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THE IMPACT OF ENERGY ON EAST-WEST TRADE 

Note by the German Delegation 

1 . Retrospect 

1.1 Energy Export as a Growth Factor in Soviet Trade with the West 

1. Because of the discrepancy in natural resources reserves, 
East-West energy trade is a one-way street trom East to West. 
The Soviet Union is the dominant supplier. During the period 
under investigation, it was able to gain the leading posi'tion 
among the energy-producing countries - in 1974 it became the 
most important oil producer and in 19B2 the most important 
natural gas producer 1 in the world. In 1982, 31 per ~enf 
of the world's natural gas and 23 per cent of the 
world's oil were produced ln the Soviet Union_ Against this 
background, it is not surprlsing that in 1981, BD per cent 
of the total value of aIl energy exports from East to Wes~ were 
from the Soviet Union alone. Among the various energy soùrces, 
oil (crude oil and petroleum productsl holds top position among 
Soviet exports as weil. Coal exports, which comprise on~y 
2 per cent (1982) of total value, will therefore be neglected 
in the following discussion (see Table II. ' 

2. A pronounced concentration is a1so observable in the 
regional distribution of Soviet sales of hydrocarbons (o1Î and 
natural gas). A good two thirds of "the value ot aIl eXP9~ts " ' " 
to the West in 1982 fell to only four reeipient countries? 

West Germany 24.4 per cent 
Italy 17.7 per cent 
France 13 . 1 per cent 
Finland 12.6 per cent 

Total to these 67.8 per cent 
countries 

3. The development of Soviet hydrocarbon exports during the 
past decade was characterized by remarkable stability in some 
respects and significant changes in others. 

4. Soviet oil exports to Western countries were 
relatively stable. During the period of investigation they 
correlated closely vith production developaent. In 1-982 these 
sales vere at 11 per cent of production - relatively as ' 
significant as in 1973. In the other years this proportion 
varied merely between 9 and 11 per cent. Thus the thesis, 
repeatedly made since the early 19705, that the Soviet Union 
or the Council for Mutual Economie Aid rCMEAI would become 
a net importer of oil at the start of the 1980s is reduced to 
absurdi ty 2. 
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5. Only after the flrst drastic oil priee rlse dia 
the Soviet Union react vith a clear expansion of export Quantity. 
Betveen 1913 and 1916 the oil supplied rose from 46 to 60 million 
tons. Since then there have been no significant changes, 
although in 1982 exports to the West rose from 54 to 66 million 
tons, a 22 per cent increase3 • This remarkahlê Quantity increase 
vas made possible primarily by cutbacks in supplies to CMEA 
countries (by roughly 10 per cent), rather than through an 
increase in production (vhlch amounted to only 4 million tons). 

6. Aslde from vacillations durlng the 1974-1976 period, 
the rela'ion betveen exports of crude oil and petroleum products 
also reaained relatively stable. Crude oil, vith a share of 
55 per cent, dominated the first as vell as the last year of 
the period under consideration. Nor vas there any trend tovard 
over-proportional extension of exported goods vith hlgher value 
added - presumably because of the scarcity of refineries. lt 
Is also possible that the Soviet Union does not vish to risk 
expanding capaclty, since a fall in forelgn demana for Soviet 
oil could result in under-utilization. This policy could support 
estlmates vhich find a decrease in oil exports more likely for 
the future. Of these, crude oil vould be the first affected. that 
Is, the percentage of oil products vould increase4 . 

1. During the period under consideration, the Soviet Union's 
natural gas exports have changed greatly. Though in 1973 only 
a total of 2 billion cubic metres vere exported to the West, 
ln 1982 It vas 25 billion cubic metres. The decision at the 
end of the 1960s to expand the range of exports to include tnis 
rav material has proved very advantageous from today's 
standpoint. Flrst, because of differing availability (Soviet 
natural gas reserves are presumably greater than its oil reserves) 
and cast considerations (exploration and production of gas is sai a 
to be 33 ta 50 per cent cheaper than of oil), the necessary 
substitution of oil exports by exports of natural gas vas 
initiated. Second, the Soviet Union achieved heavy ·vindfall-profits· 
from its gas exports too - for natural gas priees are related to 
that of ail. The average priee of one cubic metre increased 
ten-fold, and export revenue rose from 22 million transfer 
rubles (TRbl) (1913) to 2.7 billion TRbl (1982;. 

8. Long-term natural gas supply contracts provide the 
Soviet Union an assured market, certainly. Hovever, in 1982 
for the (irst time the Soviets suffered from the negative 
consequences of the purchase clauses vhich allov Western buyers to 
reduce the Quantlty of gas purchased because of a decrease in 
demand. In that year export Quantities decreased by 4 million cubic 
Metres, vhich reduced revenue from gas exports by 0.2 billion 
TRb1 (-7 per cent). 

RAT 0 U N C LAS S l F l E 0 

-4-

~ .1 
" , 

D
E

C
LA

SS
IF

IE
D

 - 
PU

B
LI

C
LY

 D
IS

C
LO

SE
D

 - 
 C

-M
(2

00
8)

01
16

(I
N

V
)  

- D
É

C
LA

SS
IF

IÉ
 - 

M
IS

 E
N

 L
E

C
T

U
R

E
 P

U
B

LI
Q

U
E



NAT 0 U N C LAS S 1 FIE 0 

-5- AC/127-0/784 

9. Evaluation or the Soviet exportgoods structure also 
changed distinctly during the period under consideration. , 
Before the first drastic oil price rise inOctober 1973; fi 
was still viewed as unfavourable. The high proportion ~f 
raw material exports led Western forecasters to predi,ct little 
growth in the value of exports, because neither de.and rcir nor the 
priees of the exported goods vere' expected to il!creâse ',' 
signifieantly. In addition, production costs were relàt1vely 
high, and showed a rising trend (because of changes ,in the ' 
regional distribution of production and the poor Quàlity or 
deposits). This situation changed suddenly arter the Tor.ation 
of the OPEC carte! and its aggressive price policy. Energy 
products beeame the most profitable and highest revenue earning 
of Soviet export goods, and were the décisive factor in the 
growth of the value of exports to the West. The revenue rrom 
oil, natural gas and coal exports rose rrom 1.3 billion TRbl (1973) 
to 15.0 billion TRbl (1982). The exported quantities did. not 
even have to double to achieve these revenue increases (see 
Table 2). 

10. Besides producing high ·windrall-prorits·, OPEC's 
priee policy, which was immensely advantageous to the Soviet 
Union, entailed the folloving tvo consequences: 

( 1 ) 

(2 ) 

The Soviet export goods structure became one-sided. 
In 1982, 80 per cent of aIl income rrom trade vith the 
West was derived rrom the export of energy (see 
Table 3). Thus, the USSR's hard currency earnings 
became heavily dependent on priee and quantity 
developments on the vorld energy market. The 
advantageous energy exports concealed the veakness 
of the Soviet export structure. Develôpment of 
a broad, competitive range of industrial export 
goods could be neglected vithout negative 
consequences for export earnings. But in times of 
energy market stagnation, this weakncss will becôme 
important and have a dampening 'efrect on the gr,civ,th 
of Soviet exports to the West. ' 

Among the CHEA countries, the Soviet Union vas able ,to 
increase its share of trade vith the West sl~~ltlcantli. 
Whereas in 1973 i ts proportion of exports aiBo'ng 'the' CMÈA 
nations to the West amounted to a good third~in 1982, 
i t was more than 50 per cen t. Whlle the Eas:t " , 
European countries decreased in ' importance as trade 
partners with OECO countries during the Per1çi'( û~der 
consideration, the Soviet Union gained ground ' Isee 
Table 4). But since the expansion or the vaÎüe' of' 
Soviet trade Is almost entirely due to price increases 
and hardly at aIl from quantity increases~ ' o~~ must 
conclude that the real level of trade between the 
West and the Soviet Union has dimlnlshed, not increased. 
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Il. Yet it is remarkable ~hat the importance of the 
Soviet Union as a supplier on the Western energy market has 
lncre.sed. Its portion of the oil imports of OECO countries 
rose fro. 3.6 per cent to 6.0 per cent between 1973 and 1982. 

12. In 1982 the Soviet Union supplled the folloving share 
of natural gas consumed in the three Common Market countries 
(supply beginnlng in 1973): 

Federal Republic of Germany 
Italy 
France 

21 per cent 
)0 per cent 
15 per cent 

(Source: European Community (publisher): 
eurostate Hydrocarbons. No. )/198)). 

13. For these increases in an otherwise shrinking 
energy .arket, the following factors are probably primarily 
respcnsible: 

the prices of Soviet energy exports are generally 
lover than average world market prices. Thus they 
serve the goal of low-cost energy acquisition; 

energy pure hases from the Soviet Union were also considered 
as a means of increasing the security of suppl Y by 
dlversifying purchase sources. Besides the d6tente 
pOlicy, the fact that the Soviets consistently adhered 
to supply con tracts h4s strengthened this view 
considerably - as opposed to energy suppliers from 
other regions (OPEC oil embargo, USA and Canadian 
uranium embargoes). 

1.2 Eastern Europe: Diminishing Oil-refining Business 

14. If one examines the development of East European ail 
exports, it is surprising that there is remarkable expansion 
betveen 1973 and 1981; in value terms it exceeded ev en that 
of the Soviet Union (see Table 1). Although compared to the 
Soviet Union, the quantities supplied by other CMEA countries 
vere distinctly less, at approximately 16 million tons they 
still equalled a quarter of Soviet exports to OECO region. 

15. Oil exports are an important item in the balance of 
~estern trade for some CMEA countries (see Table 5). Thus, 
Romania vas able to derive about 25 per cent of its 
hard eurrency proceeds from the sale of oil in 1982. Likewise 
in Inner-German trade, these products account for a 
quarter of the GDR supplies to the Federal Republic. In a 
specifie arrangement eoncerning oil supplies, deliveries of the 
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GOR 12.5 million tons per year) are linked vith Federal 
Republic supplies of crude vil Il million tons per yearl5. 
The expansion of Inner-German trade in the past fev years is 
largely due to increases in the priee of mineraI products 
that the GOR exports. 

16. Leaving Inner-German trade aside, the quantity of 
East European oil sold has decreased by a total of 25 per cent 
in the past tvo years. Whether this ls a long-term trend 
cannot yet be determined; the decline in exports is most 
likely e consequence of the vorsened price correlation betveen 
crude oil and petroleum products. On the West European spot 
markets some product prlces vere lover than the crude oil 
reference prices6 • In Romania's case, the average value Of 
petroleum product exports in 1979 vas still 75 per cent higher 
than the average price for its crude oil imports; in 198; 
it vas only 4 per cent hlgher. In vlev of thls market 
situation, the smaller CHEA countries obviously felt compelled 
to limlt such refining, or tripartite, business. 

17. In contrast to the Soviet Union, East European 
countries have to lmport crude 011 requlred for refined 
products from OPEC countrles. The theory that the smaller 
CMEA countries vould export cheaply-acqulred Soviet crude oil 
in product form at hlgh vorld market prices must be discarded. 
Third-country imports of crude 011 vere in tact higher than 
product exports vithin the DECO region1 . < 

18. Thus, desplte their considerable expansion, these 
oil exports cannot be characterized as a driving grovth 
force in trade vith the West for the smaller CMEA "countries. It 
is rather the case that proceeds from one region had to be 
used to settle accounts for the cost of imports from another 
region. 

19. The posslbl1ity that some profltable refinlng business 
was done cannot be excluded. 011 is, after aIl, one of the most 
attractive export goods of some thlrd vorld countries. 
Pol1tically deslrable trade relations might also have becolIIe 
economically advantageous if they resulted in the importjtion 
of crude oil - even if the oil were used only to manufacture 
oil products for re-export. 

1.3 Digression: Price Mechanism Changes Forced Cutbacks in 
East European Imports of Soviet Oil 

20. The Soviet 10 per cent cut backs of oil su~p11es to 
CMEA countries, begun in 1982 and presumably to continu~~hrough 
the end of the five-year planning period, vere as surprising 
at first as the related increase of exports to the West. The 
Soviet Union had contractually agreed vith its partner 
countries to hold suppl les constant at the 1980 level dur1ng 
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tne five-year plan of 1981-85. We can only speculate about the 
motives for deviatlng from concluded agreements. The following 
thesis appears plausible: 

-Financial difficulties within the smaller CHEA countries 
primarily prompted the Soviet Union to cut back supplies. 
By .the time of the period 1916-1980, the East European 
countries were already unable to cover the Increased 
cost of oil through addltlonal product exports. Instead 
they bad to utilize credits from the Soviet Union. One 
indicator of this is the cumulative trade balance deficit 
betveen them and the USSR, whieh amounted to 6.2 billion 
TRbl for Poland, the GOR, Czechoslovakia, Hungary and 
Bulgaria eombined between 1975 and 1980 (Romania dld not 
Import signifleant quantities from the Soviet Union until 
1919). Neither the stagnatlng supply situation of 1981 
nor the 1982 decline caused a reduction in the Soviet 
supply surplus - rather, this Increased heavily:~ 

Cumulative USSR Trade Balance Surplus vis-a-vis 
East European CHEA countries (exeluding Romania) 

In Billions of TRbl 

1975-1980 1975-1981 1975-1982 

6.2 9.2 1 1 • 5 

21. This development indicates the limited ability 
or wll1lngness of the East European countries to adapt. 
They postponed required real funds transfer payments for 
their oil imports into the future. In contrast to 
Western industrialized countries, they did not need to 
economlze on oil unti1 1980; on the contrary, supplies 
from the Soviet Union were increased annually until that 
time. In addition, the financial burden was eased as 
a result of the distinctly lower Soviet priee calculations 
compared vith the world market priee. The East European 
savings Cexcluding Romania) resultlng from the priee 
discrepancy amounted to nearly 25 billion TRbl for the period 
betveen 1975 and 1982, whieh corresponds to the value of 
Soviet exports to these countries in the year 1982. 

22. Nevertheless, the priee increases for Soviet oil 
in the past three years have been higher than one could have 
foreseen based on the prineiple of a sliding five-year average. 
The mode of ealculation apprently has been ehanged since 1980; 
since then priees are seen to have been calculated according 
to average vorld market priees for the previous three years, 
rather than rive. In the past three years this has led to 
distinctly steeper priee rises. An evident priee rise is 
also expected for 1983: 
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Soviet Oil Priees in CMEA Trade (1) 

In TRt>l per ton 

Priee according ta the Model 
Actual Year Calculation: Average over the past Priee(2) 

5 Years 3 Years 

1980 67.20 11.60 12 -.80 

1981 83:30 94.90 94.40 

1982 105.20 131.30 131. 70 

1983 135.16 111.40 -

23. Thus the folloving thesis May be proposed: 

"The change ln the price mechanlsm forced the smaller 
CMEA countries to cut back their 011 imports from the 
USSR. If the three-year average is maintalned, clearing 
prices will be nearly 10 per cent higher than the vorld 
market pr ice by 1983 (see Figure 1). Price decllnes 'are 
to be expected for 1985 and 1986. Hovever, the Clearing 
prices viII pres!lmably remain lover than the vorld marlcet 
prices for the planning period 1986/1990.-

24. These developments viII have negative effeet on East
West trade. In the Middle run, the East European CMEA eountries 
viII not be able to increase further their oil imports rrom 
the USSR for lack of hard currency and further import eut backs 
cannot be excluded. This viII retard thelr internaI grovth 
and thus for their foreign trade expansion. In the long run, 
too, the Soviet loans will have to be paid back. This involves 
exporting "hard" goods to the USSR Most of vhich could be , 
otherwise sold to the West for convertible currency. Thus, 
indirectly, the oil price increases viII negatively 
influence the East European countries' Western trade 
opportunities. 

2. Propsects: Energy Exports as a Grovth ,Hindering Fac:tor 
in East-West Trade? 

25. A major goal of Soviet energy policy. beyond 
generally economizing on energy, is the substitution or 
other products for oil. For domestic consumption, natural 
gas, coal and atomic energy are available alternatives; 
in international trade, in the Middle run, Datural gas alone 
is available for this purpose. In the long run, hovever, 
refined coal products May also be available for foreign 
trade as weIl. If the East-West energy trade outlook is ta 
be evaluated, external (from the Soviet point of viev) 

( 1 i Excluding Romania 
(21 Estimated 
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as vell as internaI determlnlng factors for Soviet export 
potential must be analyzed. Among the external Influenelng 
factors are (1) energy priee developments on the World market, 
(2) Western trade polley on energy imports from the Soviet 
Union, and (3) Western poliey on energy teehnology exports to 
the Soviet Union. Among the most important InternaI 
Influeneing factors are (1) the fuel reserves, (2) the 
investment posslbllities for thelr development, and ()) the 
develOjment of domestie eonsumptlon. 

2.1 011 Priee Development and Its Implications for Soviet Trade 
vith the Wes t 

26. The drastie Inereases ln oil priees ln 1973/74 ~ere 
largely responslble for the subsequent reeession in the 
Western Industrlallzed eountrles. At the moment aIl Is quiet 
on the priee front; retreat sklrmishes are ev en oecurrlng. 
Further real priee reductions may not be expeeted at least until 
1985. The OPEC eountries have obvlously learned that exaggerated 
priee demands causes crises in the warld eeonomy, and that 
they too suffer the n~gative consequences. Desplte aIl the 
uncertainty of such predictions, at present we may expect the 
abrupt priee svlngs of the 1970s ta remaln a unique event; 
tbey could be vleved as compensation for the real priee 
reductions that occurred in the two prevlous deeades 8 . Of 
course, in tlmes of eeonomic reeovery, the OPEC countries will 
alvays have to decide whether to exploit these opportunities to 
redistribute international income in their favour. But the 
negative experiences allow us to hope that they will resist 
tbls temptation ln the future. Thus for 1985-1990 a 
baslcally constant real oil priee is rather to be expected. 
Dependlng on the projected inflation rate, it would rise to 
33.60 dollars a barrel () per cent inflation rate) or )7 
dollars a barrel (S per cent inflation rate) by 1990. 

27. For the Soviet Union thls means that terms-of-trade 
profits from energy exports are not to be expeeted in the 1980s; 
one of the Most Important factors in the expansion of the value 
or Soviet trade vith the West in the previous decade therefore 
will not be ln effect. In 198) the Soviet Union will already 
have to absorb Income setbacks ln its trade with the 
West, based on the oil priee decline. Vith a West-export 
volume of 500 million barrels, a barrel priee decline of one 
US dollar c.p. corresponds to an income loss of 0.5 billion 
US dollars. Thus, Income setbacks in the range of 2.5 to 
3 billion US dollars will occur 9 . When one Includes priee 
reductlons for natural gas, the result might be the complete 
neutralization of the beneficial effect of the dollar 
revaluatlon on Soviet export earnings. 
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2.2 Western Energy Import POlicy 

28. At present there Is no mutually accepled poliey 
on Eastern trade within the Western alliance. In addition to 
divergent positions on credit and technology policy, the 
question of politically tolerable de pend en ce on Soviet energy 
supplies is the subject or controversial discussion. It is 
true that differences of opinion between the USA on one hand 
and the Europeans on the other 10 are presently not being openly 
debated. But when the Reagan administration lifted the embargo 
measur~s affecting the natural gas pipeline business of 
European companies on lJth November ' 1982, it in no way 
abandoned its objections to East-West cooperation ln thê 
energy sector. President Reagan linked the termination of the 
American embargo to the condition "that no new con tracts for the 
purchase of Soviet natural gas will be signed or approved 
during the course of our study or alternative Western sources 
of energy . -ll ' 

29. The major objections to the natural gas pipeline 
deal may be summarized as follows: 

Western European countries, and particularly the 
Federal Republic of Germany, would become too heavily 
dependent upon the Soviet Union for their energy 
supply. This would not only crea te eeonomic danger, 
but could result in a limitation of politieal 
autonomy and/or negotiating power as weIl; 

by increasing natural gas exports, the Soviet Union 
would derive additional hard eurrency ineome whicb 
could be used ta import Western technology and thus 
broaden its armaments capacity. 

JO. This is not the place ta analyze the arguments 
in detail 12 • The following conclusions, however, may be 
summarized. On the whole and in the long run tbe projected 
increase in natural gas supplies from the Soviet Union will 
not lead to a greater Western dependence on the Soviet Union 
for its energy supplies. It is even improbable that tbese 
supplies will be able to compensa te (ully for the antieipated 
drop in Soviet oil exports. As a result, the Soviet Union 
will not earn additional hard currency . Thus, inereased 
supplies of Soviet natural gas are not only tolerable, · but are 
also desirable from the viewpoints of the diversification of 
the sources of supply, and of the absence of damaging 
environmentai implications. The suppl y of natural gas from the 
Soviet Union must also be judged positively from the standpoint 
of relatively cheap energy supplies. The profit-orlented gas 
companies of the West would not have approved these imports if 
cheaper alternatives had been at hand. Furthermore, the priee 
agreements with the Soviet Union contain an adjustment clause -
it guarantees that the importer can purchase the imported natural 
gas at competitive and profitable priees, if energy priees 
should decline 1J . 
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31. The outcome of the controversy is hardi y foreseeable 
at present - even though there are signs of relaxation in the 
American position . It is primarily a matter of political 
decision; the veight of economically-based arguments is of 
secondary importance. 

32. For most of the West European countrips, hovever, the 
question or increasing Soviet natural gas supplies is not 
likely to come up. Belgium and the Netherlands have just 
rejected Soviet offers, and Italy viii obviously continue to 
temporize on ratifying its purchase agreements. Until nov, the 
Soviet Union has been able to sell only ca. 20 billion 
cubic Metres instead of the proffered 40 billion cubic Metres. 
But the Vest's reservation is economlcally, not politlcally, 
motivated. 

3-3. According to present Western proJections, the energy -
and speciflcally natural gas - demand viii Increase less 
rapidly than nad initially been planned 14 • For the Soviet 
Union, the consequence would be that its original plans to 
substitute natural gas for 011 exports vould prove unrealizable . 
If high income setbacks from energy exports are to be 
avoided, increased efforts will have to be made to slow down the 
expected decline in its oil exports . 

2.3 Export of Vestern Energy Technology 

34 . - Aside from transport equipment 15 (pipelines, compressor 
stations, pipe-laylng machlnery), Imports from the West are 
not of great signiflcance in the opening up of Soviet oil 
and natural gas reserves. It is true that no exact 
calculatlon of dependence on imports Is possible because th e 
ex change rate of transfer rubles to domestic rubles is not 
public information. But if one assumes the rate to be in 
the range of 1:1-2 (plausibility considerations tend to 
support a rate of closer to 1:1 ) 16, at least rough estimates 
can be made-. 

35 . Comparison of investments and equ i pment imports for 
the oil and natural gas industry yields the following 
relationships: 

Investment (in billions 
of Rbl) 

Vestern lmports (in billions 
of TRbl) 

Rlmport quotient" 

1';171-75 

23 .49 

0.16 

0.7-1. 4 
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Thus, seen as vhole, dependence on Vestern 
technology is slight. An Office of Technolos, lssessment 
study reaches the same conclusion. The stud, investisated 
the actual and potential contribution of Vestern technolos, 
to the development of the Soviet oil and sas industry. In 
symmary the report concludes: ·It is also true, hovever, that 
the impact of Western assistance has been lessened by at 
least two important factors. First, vbetber for lack of 
hard currency, a lack of perceived need, or a fear of 
dependence on the West, tbe USSR has Dever imported massive 
ammounts of oil-field equipment. Second, imported equipment 
and technology is usually less productive in the USSRtbat it 
would be in Western nations· 17. 

36. Thus, since the Soviet Union has become the vorld's 
most significant oil and natural sas producer vitbout extensive 
Western assistance, the question occurs as to vhat effect 
a selective withholding of macbinery and equipment could 
have on the ail and natural gas industry. Certainly, losses 
in productivity and/or postponements iD realizins production 
goals could occur . But in view of inte~national efforts to 
increase energy supply, such a policy is counterproduc,tive 
for energy policy reasons alone . On the other hand, intense 
participation of Western companies in building the pipelines 
resulted in an expansion of Soviet export potent1al - vhicb, 
in the final analysis, also served the IIest's energy poii:cy 
aims. Should a more liberal export policy ln t,his mat t',er~' be ' 
adopted - which in viey of the latest developments in tbe 
USA would not be surprising18 - it misht indeed have a 
positive effect on production develOpment in the USSR . , Rovever, 
this should not be over-estimated, especlally sinee ' it ' is 
uncertain how far the USSR viII be vililns to become dependent 
upon Western technolosy after lts recent experience vith the 
pipeline embargo. 

2.4 Soviet Export Potential as a Function of Domestic Economie 
Factors 

37. The extent of reserves ,of 011 and natural sas ' ls not at 
present a limitlng factor ln extending production. Explored 
natural gas reserves ()4,OOO billion cub1c metres) sufflce" 
ta main tain production at the present level for 70 years. The 
extent of ail reserves is a state secret. They are likely to 
be significantly less tban those of natural sas. For tbelr 
part, however, the Soviet Union repeatedly points out tbat on,l, 
a small portion of Siberia has yet beeD seologlcall, 
explored (e.g. 20 per cent of the TjumeD territory) and 
that further ail reserves are thouSht to lie under the natural 
gas fields ln the North. Horeover, iD the Ions rUD, a 'nev 
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hydrocarbon source may be avallable. Siberian sclentlsts 
have proved the existence of so-called hydrogas. This 
consists of hydrocarbons that bond stably wlth water under 
hlgh pressure at lov temperatures. 

38. The critical question Is thus not whether the 
reserves sufflce for further production Increases, but 
vhether enoush investment can be made available to exploit 
them. Without soing into questions of competition vith other 
sectors of the Soviet economy - e.g. agriculture, armaments -
the rise in specifie investment expenditures for energy May 
be pointed out. 

39. In the previous decade, fuel industry investment 
vas continuously enlarged. In 1973, 18 per cent of 
industrial investment vere allotted to this area, and in 1981 
the figure vas 25 per cent (see Table 6). The oil industry 
obviously has priority. The means allotted to it in 1981 
vere tvice as high as those for the natural gas and coal 
industries together. In 1973 the ratio vas one to one. 

40. At the same time, while the oil industry expenditures 
are rislng, production grovth is clearly sloving dovn. This 
results in a steep rise in the marginal capital coefficient 
Isee Table 7). Whereas in 1973 an investment of 11 kopeks 
vas necessary to increase 011 production by one ton, 40 kopeks 
vere necessary in 1980. In 1981 this figure rose in fact to 
1.43 rubles. 

41. At present it appears that the Investment push that 
started in 1977/78 vas required solely to stabilize oil production. 
But since investment in rav mater lais industries only pays 
off in production after longer tlme periods, the outlook for 
fulfillment of the five-year planning goal can be judged good. 
More important, hovever, a sllght rlse ln production for 
the subsequent time period is not to be excluded. Also 
supporting this assessment is the fact tha t the USSR, in order 
to reduce hard currency deficits, might counter its failure 
to sell ail of the 40 billion cubic Metres of natural 
gas it vlshed to export vith intensified efforts ln 011 
production. 

·42. An important factor ln the rlsing investment 
expendltures for the fuel industry is the regional dis placement 
of productIon to the Eastern parts of the country. In 1983, 
about half the fuels produced came from Siberia. The increase 
in oil production in these areas has a double funct i on to 
fulfl11: It must Il) balance the exploitation decl i ne ln older 
developed areas and (2) secure the grovth of total production . 
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With regard to the latter, ln the present five-year plsn 
only 30 per cent of Siberlan ~~ditional oil extractiori 
185 million tons) accounts for the total increase ' (27 .il110n 
tons). With natural gas exploitation the sitllation Is considerably 
more favourable. Here , the projected Siberian prodücti~n 
growth - of 200 billion cubic metres, exclusively from the 
Urengoi field - corresponds ta the entire projected 
Soviet production increase. 

43. The results sa far allov us to expect that 
the planning goal of 630 billion cubic metres for natural 
gas exploitation in 1985 viII be ~eached. Lover production 
is also possible because of lover than expected exports. 
After that, hovever, production srovth in this sector 
will level off. Then Siberian production expansion viII 
presumably also have to balance off exploitation declines 
in other regions. Thus, the mar~inal capital coefficient 
will also rise in thls fuel area. Since the fuel industry 
already claims a high portion of industrlal invest.ent, it 
will hardly be possible to compensa te for these cost " 
increases by disproportionately highallotmentsof Invest.ent. 

44. Considering the imml'nent production grovth li.its, 
the development of do.estic consu.pti'on 'takes on increasins 
importance for export potential. Cost consideration's 'alone 
suggest the need for a more consistent economizing policy. 
According to Soviet figures, expendttures for ene'rgy-saving 
measures are tvo ta three times lover than those for 
production expansion 1 9. The opportunities for oil saving and 
substitution in the USSR are considerable. Specificenergy 
consumption is a good deal higher 'than in ,Western cO'untries, 
as the following comparison shovs. Overall econo.tc 'output per 
capita in the Soviet Union is vell belov West Germany's, yet primary 
energy consupt'lon per capita vas about 5 per cent h'igher in 1981. 

45. It is doubtful vhether even a major part of the 
potential for savings can be reallzed. The ' results sa far are 
not encouraging. Elasticity calculatlons shov that specifie 
energy consumption lin relation to national income and 
industrial production) actually declined more slovly after 
1973 than before. 

46. The main obstacles to energy savlngs in the USSA are 
in-sufficient material incentives, obsolete plant, shortage 
of capital and lack of innovation in the clvilian seètor. 
In view of the groving urgency of these proble.s, specifie 
energy consumption .ay be expected to ' decline .ore sharply 
in the fu t ure. This partlcularly applles ta 011 consu.ption. 
Here consumptlon Increases are to be retarded Dot on1y by seDeral 
economy measures, but also through substitution of natural gas, 
coal, and atomic energy for heating oil. 
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47. aased on these assumptlons, the estlmates of 
primary enersy consumptlon are presented ln Table 8. Comb1n1ng 
these estl.ates vith the pred1cted production data results 
ln the esti.ated export potentlal presented ln Tables 9 and la. 
Accordlnsly, by 1990: 

a slsn1flcant decllne ln 011 exports dovn 50 ml1110n 
tons from 1982) and; 

a rlse ln natural gas exports of 50 bl1110n cublc 
.etres May be expected. 

48. In trade wlth OECD countrles thls vould mean a 
decrease ln 011 exports of ca. 40 mililon tons and an 
Increase ln natural sas exports of 20 to 30 bl11ion cubic 
Metres. Thls corresponds on balance to an export decllne of 15 
to 25 m11110n tons ln 011 unlts. 

3. Su •• ary 

49. Prosnoses regardlng the development of Sovlet trade 
vith the West are critlcally dependent upon the estlmate 
of future Soviet enersy exports. In 1982 the sale of 011 
(64~), natural sas (14~), and coal accounted for 80 per cent 
of proceeds fro. export trade vlth OECD countrles. In the 
1970s, bydrocarbons vere the deelslve growth factors ln Sovlet 
trade with the West. 

50. The USSR's 011 exports are 11kely to beeome less 
sisnlficant in the future for the follovlng reasons: 

production vl11 Increase more" slowly than domestle 
consumption, preventlng a rlse ln the volume of 
exports; 

vorld .arket prlees for 011 are unllkely to Increase 
in the short run, preventlng a rlse ln the value 
of exports. In 1983 the Income shortfall ln trade 
vitb the West caused by the 011 prlce decllne viII 
a.ount to 2.5 to 3 bl1110n US dollars. 

51. Tbe USSR so far has not sueceeded to the degree 
desired ln contraetually guaranteelng the substltutlon of 
sas for 011. The eautlous Import pollcles of West European 
enterprises are primarily responslble for this. Thelr restraint 
is econo.ieally. not politlcally motlvated. Slnce a 
signlficant rlse ln natural gas eonsumptlon cannot, a t present, 
be expected, addltional orders - aslde from the Italian 
contracC vhich bas not yet been ratifled - are unllkely. 
Increases in supplies of natural gas are further limlted by 
the fact tbat Soviet supplies for domestle consumption in 
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some countries are already high (e.g. in the Federal Republic 
of Germany, nearly 40 per cent in 19901. Higher share~ vould 
not be considered consistent vith the policy of diversifying 
the sources of supply, and are thus unlikely. 

52. With a higher proportion of natural gas in the fuel 
exports of the USSR, the quality of dependence changes. lt 
is more difficult for the buyer to substitute for supply 
shortfalls. The seller's flexibility is limited as vell; since 
priee declines are connected vith veakening demand, it is not 
possible to compensate for lover proceeds through increased 
quantities. 

53. Since, in trade vith the West, III the decline 
in oil export will be greater than the rise in natural gas 
supplied and (2) real priee increases cannot be expected, 
income from energy export viII suffer a real drop. The 
consequence is a vorsening of Soviet terms of trade. Thus 
a factor that was of major importance in the expansion of 
the Soviet trade vith the West in the past decade viII be 
inoperative. Energy sources could nov beco.e a grovth-limiting 
factor in East-West trade. 

54. The adverse results of the neglect of the competitive 
export product development viII become increasingly 
noticeable. lt is to be expected that the USSR's share of 
international trade vith the DECO countries viII di.inish 
in the years ahead. 

55. If the West vants to avoid reductions in the suppl y 
of energy in the vorld market and a decline in its exports 
to the USSR, it should not be hostile tovards the idea of 
East-West cooperation in the exploration of Soviet energy 
sources. Starting points for cooperation are to be found 
primarily in energy-saving and in oil and coal exploitation 
and/or refinement. Stagnating oil priees, hovever, pose 
the tough question of profitability of coal refine.ent. 
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"AcCOrd1Dg to a Ife" York Time. report. the AIIIerican State 
Depart_tand Depart_nt of Commerce bave .poken out in 
favor of relaxing re.traints on the e_port of oil and gas 
eqlli,..,.t to the USS •• 

1ts.. S. Jatrov and ". Pjatkin: Die Effektivitlt der Nutz~g 
von Irennstoff- und Energieressourcen Iru.s.l. ln: Planovoe 
cbosjaj.tvo. NO. 2/1979, p. 16. 
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-1- ANNEX II to 
AC/127-0/784 

Er>ergy Imporu of the œCD Countrifl tro~ the USSR and Eatem furope 
.. . ... i } ... . J, .,., 

- ln rniU. \JS.DDIIM -
, ~. ' ! 

, ' 

" 1973 1911 , ~oftheUS5R 

USSR eUEA(6)1) USSR CUEA(6)1 "73 "II - ' . 

Di12) 1 .22 307 13 902 3 '72 12.2 n.6 
Gu 

r toOO 27 - - 100.0 100.0 

coaS 211 611 ,. ~qo 1 1 200 n.' 2'.0 . . (, . , , 

Total 1 660 1 ", •. ~. , >, ;~ '\. 1 

Il'102" 1 • "2 62.' n.' 
1)lncluding lnr>er-German .r .. -::z~ o~'~~oJeum product .... ')Enimate. 

........ "'1 l1Ies; UI,~ ~ma,!-

Table 2 
Soviet EnerU Exporu to OECo.collntries 

, 
' , . . , , 

V ... - " . :Quantity Inde. "Il 
in milJ.TRbl - 'U t1) ("73a!00) an ml • , , 

1 l \ 

Value 1 Volume 1973 1"2 " 
' 1973 1912 

Oi12) 
, 

1 021 lU , 176 12 OU ..... , 6.6.' : 
" 

Gas 22 2739 '2;;0 • '»~I J 12 .,0 1 », 
coaS') 12. 192 , ,., ,l.t . ", " -' . , . 
Total , '22 " 11

16 75." '127., 1 1 1" 161 , . ~ . . ~ " ' 
, 

)Cu in bill.m'; tout ln mllt. t M coa1 ~ ... 2)Crude oil and 
petroleum procIuéts.-"Co.l'anid~ , ' '', ', ..:' " .,! 

• - .. - , • J ë:" ., .-~ • .,., 

Sources: USSR st.tistical forëi&n iràdé ~.r~)D!",~ima-
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-2-

Table 3 

Shate of EtIer" 
ln Tot.1 Soviet (_pon. 

to OECD Countrin 

- Shatft ln per cent-

1,.2 
31.7 ,;J., 
O., It.t 

2.0 1.0 

lt.3 n.o 

oil Md oïl 

USSR 

DI" 

Table t 

The Impon.na of the USSR 
~ bstertl Ewope 
ln wt-"ftt ua 

- 5h.rft in per cent-

1.3 2.1 1.' 1.2 

ces: CMEA count,in' ... tistic&l 
., • OECD:T,a Il)' commodities; 
nr esti~tes. 
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Eut EuropunapansU of ojJ2) 
to OECD audries ' 

Country 

Burcaria 

Czedloslovalcia 

GDR 

PoJand 

Rumania 

....... 
Eastern Europe 
total . 

Eastern Europe 
~otal 

R""*Iia onIJ 

.' -, 
Imll'7) Il'~ Il'1111+12 

IOtaS ~apor1S to . 
OECD,couri1ries __ 1,00 i 

0.7 
2.' 
7.2 , -

I.t 

".2 

2; 1 ' J2.1J 

• • J ' IO~' 

ii :o 
,1.7 

1.1 . '.7 .... 

~; • . 17~2 J'.I - , 

mill. tonnes 

I.J JO.O 1'~7 17.0 
, 2.' ).')' , '~I ,., 

• 
, . 

• 

• 

• 

• 

I~.' 
J.J , 

. ' - , ' ,,. , • 1 

J)lncludin& tnnerooCer"'.n.trade.-2ICrudeioil .... oil r 

p,oducu. .' - '_ '~'. " , 
Sources: OECo; 5taiiS,iCs of forêi"'J uadé; : FederaS 
S,atisticaS ortier. TechniéaJ 5eriès~ set '; OEcDi Cil 
Ic.. ' 1 ~ l' " r , ' 
l~t.1istia. · , li; ," ' 

. , -. 
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Table 6 

Invatment in the Fuellndustry 
ln the U5SR 

v .... Tot.1 ftf whidl: 
OU 1 Gas l Coe1 

ln bill. Rbl. 

1'70 '.02 2." 1.0J 1.JO 
.'71 '.'1 2.76 1.12 1.62 
1'72 ,." J.OO 1.2) 1.71 
.'7) 6.JI ).01 I.t. 1.7t 
l'7t 6." J.t' 1.7t 1.7) 
1'7' 7.29 J.IO 1.7' 1.71 
1'76 7." t.07 1." 1.7' 
1'77 '.JI t.JO 2.0J 1." 

"""J'J1T ,.u ,.u -rou 2~ 
.97' '.tG '.16 2.02 2.02 
1'10 11.00 6.10 2.10 2.10 
Itii 12.JO 1.00 2.10 2.20 

Il'71-1'7' )2.00 16.lt 7.lS '.'2 
Il'76-1'10 t6 • ., 26. JO 10.20 '.7' 

in p.r C~t DI tD~ 
inclustry investlMllt 

• 
1'70 17.'7 '.'1 )." '.]7 
1971 1 •• 1. '.11 J.71 '.J6 
lm 1'.lS '.27 J.79 '.29 
197) 1 .... '.OJ t." '.11 
l'7t 1'." ,." t.7t t.n 
1'7' 1'.72 '.77 t.J6 t.lt 
1'76 1'.13 10.01 t.'2 t.JO 
.'77 1'.69 10.JI t.77 t." 
197' 21.0J 11." t.U t.JO 
1'7' 21.13 12.92 t." t • ., 
1'10 23.11 It.29 t.tl t.tl 
Itii 2t." 1'.0) t.21 t.tl 

971-197' 1'.)7 '.J6 t.2' t.tt 
976-1'10 20.91 Il.97 t.'1 t.tO 

Isources: USSR su,tisticu ,e.rboolcs; DI" 
jrsti"..ta. 
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Tab~7 

Yeu 

1970 
1971 
1'72 
1973 ",. 
~n 

1976 
1977 
1971 
1979 
1910 
1911 

1971-1'" 
97'-1910 

U N C lAS S ir 1 [ 0 

-5- ANNO Il to 
AC/127-D/784 

1 1 

' ~"l"'t W ;JI' _ 01 
Procluctiiln Increiue in the 
Fuel Industry 01 the UssR 

. 
Total 1 of whidl: 

piJ Gu 'coaJ , 1 1 ,r 

RII!!t ' . ~ ~ : : 
'( .: 

a.I , DJ/t : (RbJ/ RbJ/.l- , 
~v. 1000cIIm .., " , .-, 
0.01 , 0.10 0.0. :O~U . 
0. 09 , O.1l ' ; 0.01 0.12, 
0.11 o.n . 0 .. 1.· 0.1. • 

·0.10 0.1l 0.10 0.16 
Iii:! 0.12 0.07 !.!! Al ", ft .... '. ftNt. 
0.09 . 0.1' . 0.06 0.11 
o~ 'iI -0.17 0.01 0.21 
0.1' O.ZO " 0.01 ' 1'.'1'1 ' , 
0.17 O.U 0.06 -0.30 
0.20 '0.39 0.07 -O." 
0.31 1.'3 . 1 0.07 -O.U 1 

0.09 0.12 0.01 ' O~I3 : t 

O ~ I' . O'.Z' ' " 0.07 1.22 '-. . ~ 

.1 

" .1 

Sources: USSR statisticAJ',nrbOob; DIW nt.imatn.- -
\ l ' "., " , 

" . 

'. '1 ' ., 

jo .. -t 

. ,i 
.-:- " 1 

1 
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The USSR's Primary berlY C_umption 

19'1 to 1990 

19'1 1 19" 1 1910 119.,1 ~9901J 

in miU.t of coal ~ivalent 

Total 1 2" l '02 l "" 1 91' 2 ln 

01 wllidl: 
Oïl "' '26 UI 6" "1 
Gas 217 ln ,n "1 ,.0 
CoaI "" '32 U7 uo ,~ 

Nuclear enerlY , 1 29 '2 . ., 
0Iher primary 
eJectricitJ ., 

" " 70 90 
0INr " " u '0 21 

in miU.t 2) 

pu lU 361 .. , .,2 '2' 

~ 2'1 212 III ,., 622 

EnerIY)) '" '2' ,~ '21 ,., 
2 ) 12 21 ., 

structure in per cent 

~ot&I 100 100 100 100 100 
• of wtùdI: 

Oïl 36.1 )7.' li.) 1'.2 l'.' 
Gas 22.7 23.9 27.2 )).9 1'.0 
CoaI 12.) JO.I 2'.) 22.' ZO.7 
Nudear enef&Y o.) o., 1.7 2.7 ,.) 
Other primary 
electricity ).6 ).) ).9 ).7 '.1 
0Iher ,., ).9 2.' 2.1 1.) 

)Estima1e. Auumptions: --.1 .ver-ce l'owth in produced 
~tional incorne of )., pet cent. [Iuticity of primary enerlY 

ption in re"tion to Mtional income 1911 to 1 Y' of D.I 
per cent, l'" to 1990 of 0.7 pet cent.-2)Cu in bill.m • lIucle. 

in'OOO M • .-))AnnuaI."erale upKÏtJ. 

lsources: U5SR statistical ,nrbooks; DI. estimates. 
1 
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5upply an~ uii ~f oi! in ille USSR" 

"7) 101"0 . 
":inmW.t~· 

197) 1197' J 1"0 J l"iJ l,u Il''' I l''f 
~rude ail production .29 .,1 60) 60t 'U ua ')0 
~rude ail Imports 

. " 
U , , , , , , 

~rude ail uporlS U " " ,) 122 116 119 121 66 

~efinery input 
" n7 .0. "7 ." ~ 'U '70" 

\ 
Product lmporu • 2 1 . - . . . • 
product ellports , )) ,,\ .1 .) " .1 U " " \ Domestic ~mpüan , )~. .U' .U7 .72 )2' , ~ -1 "6 
Net ellports of ai! 1) 10., IV \1'7 U) U6 1" 10' 
Cross ellports of ail 1) 

- '. 'Jo ~ ~",l ~ 

Ill . IJO i~6) '. '" · 162 -, 162 111 
.... . -

IICrude ail and oïl proclucts. 
\ \ " . 1 

Sources: U55R statistical YeArbooks~ DI."estimates. 
~ 

\ ; 

\. 

Table 10 
, \ 

Supply and lM of natural pl in tiie-OSSIt 
1 97),10 .~~. OH.' ". 

... . ~ ~ " 1 \ , -" 

19i31 j,i, J J;ioJ 1'''11 1912 1 1;"'1 , 
Il'''' . \ , 

~oduction 
' ' 

, 
D6 219 ." ~, JOI 620 ' -. 7 • . 

.. 
mpons Il 12 ) ) ) ) 10 

~1IportS .. - ,., .~7 ~ " ~ J7~ _.61 r . " .~ 76, ... Il. , 
!Domestic 

2'~, 212 li.! . . -,07 ~, ,...1 .. ,.,R? Fonsumption .. - , . • 
~Ulports_ ., ., .. . : ')J" .,,' ." ~7J ~' . " .•.. .. . ,. .' .... " e " '. " . . .. , ..... ~ III r : " 
~urces: USSR statisticaJ)é~~r1;)l;:~ti:~~: · 

" , ., ' , . ..... ~ ,,~ 

~ . " _l • • t . . In 
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OIL ,aICE ON IIORLD IIUJŒT 

AIID SOVIET CLEUI1IG .. ICE 

1172 'lO 1910 ---_-"1 
6r----------------------------------------------~.-

.. 

• 

• 

• 
• .• 

_II1II IoJGft • 

_"7_" i 

: .1 -

, ;._ ...... .-n ., li _ ............. ".,..,., 
11-'· - ...... _1 .............. Ile .,..a,- ..... JI _. . ... ----~---.-

_ .. --., _ .. _ .. --- --

• 

• 

• 
• 

• 

1'l1li .... _a--...-J.tm .. ,.,.. __ •• ~bt pa- • _.a-..... III1 • .s ..... 
..a.nS.~'" _ .. .u ............ u~ ,.. .... ,m .. , .... ___ ............. . 
lia .. ,_ .... -'"IM .... - ..... ~-'-. IlU .. ,_ ....... _1 ............ ,_ MI 
_ -a ........... _.._ ...... _.-.. ~ ... , ........ ____ w ___ 
............. -a ...................... _ . 

• • • ___ .. _ ..... _ .. -141 __ 
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