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SOVIET OIL IN EAST-WEST TRADE

TUESDAY, JULY 3, 1962

U.S. SENATE,
SUBCOMMITTEE To INVESTIGATE THE

ADMINISTRATION OF THE INTERNAL SECURITY ACT
AND OTHER INTERNAL SECURITY LAWS

OF THE COMMITTEE ON THE JUDICIARY
'W ashington,D .0 .

The subcommittee met, pursuant to notice, at 10 :40 a.m., in room
2228, New Senate Office Building, Senator Kenneth B. Keating
presiding.
Present: Senator Keating.
Also present: J. G. Sourwine, chief counsel, Samuel J. Scott, as-

sistant counsel; Benjamin Mandel, research director; and Frank W.
Schroeder, chief investigator.
Senator KEATING. The subcommittee will come to order.
We are fortunate in having with us today Mr. Samuel Nakasian, an

outstanding expert on the subject of Soviet oil.
At my request he has done a great deal of work to bring testimony

which he gave in 1954 before this committee up to date. I know we
will benefit significantly from his presentation today.
Soviet oil exports are the latest and in some ways the most effective

weapon the Soviets have found in their well-stocked arsenal of weapons
against the free world.
Ever since the Soviets came to power in 1917, they have looked for

methods to undermine the free world. Economic warfare is especially
well adapted to their aims of worldwide conquest. Khrushchev has
threatened to bury us on more than one occasion.
It is now becoming increasingly evident that he would also like to

drown us in a sea of oil if we let him get away with it. The Soviets
are dumping oil at bargain prices throughout the world. This is not
dumping for economic reasons but for political and military reasons.
They are using oil to buy valuable machinery and know-how from the
West. They have even succeeded in exchanging oil for the pipe-
lines, valves and tankers which they must procure from free world
sources in order to produce and distribute oil at a rapidly accelerating
rate.
If these tactics continue to succeed, there is danger that Western

countries will become increasingly dependent on Soviet oil supplies
for vital defense as well as industrial activities. The danger such a
situation would pose to the security of the free world cannot be over-
stated.
Another target of the Soviet oil offensive are the underdeveloped

countries, where the Communists offer not only cheap oil, but also

1



2 SOVIET OIL IN EAST-WEST TRADE

expert technology and know-how. The Russians offered to develop
a national oil monopoly in new countries, teach the newly independent
peoples how to run an oil operation, and incidentally how to throw
out the private enterprise efforts of the West. Nationalists from
Ceylon to Chile are tempted by Soviet promises. Once the Com-
munists get a foot in the door, the political system and independence
of the countries become easy prey to subversion.
The free world, while concentrating on Communist military

threats, appears to be largely oblivious to these Soviet economic
threats. As long as we maintain a military stalemate with the Reds,
the economic aspects of the cold war actually may be a more de-
cisive factor in determining whether freedom or tyranny will prevail
than the military aspects. Cuba would fall in a month if Soviet oil
supplies were cut off. This is just one example of the awesome con-

uences of this situation.
We must give more attention to these difficult problems of inter-

national economics if we are to combat Soviet tactics effectively and
realistically. These hearings will serve as a valuable case history on
Soviet economic warfare.
Mr. Nakasian will attempt to define the problem for us. We must

proceed from that point to determine what the United States is doing
and should be doing to meet the problem.
I have looked into this matter at some length, and would offer a

number of suggestions for consideration.
In my judgment, the North Atlantic Treaty Organization com-

munity must develop uniform policies, not only with regard to Soviet
oil imports, but also with regard to the supplying of oil transporta-
tion pipeline or other equipment to the Soviets. There must be more
public disclosure of Soviet tactics to alert the underdeveloped na-
tions to the extent to which Soviet tactics are injuring them. Finally,
there must be a more determined effort to expand oil reserves in
other parts of the free world to prevent any undue dependence on
Soviet oil in a time of international crisis.
These are some measures we can take. I am sure there are others

that will also be necessary if we are to meet the Soviet threat effec-
tively.

a
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The purpose of this hearing is to obtain information about Soviet
oil strategy and to encourage an alert, realistic, and effective response
to this situation. These hearings can be of tremendous significance.
I am hopeful that the subcommittee will delve deeply into this
important problem.
Mr. Nakasian, we are pleased to have you here this morning. You

are free to proceed in whatever manner you see fit, by presentation to
us, after which counsel may have some questions he would like to
put to you.
Mr. SCOTT. Mr. Chairman, at this time will you swear the witness?
Senator KEATING. Yes.
Would you raise your right hand, please? Do you solemnly swear

that the evidence which you give in this proceeding will be the truth,
the whole truth, and nothing but the truth, so help you God?

TESTIMONY OF SAMUEL NAKASIAN, ATTORNEY, NEW YORK, N.Y.

Mr. NAKASIAN. I do.
Mr. Scorr. Will you please state your full name?
Mr. NAKASIAN. My name is Samuel Nakasian.
Mr. Scum Will you give the committee your address, your business

address?
Mr. NAKASIAN. I live in Bronxville, N.Y. My office address is 30

Rockefeller Plaza, where I practice law.
Mr. Scorr. You are here under subpena, is that correct?
Mr. NAKASIAN. Beg pardon?
Mr. SCOTT. You are here as a witness under subpena?
Mr. NAKASIAN. Yes, I am.
Mr. Scorn Mr. Chairman, at this time I would like to have placed

in the record a copy of the subpena.
Senator KEATING. That will be received for the record, yes.
(The subpena referred to follows:)
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UNITED STATES OF AMERICA
Congre of the Eniteb iikette5

To  Samuel Nakasian 

30 Rockefeller Plaza

New York, N. Y. , Oretting:

fitirlitiant to lawful authorit_ rou 
on Inter 

iltheRE HEREBY COM.11.4NDED to
nal ueeurity of 

appear before the  Subomaitteei Committee on,  the Judiciary

of the Senate of the United States, on  Tuesday, July 3,  , /9 62.,

at 1030  o'clock  a. at their committee room

Office Building,  Washington, D. C.

3232, New Senate

, then and there

to testify what you may know relative to the subject matters under con-

sideration by said committee.

Pursuant to S. Nee. 366 approved by the 81st Congress-2d,

as amended and extended, and S. Res. 264 agreed to

February '7 1962.

Jbereof fail not, as you will answer your default under the pains and pen-

alties in such cases made and provided.

To  Samuel Scott 

to serve and return.

eiben under my hand, by order of the committee, this

22d  day of  Jirhe  , in the year of our

Lord one thousand nine hundred and  sixty-two 

Ti
Chen n, Committee on  the Judiciary and the 

Subcommittee on Internal Security
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Mr. SCOTT. You are the same Mr. Nakasian who testified before this
subcommittee in June of 1954 on behalf of the Washington Board of
Trade?
Mr. NAKASIAN. I am.
.Mr. Scorr. Mr. Chairman, I have a biographical statement of the

witness, Mr. Samuel Nakasian, reflecting that he is an international
lawyer, that he is a graduate of New York University, and he re-
ceived his M.A. degree from Columbia University and completed his
residence requirements there on his Ph.D. Emphasis in his educa-
tion was placed upon economics, finance, and international trade.
Mr. Nakasian is an international lawyer of broad experience, ex-

tensive travel, and he has written several articles, two of which deal
with the oil situation.
I would like to place in the record at this time this biographical

summary.
Senator KEATING. Have you seen this summary, Mr. Nakasian?
Mr. NAKASIAN. Yes, I have.
Senator KEATING. Is it accurate?
Mr. NAKASIAN. Yes, it is.
Senator KEATING. It will be received for the record.
( The biographical sketch referred to follows:)

BIOGRAPHICAL STATEMENT OF SAMUEL NAKASIAN

Present position: International lawyer, office at 30 Rockefeller Plaza, New
York. Member of the bars of New York and District of Columbia.
Birth and early life: Born Mersifon, Turkey, 1915. Came to the United States

in 1920, spent most of early life on a New York dairy farm.
Education: Educated at New York University, A.B. ; Columbia University,

M.A., and completed residence requirement for a Ph. D. Education emphasized
economics, finance, and international trade. Also Georgetown Law School, LL.B.
Employment: Nine years U.S. Government service: 1942-43, Office of Price

Administration; 1943-46, Bureau of the Budget; 1948-51, Economic Cooperation
Administration.
Private practice: Eleven years specializing in foreign investment and trade.

Traveled extensively throughout the free world, frequently making several
oversea trips a year. Many months of personal presence in Iran, Iraq, Pakistan,
Greece, and Lebanon as well as all of the European countries. Practice has also
required trips to Hong Kong and Japan as well as numerous trips to north
Africa and South America.
Publications and public appearances: "Prices Via Costs," vol. 69, No. 6,

Chemical Week, June 23, 1951. "The Anglo-Iranian Oil Case, A Problem in
International Judicial Process," vol. 41, No. 4, Georgetown Law Journal, May
1953. "The Security of Foreign Petroleum Resources," vol. LXVIII, No. 2, June
1952, Political Science Quarterly. "Manufacturers' Problems Under Price Con-
trols," Harvard Business Review, January-February 1952. Testified on strategy
and tactics of world communism, Subcommittee To Investigate the Administra-
tion of the Internal Security Act and other Internal Security Laws of the Com-
mittee on the Judiciary, July 15, 1954.

Mr. Scorr. Mr. Nakasian, when you testified at the June 1954 hear-
ing before this committee, you made this statement:
I see the Soviet trade offensive increasing in magnitude.

Would you be good enough to summarize the conditions at that time,
in 1954, preliminary to the testimony you are about to give today?
Mr. NAKASIAN. I will be glad to.
In 1954, we had climaxed a period in which the European and

Japanese economies were reconstructed—a result substantially con-
tributed to by the United States of America. From the war's end to
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1954, the amount of exports from Europe into the Soviet and the
amount of exports from the Soviet to Western Europe and to Japan
was rather small. I would like to point that out to you on this chart.
(See p. 18.)
In 1953, for example, the Soviet exports of oil amounted to 12 mil-

lion barrels for the whole year. You cannot see this figure very well
but it is down here in the corner of the chart: Soviet total exports
were a billion and a half, of which the exports from the U.S.S.R. itself
represented less than half a billion.

Senator KEATING. You mean a billion and a half from Communist
countries?
Mr. NAKASIAN. The billion and a half was from the entire Soviet

bloc, which would include Eastern Europe. But from the U.S.S.R.
itself, a third of that amount—about half a billion. Before 1953,
when the United States was the major country with an exportable
surplus of manufactured and capital goods, the U.S. Export Trade
Act was a pretty decisive measure in limiting exports to the Soviet
Union. The same control system that we have now, Senator, was in
existence at that time. Then, free world exports to the Soviet Union
amounted to this small figure that I showed you.
Senator KEATING. That is exports of everything.
Mr. NAKASIAN. Total exports.
Now we look at 1960, and we see what has happened in this rela-

tively short period: total free world exports to the Soviet had in-
creased to $4.4 billion.
The subject of my testimony today is to point out, identify, and

evaluate what has happened since 1954—a period of 8 years.
We were mindful—at least I was sensitive in 1954 to the fact that

the Soviets were going to upgrade the importance of oil exports, and
I thought it was a very useful weapon for them in the cold war. Then
the amount of oil was not very great, but the method used in getting
this oil into free markets showed signs that we ought to take heed and
understand this weapon available to the Soviet.
In 1954, no one would get very excited about it.
I think the picture today, now, has reached the real danger stage.

It is no longer a threat. It is here with us. If I succeed in my efforts
today, I will have presented that picture to you.
Mr. Scow. Mr. Nakasian, you have been engaged recently in exten-

sive research on current data and statistics reflecting the extent of
Soviet penetration of free world oil markets and the threat to our na-
tional security posed by this economic offensive.
Now, in connection with your research and study, you have a pre-

pared statement consisting of the narrative story and containing also
reduced reproductions of this series of charts.
Mr. NAKASIAN. Yes, I do.
Mr. Scorr. Would you submit that for the record at this time?
Mr. NAKASIAN. Yes I would be happy to submit this statement.

And with your permission, Senator, I would like to base my testimony
on this statement. I will not try to read it, but follow its outline.

Senator KEATING. That would be perfectly satisfactory. It will
be printed as if read. You do not need to stand as you testify, unless
you prefer to.
Mr. NAKASIAN. Well, I would prefer to stand, because I will be

pointing to these charts from time to time.
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(Mr. Nakasian's statement follows in full:)
Mr. NAKASIAN. This statement aims to identify and evaluate the

key elements in the Soviet 1 undertaking to make massive oil exports in
its economic offensive against the free world. Of principal concern
is the effect of this offensive on U.S. and free world security.
The term "economic offensive" is used to mean a purposive export-

import program centrally directed by the Soviet pursuant to its over-
riding objectives of political and military aggression against non-
Communist countries.
This offensive is waged by offering products at prices below those

of regular suppliers. Products exported to industrialized countries
are in payment for purchases by the Soviet of technology, capital
goods, and supplies needed to strengthen the Communist industry
and accelerate its expansion to support military and political pro-
grams. Products exported to underdeveloped countries are intended
to disrupt the marketplace and to subvert the local government to
Soviet influence and eventual domination, and thereby weaken the
security of the free world. The Soviet vigorously exploits the op-
portunities in markets of the free world, which are unguarded by the
lack of agreement among non-Communist nations to secure their eco-
nomic and political survival.

Soviet imports are the result of capacity to export; the allocation
of products for export rather than for internal consumption is largely
influenced by the willingness of free world countries to supply what
the Soviet needs. Of all Soviet products exported, petroleum is by
far the most important, as measured by both volume and foreign pur-
chasing power. This statement will deal primarily with Soviet oil
capacity, how this capacity is being used, where oil exports are made,
what is procured in return for oil, and the effect on the balance of
strength between the Soviet and the free world.
In 1954, I testified before this committee on this same subject of

Soviet oil exports. It was clear then that the Soviet would use oil
exports for strategic purposes and for procurement that would serve
the Kremlin's military and political aims. At that time only a small
amount of Soviet oil was available for export, but the method of
using these exports clearly indicated that the security of the United
States would be affected. Today, the Soviet oil offensive is past the
threat stage; it is now reality.
The Soviet is developing an enormous oil resource which, freely

exported to world markets, can undermine the economic and political
security of the West. Particularly dangerous is the growing prospect
that the economies of the industrial countries of the Eastern Hemi-
sphere will be realined to that of the Soviet Union. Moving in this
direction, much faster than people would like to believe, the Soviet
procures from the free world what it needs in machinery and tech-
nology to strengthen the industrial base which supports its political
and military apparatus. In this process, the security of the United
States, which cannot be isolated from that of the free world, is being
jeopardized, with the result that our defense burden becomes greater.

1 The term "Soviet" when used to denote a geographical area includes the countries of
the U.S.S.R. and Albania, Bulgaria, Communist China, Czechoslovakia, East Germany,
Hungary, North Korea, North Vietnam, Outer Mongolia. Poland, and Rumania. The term
"Soviet" when used to denote administrative action means the authority of the U.S.S.R.
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In recent years the Soviet achievement in space has tended to blur
the facts and understanding of its achievements in other areas. It
might be well to recall that the U.S.S.R. export position 15 years ago,
sometimes described as "fish eggs and furs," was less than a half a
billion annually. Today its exports are in the order of 2 billion. Tak-
ing the Soviet bloc as a whole, the exchange of shipments with the
West has increased to almost $5 billion in and $5 billion out.

Regardless of volume, Soviet exports cannot be regarded as pro-
duction which is surplus over internal needs. The fact is that prac-
tically every item produced in the Soviet Union, if consumed intern-
ally, would not approach the per capita consumption of the developed
free world.
Products available for export from the Soviet are the result of a

national system of controls directed by the Kremlin, which fixes the
level of internal consumption and allocates production for export.
The amount of exports in turn is predetermined by (a) opportunities
to penetrate underdeveloped countries and disrupt existing economic
relationships and (b) specified foreign procurement from industrial-
ized countries to meet the needs of Soviet industries which cannot be
supplied adequately by Soviet output. The bulk of Soviet exports
are made to pay for machinery, equipment, critical materials and
supplies not produced in sufficient quantity in the Soviet or inferior
in quality and in performance to that of Western products. The
capacity of the Soviet to import is thus limited by its exports and by
restrictions imposed by the major powers. At present, only a very
few industrial items are barred from the Soviet by common agree-
ment among the industrial nations.
In the past 10 years the Soviet bloc has increased petroleum exports

from a minor 5 million barrels to a colossal quarter of a billion
barrels annually.

SOVIET OIL CAPACITY

In the Soviet land mass, the great sedimentary basins capable of
producing oil are some three times greater in size than the total
sedimentary basins of the United States. These Soviet sedimentary
basins comprise a total area about equal in size to the 50 United
States. May T turn your attention to the "U.S.S.R. Basin Areas"
map which shows the approximate location of these sedimentary
sections. Applying modern technology, in production and transpor-
tation, these basins become great sources of oil which are economically
accessible to the contiguous petroleum markets in Western Europe
and to the growing markets of the Far East.
But, it takes more than sedimentary basins to produce oil. It takes

equipment and technology. After Stalin's death, the Soviet lost no
time in improving relations with suppliers in the West and in im-
porting its equipment and technology.
In the postwar period, the highly developed American exploration

and drilling technology was exported to the Eastern Hemisphere and
from there made its way into the Soviet Union. Drilling machinery
designed and perfected in the United States, reflecting the vast ex-
perience of drilling 50,000 wells annually over many years, was made
available to the Soviet via Europe and contributed greatly to the
progress made by Russian engineers. To minimize this contribution
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of Western technology, the Soviet conducted worldwide propaganda
about its own turbodrill as evidence of its advanced technology.2
An American oil industry team visiting Russia in late 1960 was

considerably impressed by the vigor and direction of the Soviet oil
development program. A particularly effective part of the program
is exploration. Geophysical crews have been more than quadrupled
since 1950, today numbering more than a thousand. In terms of effort
and scope of activity, this Soviet program equals if not exceeds, the
geophysical crew activity of the entire free world. The Soviet is
drilling a great number of wells to map the substructure of its coun-
try, preparatory to further test drilling for oil or gas. This drilling
activity, concentrating now on this preliminary stage, will make
possible in the next decade a very high rate of oil discovery and
development. The ambitious Soviet production goal of 14 million
barrels per day by 1980 may indeed be greatly exceeded.
The Soviet is now employing on the order of a thousand drilling

rigs, about one-third of the world total of drilling rigs in operation.
Its plans call for a sizable increase in production of rigs. If its own
production does not suffice, its requirements will undoubtedly be sup-
plemented by importation from Western Europe. As the large sedi-
mentary basins are defined into productive areas, the Soviet could
well seek to double or triple its drilling machinery for the develop-
ment of these areas, and thus skyrocket its production.
The transport of oil from Aeld to market requires major outlays

in capital goods, particularly steel pipe and related pipeline equip-
ment. Although the Soviet has large steel production, it lacks the
pipe mill capacity to meet its immediate needs for line pipe to trans-
port oil. If the Soviet were to install sufficient pipe mill capacity
to satisfy its oil expansion program, it would sacrifice not only time
but divert resources which it prefers to use for other industrial and
military support programs. Pipe mill self-sufficiency is not neces-
sary when large quantities of big and small inch pipe may be pro-
cured more quickly and cheaply from Europe and Japan. Italy alone
is supplying the Soviet about 1 million tons of line pipe.
Prior to 1953 the Soviet had few pipelines

' 
and practically all of

these were in the Black Sea area. Reference to the "U.S.S.R. Pipe-
line" map shows the extent to which crude and product pipelines
have been built in the last 8 years. This accomplishment must be
described as sensational. Given the freedom to procure the output
of European pipe mills and those of Japan, the Soviet oil program
would appear to be reasonably balanced, with the installation of pipe-
lines equal to rising production.
Most of Soviet oil scheduled for export to Europe and Japan will

reach these markets by pipelines. Some part to these and other mar-
kets beyond the reach of Soviet pipelines will depend on tankers.
To increase its tanker fleet, the Soviet has made a substantial number

'The Soviet turbodrill, licensed to a U.S. manufacturer, has proved to be unsatisfactory
to American drillers.
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of charters of free world tankers and have ordered the construction
of vessels in the shipyards of Finland, France, Denmark, United
Kingdom, and Japan. It appears to be incurring no resistance in
placing tanker orders, and it would appear that the number and
size of new vessel construction is a matter of priority which the
Soviet places on this procurement relative to other foreign purchases.
The conclusion is inescapable that the technology of the free world

is making a critical contribution toward development of the Soviet
bloc into one of the world's greatest petroleum-producing areas. In
1952 Soviet production was less than a million barrels daily. Today,
10 years later, it is almost 4 million barrels daily. The Soviet's sched-
ule is to increase daily output to 5.3 million in 1965,7.8 million in 1970 
and 13.8 million in 1980. Compare this with current U.S. produc-
tion   which appears to have reached its peak at 7.5 million barrels
daily. It is the opinion of the American oil team visiting Russia
that the Soviet will achieve the 1965 goal and probably exceed it.
The Soviet now has the technology and the trained manpower.

Shortages in its own production of equipment, materials, and supplies
are met by imports from Europe. Thus, it is clear that the Soviet is
in the happy position of being able to develop and expand its oil in-
dustry at an accelerated rate by exploiting at will the industrial coun-
tries of the free world.

SOVIET OIL FOR EXPORT

Soviet oil exports to the free world may be classified as to purpose
under two headings—strategic procurement and political penetration.
Each serves a special purpose in the grand design for world domi-
nation.

Penetration into underdeveloped countries by oil exports is a venture
with possibly no immediate gains in hardware and essential raw ma-
terials but with potential benefits in building up a local Communist
Party apparatus to undermine the ties of the importing countries to
the West. The volume of Soviet oil exports to underdeveloped coun-
tries in 1961 was one-third of Soviet total oil exports. In return the
Soviet took locally produced raw materials; for example, sugar from
Cuba and cotton from Egypt.
Two-thirds of the Soviet oil exports are to the industrialized coun-

tries. Four of these in 1961 imported daily the following barrel
amounts: Italy, 126,000; West Germany, 51,000; Japan, 53,500; and
Sweden, 50,000. Although these imports are not as yet a large part
of total imports—for Italy, 15 percent; West Germany, 10 percent;
Japan, 7 percent; and Sweden, 19 percent—they have a major disrup-
tive impact on the oil industry on which these countries depend for a
secure fuel supply.
The Soviet got in return for this oil what you might expect—the

latest electronic and related equipment, machine tools and other
metalworking equipment, chemical and allied production facilities in-
cluding complete plants, heavy industrial and powerplant equipment,
transport equipment, steel and other metals, including great quantities
of large diameter line pipe. A recent list of procurement by the So-
viet, compiled and submitted to the Joint Economic Committee, shows
that the Soviet bought high-technology equipment and machinery and
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steel products in an 18-month period ending in June 1961 amounting
to more than $1 billion. There is no reason to believe that the volume
of this procurement by the Soviet is declining; rather, one should ex-
pect that it is rapidly increasing. This procurement is made possible,
in large part, by exports of oil.
The volume of capital goods procurement of about $2 billion an-

nually is greater than the value of Soviet oil exports. The Soviet
buying position, thanks to about $400 million annual oil exports to
Europe and Japan, justifies extending credit to the Soviet. The
amount of credit granted Soviets is not reported. It is known, how-
ever, that the Soviet is buying a great deal of industrial equipment on
5-year terms on payment of 20 percent down. The confidence of
Western and Japanese creditors must in large part be influenced both
by the capacity of the Soviet to expand its oil exports and by the con-
tinuing willingness to accept Soviet oil. Credit is important to the
Soviet not only for deferring payments on current purchases, but for
committing the Europeans to the Soviet oil source.
The Soviet has considerable, but not complete, freedom in entering

the oil markets of the free world. If it exports crude it must find a
company, with a refinery which is willing to take the crude, refine it,
and market it. Each of the large integrated oil companies has stead-
fastly refused to accept Soviet crude oil. The refineries which have
accepted the Soviet crude are: some state-owned companies with re-
fineries, such as the ENI of Italy, West German state-owned refineries,
and some privately owned nonintegrated refineries in Japan, the
largest being Idimitsu Co. Similarly, in the case of products, the
Soviet must look to outlets in the Western countries and Japan other
than those owned by the integrated oil companies. While these out-
lets represent a small part of total facilities, the presence of Soviet oil
in the quantities mentioned have a major disruptive effect on the indus-
try in these countries.
The Soviet attracts companies in the West by offering oil at sub-

market prices. The chart of "Soviet Oil Export Prices" shows the
extent to which the Soviet will go in cutting prices to penetrate these
markets. Crude oil exported to the West is priced at the border at
about one-half the price charged the satellite countries. Such export
price is, in some cases, equal to or less than the actual royalties received
by the oil-producing countries in the free world. This is obviously a
price which the major companies cannot meet. Similarly, in the case
of petroleum products the Soviet dumps large quantities at submarket
prices into Western Europe.
. Some of the recent oil deals will illustrate the Soviet method. For
the past 17 years, the regular source of crude for the Mediterranean
markets has been the Persian Gulf. Italy, a large importer, has pro-
ductive capacity in pipe mills power equipment, machine tools, and
chemical products which the Soviet needs in its industrialization and
oil expansion program. To procure such items, the Soviet agreed to
deliver, and an Italian firm agreed to accept, in excess of 100,000
barrels per day of Tuimaza crude f.o.b. Black Sea port at a price of
$1.08 per barrel. This crude reaches Italy at a delivered price of
about $1 per barrel lower than the delivered price of comparable
Arabian crude, based on posted prices.
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Oil companies normally supplying Italy were helpless in preventing
Soviet crude from replacing the Persian Gulf source and in protecting
their own market positions against the competition of the Italian
importer subsidized in effect by Soviet crude supplied at submarket
prices.
The expansion of Soviet exports must inevitably cut into the market

of the established privately owned oil companies. Those companies
which process and market Soviet oil will, in effect, be subsidized by
the Soviets through submarket prices as they expand their part of the
market. It should be expected that the Soviet will construct refineries
in western Russia and the satellites with a view of exporting a part of
the products into Western Europe. And there is every likelihood that
the equipment and know-how for their construction will be supplied
from Western Europe. As crude exports to Western Europe climb,
the Soviet may participate in some form in the financing of refinery
construction outside the Soviet bloc for the processing of that crude.
The Soviet oil offensive in free world markets may be summarized

as follows:
(1) Supplying oil at submarket prices to attract established free

world firms, both state and private owned. The submarket prices
provide a subsidy to the importing firm in the expansion of its sales
at the expense of firms supplied from regular free world sources. In
this category would fall Soviet oil deals with Europe and Japan,
Brazil, Argentina, Uruguay, Egypt, Israel, and Syria.
(2) Supplying oil at submarket prices to induce foreign govern-

ments to enter into the oil business by nationalizing or confiscating

86868-62 2
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existing private facilities or by constructing new facilities. In this
category would fall Soviet oil deals with Cuba, India, 

G 
Ceylon, Ethi-

opia, and Soviet deals offered to Algeria, Morocco, uinea, Ghana,
and Bolivia.
(3) In other deals the Soviet supplies oil and takes in return prod-

ucts which are not favorably marketed in the free world, as, for ex-
ample, Iceland's fish, Denmark's butter, and Egypt's cotton.
(4) Supplying technology for oil exploration and refinery con-

struction as in Pakistan, India, Afghanistan, Syria, and Ethiopia.
On the basis of present trends and opportunities available to the

Soviet, it is possible to estimate that Soviet oil exports will rise from
222 million in 1961 to 365 million barrels in 1965 and 730 million
barrels in 1972. Practically all such increase will be exported to Eu-
rope and Japan. See chart "Total Soviet Oil Exports to the Free
World," page 18.
In return for such exports, the Soviet may be expected to increase

imports from $4.4 billion in 1960 to $8.6 billion in 1972. Practically
all the added imports will be industrial goods supplied by Europe
and Japan. See chart "Soviet Bloc Imports From Free World,"
page 17.
In summary, it may be stated that if the projected volume of Soviet

oil exports into Western Europe and the return flow of industrial
equipment and manufactured goods to the Soviet Union is achieved,
the economy of Western Europe will have become substantially de-
pendent on the Soviet.

SOVIET OIL EXPORTS SURPLUS OR ALLOCATED?

To further clarify the problem, the question should be raised: Are
Soviet oil exports surplus or allocated?
Previous testimony before congressional committees speaks of Soviet

oil exports as surplus and also as trade. These terms when applied to
describe the Soviet export-import position are misleading and con-
fusing. If Soviet oil were committed to satisfying internal require-
ments, emphasizing human needs rather than international objectives,
Soviet oil production would be inadequate for export for many years
to come. If the Soviet Union itself were to achieve internally a level
of per capita consumption equal to that of the United States, it alone
would require 12 million barrels daily. Comparing such consumption
with present Soviet output of only 4 million barrels, it is clear that
the Soviet would not have an exportable surplus until 1980.
In this context of importance the cost of Soviet petroleum produc-

tion, whatever that might be, has little or no bearing on the quantities
exported. The value to the Soviet is measured in terms of what the
Soviet purchases in return for oil. High-quality machinery and
equipment is obviously of more value to the Soviet than barrels of
crude oil.

SOVIET VERSUS FREE WORLD BENEFITS

In this statement I have consciously avoided the use of the term
"trade." To use this term to describe the Soviet exchange of products
is to suggest unrealistic considerations. From the days of Marco Polo,



fr
v-

--
--

-')

1 
S
O
V
I
E
T
 
BL

OC
; 

IM
PO
RT
':
:.
 ,
 
.
W
 
F
R
E
E
 
W
O
R
L
D
 1

••••;
 

k 
,

WL
LI
".
..
NS
 
U
.
S
 

s 
L
A
R
S

t 1 
i
 _

.),

t.
:

.;-:
,
:

c-;
,•\

:,
::)

-
• .

,,,
, ,

, 
-i 
-2r

_.,
 
4

.i 
•
 

'
I

\
•,.

..,

>
,
 

,E
.)

.,;
OP
E•
.;
,,
 •.

.i

L
6
0

0
,

,
e
 

V

4 
T
O
T
A
L
 '

.0 1
0
S
L
O

D
C
,
 L
A
R
S

;;€ 
..
' "
4
"
 "

I

.."

L
A
T
I
N
 
Am

E.
:R

IC
A

6
0
 

A
F
 R
C
A

:7
1

I

I
 1

'
C
O

F
A
R
 
E
A
S
T

il

SOVIET OIL IN EAST-WEST TRADE 



T
O
T
A
L
 
S
O
V
I
E
T
 
OI
L 
E
X
P
O
R
T
S
 
T
O
 T
H
E
 
F
R
E
E
 
W
O
R
L
D

M
I
L
L
I
O
N
 
B
8
L
S
,
 is'
 Y
E
A
R

'
5
3
 

61
 

6
5
 
1

E
U
R
O
P
E
,

S
O
V
I
E
T
 
T
O

F
R
E
E
 
W
b
R
L
D

1
9
5
3
 

12
.8

19
61
 

2
2
2
.
7

1
9
6
5
 

3
6
5
.
0

47
7Z
. 
47
30
.0

'f
it
 

•
5
 
1
2

F
A
R
 
E
A
S
T

"
1
'1
J

c
f
p HaVILL ISaAi-,Lsva NI riio ,LaLkos 



SOVIET OIL IN EAST-WEST TRADE 19

the term "trade" has generally meant international buying and
selling for private gain. The government may benefit from such
trade, but this benefit is derived through the trading of its people.
When, where, what to trade, except in time of war, is largely the deci-
sion of the trader and not the state.
The 20th century totalitarian state, centralizing control of economic

as well as political and military affairs, introduces an entirely new
situation in the exchange of goods between nonbelligerent countries.
When a totalitarian state controls the buying and selling of commod-
ities internationally, such transactions become a primary means of
achieving the political and military objectives of the government.
Hence, the buying and selling of products internationally by the
Soviet must be understood, not in the usual concept of trade, but in
terms of the contribution which such transactions ultimately make
to the Soviet political and military purpose.
The Soviet method of conducting its economic offensive clearly

shows its essential character and purpose. Soviet agents shop the free
world countries for high-technology production and capital equipment
which they need. Firms in the free world are given no similar oppor-
tunity to shop in the Soviet bloc rather, they are offered whatever
products suits the Soviet purpose to export. Soviet agents have access
to the economic organizations of the free world, but free world repre-
sentatives are severely restricted in their movements in Soviet in-
dustry. Finally, the Soviet takes delivery of imports and makes
delivery of exports at the border, thus preventing any contact by the
free world firms with Soviet industry which is not officially approved.
Therefore, if the term "trade" is to be used to describe Soviet ex-

port-import, the "trade" policy must be understood as economic war-
fare in aid of Soviet political and military aggression.
This being the case, the Soviet, in conducting a program of foreign

procurement, places greater weight on essential imports than the
economic costs to it of the products which it exports. The product
chosen for export is a matter of convenience and international ac-
ceptability. Oil is a convenient product for export because it is ac-
ceptable in Western markets and has high purchasing power.

Since both economically and politically the Soviet functions as a
bloc, people cherishing their freedom should better consider the free
world in terms of an opposing economic and political bloc. The im-
plications of the growing Soviet economic offensive become clear
when viewed in the context of the relative effects on the Soviet bloc
as against the free world. An examination of the products exported
by the Soviet will reveal few, if any, items which may be classified as
supplementing critical raw materials or making a contribution to the
technology of the free world. In contrast, Soviet imports are for the
most part the fruits of the free world's great industry and technology,
which when imported do not replace Soviet industrial capacity but
expand and upgrade it. A smaller part of its imports is in products
which are taken in return for its exports, primarily designed to
achieve political penetration. In this category fall Soviet exports to
the underdeveloped countries.

Until the free world acts realistically in terms of bloc economics, the
Soviet has the advantage of exploiting free world capacities and re-
sources for its own use without giving adequate consideration to the
free world.
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The case of Soviet oil is clearly in point. If the free world produc-
tion of oil were in short supply or if oil reserves were inadequate, the
exchange of industrial equipment and machinery by the West for such
Soviet oil would be justified on economic grounds and might well
outweigh the political and military detriments of strengthening the
antagonistic Soviet power. When, as is the case, the free world has an
actual surplus of oil production capacity backed up by vast proven
reserves adequate for foreseeable future needs, this exchange makes
no economic sense.
The acceptance by the free world of large quantities of Soviet oil, in

fact, results in a great economic loss. The free world loses the
equivalent of $1.25 in current purchasing power on every barrel of oil
imported from the Soviet. Oil-producing countries, which for the
most part are economically underdeveloped, receive payments of
royalties and taxes approximating 75 cents a barrel, plus 50 cents in
foreign exchange representing local costs of production and of further
exploration. The chart "Loss of Royalties and Exchange Earnings'
shows the estimated loss of income and foreign exchange to oil-produc-
ing countries resulting from Soviet oil exports to the free world.
From 1958 to 1962 the loss was $1 billion by 1972 the loss will amount
to $7.4 billion.

LOSS OF ROYALTIES AND
EXCHANGE EARNINGS TO FREE WORLD

OIL PRODUCING COUNTRIES RESULTING FROM
SOVIET OIL EXPORTS 1958-1972
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Remarkably great as European industrial capacity may be, it can-
not simultaneously supply the billions of industrial output for the
Soviet world and make a comparable contribution to the underde-
veloped countries of the free world. The hard economics are that
the supplemental Soviet demand can probably keep the free world
industrial plants working at capacity, and it is highly unlikely that
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new capacity will be built to supply underdeveloped countries in the
free world which do not have the ability to make current payment.
Thus as the Soviet takes greater volumes of free world industrial
production, and also supplants free world underdeveloped countries
as suppliers of oil, the burden increases on the United States to sup-
port the development of dependent countries of the free world.
The implications of the rapidly growing exchange of goods between

Western Europe and the Soviet Union are far reaching. On the basis
of present trends, Western Europe in another decade will become heav-
ily committed to the Soviet bloc as a source of petroleum supplies,
and also become dependent on the Soviet bloc as a market for the out-
put of its factories and laboratories. The chart on page 17 esti-
mates that, if present trends continue, the Soviet will import 8.6
billion annually by 1972 of which 6.3 billion will be capital goods and
high quality metals and chemicals. This orientation of Western
Europe as well as that of Japan to the Soviet bloc should be of major
concern to the countries involved as it is to the United States and the
rest of the free world.
This development of interlinking European and Soviet economies

is not explained by any declared policy; rather it is the result of a
lack of any conscious Government policy. The manufacturing firm in
Western Europe and Japan is largely free to sell to the Soviet, and the
oil importer in these countries is in the position of being attracted
by low Soviet oil prices. To help matters along, European banks
extend credit to increase the amount of sales to the Soviet.
If the present trend of the Soviet economic offensive continues,

a number of consequences are evident.
(1) A major source of purchasing power to underdeveloped coun-

tries will have been lost, and the foreign aid burden on the United
States will be correspondingly increased.
(2) Industrialized Europe and Japan will be increasingly oriented

to the industrial development of the great Soviet bloc, and therefore
less able and willing to share with the United States the burden of de-
veloping the economically dependent areas of Africa, Asia, and South
America.
(3) Industrialized Europe and Japan will become increasingly

dependent economically on the Soviet both as a source of raw material
and as a market for their industrial production. This economic de-
pendence would make it possible for the Kremlin to exercise a domi-
nant influence over European and Japanese political as well as defense
policies.
(4) Accelerating its industrialization, the Soviet improves its posi-

tion to expand its political penetration into the free world under-
developed countries with economic aid and Soviet-type technical as-
sistance.
(5) These consequences undermine the security of the free world;

particularly the security of the United States which is critically
dependent on raw materials from oversea sources.
In summary, this economic offensive, if unchecked, will make it

possible for the Soviet to integrate the industrialized economies of
Europe and Japan (exchanging raw materials for manufactured
goods) and to penetrate the underdeveloped free world with its own
products in order to subvert the nascent local political apparatus to
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Soviet domination. As a consequence, supplies of foreign raw mate-
rials, on which the great industrial plant of the United States is
dependent, would be threatened by Soviet control.

POSITION

In the immediate postwar period, the United States offered, and
the war-devastated countries accepted, great quantities of U.S. aid for
their reconstruction. This aid, despite Soviet opposition, made a
critical contribution to the reconstruction of Western Europe and
Japan. In defense of the free world against Soviet military aggres-
sion, the United States and other free world powers are joined in a
mutual undertaking in which the principal objectives are defined and
generally accepted. However, in the matter of defining the economic
relationship between the free world and the Soviet bloc, there is a
conspicuous lack of common policy and purpose. As a result of this
indecision and drift, the Soviet is free to exploit European and Jap-
anese markets, and in so doing is weakening the economic supports
of the free world's defense structure.
Without consistent policies by industrialized Europe and Japan,

the U.S. embargo on exports to and imports from the Soviet bloc no
longer achieves the end result Congress intended. Up until a few
years ago, the embargo was effective when the United States was the
free world's major industrial producer with an exportable surplus.
In the past years, Western Europe and Japan have achieved sur-
plus productive capacity which can supply all the machinery and
technology the Soviet can pay for. In turn, the Soviet has developed
productive capacity which it can release for export. Now unilateral
U.S. action has little or no effect on the Soviet's ability to exploit the
Western markets for its own ends. If the free world is to prevent
the Soviet economic offensive from undermining its security, a com-
mon agreement must be reached by the great industrial powers.
The United States cannot avoid responsibility for spearheading

such an agreement. Before any progress can be made in a common
understanding with other countries, the problem must he given ade-
quate recognition by the executive and legislative branches of our
Government. This hearing is evidence of legislative concern, but,
since the problem emerged 8 years ago, I am not aware of any state-
ment from the White House that recognizes that this problem exists
or that it threatens Western security.
In fact, agencies of the executive branch, I believe, without clear

understanding, follow policies and make reports which would indi-
cate that the Soviet economic offensive requires no change in the
status quo. A few examples will illustrate this confusion and drift:
(a) The Justice Department takes the position that American

firms abroad must conduct their foreign operations within the limits
of the antitrust laws as they are interpreted to apply to the market-
place in the United States. Regardless of conditions in the foreign
marketplace, such interpretation of U.S. laws restricts American
firms in their efforts to protect their interests against the thrust of
the Soviet raid in these markets. In effect, the Europeans and Japa-
nese can only interpret this policy as evidence that current Soviet
exports and imports are not regarded by the United States. as ad-
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versely affecting free world security. It would seem that, were the
U.S. Government concerned, it would not impose restrictions on
American companies which impair their ability to protect themselves
against the Soviet in these markets.
In the case of the oil industry, the major companies have a con-

siderable strength if concerted action were possible to protect their
common interest against Soviet oil dumping; but individually, as
they are required to act under U.S. antitrust administration, they are
helpless against the powerful thrust of the Soviet and the related
practices of certain importers.
(b) There are only two published Federal reports on Soviet oil.

One published U.S. Government report on the Soviet oil offensive
comes out of the U.S. Air Force, prepared under contract with a
private research company. This report regards Soviet oil exports
as surplus to the Soviet economy and as competition with Western
sources which benefits Western consumers by lowering prices. But
the report acknowledges a possible danger if supplies are cut off.
The author proposes that a free world tanker fleet be created and
maintained as a standby reserve large enough to supply the Western
world if, as, and when the Soviet decides to cut off exports. In the
meantime, it is taken as quite normal and consistent with U.S. policy
if Soviet oil should continue to supply Western markets in such
quantities as the Soviet considers surplus to its own needs.
The other report, entitled "The Soviet Seven-Year Plan (1959-65)

for Oil," published by the U.S. Department of the Interior (1961),
describes the great Soviet oil development. It also supplies data on
Soviet oil exports and the capital goods imported. The report con-
cludes with a suggested favorable observation:
This type of interdependence will tend toward political stability in that the

Soviet Union would not create a world conflagration while it is struggling to
acquire the means to achieve its mineral production goals.

These examples are cited not in criticism but ,as indicative of the
confusion which must inevitably result from the absence of official
policy direction. Lacking top-level official recognition of the problem
and policy direction, the implicit assumption is that by this growing
Soviet export-import activity, by "growing trade" as some would call
it, the opportunities are improved for peaceful coexistence.
If this position is correct, then Congress should consider amending

the Trade Act to permit a freer exchange of goods between the Soviet
and the United States. On this premise, U.S. military and defense
programs ought to be reappraised and curtailed consistent with this
new-found security.
This thesis has never been offered as public policy nor is there any

possibility that such an idea would be acceptable as realistic in the
absence of a disarmament agreement between the United States and the
Soviet which could be relied upon to preserve the peace and the
security of the free world. But disarmament alone is not sufficient
to secure the political freedom of non-Communist countries against
Soviet imperialism.
If the present trend of Soviet exports and imports continues, the

independence of Europe and Japan from Soviet influence will have
been critically weakened by 1972. Any actions or policies regarded as
hostile by the Soviet could be countered by a trade embargo of dev-



24 SOVIET OIL IN EAST-WEST TRADE

astating impact. By then, immediate and large-scale unemployment
would result in Europe and Japan by the loss of the Soviet market.
These industrial nations then substantially dependent on Soviet oil
could be immobilized for lack of fuel. Considering the volume of
fuel thus cut off, the free world facilities could not possibly meet such
requirement, estimated at a million and one-half barrels daily, so as
to avoid the devastating economic and political effect of the embargo.
Similarly, the markets in Africa, Asia, and South America which, over
time, could have taken the output of European and Japanese plants,
could not quickly absorb the output soon enough to prevent the wreck-
ing of the social and political structures of these industrial countries.
The Soviet itself would face a problem of economic adjustment in

the event of such embargo. But this adjustment for a totalitarian
regime, organized and disciplined as for war, could be taken in stride
without affecting seriously its position of international power.

CONCLUSION

This statement has attempted to show that the Soviet might be
able to achieve its clearly stated objectives of world domination with-
out the use of force, but in reliance on an expanding economic offen-
sive. Oil is the principal weapon in the Soviet economic offensive
because of the great potential capacity for export and the impact on
free world economies.
I would summarize by stating that the Soviet economic offensive of

the last 8 years has created a power monster. This monster is
growing at an accelerating rate. In a matter of another decade or
two, it will have produced for the Soviet Union an industrial capa-
bility that could make economic vassals of Europe and Japan that
made it possible, and that could undermine the security of the United
States which has ignored it.

RECOMMENDATION

This committee has sponsored much of the U.S. security legislation
and supported its administration over the years. It should now take
the lead in examining the security implications of the Soviet economic
offensive which is being successfully waged, notwithstanding the U.S.
policies on Soviet trade. There is now an urgent need to determine
what new legislation or policies are necessary to meet this growing
threat to our survival.
I respectfully recommend that this committee consider holding

hearings to examine this complex problem of the Soviet economic
offensive. In particular, the committee should receive testimony
dealing with-

1. The efforts by the State Department and difficulties encountered
in attempting to reach an agreement with other countries on a common
policy of containing the Soviet exploitation of free world markets.

2. The appraisal of the Defense Department on the impact of the
Soviet economic offensive on our security interests.

3. The administration of U.S. laws, particularly the antitrust poli-
cies, as they restrict and handicap American companies in their efforts
to protect their investments and positions in foreign markets now
being raided by the Soviet.
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4. The experience of American companies with Soviet economic
aggression in foreign markets and in ,maintaining facilities essential
to U.S. and free world security.

5. The extent to which present laws, such as the Trade Act of 1949,
are adequate or effective in carrying out the intent of Congress in
view of the major world changes since such laws were enacted.
Now, the purpose of my statement is to identify and evaluate the

key elements in this Soviet oil offensive as part of its general economic
offensive, and to draw some references to the effect of that offensive on
the security of the free world and of the United States.
Now, I use the words "economic offensive." Other people have

used it. I would like to define what I mean.
By "economic offensive," I mean a purposive export-import pro-

gram centrally directed by the Soviet pursuant to its overriding ob-
jectives of political and military aggression which they have clearly
announced they intend to wage and are waging against non-Commu-
nist countries.
How this offensive is waged, its mechanics, its purpose, I think I

can identify fairly clearly.
They export products, which they find convenient to allocate for

export, at prices which are below those of the regular commercial
suppliers in the free world market. Most of these products are ex-
ported to industrial countries for the purpose of paying for certain
procurement that they want, and that they need in their own program
of expansion of their capital industries, and military support pro-
grams.
They also export products to underdeveloped countries, products

which will gain for them a political foothold, a penetration. Exports
are a very useful aid to their political propaganda. Once they get in,
of course, they look for an eventual domination of those countries.
I will give you specific examples of these as we go along.
Now, Soviet imports are the result of their exports. They allocate

production for export on the basis of the most convenient product
to them, the most acceptable in the foreign market, and the one which
has the highest purchasing power. That product is oil. It has a
universal demand, satisfying a critical need, and a product about
which the West is very price conscious.
So, when the Soviet exports oil, they have a real power in the market-

places of the free world.
In 1954, as I have indicated, there were few exports of Soviet oil,

but these were all strategic ones. They were not exporting oil to
gain foreign exchange. For example, they were exporting oil to
Iceland and taking fish in return. Well, it seems that the Soviets
are not noted fisheaters. There was a strategic purpose there, which
I pointed out in those hearings.
But today the Soviets are exporting massive quantities of oil and

are developing capacity to increase the volume of these exports.
I would like to get into that now by discussing some of the charts

before you.
May I call your attention to this chart of Soviet sedimentary basins.

I do not know whether you can see that, Senator—but the shaded
areas are the presently known sedimentary basins in the Soviet land
mass which are capable of producing oil. Each of these basins has
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been tested. These basins have common characteristics, and the
presence of oil has been established.

Recently a very promising discovery was made here on the Lena
River, far to the east. As that basin is developed, you can see that
it will provide a convenient source of supply for Japan. The political
and military implications are indeed serious if Japan becomes depend-
ent on that source of oil.
Senator KEATING. Does that have a producing well yet?
yr. NAKASIAN. There is a producing well there—a very, very prom-

ising discovery.
Now, the Soviets have given a high priority to oil development.

They have a thousand geophysical crews—these are fellows who go
out and examine the areas and map the basins preparatory to drilling.
This is the preliminary step in the search for oil.
These thousand geophysical crews in the field in the Soviet Union

are equal to the total number of geophysical crews operating in all
the rest of the world.
Following up the geophysical crew activity is a massive oil-drilling

program.
The Soviets engage in their oil development somewhat more ration-

ally than we can in the United States. They do not have to deal with
individual landowners and farmers and worry about recording deeds
and leases, and so on. They can conduct a rational program on a
large area on the basis of getting the most oil for the minimum effort.
They have some 1,000 drilling rigs in operation—roughly .a fifth

of the total drilling rigs in operation in the world, including the
Soviet. These rigs are very rationally engaged in a drilling program
at this stage of mapping the substructure. Drilling to map the sub-
structure may get less oil in the next month or 2 months or a year,
but eventually it will make it possible to develop those fields a lot
more quickly than they could otherwise.
So—as we get into the production projections I have made—it will

reflect the fact that they are currently devoting a great number
of those drilling rigs to mapping substructures and not drilling for
oil per se.
The drilling machinery and the geophysical equipment which they

have are for the most part of European origin but only one step re-
moved from American design and development.
I should point out here that the United States has made the sin-

gular contribution to the technology of finding, drilling, and trans-
porting oil. This technology is the product of experience in the
location of borings and in drilling, over many years, an average of
50,000 wells in the United States alone. The American technology
in the transport of oil is evident in the great network of pipelines
in the United States and in the great fleet of supertankers. Tech-
nological development in the oil industry has flowered in the past 20
years in finding oil.
After the war, that technology was transported to the Eastern

Hemisphere. I think we ought to be realistic in recognizing the fact
that that technology has moved right on into the Soviet Union, and
that is what they are using.

While we may not ship much equipment or any drilling equip-
ment from the United States to the Soviet Union, it is going into



SOVIET OIL IN EAST-WEST TRADE 27

the Soviet Union from Western Europe, and in all the quantities
they need.
Senator KEATING. From U.S. sources, or both United States and

Western European sources?
Mr. NAKASIAN. Well, Senator, European manufacturing firms and

American firms based in the United States are not divorced in terms
of technological exchange of information. I think the honest answer
to that question is that European firms who supply this kind of
equipment to the Soviet Union have American tieups, under licensing
and patent agreements of one sort or another, if not some actual own-
ership by American companies in those firms.
Senator KEATING. Now, is such drilling equipment now on the

prohibited list for direct export from the United States?
Mr. NAKASIAN. I think it is on the discretionary list. I do not

think it is on the prohibited "RO" list—isn't that what it is called—
end-use military items?
So the Soviets have vast sedimentary areas. Let me give you just

a comparison.
These shaded areas constitute a total area equal in size to the 50

United States.
Senator KEATING. Fifty, did you say?
Mr. NAKASIAN. These areas are equal in size to the total area of the

50 United States. Stated differently, these sedimentary basins are
31/2 times the size of the total sedimentary basins inside the United
States. So you are looking at the world's greatest oil province.
Senator KEATING. Now, if you include the sedimentary basins of

Canada—have they been charted?
Mr. NAKASIAN. Yes they have been charted.
Senator KEATING. And considering those, how would the oil re-

sources of all of North America compare with the Soviet Union?
Mr. NAKASIAN. It would still be—it would change the fraction

somewhat. It might change it from a third to possibly two-fifths or
something of the sort. It is not going to change it appreciably.

Senator KEATING. Do we know anything about sedimentary basins
within Red China?
Mr. NAKASIAN. We know that they exist, Senator. We do not have

as much information on Red China as we do on the Soviet Union. The
Soviet Union, incidentally, has not been reluctant to disclose their oil
resources. They make forecasts of what they are going to produce.
Oddly enough, they achieve them. As a matter of fact, they have
been exceeding their goals.
An American oil team visited Russia in 1960. That team was given

a good look at their oil operations. The Soviets are quite proud of
this achievement in the industrial sector. It may well be their most
sensational achievement, next to nuclear development. They are very
proud of it, and I think they have reason to be. Therefore, they issue
more statistics, perhaps, than on other industries. Much of the in-
formation I refer to is taken from Soviet sources. To repeat: They
regard this as a great achievement. I think it has to be identified
or described as sensational.
Now, it is not enough to find oil and produce it; you have to get it

to market. This is the next phase that I would like to discuss.
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In 1953 there were practically no Pipelines in the Soviet, Union.
The few that existed in the Soviet bloc were in the Black Sea area,
where the early oilfields were. In this span of only 8 years, they have
undertaken this massive construction of pipelines—these are distances
of 5,000, 6,000, to 7,000 miles. (See chart, p. 12.) This huge net-
work of pipelines has been built and is being built in a very short
period.
Now, great technology goes into pipeline construction—the tech-

nology of making line pipe that can withstand pressures, pumping
stations, compressors, and other equipment. The Soviets could not
possibly have achieved anything of this magnitude without having had
the freedom to draw upon the industrial plants and technology of
Western Europe and Japan.
In the process of building these pipelines, one of the principal

sources of pipe is Italy. Italy is supplying a million tons of line pipe
to the Soviets, to make this gridwork of pipelines possible.
As you can see, the big fields from the Urals are being tapped to

extend into the Baltic Sea, into Western Germany, and into the Black
Sea for access to the Mediterranean. This gives them access to the
world markets—northern Europe, central Europe, and the Mediter-
ranean area, Africa, and the Western Hemisphere. A major pipeline
is being built, extending out to the Far East, where it will supply the
Japanese—a highly attractive market for the Soviets because of the
industrial goods that they can get in return.

Senator KEATING. May I ask you this: To what extent does the
Soviet Union supply oil to Red China'?
Mr. NAKASIAN. I do not know what the quantities are, but they do

supply Red China with oil.
Senator KEATING. What are the other suppliers of oil to Red China?
Mr. NAKASIAN. Well, some of the Western companies supply oil to

Red China. I believe the British do. I do not think the American
companies do. I am quite sure they do not—even through any of
their foreign outlets. But the British companies do to some extent.

Senator KEATING. They ship it by tanker?
Mr. NAKASIAN. It is shipped by tanker.
Now, we might get to Soviet production and their goals.
In 1953 the Soviets produced 400 million barrels and exported in

the order of 7 million barrels of oil. In 1961 their exports were very
substantially increased to 222.7 million barrels out of total production
of 1,211 million barrels. The figures on this chart at page 12 show pro-
duction of 400 million barrels of oil in 1953—total production. In
1961, in 8 years, production had tripled to 1.2 billion barrels. In
1965, production will be in the order of 2 billion barrels.
The American oil team that visited the Soviet—I talked with mem-

bers of that team—report they are confident that the Soviets will not
only meet this goal but exceed it.
The Soviets plan to increase their production to these enormous

figures of 2.8 billion barrels in 1970 and they should produce in the
order of 5 billion barrels a year in 1980.
Now, based on those figures, I have attempted to make a projection

of what they could export. I will get into that in a minute, and tie
that up with imports which they will get in return.
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This rapid achievement in transportation could not have been possi-
ble without aid from the West European and Japanese economies.
It is also significant that it came at a time after Western Europe

and Japan had recovered from the war—had rehabilitated their pro-
duction facilities. This progress by the Soviets—this development—
had been forestalled, in effect, until Western Europe and Japan could
contribute.
The Soviets have always known that the oil was there. Oilmen of

the West knew that the basins were there. But it took a change in
policy by Khrushchev to set the stage for the exchange of technicians
and products—the idea of peaceful coexistence.
There was a marked difference in policy from that of Stalin, whose

policies tended to isolate the Soviet Union from the West. Khru-
shchev is openly following a policy of trading with the West, which
means to him getting what he wants from the West 4,nd shipping, in
return, what he wants the West to have.
Mr. Scam Mr. Nakasian, before you leave the chart on the pipe-

lines, which reflects the lines in actual operation—then you have the
lines proposed or, I suppose, under construction in Eastern Europe.
Would you tell the committee or do you have the information also

about the Black Sea ports that ship out oil coming up to Marseilles
into Western Europe, and flow through the pipelines of Western
Europe, and may enter the market in a camouflaged form which would
be difficult to identify as Soviet oil?
Mr. NAKASTAN. If I understand your question—to what extent

would Soviet oil put into the pipeline by some company move through
the facilities of the private or the integrated oil companies—American
as well as British and Dutch—and go into the Western European
markets.
Well, I think it is possible. It would be a terrible policing prob-

lem to prevent a company desiring to do so.
Oil is not easily identified. If anyone wanted to conceal sources

and exchange shipments, it could be done.
We know, for example, that the Soviets are exporting oil to Egypt.

Egypt is about self-sufficient in oil. The large quantities of oil that
Egypt receives from the Soviet plus their own production is greater
than the total consumed in Egypt. So Egypt in turn exports oil.
It is exporting oil to Italy.

Senator KEATING. Let me get this straight. When you say Egypt
exports oil, do you mean Egyptian companies or British and American
companies and other companies operating in Egypt?
Mr. NAKASIAN. Well, Senator, Egypt has kicked out or discouragedall the American companies.
Senator KEATING. Have they kicked out the other free worldcompanies?
Mr. NAKASIAN. Yes, largely. The only producing company thatis there, other than Egyptian, now, is the Italian state-owned company,usually identified as ENI.
Senator KEATING. So that, when you say Egypt exports, you meanEgypt has a state monopoly.
Mr. NAKASIAN. Egypt has a state monopoly. And that state mon-opoly, together with ENI, controls the oil moving in and out cfEgypt.
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Senator KEATING. And ENI is a state monopoly of Italy.
Mr. NAKASIAN. And ENI is a state monopoly of Italy right.
Now, to answer your question, Mr. Scott, about the intermingling

or mixing or swapping of Soviet oil with non-Soviet oil, I think this is
possible, if any company wants to profit from it. I do not know to
my own knowledge that ENI is doing it, but they certainly have an
opportunity to do it, if they choose, and I would suspect that they are
doing it. I will tell you why.
Egypt is today self-sufficient in crude production. It imports crude

from the Soviet Union. If you add the amount of its imports to-
gether with its own production, it has an exportable surplus—it does
not consume that much oil. Egypt is exporting a substantial amount
of oil to Italy. The oil which Egypt exports to Italy, I understand,
is not the oil which is characteristic of the Egyptian crude but similar
to the oil which flows out of the Black Sea area. You might conclude,
therefore, that it is Soviet oil. Where that oil goes after it gets into
Italian pipelines and refineries and so on would be a difficult investi-
gative problem.
Mr. Scorn Then, Mr. Nakasian, you can say the statistics of produc-

tion and export of Soviet oil are what you can actually identify as
having come from the Soviet. Therefore they are conservative fig-
ures because probably, if you had the ability or means of identifying
the camouflaged form of oil through the ENI and other sources, that
figure would be larger, actually penetrating the free world market.
Mr. NAKASIAN. Let us say that these figures are conservative. I do

not know to what extent they are understated. But I think they
represent the picture fairly realistically. As for any one country—for
example Italy may be importing more Soviet oil than the figures
show, because of the triangle shipment via Egypt.
Mr. SO-CrRWINE. Mr. Nakasian, you said the achievement of the

Soviets would have been impossible, the development of their oil re-
sources and production of oil, without material from the West.
Can you tell us, are they now independent of material from the

West, or do they still rely upon it?
Mr. NAKASIAN. They still rely very much upon the West. They

cannot continue this rate of development which they have programed
for themselves without the continuing supplies from the West.
Mr. So-crawINE. In other words, the Western World, the free world,

has it in its power even yet to reduce and slow up the Soviet oil de-
velopment program.
Mr. NAKASIAN. Very definitely—very definitely.
Now, I would like to state this conclusion, in the interest of time.
I would like to say that the pipelines are not the only means of

transportation of importance to the Soviets. They also need tankers,
of which the Soviets are rather short.
While the bulk of the Soviet oil will move to the industrial market,

since it is the industrial market that has the capacity to use the oil, it
is of usefulness to the Soviets also to get oil into the underdeveloped
countries. To do that, they need tanker capacity.
In the last several years, the Soviets have placed tanker orders with

the United Kingdom, Finland, France, Denmark, and Japan. That
will increase their capacity over and above their own production of
tankers to hit these far-off underdeveloped areas in greater quantities.
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I might also say that the free world tanker owners have been char-
tering tankers to the Soviets. While some effort has been made by
integrated companies to stop it, it appears that the Soviets are getting
all the tankers they need at the present time to export the oil they want
to export to Cuba and any other place that is important to them.
Senator KEATING. In other words, the Soviet may be using free

world tankers to get oil to Cuba.
Mr. NAKASIAN. Let us say that those free world tankers chartered

by the Soviets could easily be transporting oil to Cuba. Now, whether
those tankers that are transporting Soviet oil to Cuba are free world
owned tankers or not I do not know of my own knowledge. But it
would make no end-result difference whether they were Soviet-owned
tankers or free-world-owned tankers. The fact is that the free world
has expanded the Soviet tanker capacity.
Senator KEATING. But they are operating free world tankers, flying

the flags of free world nations, in this Soviet oil trade.
Mr. NAKASIAN. These would be tankers chartered under foreign

flags. I doubt that the registries of those tankers would be changed
when they are chartered to the Soviets. I think the answer to that
statement is yes, they are.
With this expansion of the pipeline, with this development of oil-

fields, and with this tanker construction, the Soviet schedule of in-
creased production and export is realistic, in my opinion.
Look what the trend has been.
In 1952 Soviet production was less than 1 million barrels daily.

Today, 10 years later, it is almost 4 million barrels daily. Their
schedule is to increase daily output to 5.3 million barrels daily in
1965, up to 7.8 million in 1970, and to 13.8 million in 1980.
Now, an idea of how large these figures are can be gained by com-

paring them with the U.S. production. We produce 71/2 million
barrels of oil in the United States daily, and we appear to have reached
our peak in production at 71/2 million barrels. So the Soviets are very
rapidly catching up with the United States in the production of oil.
They have the technology they have now the trained manpower.

Most of the technology is not their own—it is largely Western in•
nature. Whatever shortages of materials and equipment they may
encounter, they can make up by imports from Europe and Japan.
So the clear forecast is that, absent any change in policy, or if the

situation remains as is, of really no policy, the Soviets will meet these
production and export goals.
Now, I have been very much interested in reading the testimony

that has heretofore been given on the Soviet oil available for export.
Some of the material refers to it as surplus to the Soviets' own needs.
I find it more realistic to think of Soviet oil exports—that quantity

which is exported—as being an allocation. The Soviets determine
what amount they are going to allocate for export. Since the internal
consumption of the country is subject to a rationing system, an allo-
cation system, there is no reason to believe but what the Soviets ra-
tion or allocate how much petroleum is to be exported. A large part
of this increased production, which we have referred to, is going to
be made available for export, because it will produce for the Soviets
machinery, equipment, technology, the fruit of all the productive
genius and industrial plants of Western Europe and Japan, which

86868 0-62-3
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the Soviets do not have, and need in their ambitious industrialization
program.
Mr. SOURWINE. Mr. Nakasian, you hinted something there. I want

to be sure I understand it.
It seems you are saying that the Soviets do not sell oil for money;

they sell oil for the things they most need. It is almost a barter
proposition. Is that correct?
Mr. NAKASIAN. That's correct. I would like to explain that point

if I may.
Money means something different to a Communist totalitarian sys-

tem than it means to a system of free enterprise, where the production
and selling units are commercial and free enterprise in character.
Each company has its own profit-and-loss statement, balance sheets,
to be concerned with. Money is the medium of measuring transac-
tions and for recording values.
So far as the Soviets are concerned, they do not use the money

system in the sense the way we use it in this country, or it is used in
Western Europe. Soviets are interested in physical things and politi-
cal end results. They are interested in getting machinery or in pipe-
lines or military support items. They look around and try to find
something that they can export to markets that supply what they
want—what these markets will accept in payment for those items the
Soviet wants.
It is a barter. But this tag sometimes confuses more than it

clarifies.
They do not use the money system the way we do. Their export-

import program is essentially a program of procurement. Their em-
phasis is on procurement. Their emphasis is not on export for capital.
Their export is for the purpose of getting in what they want in the
way of physical equipment, technology, and essential supplies.
The Soviets are essentially, from an economic standpoint, an iso-

lated economy. They do not want to be exposed to the rest of the
world in a free exchange of goods. They only want to procure what
they want, and they will ship out what they want the free world to
have.
Mr. Scorn Mr. Nakasian, in connection with this question and your

comment, I would like to invite your attention to page 11 of your
statement where this is stated:

Soviet oil exports to the free world may be classified as to purpose under
two headings—strategic procurement and political penetration.

Would you care to expand on that for a moment?
Mr. NAKASIAN. All right. We have dealt mainly with the strategic

procurement. They are also interested in political penetrations. A
classic case of this is right in our backyard—Cuba.
The Soviets were very happy to supply the oil for those Cuban refin-

eries because they knew full well that once Castro became dependent
upon that oil that they had Castro in their grip.
If they were to shut this oil off—I think your statement is abso-

lutely correct, Senator—if the Soviets were to shut that oil off for
some reason convenient to them, Cuba would be on its knees begging
for oil. There are relatively few places where they can get that quan-
tity of oil outside the facilities of the integrated companies, whose
refineries have been confiscated by Castro. The Soviets have a- grip
on Cuba as a result of this dependence of Cuba on Soviet oil.
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Senator KEATING. I estimated they could not last more than a
month.
Mr. NAKASIAN. I think that is a fair estimate. I do not know how

much oil the Soviets are shipping into the storage tanks in Cuba.
I would rather suspect they are keeping those storage tanks partly 

immediate.
Senator 

so that the dependence will be acute and 
Senator KEATING. Are they shipping oil into other Latin American

countries?
Mr. NAKASIAN. The Soviets have shipped into Uruguay and into

Argentina. I understand that the Uruguayan contract has been can-
celed. I doubt that the Soviets are shipping crude into Argentina, but
they may be shipping some products in there.

Senator KEATING. Are any other Latin American countries wholly
dependent upon Soviet oil?
Mr. NAKASIAN. No. In fact, many Latin American countries have

their own oil production. Argentina today is self-sufficient in petro-
leum. The west coast of Latin America has substantial production.
The only country that represents a danger from our standpoint of
importing Soviet oil in any great quantity is Brazil. This is a great
deficit petroleum area, and the Brazilians have shown recent signs
of greater friendliness toward the Soviets, and there may be some
substantial quantities of Soviet oil put into Brazil. At the moment,
I do not think there is any going into Brazil.
I have pointed out in that connection the amount of Soviet oil

going into the underdeveloped countries for political penetration
is about one-third in 1960, one-third of total Soviet oil exports. Two-
thirds of their exports are going into industrial markets, where they
are procuring this equipment and machinery and technology and
capital goods that I referred to.

This is where we should expect the bulk of Soviet exports to go in
the future.
For instance, in 1961, Italy imported 126,000 barrels a day, West

Germany 51,000 barrels a day, Japan 53,500, Sweden 50,000. These
amounts are increasing. If present conditions remain—unless there
is some stop or some allocation system put in—I think we can look
for something like the trend shown in this chart for the years ahead.
This is total Soviet oil exports. In 1953 we see it is less than 3

million barrels a year. In 161 those exports went almost to a quar-
ter of a billion barrels. In 1965 we estimate that there will be about
365 million barrels a year, or about a million barrels a day. In 1972
I estimate—and this is my estimate—that the export will amount to
730 million barrels a year, or 2 million barrels a day. I estimate that
based on the production figures which I believe the Soviets will
achieve; I deduct from those production figures estimated internal
Soviet consumption which includes an increase in internal consump-
tion at rates of the last 5 years, and the excess is what I would hold as
being exportable.
The bulk of this increased expoLt will be going into Europe. In

return for that oil exported Will be importation by the Soviets of
machinery, high technology goods that were referred to in this chart.
If we accept the premise the Soviets are not going to export oil

unless they get something in return for it—what they want in return
comes from Europe and from Japan—this industrial equipment, and
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the products of research and development which the Europeans have
put into the making of these products and which in turn reflect what
the Americans have put into these products in the way of research
and development, and which has been exported to Europe. By 1972
I would say that the Europeans will be exporting $6 billion worth of
industrial equipment and high technology goods per year.
Mr. SOITRWINE. To the Soviets?
Mr. NAKASIAN. To the Soviets.
Mr. SOURWINE. Mr. Nakasian, it is true, is it not, that while price

is very much a part of the Soviet oil penetration into the free world,
it is never a detriment or a hindrance to that penetration, because the
Soviet price never need bear any particular relationship to the actual
cost of the production? In other words, they fix the price to achieve
their objective.
Mr. NAKASIAN. That is right. May I comment further on that"?
We have the continuous problem in this country of trying to under-

stand the Soviet's practice and the end results of what they do, in
terms of our sense of values. We emphasize costs in relation to prices.
In our free society, we believe costs should reflect sacrifices and prices
should reflect costs and thus prices reflect value. I do not believe the
Soviets think in those terms at all. What they think in terms of is:
"We can export X quantity of crude oil, and for that crude oil we can
get machinery and equipment that we do not have." I think it is
clearly and simply a matter of their exchanging barrels of oil for a
new lathe or a new tanker or thousands of feet of line pipe, which
they would have difficulty producing themselves in the time period
that they have set up for themselves. So that the cost of—the cost
factors of the oil, I think, in their rational way of thinking—is not
considered important. They would put great. emphasis on the time
factor, because they do have a timetable of political objectives.
Mr. Scow. Then Mr. Nakasian, your statement about the thinking

in values is reflected here in the statement of Mr. Khrushchev in 1955:
"We value trade least for economic reasons and most for political rea-
sons." So, if that is true—which is apparent, on the basis of their
thinking of price and value—oil is the very vehicle which will lend
itself best to enable them to bring this economic impact upon the free
world.
Mr. NAKASIAN. I would definitely think so.
The Soviets could not find a more convenient commodity to export.

As a matter of fact, I doubt that if they had as much reserve and pro-
duction in gold they would find gold as acceptable in world markets
and such quantity as they would find oil. There is a point beyond
which gold would depreciate in value if produced in excessive quantity.
Oil is essential to modern life; gold has very limited utility—its value
is largely a function of scarcity.

Senator KEATING. Could you give us an idea of the cost of Soviet
oil compared to oil from free world sources?
Mr. NAKASIAN. I think I might get at that question in this way:
The Soviets produce oil under entirely different circumstances than

oil is produced in the free world. They do not have to deal with a
sovereign country that has jurisdiction over the oil and they do not pay
anybody any royalties.
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So far as the actual finding, producing, and transporting costs are
concerned, there is no reason to believe that the Soviet costs are any
less than they are in the United States or in oversea free world coun-
tries. But the Soviets do not bear the other costs imposed on Ameri-
can and other free world companies.
I would like, at this point, to maybe leapfrog into a subject I am

going to talk about a little later in more detail.
The free world countries in the Middle East, for example, and

Venezuela, pay a royalty plus taxes of about 75 cents a barrel. -You
know, this is a cost to them. It is not a cost to the Soviets, but it is a
real cost to the oil companies. That is a fixed burden that the oil
companies must bear, must meet on any oil produced from a foreign
country. In addition to that, they have production costs of around
25 cents a barrel, and they have to replace those reserves with addi-
tional exploration which roughs out about another 25 cents a barrel.
So, to keep themselves going, they have to lay out about $1.25 a
barrel—not to speak of the return on their investment and other
factors.
The Soviets do not have that 75-cent royalty to pay.
Now, this is about as close as we can get to the comparison on costs.
A great effort has been made to get cost figures from the Soviets,

and they just won't release them. It is questionable that they really
have them in the way that we would set up cost accounts. Whether
Soviet production costs are high or low is not very significant, as long
as they can get something in return. I think they are looking at end
results rather than immediate burden.
Senator KEATING. Now, money means something in Italy.
Mr. NAKASIAN. Yes, sir.
Senator KEATING. How much less does Italy pay for Soviet oil than

it does for oil from free world sources?
Mr. NAKASIAN. Well, we can give you a pretty concrete answer to

that. ENI, the state-owned monopoly, is buying oil at the Black
Sea, f.o.b. Black Sea, which delivers in Italy at about $1 a barrel less
than Persian Gulf crude oil would deliver in Italy at the posted price.

Senator KEATING. And in rough figures, what does $1 a barrel less
mean?
Mr. NAKASIAN. Well, it would mean—
Senator KEATING. I know the price of oil changes from time to

time.
Mr. NAKASIAN. Well, that would mean that the oil companies, to

meet that Soviet price, would have had to sell oil f.o.b. Persian Gulf
at about 80 cents a barrel. Of that 80 cents, they would have to give
:75 cents to the oil-producing country, Kuwait or Saudi Arabia. So it
is not practical—they are helpless in meeting that competition.
Is my answer clear?
Senator KEATING. Yes. What are they in fact selling oil for now?
Mr. NAKASIAN. I beg your pardon?
Senator KEATING. What are they in fact selling oil for, from the

Persian Gulf?
Mr. NAKASIAN. Well, depending on the quality of the crude, posted

prices range from $1.60 to $2 a barrel.
Senator KEATING. So that, to compete with Soviet sources, they

would have to more than cut in half their own prices.
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Mr. NAKASIAN. Yes, sir.
Senator KEATING. And cut it up to a third—between a third and a

half. That is, they would have to cut them to between a third and a
half of what they are now charging.
Mr. NAKASIAN. That is right. And, of that which they receive,

they would have to pay almost the entire amount to the producing
country, because producing countries are insisting on at least 75 cents
a barrel royalty and taxes. They are not concerned about what the
company receives for the oil. They have, geared themselves to expect
that much income per barrel exported. So it is almost a hopeless
situation for these companies to prevent Soviet oil from taking over
their markets.
Mr. SOURWINE. You have a chart there showing Soviet oil export

prices. Could you explain those discrepancies?
Mr. NAKASIAN. All right. Incidentally, these are new rubles per

ton. One new ruble is equal to $1.11.
In 1955 crude oil was delivered at the Soviet border to the satellite

countries at a price of 22 rubles per ton. At the same time crude oil
was being exported, delivered at the border for export at 14 rubles
per ton.
Mr. SOURWINE. That is to the free world.
Mr. NAKASIAN. To the free world.
Senator KEATING. In other words, they were soaking the satellites

22 rubles and selling to free world sources or underdeveloped coun-
tries at 14 rubles.
Mr. NAKASIAN. Or they are undercutting the price for the world

market by this amount. Actually, the price to satellite countries is
comparable to the free world market price—the 22 ruble price.
Senator KEATING. That has consistently been their policy—to sell

to other countries in the bloc, their so-called friends, at prices way
above the amount they sell to the free world areas.
Mr. NAKASIAN. It is very interesting, for example, to see the prices

the Soviets charge Yugoslavia for petroleum—the 22 ruble price.
Senator KEATING. And Poland, too.
Mr. NAKASIAN. And Poland, too. And that pattern has not changed

since 1955.
It is not the Soviet's generosity in reducing those prices that ac-

counts for this difference.
Senator KEATING. Well, that seems to me one of the strongest argu-

ments: that they are selling oil not for income, but for the purposes
that you have expressed.
Mr. NAKASIAN. For procurement.
Senator KEATING. For procurement and political penetration.
Mr. NAKASIAN. Right. And their capacity to continue doing this

is infinite. The Soviets presently have no limitations. The only
limitations that might change the picture would be safeguards im-
posed by the Western countries.
Mr. Scorn Mr. Nakasian, would you further explain the chart on

Soviet oil export prices, as to what years it covers?
Mr. NAKASIAN. Yes. For the record—crude oil was exported by

the Soviets in 1955 to the satellite countries at 22.2 rubles a ton. In
the same year the Soviets exported crude oil to free world countries
at a price of 14.2 rubles per ton.
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In 1960, the corresponding figures were 19.8 and 10.3 rubles per
ton.
I have taken, in this chart, one of the petroleum products, heavy

fuel oil, and we find that for fuel oil the differential in 1955 was even
greater. The Soviets then received 23.7 rubles per ton when they
exported heavy fuel oil to the satellites and 10.6 rubles per ton when
exported to free world countries.
In 1960, the corresponding figures are 14.6 rubles and 9.6 rubles.
Senator KEATING. Now, is there any significance in that change

from 1955 to 1960—the disparity is not so great in 1960. Do you have
any information whether that is because the satellites griped about it,
or how did it come about?
Mr. NAKASIAN. Well, on crude the disparity is about the same, I

think.
Senator KEATING. On crude it is.
Mr. NAKASIAN. As for this heavy fuel product, prices would fluc-

tuate depending on whether they have more fuel oil around than
other products. Fuel oil prices will gyrate, depending upon the need
for storage space and getting other products in. But this is remark-
ably consistent. I think this pattern—you see, this 10.3 rubles per
ton will amount to around $1 a barrel when you put it in terms of
dollars per barrel, which is the 1.08 that we spoke of earlier.
Now, those figures are taken from the official Soviet publication.

Some people are surprised that they would publish this, because it
should upset the satellites. It would indicate that the Kremlin is not
too much concerned about what the satellites think. This is pub-
lished and it is available to us here, so it ought to be available to the
satellites.
Mr. SCOTT. Mr. Nakasian, in your chart reflecting this disparity,

would probably one of the reasons why they would be able to deal
with the satellite countries a little differently from the free world be
the use that they make of this Soviet oil trust? Would you tell us
how it operates, how it is utilized there—as compared to our free
world countries, particularly the United States, where each oil com-
pany is a private enterprise and has to deal individually against this
combine?
Mr. NAKASIAN. Well, the basic difference is that the Soviets deal

through a centralized agency. They do not have, in comparison with
an American company dealing in oil, a cost and price relationship to
be concerned about.
So far as this exporting agency is concerned, I think it is a partner

of the procurement agencies. The central control authority tells pro-
curement agencies what they want, and tells the oil trust to make so
much oil available for export. It would be their job to get the oil
together and get it delivered at a particular time and particular place.
I am sure that this export trust is not interested in machine tools

or electronic equipment or anything else. It is just a service organi-
zation to get that oil delivered. The trading decisions are made at
a more elevated level, and it is centrally directed. They would de-
cide what kinds of machine tools they want and so on.
Previous testimony before congressional committees speaks of So-

viet oil exports as surplus and also as trade. These terms when ap-
plied to describe the Soviet export-import position are misleading
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and confusing. If Soviet oil were committed to satisfying internal
requirements, emphasizing human needs rather than international ob-
jectives, Soviet oil production would be inadequate for export for
many years to come. If the Soviet Union itself were to achieve in-
ternally a level of per capita consumption equal to that of the United
States, it alone would require 12 million barrels daily. Comparing
such consumption with present Soviet output of only 4 million bar-
rels, it is clear that the Soviet would not have an exportable surplus
until 1980.
Senator KEATING. In other words, their own people do not have

available to them petroleum products, anything remotely comparable
to those of the free world.
Mr. NAKASIAN. Right. And Mr. Khrushchev makes that perfectly

clear in his statement. He says that there will be no mass ownership
of automobiles in the Soviet Union; that the Russians will ride in
buses and trains.
Now, perhaps it is a preferable way for the Russian people to

travel. But I doubt that they find that more convenient than pri-
vate cars. In any event, it makes it possible—restricting internal
consumption of petroleum—it makes it possible for the Soviets to
export more. That is clearly what they are doing.
Mr. Scorn Mr. Nakasian, you would say that some of the people

discussing this problem of Soviet oil have looked at it as a surplus
and tried to meet it in that manner, whereas in fact if it is viewed
as an allocation, and if proper steps were taken, we would be in a better
position to meet the offensive.
Mr. NAKASIAN. It represents the problem before all of us in trying

to understand the Soviet method. We have this problem of trans-
ferring our own ideas, our own concepts, our own vocabulary to
describe their operations. Theirs is a different world. And so we
have to be careful when we try to describe what the Soviets are
doing.
Mr. SOURWINE. Mr. Nakasian, you have forecast a huge increase in

Soviet oil exports, which, of course, means necessarily an increase in
Soviet oil production through 1975.
Can you give us a projection of what the United States might be

able to increase its own production or its own exports percentagewise
to in that time?
Mr. NAKASIAN. Well, first let me say this: The forecast of the U.S.

production of petroleum for the next 10 years does not show any sub-
stantial increase. There is no expectation that the domestic produc-
tion of petroleum in the United States will be much, if any, higher
than it is currently.
Mr. SOURWINE. In other words, this is an item on which we cannot

outproduce the Russians.
Mr. NAKASIAN. No. In the United States, at the rate of 13.8 million

barrels daily, we have pretty well explored this country so far as
petroleum potential is concerned, and it seems we have topped off our
crude production at about 7.5 million barrels daily.
We do not export petroleum from the United States any more. As

a matter of fact, we are a major deficit country—we import on the
order of 2 million barrels a day. Our total consumption requirement
of liquid petroleum is about 10.3 million barrels a day; we produce
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7.3 million crude about 1 million barrels of liquid natural gas, and
we import roughly 2 million barrels of crude oil products.
We are dependent on foreign sources of petroleum and will become

increasing dependent on them as the years go by.
Now, to the extent that the Soviets can undermine our security in

these foreign producing areas, we have a major problem here. I will
get into that.
Mr. SCO1T. In other words, it is almost inevitable that, as the Soviet

oil trade expands, that of the free world, particularly the United
States, in the world market will recede.
Mr. NAKASIAN. Well, that is one way of putting it. The Soviet's

oil now is replacing Middle East, and to some extent Venezuelan, pro-
duction. If it continues in the trend that we see now, it is going to
be a major replacement.
Mr. Scow. Mr. Nakasian, at this point, concerning the U.S. posi-

tion, would you, in the interest of time, summarize your observation
of either a position, lack of position, or an indefinite position, of what
you, as an international lawyer viewing the world situation—what
your interpretation of it would be.
Mr. NAKASIAN. All right.
The U.S. position on trade with the Soviet has been made clear by

the legislation and administration of export controls. As I indicated,
we have a new situation now because unilateral legislation and con-
trol by the United States is not preventing Soviet procurement.
The United States has the duty to deal with this problem for the

reason that, in the final analysis, the United States is relied upon by
the free world as its bulwark of security.

Ultimately the United States must forge some kind of an agreement
with the other industrial powers of the free world to deal with this
problem of Soviet exploitation of free world markets.
I cannot be too critical of Europe and Japan in participating in this

business with the Soviets because I find—and I have searched—that
there has been no official recognition of this problem by the top levels
of our executive department.
Senator I have made a conscious effort to find some statement from

the White House, not only of this administration but of the prior
administration that this problem exists. Until this problem is offi-
cially recognized in the other branch of our Government, as it is here,
I do not think that we can address ourselves very seriously to the
remedies or the courses of action that we might take or suggest that
might deal with it.
For example, the Justice Department takes the position that Amer-

ican firms abroad must conduct their operations in the foreign market-
place subject to the limits of the antitrust laws as they are interpreted
to apply to the marketplace in the United States.
The political economists and legal theorists who thought up that

interpretation of this U.S. antitrust application, some 30 or more
years after the passage of the Sherman and Clayton Acts, should
take another look at what it means today. Today it means that
American firms are easy prey for Soviet raids on American oversea
markets and facilities. If American firms could act together, they
have substantial strength that might be employed to buck this thrust
of the Soviets. But they are told by the Justice Department inter-
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pretation that any action they take must be taken individually and,
if they cannot stand up against the Soviet export thrust individually,
it is just too bad, because they cannot join forces in self defense.
This is an area that I think ought to be explored and recommendations
ought to be received as to how that policy might be made more realistic.
I do not think the antitrust statutes prescribe the present interpre.

tation now being applied blindly to American firms in the foreign
marketplace.
Mr. Scow. I note, Mr. Nakasian, you say: "There are only two

published Federal reports on Soviet oil," and you identify them. Do
you have available copies of those?
Mr. NAKASIAN. Yes, I can make them available.
Now, those reports I refer to in my statement as significant because

they indicate the confusion which is inevitable if you do not have a
policy position or a statement of this problem from the White House
or from a top source. As long as that voice is silent, we should expect
some naive suggestions of how to deal with this problem from persons
in agencies who are subordinate and not the final authority of the
country.
One of these reports suggests that, since there may be a danger that

the Soviets might cut off this oil, that we ought to build up a tanker
fleet large enough and kept in reserve to be thrown in and transport
this oil to Europe whenever the Soviets decide to cut it off.
Another report suggests that there are some favorable aspects of

this Soviet oil offensive because it would not be rational for the
Soviets to consider a war until they have achieved their oil develop-
ment.
Now, I do not make these remarks in criticism of these authors.

But I just say that, until there is a high-level policy established on
this problem, we are going to get some rather ridiculous statements
on the problem.
Mr. SCOTT. In order to meet this situation, you have certain recom-

mendations.
Would you care to comment on or read those?
Mr. NAKASIAN. All right.
I have attempted, Senator, to define this problem, and I have re-

viewed in the last month just about all the evidence that is available
on this subject. I have come to this conclusion—that we know too
little about it. I would hope that the committee does not receive
my statement as representing any more than an effort to define the
problem and to lay the basis for further inquiry.
There are big gaps here that ought to be further explored and an

understanding reached. Therefore, I would recommend that this
committee—which has sponsored the security legislation of the United
States and has taken an active role in supporting its administration—
that this committee consider setting up a special hearing to go into
this problem. I would suggest the following matters for inquiry:

1. The efforts by the State Department and difficulties encountered
in attempting to reach an agreement with other countries on a common
policy of containing the Soviet exploitation of free world markets.

2. The appraisal of the Defense Department on the impact of the
Soviet economic offensive on our security interests.
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. .3. The administration of U.S. laws, particularly the antitrust pol-
icies, as they restrict and handicap American companies in their
efforts to protect their investments and positions in foreign markets
now being raided by the Soviet.
4. The experience of American companies with Soviet economic

aggression in foreign markets and in maintaining facilities essential
to U.S. and free world security.

5. The extent to which present laws, such as the Trade Act of 1949,
are adequate or effective in carrying out the intent of Congress in
view of the major world changes since such laws were enacted.
I believe, Senator, that there is a fruitful source of inquiry here,

and, until we get a few more answers, I think that any suggested solu-
tions are somewhat premature.
I have restrained myself from making any suggestions.
Senator KEATING. Your point is well taken. It was evident in

the recent debate on extension of the Export Control Act that there
was a concerted effort on the part of all Government departments,
undoubtedly headed by the State Department, to prevent any realistic
language of any kind being written into that legislation, either in the
House or in the Senate, and to try to get simply an extension of that
act without meeting any of these problems.
Fortunately, they were thwarted in that, by the almost unanimous

action in both bodies. There was some improvement made in the
Export Control Act, and it was extended for 3 years.
But we simply have not come to grips with this tremendous problem

of procurement by the Communist bloc, and there is an unrealistic
attitude toward it in Government departments. I say this in no politi-
cal sense whatever—it has existed over a period of years. They have
not come to grips with the problem. They are not coming to grips now
with this awesome problem of the Soviet oil offensive.
In my judgment, you have performed a great service by coming here

today and giving us this very careful analysis which is the result of
the deep study which you have given to this problem.
Speaking as one member of the committee, I feel sure that the others

would share my view that we would not want to stop here and do
want to pursue this matter further.
Counsel, do you have any questions at this time ?
Mr. Scorr. Well, on this—you certainly have a very thorough pre-

pared statement here which reflects a great amount of work, as indi-
cated by the charts.
Mr. Chairman, in the statement submitted to the committee for

our record, this statement contains therein reproductions, reduced
reproductions, of the charts. Therefore, we will not submit them as
separate exhibits, as they are contained in the statement itself.
Mr. Nakasian, do you have any additional information which might

have occurred to you or any comments or further suggestions which
you would like to bring to the attention of the subcommittee at this
time?
Mr. NAKASIAN. I think that what I have attempted to do, which is

basically to define this problem—the information I have submitted is
probably sufficient for that purpose.
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There is a great deal more information available on this, and it is
available through people who have more direct contact with its sources
than I do.
I would think that at an appropriate time, Senator Keating, you

ought ought to bring in those people and get the specific kind of information
that you want to fill out this record, and which will provide the basis
for some recommendations.

Senator KEATING. You can suggest to us the names of people?
Mr. NAKASIAN. Yes, sir, I can. I can perhaps be helpful to you

in that.
Mr. SCOTT. In this study, this survey of yours, Mr. Nakasian, that

was done in the light of what is best for the national security. It is
not a question of whether or not this oil offensive—the Soviet oil of-
fensive may work a hardship on any particular oil company—but
your purpose is to bring it to our attention as a matter of national
security.
Mr. NAKASIAN. This problem is more important than any hardship

that may be resulting to particular industries. It directly involves
the security of the United States. Its immediate effect may not be
measurable. But when it is realized that the Soviets are building up
a mass industrial complex with the aid of machine tools and in-
dustrial plants that they are importing from Europe, and that they
are thereby increasing their own production of goods, which they will
be able to export to the uncommitted areas of the free world including
the oil-producing countries. In the next stage, I predict, within 5 to
10 years

' 
they will be waging a massive export of consumer goods

as aids to underdeveloped countries. When that happens, they can
cause us no end of grief in these uncommitted areas. We will look
like Shylocks in our foreign aid program, compared with the end
products that the Soviets will ship without "strings attached."
We say we will not ship end products to these underdeveloped coun-

tries, because we want them to help themselves. The Soviets will ship
them shoes, clothing, anything that they can put on their backs, in
order to win their political favor and get established in the country.
Do I make myself clear, Senator?
Their aid program is not in the interest of developing these coun-

tries. Their aid program is in the interest of getting a political
foothold. They can do that very easily by shipping consumer goods,
which this expanded industrial plant is going to make possible. When
they use their method, our method of building up these countries by
building up their resources and their capacity to produce is going to
look pretty hard and strenuous, and we are not going to look very
generous in comparison.
In the final result, Soviet success will have the effect of weakening

our position of access to sources of raw materials.
This country, the United States, is dependent—it is no longer self-

sufficient—it is dependent on foreign sources of raw material, of which
oil is one of the principal raw materials imported.
Senator KEATING. Hasn't the Interior Department made a study

of the international oil situation?
Mr. NAKASIAN. The Interior Department asked the National Pe-

troleum Council, which is a quasi-Government advisory group, made
up of heads of several of the large oil companies, to make a report on
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the Soviet oil offensive. This request was made last year, sometime
after the American oil team returned and reported on its visit to the
Soviet. I think Mr. Collado, when he testified before the Joint Eco-
nomic Committee, made reference to that report last December, and
said that he would make it available. This report is available and
valuable.
In addition, I would have liked to have had for use here a copy of

the draft report of the National Petroleum Council in the preparation
of this testimony. While this report had been prepared by oil com-
pany executives, and not employees of the Government, I understood
that that report had been classified by the Interior Department and
it was not therefore available. So I have not seen what is in that
report, Senator.
Senator KEATING. Is it still in that condition, so far as you know?
Mr. NAKASIAN. So far as I know it is still a classified report, and

it is a report which was not prepared by Government employees, but
was prepared by the industry. I was a little surprised that this would
be the case.
Senator KEATING. Was any reason given to you why it should be

a classified document?
Mr. NAKASIAN. Well, I did not speak to the Government about it.

I spoke to some of the oil company officials who were working on the
report. I might add some of the oil company officials have been very
helpful to me in supplying information.

Incidentally, I would like to make this clear for the record. In my
appearance today, I do not represent any oil company or any organi-
zation. I appear in response to the suggestion that I make the state-
ment, and the views that I have expressed are my own, for better or
for worse.

Senator KEATING. We are certainly grateful to you.
Mr. Scorn I have no further questions Mr. Chairman.
Senator KEATING. I do not think I need to pursue these questions

further than I have.
We are grateful to you, Mr. Nakasian.
The subcommittee will now stand adjourned.
(Whereupon, at 12:45 p.m., the subcommittee adjourned subject to

the call of the Chair.)
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APPENDIXES

THE SOVIET SEVEN-YEAR PLAN (1959-65) FOR 01L-1/

by

Donald J. Frendzel

SUMMARY

The post-World War II expansion of the Soviet petroleum industry has

established the U.S.S.R. as a major oil-producing nation and has led to

Russian reentry into the international petroleum trade. The rapid growth of

Soviet petroleum production will allow the U.S.S.R. to displace Venezuela as

the world's second largest oil-producer in 1960 and to narrow further the gap

between Soviet and U.S. crude-oil production. U.S.S.R. crude oil output was

only a tenth of U.S. production in 1946, but it will be more than a third at

the end of 1960 and more than half in 1965.

The Soviet Seven-Year Plan (1959-65) for oil provides for substantial

increases in petroleum production, refining, storage, and distribution facil-

ities. Crude oil production and primary distillation capacity are to double,

considerable storage capacity is planned, and pipelines for crude oil and

petroleum products are to increase threefold. According to the Soviets, the

initial phases of this plan (1959 and 1960) have been completed successfully.

However, this progress has been achieved with difficulty.

The foremost impediment to realization of the Seven-Year Plan's oil

goals is inadequate material supply. Deficiencies in material supply have

long hindered rational development of the Soviet petroleum industry. Prior

to 1959, Soviet oil-pipeline construction plans failed repeatedly. The

U.S.S.R. is seeking large-diameter oil and gas pipe, pumps, compressors, and
auxiliary equipment in the free world. The Soviet Union imported 162.5

thousand metric tons of oil pipe in 1959, compared to 73.3 thousand in 1958

and 21.2 thousand in 1957. The Russians are importing pumps and compressors

from satellite and free world countries and undoubtedly intend to intensify

this activity in the near future, as domestic production facilities continue

to fail to produce the necessary equipment. Despite the problem of material

supply, the Soviets and many Western observers of the U.S.S.R. petroleum

industry have expressed optimism that the Russian oil-output goal for 1965

will be attained and even exceeded. There should be no undue optimism at

this time.

1/ Work on manuscript completed October 1960.

2/ Commodity-industry analyst, Division of Foreign Activities, Bureau of

Mines, Washington, D.C.
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Soviet crude oil and petroleum products exported to the free world
reached a new peak in 1959, and another substantial increase can be expected
in 1960. Exports to Communist nations also grew. The U.S.S.R. is busily
preparing to increase its oil-export capability by 1965; a pipeline is under
construction to the East European satellites, and another is planned to the
Baltic; a number of oil tankers are being built in Russian, satellite, and
free world yards; and, production, refining, and storage facilities are being
expanded. Attainment of Seven-Year Plan goals could result in an exportable
Soviet oil surplus of 359 million barrels; more than half might be consigned
to free world destinations. The relative volume of U.S.S.R. oil moving in
international trade is small, and it will still not be large in 1965, but the
importance of the Soviet oil trade is that it will encompass more than econ-
omic considerations in world affairs.

INTRODUCTION

Since its inception nearly 100 years ago, the Russian petroleum industry
has led the world in crude oil production only from 1898 to 1901. Thereafter,
Russia became a distant second in production behind the United States, and
during World War II it relinquished this position to Venezuela. In 1959, the
United States continued to command a wide lead in crude oil production over
the Soviet Union--Soviet crude oil output was only one-third of United States
production. Furthermore, the United States consumes over five times more
petroleum products per capita than the U.S.S.R. However, the U.S.S.R. has
made rapid strides in crude oil production since 1946 and is now in a position
to dislodge Venezuela from second place among the leading crude oil producing
nations.

The projected expansion of the Soviet petroleum industry is based on
proved oil reserves, believed to be about 25 billion barrels, and on ultimate
reserves which are, according to the Russians, larger than those of the
United States. Confident of its oil wealth, the U.S.S.R. is expanding its
petroleum industry from exploration to the ultimate step of exportation of
crude oil and petroleum products. In 1959 the Soviet Union began a program
designed to double crude oil production by 1965. According to the Russians,
the 1959 output goal was exceeded by approximately 7 million barrels, and
Soviet petroleum publications express optimism that the original goal for
1960 will be exceeded.

Achievement of petroleum production, refining, and transport goals will
allow the U.S.S.R. to expand considerably its oil-export potential, for the
Soviets have published data which indicate that domestic oil supply is to
exceed domestic demand throughout the 1959-65 period. Herein lies the impli-
cation of the Soviet Seven-Year Plan for oil to the free world. When and
where the U.S.S.R. chooses to place its oil on the world market will concern
the United States in the years immediately ahead.

This report, based almost entirely on Soviet petroleum literature,
describes the planned expansion of the U.S.S.R. petroleum industry and
attempts to provide some idea of the magnitude of future Soviet oil exports.
The statistics in this paper are primarily from published U.S.S.R. reports
which describe the projected goals of the Soviet Seven-Year Plan for oil.
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In certain instances, particularly where computations are made for petroleum

demand and exports for 1965, percentage increases, as stated by the Soviets,

have been translated into absolute increases by the use of a base year (in

this case 1958). The accuracy of the data in this paper depends, of course,

on the reliability of the Soviet statistics.

PETROLEUM PRODUCTION

In 1959 the Soviets embarked upon a program to increase crude-oil pro-

duction from 826 million barrels in 1958 to between 1,680 and 1,750 million

barrels in 196!. Attainment of this goal will allow the Soviets to boost the

share of oil in the primary fuel production balance of the country from 25

percent in 1959 to 30 percent in 1965. Table 1 shows that oil will account

for about 40 percent of the total increase in primary energy production during

the 1959-65 period, whereas coal will account for only 20 percent. This

reflects the new Soviet energy policy of giving increased emphasis to produc-

tion of liquid and gaseous fuels rather than coal. The Soviets state that

oil-production costs are one-third and natural gas costs one-twelfth those of

coal and that labor productivity in the oil and gas industries is 6 and 20

times greater, respectively, than in the coal industry.

TABLE 1. - Seven-year plan for U.S.S.R. primary energy production,"
1959 and 1965, (millions of metric tons of 

standard coal equivalentli)

1959 1965

Production
Percent
of total Production

Percent
of total

Coal (all grades)  369.1 52.4 446.0 40.8

Crude petroleum 178.3 25.3 330.3 30.2

Natural gas 41.2 5.8 172.2 15.7

Fuelwood2/ 54.0 7.7 54.0 4.9

Peat 21.2 3.0 27.3 2.5

Industrial wastel/ 19.2 2.7 19.2 1.8

Hydroelectric power 17.5 2.5 28.4 2.6

Combustible shale 4.5 .6 7.1 .7

Nuclear electric power - - 9.0 .8

Total , 705.0 100.0 1,093.5 100.0

1/ Mine production.
2/ One metric ton of standard coal equivalent equals 28,878,400 B.t.u.

3/ Estimated.

The following goals have been put forth under the Seven-Year Plan to

sustain the projected increases in crude-oil production:

1. To invest 170 to 173 billion rublesli (US$42.5 to US$43.3 billion)

in the oil and gas industries compared to 72.2 billion rubles (US$18.1

billion) during the 1952-58 period. This includes 64 billion rubles (US$16

billion) for oil and gas prospecting, twice the amount spent during the

1952-58 period.

3/ At a nominal exchange rate of 4 rubles to US $1.

86868 0 - 62 - 4
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2. To drill 2.5 times more exploratory footage than during the 1952-58
period. Exploratory footage is to increase from 49 percent of all drilling
in 1958 to 62 percent in 1965. (While the Soviets publicize a large explora-
tory drilling program, this activity is deflated since much of their
"exploratory" drilling is performed in step-out wells on known structures).

3. To increase production well footage from 11 million feet in 1958
to 19.5 million feet in 1965.

4. To increase the average monthly commercial speed per rig in develop-
ment drilling from 3,557 feet in 1958 to 5,798 feet in 1965 and in explora-
tory drilling from 1,368 to 2,559 feet during the same period.

5. To complete 42,000 hydraulic fracturing jobs.

6. To increase daily water injection into reservoir pressure mainte-
nance projects from 14,120,000 feet-3 in 1959 to 30,005,000 feet3 in 1965.
This will permit the national crude oil output from pressure maintenance
projects to increase from 68 percent of the total crude production in 1959
to 81 percent in 1965.

LIQUEFIED PETROLEUM GAS

During the Seven-Year Plan the U.S.S.R. plans to put about 20 natural
gasoline plants on stream in order to increase production of liquefied petro-
leum gas (LPG) from 1.2 million barrels in 1958 to 44.1 million barrels in
1965. It is not known if the goal of 2.3 million barrels for 1959 was
achieved. Soviet plans call for production of 6.7 million barrels in 1960.

The Russians say that the construction program for LPG pipelines and
natural gasoline plants will improve markedly the utilization of casing-head
gas. In recent years about 149 billion feet of casing-head gas was flared
annually. As late as 1957, only 58 percent of the available casing-head gas
was collected and utilized. The Soviets hope for 70- and 85-percent utiliza-
tion in 1960 and 1965, respectively.

The following tabulation is a partial list of U.S.S.R. natural gasoline
plants in existence, under construction, or planned; it was compiled from
published Soviet petroleum literature:

Name and location of plant 

1. Ali-Bayramly, Azerbaydzhan
S.S.R.

2. Archeda, Stalingrad Oblast'
3. Dolina, Ukrainian S.S.R.
4. Duvannyy,l/ Azerbaydzhan

S.S.R.
5. Karadag,a/ Azerbaydzhan

S.S.R.

Annual throughput
Status of construction capacity 

For completion in 1963. 3/

For completion in 1964. 8.2 billion ft.3
Under construction. 3/
Under construction. 3/

For completion in 1960. 3/

1/ To refine condensate from the Kyanizadag deposit.
2/ To refine condensate from the Karadag deposit.
3/ Information not available.
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Name and location of plant Status of construction
Annual throughput

capacity

6. Korobki, Stalingrad Oblast' For completion in 1962. 16.3 billion ft.
7. Minnebayevo, Tataria In operation. Being

expanded.
3/

8. Mukhanovo, Kubyshev Oblast' Under construction. 3/
9. Otradnyy, Kuybyshev Oblast' Believed to be under

construction. 3/
10. Siazan', Azerbaydzhan S.S.R. For completion in 1960. 3/
11. Skapovo, Bashkiria In operation. 3/
12. Stalingrad, Stalingrad

Oblast'
Scheduled for operation

in 1959.
3/

13. Tuymazy, Bashkiria In operation. 3/
14. Zhirnoye, Stalingrad

Oblast'
Scheduled for operation

in 1959.
3/

15. Zol lnoye, Kuybyshev Oblast' Completed prior to 1959. 3/

3/ Information not available.

In 1959 the Soviet petroleum press reported that a new organization,

SOYUZGAZ (All-Union Gas Trust), had been established within GLAVGAZ (Main

Administration for the Gas Industry) to supervise and coordinate production

and distribution of LPG. Initial plans call for SOYUZGAZ to manage the

Moscow liquefaction plant and the Leningrad LPG vaporization unit. Later,

SOYUZGAZ is to administer the Moscow LPG vaporization unit and all intercon-

necting LPG bases and distribution stations within the country.

SOYUZGAZ will be responsible for providing 44.1 million barrels of LPG to

the Soviet economy in 1965. Natural gasoline plants in the Russian Federated

Republic (principally in the Volga-Urals oil-producing region) are to produce

90 percent of the National LPG output in 1965; the Azerbaydzhan plants, 7 per-

cent; and the Ukrainian plants, 3 percent.

The bulk (29 million barrels) of the LPG output is to be consumed as

chemical charging stock; 11.6 million barrels is destined for municipal serv-

ices, and 3.5 million barrels is marked for consumption as transport fuel

(chiefly for motor vehicles). During the 1959-65 period the Soviets plan to

convert 28,000 trucks and 5,000 buses to LPG and place an additional 1.5

million apartments on LPG.

The Seven-Year Plan provides for expansion of LPG distribution facili-

ties: 20 LPG interconnecting bases and 136 distribution points are to be

constructed; several LPG pipelines are planned; 3,000 LPG railroad tank

cars are to be delivered to GLAVGAZ; and, an unspecified number of oceangoing

LPG tankers are reported to be under construction. In the summer of 1959 the

Soviet petroleum press complained that the following LPG pipelines were not

being built according schedule:

Minnebayevo to Kazan;

Tuymazy to Ufa;

Shkapovo to Sterlitamak.
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DOMESTIC DEMAND FOR PETROLEUM PRODUCTS

Table 2 indicates that the U.S.S.R. domestic petroleum product demand
was 666.6 million barrels in 1958.

TABLE 2. - Domestic demand for petroleum products in the U.S.S.R.,1/
1958 and 1965, millions of barrels 

1958 1965

Demand
Percent
of total Demand

Percent
of total

Gasoline 182.3 27.3 333.4 26.3
Kerosene 114.4 17.2 181.7 14.3
Diesel fuel 137.3 20.6 288.0 22.7
Fuel oil 185.3 27.8 374.5 29.6
Lubricants 26.1 3.9 48.0 3.8
Bitumen 20.1 3.0 39.0 3.1
Coke 1.1 .2 2.8 .2

Total 666.6 100.0 1,267.4 100.0
1/ Method: A. Net trade in crude oil and field losses were subtracted from

crude oil production to obtain the crude-oil charge to the
refinery (amount of storage not known).

B. Refinery output was obtained by subtracting refinery losses
from the crude charge.

C. Net trade in products was subtracted from refinery output to
obtain the total amount of products available for internal
consumption (amount of storage not known).

The Seven-Year Plan indicates the demand for domestic products, by per-
centages, for 1958 and 1965 and declares that domestic demand is to increase
91 percent during the 1958-65 period. Hence, it is calculated that 1,267.4
million barrels of petroelum products will be consumed in 1965.

The following tabulation, computed from Soviet data, shows 1958 petroleum
products consumption by major consumer sector in the U.S.S.R. and the pro-
jected consumption pattern for 1975, in percentages of the total:

1958 1975
Industry 44.5 47.4
Agriculture 20.4 16.2
Transport 16.2 22.2
Military 12.5 8.8
Public and Household 6.4 5.4

100.0 100.0

PETROLEUM REFINING

Commensurate with the large projected increases in crude-oil production
during the 1959-65 period, the Soviets plan to more than double primary dis-
tillation capacity from an estimated 2.4 million barrels per day in 1958 to
5 million barrels per day in 1965.
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The 1959 absolute capacity of individual secondary refining processes is

not presently known. However, under the Seven-Year Plan, catalytic-cracking

capacity is to more than quadruple, catalytic reforming is to increase 16 to

18 times, and lubricating oil processing is to double.

According to the refinery-construction program, 37 percent of the in-

crease in primary-distillation capacity is to come from plants now under con-

struction, 20 percent from refineries now being reconstructed or expanded, 23

percent from more efficient use and partial reconstruction of present refinery

units, and 20 percent from refineries under construction since 1959.

Under the Seven-Year Plan, eight to nine refineries are to be completed

in the Russian Federated Republic, three in the Ukraine, one in Belorussia,

one in the Uzbek S.S.R., and one in the Kazakh S.S.R. See figure 1.

The Soviets have proposed a standard refinery design which would run as

follows:
Barrels
per day

Primary distillation  120,000

Catalytic cracking  34,000

Catalytic reforming  20,000

Light cracking to lower viscosity of boiler fuel 34,000

Refineries with primary-distillation capacities of 240,000 and 360,000

barrels per day are also planned.

Refinery output for 1958 in table 3 was derived from product demand in

table 2 and reported product exports. Refinery output in 1965, based on cal-

culated domestic demand, should show a smaller yield of gasoline and kerosene

and an increased yield of diesel fuel and fuel oil.

The U.S.S.R. petroleum-refining industry faces several problems in the

current Seven-Year Plan. One of its foremost tasks is the processing of the

sulfurous crude oils of the Volga-Urals region. The Soviets report that the

sour oils of Tataria, Bashkiria, and Kuybyshev Oblast' may comprise 62 percent

of the refinery runs in 1960. By 1965, the sour crudes are to comprise 88

percent of all runs to stills.

TABLE 3. - Computed petroleum refinery output in the U.S.S.R., 1958,
thousands of barrels

Output Percent of total

Gasoline 198,274 27.0

Kerosene 120,971 16.5

Diesel fuel 163,291 22.3

Fuel oil 200,967 27.4

Lubricants 28,291 3.8

Bitumen 20,235 2.8

Coke 1,168 .2

Total 733,197 100.0
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The mounting sulfur problem is illustrated in the following tabulation
which indicates that from 1959 to 1965 the relative share of high sulfur crude
in total sour crude runs to stills is to increase threefold:

1959 1965

Percent of total sour Percent S Percent of total sour
crude runs to stills content crude runs to stills
32.2 Less than 0.5 18.0
62.6 0.5 to 1.9 66.5
5.2 More than 1.9 15.5

Soviet refiners must also cope with crude oil which has not been desalted
in the field. (This year, Petrobras, the official Brazilian oil company, com-
plained about salty Russian crude oil).

The first electric desalting units were installed belatedly in Soviet
oil fields in 1959. It was reported that 44 million barrels of crude oil
were dewatered and desalted in the field in 1959, and the Soviets are aiming
for 88 million barrels in 1960 and 730 million barrels (including stabilized
crude oil) in 1965.

The Soviets also plan to improve the quality of their petroleum products.
In 1958, nearly 27 percent of motor-gasoline production had an octane number
of 56 to 60. However, the Russians planned to reduce the volume of this low-
grade gasoline to 20 percent of total output in 1959 and to 5 percent in 1960.
The Seven-Year Plan calls for production of higher quality gasoline; that is,
72 octane and higher (motor method, no ethyl fluid added). In 1965, output
of 72 octane is to represent more than 40 percent of motor gasoline produc-
tion, 66 octane will comprise the balance (about 59 percent). Since the
Soviets anticipate a need for higher octane motor gasoline, they are studying
the problem of producing 96 to 99 octane gasoline (with 1.4 to 2.0 milliliters
of tetraethyl lead added per U.S. gallon of gasoline). To solve this problem
the Soviets recognize that a considerable expansion of polymerization, alky-
lation, catalytic reforming, and isomerization capacities must be accomplished.

The Seven-Year Plan provides for improvement of diesel fuel quality.
The Soviets are attempting to develop new additives for sulfurous diesel fuel
and to improve the quality of sour diesel fuels by reducing the sulfur content
and improving the fractional composition and pour point. The following tabu-
lation shows that the relative share of high sulfur diesel fuel is to decrease
from 1959 to 1965:

1959 1965
percent of percent of

total Percent sulfur content total 
11.1  Arctic grade 15.6
23.2  .2 and .6 50.0
65.7  .6 to 1.0 34.4
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PETROLEUM STORAGE

Complaints in the Soviet petroleum press indicate that installation of
new storage capacity is not keeping pace with the huge increase in crude oil
production and output of petroleum products. In recent years the average
annual growth in storage capacity was reported to be 6 to 8 percent. In 1960,
the Soviets plan to complete 500,000 barrels of new storage capacity.

In the R.S.F.S.R., the largest of the Soviet Republics, storage capacity
is to increase 72 percent during the 1959-65 period, and 81 oil distribution
bases and 8 huge transshipment bases are to be built.

The trend in storage construction will be toward greater use of the
reinforced concrete tank. This type of storage will increase from 21 percent
of the new storage capacity planned for 1960 to 30 percent in 1961. In 1961,
construction of metal tanks for crude oil and black products is to be cur-
tailed except where installation of concrete tanks would not be advisable due
to engineering or economic reasons. Tanks with floating and breathing roofs
are desired by the Soviets, and they hope to cut 1958 storage losses in half
by 1965.

PETROLEUM DISTRIBUTION

Under the Seven-Year Plan the U.S.S.R. has allocated 12 billion rubles
(US$3 billion) to expand the country's petroleum trunk-pipeline system from
9,000 miles in 1958 to 28,000 miles by the end of 1965. Crude-oil lines will
comprise about 11,000 miles and petroleum-product lines 8,000 miles of the
projected increase. The pipeline program calls for installation of more
than 100 pumping stations with an aggregate capacity exceeding 1.2 million
kilowatts.

Completion of the pipeline program will boost the pipeline's share of
oil transport (in terms of freight turnover) from 13 percent in 1958 to 34
percent in 1965 and allow the railroad's burden to decrease from 61 to 46
percent during the same period. The three major pipeline projects planned or
now underway are:

1. 2,300-mile crude oil line from Tuymazy in the Volga-Urals oil region
to Irkutsk near Lake Baykal in South Central Siberia. This line is scheduled
for completion in 1962 and has a planned capacity of 360,000 to 400,000 bar-

rels per day and more than 20 pumping stations. A Soviet source declares
that construction in 1960 may progress to Uyar, east of Krasnoyarsk; this
would be nearly three-quarters of the way to Irkutsk. Another Soviet source
says that the line will be extended from Irkutsk to Ulan-Ude on the other
side of Lake Baykal and ultimately to the Soviet Far East.

2. The 2,500-mile crude oil line from the vicinity of Kuybyshev in the
Volga-Urals to the East European satellites of Czechoslovakia, East Germany,
Hungary, and Poland. Upon completion in 1963, it is estimated that this
line will have a daily capacity of at least 400,000 barrels and more than 20
pumping stations. Construction is believed to be underway in Czechoslovakia,
Hungary, and Poland.
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3. The line which is to carry Volga-Urals oil to the Lithuanian port of
Klaypeda and possibly to Ventspils on the Latvian coast. Whereas other pipe-
line projects have been well publicized by the Soviet press, information is
lacking on this line. It might originate at some point on the East Europe
line and extend to Polotsk in the Belorussian Republic, where the first sec-
tion of a refinery is to go on stream in 1961 (a year earlier than planned).
From Polotsk the line could be extended to the Klaypeda, where tanker-loading
facilities are known to be under construction.

The pipelines to the Baltic and East Europe hold special significance for
free world petroleum marketers in West Europe: the Baltic line will strengthen
the competitive position of the U.S.S.R. in Scandinavia and other parts of
Europe, and the East European line could be extended ultimately into West
Germany.

In addition to the expansion of pipeline-distribution facilities, the
U.S.S.R. is planning to enlarge its oil-tanker fleet. Although the Russians
are taking advantage of the current world-tanker surplus, they want more
Russian ships for protection against future charter embargoes or another
Suez-type crisis which would limit their ability to obtain charters.

In June 1960 the U.S.S.R. had 120 tankers totaling 1,067,000 deadweight
tons (small as world tanker fleets go) and another 13 ships aggregating
141,000 deadweight tons under construction in Soviet, satellite, and free
world yards. The ships are being constructed as follows: six in Bulgaria,
two each in the U.S.S.R., Finland, and Sweden, and 1 in Poland. In October
1959 Finland signed an agreement to deliver 25 tankers of 4,000 to 4,500 tons
each to the Soviet Union during the 1961-65 period. In addition, the Soviets
are buying a 39,000-ton tanker from Japan for delivery in November 1960.

The Russians also talk of their "super" tankers; the "Peking," the first
of a series, carried about 26,000 tons of crude oil on its July 1960 run to
Cuba. However, the "Peking" is much smaller than the huge tankers of more
than 100,000 tons thus far built in U.S. and Japanese yards. Of the other
so-called "super" tankers, the "Warsaw" is believed to be undergoing sea
trials, and the "Budapest" is still on the ways.

PETROLEUM TRADE

Soviet crude oil and petroleum product exports to the free world reached
a new peak of 104 million barrels in 1959, a 63-percent rise over 1958, and
another substantial increase was expected for 1960. Russian exports to
Communist nations attained a new high of 81.9 million barrels in 1959, a 31-
percent increase over 1958. In 1959, 56 percent of Soviet oil exports went
to free world countries and 44 percent to Communist nations. Of the free
world exports: 74 percent went to Western Europe, 17 percent to Africa and
the Near East, 8 percent to South America, and 1 percent to Asia. Of the
exports to Communist nations: 28 percent went to China, 18 percent to
Czechoslovakia, 17 percent to Poland, 16 percent to East Germany, 12 percent
to Hungary, and the remaining 9 percent to six other Communist countries.
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From 1955 to 1959 the Soviet crude oil and/or product recipients in the
free world increased from 20 to 30. In 1960, Cuba and India were added to
this growing list, and the U.S.S.R. is actively seeking more free world
markets including Canada, Ceylon, Ethiopia, and Australia. Brazil, Ghana,
Lebanon, the Republic of Guinea, and Tunisia all received their first Soviet
oil in 1959. Portugal discontinued Russian oil imports in 1959.

The relative volume of Soviet oil now moving in international trade is
small (less than 5 percent of all oil in international trade), but the impact
of U.S.S.R. petroleum on world oil markets has been great. Growing Russian
oil exports have contributed to the world oversupply of petroleum, have
forced prices down, and have taken sales from Western oil producers. By 1965
the volume of U.S.S.R. oil in the world petroleum trade will still be less
than 10 percent of all oil moving in international trade, but the Soviets
will become increasingly stronger competitors.

A number of indications point to a greater Soviet oil-export capability
in 1965: Crude oil production is scheduled to run well ahead of domestic
demand; natural gas output is to increase sharply, thereby freeing some
demand on oil; pipelines are planned to the East European satellites and the
Baltic; and several oil tankers are on order or are being built in satellite
and free world yards.

Since the Soviets have published no export plans, it is not possible to
declare precisely how much oil the U.S.S.R. will have available for export
in 1956. However, the computations in table 4 show that 359 million barrels
of crude oil equivalent could be available for export to the free world and
Communist countries in 1965. The pipeline to East Europe could take between
131 and 146 million barrels to the exportable surplus, leaving roughly 213 to
228 million barrels for free world destination. This would be double the
amount the free world received in 1959.

TABLE 4. - Computed supply and demand for crude oil
and petroleum products in the U.S.S.R., 

1958 and 1965, million of barrelalf

Crude oil production 
Crude oil imports 
Petroleum products imports 

Total supply 

Indigenous demand for petroleum products 
Crude oil exports 
Petroleum products exports 
Field and refinery losses 

Total demand 
1/ No allowance made for stock changes or

liquids.
2/ Crude oil equivalent.

1958
826.4
8.0

1/25.7
860.1

Supply 
1965 
1,752.0

negligible
negligible
1,752.0

Demand
1958
666.6
66.4

1/66.6
60.5

SEP 10 19 62

AN,

1965 
1,267.4

2/359.2

125.4
860.1 1,752.0

output of natural gas
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Table 5 summarizes U.S.S.R. crude oil and petroleum products exports to
free world and Communist nations during the 1955-59 period. Table 6 summa-
rizes Soviet importations of crude oil and petroleum products during the
1955-59 period.

During the 1955-59 period the ruble value of U.S.S.R. petroleum exports
increased 2.5 times, from 915 million rubles in 1955 to 2,268 million rubles
in 1959, and the value of petroleum exports, expressed as the percent of the
total value of mineral exports, increased from 6.6 percent in 1955 to 10.4
percent in 1959. The value of Soviet importations of petroleum fluctuated
from year to year during the same period, but the relative share of petroleum
imports in the total value of U.S.S.R. mineral imports decreased from 4 per-
cent in 1955 to 2.9 percent in 1959. These trends are seen in table 7.

The value of U.S.S.R. mineral exports in 1959 was 14.3 percent above
that of 1958 and accounted for 33.4 percent of the total Soviet export trade,
compared to 37.0 percent in 1958. The largest gain in 1959 over 1958 was in
the shipment of petroleum, as petroleum exports became a more important
factor in U.S.S.R. mineral export trade.

The implications of increasing Russian oil production and exports to
the free world are manifold:

1. The U.S.S.R. represents a new source of oil for the world which may
be used as a means of exerting political pressure.

2. The Soviet oil surplus will come when there will be an oversupply of
oil in the world; it will require painful adjustments of the world oil mar-
ket, with a continuing period of price uncertainty.

3. Soviet oil exports will continue to be used to establish stronger
trade and political ties with free world nations. As in the past, the
political and economic motives behind Russian oil trade will be manipulated
and intertwined to suit the opportunity.

4. The U.S.S.R. will continue to offer material and technical aid to
the underdeveloped petroleum industries of the free world. Thus, it is not
unlikely that a Russian-built refinery in a foreign land will subsequently
process Soviet crude oil. This is the case in Ethiopia where an agreement
was made in June 1960 for the Soviets to build a refinery and supply the
crude oil charge.

5. An increasing proportion of Soviet crude oil production will be
high in sulfur content, and the projected fivefold increase in natural gas
output will include production of a considerable amount of sour gas. The
Russians say that recovery of sulfur from crude oil and gas for commercial
purposes in only in the experimental stage in the U.S.S.R., but nevertheless
the potential is there. Requirements at home must be met, but there might
be a surplus of recovered Soviet sulfur for marketing in Europe at some
later date.
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APPENDIX II

THE SOVIET OIL OFFENSIVE AND IN TER - BLOC ECONOMIC COMPETITION

By Harold LubelI for U.S. Air Force project RAND

I. nuRaoucTION

Recent moves by the USSR to expand petroleum exports have led to

much concern in Western countries about "the Soviet oil offensive."

This study attempts to set out the available data on the USSR's oil

and energy production and consumption and its international trade in

petroleum, and to relate these data to the more general problem of

economic competition between the Soviet bloc and the West.

The Soviet oil drive illustrates three general aspects of inter-

bloc economic competition. Which aspect is most relevant in a particular

instance varies according to the area to which the drive is directed.

The first aspect, dealt with in Section II, is the comparison between

the accomplishments of the Soviet bloc and the West. This is of

importance if one considers either the ability of Soviet production to

meet domestic consumption demands, or the ability of the USSR to compete

with the oil producers of the West in exporting oil to third areas (as

well as to compete in exporting the techniques and equipment for

exploring for, producing, and refining oil). With respect to energy

consumption, both Western Europe and the USSR are approaching U.S.

patterns; but Western Europe must do so on the basis of imported oil,

while the USSR is doing so on the basis of increases in domestic oil

production large enough to raise domestic consumption and at the same

time to make available significant surpluses for export.

The second aspect is competition for influence, which is of

particular importance in dealings with the uncommitted underdeveloped

countries. The third aspect is what is here termed competition for

markets and relates to Soviet oil exports to the industrialized
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countries and to those underdeveloped countries that are important sources

of raw materials. Section III gives a number of examples to illustrate

the techniques used by the USSR in the competition for influence and for

markets. The West's concern with the Soviet oil drive stems from the USSR's

apparent success in all three aspects.

For the non-Soviet world, the implications of the Soviet oil export

drive are discussed in Section IV. As an oil consumer, the West gains from

lower oil prices, although, as an oil producer, it may be troubled by Soviet

competition. A problem for the West as consumer arises from the insecurity

of a supply that has the USSR as its source. However, if it is Middle East

oil that Soviet oil displaces in Western markets, the reduction in the secu-

rity of supply would be small, for two reasons. In the first place, the

political instabilities to which the Middle East suppliers are themselves

subject render them only slightly more dependable than the USSR as a source

of supply. In the second place, the ease of maintaining unutilized ("shut-

in") capacity in the Middle East makes it possible to retain there, at law

cost, the means of replacing Soviet oil -- provided, of course, that the

Middle East suppliers are willing to sell the additional quantities of oil

needed during an emergency caused by the cutting off of Soviet supplies.

If, on the other hand, it is Venezuelan or other Western Hemisphere oil

that Soviet oil displaces, the effect on the security of supply would be

more serious.

There are several ways the West can react to the Soviet oil export

drive. Oil producers can cut prices; major oil consuming regions, such

as Western Europe, can protect their markets against Soviet oil just as

•
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the United States now protects its market against all foreign oil; an

international oil cartel might be set up with Russian participation.

But each of these steps 'would be rendered difficult by conflicts of

interest within the non-Soviet world. If the West chooses to accept

the benefits of cheaper oil and lower-cost energy, whatever the

geographical source, it would be vise to provide for continuity of

supply by making sure that alternative and more reliable sources are

readily available. Surplus capacity should be maintained outside the

Soviet bloc, and a reserve tanker fleet kept afloat large enough to

transport the oil to market.

86868 0 - 62 - 5
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LIST OF ABBREVIATIONS AND PHYSICAL UNITS

Organizations Frequently Referred to:

API American Petroleum Institute
ECE Economic Commission for Europe
OEEC Organization for European Economic Cooperation
OPEC Organization of Petroleum Exporting Countries

Physical Units Employed: 

bbls barrels

bbls/day or b/d barrels per day c)f• oil)
= 0.02 T/year of oil)

Btu British thermal unit

cu ft cubic feet

cu ft/day or cf/day cubic feet per day
= 0.096 m)/day

HCE bard coal equivalent

kWh kilowatt-hour

m3 cubic meters

m3/day cubic meters per day
= 10.23 cu ft/day

metric ton
= 1,000 kilograms
= 2,204.6 pounds

T oil metric ton of oil
= 1.4 T HCE

T/year metric ton per year (of oil)
= 50 bbls/day (of oil)

T HCE metric ton hard cod l equivalent (i.e., the
equivalent of a metric ton of hard coal)
= 0.714 T (of oil)
= 1,300 m (of natural gas)
= 400 KWh (of electricity)
= 0.35 x 1012 Btu
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II. ACCCMPLISRMENTS AND POTENTIAL OF THE SOVIET OIL INDUSTRY

The ability of the USSR to achieve high levels of crude oil output

is significant in a number of ways. It is of direct military significance

in the old-fashioned sense of assuring to Soviet military forces and to

the Soviet economy an adequate supply of the liquid fuels that the USSR

almost lost during World War II at the time of the German army's advance

toward the Caspian oil fields in 1942. In the economic contest between

the Soviet bloc and the West, it is of significance not only in

demonstrating the ability of the USSR to achieve Western technological

standards and catch up with the West in satisfying the demands of its

citizens and its retainers, but also in determining (at least in part)

the ability of the USSR to extend by exports its economic and political

penetration of the non-Soviet world.

THE PAST PATTERNS OF SOVIET OIL PRODUCTION AND TRADE 

Before speculating on the future of the Soviet oil industry, it

will be helpful to examine briefly the past patterns of Soviet oil

production and oil exports and imports. The aggregate figures are

shown in Table 1, which points up the rapid rise in both total output

and the proportion of exports to domestic production during the decade

following 1950. Despite the rapid rate of increase, however, the total

volume of exports VW still small in 1959, and its ratio to total

production was well below the 28 per cent reached in 1932, the peak

year for Soviet oil exports in the inter-war period. The Soviet export

drive became alarming in 1960 not so much because of the current

magnitude of shipments, but because it became evident that the Russians
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Table 1

OIL PRODUCTION AND TRADE OF THE USSR, SELECTED YEARS, 1913-1960
(in millions of metric tons (T) and per cent)

(1) (2) (3) (4) (5)

Year

Crude
oil

Crude oil and refined
products combined

Apparent Net
consumption exports

[(1)+(2)-(3)] [(3) - (2)]Production Imports Exports

[millions of metric tons (T)]

1913 9.2 0.0 1.0 8.2 1.0
1932 21.4 o.4 6.1 15.7 5.7
1940 31.1 0.1 0.9 30.3 0.8
1950 37.9 2.6 1.1 36.4 1.5
1955 70.7 4.4 8.0 67.1 3.6
1956 83.8 5.3 10.1 79.0 4.8
1957 98.3 4.2 13.7 88.8 9.5
1958 113.2 4.3 18.1 99.4 13.8
1959 129.5 4.4 25.4 108.5 21.0
1960 148.0 .. (35.0) ..

(per cent)

1913 100.0 0.0 10.9 89.1 10.9
1932 100.0 1.9 28.5 73.4 26.6
1940 100.0 0.3 2.9 97.4 2.6
1950 100.0 6.9 2.9 96.0 4.o
1955 100.0 6.2 13..3 94.9 5.1
1956 100.0 6.3 12.0 94.3 5.7
1957 100.0 4.3 13.9 90.3 9.6
1958 100.0 3.8 16.0 87.8 12.2
1959 100.0 3.4 19.6 83.8 16.2
1960 100.0 .. (23.6) .. ..

Sources:

Production:

1913-1959: National Economy of the USSR in 1959: Statistical Annual 
(in Russian), Moscow, 1960, pp. 184, 186.

1960: Pravda, 26 January 1961.

Imports, exports:

1913-1940: Foreign Trade of the USSR 1918-1940 (in Russian), Moscow,
1960, pp. 45, 129, 192, 211, 341, 406.

1950: National Economy of the USSR in 1958: Statistical Annual (in
Russian), Moscow, 1959, pp. 802, 804.
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Table 1 (continued)

Imports, exports (cont.):

1955: Foreign Trade of the USSR in 1956 (in Russian), Moscow, 1958.
1956-1957: Foreign Trade of the USSR in 1957 (in Russian),
Moscow, 1958.

1958-1959: Foreign Trade of the USSR in 1959 (in Russian),
Moscow, 1960.

Notes:

.. Not available.
0 Rough estimate.
(T) Metric tons. For convenience, abbreviations are employed for

the commonly used measures. See list of abbreviations given on page i.
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would be Able to continue to increase exports at a high rate. Not only

did it begin to look as if the USSR would be able to make increasing

volumes of oil available for export, but experience indicated that the

Russians could find customers for sizeable amounts of their oil.

One of the factors affecting the structure of Soviet oil exports

is the geographical distribution of oil production within the USSR.

Table 2, which presents figures on production of crude oil by

geographical region within the USSR for selected years 1913-1959 and

planned for 1965, emphasizes the major shift in location of oil produc-

tion during and since World War II.1 Where before World War II same

three-quarters of Soviet oil was produced in the Baku region of

Azerbaijan, in 1959 almost this proportion of the greatly increased

total came from the Ural-Volga area of the RSFSR; and it is expected

that the RSFSR's share will continue to rise, at least through 1965.

For internal consumption, this has meant a shift in the pattern of oil

movements within the USSR. When the Baku oil fields were predominant,

petroleum moved vest and northwest by rail and barge to the consuming

centers of the Ukraine and Russia; in the last decade, oil has been

moving west and southwest to these centers by rail, barge, and (more

1During World War II, part of the major producing region of the
USSR was wrecked during the German invasion of the Northern Caucacus.
The German army's advance south of Stalingrad in the summer of 1942
reached Mozdok, 100 miles west of the Caspian, with the Russians with-
drawing to Grozny. The Russians wrecked and abandoned the Maikop oil
fields, and the Germans occupied Krasnodar. The Germans were astride
the northernmost Caspian-Black Sea pipeline, and in occupation of one
of the area's major producing and refining zones. See: J.F.C. Fuller,
The Second World War, New York, Duell Sloane and Pearce, 1949, p. 184.
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recently) pipeline. With respect to exports, however, the Black Sea has

remained the main point of exit, and the Baku fields have remained the

main source of exported oil. This pattern will change in the near future,

with the construction of pipelines from the Ural-Volga region to the

Baltic and into the heart of Eastern Europe.

The destination of USSR oil exports and the origin of USSR oil

imports (crude oil and refined products combined) are shown in Table 3

for the period 1955-1959 and Plan 1965. In 1955, exports to the Soviet

bloc and to the non-Soviet world were equal in volume, each about

3.3 million metric tons (T).1 Since then, except for 1957 which saw a

marked increase in exports to Rastern Europe (and particularly to

Hungary), exports to the non-Soviet world have exceeded exports to the

Soviet bloc by growing amounts; the excess was 3.7 million T in 1959

compared with 0.2 million T in 1956. Within the Soviet bloc, as shown

in Appendix Table A-1, the largest importers of USSR oil have been

China, Czechoslovakia, and Poland. By 1965, Russian exports to Eastern

Europe are scheduled to rise to 17.5 million T. Outside the Soviet

bloc, Western Europe has taken the largest share of Russian oil, although

the USSR's oil exports to Western Europe accounted for only 6.3 per cent

of the latter's total oil consumption of 169 million T in 1959.2 In

1959 Italy displaced the United Arab Republic as the largest single

importer of Russian oil outside the Soviet bloc, while in 1960 the

1
For convenience, abbreviations are employed for the commonly used

measures of volume and energy. See the List of Abbreviations given
above on page xi.

2
Organization for European Economic Cooperation, Oil: Recent Develop-

ments in the OEEC Area, Paris, 1961, p. 50.
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biggest oil export deal made by the USSR (for an additional 3 million

T per year for four years) was again with Italy.1

Although mainly an exporter of oil, the USSR does import over

4 million T per year: a million T from Western Europe and over 3 million

T from Eastern Europe. As shown in Appendix Table A-2, Austria has been

the source in Western Europe. Until 1959, Austria shipped a million T

of crude oil a year to the USSR as reparations; since 1959, the equivalent

of half of this has been turned back to Austria.
2 

The bulk of imports

from Eastern Europe consists of refined products from Rumania.

As shown in Table 4, Russian oil exports were, in 1958 and 1959,

almost equally divided between crude oil and refined products. Exports

to the Soviet bloc were more heavily weighted with crude, while exports

to the non-Soviet world were more heavily weighted with refined products.

Imports, on the other hand, were heavily weighted with refined products

so that a little more than half of net exports consisted of crude oil

and a little less than half consisted of refined products.

Eastern Europe's oil imports and exports are shown in Table 5 for

1957-1959. On balance, Eastern Europe is a heavy net importer of oil

so that its exports are indirectly made possible by imports from the

USSR. In the future, Eastern Europe is likely to become more heavily

a net importer as its oil requirements grow more rapidly than its

production, and its exports are likely to become more directly dependent

1Petroleum Press Service, November 1960, p. 418.

2
According to a Soviet-Austrian agreement of July 1960, the cross-

haul of 500,000 T was to end in July 1961, and reparations will end in
July 1964, one year ahead of schedule (Vneshniaia torgovlia, Moscow,
1960, No. 8, p. 3). 0
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Table 5

EASTERN EUROPE'S OIL IMPORTS AND EXPORTS, 1957-1959, 1965
(millions of T)

Origin or
destination Imports Exports

Net a
exports

1957

5.0

5.0

3.1
1.6
4.7

-1.9
1.6
-0.3

USSR
Non-Soviet world
Total

1958

USSR 5.7 3.3 -2.4
Non-Soviet world - 1.8 1.8
Total 5.7 5.1 -0.6

1959 

USSR 7.3 3.4 -3.9
Non-Soviet world - 2.3 2.3
Total 7.3 5.7 -1.6

1965

USSR 17.5 5.0 -12.5
Non-Soviet world • • • •

Total • • • •

Sources:

1957-1959: Tables 3 and 6.

1965:

Imports: Petroleum Week, April 10, 1959, p. 31.

Exports: Extrapolated from 1958, assuming same increase in
shipments from Rumania to the Ukraine.

Notes: a. Figures preceded by a minus sign are net imports.
Zero.

• • Not available.
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on imports from the USSR. This will be true particularly if con-

struction of a crude oil pipeline system into FAatern Europe implies

a role for Patern Europe as a processor of Russian crude both for

local consumption and for export to the West. The tie between Imports

from the East and exports to the West would then be quite direct, with

75

A
Eastern European refineries acting as an entrepot for USSR crude on its

way to Western Europe.

Table 6 shows oil exports by the Soviet bloc as a whole to the

non-Soviet world. Here the USSR plays a preponderant and increasing

role. With Eastern Europe's oil exports to the West rising by 44

per cent from 1957 to 1959 and those of the USSR rising by 138 per cent,

Eastern Europe's share in total Soviet bloc oil exports fell in two

years from 21 per cent to 14 per cent; and the trend continues.

CATCHING UP WITH THE WEST: PATTERNS OF ENERGY PRODUCTION AND CONSUMPTION

One of the major technological changes occurring in the contemporary

world is a shift in the commodity composition of energy production and

consumption, a shift in which the USSR is in advance of Western Europe

although still behind the United States. An indication of the 1958

patterns of commercial energy
1
 production and consumption in the non-

Soviet world and in the Soviet bloc is given by the United Nations

Statistical Office figures in Table 7, in which all primary energy forms

are converted to metric tons of hard coal equivalent (T HCE) as a common

1
Commercial energy excludes noncommercial sources such as peat and

firewood.
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unit.' The table clearly shows the importance of the United States,

77

Western Europe, and the USSR in producing and consuming the world's

energy, as befits the industrialized regions of the world. One major

difference shows up immediately, however; the preponderance of coal in

the production pattern for Western Europe, compared with the much greater

weight of crude oil in the pattern for the USSR, and of crude oil and

natural gas in the pattern for the United States. With regard to consump-

tion, however, the pattern for Western Europe, as a consequence of imports

of oil, is close to that of the USSR, the United States differing from

both in natural gas consumption. The importance of crude oil production

in the underdeveloped areas of the non-Soviet world shows up in the

weight of crude oil in the patterns for Other Western Hemisphere and

Other Eastern Hemisphere. Eastern Europe is similar to Western Europe

in its reliance on coal in the production pattern, although Eastern

Europe produces comparatively more oil and gas and less hydro-electricity

than Western Europe. Eastern Europe's consumption pattern is, however,

similar to its production pattern (unlike Western Europe with its

consumption of imported oil). Energy production and consumption in the

Far Eastern countries of the Soviet bloc (China, Outer Mongolia, North

Korea, and North Viet Nam) are both low, consisting mainly of coal.

11n the U.N. figures, there is a discrepancy between consumption

and total production minus net exports. This discrepancy consists partly

of losses and partly of statistical errors and omissions. The third

section of Table 1, which indicates net exports of each primary energy

material for each area, therefore also includes the residual errors in

the published figures.
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Although the net export figures in part 3 of Table 7 are less

accurate than the rest of the table, since they include the residual

errors in the published figures, they do indicate the broad directions

of the international movement of energy materials. The United States

is an exporter of coal and an importer of oil but an energy importer

on balance; Other Western Hemisphere is an importer of coal and a heavy

exporter of oil, hence an energy exporter on balance. Western Europe

is an importer both of coal and of oil, from both the rest of the non-

Soviet world and from the Soviet bloc. Within the Soviet bloc, both

the USSR and Eastern Europe are net exporters of coal and oil; in

FRAtern Europe, Poland providing the coal and Rumania the oil. The

Soviet bloc's Far East is an importer of oil.

Some idea of the changes in production and consumption patterns to

be expected in the coming years may be gained from Table 8, which compares

projections for four major world areas in terms of T HCE,1 but on the

basis of somewhat different data from those used in Table 7. The

projection of energy consumption to 1975 for the United States was made

by Joseph Lerner as part of the Resources for the nature study of

Energy in the American Economy 1850-19752 on the basis of 1955 figures

that differ considerably from those of the U.N. Statistical Office shown

1
In the current literature on energy, and particularly oil, magnitudes

are expressed in a variety of units: original units such as barrels
(bbls), tons, metric tons (T), cubic feet (cu ft), cubic meters (m3),
kilowatt hours (kWh), per year or per day; as well as in standardized
units such as the T HCE used above, British thermal units (Btu's) and
kilocalories. In order (hopefully) to reduce confusion, some of the
magnitudes of Table 8 are set out in Table A-3 in the original units.

2
Sam Schurr et al., Energy in the American Economy 1850-1975: Its 

History and Prospects, Baltimore, Johns Hopkins for Resources for the
Future, 1960.
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Table 8

PRIMARY ENERGY PRODUCTION AND CONSUMPTION, UNilED STATES,
(EEC COUNTRIES COMBINED, USSR, AND EASTERN EUROPE,

1955, 1958, 1965, 1975

(in millions of T HCEa and per cent)

81

United States
(Resources for the Future estimates)

1955 1958
Projected

1965 1975

Production:

12E2

(millions of T HCE)

60 00

a

••

'.".

TOTAL
Coal and lignite 450 . . • •
Crude oil and NGL 551 .. .. .
Natural gas 369 .. .. ..
Hydro-power 50 06 00 00

Nuclear energy • • . • •
Other - • • .

Consumption:

TOTAL
1Ligg

.. 1,902 2.Z,011§.
Coal and lignite .. 517 — 667
Crude oil and NGL 606 • • 841 1,168
Natural gas 334 • • 48o 690
Hydro-power 50 . 64 83
Nuclear energy . •
Other .. -

(per cent)
Production:

TOTAL 100.0 .. .. ..
Coal and lignite 31.7 . .
Crude oil and NGL 38.8 • • 0 .
Natural gas 26.0 • • . ..
Hydro-power 3.5 . . ..
Nuclear energy 00 0 0

Other . . .

Consumption:

TOTAL 100.0 . 100.0 100.0
Coal and lignite 28.8 27.2 25.6
Crude oil and NGL 43.6 44.2 44.8
Natural gas 24.0 . 25.2 26.4
Hydro-power 3.6 .. 3.4 3.2
Nuclear energy ..
Other •

Sources and Notes: [end of table]
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Table 8 (continued)

OEEC countries

Projected

1955 1958 1965 1975

Production:
(millions of T HCE)a

TOTAL 603 621 675
-554. -71.5.

122
Coal and lignite 507 490
Crude oil and NGL 13 18 30 50
Natural gas 7 10 25 60
Hydro-power 56 69 95 140
Nuclear energy - - 15 30
Other 20 20 20 20

Consumption:

TOTAL 777 811 1.f50 1 425
Coal and lignite 535 511 550 550
Crude oil and NGL 159 201 340 550
Natural gas 7 lo 30 135
Hydro-power 56 69 95 140
Nuclear energy - - 15 30
Other 20 20 20 20

(per cent)
Production:

TOTAL 100.0 100.0 100.0 100.0
Coal and lignite 84.1 - 817 -7T6 -6775
Crude oil and NGL 2.1 2.9 4.4 6.3
Natural gas 1.2 1.6 3.7 7.6
Hydro-power 9.3 11.1 14.1 17.7
Nuclear energy - - 2.2 3.8
Other 3.3 3.2 3.0 2.6

Consumntion:

TOTAL 100.0 100.0 100.0 100.0
Coal and lignite 68.8 -6575 -577 38.6
Crude oil and NGL 20.5 24.8 32.4 38.6
Natural gas 0.9 1.2 2.9 9.5
Hydro-power 7.2 8.5 9.0 9.8
Nuclear energy - - 1.4 2.1
Other 2.6 2.5 1.9 1.4

Sources and Notes: [end of table]
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Table 8 (continued)

83

USSR

1955 1958
Plan
1965

Production:

458 
303
95
11

9
-
40c

(millions of

628
T5b
166
34
18
-

45c

T HCE)a

1,222TOTAL
Coal and lignite
Crude oil and NGL
Natural gas
Hydro-power
Nuclear energy
Other

Consumption:

--439b
350
178
30
-
53c

TOTAL 456 602 9616
Coal and lignite 303 359 4....3 b
Crude oil and NGL 93 146b [2671
Natural gas 11 34 178
Hydro-power 9 18 30
Nuclear energy - -
Other 40 45 53

(per cent)

Production:

TOTAL 100.0 100.0 100.0
Coal and lignite 66.2 7871 41.8
Crude oil and NGL 20.7 26.4 33.3
Natural gas 2.4 5.4 17.0
Hydro-power 2.0 2.9 2.9
Nuclear energy - - -
Other 8.7 7.2 5.0

Consumption:

TOTAL 100.0 100.0 100.0
Coal and lignite 66.4 -5776 7571
Crude oil and NGL 20.4 24.3 27.8
Natural gas 2.4 5.6 18.5
Hydro-power 2.0 3.0 3.1
Nuclear energy - -
Other 8.8 7.5 5.5

Sources and Notes: [end of table]

Projected
1972

1,510
515b

539
321
75d
_

60c

1,388 

5°5 1-[)4]b

321

75

60

100.0
-77
35.7
21.2
5.0
-
4.0

100.0
-36:7
30.8
23.1
5.4
..
4.3
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Table 8 (continued)

Eastern Europe

1955
Plan

1958 196) 1975

Production:

(millions of

TOTAL 249 278 381 • •
Coal and lignite 217 237
Crude oil and NGL 16 19 27 .
Natural gas 12 25 .
Hydro-power 2 6 ..
Nuclear energy - ..
Other 5 7 7 ..

Consumption:

TOTAL 229 ..
Coal and lignite 201 • •
Crude oil and NGL 12 .
Natural gas 9 .
Hydro-power 2.. ..
Nuclear energy ..
Other 5 ..

(per cent)

Production:

TOTAL 100.0 100.0 100.0
Coal and lignit( 87.2 85.3 82.9 .
Crude oil and I- ;I, 6.4 6.8 7.1
Natural gas 3.6 4.3 6.6
Hydro-power 0.8 1.1 1.6
Nuclear enery - -
Other 2.0 2.5 1.8 .

Consumption:

TOTAL 100.0 09 9

Coal and lignite 40

......•

187.8
Crude oil and NGL 5.2 . . .
Natural gas 3.9 . . ..
Hydro- over 0.9 .. ..
Nucler energy - .. . .
Other 2.2 .. .

Sources and Notes: [end of table]
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Table 8 (continued)

Sources: United States:
1955, 1975: Sam Schurr et al., Energy in the American Economy
1850-1975: Its History and Prospects, Baltimore, Johns
Hopkins for Resources for the Future, 1960, pp. 63, 86, 130,
141, 238-239, 736.

1965: Interpolated assuming constant rate of increase from
1955 to 1975 for each broad category.

OEEC countries: OEEC, Towards a New Energy Pattern in Europe,
Paris, 1960, pp. 17, 19, 114.

USSR: Production:

1955: Economic Commission for Europe, Energy Situation 
in Europe, Geneva, January 1958, mimeo., pp. 1-9/10,
1-29. Noncommercial energy estimate adjusted downward
for consistency with later years.

1958, 1965: A. Grusho and Y. Shteingauz, "Calculation
of an Overall Energy Account" (in Russian), Planovoe 
khoziaistvo, Mostow, 1959, No. 7, p. 35; see also
Petroleum Press Service, London, July 1960, p. 258.

1972: Shell Petroleum, Planning Division, The Oil 
Industry of the USSR, November 1960, mimeo., p. 13.

Consumption:

1955: ECE, Energy Situation in Europe, loc. cit. Non-
commercial energy estimate adjusted downward for
consistency with later years.

1958: ECE, Economic Survey of Europe in 1959, Geneva,
1960, p. 111-31.

1965, 1972: Coal: assuming little change in net
exports; oil: see Table 9.

Eastern Europe:

1955: ECE, Energy Situation in Europe, loc. cit.

1958, 1965: ECE, Economic Survey of Europe in 1959, op. cit.,
pp. III-30, 31.

Notes: a. For data in original units, see Table 1.-3.
b. Including shale.
c. Peat and firewood.
d. Adjusted to thermal plant equivalent.
e. Excluding 10 mill T HCE of nuclear power.
.. Not available.

Zero.
[ ] Figures in brackets derived in Table 9, assuming 9 per cent

annual increase from 1958 to 1965, and 7 per cent annual
increase from 1965 to 1972.
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in Table 1. The projection of production and consumption for the OEEC

countries (which form the bulk but not the whole of the Western European

grouping in Table 1) KW published by an OEEC Energy Advisory Commission

(the Robinson Commission) in 1960. The projections for the USSR and

Eastern Europe are Plan figures that are already out-dated but never-

theless serve to indicate the directions in which energy patterns are

expected to move.

The expected trends for all four areas show a common characteristic:

in each, the share of coal declines continuously and the shares of oil

and natural gas rise. (With respect to hydro-power, the United States

and Europe differ: hydro-power's share in the total energy pattern is

projected to decline in the United States, but to rise in the OEEC

countries, the USSR, and Eastern Europe.) However, the change in the

pattern is smallest for the United States, which is in effect approaching

"maturity" in the evolution of its energy consumption. The three

European areas, on the other hand, are moving toward the U.S. pattern,

both by design and by force of technological circumstance. In Western

Europe, the switch in the pattern of consumption takes the form of a

decline in indigenous coal production and a large increase in oil imports.

For the USSR, however, the rapid switch from coal to oil in the projected

pattern of energy consumption is coming about as a result of a rapid

increase in the domestic production of crude oil and natural gas,

accompanied by only a moderate increase in production of coal and lignite.

1
In 1960, coal production in the USSR increased by only 1.4 per cent

over 1959 (Pravda, January 26, 1961).
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In EnAtern Europe, as in the United States, the change in the production

pattern results from rates of growth for coal, on the one hand, and oil

and gas, on the other, that differ from each other by much less than in

the OEEC countries and the USSR, so that any rapid changes in the con-

sumption pattern will result from increases in oil imports from the USSR.

The increases in crude oil and natural gas production in the USSR

are thus the basis for a major change in the Soviet economy that will

hasten its approach to North American technological patterns, and the

approach of Eastern Europe's to those of Western Europe. In the process,

the USSR will shortly displace Venezuela as the world's largest producer

of crude oil after the United States -- the kind of comparison the

Russians dearly love to make. However, achievement of North American

consumption levels for energy and oil by the USSR is still a long time

off, either in the aggregate or per capita. By the early 1970's total

energy consumption per capita in the USSR will reach only a little over

one-half the U.S. level, while per capita consumption of oil products

will reach only about one-third the U.S. level.
1
 Despite differences

between Russian and American patterns of consumer preferences,
2 
this

disparity between consumption levels still indicates a substantial lag

by the USSR behind the United States in satisfying consumer demands.

1Petroleum Press Service, October 1960, p. 364.

2
In a speech at Vladivostok on his return from the United States

in October 1959, Khrushchev announced the eventual establishment of a
system of public taxi pools in the USSR as an alternative to private
ownership of vast numbers of automobiles (Pravda, October 8, 1959).
Such a system would economize in the use of automobiles and might hold
down gasoline consumption, although at the cost of consumer convenience.
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COMPETING WITH THE WEST: SOVIET OIL PRODUCTION AND EXPORTABLE SURPLUSES 

On the supply side, the ability of the USSR to increase oil exports

to the non-Soviet world will depend on the volume of oil it can produce

and the calls on this by consumption in the USSR itself and in the other

countries of the Soviet bloc in Eastern Europe and the Far East. On the

demand side, as will be discussed in a later section of this paper, it

will depend on the extent to which the USSR can break into markets that

have been the preserve of the international oil companies for decades.

Production 

From all the reports on the present situation of the Soviet oil in-

dustry, it appears that the USSR is in a position to obtain a considerable

increase in production. The USSR has sufficient proved resources to in-

crease production by stepping up drilling rates without having to devote a

greatly increased amount of investment resources to the task, although other

investment costs, such as those for the construction of pipelines and re-

fineries, are likely to be substantial. Limitations on oil production are

likely to be imposed from the demand side rather than from the supply side.

Internally, demand for oil products will be limited by the availability of

oil-consuming equipment of all kinds, creation of which would compete for

scarce resources with other investment demands; it is the cost of oil-

consuming equipment rather than the cost of oil that will restrict internal

demand. Externally, the limitation will be the volume of oil the USSR will

be able to dispose of profitably on the international market. In the Plan

targets, as indicated in Table 8 and Table A-3, crude oil production (includ-

ing shale) in the USSR is expected to increase from 118 million T (2.4 million
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bbls/day) in 1958 to 250 million T (5.0 million bbls/day) in 19
65 and

to 385 million T (7.7 million bbls/day) in 1972. These quantities --

and probable upward revisions -- provide the opportunity both to r
aise

domestic consumption and to increase exports to the Soviet satelli
tes

and to the non-Soviet world.

Soviet Bloc Consumption 

It is in estimating the priority consumers' claims on this p
roduction

that difficulties begin. In dividing the production increases between

domestic consumption and export availabilities, the Soviet plan
ners have

some flexibility in determining (or permitting) future level
s of con-

sumption; and without considerably more knowledge of Soviet 
plans for

domestic consumption than is available from published source
s, it is of

little avail to guess at the volume of oil that the USSR will d
ispose

of on the world market in the coming years. Nevertheless, it seems

useful to examine the elements of the Soviet oil balance to 
see what

effect differing assumptions about USSR domestic use will ha
ve on the

future capacity of the USSR to export oil. For production, a target

of some 250 million T (5.0 million bbls/day) was published in t
he Seven-

Year Flan for 1965. For planned consumption, however, there are no

figures available except percentage breakdowns of an unspeci
fied total.

Assuming no over-fulfillment of the production target, one c
an, however,

project apparent consumption levels
1 

at different rates of increase

from the base year (1958) to see what net export availabilit
ies result.

Thus, as set out in Table 9, if it is assumed that consumption rises

1
Apparent consumption equals consumption plus stock changes; hen

ce

it also equals production less net exports.
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Table 9

ALTERNATIVE PROJECTIONS OF USSR OIL PRODUCTION, CONSUMPTION, AND EXPORTS,
1958, 1965, 1972

Item and assumption
as to rate of increase

Per cent

Annual rate
of increase Index
1965 19 l96 1972
1958 1965 1958 1965

A. Moderate production increase:

1. Production (incl. shale) 11.2 6.4 211 154

2. Apparent consumption:a
2.1 @ Production rate 11.2 6.4 211 154
2.2 @ 9% per year 9 9 183 183
2.3 @ 7% per year 7 7 160 160
2.4 @ 9% and then 7% 9 7 183 160

3. Net export availability:
3.1 (1) less (2a) xx xx xx xx
3.2 (1) less (2b) mc xx xx xx
3.3 (1) less (2c) MX XX XX XX
3.4 (1) less (2d) xx xx xx xx

B. Rapid production increase:

4. Production (incl. shale) 13.1 5.6 237 146

5. Apparent consumption:
a

5.1 @ Production rate 13.1 5.6 237 146
5.2 @ 9% per year 9 9 183 183
5.3 @ 7% per year 7 7 160 160
5.4 @ 9% and then 7% 7 7 183 160

6. Net export availability:
6.1 (4) less (5a) xx xx xx xx
6.2 (4) less (5b) xx xx xx xx
6.3 (4) less (5c) xx xx xx xx
6.4 (4) TiiT (5d) XX XX )CC )OC

Sources and Notes: [end of table]
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Item and assumption
as to rate of increase

Million T HCE
b

Million T
b

Million bbls/dayl)

I -55-1965-7077 9 :1*.5 1972 1958 1965 1972

A. Moderate production increase:

1. Production (incl. shale) 166 350 539 118 250 385 2.4 5.0 7.7

2. Apparent consumption:a
2.1 @ Production rate 146 308 474 104 220 338 2.1 4.4 6.8
2.2 @ 9% per year 146 267 489 104 191 349 2.1 3.8 7.0
2.3 @ 7% per year 146 234 374 104 167 267 2.1 3.3 5.3
2.4 @ 9% and then 7% 146 267 427 104 191 305 2.1 3.8 6.1

3. Net export availability:
3.1 (1) less (2a) 20 42 65 14 30 47 0.3 0.6 0.9
3.2 (1) less (2b) 20 83 50 14 59 36 0.3 1.2 0.7
3.3 r) less (2c) 20 116 165 14 83 118 0.3 1.7 2.4
3.4 1) less (2d) 20 83 112 14 59 80 0.3 1.2 1.6

B. Rapid production increase:

4. Production (incl. shale) 166 392 574 118 280 410 2.4 5.6 8.2

5. Apparent consumption:a
5.1 Production rate 146 344 503 104 246 359 2.1 4.9 7.2
5.2 @ 9% per year 146 267 489 104 191 349 2.1 3.8 7.0
5.3 @ 7% per year 146 234 374 104 167 267 2.1 3.3 5.3
5.4 @ 9% and then 7% 146 267 427 104 191 305 2.1 3.8 6.1

6. Net export availability:
6.1 (4) less (5a) 20 48 71 14 34 51 0.3 0.7 1.0
6.2 (4) TeTs- (5b) 20 125 85 14 89 61 0.3 1.8 1.2
6.3 (4) less (5c) 20 158 200 14 113 143 0.3 2.3 2.9
6.4 (4) T_TT (5d) 20 125 147 14 89 105 0.3 1.8 2.1

Sources: Production:
Moderate production increase: Table 8. Assumes no overfulfillment

of 1965 plan target, and takes middle of range of Khrushchev's projection
to 1972.

Rapid production increase: see text. Assumes overfulfillment of
1965 plan target, and takes upper end of range of Khrushchev's projection
to 1972.

Apparent cons ..tion:
1958: Table
1965, 1972: Projected at annual rates of increase indicated in

body of table.
Net export availability: Residual

Notes: a. Apparent consumption consumption plus net changes in stocks = production
less net exports.

b. Conversion factors:
1 T HCE x 0.714 = 1 T oil (or 1 T oil x 1.4 = 1 T HCE)
1 T oil x 0.02 = 1 bbl/day (or 1 bbl/day = 50 T oil)

xx Not relevant.
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at the same rate as planned production from 1958 to 1965 (11.2 per cent

per year), net availabilities for export would amount to 30 million T

(0.6 million bbls/day) in 1965. With net exports to the Eastern European

satellites amounting to about 12 million T for 1965, this would leave

only 18 million T for export to the non-Soviet world and the Soviet

bloc's Far East, a rather low figure when compared with the 14.5 million

T of exports outside the Soviet bloc already reached in 1959. However

the USSR is likely to export more than 18 million T to the non-Soviet

world. Unless the 1965 oil production target is exceeded, domestic oil

consumption will have to increase at a lower rate than production. A

rate of increase in oil consumption of 9 per cent per year (a figure

that would be reasonable for Western Europe for the same period) would

result in the availability of almost twice this volume of exportable

oil, or 59 million T/year (1.2 million bbls/day). At lower rates of

increase in consumption, net export availabilities would be corre-

spondingly raised. By taking some 385 million T (7.7 million bbls/day)

as the tentative production target for 19721 and going through the same

sort of exercise as for 1965, a range of export availabilities for 1972

was also calculated as set out in Table 9. Using 9 per cent per year

for the period 1958-1965 and 7 per cent per year for the period 1965-1972

as plausible rates of increase for consumption, the USSR's export avail-

ability would amount to some 80 million T/year (1.6 million bbls/day)

1This figure is derived as the sum of 375 million T of crude petroleum
(the midpoint of the range 350-400 million T adopted as a tentative target
in a November 1957 speech by Khrushchev on the 40th anniversary of the
Revolution) plus 10 million T for shale oil.

•
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by 1972, which would put the USSR in the same class as Iraq as a

potential exporter of oil.

Increasing production beyond the Plan targets would, of course, make

it possible both to reach these or higher volumes of potential exports

and to raise domestic consumption at faster rates than the ones just

mentioned. There is some expectation that production will reach a

level as high as 295 million T/year (5.9 million bbls/day) by 1965,

exceeding the Plan target by as much as 45 million T/year (0.9 million

bbls/day).1 In the second part of Table 9, we project production to

280 million T (5.6 million bbls/day) in 1965, a figure that exceeds

the Plan target by 30 million T, and to 410 million T (8.2 million

bbls/day) in 1972,2 the upper end of the target range cited by Khrushchev

in his November 1957 speech. These production levels would provide the

USSR with additional leeway to increase exports or domestic consumption

without strain.

In planning for oil exports to the non-Soviet world, the USSR has

to take into account another claim on its oil production in addition

to domestic consumption, namely the oil requirements of the satellite

10i1 and Gas Journal, November 21, 1960, p. 156.

2
An estimate by Leon Herman of the Library of Congress places Soviet

crude oil production (including shale) at 245 million T (4.9 million
bbls/day) in 1965 and 410 million T (8.2 million bbls/day) in 1970.
Herman obtained the latter figure by using the upper end rather than
the mid-point of the 350-400 million T rance, addin: to it 10 million
(0.2 million bbls/day) for natural gas liquids, and attributin,.; the re-
sult to 1970 rather than 1972. See [Ealford L. Hosilins and Leon EerT:an],
Soviet Oil in the Cold War, a study prepared by the Library of Congress
at the request of the Subcommittee to Investigate the Administration
of The Internal Security Act and Other Internal Security Laws of the
Committee on the Judiciary, U.S. Senate, 87th Congress, 1st Session,
Washington, 1961, p. 20.
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countries, particularly the Eastern European satellites. Although

planned exports of oil from the USSR to Eastern Europe are known, the

proportion intended for re-export to the non-Soviet world is not. The

magnitude of this re-exportable Soviet oil is, however, not likely to

be large, given the rising oil requirements of Eastern Europe itself.

Same idea of the range within which such exports might fall in 1965

is given in Table 10, which applies to the figures for Eastern Europe

a procedure similar to that just described for the USSR (Table 9). The

volume of oil available to Eastern Europe is estimated as the sum of

the published Plan production targets for FAAtern Europe and the planned

level of oil exports from the USSR to Eastern Europe,
1 

net of oil ship-

ments in the reverse direction which we assume to rise only slightly

over the 1959 level. Of FR5tern Europe's oil imports from the USSR,

up to 15 million T/year (0.3 million bbls/day) may pass through the

Economic Mutual Assistance Council (COMECON) pipeline.2 If consumption

increases by 9 per cent per year, the potential for re-export from

Eastern Europe to the West would amount to 5 million T/year (0.1 million

bbls/day); if consumption increases by 7 per cent per year, potential

re-exports would amount to 9 million T/year (0.2 million bbls/day).

Refining capacity in FAs3tern Europe is expected to reach same

30 million T/year (0.6 million bbls/day) by 1965.3 Since this annual

throughput exceeds apparent domestic consumption, exports to the West

'The figures for planned exports from the USSR to Eastern Europe
in Table 10 have probably been revised upward by 2 or 3 million T since
originally announced.

2
Petroleum Press Service, May 1959, p. 171.

3Petroleum Week, April 10, 1959, p. 31. •
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will consist partly of refined products and partly of crude oil, so that

Eastern Europe will be able to play the role of middleman in refining,

as well as trans-shipping, USSR oil.

An even larger unknown in future calls on the USSR's oil produc-

tion is the volume of oil that will be supplied to China. There is

reason to suspect considerable reluctance on the part of the USSR to

supply China's requirements directly. Aside from any possible intra-

bloc political difficulties, resource costs for delivering the oil are

high, whether the oil moves by rail through Siberia or by tanker from

the Black Sea, and the economic returns to the USSR can only be small,

given China's balance of payments problems. The USSR might try to

reduce its obligation to supply oil to China by setting up a triangular

trade arrangement, for example, one with Indonesia in which Indonesia

pays for imports from the USSR by shipping oil to China.

Ancillary Activities 

One of the strengths of the USSR in its oil export drive is that it

is in a position to export the men and equipment needed for the oil

industry (such as petroleum geologists, technicians, drilling rigs,

and refinery equipment). The USSR apparently has a surplus of geologistsi

and is able to provide their services to underdeveloped countries,

probably at lower cost to these countries than for comparable Americans

or Western Europeans. It also has enough spare drilling rigs and drilling

crews to undertake oil exploration activities in underdeveloped countries

1V. E. Kamarov, The Economic Framework of the Training of Specialists 
for the National Economy (in Russian), Moscow, Academy of Sciences of the
USSR, Institute of Economics, 1959, pp. 814 ff.
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that may be dissatisfied with the success of, or the offers made by,

Western oil companies. Furthermore, although investment requirements

in the USSR and in Eastern Europe are already extremely high for

activities related to oil (particularly in oil refining), both the

USSR and Rumania are able and willing to export the equipment and tech-

nicians for setting up refineries in countries where the pay-off looks

good enough.

Other Physical Factors Limiting Soviet Oil Exports 

Apart from the limitation on oil exports imposed by the available

supply, several other obstacles reduce, for the time being, Soviet

ability to compete with the Western oil companies. In transportation

the USSR has first to overcome the physical problem of getting oil to

market from the producing regions in the interior. It must build pipe-

lines into central Europe and to the Baltic, and build or acquire tankers

to carry oil overseas. Pipelines require steel pipe, which is in short

supply. Tankers require steel and shipbuilding facilities which the

Soviet planners prefer to allocate to other uses. However, in a world

tanker market characterized by surplus capacity, the USSR enjoys con-

siderable room for maneuver, and it is acquiring tankers by chartering

them, buying them second hand, and ordering them new from under-

utilized foreign shipyards. Nevertheless, the USSR has still to build

up a fleet of tankers to ensure its ability to deliver oil, and this

will require a considerable investment.

In marketing oil in the non-Soviet world, the USSR has to overcome

the fact that oil distribution facilities are owned by the Western oil
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companies, the bulk being in the hands of the major international

companies and the remainder in the hands of the big independents. In

order to market its oil, the USSR, therefore, has either to set up its

awn distribution facilities, or to acquire existing facilities (presumably

from independent or national oil companies), or to persuade the govern-

ments of Importing countries to force the international oil companies

to handle Soviet oil. In the present Soviet oil export drive, only the

latter two methods have been used.
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III. CCtiPETITION FOR INFLUENCE AND CCMPETITION FOR MARKETS

99

The expansion of Soviet oil exports has come as a shock to Western

sensibilities because the Russians have used these exports to score

both political and economic gains. In 1960 the Russians achieved both

effects. In Cuba, and to some extent India, they extended their

influence, in Cuba with devastating results for the American political

position. In Western Europe and Japan, they succeeded in snatching a

share of the market from the international oil companies and in obtaining,

in exchange, commodities from which they clearly benefited. To some

extent these effects may reinforce each other, and may be achieved by

some of the same techniques, but they should be kept distinct in

analyzing the Soviet export drive.

Within limits, the Soviet purpose in a particular oil transaction

can be inferred from the economic status of the trading partner. In

transactions with the economically widerdeveloped parts of the world,

particularly with those countries from which the USSR can get little

or nothing of economic value in direct return, the USSR's motive is

probably the extension of Soviet influence. In transactions with

developed and industrialized countries which can provide goods more

cheaply than the USSR (cheaper absolutely or relatively to oil), and

in transactions with underdeveloped countries which are able to pay in

hard currency or in goods the USSR really needs, the Soviet motive is

likely to be acquisition of a market.

COMPETITION FOR INFLUENCE

One of the effects of Soviet oil exports has clearly been to gain
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influence in the uncommitted parts of the world or to displace U.S. or

Western influence in those parts committed to the West. The fact that

the West loses influence is automatically (though perhaps not validly)

regarded by both the Soviets and the West as a gain for the USSR and a

loss for the United States.

A curious thing about "influence" is that all empire builders seem

to consider it desirable for itself as well as for what it can obtain.

The broad aim behind the Soviet thrust for influence in the underdeveloped

countries is to hasten the breakup of the non-Soviet world order in

Latin America, Asia, and Africa inherited from the former Western European

imperialisms. Any one of a large range of events, from local revolution

to the acceptance of Russian technical aid, is cited by the Soviets and

accepted by the West as serving this purpose. The specific ends this

extension of Soviet influence may serve are varied. In the political

sphere, it may lead directly to a strengthening of the local Communist

Parties or to a strengthening of the "national bourgeoisie" which the

Russians (although not the Chinese) consider a major step toward eventual

Communist takeover. In countries that are part of the American alliance

system around the periphery of the USSR, the extension of Soviet in-

fluence may lead to the neutralization or removal of Western military

bases, or the defection of members of the alliances; or it may render

the alliances less workable than formerly. In the economic sphere, it

may lead to internal changes that the Soviets, but not the West, would

find desirable, ranging from expropriation of Western economic interests

to prevention of their continued or expanded operation.



CONFIDENTIALITY OF CENSUS RECORDS 101

In the case of oil, the quest for influence is characterized by an

effort to displace the Western oil companies in their control of the

marketing system, and as the only source of oil and technical knowledge.

Acquisition of influence may then be an aid to further market penetration,

which in turn may be desired for itself as well as for the political

and economic benefits the USSR may derive from it. Where the market in

question offers little or no immediate economic return, it may hold

future promise.

The USSR has been using a variety of techniques to displace the

Western oil companies, among them the offer of more favorable terms.

Most important so far has been the offer of lower prices. In addition

to cutting prices, however, the USSR has arranged bilateral barter

agreements that have relieved potential trading partners of embarrassing

surpluses. And the USSR has offered oil on credit terms the Western

oil companies have been unwilling or unable to match. One such credit

arrangement has been the sale of Soviet oil against local currencies to

be used by the USSR for purchases of locally produced goods or held as

blocked funds.

In making their offers, the Russians have been able to time them to

take advantage of bargaining difficulties in the West, whether or not

these difficulties have arisen directly in oil transactions. Among the

disputes that did not initially involve oil sales by the international

oil companies may be mentioned Soviet trade arrangements with Nasser when

Egypt WBS suffering the extreme foreign exchange difficulties caused by

the Suez crisis of 1956. Another was the fisheries dispute between

Iceland and the United Kingdom with which negotiation of a fish-for-oil
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trade agreement between Iceland and the USSR coincided.
1
 Two bargaining

impasses directly involving oil will be discussed shortly.

In addition to the direct sales of oil, Soviet ability to provide

the equipment and technicians for oil exploration and oil refining has

enabled the USSR to open up new areas of influence. The availability of

oil contractor services from a non-Western source, particularly if

offered on favorable credit terms, provides underdeveloped countries

with a partial alternative to dependence on the Western oil companies

for the creation or expansion of a domestic oil industry. Although

indigenous oil production might ultimately eliminate Soviet as well as

non-Soviet oil from local markets, Soviet participation in the preliminary

(exploratory) and final (refining) stages of the oil industry may, in

the short run at least, expand the market for Soviet crude oil by

displacing Western suppliers. This could came about, for example, as

the result of Russian construction of a refinery for processing the

local oil which is still being prospected for. If the oil is not found,

the refinery would be available for processing imported Soviet crude.

In an effort to overcame its disadvantage in local distribution

and marketing, the USSR has tried to organize local imlfspendent

distributors into a marketing network (so far with little success), as

well as to enlist the support of government-sponsored national oil

companies.

1
See: Richard J. Ward, "Soviet Competition in Western Markets: A

Commodity Case and its Implications," The Journal of Industrial Economics,
Oxford, March 1960, p. 144.
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The list of underdeveloped countries with which the USSR is engaged

in transactions involving oil grows longer and longer. The discussion

here, however, will be limited to Egypt, Cuba, India, Ceylon, and Pakistan.

Prior to 1960, the most important "political" oil sales were those

made to Egypt in connection with Soviet courtship of Nasser with military

and economic aid. The role of oil in the resulting flaw of Soviet-

Egyptian trade was, however, overshadowed by Soviet deliveries of

military equipment to Egypt and Syria, financed by a Soviet credit

being paid off by commodity exports (primarily cotton) from the United

Arab Republic to the USSR.'

In 1960, the two main examples of political oil sales by the USSR

concerned Cuba and Tndia. The Soviet purpose was clearest in the case

of Cuba, and the payoff in terms of political difficulties for the

United States must have exceeded Mikoyan's fondest hopes. Cuba was

clearly in no position to pay hard currency for the 1.5 million T

(30,000 bbls/day)2 of Russian oil that it received in 1960 and it is

doubtful that the USSR was really in great need of the Cuban sugar it

took in exchange. But as an opportunity for disturbing the U.S. position

in the Western Hemisphere, it was too good to let slip. With the Cuban

government anxious to show its hostility to the United States, the USSR

had nothing to lose. By offering oil to Cuba, the Soviets could raise,

in an eavironment favorable to them, the issue of whether the Western

oil companies would refine and distribute Soviet oil. If the oil

'Klaus Billerbeck, Soviet Bloc Foreign Aid to Underdeveloped Countries:

An Analysis and a Prognosis, HaMburg, Archives of World Economy, 1960,

p. 153.

2
Petroleum Week, March 10, 1961, p. 68.
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companies accepted an outsider's crude thus "imposed" on them, they

would have set a bad precedent for themselves in other countries. If

they refused, they ran the serious risk of having their properties

confiscated. Either way the USSR would be ahead, unless U.S. government

intervention forced the Cubans to back down. The oil companies,

evidently willing to write off their Cuban properties as a dead loss

(and perhaps counting an the eventual collapse of the Castro regime

under serious economic pressure), refused to process the Soviet oil.

The subsequent chain of expropriation, retaliation, and counter-

retaliation led to an acceleration of the Castro revolution, an increase

in its violence, the abortive anti-Castro invasion, and the present

unhappy state of Cuban-U.S. relations.

In their offer to India, the Soviets proposed to accept payment in

rupees, hence, in effect, to provide a loan to India, as well as to

deliver Black Sea crude oil at prices below the international oil

companies posted prices (for Middle East crude plus transport from the

Persian Gulf). This would appear to be a "political" sale from the

Russian point of view, possibly an element of the Soviet budget for

economic aid to India. The Cuban pattern was followed at the start,

when the Indian government proposed to the international oil companies

that they refine the Russian crude. Unlike the Cubans, however, the

Indians accepted the oil companies' refusal to do so, partly because

the oil companies made a counter-offer of a price discount on Middle

East crude, and partly (one would presume) because the Indians are

aware of the usefulness of private foreign investment in Indian oil

exploration and refining. And the Indian government was not intent
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on alienating the West, as Castro seems to have been.

India's position as a heavy importer of both crude oil and refined

products put her in a favorable bargaining situation in the buyer's

market of 1960. In 1959 domestic oil production (0.4 million T) met

only 6 per cent of Tndia's total consumption (7.4 million T), while

domestic refining capacity (5.5 million T) could at best cover only

75 per cent of total consumption' and in fact was probably not fully

utilized. India's major "traditional" foreign source of supply has

been the Persian Gulf (Iran, Kuwait, and Saudi Arabia) because of the

production and marketing relations of the Western international oil

companies. India's interest is, however, to obtain crude oil and

refined products at the lowest delivered price. Tied neither by

sentiment nor by finance to the Middle PAAtern producers, India could

be indifferent as to the geographical origin of its crude oil and

refined products. In the 1960 oil dealings, the Indian government was

first offered crude oil by the Russians at 10 to 20 per cent below

world prices, or about $0.25/bbl ($1.66/T) below the delivered price

in India.
2 

As this was in the framework of a bilateral Soviet-Indian

trade agreement, the offer had the additional virtue of permitting

payment in rupees rather than hard currency. The only refining capacity

available for processing this crude would have been the refineries owned

by the international oil companies. When the Indian government proposed

to the international oil companies that they refine the Russian crude,

the oil companies accompanied their refusal with an offer to lower the

'World Petroleum Report 1960, New York, February 15, 1961, p. 20.

2
Ibid., p. 54.
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delivered price of Middle East crude by about $0.27/bbl ($1.80/T) by

granting discounts of about 12.5 per cent from the f.o.b. posted price

for the Persian Gulf.
1
 The Indian government accepted this arrangement

and, in renegotiating the Russian offer, obtained for rupees refined

products from the Black Sea instead of crude oil, apparently at about

a 20 per cent discount from f.o.b. posted prices.2 The volume of refined

products involved in the renegotiated trade agreement was about o.4

million T/year (for 4 years), or about one-third the level of India's

refined product imports in 1958.3 More recently the total volume of

agreed product imports VW raised from 1.5 million T over 4 years to

2.5 million T, with the annual rate of deliveries rising from 0.3

million T in 1961 to 1.0 million T in 1964.
4 

The reduction in the cost

of oil that India achieved by this chain of bargaining may be estimated

for 1961 at something close to $14 million,5 or a saving of some 10 per

1
Information obtained from Paul Frankel of Petroleum Economics Ltd.,

London.

2World Petroleum, September 1960, p. 52.

3United Nations, World Energy Supplies 1955-1958, New York, 1960,
p. 78.

4
Petroleum Press Service, London, December 1960, p. 460.

5Derived as follows: (1) (2) (3)
Type of Import Volume Discount Saving

(million T) ($/T) ($ millions)
[(1) x (2)1

Crud.e oil 6.0 1.80 10.8
Refined products:
Soviet 0.3 6.00 1.8
Other 0.2 5.00 1.0

Total affected by discounts 6.5 30C 13.6

xx Not used in calculation.
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cent on a total c.i.f. import bill for oil of something like $140 million.

Tanker freight to Indian ports is not directly affected by Changes in

posted prices.

The Indian negotiations with the Russians and the agreement by the

oil companies to supply oil to India at discounts of some 12.5 per cent

were followed by a 6 to 7 per cent reduction in posted prices in the

Persian Gulf (in August 1960). This action raised a new crop of dis-

content with the international oil companies, primarily on the part of

the Middle East producers, but also on the part of India and several

other consumers (including Pakistan and Ceylon) who claimed that they

were being cheated of their discounts now that posted prices were

lowered.

The Russian effort to sell Black Sea crude to the Indians had two

clear political aims: to build up good will for the USSR in India; and

to disrupt the established arrangements of the oil companies. However,

the Indian episode was affected by political undercurrents outside

India, relating to oil pricing. In their operations east of Suez, the

oil companies have to deal not only with the governments of consuming

countries but also with the governments of producing countries. The

Indian negotiations took place at a time of oil surplus when the oil

companies were already extending considerable discounts from posted

prices in order to push oil sales. With royalties to the governments

of the producer countries based on the posted prices, the oil companies

were already seriously tempted to reduce these prices, but were reluctant

to do so for fear of unfavorable political reactions in the producer

countries. The threat of Russian competition in India and the pressure
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by the Indian government for lower oil prices were used as the avert

excuse by the oil companies to lower the posted prices for crude in the

Persian Gulf. Thus three games were being played: that of the Russians

in attempting to disrupt existing oil arrangements; that of the Indians

in pressing for lower prices; and that of the oil companies in cutting

their losses in the Indian situation by passing on to the governments

of the producer countries the reduction in receipts resulting from

de facto discounts from prices as posted. In the short run, it was the

Persian Gulf producers who lost the most. However, the producer countries

set up the OPEC (Organization of Petroleum Exporting Countries) as a

reaction to the reduction in posted prices, so that it is not yet clear

who the long-run loser is going to be.

The USSR has added force to its oil export drive in India by

offering to build refineries for the Indians. The present and expected

future volume of refined product imports provides India with an incentive

to establish refineries at home, both to increase domestic value added

(incidentally reducing the current foreign exchange cost of imported

oil) and to process domestically-produced crude oil when it is found in

quantities large enough to displace imports. The Soviet bloc has

therefore been able to combine its attempts to sell oil with offers to

the Indians to build oil refineries as part of Soviet-Indian bilateral

trade agreements financed by Soviet credits. Two refineries financed

by the Soviet bloc are under construction in India: one of

2.0 million T/year (40,000 bbls/day) being built by the USSR, and one

of 0.75 million T/year (15,000 bbls/day) being built with Rumanian
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technical and financial assistance.
1
 In the future, the existence of

such refineries will facilitate the import of Soviet crude oil into

India by mnking it unnecessary to rely on the cooperation of the Western

oil companies in processing it for use.

India's neighbors, Ceylon and Pakistan, have also entered into

dealings with the USSR that involve oil. A trade agreement Toraid signed

by Ceylon and the USSR in 1960 under which the USSR would purchase

agricultural commodities and Ceylon would import and distribute

130 thousand T/year of Soviet oil (a figure to be compared with the

total inland consumption of 600 thousand T/yeax and a bunkering trade

at Colombo of 450 thousand T/year).2 Initially, a private company to

handle and distribute the Soviet oil was formed by a group of local

businessmen, but their inability to acquire storage and distribution

facilities -- and a political climate unfriendly to the Western oil

campanies3 -- led the Ceylon parliament to pass a bill, in May 1961,

setting up a national company for the distribution of oil products and

giving the government the power to take over from the international

oil companies (with compensation) facilities sufficient to handle 25 per

cent of Ceylon's oil consumption.
4

1World Petroleum, Septetber 1960, p. 134.

2Petroleum Press Service, Decetber 1960, p. 463.

3A Soviet article on the oil deal with Ceylon sees the transaction
as an effort by the new government (elected in June 1960) to break the

grip of the Western oil companies on the distribution of petroleum

products in Ceylon and to force them to lower their "monopolistic prices."

See: U. Domrachev, "Ceylon Does Not Wish to be Dependent on the Oil

Monopolies" (in Russian), Vneshniaia torgovlia, Moscow, 1961, No. 3.

4
Oi1 and Gas Journal, May 15, 1961, p. 118.
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At the present time there is no refinery in Ceylon, and negotiations

between the government and a four-company marketing group (Shell, British

Petroleum, Caltex, and Stanvac) to build one have been stalled for several

years. One reason for the failure to agree is the insistence of the

marketing group on a 25-year guarantee against nationalization) Recently

the Russians offered to build a refinery for the Ceylon government, to be

financed by a Soviet credit at 2-1/2 per cent interest. The government

of Ceylon has an interesting choice to make. Does it accept foreign

private investment for financing the refinery, permit the private

investors to amortize their investment during the course of profitable

operation of the facilities, and have the economy take on a long-term

balance of payments burden in the form of repatriated earnings over the

life of the refinery? Or does it accept the Russian offer and acquire

a more immediate balance of payments burden by undertaking repayment of

the Soviet credit by direct commitment of exportable agricultural products

which Ceylon would have no difficulty in marketing in the West? A

possible economic gain to Ceylon from accepting the USSR's offer would

be an improvement in its bargaining position with respect to the price

of future imports of crude oil. A cost would be the greater imminence

of the foreign exchange burden involved in paying for the refinery.

In Pakistan, the USSR is to undertake exploration for oil under an

agreement signed in March 1961. The agreement calls for a Soviet credit

repayable in commodities over a 12-year period at 2-1/2 per cent interest,

to be used to pay for the services of Russian experts and equipment to

be acquired by a new state-owned oil exploration body.
2

u-World Petroleum Report 1960, op. cit., p. 46.
2
Petroleum Press Service, April 1961, p. 143.

In this kind of
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transaction, the Soviets take much less of a risk than the Western oil

companies who supply their own capital and lose it if they do not find

oil. On the other hand, the direct economic gain for the Soviets, if

they do find oil for the Pakistanis, will be much smpller than for a

private oil company finding oil for its own account, unless the USSR can

extend the arrangement in more profitable ways later on. For example,

the USSR might expand exports of equipment and technical services if

the Soviet teams are more successful with their exploratory wells than

the Western oil companies have been. One may expect the exploration

agreement with Pakistan to be followed by a Soviet offer to build a re-

finery, whose ostensible purpose will be to process domestic crude oil

when it is found but which would also be available to refine Soviet crude

imported under future trade agreements.

COMPETITION FOR MARKETS 

The other aspect of the Soviet oil export drive, the aspect par-

ticularly painful to the Western oil companies, is that the Soviets are

succeeding in taking profitable markets away from their Western com-

petitors.

In expanding exports to the economically advanced countries of the

world, the USSR has been able to obtain the gains from trade that result

from exchanging a commodity that is relatively cheap to produce at home

for other commodities that are relatively dear to produce at home. In

trading with Western Europe and Japan, the USSR seeks industrial goods

that it cannot produce in sufficient quantity at home or as cheaply as

it can buy them abroad. Recently, the USSR has been particularly

86868 0 - 62 - 8
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anxious to obtain goods -- such as tankers and steel pipe for pipelines --

that can be used to get more oil to foreign markets in the future. In

paying for these goods, the USSR is hard put to find goods acceptable to

the industrialized countries. Marketing oil abroad is one of the more

efficient ways for the Soviets to obtain industrial goods from the non-

Soviet world, for oil is relatively inexpensive for the USSR to produce,

can be handled in bulk, and enjoys a steadily rising demand.

In other cases, the aim of the competition for markets may be to

gain access to new sources of supply, or perhaps to pre-empt existing

sources of supply, particularly of raw materials. Soviet trade and

credit agreements that tie up a considerable portion of the future

commodity output of the underdeveloped trading partner appear to have

this feature.

A weaker, but still significant, motive might be the desire to open

up broadened trade relations in the future, either because the trarling

partner might be part of a wider tro6ing and producing area, or because

it produces a commodity that the USSR will need as its standard of liv-

ing rises.

Some of the techniques used in the trade war are the same as in the

competition for influence. Price cutting and the use of barter agree-

ments to relieve the trading partner of an otherwise unsaleable commodity

fall into this category. (Where both techniques are involved in the

same transaction, but accounting prices are not announced, it is

difficult or impossible to determine the actual extent of price cutting.)

Differences in the economic status of the various trariing partners lead

to some differences in approach. With the industrialized countries, most

•



CONFIDENTIALITY OF CENSUS RECORDS 113

of wham today enjoy convertible or nearly convertible currencies, the

Soviet technique of accepting a soft local currency as a means of

extending credit is not applicable. On the other hand, the existence of

a large number of eager and capable traders in the developed economies

who are willing and able to compete with the major oil companies, and of

governments in a position to apply effective pressure on the oil com-

panies, easily makes it possible for the USSR to get Soviet oil marketed

locally.

The gains from trade and the marketing aspects of Soviet oil

transactions with the economically advanced countries may be illustrated

by USSR sales to Denmark, France, West Germany, Italy, Sweden, and Japan.

Western Europe has been the major non-Soviet market for Russian oil,

as was indicated in Table 3; and, as the world's heaviest oil-deficit

region, it will continue to be the main target for all the oil exporters

except, perhaps, Indonesia. Through 1959, oil shipments from the Black

Sea to France, West Germany, and Italy were part of the broader bilateral

trade agreements within which trade between Western Europe and the

Soviet bloc has been carried on. In this trade, the goods shipped from

the West included a large variety of manufactures, weighted rather

heavily with engineering goods.'

The Soviet-Italian agreement of 1960 to exchange Soviet oil for

Italian steel pipe, pipeline equipment, and synthetic rubber was the

first clearly labeled as a more or less direct barter agreement. The

quantities involved were on the one side 12 million T of oil to be

lEconnmic Commission for Europe, Economic Bulletin for Europe,
Vol. 12, No. 2, Geneva, 1960, p. 34.
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supplied by the USSR over the 4-year period 1961-1964, and on the other

side, 240,000 metric tons of steel tubing, an unstated amount of pipe-

line evipment, and 50,000 metric tons of synthetic rubber to be supplied

by Italy) In In May 1951, the USSR and Italy signed a new agreement under

which the USSR would supply an additional 0.8 million T of crude oil and

would obtain two chemical plants.
2

Japan's first imports of small quantities of ill Ark Sea oil were

made in 1958. In that year and in the trade negotiations of 1960 and

1961, the agreements have given the appearance of bilateral barter

arrangements, with the USSR purchasing tankers and paying for them with

crude oil.3 The placing of Soviet orders for tankers has had something

of the character of relieving the Japanese of a surplus: not only do the

Japanese shipyards have considerable excess capacity as a result of the

present tanker surplus in the non-Soviet world market, they have

suffered cancellation of orders placed during the post-Suez tanker boom.

As a result the USSR has, in aiclition to placing new orders, been able

1
It is not possible to determine the terms of trade implied in the

1960 Soviet-Italian Agreement, owing to the lack of specification of the
pipe and synthetic rubber components and the undefined nature and quan-
tity of the pipeline equipment. The magnitude of the transaction quoted
in the press is $200 million, or $100 million in each direction (Oil and 
Gas Journal, November 28, 1960, p. 37; Petroleum Press Service, November
1960, p. 418). For the Russian oil, this total implies a delivered price
of $8.33/T or $1.19/bbl. On the Italian side, if we price steel at
$165/T and synthetic rubber at $700/T ($0.32/1b), the breakdown would
look like this:

(million dollars)
240,000 T steel pipe at $165 39.6
50,000 T synthetic rubber at $700 35.0
Residual (pipeline equipment) 25.4
Total 100.0

2
Ekonomicheskaia gazeta, Moscow, May 27, 1961.

30i1 and Gas Journal, February 13, 1961, p. 68.
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to pick up orders cancelled by Western (Greek) tanker operators,1 and

has also been negotiating with the Japanese for large diameter pipe for

construction of a pipeline from Irkutsk to the Pacific. In both the

Italian and the Japanese agreements, the USSR has been following a

pattern of acquiring the components of an export-oriented oil transport

system. Another example of this is a contract signed with a Swedish

firm in February 1961 for the supply of large diameter steel pipe against

shipments of Soviet crude oil, refined products, coal, and other goods.2

Western Europe shows a variety of ways in which Soviet oil has been

able to penetrate markets that were formerly under the tight control of

the international oil companies. As pointed out earlier, one of the

obstacles to Soviet penetration is that the USSR does not have a

distributive apparatus for marketing oil in the West. The USSR has,

therefore, to build up such an apparatus or else find an existing

distribution system to deal with. By making government to government

bulk agreements, the Russians have so far left it to the purchasing

governments to introduce Soviet oil into the marketing system. In

Denmark, where for some years the government refused to accept Russian

oil unless the Russians established their own distribution system, the

international oil companies have been obliged to handle Soviet oil

since 1958.3 France has been able to handle Soviet oil without

1Petroleum Press Service, January 1961, p. 21.

2
Petroleum Week, February 24, 1961.

3Petroleum Press Service, February 1959, p. 68.
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disturbing existing marketing arrangements because the oil companies

operate under tight government regulation in any event, and there is a

nationalized oil company (C.F.P., the Compagnie Francaise des Petroles)

with a distribution system of its own that can dispose of Russian or

Saharan or Iraqi crude as it sees fit. In Italy also, the national oil

company (E.N.I., the Ente Nazionale Idrocarburi), operating in competition

with the international oil companies, has introduced Soviet oil into the

Italian (and thence the European) market. In West Germany, which prides

itself on a free market in energy products (although it makes some

exceptions, such as placing restrictions on the import of U.S. coal),

Soviet oil has been handled by independent oil brokers. Many of the

latter originally operated in the marketing of coal and have also been

marketing surplus fuel oil from non-Soviet sources by cutting prices

below those of the major international oil companies. In West Germany's

highly developed economic environment, with its independent refineries

and numerous storage and distribution facilities controlled by large

consumers, the independent brokers have been able to subject the

international oil companies to stiff competition.

A

•

•
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IV. EMPLICATIONS FOR THE NON-SOVIET WORLD

117

THE WEST AS CONSUMER VERSUS THE WEST AS PRODUCER 

Despite the peripheral activities of the Soviets as suppliers of

oil equipment, technical services, and a political counter-weight to

the international oil companies, the main reason for their success in

promoting exports of their oil is that they are willing to sell it at

prices competitive with those set by the international oil companies.

From the point of view of the oil consumers of the non-Soviet world,

particularly of those countries that are not self-sufficient in oil,

Russian crude is as beneficial as any other cheap oil (e.g., from Libya)

that serves to lower the cost of the aggregate volume imported. For

India and Ceylon, for example, improvement in their terms of trade as a

result of active price competition among oil suppliers would result in

considerable savings of both foreign exchange and of real resources.

Western Europe, though a net importer of oil, is divided into oil "haves"

and oil "have-nots." Until the opening of the Sahara fields, control of

the supply of oil was held largely by the British (and Dutch) and the

Americans. For the United Kingdom and the Netherlands, therefore, the

domestic gains from lower oil prices for imported oil would in part be

offset (in the aggregate although not for particular groups) by a

decline in profits abroad. For the Italians, Germans, Scandinavians,

and until recently the French, any reduction in the cost of oil would

improve their position as consumers. In the case of West Germany, whose

coal industry suffers from the competition of oil, the benefits of cheap

oil would be partly offset by the effects of a decline in the coal
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industry. Italy and Scandinavia, being heavy importers of fossil fuels,

could only gain.

The oil producers -- both the oil companies and the producing

countries -- obviously have much to lose from Soviet competition: some

of their profits, same of their markets, and their controlling position

in world oil. Unless the price elasticity of demand for oil is greater

than unity,
1
 any price declines instituted to meet Soviet competition

mean a reduction in aggregate profits. And if oil prices are not

reduced in the face of competitive Soviet offers, consumers are likely

to take increasing volumes of Soviet oil.

SOVIET OIL EXPORTS AND THE WEST'S SECURITY OF SUPPLY

Soviet oil shipments to the non-Soviet world, like those of other

new suppliers, will of necessity displace part of the expected increases

in production and sales by the already established oil producers of the

West. From the point of view of non-Soviet consumers, this implies both

a benefit and a danger. On the one hand, as we have pointed out above,

Soviet oil can be a benefit as it is not likely to break into non-Soviet

markets unless it brings with it a clear short-term gain to the pur-

chasers of oil -- either because Soviet oil is made available at lower

1
I would venture to assert that the oil industry has not tested the

price elasticity of its products to any degree. When it was a competitive

industry, severe price wars taught it to deal with prices as gingerly as

possible. In the heyday of the international oil cartel's control of oil

marketing outside the United States, incentives to cut prices to test

market expansibility were reduced by several factors, among them the rapid

secular increase in demand for oil at current prices and the tendency of

governments in the consuming countries to place heavy taxes on oil

products for revenue purposes and (particularly in Europe) to protect

domestic coal producers. •
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prices than those offered by the Western oil companies, or because it

is provided in exchange for goods the purchaser would otherwise find it

difficult to dispose of, or because it is made available on favorable

credit terms, or for any of a variety of other reasons. On the other

hand, growing reliance on the Soviet bloc for such a strategic commodity

as oil exposes non-Soviet consumers to the danger that the incoming flow

of oil can be cut off at the whim of the Soviets, as illustrated by the

interruption of shipments from the USSR to Israel at the time of the

Sinai invasion in 1956. However, the extent of this danger can easily

be exaggerated.

One of the things to be borne in mind is that, even without the

re-entry of Russian oil into the world market, much of the non-Soviet

world's oil has became strategically undependable owing to the weakening

or destruction of the British, French, and American positions in the

Middle Fast since the end of World War II. A case can be made for the

proposition that reliance on the Middle East, which produced 29 per cent

of the non-Soviet world's 
0111 

and supplied 80 per cent
2 
of Western

Europe's oil consumption in 1959, is itself dangerous and ought to be

reduced. One factor that reduces the West's dependence on the Middle

East oil producers is the existence of alternative (and preferably cheap)

sources of oil supply. The emergence of the USSR as a major oil exporter

establishes an additional source of law-cost oil for Western consumers,

although it is likely to be an even more unreliable source than the

Middle East.

1U.S. Bureau of Mines, World Petroleum Statistics 1959, Washington,
July 25, 1960, Table 1.

2
Petroleum Press Service, March 1961, p. 88; April 1961, p. 134.
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Despite the strategic unreliability of Soviet oil, one of the

immediate consequences of its current availability as a competitor to

Middle East oil is that it somewhat weakens the bargaining position of

the Middle East oil producers vis-a-vis the international oil companies

and the consuming countries of the West. In the normal course of trade,

the availability of Soviet oil to Western Europe will serve as a damper

on Middle East oil prices, though not necessarily on producer governments'

demands to increase their share of oil revenues. In the event of future

bargaining difficulties, the availability of Soviet oil to Western Europe

may also reduce the probability that the producer governments would

break entirely with the international oil companies. In a political

crisis between Western Europe and the Middle East in which the USSR

supported the Middle East oil producers by cutting off Soviet oil ship-

ments, Western Europe would at least be no worse off than if there had

been no Soviet shipments to begin with -- provided that it was Middle

East oil that had been displaced by Soviet shipments in the first place.

The preferred position of the established international oil

companies in Middle Fast production stems to a large extent from their

control of the marketing facilities of the non-Soviet world. A com-

peting world-wide distribution system set up by the USSR on a scale

sufficient to handle its own exports and large volumes of oil in addition

to its awn exports, would go a long way toward forcing the international

companies out of their preferred position. If, in the event of serious

disagreement between the oil companies and the governments of the Middle

East producers, the USSR undertook to handle Middle East oil, and in

addition were willing to handle Middle East oil instead of its awn,
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it could seriously damage the position of the oil companies.

Over a long period, loss of markets to the USSR and additional

losses of earnings as a result of the general downward pressure on oil

prices exerted by Soviet competition, could, of course, reduce future

rates of expansion in the non-Soviet oil industry. This is particularly

true because of the international oil companies' practice of financing

expansion largely or entirely out of profits on the sale of crude,

particularly Middle East crude. Unless investment funds for expansion

could be raised in sufficient volume in the capital markets of the West,

the past rates of expansion might not be maintained. And the avail-

ability of sufficient funds is by no means sure, given the probable

reluctance of private investors to commit their capital to the

politically (and economicslly) risky areas where oil is produced without

the possible prize of high rates of profit. An a result of reduced

rates of expansion over a period of years, the availability of non-

Soviet capacity (and of shut-in capacity) would be lower than it might

otherwise be.

For the most part, however, the problem of vulnerability can be

reduced to a single question: Whose shipments will be displaced by

increased Soviet oil exports? If it is Middle East oil that is

displaced, the net loss in reliability of supply may not be great,

since the flaw of Middle East oil to Western Europe is subject to the

hazards of both political antipathy and accidental disturbances. The

loss in physical availability of production may be negligible. If our

concern is with a shutdown of the flow of Soviet oil, the relevant

consideration is that shut-in capacity in the Middle East itself is
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likely to remain (or can easily be kept) at a level high enough to re-

place Soviet shipments even if much of current Middle East production

is displaced by Soviet oil. On the other hand, if we are concerned with

a shutdown of the flow of Middle East oil, there is at least a possibil-

ity that the USSR might choose to profit from a shutdown of Middle East

oil by raising its own prices or increasing its own sales.

The only reduction in availability that might result from the ex-

pansion of Soviet oil exports, under these circumstances, would arise as

a consequence of a reduction in the number of tankers in the hands of

the West. This might occur if the Soviet bloc acquired its own tanker

fleet to carry Soviet oil exports (thereby indirectly reducing the number

of Western-owned tankers in current operation), or if Soviet oil entered

Europe by pipeline from the Ural-Volga fields (thereby reducing the over-

all current use of tankers and the eventual size of the Western-awned,

and in fact the world, tanker fleet). In this case, strategic vulner-

ability could be reduced by maintaining a reserve tanker fleet, the cost

of which it might be wise for the consumer-beneficiaries of lower cost

Soviet oil (such as Italy and West Germany) to bear.

Displacement of Venezuelan or other Western Hemisphere oil produc-

tion by Soviet oil exports would create a more serious threat to the

long-term security of Western supply, for two reasons. The Western

Hemisphere producers are politically more stable and from the Western

point of view more dependable than the Middle East producers. The

second reason is that, although shut-in capacity in the Middle East

is likely to stay at extremely high levels (because of the great pro-

ductivity of the Persian Gulf wells) even if markets are lost to

•

•
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the USSR, Western Hemisphere shut-in capacity is much more closely

linked to the volume of current production. If the latter declines

(or fails to rise), a concomitant loss of shut-in capacity will result.

To reduce the strategic vulnerability of Western Europe to a shutdown

of oil from the Middle East or the USSR, it is necessary to maintain

capacity in more "reliable" areas, particularly in the Western Hemisphere.

LIMITATIONS ON THE SOVIET OIL EXPORT DRIVE 

Although politically the Soviet oil export drive has so far

produced only gains for the USSR, these gains have been registered in

the oil consuming countries. As Soviet oil sales mount, negative

reactions are likely in the oil producing countries of the under-

developed world. Cuba's purchases from the USSR supplant sales by

Venezuela. India's purchases from the USSR displace sales by the Middle

East -- particularly by Iran but by the Arab producers as well. Egypt's

imports of Soviet oil displace Arab oil. Indeed, the lack of audible

reactions from the Arabs to the loss of Egypt as a market for Arab oil

in the recent paqt may be attributed to the fact that Cairo makes most

of the noise for the Arab world. As the competition becomes keener, so

will resentment against Soviet aggressiveness. This may not bother the

USSR at the present time because the governments of oil producing

countries (such as Iran, Venezuela, Saudi Arabia, Kuwait, and even Iraq)

are wholeheartedly or halfheartedly anti-Soviet anyhow. But the Soviet

role as a competing producer of oil should make future Russian blandish-

ments less acceptable than they might otherwise be. For example, at

least some of the members of the second Arab Petroleum, Congress held in
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Beirut in October 1960, reacted unfavorably to a statement by Y. Gurot,

the head of the Soviet delegation to the Congress (and president of the

Soviet oil export trust), that the USSR intended to regain its pre-

World War II share (some 14 per cent) of the European oil trade.'

There is a limitation on the USSR's oil export opportunities that

will make itself felt only after a time, as the maneuverability of the

Soviets in making new oil deals tends to diminish with increases in

their sales to the non-Soviet world. As a larger volume of their total

oil supply is committed under contract for agreed lengths of time, the

USSR may have less oil to play with in making new deals. Furthermore,

Soviet ability to cut prices in specific deals is, at present, due in

part to the fact that they do not yet stand to lose by resulting re-

visions in already existing arrangements. Soviet freedom of action in

pricing may diminish as the USSR accumulates a stock of existing con-

tracts with customers who would complain unless their awn contracts were

revised to accord with new ones being made. With their own previous

contracts as the reference point for new bargaining, possible loss of

profits on existing contracts may well impose on the Soviet export

agency the same kind of restraint that it forces on the Western oil

companies.

WHAT CAN THE WEST DO ABOUT SOVIET OIL? 

The non-Soviet world can react to the threat of Russian oil, if it

feels it to be a threat, either in its role as producer or in its role

1
[Halford L. Hoskins and Leon Herman], Soviet Oil in the Cold War,

op. cit., p. 8.
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as consumer. The obstacle to consistent and effective action is that

there are numerous conflicts within the West: among producers, between

producers and consumers, and among consumers.

The effectiveness of an outsider in cutting oil prices in the

world market arises from the fact that prices scheduled by the insiders

are high enough to keep the high cost producers in the Caribbean (and

the U.S. Gulf States) operating profitably. This level of prices leaves

a wide spread between costs and prices in the low cost producing areas

such as the Middle East or the particularly prolific producing areas

such as Maracaibo and the newer USSR fields. The spread between costs

and prices is wide enough to tempt outsiders with efficient producing

sources to cut prices; but it also means that any price reduction offered

by an outsider (e.g., the Soviets) can be met by the insiders if they

are willing to cut into their unit profit on Middle FAst oil.

Meeting the price competition of outsiders raises a number of

difficulties for the established oil producers of the non-Soviet world.

The first is that in oil, where marginal costs of producing from existing

well  under free flow can be almost zero, vigorous price competition can

easily lead to disastrous price wars -- as it did in the market struggle

between Shell and Standard Oil in the early days of the oil industry.

This might lead to the dismantling of the already shaky structure of the

world's oil market, an occurrence the producers of the West (and probably

the USSR as well) have a great incentive to avoid.

A second difficulty is that it is not so much the producing areas

of the Middle East that stand to lose their markets to Soviet competition

as it is the high cost areas such as the Caribbean, which is already in
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trouble because of the opening up of new sources of oil in North Africa

and the increasing shut-in capacity in the Persian Gulf. To the extent

that the oil companies are concerned with their corporate interests in

the Caribbean as well as in the Middle FAAt, and to the extent the West

has strategic interests in the stability and growth of the Caribbean

producing countries, a chain of price-cutting that ended by knocking

out Venezuelan production would be highly undesirable.

A third difficulty is that the oil producers now include two sets

of powerful and articulate, vested interests: the oil companies them-

selves and the royalty-receiving governments of the countries where oil is

produced. So long as profits on oil production are shared by the oil

companies and the producer governments according to fixed proportions,

any price cuts instituted by the oil companies in meeting outside

competition will be reflected in a decline in government receipts per

unit of oil sold. With government budgets predicated on increasing

sales of oil at fixed (or even increasing) unit prices, price cuts

appear as a national disaster to producer governments and raise havoc

with relations between them and the oil companies. There remains the

possibility that the oil companies could absorb more than a pro-

portionate share of price cuts. This is painful enough when it occurs

as now, as a result of sales of oil at discounts from the posted prices

that are the basis for calculation of royalty payments. To formalize

it by changing the contractual proportions for dividing profits (still

50-50 in most dealings of the international oil companies)1 would be

1
Except in Venezuela where a unilateral change in the tax law by the

government at the end of 1958 increased the government's share -- and led

to a drastic decline in oil company activity in the country.
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fought tooth and nail by the oil companies.

As the major consumer in the non-Soviet world, Western Europe could,

if it wanted to, keep out Soviet oil. But Western Europe is not a

unified and protected market like the USSR or (for oil) the United States.

In Western Europe, a relatively free market does exist, with competing

suppliers, competing consumers, and old conflicts of political and

economic interest. Since France has become a producer of overseas oil

in its own right, it has lost some of its old resentment of British and

American control of Nidale East and Western Hemisphere oil supplies.

Germany and Italy are, however, still on the outside; and Italy

especially is not inclined to sympathize with the international oil

companies who, among many other sins, have discovered and are producing

oil in Italy's former colony, Libya. Italy now has concessions in the

Persian Gulf (in Iran), but until E.N.I. becomes a major overseas pro-

ducer there is every likelihood that its director, Mattel., will continue

to flirt with the Russians. Italy, still on the outside as a supplier,

is happy to use its position as a consumer to disrupt the control

exercised by the insiders.

The threat posed by the entry of Soviet oil into Western Europe is

thus an effective one because Western Europe's oil market is hampered by

its own institutional framework. On the one hand, the international oil

companies have to guard their established interests as producers in many

places around the world, but no longer have sufficient control of the

market to manipulate prices at will. On the other hand, there is a

snarp conflict of interests in Western Europe, preventing the establish-

ment of a common policy to freeze out the Russians.

86868 0 - 62 - 9
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Japan is in a 1,osition similar to Italy's, with its awn concession

in the Persian Gulf Offshore from the Neutral Zone between Kuwait and

Saudi Arabia) but still a heavy importer of oil through the marketing

channels of the international oil companies. The Japanese do not go out

of their way to antagonize the latter,
1 

but are willing to buy their oil

where they can get it cheapest.

An effective attempt to keep Soviet oil out of the established

markets in the industrialized regions of the West would have to combine

same form of joint protection with compensation to the oil have-nots.

This compensation might take the form of special price reductions or of

a greater sharing of control of (and profits from) overseas oil

operations -- none of which would be very palatable to the international

oil companies. If such an attempt were successful, it might lead the

USSR to use the oil kept out of the protected markets to intensify

competition in the underdeveloped countries and attempt to increase

Soviet political gains there as compensation for the economic gains that

protection of the industrialized markets forced them to forego.

' Clearly one course of action is to cut the Russians into the market

without a fight by reconstituting an international oil cartel with

Russian participation and thus assure them of an "adequate" share of

the market. Re-establishment of an effective cartel would be no easy

matter, as the producer governments of the Caribbean and the Persian

Gulf have recently come to realize during the discussions accompanying

'The Japanese government has so far refused to give the Japanese

company operating in the Persian Gulf preferential treatment in the

Japanese market (Petroleum Press Service, May 1961, p. 184).

•

•
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the establishment of OPEC. Too many diverging producer interests (both

competing oil companies and competing producing regions with different

expected rates of growth) have to be satisfied to make the prospect of

an effective cartel a likely one. One would suspect, moreover, that

the Russians might like to enter a cartel which would allocate sales in

a well-controlled area like Western Europe, but would retain their

freedom of action in the underdeveloped areas of the world where they

have a better chance of gaining influence than in Europe.

The prospects of organized resistance to Soviet penetration of the

oil markets of the non-Soviet world would therefore seem to be slim. If

the West chooses to relax and enjoy the benefits of cheaper oil and

lower-cost energy whatever its geographical source, it would be wise for

it to take measures to ensure continuity of supply. Two things are

needed: maintenance of adequate surplus capacity in the more "reliable"

producing areas; and retention of a reserve tanker fleet large enough

to carry Western needs from the alternative sources of supply. Such

measures are already called for by the unreliability of the Middle East

as a source for the West, and increasing dependence on Soviet oil would

make them even more desirable.
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APPENDIX TABLES

Table A-1

USSR OIL EXPORTS (CRUDE OIL AND REFINED PRODUCTS COMBINED), 1955-1959,
BY COUNTRY OF DESTINATION

(in millions of T/year and thousands of bbls/day)

Millions of T/year
Plan

Destination 1955 1956 1957 1958 1959 1965

TOTAL 8.0 10.1 13.7 18.1 25.4

Soviet bloc 3.3 4.2 7.2 8.5 10.8 • •

Rastern Europe 2.2 2.9 5.0 5.7 7.3 17.5
Czechoslovakia (0.5) (0.8) (1.3) (1.5) (1.9) (5.5)
East Germany (0.7) (0.7) (1.0) (1.1) (1.8) (4.8)
Hungary (0.2) (0.3) (1.0) (1.1) (1.3) (2.2)
Poland (0.7) (0.9) (1.3) (1.5) (1.9) (4.o)
Other (0.1) (0.2) (0.4) (0.5) (0.5) (1.0)

Far East 1.1 2.0 2.1 2.8 3.5 ..
China (1.0) (1.7) (1.8) (2.5) (3.1)
Other (0.1) (0.3) (0.3) (0.3) (0.4)

Non-Soviet world 3.3 5.1 6.1 9.6 14.5 • •

Western Hemisphere 0.0 0.0 - 1.1 1.1
Argentina ( - ) ( - ) ( - ) (0.9) (0.5)
Cuba ( - ) ( - ) ( - ) ( - ) ( - )
Uruguay (o.o) (o.o) ( - ) (0.2) (0.5)
Other ( - ) ( - ) ( - ) ( - ) (0.1)

Western Europe 2.5 3.7 4.7 6.1 10.7 • •

Austria (0.0) (0.0) (0.0) (0.1) (0.5)
France (0.3) (0.4) (0.6) (0.7) (0.8)
Greece (0.1) (0.2) (0.3) (0.4) (o.4)
West Germany (o.o) (0.1) (0.7) (0.6) (1.1)
Iceland (0.3) (0.3) (0.3) (0.3) (0.4)
Italy (0.2) (0.5) (0.5) (1.1) (3.0)
Sweden (0.7) (0.7) (0.5) (0.9) (1.4)
Finland (0.6) (1.0) (1.0) (1.2) (1.9)
Yugoslavia (0.2) (0.3) (0.4) (0.4) (0.4)
Other (0.1) (0.2) (0.4) (o.4) (0.8)

Other E. Hemisphere 0.8 1.4 1.4 2.4 2.7
United Arab Republic (o.3) (o.9) (1.1) (2.1) (2.4)
India ( - ) ( -) ( - ) ( - ) ( - )
Israel (o.5) (0.4) ( -) ( - ) ( - )
Other (o.o) (0.1) (o.3) (0.3) (0.3)

Unaccounted 1.4 0.1 0.4 0.0 0.1 • •

Sources and Notes: [end of table]
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Table A-1 (continued)

Destination 1955

TOTAL 160

Soviet bloc 66

Eastern Europe 44
Czechoslovakia (10)
East Germany (14)
Hungary ( 4)
Poland (14)
Other ( 2)

OF CENSUS RECORDS 131

Thousands of bbls/day
Plan

1956 1957 1958 1959 1965

202 ?74 362 508 • •

98 144 172 216

58 100 116 146 350
(16) (26) (30) (38) (110)
(14) (20) (22) (36) ( 96)
( 6) (20) (22) (26) ( 44)
(18) (26) (30) (38) ( 80)
( 4) ( 8) (12) (10) ( 20)

Far Ra-st 22 40 42 56 70
China (20) (34) (36) (50) (62)
Other ( 2) ( 6) ( 6) ( 6) ( 8)

Non-Soviet world 66 102 122 190 290 ..

Western Hemisphere
Argentina
Cuba
Uruguay
Other

Western Europe

(
( 
(
(

0
-)
-)
o)
-)

50
Austria ( 0)
France ( 6)
Greece ( 2)
West Germany ( o)
Iceland ( 6)
Italy ( 4)
Sweden (1)4)
Finland (12)
Yugoslavia ( 4)
Other ( 2)

Other E. Hemisphere 16
United Arab Republic ( 6)
India ( -)
Israel (10)
Other ( o)

0 22 22
( -) ( -) (18) (10)
( -) ( -) 

(". 
( -)

( o) ( -) c )+ (10)
( -) ( -) ( -) ( 2)
74 94 122 214
( o) ( o) ( 2) (10)
( 8) (12) (14) (16)
( 4) ( 6) ( 8) ( 8)
( 2) (14) (12) (22)
( 6) ( 6) ( 6) ( 8)
(10 (10) (22) (60)
(1)4) (10) (18) (28)
(20) (20) (24) (38)
( 6) ( 8) ( 8) ( 8)
( 4) ( 8) ( 8) (16)

28 28 48 54
(18) (22) (44) (48)
( -) ( -) ( -) ( -)
( 8) ( -) ( -) ( -)
( 2) ( 6) ( 4) ( 6)

Unaccounted 28 2 8 0 2

• •

• •

• •

Sources and Notes: :end of table]
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Table 1,-1 (continued)

Sources: 1955: Foreign Trade of the USSR in 1956 (in Russian),
Moscow, 1958.

1956, 1957: Foreign Trade of the USSR in 1957 (in Russian),
Moscow, 1958.

1958, 1959: Foreign Trade of the USSR in 1959 (in Russian),
Moscow, 1960; see also: Petroleum Press Service, September
1960, p. 329; and Theodore Shabad, Russia's Potential in 
Future World Markets, paper presented to American Petroleum
Institute, Chicago, November 10, 1959, mimPo., p. A-9.

1965: Petroleum Week, April 10, 1959, p. 31.

Notes: Conversion ratio: T/year x 0.02 = bbls/day.
0.0 Less than 0.05.

Zero.
01. Not available.
( ) Figures in parentheses add to give unbracketed figure

immediately above.

•
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Table A-3

ENERGY PRODUCTION AND CONSUMPTION IN UNLVED STATES,
OEEC COUNTRIES CUABINED, AND USSR,

1955, 1958, 1965, 1975

(in various units)

Unit
a 1955 1958 1965 1975

United States (RFF estimates)b 

Production:

Coal & lignite mill T HCE

Crude oil mill bbls 2,4534 .. . • •
mill b/d
min T
mill T HCE

Natural gas bill cu ft
bill cid
bill mi
mill T HCE

Natural gas mill bbls
liquids mill b/d

mill T
mill T HCE

Rydro-power bill kWh
mill T HCE

Consumption:

Coal & lignite mill T HCE

Crude oil mill bbls
mill b/d
miLl T
mill T HCE

Natural gas bill cu ft
bill cf/d
bill m3
mill T HCE

Natural gas mill bbls
liquids mill b/d

ndll T
mill T HCE

Hydro-power bill kWh
mill T HCE

6.8
34-0
494

10,179
27.9
285
369

281
0.8

.

.

..

• •
.

.
• •

.

.
..

.

.

.
• •

..

• •
..
.

.
..
• •
.

40 • • . .
57 • • .

120 • • • • • •

50 • • •

1
4-0)

c 667c

2,774 .. 5,154
7.6 04 00 14.1
380 • 705
555 .. 1,016

9,614 . . 19,881
26.3 . . 54.4
269 . 556
334 • • . • 690

260 769
0.7 .. 0* 2.1

35 . • • 105
51 • • . 152

120 041 265
50 83

Sources and Notes: [end of table]
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Table A-3 (continued)

Unit
a

Production:

Coal & lignite mill T HCE

Crude oil mill bbls
mill b/d
mill T
mill T HCE

Natural gas bill cu ft
bill cg/d
bill mi
mill T HCE

Natural gas mill bbls
liquids mill b/d

mill T
mill T HCE

Hydro-power bill kWh
mill T HCE

Consumption:

Coal & lignite mill T HCE

Crude oil mill bbls
mill b/d
mill T
mill T HCE

Natural gas bill cu ft
bill cf/d
bill m3
mill T HCE

Natural gas mill bbls
liquids mill b/d

mill T
mill T HCE

Hydro-power bill kWh
mill T HCE

OEEC Countries
1955 1958 1965 1975

507 504 490 490

66 88 146 256
0.18 0.24 0.4 0.7
9 12 20 35
13 18 30 50

175 255 694 1,570
0.48 0.7 1.9 4.3
5.3 7.7 20 45
7 10 25 60

- -
- -
-

140 173 240 350
56 69 95 140

535 511 550 550

766 1,022 1,752 2,884
2.1 2.8 4.8 7.9
107 142 243 393
159 201 340 550

182 255 803 3,650
0.5 0.7 2.2 10.0
5.3 7.7 23.2 105
7 10 30 135

-

139 173 240 350
56 69 95 140

Sources and Notes: [end of table]
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Table A-3 (continued)

Unit
a

Production:

Coal & lignite mill T HOE

Crude oil mill bbls
mill b/d
mill T
mill T HOE

Natural gas bill Cu ft
bill cg/d
bill m3
mill T HOE

Natural gas mill bbls

liquids mill b/d
mill T
mill T HOE

Hydro-power bill kWh
mill T HCE

consumption:

Coal & lignite mill T HOE

Crude oil mill bbls
mill b/d
mill T
mill T HOE

Natural gas bill cu ft
bill cg/d
bill m-.3
mill T HCE

Natural gas mill bbls

liquids mill b/d
mill T
mill T HOE

Hydro-power bill kWh
mill T HCE

USSR

1955 1958 1965 1972 1975

303 365 439 515

511 840 1,752 2,738 .

1.4 2.3 4.8 7.5
71 113 240 375,
99d 158d 336d 539u

292 986 5,292 10,402 .

0.8 2.7 14.5 28.5

8.4 28 150 273

11 34 178 321 04

.

21 45 75 188

9 18 30 75 ..

303 359

470 730 . . ..

1.3 2.0 . . .

67,, 98 . .

93" 138d . . ..

292 986 . ..

0.8 2.7 ..

8.4 28 . SO

11 34 . *0 e0

. . .

de
•

00

..

. . ..

23 46 GO

9 18
1.1

Sources and Notes: [end of table]
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Table A-3 (continued)

Sources: United States: Sam Schurr et al., Energy in the American
Economy 1850-1975: Its History and Prospects, Baltimore,
Johns Hopkins for Resources for the Future, 1960, pp. 63,
86, 130, 141, 238-239, /36.

°EEC countries: OEEC, Towards a New Energy Pattern in Europe,
op. cit., pp. 16, 17, 19, 45-47, 114.

USSR:

PP.

1955: ECE, Energy Situation in Europe, op. cit.,
1.25-27, 29.

1958, 1965:
Production; ECE, Economic Survey of Europe in 1959,

op. cit., p. A-13.

Consumption: Petroleum Press Service, London,
October 1960, p. 364.

1972: Ibid.

Notes: a. Conversion factors:
Crude oil and natural gas liquids:
T x 0.02 = bbls/day; bbls/day x 50 = T;
T x 1.4 = T HCE.

Natural gas:

m
3 

x 0.096 = cu ft/day; cu ft/day x 10.23 = m3;
1,000 m3 x 1.3 = T HCE

Hydro -power: 1,000 kWh x 0.40 = T HCE.
b. Converted from Btu's using following conversion factor:

T HCE = 1012 Btu's x 0.35.
c. Given by Schurr et al. in tons and Btu's rather than

metric tons (T)
d. Excluding shale.

Not available.
Zero.
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