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MEMORANDUM FOR: Director of Central Intelligence T -  i§%7 .
THROUGH : Director, National Foreign Assessment CentéZ( ' ﬁ‘:
FROM : National Intei]igence Officer for Warning &- f;f
SUBJECT : NIO "Worry List" for January -~

- This memorandum is dnawn from the memonanda pre~
~ pared fon you by the .individurl NI0s after discussion
with other analysts of the Community. 148 purpose is.-
to alert you 4An succinet terms to potential develop-
ments that, in the NI0's view, couEH in the next few -
- months become mattens of serious concern. It is not
.. an estinate that these developments are Likely to oceuwr; -
. nather it is an attempt to single out the blacker clouds
. on the intelligence officer's horizon. : S

1. The most urgent problem.

The Vietnam-Cambodia-China-USSR Imbroglio. The chain of ~
events since the last meeting of community analysts in late November - -
has moved to a point where the possibility of Sino-Soviet armed con-

. flict growing out of these events is now one branch point closer than -
it was. The Vietnam blitzkrieg overrunning Kampuchea has been followed
by both widespread Kampuchean guerrilla resistance and a large-scale -

_Chinese military buildup on the Vietnamese border. The manner of the A

“Tbuildup, its timing and the mix of forces involved have increasingly  ogxq
suggested Chinese offensive intentions. The Soviets have not I
committed themselves to any particular course of action in response,
but might in fact respond to a Chinese move against Vietnam with
presiure of some sort on the Sino-Soviet border.
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SUBJECT: NIO "Worry List" for January

2. New Concerns I: The Fallout from Iran

Iranian 0i1. Any consideration of the uncertainties sur~ -

rounding future trends in Iranian oil output clearly raises the specter

of global market stringencies. It is even conceivable that later this

year_ the world will face ecanomic hardships and political tensians

reminiscent of the 1974 OAPEC/OPEC induced crisis. An annex ta this - -.r -0

memorandum describes possible trends in the global 0il market this year .. -
" and exami e problems that would be created by an 0i1 export short- B

fa]].[ngsth Toexq . T T e

" The Soviet View. One specific contingency is the eventual emergence

- of full-scale, prolonged Lebanon-style civil war in Iran which would
bring the question of Soviet military assistance to one side into play..
In the event of an open split in the Army and emergence of a struggle RS
involving armed civilians, it is conceivable that the Soviets would then - -
covertly funnel supplies and other assistance to some forces on the side

- they favored, while professing nonintervention. It is also possible
that under these circumstances the Soviets would move troops to the e
adjacent frontier, and that they might caution the US against assistance o
to one side under pain of active intervention by Soviet forces to help - . -
the other.\ ‘ 25X1 R Lo E

u//, -~ Nigeria. Analysts believe that military intervention to derail the - =
process of transition to civilian rule is now more likely in the coming . -
- months than it has been heretofore. Also, the Nigerian leader-ship is™ =~ =~
- giving more serious consideration to using oil as a political weapon . ioLC
- than it has in the recent past. Developments re Iran will be the RS
central element here, in that a shortage of 0il worldwide would open -
opportunities for the Nigerians to press the US on southern Africa in a -
" way they have not previously sought to do. HNigeria now provides a .
significant percentage of US crude imports, but also is heavily depen-
dent on continued sales to finance jts own politically important .
development program. 251’ S .

Mexico. As a direct result of events in Iran, Mexico is acquiring
new clients for its oil -- notably, France, Japan and Israel. While the
US will receive a lower percentage of Mexican o1l than previously
antipipated, the actual quantity will be about the same because of
increased production. Diversification of Mexico's o0il exports is likely
to make Mexico more independent in its forthcoming negotiations with the

Us. 25X1
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SUBJECT: NIO "Worry List" for January

3. New‘Concerns II.

Morocco. A series of disturbing events have increased oyr
concern for the stability of the monarchy: more leftist activity
(students and labor); continued poor economic performance; its solitary
position on the Western Sahara; and deteriorating morale in the Army,
bogged down in the Western Sahara. In T1ight of events in Iran, it is
worth noting that there exists a certain degree of contagion in the = -
overthrow of monarchies. : . . L o

\//’," Egypt. As in Morocco, there are some disturbing signs about
internal stability: the rise in consumer prices; a resurgence of the
Mus1im Brotherhood; clashes between Copts and iuslims; and the stalled
peace negotiations with Israel (which is causing some Egyptians to SR
question Sadat's policy, even though Sadat apparently feels the delay is = ¢
working to his advantage). In light of events in Iran, Sadat sees :
himself as the new policeman in the region -- witness his decision to
send 200 tanks to Somalia. Sadat is good at balancing problems but he
may be getting close to the point when he has too many balls in the air.
The regional role he perceives for himself may blind him to internal
developments. . o o :

\////- Lebanon. Signs in the south are ominous again, and the north is = .
“ marked by procrastination. With the return of good weather in March and R
"April, we expect to see hostilities being renewed as the Christians '
again try to get rid of the Syrians. Sarkis’ weakness during the RN

. current Tull in fiahting means another wasted opportunity for some sort S

of solution. : . ‘ S e

Pakistan. The Supreme Court may return a decision on the Bhutto = . .
- case this month.  Any decision will increase the 1ikelihood of po~ -
litical instability and civil disorder. If Bhutto is executed, his :
followers may take to the streets; if he is spared, the Army leadership -
will be reinforced in its unhappiness with President Zia and more qn-
clined to move against him. S
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SUBJECT: NIO "Worry List" for January

4. Continuing concerns. S A _ 25X1

57///H . Poland. The economic dilemma and growing malaise ci i -
last Warning Report have now been stro r]ined(tﬂd_lnrhaw O
hﬂnﬂnﬁﬁnffjnglyundﬁ He suggested that one. 25X
; outcame could bg widescale rioting, possibly leading even to -

Soviet int this pessimistic outlook is supported by
it is not the view of all observers; Embassy
warsaw, wnile recognizing the seriousness of the Polish economie

position, has concluded that the outlook is far from desperate.

- Spain. In the face of escalating attacks by the Basque and -- - 25x1:;
apparently -- other terrorists, the Suarez government has lost ground .
this month in its struggle to retain the confidence of the security
forces. Ranking military officers have participated in public demon-
strations of frustration that have delighted the ultra-right, police
commanders have requested reintegration in the army, and tensions in the
ranks are high. We see no respite for the government -- either before
or after the March elections. . The Basque terrorists reportediy have the
capability to carry out even more disruptive acts of violence. If the -
victims were prominent enough and the timing right, we believe the

- government could find it very hard to control the reaction. Nor in such
circumstances do we exclude the possibility of some direct move against - -
the government by elements in the security forces. 95X ‘

Italy. It is increasingly likely that the Communists wil] dis- -
sociate themselves from the Andreotti government and thereby bring it N
down within the next few weeks, throwing Italy into yet another serioys N
political crisis. 55X - - : o -

L//r Syria-Iraq Rapprochement. In November 1978 we noted the radica]—'-"s
i

zation of the Arab moderates as a result of their weak performance at
the Baghdad Summit. We continue to be concerned by the additional steps
toward rapprochement between Syria and Iraq. There is a possi-bility of
effective and lasting Syrian-Iraqi cooperation -- military, economic,
and political. President Bakr's trip to Damascus next week should .
produce something tangible in cooperation between the two countries;
additionally, the PLO and Jordan may well be brought in on the latter
part of the "summit." The implications of all this involva possible
future Israeli (military) reaction. The Israelis might not allow the
Iraqis to fill the currently unexplained, division-size gap in Syrian
defensive positions on the southern Golan Heights. DEX
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5. Areas of lessened immediate concern.

Romania. The Soviets have nof

yet fo
to Ceausescu's spectacuy

und an effective response
lar acts of pub]ic.defi

ance. By publicly airing
ommand and control, -
ts of his challenge
sely the threshold :
he appears to have gotten away
ence that the Soviets have yet '
ed with measures drastic enough to =
25Xt -

nd previously established limi
this time approached more clo
For the time being,

to Soviet authority and
of Soviet tolerance.
with it, in the sense that we have no evid
decided to risk the costs associa
bring Ceausescy to heel.

Nicaragua. The present delicate state of the mediation effort fed

~ by the United States is at the point that the Broad Front (FAQ) opposi-
tion is beginning to flake apart, while Somoza appears to be at least as
Strongly entrenched as ever. Somoza's ability to double the strength of -
the National Guard seems to have demoralized the FSLN, which is Timiting
its harrassment of the Somoza Government to localized attacks. A full- -
scale FSLN assault on the government now appears unlikely. - Meanwhile,
other Central American governments are uneasily watching the threats to
Somoza. The Govermment of E] Salvador, already beset by terrarist

problems, believes it will be next if Somoza falls.
" Rhodesia.

L///;nticipated woul

. ized as we expected.
objections

25X1 . -

relationship which we had o
ts and ZANU has not material-
caution, there have been e
leadership, who at least up = -
ons. The Soviet-ZANU

but the Soviets certainly show ne signs of . -

ct they intend to make this part of their

The more direct assistance
d develop between the Sovie
In addition to Soviet
and counterarguments by the ZAPU
to now have been the focus of Soviet attenti
relation may yet develop;
being in a hurry, if in fa
. game,

Regarding Cuban activities, we do not see any specific indications
that more Cubans are about to arrive

there will be shifted about in a majo
ation" in regard to Rhodesia still ca
Cuban participation in the defense
government base areas,
development with regard to Cubans in

in Africa or that those already
r way. The "logic of the sity-
11s, in our view, for additional

of Zimbabwe guerrilla and host
but, again, we do not se

e any fundamentally new
he next three months in either

southern Africa or the Horn.

25X1
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SUBJECT: NIO "Worry List" for January

The Beagle Channel. The danger of

Argentine-Chilean hostilities
has markedly decreased with the beginnin

g of Papal mediation.

South Africa. Concern over the possibility of renewed a

ctivity at
the Kalahari test facilit has abated in the last month

. 25X1
izy;,:) (R
RICHARD LEHMAN
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HFAC No. 0397-7g
January 1979
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- Potential 011 iarket Probiems in j979

anl f 07l ma 73 ' LT e e
; S:i:£a2;§: 2;7 shortfall in ;ﬁ:tfylgl Probably be abla %g cope with "
sreafter. From spring through summer, of} stocks a L
> re

usually rebyij
¥ rebuilt, in contrast to the drawdowns that normally tax
: C ake

by spring.
pring A]thaygh ears of a supply shortage would ease, the
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put. (This
believes it _Case assumes that g p A
n . ew gove
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Yoderate Risk ~ Iranian output averagss some three milljon b/d.
Under this scenario market conditions would remain tight even if nan-
Iranian broduction remainad at Current hich lavals, Thus almost any
pProlonged sharp drop in oulput of the other major Producers couid
Produce a3 Supply crisis. (This case assumas that tha Successor govarg-
ment abandong much of the Shah's modarnizatign Program byt seijs '

- enough oil to Sustain at Jeast g modest standard of Hiving for the

Populace. ) - _ : o

High Risl ~ Iranian oi] output remains below ona million b/d Cohe
for most of the period. (This case would stem fron either prolongad - -
civil disturbances reflecting continued gova mental incapacity, or
from the instal]ation'of a highly Tundamentalist regime which Seeks .
deliberately to isolate the country as complately as Possible from s
foreign influences,) o . o S

_ The above depiction of a range of pdssibi?ities suggests fhat,'ff;?f%
- under all pyt the most optimistic circumstances, the world market = . ]

Supply trends. Once these groups believe that they will be unahle - .-
to replenish stocks, thay wily be more inciinad to hold ontg or, evep - -
worse, buiid inventories rathep than draw thenm down. This woyld make -
consumption cutbacks necessary earlier than stockpile levels would in- R

PEC meeting, and Saudi Arabig -- because it is already operating
. at near-capacity -- would have little power beyond mora] Suasijon,
to hold the lipe. - . S
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A substantia)l increase in oi}

- €xpected economic growth. As was t
iS now attempting a sg called "soft
would slow somewhat in order to relieve inflationary pressures. With
much higher energy prices, the landing could again be "hard”, with
inflation rates remaining uncamfortably high. The economies of .
Western Europe are in the best position since the 1975 recession tg -
accelerate economic expansion. Sharp hikes in 0il prices would nip
this opportunity. Japan, already heleaguerad by the difficulties R
of turning jts economy inward and the most dependent on o1} imports, -
may find its economic growth particularily hard hit. In all developad -~ -
econamies, the economic cushion provided by exports to OPEC would e

i 1974 and 1975. Although OPEC states vould -

~ once again have vastly increased spending power, only a few would = -
greatly expand foreign purchases. . R R

prices would, of course, depress
he case in 1973, the U ited States .
landing”, whereby the economy

- The troubles among developed countries would inevitably spread BT

. to the LDCs. The payments positions of many LDCs, especially "upper L

. tier* ones, are expected to weaken substantially this Yyear, and e

. highar o0i1 prices combined with lower exports to the developed world L

~ would unquestionably make conditions worse. The poorest countries PR

- Would be asking for more aid at the very time the developed countries - .-
. . cauld least afford such outlays. If the ojl price hikes come this SR
- spring, they would affect the tone of both the UNTAD V conference in .

- May and the Tokyo Summit in June. o C e e

' | The Saudi Arabicn Foctor - The pressures facing the Saudi - .- ARt
!eaders@ip have intensi?ie? as the angdomfs 0il export level has AR

- beginning to emerge, its faith in the value of its alliance wi
- United States is bain i
near capaci

_ the dilemma

“ vulnerable. > and may be tempted, to use their

011 supply Teverage to achieva objectives in the Arab-Israeli arema. = .-
At the same time, their perceived dependence on their long-time alj g
- the -United States,

Will deepen, as the uncertainties in Iran add to | . -
- their anxieties (felt by the Saudi establishmant) over the growing
Soviet involvement in the regiop. ijep these circums tances, the

If the US extends, and the Saudis agree to, such an arrangemant, it
might be possible to convince the Persian Gulf sheikdoms, Kuwait and -

the UAE, to participate in such an accord. The accord might include
a provision for temporarily 1ifting self-imposed production

a move which would add more than one million b/d to global oi] supplies.

- 3-
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Non-Price Reactions by 0il Exporiirg States - Some oi]
producing states may alsg try to advance their parceived political
and economic interests other than through higher oil prices. Thesa
could range from effarts by a single state (e.gq., Mexico) to link
increased oil exports to US trade concessions ar US treatment of
migrant labor, to efforts by a group of states (e.g., Arah o0i] pro-
ducers) seeking to influence the course of devalopment of a settlement
with Israel. The Scape of action could ranga from the most subtle
verbal hints to open threats of concrete action, such as a Timitation
on production.* In most cases, however, their actual Teverage will
be Timited. 0i1 producers wiil have to cope with weaknesses such
as OPEC members® unwillingness to halt the flow of oil for fear of
losing needed foreign exchange. Also, each producer will have to

- weigh any such action in the context of its. overall foreign relations-_ffqif?'

| Compatition Amo Tmporti Couniries - Competition for oi] -
"on the world market couid lead to tensions between consumers, - -

- especially the United States and its OECD partners. These intra- = = - i«

OECD strains, however, may be significantly less than in 1973-1974.

- Governments have learned from the earlier experience that a scramble
" for oil supplies is self-defeating, in that it neadlessly drives up
prices and leaves the buyer stuck with high-priced oil contracts e
- once supply conditions return to normal. In addition, the Inter-

national Energy Agreement, adopted by 18 member countries, provides

- at least a framework for allocating available supplies of imported

0il. It has riever been tested under actual conditions,howeyer.and itds 7.

~ Questionable whether it could function effectively in the context -
- of severe oi]_stringenciesi_ L e

A 8_in US-Israali Relations - Israel's sense of insecurity LnEend

and isolation has_already been heightened by the Toss of Iran as an
ally and oil supplier. This may stiffen its determination to ha

. $elf-reliant, making a peace settlement more difficult. At the same e
-~ time, possible oil market stringencies later this year may -force

. Tel Aviv to invoke its oil supply agresment with Washington. ‘A flow
- of US 0il1 to Israel would come Just at the moment when the United
States may have to impose domestic restrictions to conserve oil.

-4 o 25X1
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- largely because Teheran has such a large cushion in the form of - U
- foreign. exchange reserves outside of Iran. More serious problems - - .

.~ to copa. We do see one remote possibility with wider ramifications.r;:j}
- A fundamentalist regime in Iran might decide to abrogate its foreign ...
"~ debts, on grounds they were the product of the Shah's "illegalities". .. -
. Some Western banks with a large Iranian exposure and a weak financial .

: - market. .

* Approved For Release 2008/08/13 - CIA-RDP83B01027R000300120026-7

Reaffirmation of the Plutonium Ecoromy - Thz Iranian 0il cut-
back will strengthen  the convictions of those wha Tavor additianal
R&D on plutonium-based reactor systems predicated on reprocessing.
Rapidly rising 0il1 prices would certainly reinforce their position,
Turther complicating US efforts to stall the davaloprent of these
plutonium-based systems. -

% * *

A Serious Global Finacial Crisis? - This is a large and cohplex“f;fi
issue that should ba discussed separately. "So far the internatianal o
Tinancial consequences of Iranian instability have been minimaj

could emerge in the next few months, however. bYhile these could _
hurt individual banks, the international financial system is able -

Structure could go under. A chain reaction is then possible if the = :
banks concerned are deeply involved in the unregulated euro-dollar .-~

25X1
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NIO "Worry List" Items

Nigeria. Analysts believe that military intervention to
derail the process of transition to civilian rule ié now more likely
in the coming months than it was last year. General Obasanjo is
trying to keep political égitation aﬁd violence within bounds, but
his chances are problematic. Nigerian oil production is up, for
financial reasons as well as Iran, but the Nigerians may still be
tempted at some point to try to find in their oil political leverage

over US policies re southern Africa.

Rhodesia. We see no change in the pattern of the armed guerrilla
struggle, but possibly an increase in the intensity, although we
expect Smith will be able to conduct elections in April as per his
timetable. Absent some further settlement, we still think that we
will see some degree of increased participation by Cubans in the
Rhodesian situation, especiallybin the defense of the Zimbabwe
guerrilla base areas outside Rhodesia. An extension of the warfare

into Botswana, or even possibly Tanzania, is a continuing threat.

Zaire. The longer term threat to Shaba remains serious, despite
the current disorganization of the ex-Katangan grouping and the co-

operation between Mobutu and Neto in Angola. Danger in Shaba could
r .
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be especially acute after June, if the intef-African force with-
draws. The food, medical, and general economic situation in
Kinshasa itself is deteriorating, and we camnot predict when or if
rioting might occur against Mobutu's security forces there. Exile

elements evidently are trying to take advantage of these circumstances.

Approved For Release 2008/08/13 : CIA-RDP83B01027R000300120026-7



Approved For Release 2008/08/13 : CIA-RDP83B01027R000300120026-7

The Communist Party's break with the Andreotti government
shifts the emphasis in Italian politics back toward confrontation,
breaking a long trend that saw the Commmists inching steadily
toward a fuller and more overt role in the governing>process. The
Commmists feel they must take a tougher line toward Andreotti
and hié fellow Christian Democrats, yet they will hot want to
jeopardize their hard-won reputation as a responsible and cbnstruc-
tive political force. The Christian Democrats, troubled as always

- by their own internal factional problems, seem moretwilling now

than in the past couple of years to confront the Commmists.

Because no party's options are clear--and also because decisions
in each case will be heavily contingent on the actions of others--
all the participants are likely to move very cautiously, and it is
unlikely that we will predict in any detailvhow the crisis will
develop. Certain broad trends can be discerned, however. First,
it seems likely that relations between the Christian Democrats and
Commmists will grow more tense in the next few weeks, with increased
possibilities for miscalculation by both parties. Second, if this
is so, a round 6f parliameﬁtary elections will be very difficult to

avoid. Third, whether or not elections are held, the central fact

Approved For Release 2008/08/13 : CIA-RDP83B01027R000300120026-7

25X1




Approved For Release 2008/08/13 : CIA-RDP83BO1027R000300120026-7

.in Italian political life is unlikely to change: that it is all but
impossible to set up a stable government, much less an effective
one, unless Italy's two biggest parties can find a way to cooperate.
And fourth, events of the last year have made the Commmists much

more reluctant to cooperate without some guarantee of an expanded

role in the governing process. o 25X1
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