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A. The Soviet Stake in Siberian Development

Siberia occupies over half of the USSR's land mass
and by Soviet estimates contains 3/4 or more of the country's
reserves of coal, natural gas, majoé ;onferrous metals,
mature timber, and hydroelectric resources. Most of this
wealth has not been exploited because abundant reserves
haQe been available near existing popuiation centers in
vthe Europeaﬁ USSR. The depletion of these resourbes is nbw
forciﬁg thé’Soviet‘leaders to look toward Siberia for
‘future needs and to ponder ways to supply the area with
_the_necessary capital, labor and technology.

‘Soviet leaders have dreameawof Siberian development
for strategic and ideologic as weli as economic reasons.
Diversified development east of the Urals at one time was
deemed desirable as a protection against invading European
armieéi More recently, it promised to provide a more
difficult target in case of nuclear attack and to give
logistical sdppbrt to the armies facing China. Also, Siberian
development would promote'the official policy of eqﬁalizing

economic levels among regions and republics.

Post-War Development

Accelerated development of Siberia as an economic
' goal began in the mid-1950s with the utopian ideal of

making the larger uninhabited eastern regions into mirror
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of the developed European areas of the USSR.
Ambitious agricultural and industrial programs were
introduced that required a large increise in investment
funds and the mass movement of people’eastwerd:
e During 1953-58, 70 million actes of "virgin lands'
were plowed in Siberia and Kazakhstan to relieve the
presSure_on the traditional farm areas for food grains.
More than 70,000 people were drefted for this effort.
® puring 1956-60 capital investment in Siberia was
to rise by 100% compared with 67% Zor the whole country.
® The 1959-65 Plan projected higher growth rates than
X in the European USSR for almost every Slberlan 1ndustr1al
seotor | h ' -
Although these programs brought unprecedented
development to Siberia, the rates of growth of investment
and thus industrial output were not as large as planned.
During the Seven-Year Plau (1959—65) investment in all of
percente
the RSFSR grew by 48.5% while that of Siberia was only 3- l/21p01nt
of the 1960s,
higher. Durlng the whole decade A industrial output of the

eastern reglons grew somewhat faster than the natlonal :

average but their share in the RSFSR's industrial output

grew very little. As a consequence, the share of national
output contributed by the East and West.Siberian_and the Far
East economic regions has increased slowly over the years

(Table 1).
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TaEie 1

Siberian Share of Production of

Selected Commodities 1/

Electric power

Crude oil ext;aCtion
Gas

Cdal

Steel

Chemical fibers

Timber

23.5

10.4

22.9

1960
15.0
1.1
0.7
28.0
8.4
15.8

25.7

31.9

8.1

13.0

32.8

C -

(Percent)

Forecast
1980

20
50
32
N.A.
10

30

1. West Siberia, East Siberia, and Far East..




The realization that Siberian developmen£ would be an
extremely costly process that would pay few immediate
dividends led to a deemphasis of development in remote
regions during the late 1960s. -
| ® Investnent projects elsewhere that would bring an
immediate boost to the sagging economic growth rates
were favored.

° Failuie to attract and hold a sufficientlyvskilled
labor force was the biggest deterrent to development.
During the 1960s, 924,000 more persons left Siberia
than arrived. The Scviets had estimated that an
eastward movement aof 6 m;llion«workers waslrequired'.'
in 1959-65. Total population increase during that

time was only 3.5 million; the labor migration goal

was met by only 10%-15% at best.

Selective Development in the 1970s

The mixed results of the ambitious programs of the 1950s
and changing requirements caused a shift in Siberian
development strategy.

° Development will Be focused on those raw materials

that can be developed most cheaply --

coal, __0il and gas, and ferrous metals in West

Siberia; electric power and energy-intensive industries
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in East‘Siberia; wood and fish products, nonferrous
‘metals, and some machinery in the Far East.

d Western.areas'of Siberia generally will be

developed first since they are ¢loser to markets and
transport networks.

© All-around development will be concéntrated in specific
areas, eSpecialiy in territorial-production complexes,
which include interrelated enterprises of different
branches of industry.

° Development will focus on capital-intensive projects.
0il .and gas projects will require fewer than a half
million workers. Sibefia's population}‘aCCOrding 

to Soviet estiﬁates, will be 30-35 million by the

year 2000, still constituting only about 10% of the

total population.

° ‘ _The Soviets decided to seek help

- from the West for machinery, technology, and

financing for Siberian projects.

Reasons for Lagglng Development

Siberian development has fallen short of plan for
several good economic reasons. First of all the Siberian
projects must compete with other resource claimants.

For example, the leadership has already heavily éommitted
itself to developing.the non-black soil zone'of the RSFSR
during 1976-90, and 26% of all investment funds for 1976-80

are earmarked for the agricultural sector.




In addition, each ruble invested in eastern development
produces less output than in a comparable project in the
_Western USSR. Large social overhead outlays are required for
education, housing, and the like. An Academy of Sciences
Institute in the Far East has estimated that the cost of

Soviet
creating one job at a new industrial site in‘theAFar East
is four times that at an existing site. Transportation and
‘communications networks must also be developed since major
markets and processing facilities are still in the Western
. 'USSR.

But the majdr obstacle to Siberian development has been
the Shortage of labor in the East.. For~forty'years.special
material incentives have been extended to workers settling in
Siberia, including higher wages, longer annual leave,
increased pensioh rights and certain privileges in education
and housing. These incentives, however, have not been
sufficient to compensate for thebhardships of Siberian life.
The high cost of living eats up much of the wage differential.
According to estimates of the Siberian Research Institﬁte on
Labor, pay in the eastern regions has to be 38% higher to :

provide normal living standards than in the south and 26%

more than in the central areas.




Moreover,lthe housing, education, medical care, and
other services do not measure up to the standards in the
European SSSR despite Brezhnev's recognition in 1966 that
"To develop the economies of Siberia and the Far East
faster, it is essential to establish a number of social,
economic measures...which will help strengthen the labor
forces there." Investment allocations in East Siberia
during 1966-70 suggest the negleet of consumer-oriented
sectors. A 90% increase in so-called non-productive
investment was planned; actual growth was only 28%. Within
this total, investment in housing censtruction was scheduled

to increase by 80% but grew by only 2C%.

The Outlook for the Next 15 to 20 Years

Although long an objective of Soviet planners, Siberian
development has become a matter of necessity .if future
needs of the USSR and of its client states in Eastern

Europe are to be met.

Energz

Contlnued economic growth must be supported by an
adequate energy and raw materials base. At present some
75% of the energy.produced in the Soviet Union is consumed
in the more heavily populated and industrialized European

four-fifths

part of the country, although more than /A of the energy

resources are located eaﬂ:of the Urals.
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Through 1990, 80% of the increase in Soviet production
of energy is scheduled to come from Siberia. The hydro-
electric power potential of European rivers has been almost

fully developed. Extraction of coal in the older producing

regions is becoming more difficult and expensive as work
must be conducted at greater depths. Ratés of increase in
productiop of cil and gas from older producing fields are
slowing>down as reserves are depleted. The percentage of
Qater contained in‘tétal fluid pumped from oil fields in
the Urals-Volga region_has been increasing rapidly, and
production costs have risen with the need for employing
seqondary recovery methods and for drilling £o greater
depths in search of new reserves.

Development of the enormous hydroelectric power potential
of the Siberian rivers is already under way. The world's
largest hydroelectric powerplants have been built at Krasnoyarsk

megawatts)
(capacity: 6,000 A on the Yenisey River and at Bratsk
(4,100 MW) on the Angafa River. The capacity of hydro-
electric powerplants in the Angara-Yenisey region, which at
present is 11,200 MW, is expected to be about 27,000 MW by -
1985‘and 60,000 MW may be reached by the end of thé century.
A complex of 10 large thermal electricvpowerplants,‘with a
combined capacity of 50,000 MW-60,000 MW, is to be built
in the Kansk-Achinsk brown coal basin, Whiéh extends for

several hundred miles along both sides of the Trans-Siberian
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railroad in the general vicinity of Krasnoyarsk. This
basin, which contains an estimated 1.2 trillion tons of ~
coal, is tentatively scheduled to be producing 350 million
tons annually by 1990. The availability of low-cost electric
power brings with it other'develomeAtﬁi |
Large, modern aluminum plaﬁts have been built at

Bratsk, Irkutsk, and Krasnoyarsk to take advantage of the

electric power made available by the hydroelectric plants

in those locations. Bratsk, which began as a construction

camp for workers bdilding the powerplant, has become a city

of 175,000. By 1990, a city of 150,000 is planned around

“the large hydroelectric plant soon to begin operation at

Ust Ilimsk.

The o0il and gas fields of Tyumen Oblast in
Western Sibexia are cohtributing almost all of the present
increases in petroleum production. West Sibefian production
of crude oil will account for about 30% of total Soviet
output in 1975, and_approximately one-half by 1980. After
1980, technical problems may‘cause production from West
Siberian fields to slow down somewhat, and additional
increases in output will have to come from new reserves
as yet undiscovered. Soviet geologists have been instructed
to increase their effort; in exploring East Siberia, an
area where geological conditions, climate, and logistic
problems will be even more troublesome thanbin West

Siberia.
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To maintain its position as a net exporter of oil
during the next 15-20 years, the USSR will have to reducé
drastically the rate of increase in oil consumption._
Apparently some of this reduction is to be accomplished
by substituting natural gas, which is more readily
available. No matter what course the USSR takes, iﬁs
role in woild 0il trade will remain small during the
next iS—ZO years. On the other hand, Soviet exports of
natural gas -- primarily from new fields in Siberia --
could contribute some 10% of the Western Europe's total
gas sﬁpply during_the 1980s énd would earn sizable amounts

" of hard currendy.

Chemicals

The availability of cheap energy resources, abundant
Sources of hydrocarbons, large salt deposits, and improved
means of pipeline and rail transport will lead to erxtensive
development of Siberia's chemical industry over the next
20 years. Although the potential for large-scale
production of chemicals.in Siberia has always existed,
progress in this area has been hampered by the slow pace
of development of the raw material base, the low level of
Soviet chemicai technology, and the lack of infrastructure

in the eastern areas. Now, however, conditions are more

-1G6-




favorable. Natural gas, produced in association with oil,
is being flared -- wasting a potentially rich source of
chemical raw naterial. Shortages and high prices in the
West have encouraged the exchange of ?oviet chemical

intermediates and end-products for Western chemical equipment

and technology.

Minerals and Metals

The USSR is also counting heavily on Siberia to help
meet domestic needs for minerals and metals during the next -
20 years and to contribute a surplus for export. Siberia's
role will be especially important in the aluminum industry.
'Eiisﬁingiplants'in Siberia are“fo“Eéfeipandédf,and.the USSR-
is seeking western help in building four additional large
Siberian plarnts with combined capacity roughly equal to that
‘of the present Soviet aluminum industry. A major share of the
increase in Soviet copper production over the next 20 years
will also come‘from Siberia. Western participation is being
‘sought in development of the large Udokan copper deposit east of
Lake Baikal. Expansion of facilitie; for production 6f
copper,>nickel, and platinum group metals is already under i
way, with Finnish assistance, at Norilsk. All of these metals

will contribute to foreign exchange earnings, as will increased

output of Siberian diamonds.

-11-
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The Role of Western Assistance

The USSR undoubtedly can and will carry out its plans
for developing the hydroelectric powér potential of Sibeéria
without outside assistance. It has built the largest
hydroeleétric powerplants and generating units in the world.
éonstruction of large thermal electric powerplants and
high-voltage long distance transmissicn lines probably
would be facilitated by some wéstern +echnical cocperation
and assistance. With or without such assistance, however,
an impresSive number (perhaps 10) of large plants will be
built fo use Siberian coal in generating electric power.
Initially the power probably will be used in Siberia, but

-within the next aecadg transmission facilities should be
, ableito deliver poWer-to the European part of the country.

The brown coal deposits of the Kansk—Achinsk basin

probably will be developed =-- primariiy for domestic use --

_entirely with Soviet reSOurcesF;fin exploiting the Chulman
coking coal desposits of Eastern Siberia -- largely for export
to Japan -- the USSR is counting on Japanese financial and
‘teéhnicél support.

.The USSR undoubtedly could develop Siberia's oil and gasr
‘without Western assistance. The pace of development of
onshore resources would be slower -- perhaps by 3vto 5 years

longer. Without extensive Western help the Soviet Union will

be unable to develop Siberian offshore resources during the

-12-~




next 10-15 years. Proposed cooperative ventures with US
and Japanese firms to develop Siberian natural gas depo;its
and offshore Sakhalin oil and/or. gas deposits offer the
USSR opportunity to obtain Western tééhnolbgy and equipment
and to earn jarge amounts of hard currency through sale
of liquefied natural gas (LNG) and oil. |

Without V.estern assistance development of the Siberian
'chemical industry would be deiayéd by several years. If
only US chemical technology.is denied to the USSR, the
.penalties would be far less as other Western countries
can provide almost equivalent technology for the most
part; Nevértheless, US chemicai'techﬁology is valued
highly by the Soviets. The availability of credits will
be an importaht factor in Soviet selection of Western
contractors. If, for example, US credits are not
competitive with those offered by Japan or Western Europe,
US firms probably would prdvide mainly chemical technology,
and other Western firms would provide the chemical equipment.
At the present time US technology is to be used in at least
3 siberian chemical préjects: a vinyl chioride plant,

- a polystyrene plant, and 2 ammonia plants.'

-13-




Western assistance would also speed up the time-
table for development of Siberian minerals and metals
industries somewhat, but not decisively. The USSR has
demonstrated strong capabilities in-a‘uminum, copper, steel,
and diamonds ana should be able to achieve substantial'
gains on its own.

Nevertheless, the role of the West in Siberian
development will not be settled in the next few years.

Much will depend on Soviet experience with cooperative
ventures and on Soviet success in going it alone. Judging
by past history, growing frustration over the delays and
difficulties of developing the "eastern regiohs will‘incline.
the leadership to look for help in areas and on terms that

would not be considered now.

-14-




E. Impact of Siberian Development on Soviet
Energy Needs and on World Energy Markets

Soviet Plans

If the USSR is to remain self-suificient in energy,
development of Siberian resources ig an absolute necessity.
Soviet sources expect total demand fo: energy to doubie
during 1976-90, to a level of about 3.5 billion tons of haxrd
coal equivélent (see Table 1)." Minister of Power and
Electrification P.S. Neperozhny, in a paper presented at
the recent Wofld Energy Conference in Detroit, stated that
80% of the increase in Soviet production of energy from
primary sources through 1690 will be obtained from Siberia.
He also noted that enormous technical and economic problems
would have to be solved to accomplish this task.

The potential impact of'Siberién energy development on
world markets lies overwhelmingly in oil and gas. Production
of crﬁde 0il in West Siberia in 1975 is to reach 2.9 million
b/d and account for about 30% of total Soviet output. Pre-
'liminary plans for 1980 call for West Siberian outpﬁt to
reach 6 million b/d, about half of total prodﬁction. Although
no plans for oil production after 1980 are available; Soviet

energy forecasts imply an output of 15 million b/d of crude

* The projected 4.7% average annual rate of growth is
slightly below the 5.7% rate attained during the 1960s.
Both consumption and exports are expected to increase at
a slower pace.




Table 1

Soviet Energy Supply and Demand,
(Million Metric Tons of Hard Coal EquivalentZ

Total Supply

Fuel production
0il
Natural gas
Coal
~Peat, shale, and woad

Hydroelectric power pro-
duction

Nuclear power production
Other energy sources

Imports

Total Demand

Consumption
Exports

Additions to stocks

1. Equivalent to 7,000,000 Kilocalories per metric

1960—30

Unofficial
Scviet 5
Actual EEEE Forecasts
1960 1970 1975 1980 1550
742 1,288 1,763 2,200 3,500
692 1,233 1,639 2,011 2,983
211 503 721 821 1,070
54 234 382 583  1035-1104
373 433 484 540, 723-794
54 53 51 67 843
6 15 20 22 34
Negl. 4 9 43 345
33 32 353 403 50°
11 14 60° gsd gg?
742 1,288 1,763 2,200 . 3,500
678 1,118 1,500 1,909 3,000
60 167 2607 300 500
4 3 3 Negl. Negl.
ton.

2. Derived from various Soviet Sources.

3. Estimated.
4. Derived as a residual.
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oil in 1990 (Table 2). If 80% of .the increase in crude

0il output were to come from Siberia, as Neperozhny states,
Siberian production in 1990 would total 8.4 million b/d

and represeni more than 55% of Soviet output. In recent
months, however, high—levél oil officials have expressed
concern that technical problems will cause o0il production

in West Siberian fields to slow down in 5-6 years, at a

time when consumption of liquid fuels will be rising steadily.
If the increase in West Siberian oil production slows

appreciably, total Soviet production of 15 billion b/d in

'1990 is unlikely. An effort will be made to discover new

"0il resources in East Siberia, an area where logistic

problems are worse than in West Siberia and where the

geology is more complex. Given the length of time required

for exploration, drilling, and pipeline construction, it

is unlikely that any sizable output of oil could be obtained
in this remote area before 1990.

Analysis of Soviet long-range energy forecasts (1975-90)
reveals a changing pattern of o0il and gas productiéﬁf
According to these forecasts, oii production is expected to
increase at an average énnual raté of only about 2.5% through
1990 compared with 8% per year during the past decade. 0il's
share in total fuel production is scheduled to decline from

about 45% in 1975 to about 35% in 1990, while the share of

-3~
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Table 2

Forccasts of Soviet Oil Supply and Demand,
1975-90 :

(Million Barrels/Day of Crude 0Oil Equivalent

1975 1980 1985 1990
A. Soviet forecastl
Supply
Crude 0il pro-~
duction 10.1 11.5 . 13.2 15.0
(from Siberia) (2.9) (4.6-5.2)- (6.0-6.4) (7.4-8.0)
Imports 0.4 - 0.6 ‘0.7 0.8
Total 10.3 1271 139 15.8
Demand
Lomestic Son-
sumption 7.2 8.4 9.7 11.2
Available for
export 3.3 3.7 4.2 4.6
To other Com-
munist
countries 1.6 2.2 3.0 3.8
TO the West 1.7 . 1.5 1.2 0.8

B. Estimates based on
continugd hich rate

—of _rmongpmnfion ..

Supply

Crude oil produc-
tion 10.1 11.5 13.2 15.0
(from Siberia) (2.9) (4.6-5.2) (6.0-6.4) (7.4-8.0)
Imports 0.4 0.6 0.7 0.8
Total 0.5 I2°T 13.9 15.8

Demand

Domestic c¢on-
sumption 7.2
Available for ex~
port 3.3 2.
To other Com-~
munist coun-
tries 1.6
To the West 1.7

L+

.
(%) [+

[
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. .

O
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-~

0 . cees
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C. More likely
estimates

Supply

Crude o2il pro-
duction

(from Siberia) (
Imports .
Total

ONW
)

-
(=
.
[=IERV-X )
-
Lt -~
N [~
. .
=]
~
o~
wo
. .
(=]
-
—~
@
. .
o
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Demand

Domestic gon-
sumption
Available for
Export
To other Com-
munist coun-
tries
To the West
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1. Bascd on i1nformation from numorous Sovict sources.

2. Increasecd during 1976-90 at an average annual rate of 3%,
3. The volume of oil available would ‘permit Eastern Europe
to increase oil consumption at an average rate of 6-7% per
year during 1976-90. .

4. Increased at an average annual rate of 6% during 1976-90,
5. Average annual rates of increcase: 5% during 1976-80; 4%
during 1981-35; 3% during 1986-90,

6. 2Assuming Soviet deliverics of Sakhalin 0il to Japan.
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natural gas rises from less than one-Zourth in 1975 to as

-

much as one-~third in 1990.

Outlook for Exports

According to long-range Soviet forecasts, the USSR will
femain a sizable net exporter of oil. While the USSR will
double imports from 400,000 b/d in 1975 to 800,000 b/d in
1990, net exports are to rise from akout 2.9 millicn b/d
in 1975 to about 3.8 million b/d in 19%90. This volume of
exports would provide the bulk of fhe 0il needed by Eastern-
Europe to maintain a 6 to 7% rate of growth in o0il consumption
durihg 1976-90 and would at the same time maintain exports
to the Wést at of neaf current levels (see Table 2). This
position probably represents the best that the USSR could
achieve with maximum western assistance.

Indeed, the USSR probably will have to reduce the rate
of 0il consumption by substituting more readily available
natural gas vhere possible in order to maintain a net oil
 export position through 1990. A 5%-6% rate of growth in
démestié consumption of oilv(whiph is less than the 7-8%
that prevailed over the past decade) when combined with the
reduced rate of increase in production indicated by Soviet
forecasts would require the USSR to be a net importer of

0il during 1986-90 (case B in Table 2). The USSR undoubtedly




will strive to avoid this situation and should be able to
curb domestic consumption. A more likely estimate of the
Soviet supply--demand situation for the period after 1980
(case C in Table 2) assumes an even lower rate of grthh in
pfoduction than is indicated by the Scviet forecast and
declining rates of increase in consumption. The USSR would
thus be a'neteﬁgorteﬁiffiggog}dlin 1990, an amount roughly
equal to Soviet deliveries to Eastern Europe in 1973.
Without western assistance, either in the form of
cooperative ventures or in the sale of equipment and - -technology,
the USSR will be hard pressed to produce and deliver the
increased amounte of gés required for an expanding domestic
economy and for export. Forecasts for production of gas
during 1980-1990 appear too high as they are based on plans
for production in 1975 that subsequently have been reduced.
Although some of the largest gas reserves in the world are
located in the northern regions of Tyumen Oblast in West
Siberia, development of these reserves is proceeding slewly
because of the difficult permafrost conditions and éhe lag
in construction of gas pipelines..  Soviet long range
forecasts of natural gas production (assuming é 7% average
annual rate of increase) and a more likely estimate of

output during 1976-90 (assuming an increase of 5% to 6% per

year) are presented in Table 3.
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Table 3

Forecasts of Soviet Supply and Demand for Natural Gas,
1975-90
(Trillion cubic feet)
1975 1980 1985 1990
A. Soviet Forecast )
Supply
Natural gas _ §
production 11.3 17.1 23.7 30.4-32.5
(from Siberia) (1.4) (6.0) (11. 3) (16.6-18.7)
Imports - ' 0.5 - 0.7 1.1 1.1
TOTAL 11.8 17.8 ©24.8 31.5-33.¢€¢
Demand
Domestic /
consumption= . 10.9 16.2 21.4 27.5-29.7
Exports: 0.9 1.6 3.4 3.9
To Eastern
Europe 0.5 n.9o 1.1 1.4
To Western
Europe 0.4 0.7 0.9 1.1
To the US ) 0 1.1 1.1
To Japan 0 0 0.3 0.3
B. More Likely Estimate
Supply
Natural gas '
production 9.7 13.4 17.7 21.2-23.0
(from Siberia) (1.4) (4.2) (7.8) (10.6)
Imports 0.5 0.7 1.1 1.1
TOTAL 10.2 14. 18.8 22.3-24.1
Demand
Domestic 1/
consumption= 9.3 12.5 15.4 18.4-20.2
Exports: 0.9 1.6 3.4 3.9
To Eastern
Europe 0.5 0.9 1.1 1.4
To Western
Europe 0.4 0.7 0.9 1.1
To the US 0 n 1.1 1.1
To Japan 0 0 0.3 0.3

1/ Obtained as residual (supply-exports).




Implications for the Soviet Hard Currency Position

The USSR has every reason to push oil and gas production
beyond the margin of Soviet and East European requirements
since the sale of energy products is a key factor in its
hard currency exports. Soaring oil pcices have made the
difference between surplus and deficit in the USSR's hard
currency trade account. Earnings from the sale of o0il in
1974 may reach $3 billion, more than 40% of total projected
Soviet hard currency earnings. Hard currency revenues from'
the sale of oil should continue to rise for a while perhaps
reaching $5 billion. As suggested above, however, the
amount of oil available for sale to the West will level off
around . 1980 aé increased production from existing
sources is matched by increased domestic demand and commit-
ments to Eastern Europe. ?ft%§80, further price increases
would be neeced to keep annual dollar earnings around-the 
$5 billion meark.

The increasing natural gas deliveries-to Western Europe
_ﬁnder cdrrent contracts during the balance of the decade
will help fill the breach. By 1980 annual hard currency
earnings from gas exports could reach $1.3 billion. Earnings
from coal exports will also rise, largely as a result of the
Soviet-Japanese agreement to develop the Chul'man deposits.

Earnings from coal and coke, forecast at $200 million in 1974,

could reach $460 million by 1980.
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If new sources of oil and gas are not developed by
the end of the 1970s, the growth in Soviet hard currenc§
earnings could fall off drastically, limiting the growth of
Soviet imports from the West. In the absence of new arrange-
ments , 1985 earnings from the sale of oil, natural gas,
coal and coke.should reach roughly $6 billion, perhaps 15%

less than in 1980. But if the Soviets are successful in

‘obtaining Western assistance in the development of the West Siberie

- East Siberian

(Urengoy) andA(Yakutsk) natural gas deposits and the offshore

natural gas and oil deposits surrounding Sakhalin, earnings

from these new sources would more than cover the expected

"decline in exports from traditional areas. In any event,

coal exports from the Chulman basin will probably approach

$1 billion by 1985, cushioning the effect of any decrease

in o0il and gas exports to the West. Combined annual earnings
from the above three projects alone could exceed $5 billion
by 1985.

Durinq 1985—90,.additional development of the Sakhalin
area and/or the development of cher offshore deposits could
provide additional sources of hard currency earnings. More-'
over, as noted in Table 3, an increase in natural gas

exports to Western Europe during the 1980s remains a distinct

-poséibility; Italv and Austria have already voiced their

interest in receiving additional supplies.




Implications for US and World Energy Supplies

-

Regardless of the effort undertaken by the Soviets
to develop Siberian o0il and gas resources during the next
15 to 20 years, with or without western assistance, the
USSR will not be a major factor in world energy trade

- ® TIf the proposed cooperative ventures for exploration
of Séviet natural gas deposits by the US and
Japanese firms materialize, the liquefied natural
gas (LNG) delivered to the US and Japan will
represent at best only 1% to 2% of the total
energy supply in either country.

° EQen if the Sakhalin offshore venture is successful,
0il exports from this area through the 1980s are
likely to represent only a very small share of
world oil trade or of supplies.to Japan.

’0 While Soviet exports of natural gas to Westerﬁ
Europe may constitute as much as 10% of the importing
countries' total gas supply during the 1980s, they
will account for only a very small share of tﬁéir

total energy supply.

-10-
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F. US Trade and Investment Opportunities in Siberia

-

The Range of Opportunities

| US-Soviet trade negotiations have already dealt with
many large projects in Siberia, and a number of other
proposéls are likely to turn up in the next 20 years.
Most of those proposed or expected would involve large,
long-term US credits, would result in large-scale US
exports of machinery and equipment, and would eventually
be repaid by Soviet expofts of the products of these
devploﬁment projects. The opportunities cover a range
of 1ndustrles_—— energy related meta lurglcal auto—.jnf
motive, chemical, and 1nfrastructure At this p01nt,

the largest and most promising projects seem to be in

the energy and metallurgical fields.

Energy-Related Projects

The US has been negotiating two gas projects with
the USSR. One, a joint effort with Japan to'develoé
natural gas deposits in the Yakutsk region in Eastern
‘ Siberia, has beén.pending since a general agreement was
.signed in 1973.° Firms in Japan and the US héve agreed
to invest $100 million each in exploratory drilling to

verify the reserves claimed by the USSR. Additional
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financing chld be required for a 1,200-mile pipeline _
from Vilyuysk to Nakhodka on the Pacific coast and for
liquefaction and port facilities. Western plant and
equipment from the US and Japan wodla cost an estimated

$3 billion with investment. In return, the USSR would

deliver 1 billion cf/d to the US and to Japan. An

- agreement wés signed on 22 liovember 1974 among all varticigpants

to undertake the exploration phase of the venture. However,
US participation is contingent upon Eximbank financing.

North Star, an LNG project involving only the US,

: would be a cooperatlve venture between the USSR and

three US Llrms The US firms would supoly gas well
equipment for development of the large Urengoy deposits
in Western Siberia, large diameter pipe and other
pipeline equipment, liquefaction and port facilities at
Murmansk, and technical know-how. US investment would
be $3.5 billion, and the consortium is seeking Eximbank
participation in the amount of $1.25 billion. In return,
the USSR would supply 2 billion cf/d of LNG over a
25-year period. Difficulties over financing, pricing,
and last minute Soviet demands for additional plants

end 0ilfield equipment have stalled negotiations in 1974.

-2
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A'Soviet oil development project under negotiation
also involves joint US-Japanese participation. Gulf 0il
and a Japanese consortium have agreed to explore one
area off the northeast coast.of Sakhalin and will
provide'$100—$200 million in long-term financing. The consortiuin
will receive  a long-term option to purchase 50% of all oil
recovered. Totel Western investment to explore and
develop one or two major offshore oil fields might
exceed $1 billion. Gulf 0il is participating in return

for sole rights to explore other offshore areas sur-

rounding Sakhalin under a more lucrative arrangement,

" which cduld result in“an additional- $1 billion inwestment. -

A ;ong—range development possibility late in this
period could be US participation in offshore exploration
and development in the Kara Sea. US investment could
amount to $2 billion, presumably with some sort of
product payback afrangement.

Metallurgical Projects

Kaiser Corporation has signed a preliminary agreement )
with the USSR to provide $1.4 billion in Western equipment
on long~term credits for a 1 million ton-per-year alumina

refinery, a 500,000 ton-per-year aluminum reduction plant,
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and a large rolling mill. The reduction plant presumably would

-

be located near the Krasmoyarsk hydroelectric plant. Kaiser might

help to develo
also A bauxite dep031ts, but the location of these derosits has

specified.
not been /\ If a contract is 51gned Kaiser would form
an international consortium to help manage the project
as well as to market the aluminum supplied by the
Soviets in repayment of the Western credits. The USSR
" has also told Kaiser of its interest in building one or
two additional large aluminum complexes, which could
or $2 billion in Western
involve an additional $1 billionA investment, but
plans are unclear and seem ceared to a tlme period near
. arxently oo L
19904 Anothﬁr Dllllon dollar alum ‘num vaJec+ ‘Sgnndmr Loole

negotiation w1th a French firm.

Infrastructure Development

The USSR is pushing ahead on constrﬁctian of the
Baykal-Amur Maéistral (BAM) railroad across Siberia.
Soviet purchases of Western equipment for this line are
expected to total $2 billion, of which $500 million in
contracts have already been signed. The US has received

$100 million in contracts so far and is expected to

receive additional large contracts.
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participation are difficult to determine because plans for

the development of infrastructure are far from settled and

because thevextent of raw materials deposits is uncertain.
Much of the seemingly>héévy'investmené in the early period
may spill over into the later periods, both because contract
negotiations may be protractéd and because construction
probably will fall behind schedule.

In the next 20 years, US contributions to Siberian or
Far Eaétern projects are most likely in the Sakhaiin offshore
oil and gas depqsits, the Yakutsk LNG project, the aluminum
cgmplex with Kaisgr, the BAM rgil;oad l;pe, the truck plént
at kfasnoyarsk; éné.pétréchemiégi‘combihéé at Tomsk and
Tobolsk. Projects less likely, but possible, in this period
include the North Star LNG project, a second Sakhalin offshore
oil project, additional aluminum complexes, and some parti-
cipation in mining projects. For example, US firms may help
in developing the udokan copper deposits east of Lake Baikal.
Costs for this mammoth project may exceed $2 billibn and
would entail large orders for Western equipment. In addition,

the United States will be selling equipment for use in other

‘projects involving other Western countries.




: ‘\*’\*OW\»

GUI I TTHL

Investment through 1980 for the most probable

-projects with Western help could be about $10 billion,

- of which the US share might be about half. Another

$4 billion in projects are possible for this same period,
and the US share could be $3.5 billion (the North Star

project).

Although projecﬁs for the 1980s are espeéially hard

to evaluate, further development and large Western

investment can be expected. Completion of the new
rail line and its associated facilities will open formerly

inaccessible areas to development. Naw power sources

will attract large powér-comnsiining metal industries in

Sberia. Development of the Siberian gas fields will
encourage development of chemical plaﬁts,vand the need

for o0il will undoubtedly spur development of offshore fields.
Nonetheless, we do not know enough about Soviet plans

to identify more than about $10 billion worth of

projects in the period after 1980. These projects have

' been mentioned by Soviet officials in talks with

"Western nations and cover further development of enefgy

resources, power consuming metallurgical plants, mining,

and pulp and chemical plants.




UOTTTT] L$~UOTTTT]

UOTTTTY YI$-UOTTITTG 0TS

€S
e8P 3I8TAOS-SN 2Tgqeqoxd “wcoﬁaaﬂg S €S
30BIJUOCD UOTITTIY wuﬂw . .
>J Butaeraobsu mou a9sTEY | DTQqRgoad GOHHHHQm.Nm-COﬂHHHQ T$
po31D8dxXs DUON 2Tqeqoxd COHHHHQt.Nm-COﬂHHHE.ommw
soTes juswudIinbd IOUIW uteijxs) UOTTTTW 0S¥S |
sx030%va3 .
53 30®BI3UOD UOTITTW Q0TS - ,
TB3dO sBY WITI SN 83ep OL °1qeqoxg -+ UOTTTTA T¢
suoIjeI20H9U -
UT poaaATOAUT TTO IFTRO STqeqoxg UOTTTITY T$-UOTTTTW. 00TS , .
uotaed o
ToT3IxRd %0G SARY SWIATI SN STqeqoad ; UOTTTITq €53
uoT3IedIOoTIIRd SN snjels . AUDWSATOAUL UIS]}ISBM
TBTUD2304 3O anTeA
08 =CLGT

TYVICL

Juswcdorsasd
ONTI IB3S Y3IOoN

= Piachfetii{ely)
UOT3ONPOId WNUTLRTVY

jusudoTesag A13s59103

TeoD ueu, TAud

preoIrted

TexastheN-Inuv-Texied

zugwdorsaad
pue uoilRICTCKT
TTO 2a0Ys3iz0O UTIBYL=S

juandoiansg ONT Xsanex

3oafoag

BTIDYTS ISTAOS UT JUSWISDAUI UIDISOM




sde

PR

RS Y

¥

aT1qrssogqg - - JusudoToasg 9oanossy Iaylp

. ®Iqrssog Do B S3URTd 19935
| sTqegoid _ - e JueTg ¥onxg
IOUTH n ' ucmﬁmoﬁmwmo Ax3so103

. I

Ioutp : . ww n@. Juswdoraaag Tro) 4
9T QTSSO | ;m B jusudoTaaag xsddon
oTqeqOxg | o - BUTUTFOY wnuTwATyY
STqeqoxg o _mm | | _ 1TO ®Ioysizo
°Tqeqoxd | o | , .. S3ueld TBOTWAYD
uotzedrIorlaied sn . . v. . . _ _ JUSWDATOAUT

UI33sdY TRUOTITPPR XOF seale xayzang

066T-086T

Ammvaﬁuaouv
BTIDATS 3IBTAOS UT JUSWISDAUT UIDJSOM




Implications for US-Soviet Trade, Credits, and Technology
~ Transfer - ’

Us investment in Siberian projects could produce larée
US export surpluses in 1975-85 as a‘result of machinery and“
equipment deliveries. In addition, the US will eecure large
contracts associated with Siberian projects involving other
Western nations. For example, US technology andvknow—how
are essential to the Siberian mainland and offshore oil and
gas projects. US eguipment and know-how are also sought for
metallurgical
most of the A projects in Siberia. In the later stages
of the period, Soviet deliveries of the 5il and gas from
these projects would greatly increase Soviet exports to the
'AUniteﬁ'States;: SoVietftrade_with~the ﬁhited'StéteS'could'
show a surplus in the 1980s unless US exports for other
o O projects offset US imports of energy and raw materials.

The magnitude of the probable US investment in Siberian
development projects through 1980 -- $4.5 billion -~ raises
the question-of how it is to be financed. Addlng the p0331ble
$3.5 billion 1nvestment for the North Star project in this
period accentuates the problem. If the USSR follows its
usual practice of demanding maximum credits at low rates of

~interest, US firmé_would not participate in some of the
projects. Under new regulations proposed by Congress,
Eximbank participation will be more limited and less
competitive than the government-sponsored credits of certain

-10-
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Western European countries and Japan. The large LNG projects,
which entail maximum Eximbank participation at the lowest _
interest rates available, would be most affected. The other
projects would ﬁot seem to be endangerea by the new Eximbank
regulations. US credits miéht be impértant to the timing of
these projects, but the USSR can find aiternative sources or
go it alone.

In energy and mining the USSR would benefit from superior
US technology and equipment and from US mahagerial, planning,
and engineering skills, although as in turnkey planﬁs and
'piecemeal acquisition, Soviet ability to master the technology
and blend it with domestic machinery has been limited. The.
-gas, 6ii, éﬁd ﬁ;nihg pLojects in éibefié woﬁld providét. |
opportunities for the SoQiets to observe and improve theii
managerial, plaﬁning, and engineeringAskills -- areas they now
recognize as needing an infusioh of Western know-how.

In fact, in several of these projects the United States
clearly possesses ﬁhe best technology in the.world or is
indeed the sole supplier. In the petroleum industry, the
'United States is acknowledged to be the best éupplier of
complete systems for onshore, offshore, and permaffdst
exploration, production, and pipelining. 1In the automotive
field, the United States_has the best specialized machine

tools (e.g., transfer machines) for high volume output and

-11-
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computerized warehousing systems, and it is probably the only
source for the design of very large automated foundries. _With
the pressing ccastruction needs in Siberia, the‘United States
is the sole supplier of heavy duty indgstrial tractors and the
largest sizes of earth-moving equipmeet, such as front-end
loaders and dump trucks.

One new advantage that the Siberian projects offer the
Soviet is the long period of exposure to advanced Western

technology, know-how, and operational skills because of the

‘extended period of development in this area. Energy projects

using Western, particularly US, .technology and operations

_could extend for as, long as 15 to 20 yedrs 1ﬁ all orOﬂects

dlscussed above are started rnhe same tlme frame orobably

applies to mining. Long exposure to Western know-how and
management techniques should facilitate the technology transfer

embodied in these projects.
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