PUBLI C DI SCLOSEDY M SE EN LECTURE PUBLI QUE

DECLASSI-+I EDY DECLASSI FI EE -

e e

=———=  CONSEIL DE L'ATLANTIQUE NORD &
S———— NORTH ATLANTIC COUNCIL
:J-E:ZEEI;;PLAJRE, N 3 66
ORIGINAL: ENGLISH NATO_RESTRICTED
25%th_August, 1966 OCUNENT

EXPORTS OF CRUDE OIL AND PETROLEUM PRODUCTS BY
THE SOVIDT UNION |

Note by the Chairman of the
Committee of Fconomic Advisers
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might be interested by the information contained in this
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EXPbRTS~OE‘CRUDE_OIL AND PETROLEUM PRODUCTS BY:THE SOVIET UNION

. Report byithe Committee of Economic Advisers

A. | Summary and Conclusions

Soyuznefteexport, the Seviet agency responsible for oil
sales in the world market, recently declared that, after Jersey
Standard and Royal Dutch-Shell, it exported more oil than any
other company inh the world. This claim is not justified by the
development of Soviet sales since 1958, but it offers a clear -
enough indication of the Soviet leaders' intention to make their

' presence felt in the world eil market, and to dispose of their

surnlus production on ths best vossible terus. .

. .2, - -During the last few years consumption of petroleum

"products in the European Zone of the OECD has grown substantially

(at an annual average rate of 15% between 1959 and 1964); it will
continue to increase during the second half of the present decade
but at a slower pace (the annual average rate of growth between
1964 and 1970 has been estimated at 7.3%). As regards the expan-
sion of Soviet sales in this part of the world, it has clearly
slowed down sinceé 1962; indeed the annual average rate of increase
of these sales which was 17.4% between 1959 and 1964, fell to 8.8%
between 1961 and 1964, On the basis of the forecasts contained in
‘the present study, it does not seem that the growth of Soviet sales
between 1966 and 1970 will be such as %o bring them to a level
where they might create too great a dependence - a dangerous one
therefore - of this area upon the USSR. This conclusion emerges
from the cvomparison of the Soviet export figure for 1964 and that
of the estimate for 1970 which shows an annual average rate of
growth of 6.2% for the whole period, a percentage which is lower
than that of the growth rate of consumption during the same time.
These exports (27 million tons) will probably represent only 5.6%
of the total consumption of OECD/Europe (481 million tons),
slightly less than the percentage obtained for 1964 (6%)(1)e

‘3. Soviet sales of oil to the rest of the Free World, in
particular the uncommitted countries, "secem likely to grow consi-.

' derably during the next few years. The greatest effort will:
“probably be made in the direction of ‘the j c trics where

the volume of sales could increase from 8 million tons in 1965 to
12 million tons, and even 25 million tons, in 1970. ~This latter
figure, equivalent to more than 3 times the level of e¢xports in
1965 could only be achieved at the price of big concessions to ‘the
buyers (barter deals, credits, payment in non-convertible
currencies) made with a view to squeezing out traditional suppliem,
(1) Total consumption figures have been taken from OECD 0il
Statistics 1964 (Supply and Demand) and from"tpe Report by
the OECD Special Committee for Oil entitled -01} to—day—}96u .
Total consumption, which amounted to 314,8 million tons 1
196, has been assessed, for 1970, on a conservative basis
at about 481 million tons. ,
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Indeed, the rate of economic growth in most of the uncommitted
countries being rather low, such a large increase in Soviet sales
seems unlikely to result from any proportional increase in demand,
and therefore could only be achieved as a result of changes in the
geographical distribution of fuel imports in these countries,

B. Recent developments

_ ;. Whereas in many sectors of its econcmy the Soviel Union
has not succeeded in reaching the goals of the Seven-Year Plan,
1959-65, in the field of crude oil production results have been
equal to, and even excceded, expectations. Production has risen
from 113 million tons in 1958 to 243 million tons in 1965, growing
at an .annuasl average rate of about 11l.6%. During the same perivd,
exports of crude oil and petroleum products made considerable
strides, increasing from 18,1 million tons in 1958 to 56.6 million
tons in 1964. Their volume in 1965 is not yet known; most recent
gstimates seem to indicate that they might have totalled some 63
million.tons., Their annual average rate of growth - much higher
than that of production -~ during the period covered by the Seven-—

" Year Plan would therefore be about 19.5%.

, 5. . Table A at annex indicates the development of Soviet sales
to the various importing areas during the period 1958-1965. With
the exccption of those for 1965, all figures have been drawn from
the trade returns of the USSR (1l). They may differ slightly from
those. of the OECD or of other Western sources. However, the dis-
crepancies stemming from the use of different methods and rules

of statistical compilation are not such as to invalidate them.
Figures for 1965 are estimates based on Western sources.

Sales 1o the European Zone of the OECD (2), have grown more than
four-fold in seven ycars, from L.4 to about 19 million tons -in 1965,
Their annual average rate of growth which was very high at the
beginning of the period under examination, slowed down considerably
in 1964 (1.7%). For 1965, provisienal estimates show that sales
haveépraétically remained at their previous year level. Table B

at annex 'shows how the share of imports of Soviet origin in the
total imports of the European Zone of the OECD has -diminished; it
fell from 6.5% in 1961 1o 5.7% in 1964 and should decline further
in 1965, This development is the opposite of that of Soviet exports

-to_the other arcas of the Free World, the increase of which in 1964

and in 1965 was remarkable.

6. . Soviet sales of oil to the developing countries are
subject to wide fluctuations; their growth, however, has been
striting, in particular in 1964 and in 1965, as a result of cfforts
by the USSR to establish itself commercially in these countries.
Somc of the sales, notably those to Syria, Guinea, Yemen and Egypt
‘are’ linked to political agreements. In the case of countries-
suffering from a scarcity of convertible currencies - Brazil,

. Uruguay, Argentina, India, Ceylon, Burma — these exports are

generally the result of barter agreements.

(1) These official data are published at regular intervals by the
Petroleum Press Service which has been used as the source of
reference,

(2) i.e. all Western EBurope with thé the exception of Finland and
Yugoslavia,
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7o - Recent developments seem to indicate that during the next
few ycars, the main expansion of Soviet oil exports will be in
countries -outside the European zone of the OECD, in particular in

the non-committed countries and Japan. The lattér, industrialized
but dcficient in energy resources, lies near the oilfields of
Sakhaline and of Eastern Siberia. The USSR is therefore well placed
to offer the Japanese commercial agreements entailing the exchange

of crude.oil, natural gas or petroleum products for industrial
installations and pipelines. ' While Soviet o0il sales have not so far
been limited by a lack of large capacity tankers, the USSR might
improve its competitive position in the developing countries through
the expansion of its tanker fleet(l) Indeed, these countries, which
are often short of hard currencies, could hardly fail to be attracted
by the possibility of procuring oil, for which all costs including
freight, could be paid for in local products or non-convertible
currency. . In addition, certain developing countries, for reasons
which may have little basis in sound economic management, insist

on having their own refineries where they can process crude oil of
their choice; these refineries constitute a potential outlet which
the Soviets are secking to exp101t. An additional means of promoting
Soviet sales is to be found in the agreements which the Soviet Union
has concluded with certain developing countries. These agrecements
provide for aid (by the grant of credits) and co-operation in pro-
specting for, producing and refining crude oil. There are technicians
from Communist countries working on such projects in Afghanistan,
Burma, Cambodla, Ceylon, India, Pakistan, Iran and Egypt. Finally,
Finland and Yugoslavia will probably continue to-buy large quantities
of 0il from.the Soviet Union. - ; '

c. Future-pfospects

: 8. The question arises as to the extent to which the Saviet
Union will be able-to develop its exports during the period 1966-
1970. The volume of o0il which might be exported depends both on
the .availgble surplus and on the existence of sufficient outlets.
Any forecast in this respect is hazardous, the more so as Soviet
statistics give no information on the consumption of petroleum
products by the various sectors of the economy., Nevertheless, by
taking into account the production of crude oil, Soviet exports and
imports of oil, a- very approximate flgure of total internsl demand
(including- reflnerles own-consumption and losses) may be deduced
for 1965.

. Production : 243 mil%ion‘tgns
oo Imports : | 2 )
‘jTotal avallable s - . 245 ¢ _:. -S-z
Less exports. : 62-6L ;
Internal demand 183-181 | " "
R

(1) The. “Soviets hoped to be able o carry in 1965 the largest share
of their o0il exports in Seviet bottoms. 1In fact, Russian
tankers carried about 61% of such exports in 1965, against 55%

in 196u
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In a very comprchensive study of the Soviet petroleum industry
published in March 1964, the National Petroleum Council of the
United “tates has assessed the rate of growth of total consumption
in the USSR at 7% a year, between 1965 and 1970, If this
percentage is accepted as a working hypothesis, total consumption
(including losses and refineries own consumption) would reach
25h4-257 million tons in 1970, In this latter year, according to the
Five-Year Plan, production of crude oil should be of 345-355 millien
tons, to which should bc added about a million tons of petroleum
products imported from Rumania. In 1970, the balance available

for exports would, therefore, be of about 89 to 102 million tons
(erude o0il 2nd petroleum products). : :

9. any factors, exsmined in the following '‘sub-paragraphs
might, however, by affecting either crude eil production or the
level of internal demand, reduce the guantity available for export:

(1) Annusl average rates of growth of coal and na tural
gas production lower than those scheduled in the
Five~Year Plan 1966-1970. During the Seven-Ycar Plan
1959-1965, numerous difficultics hampered cosl
production (the new deposits are in Siberia where it
is difficult to attract labour) as well as that of
natural gas (lack of large diameter pipelines and of
cempressors),. A worsening of operational or
transport problems could create bottlenecks in the
primary cnergy scctor, which might be hard to break
without drawing on the supplies of crude oil destined
in principle for expa2rt. ;

(ii) A steep increase of primary energy consumption,
Assuming that production of primary energy would go
up by an average of 6.5% a year between 1966 and 1970,
that 11% of production was exported in 1965 -
.. (AC/89-wP/189, paragraph 13) and that 13% of it would
-~ be in 1970 (National Petroleum Council estimate),
- internal consumption should increase by about 6% =a
year between these two dates, This percentage
secems somewhat low in relation to the yearly average
rowth rate of 8,2%, forecast for industrial
production, and to the efforts being made by the
Soviets to accelerate the electrification of the
‘countryside, to substantially increase the number of
lorries, tractors and agricultural machines and
lastly, to raise the standards of living of the
population by increasing, in particular, the supply
- of durable consumer goods (household goods, motor-—cars,
‘etc.) and by improving housing conditions. The
. implementation of all thesc projects should - towards
. the end of the.sixties - lead to a substantial increase
o in the consumption of primary cnergy (notably natural
’ gas and petroleum) +to the benefit of the-
agricultural scctor and the household consumer, but
at the expense of the exportable surplus.
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(iii) Delays in the development of oilfields recently
discovered. The USSR suffers from a shortage
of industrial equipments needed to produce,
transport and refine crude oil in increasingly
complex.condltlons as production and the range
of needs grow., : The ‘ebligation to develop con-
currently. the chemlcal industry, the petro-
chemical industry and the agricultural scctor
could confront the Soviet planners with a pro-
blem in determlnlng the correct priority to be
otrerved in allocating the resources available
for investment purposes.

- 10. The repercussion of these various facters en the
quantlty of 0il available for export in 1970 cannot be calculated
at the present stage of implementation of the Five-Year Plan,
1966-1970; consequently, the estimate arrived at in paragraph 8,
i.e. 89 to 102 million tons, remains unchanged. It is however
reasonable to suppose. that the level of total Soviet exports
will approach the lower figure of this range. A sizeable part
of the Soviet sales will be directed toward the Communist -
countries of Eastern Europe which will be increasingly dependent
on imported energy supplies during the next five years. Rumania
will be the only exception and will continue to export petroleum
products(l).

11, On the basis of various estimates of Eastern European
countries"snergy requirements and imports, USSR sales of crude
0il and petroleum products to thése countries are likely to
réach a minimum of 32 million tons by 1970. The annual average

- rate of growth between 1965 and 1970 would -be 8.08%. If this

percentage were applied to the five-year period 1966-70, °

aggregate Eastern European imports from the Soviet Union would
amount to 138 million tons; this figure would be 7.8 million
tons below the planned Soviet exports (1&5 8 million tons) as

(1) According to the National Petroleum Council, in 1970,
-Rumanlan exports will be shqred out as follows:

"USSR "1 million tons
Eastern Europe: 0.5 million tons
Pree World : 4 million tons

TOTAL : 5.5 milliop tons.
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forccast in trade agreements for that perlod(l) In addition,
the Soviet Union will probably have to continue its shipments
to Cuba (5 million tons) and to the Far-Eastern Communist
countries, with the likely exception of Communist China,

(1 million tons). This gives a total of 38 million tons for
all the Communist countries - i.e. 13.6 million tons more than
in 1964, the last year for which official deata are available
(the annual average rate of growth between 1964 and 1970 would
be 7.7%). The available balance which could fluctuate between
51 and 64 million tons would beexported to -the Free World.

)

In 1966-70, large increases in Soviet deliveries of crude
oil and petroleum products are scheduled to the Eastern
European countries., Planned Soviet exports are about 1l33.
million tons of crude oil, almost 2% times the level pro-
jected for 1961~65. These can be estlmatcd for 1966—70

on the basis of Soviet/Eastern European countries' trade
agrecments for that period. Of this figure, 39 million
metric tons of crude oil are scheduled for Czechoslovakia
(as compared to 22 million tons #n the preceding five years);
15.7 million tons of crude o0il to Bulgariz (2.6 million tons.
were delivered 1961-64); and 6 million tons of petroleum
products (5.63 million for 1961-64). In the case of Hungary,
crude oil deliveries are set at 16 million tons, compared to
6 6 mllllon tons 1961-65,

For Poland, the 1966-70 trade agreement shows large planned
increases for crude oil; i.e. 26 million tons as against

8.5 million tons under the previous agreement (actual
deliveries were 4.9 million tons). Some cuts in eil products
are apparently envisaged as a result of greater Polish refining
capacity. 7.1 million tons are forecast, whereas 1961-64
deliveries of refined products were 7.9 million tons.

Despite the USSR/Soviet Zone of Germany difficulties re their
bilatcral trade agreement, crude oil exports are listed at

36 million tons, as opposed to 15.6 million tons in the
previous agrecement.

" In‘'sum, in the fuel and éﬁérgy section where East European‘ ’

dependence on the Soviet Union has been mest notable, large.
increases in Soviet delivery asre scheduled, if repeat if,
the 1966-70 trade agreements are to be fulfilled,

NATO RESTRICTED -8~
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Ds Sales to the Free World

12. The long-term trade agreements concluded between N
certain NATO countries and the USSR give an idea of the level which
might be reached by Soviet exports of crude 0oil and petroleum pro-
ducts ta the Buropean Zone of the OECD. The trade agreement- - -
between Italy and the USSR provides for Russian sales which would
increase from 7.9 million tons in 1966 to 10.1 million tons in
1969; during the same period, France will buy 2.8 million tons
a year. The protocol for 1965 annexed to the long-term trade
agreement (1965-1969) between Greece and-the USSR provides for
Seviet exports of 1.25 million tons. The trade agreement with
Norway provides that the latter will import 400,000 tons ‘of
petroleum products in 1966 and 450,000 tons in 1967; the one .with
Denmark mentions yearly sales of 500,000 tons of petroleum pro-
ducts until 1969. If all these figures, slightly increased,were
considered as representing the Soviet sales to these countries
in 1970; they would reach some 17 million tons. ©OSales to other
European countries belonging to the OECD, in particular Germany,

' Sweden, Austria and Iceland, might add up to 10 million tons.
In this case, total Russian exports to the European Zone of the
- OECD would be about 27 million tons: i.e. an increase of 8.2

million tons over the 1964 figure which would imply an annual
average rate of growth of 6.2% between 1964 and 1970, This export
figure is based on a prudent asscssment of the opportunities which
the Soviets would have to broaden their outlets in the area, In

" the first place, their sales in Western Europe come up against the

competition -‘of oil imported from the Middle East, North Africa and
Nigerie; and, in the second place, against the understandable

- refusal of the large petroleum companies to process Soviet crude

0il in their refineries or -to sell Soviet petroleun products through
“their  markcting nctworks. Therefore, Soviet efforts will bedirected
towards: (a) those countries where the State directly or indirectly
owne ‘refineries, a commercial organization or the legal means of
compelling private ‘companies within its boundaries to purchasc
Soviet oil, (b) those countries where a number of small private
firms are competing with the large oil companies and (c) the State-

~owned enterprises of Western Europe which are large consumers of

fuel (railways, gas and electric power plants, Shippinglcompenies).

. 13, Purchases of Soviet crude o0il and petroleum products by
Flnlapd,_Yugoslavia, Japan, together, which have been cstimated at
8,8 million tons for 1965, might well reach 12 million tons in
1970, The Soviet-Japanese trade agreement for 1966-1970 provides
fop Japanese purchases of at least 4 to 5 million tons a year;
this figure could be increased when, in accordance with the terms
of thc agrqemept, the yearly readjustment of the trade flow between
the two.cquntrles takes place. In addition, if the Japanesc agreed
to participate in the joint development of the o©ilfields of
Irkutsk and Nahodka in Eastern Siberia, Russian exports to Japan
would substantially increase.
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1. After allowing for cxports to Western Europe and Japan,
the residue of Soviet o0il available for export to the developing
countries in 1970 would amount to between 12 and 25 million tons.
The Soviet planners, while not neglecting an opportunity to
increase their sales to the industrialized countries, are likely
to concentrate their attention on the markets provided by the
developing nations, where the big oil companies are sometimes
more vulnerable, and subJect to all kinds of pressures from the
local authorities., » : :

e

E. Petroleum 1mports bV Communist countrles

- 15, A new development has come to the fore which mlght have
serious implications if it became widespread. The USSR and the
Eastern European countriess are gradually becoming importers of
petroleum and of natural gas from the Free World, Rumania has
concluded a ten-year agreement with Iran involving the purchase
of erude 0il to a value of g100 million, Czechoslovakia has
alledgedly lent g15 million to Iran, part of which would be re-
imbursable in crude oil. The Soviet-occupied Zone, Poland, Hungary,
and Bulgaria have indicated that they might be interested by
purchases of oil in Iran and elsewhere in the Free World, The USSR
buys natural gas in Afghanistan; and, starting in 1970, Iran will
deliver to it large quantities of this fuel. It is very unlikely
that these still modest purchases will have any repercussions on
the level of Soviet o0il exports during the period 1966-1970. As
regards the Bastern European countries, various different, although
not mutually exclusive, interpetations of thsir quest for new
sources of supply may be advanced: the wish to find cheaper oil -
than that supplied by the USSR, the fear that the latter's supplies
might not increase at the same rate as their own energy needs;y
attempts to find new outlets for their industrial products by ex-
changing them for oil; commercial transactions entered into in
consultation with the USSR with a view to furthering Communist-
propaganda in certain-areas of the Persian Gulf., The agreement

‘reached by the Soviet Union with the National Iranian 0il Company

may have given rise to hopes in certain oil producing countries
that their natlonally owned companies, often of recent inception,
might also find in the Communist countries outlets or intermediaries
which would enable them to dispose of their oil,

NATO RESTRICTED
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TABLE "B"

IMPORTS OF CRUDE OIL AND OF PETROLEUM PRODUCTS BY

THE EUROPEAN ZONE OF OECD ~ 1958-1964

Total imports (1) % increase| Imports|% increase Share of
over from over imports
million tons previous {Ussk(2)]| previous from
' year million year USSR in
tons . total
imports
1958 | 146.1 (152.9) - Lol - 3.0%(2.9%)
1959 176.5 20.8(15.& 8.4 90.6 L. 8%
1960 202,6 14..8 12.3 L6.2 6.1%
1961 225,8 11.5 4.6 18.4 6.5%
1962 259.2 14.8 16.1 10.4 6.2%
1963 299.5 155 18.5 L.k 6.2%
1964 3314 10.7 18.8 1.7 5. 7%

Sources:(1)1958 - Two figures are given for this year : the first

1959 -

1960-6l4 ~

(2) Trade

taken from a study by the OECD Committee for 0il,
entitled "0il, new developments in the OECD

Zone" - 1960, does not include Spanish imports.
The second, shown between brackets, takes into
account such imports (including those going to
the Canary Islands) estimated by the OECD at

6.8 million tons.

Study by the OECD Special Committee for Oil
entitled "0il Today - 1964",

0il Statistics (Supply and Disposal) compiled
by the OECD Special Committee for 0il,

returns of the USSR. Import figures have been

rounded up ; however, percentages of growth have been
drawn from Table A,
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