40.

Key Judgments

Outlook for the
Siberia-to-\Vestern Europe
Natural Gas Pipeline

We belicve that the USSR will succeed in mecting its gas dclivery
commitments to Western Europe through the 1980s. Moscow has a wide
rangc of options to accomplish this end:

« Decliveries could begin in late 1984, as scheduled, by using existing
pipclines, which have excess capacity of at least 6 biflion cubic meters
(m®*) anayally.

Using somz combination of Soviet and West European cquipment,
dcliveries through the new cxport pipeline could probably begin in late
1985 and reach ncarly full volumc in 1987—about one yzar later than if
the sanctions had not been imposed.

Al substantial cost to the domestic cconomy, the USSR could divert
construction crews and compressor-station cquipment from ncw domestic
pipclines to the export pipeline or even dedicate 3 domestic pipeline for
cxpart use to ensuce capacity adequate to meet contractual delivery
obligations.

The task confronting the Soviets is made casier by the nonlincar rclation
between compressor power requirements and gas throughput in pipeline
opcrations. By obtaining the 20 or so turbines built with the GE-made
rotors alrcady in Western Europe and operatiag compressor stations
without standby units, Moscow could deliver through the new pipcline
about three-fifths of the planncd annual throughput of ncarly 30 billion m'.
Turbines using an additional 40 rotors—the number Alsthom-Atlantique
contracted before the US embargo to build for the Sovict Union under GE
license—could boust throughput to nearly 90 percent of capacity. For
rcliability of pipeline operation and periodic maintenance, however, the
Sovicts wruld probably usc some of the available turbines as standby units,
thereby limiting throughput to about threc-quarters of capacity.

Complction of the pipeline has become a top-priority objcctive for the
Sovict lcadership. On the cconomic side, they look forward to some

$5 billion a ycar in ncw hard currency carnings from gas in the carly 1990s
(alter repayment of pipcline borrowing) 1o partially offsct declining oil
cxport revenues. fn their view, morcover, the United States™ imposition of
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sanctions has madc complction of the pipeline a matter of national prestige
and has provided an opportunity to fomeat disscasion in the Western
alliance.

The West Europeans see Soviet gas as a cclatively low-priced substitute for
uncertain Middle Eastern oil and also vicw the Soviet pipeiine equipmeat
ordcers as casing their substantial uncmployment problems. {r addition,
they hold that increased East-West cconomic interdependence will lead to
more responsible Soviet behavior. They are deeply angry about the US
decisioa, especially the extraterritorial and retroactive features of the
measurcs, which they regard as 2 scrious infringement of their sovereignty.

As a result. the West Europceans arc sccking ways 1o defecat or circumvent
the extended US sanctions. Paris has ordered French {irms to honor their
Sovict contracts, and

: Romc has said that pipeline contracts will be
nonored but has not yet ordered tatian firms 1o do so.

Taking all this into account. we think the likely Sovict choices (or
complcting the export pipcline —in descending order of probability —ace:
« Shipmecat of completed turbines built with the 20 or so GE mors already
in Western Europe.

Production of the 40 GE-designcd rotocs by the French ficm Alsthom-
Adantiquc undcr its cxisting contract with the Soviets—the move
alecady announced by Paris.

Production by Alsthom-Atlantique of 0 additional GE rotorscts. 1o be -+
supplicd 1o the West Curopean turbine manufacturers.

Westera assistance in manufacturing rotoes (or Sovict-designed ™
megawutt turbines.

Sovict redesign of pipcline compressor stations. substituting u combinie-
N tion of smaller turbines or other drivers of cither forciga or Sovict design.

.

Only the last outcome—primary ccliance on their own resources  would
cause the USSR much difficulty. The costs to them will be much higher of
they have to build their owa gas tucbines und compressors for the export
pipcline. Specifically. diverting from the domestic pipeline program Sovict
cquipment sefficicat 1o cquip the expert liac could veduce gas detivery o
the domestic cconomy by as much uy 30 billion @ anaually for u veur or
two. Other Sovici cquipmicat uptioas would have considerably smaller
impact on domestic gas supph
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