversations. Accordingly, it is requested that the most
detailed accounts available of these conversations be pro-
vided not later than close of business Monday, July 13. (U)

If practical, we would prefer to have only those portions
of the conversations relating to this particular issue. (U)

Allen J Legg

SEERET™
Review on July 10, 1987
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" 1. CON. RES. 159

Expressing the sense of the Congress that the United States should not partici-
pate in the Yamal natural gas pipeline project, and urging the President to
secure the cooperation of the nations of Western Europe and Japan in
developing alternative free world energy sources.

IN THE HOUSE OF REPRESENTATIVES

Jury 21, 1981

Mr. LEBouTiLLIER (for himself and Mr. NELLIGAN) submitted the following
concurrent resolution; which was referred to the Committee on Foreign Affairs

CONCURRENT RESOLUTION

Expressing the sense of the Congress that the United States
: should not participate- in the Yamal natural gas pipeline
project, and urging the President to secure the cooperation
: of the nations of Western Europe and Japan in developing
alternative free world energy sources.

Whereas the Union of Soviet Socialist Republics proposes to
construct a three-thousand-six-hundred-mile natural gas
pipeline at a cost of $15,000,000,000, running from the
Yamal Peninsula in northwest Siberia to the Federal Re-
public of Germany;




-

2

Whereas the Union of Soviet Socialist Republics proposes that

the Yamal natural gas pipeline be built with Western finan-
cial, material, and technological resources;

Whereas. the construction of the Yamal natural gas pipeline

would substantially increase the economic and energy de-
pendence of Western Europe on the Soviet bloc, increase
the possibility for economic and political blackmail by the
Union of Soviet Socialist Republics, and undermine the
historic cultural, economic, and security ties between the
United States and Western-Europe;

Whereas the construction of the Yamal natural gas pipeline

would provide the Union of Soviet Socialist Republics with
a substantial source of revenue to further finance its
continuing military btiildup and worldwide geopolitical
offensive;

Whereas the security and economic stability of Western Europe

require energy diversification; and

Whereas - the United States and its allies possess manifold

' 1 o Ot B W

energy sources in need of development: Now, therefore, be
it
Resolved by the House of Representatives (the Senate
concurring), That it is the sense of the Congress that the
President, exercising such authority as is available to him,
should—
(1) prohibit any participation by the United States
in the Yamal natural gas pipeline project;
(2) urge the nations of Western Europe not to

participate in the construction of such project;

H. Con. Res. 159—ih
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estern f;, 1 (3) propose and enlist the cooperation of the na-
2 tions of Western Europe and Japan in an alternative
Al gas Pipeline 3 energy diversification project in order to develop and
d
o “ReTgY de- 4 maximize the vast energy potentials existing within the
C, I'ncr
ail by ‘:;se 5 free world; and
dermjng th 6 (4) promote this alternative energy diversification
b ,
eﬁl'een th 7 project as part of an effort—
. 8 (A) to strengthen the security of all free
a8 DPipelineg .
ublicg with 9 world nations;
Inancg its 10 (B) to assure reliable and diverse energy sup-

S
g~
(=)
=

g.
£,
—t
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plies within the free world;

' E 12 (C) to strengthen the Western economy and
uro

be 13 increase levels of employment;
nanifo]q 14 (D) to strengthen the bond between the
Ore, he 15 United States and its allies; and

16 (E) to enhance the role of the United States

nate 17 as the leader of the free world.
b the _ ®)
him,
teg
0

H. Con. Res. 159—ih
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MEMORANDUM |
NATIONAL SECURITY COUNCIL

INFORMATION S S pugust 3, 1981

'MEMORANDUM FOR: ‘ RICHARD V. ALLEN

FROM: - s BALLEN J. LENZ
SUBJECT: . Questions and Answers on the Plpelayers

- Attached are:
o The Commerce press release on the Pipelayers,

o The Commerce prepared questions and answers
same subject:

o . State contingency press guidance on pipelayers
' and pipeline.

These have been provided to Phyllis Kaminsky for turnover to
the White House press office.

\
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INTERNATIONAL

' TRADE .
s ADMINISTRATION
WASHINGTON D.C. 20230
| CONTACT: DANIEL LANDA (202) 377-2253 "7 ITA 81-136
FOR RELEASE AT 5:30 P.M. EDT SALE OP U.S. PIPELAYERS

'FRIDAY, JULY 31, 1981 TO USSR APPROVED

-

The Administration has approved the license for the proposed
sale of 100 pipelayers to the Soviet Union, the Commerce
Department announceé today.

' 'The Model 594 pipelayers, supplied by the Caterpillar Tractor

- Company, are replacements for -units exported to the USSR in

previous years. The §oviet\Union has imported more than 1,500
pipelayers, principally from Japan and the United States, for
various oil and gas pipgliné brojec;s over the past decade.

The pipelayers represent low technology equipment, the export
of which is controlled by the United States for foreign policy
reasons. The units are not designated as strategic and are not
multilaterally controlled by our allies in the Coordinating
Committee on Export Controls (COCOM) to which the United States
and 15 other nations adhere. Similar equipment is readily
available from other foreign suppliers. . -

This licensing action in no way diminishes the Administra-
tion's intent to address the long term security aspects of Western
investment in and dependence on Soviet gas supplies. The
Administration has begun actions with our allies, to minimize
long—-term Western strategic dependence and vulnerability.

Under the terms of the license and sales agreement, the
pipelayers involved in this transaction are not to be used in
construction of the proposed 3,000 mile Siberian-West European gas
pipeline project. '

- Fed

7/31/81
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PRESS GUIDANCE FOR SALE OF U.S. PIPELAYERS
TO SOVIET UNION

QUESTION Ly - .

Does licensing‘the saie of pipelayers to the Soviet Union

:ﬁ;gp;esept_a chaqge in_policy by the Reagan Administration?

~ ANSWER }
| ~l.Absolu£e1y not! Over the‘past.several months, the Reagan

Administration has conducted a fundamehtal review of our

 East-West trade policy in the context of overall East-West
relations,\‘Cohtrols on equipment, such as pipelayers, are for
foreign policy gdnsideration. vThe;e controls were instituted by
the Carter Adminisération in 1978,in_response to U.S. objections

to the trials of Soviet dissidents.

The pipelayers are replacements for some: of the 1,000 pipelayers
previously sold by the United States to the Soviet Union. 1In

addition, comparable equipment is readily available from other

industrial nations.

The pipelayers do not represent technology or commodities which

would significantly enhance Soviet military:capability.




i QUES’I‘ION

N, CpRaa
LA

Didn't the prevxous Administration appcove a license
-for 200 pxpelayers for the controversial Yamal project?

ANSWER PR i

_Yes. On November 15, 1980, Président Carter directed that alril

;'lxcense be approved fo: Caterpilla: to export 200 plpelayers

| to the Soviet Unlon for the Western Siberia-West European
(Yamal) gas pipeline. On February 6, 1981, however, Caterpillar
requested an amendment to this license to reduce the number of
pipelayers for export to 100 and for construction of pipelines
to supply oil aAd’gas to various Soviet cities and towns and
not for the proposed 3,000 mile Siberia-West
European line. It is this amended license which the
Reagan administration has now approved.

\

.



QUESTION

o
.-

What assurance does the Administration Nave that the pipelayers
will not be used for the controversial 3,000 mile proposed

Siberia-West European (Yamal) gas pipeline? Can the United
States enforce its decision to bar U.S. technology and

commodities for the Yamal pipeline project?
< 3,;;; % ; e A : '
ANSWER
The sales agreement and license both state that the pipelayers
will not be used in the construction of the Siberia-wWest
European gas pipeline. The Soviets know of our serious concern
over the consirugtioﬁ‘of this pipeline. They also are well
aware that if the;e pipelayers are used for the construction of
the Yamal pipeline contrary to the license, further exports éf
non—strategic goods would be seriously jeapotdized..
\ | |
While we cannot ﬁave on-site inspections, we can monitor whether
the pipelayers are being illegally used in the construction of
the Yamal pipeline. At the Ottawa Summit, -the United States
‘expressed serious reservations to its allies over the economic
and energy dependencies which construc;ion of the R

pipeline would represent.



QUESTION

lel the 100 pipelayers be used for constructzon of the proposed_

3 000 mile 81berian-West Eu:opean ‘gas p1pe11ne?

ANSWER

No. The pipglayé;s will be used for pipeliﬁes already under

construction within the Soviet Union to supply oil and gas to

various cities and towns such as Moscow, Mangyschlak and .

Polatsk. These 100 pipelayers are replacements -for those

exported to the Soviet pnfon in previous years;' Under the terms
o % i

of the sales agreement and license, they are not to be used for

the proposed 3,000 mile Siberian-West European gas pipeline.



QUESTION o e
& %
- How will approval of this sale affect COCOM?
ANSWER - ta " v

This sale does not affect COCOM because_pipelayers'are not
stfategic equipment and thereby fall outside the multilateral
- control system. Beéaﬁse the President expressed his concern at
the Ottawa Summit over the sale‘of strategic technologies and
equipment, we are ghcouraged that our allies, as expressed in
the Ottawélcommuﬁique, agreed to "consult to improve the present
system of controls an trade and strategic goods and related
technology with the USSR." We hope to begin high-level meetings

in Europe this fall.

\

.

The United States conéfﬁuéq to enforce the "no exceptions rule"
on strategic exports of technology and equipment to fhe Soviet
Union. The United Stateé,.for example, denied 39 license
applications for export of spare parts for sophisticated

electronic equipment earlier this week.
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FOLLOWING IS FURTZZR CONTINGWNCY PRESS GUIDANCE ON

1.
TAE SIBERIAN PIPELIMES

\
TEGIN TEXT: SIBYRIAN PIPELINE--JULY 29, 1¢81

; \

nUESTION: DO YOU HAVE ANY FURTHER CLARIFICATION OF THE
SPCATTARY’S STATEMENT YESTERDAY TEAT THE U.S. VAS YORKING
UP ALTERNATIVE EN3IRGY PROPOSALS TO THT™ YAMAL PIPELINE?
ANSWZIR: AT OTTAWA THE PRESIDENT AND FUROPEAN LEADERS
TISCUSSED WHETHER THERE MIGHT 27 ALTTRNATIVE ENERGY
'PROPOSALS, THEAT 4QULD BY AS ATTRACTIVE AS THE PIPELINE IN
TZRMS OF 30TF ECONOMIC AND SECUZITY CON‘ID 'RATIONS HE
CFFTREN TC WORK WITT THE EUROPEANS TO SEE WIETAZR OR NOT
TETIZ MIG?T 2B AL“VRRATIV“S, WEICH WOULD BETT“R SKERVE
T??IR LCNG-TZRM INTZREST

77 ARZ CURRINTLY DOING TEE® CROUNDWORX IN PRVPARATION FOR
SONTINUZD CONSULTATIONS WITH OUR FRIZNDS AND ALLIES.

SUZSTION: - WHIN wILL CISCUSSION TAXE PLACE?

E1Ts
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_ANSYER: NO DATE HAS REEN SET. IT DEPENDS.ON WHEN WE
3FINIS& OUR INITIAL ASSFSSME“T

fOUESTION'. WHAT ALTERNATIVES ARE YOU CONSIDLRIN:?

ANSW“R' THT DETAILS ARE ONLY BEING WORKED OUT NOW. 1IN
{eEN*RAL TERMS WE ARE TALKING ABOUT WAYS TO IMPROVE THE
'COMMERCIAL COMPETITIVENESS, SECURITY OF SUPPLY, AND s
AVAILABILITY OF COAL, OIL AND NON-SQVIET GAS, AS WTLL . AS
NEANS T0. PROMOTE INCREASED RELIANC” ON NUCLEAR POWER. '

ViQUESTION: IS THERE ANY RF&L CHANCV OF GETTING THE

EUROPEANS TO BACK OFF THE PIPELINE, PARTICULARLY IN LI:HT
OF THE INCRZASED PACE OF NWGOTIATIONS AND REPORTS OF
AGRIEMENT ON FINANCIAL TERMS?

ENSWFRe: AS FAR AS WE KENOW, TEIRMS FOR TEW PIPELINW® YAVE
MOT YIT BrIN FINALIZED. THE PRESIDENT AND 9IS COUNTIR-
PAITS A3RETD AT OTTAWA TFAT IT WOULD RE USEFUL TO EXPLORE
ALTIZRNATIVZS, zND TEXT. HAI:

Ly «
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