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The Honorable Jimmy :Carter ..
P. O. Box 7667 ’
Atlanta, Georgia 30309

Dear Jimmy: ‘ g

It occurred to me that you may soon have to speak up on

_the question ‘of U.S.-Soviet relations, and thus the en-

closed me(morandum may be of .some help to ,vyou.

As you can see, it is based in, part on a recent v1s1t by

me to Moscow and it contalns both an,analys1s as well as

some recommendatlons. I am generally troubled by the way
the Administration is handllng the U.S.-Soviet detente,

_though on the whole ;I do. feel that 1t .is iin .the. Amerlcan

m1nd .

I hope all goes well wrth you, and do 1et mevkﬂow 1f I can
be of some further help.
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June 18, 1975

CONFIDENTIAL PERSONAL MEMORANDUM - NOT FOR CIRCULATION .

FROM: Zbigniew Brzezinski ’l:;?; .

SUBJECT : Detente: A Strategic Review

Basic Propositions:

1)

2)

3)

4)

5)

That in the course of the last .three years, the U.S.4Soviet

detente has increasingly acquired a content and a character

more largely in keeping with Soviet foreign policy objectives

than with the presumed initial U.S. goals for such detente;

That as a conséquence of the above the balance of benefits

and costs has become more favorable to the Soviet side;

That the manher in which the U.S. has conducted its detente

policy has contributed to the political and military decompo-

sition of the western alliance;

That Soviet gains obtained from detente, instead of making the

Soviet Union more "responsible"” and "restrained," could pre-

cipitate a new wave of Soviet assertiveness, from a position

of greater confidence, the latter further stimulated by the

current crisis of the West;

’

That a more reéiprocal detente, .and not a return to Cold War

tensions, should be the U.S. goal.




With reference to 1l)*:

Neither side, understandably, announced in advance its goals for detente.
Each side, for its own reasons, desired detente, and thus detente has not .
been a case of successful courtship of one by the other; rather, it has
involved the interaction of two varying sets of goals within ‘a mutually
desired framework of gradual accommodation and normalization of relations
(i.e., detente).

Soviet objectives can be inferred from Soviet statements and actions.
After a period of uncertainty following Khrushchev's removal, an uncer-
tainty intensified by the events in Czechoslovakia, the Soviet leadership
by the early seventies gradually crystallized a new policy, the purpose
of which was essentially:

1. to forestall a renewed "encirclement'" of the Soviet Union,
this time by the United States and China;

2. to obtain the status of global political equality with the
United States;

3. to improve the Soviet strategic posture, at least initially
to the level of parity, without precipitating countervailing
U.S. moves; :

4. to obtain de facto and de jure acquiescence by the West to
the division of Europe and of Germany, and to Soviet pre-
dominance in Eastern Europe;

5. to gain additional influence in areas broadly contiguous to
the Soviet sphere, notably the Middle East and South Asia,
perhaps even Western Europe;

6. to relieve Soviet economic bottlenecks through the importation
of Western technology, preferably on a credit basis.

The new Brezhnev design involved a continental policy, unlike Khrushchev's
premature globalism; it was to be pursued and achieved with less fanfare,
without arising Western anxieties and reactions. It took for granted a
period of international quiescence; the Soviet leaders went even as far
as to forsake publicly the older goal of Soviet economic autarchy, pro-
claiming instead the need for closer economic ties with the industrially
advanced countries of the West.

All of this was to be sought while avoiding the internal ideological and
political challenges that earlier periods of -detente, notably that of the
mid-sixties, had generated. The occupation of Czechoslovakia, stricter
doctrinal controls, and the deliberate compartmentalization of detente to

* "That in the course of the last three years, the U.S.-Soviet detente has
increasingly acquired a content and a character more largely in keeping
with Soviet foreign policy objectives than with the presumed initial U.S.
goals for such detente."



external issues were to forestall any repetition of the earlier contagion.
The new detente was to be limited and conservative; it was not to be ac-
companied by any domestic evolution in Soviet or East European politics.

The Soviet approach interacted with the new foreign policy fashioned by the
U.S. Administration that took over in January of 1969. The U.S. side, too,
felt it desirable to move "from confrontation to negotiation,'" in order, it
would appear, to attain the following objectives:

1. to obtain Soviet collaboratlon in achlev1ng a tolerable U.S.
disengagement from Vietnam;

2. to use the leverage obtained through a gradual improvement
in U.S.-Chinese relations to increase the Soviet stake in less
tense U.S.-Soviet relations;

3. to slow down the pace of the strategic arms race at a time of
declining American, and of increasing Soviet, momentum in order
to stabilize a relationship of approximate strategic parity;

4. to spin a wider web of various relationships, including economic,
thereby increasing the Soviet stake in stability;

5. to derive from the foregoing greater Soviet accommodatlon in the
resolution of various regional conflicts.

To promote these ends, the U.S. moved on two fronts at the same time,
towards both Peking and Moscow, exploiting the Sino-Soviet dispute to
enhance the Soviet stake in the U.S.-Soviet accommodation. This accommoda-
tion did initially result in some regional arrangements (as in regards to
Berlin), though evidence of Soviet help in extricating the U.S. from Vietnam
is less clearcut. Moreover, the Soviet side promptly began to exploit the
new U.S.-Soviet summits as proof that a new, globally decisive bilateral
relationship has been forged over the heads of other governments.

Soviet ability to exploit detente to its ends was enhanced by the growing
domestic weakness of the U.S. President. His domestic difficulties increas-
ingly began to dominate his conduct, prompting him to attach exceptional
significance to the U.S.-Soviet summits as offering tangible proof of
progress in building "a generation of peace." More generally, our foreign
affairs principals have created a widespread feeling that the U.S. is re-
ceptive to the idea of a special Washington-Moscow relationship.

With reference to 2)*: .

As a conseguence of the above, it wohld'appear that initial Soviet concerns
over the implications of the feared U.S.-Chinese collusion were gradually

* "That as a consequence of the above, the balance of benefits and costs
has become more favorable to the Soviet side.”



dissipated. By 1974 or possibly even 1973 the Soviets could justifiably
conclude that they had succeeded in downgrading the Washington-Peking re-
lationship, while American acceptance of Soviet formulations concerning
the U.S.-Soviet relationship (including the symbolically important use of
the Soviet concept of "peaceful coexistence" to define the relationship
and the use of phrases signifying the special global co-responsibility of
the two powers) also had the effect of helping to attain the Soviets'
second objective. '

Thirdly, the Soviet side has been able to improve very substantially its
position in the strategic equation, without precipitating U.S. reactions,
creating thereby grounds for concern that perceived Soviet predominance
could become a political threat to U.S. interests. This the Soviet Union
has done by carefully programming a steady growth in its military capa-
bilities, without (unlike Khrushchev) advance public announcements or
political boasts, thereby making it more difficult for U.S. political
-leadership to generate an offsetting effort.

The Soviet side, furthermore, might be justified in concluding that it

has largely achieved also its fourth goal. It has been taking advantage
of the prevailing situation to strengthen its controls over Eastern Europe,
while the U.S. appears increasingly disinterested in the region.

Fifthly, the Soviet Union has increased substantially its role in South

Asia and it has retained its presence in the Mediterranean, though with

some retraction of its political influence in Egypt. Moreover, events in
Portugal have created the possibility of a Soviet "leapfrog" to the Atlantic.

The Soviet side has been partially successful in attaining its sixth objec-
tive, though somewhat less so in the United States, given the appearance

of congressional opposition to large U.S. credits. Nonetheless, American-
Soviet trade relations also gave the Soviet side additional leverage vis-a-
vis Western Europe and Japan, particularly in regards to credits.

On the U.S. side, with respect to the first U.S. goal, there is no conclusive
way of establishing that detente contributed to a greater Soviet willingness
to help the U.S. to extricate itself from Vietnam. It is relevant to

note here that the bombing and blockade of North Vietnam (including Soviet
ships) seems to have been related more directly to the restraint shown in 1972.

With respect to the second goal, it is likely, in fact probable, that the
Soviet stake in better U.S.-Soviet relations was actually heightened by the
opening of U.S.-Chinese relations. However, i1t is the substance of the
improvement rather than its fact that is a more important indication of
relative success or failure, since an improvement was in any case also
desired by the Soviet side.

Thirdly, there are grounds for concludihg that detente may have somewhat
slowed down the pace of Soviet strategic deployment, since it is unlikely
that a firm limit on Soviet missile strength could have been set in the



context of high tensions. Thus the attainment of the third goal of U.S.
policy was, in all likelihood, abetted by detente, notwithstanding some
- possible dissatisfaction over the actual numerical limits arranged thereby.

It is certainly premature -to conclude that the various cooperative arrange-
ments so far contrived (space, medicine, science, .etc.), not to speak of the
limited increase in trade, have spun a web of relations capable of restrain-
ing the Soviet Union from adopting a more assertive posture, should an
appropriate opportunity be perceived by Moscow. Thus the fourth goal is

yet to be obtained, or its attainment truly tested.

With regards to the fifth goal, one can certainly argue that Soviet "re-
straint" in the Middle East during and preceding the 1973 war, was condi-
tioned by long-standing standards of prudence which traditionally have
shaped Soviet policy. It seems highly doubtful that -- given the historical
record -- the Soviet Union would have acted very differently even without

" the summit meetings, without the U.S. acceptance of the Soviet view of
"peaceful coexistence," without the tacit signs of U.S. disinterest in
Eastern Europe, and without U.S. credits.’

It should be noted, finally, that as a byproduct of detente, probably at
least initially unintentional, the Soviet side has gained unprecedented
access to the U.S. elite, which it has fully exploited, especially in
Congress but also in business. U.S. access to Soviet political decision-
makers has not increased on the same scale.

Accordingly, on balance it would appear proper to conclude that all six of
the postulated goals of the Soviet detente policy have been already at-
tained or are well on the way to being attained; that this is largely not
the case -- or, at least, not yet the case -- with the majority of the
postulated goals on the American side of the detente equation. Moreover,
the more tangible concessions, both material and symbolic, have been made
by the U.S. side. '

With reference to 3)*:

There is a fundamental difference between a detente which promotes peaceful
change within the communist world, and one. which obstructs it; between a
detente which consolidates the West and one which facilitates the emergence
of non-democratic pro-Soviet governments; between a detente which keeps
moral issues in sharp focus, and one which obscures them.

In recent years U.S. foreign affairs principals have spoken loosely of "a
generation of peace"” and have pointed to alleged Soviet restraint, claiming
both to be the consequence of the current U.S. detente policy. The public
has been encouraged to believe that U.S.-Soviet rivalry (or the Cold War)
has ended; symbolic gestures (such as the joint space flight) and rhetoric

* “That the manner in which the U.S. has conducted its detente policy has
contributed to the political and military decomposition of the western
alliance."



of moral equivalence have contributed at home and abroad to the impression
that a new condominium of peace might be in the making. Finally, various
governmental and business spokesmen have claimed that U.S. credits and trans-
fer of technology to the Soviet Union would also firm up the new relationship.

All this has taken place at a time when the Soviet Union has been moving
steadily and ably to consolidate its position in Eastern Europe and to create
the preconditions for a more assertive relationship with a post-Tito Yugo-
.slavia. Eastern Europe, faced with higher fuel costs and increased diffi-
culties in its trade with the West, has been drawn more tightly into the
Soviet orbit, and this process has been accompanied by the tightening of
ideological controls even in such relatively more autonomous states as
Poland. Within the Soviet Union there has also been a more effective
crackdown on dissent. Yet at the same time, the U.S. side has been quietly
reducing the political thrust of the principal organs for the dissemination
of independent points of view in Eastern Europe and in the Soviet Union,
namely Radio Free Europe and Radio Liberty, instruments which over the years
have given the U.S. unique leverage on the minds of the populations of
Eastern Europe and the Soviet Union.

The deliberate downgrading of moral and philosophical concerns in our rela-
tionship has made it easier also for communist parties in the West to discard
their image as anti-democratic and to pursue more effectively the goal of
sharing and eventually assuming governmental power. The fact of the matter
is that democratic publics can be held together in prolonged historical ef-
forts only if their sense of moral concern is fully tapped. Diluted, the
resulting moral relativism makes it easier for non-democratic communist
parties to reach out for power, be it in Italy, Portugal, or before long

in Spain or France. :

This is made all the easier, and therefore also all the more ominous, by the
widespread feeling (which public opinion polls indicate is shared both by
the U.S. and West European publics) that the Soviet Union no longer repre-
sents a security threat. Despite the unprecedented growth in Soviet power,
the prevailing viewpoint is that security issues are no longer important;
indeed, there is a paradox here for in the past the Western publics tended
to overestimate Soviet power at a time of relative Soviet weakness. Today,
that power is matching that of the United States, and when all indications
point to major Soviet efforts to exceed the United States, the public re-
sponse is complacent. The unpopular task of reminding the public that
power still counts is left in the U.S. to the Secretary of Defense, with
no other major Administration figure engaging his prestige in this criti-
cally important issue.

Finally, the linkage between U.S.-Soviet summits and U.S.-Soviet agreements
has tended to place more pressure on the U.S. side to reach specific accom-
modations, even if the negotiating process in regard to specific issues has
not been consummated. With political expectations "of progress" ruaning
high at home, U.S. leaders have found themselves more tempted and pressured
than their Soviet colleagues to turn such summits into seeming diplomatic
triumphs by announcing various specific agreements.



With reference to 4)*:

. There are signs that the Soviet leadership is concluding that the phase of
historical quiescence is coming to an end, that "the general crisis of
capitalism” means that the possibility of qualitative political changes is
shifting back to the advanced world from the LDC's, and that the strategy of
decomposition (rather than, as in the past, of revolution or of confrontation)
is best suited for the times.

That strategy of decomposition is to be pursued prudently but also assert-
ively. The moment is not ripe for overt pressure; indeed, it would be

counterproductive since it would alert the U.S. and perhaps cause reaction.
Instead, detente and military parity provide the best umbrellas for a policy

designed to encourage change in Western Europe -~ a policy of active detente

similar in many ways to the policy which the U.S. had pursued towards the:
East in the sixties, until the Soviet occupation of Czechoslovakia.

. The present Soviet perception of the situation has been shaped in the course
.0of inner debates held in the latter months of 1974 and lately it has been
authoritatively articulated for the communist elite at home and abroad.
(This is standard practice, since strategic concepts must be shared more
widely.) A particularly revealing and important statement of these views
is contained in two major pronouncements made earlier this year by Boris
Ponomarev, candidate member of the Politburo and Secretary of the CPSU,
entitled "The Role of Socialism in Modern World Development," (Problemy
Mira i Sotsializma, No. 1, 1975) and by A. I. Sobolev, Member of the
Central Committee Staff, "Questions of Strategy and Tactics of Class
Struggle in the Present Stage of the General Crisis of Capitalism,"
(Rabochiy Klass i Sovremenny Mir, No. 1, 1975). ’

Both statements are guite explicit, and they deserve careful reading. The
Soviet authors insist that the combination of detente and parity makes it
.impossible for the U.S. to respond politically or militarily to the con-
sequences of the present "general crisis of capitalism." In this connection,
Sobolev speaks explicitly of Portugal, Italy and France, as well as some
other areas. Rejecting the arguments of ultra-revolutionaries for more
activist policy, the two Soviets argue that the present policy is the one
most likely to promote the internal decomposition of the West, without pre-
cipitating, as Stalin and Khrushchev did, a Western reaction. ‘

The above analysis should be kept in mind when evaluating the argument

that economic links with the Soviet Union will in time integrate the Soviet
Union into the world economy, thus reducing its capacity (or inclination)

for unilateral action. One should bear in mind that such "integration"

is, at best, a prolonged process, which in the meantime may reduce Soviet
short-term difficulties, thus actually enhancing its capacity for unilateral

* "That Soviet gains obtained from detente, instead of making the Soviet
Union more "responsible" and "“restrained,” could precipitate a new
wave of Soviet assertiveness, from a position of greater confidence,
the latter further stimulated by the current crisis of the West.™



- behavior. This is especially the case with the transfer of highly ad-
vanced technology, which of itself produces no necessary changes in the
outlook of those who gain access to it. On the contrary, enhanced ability
to act may enhance the desire to act.

With reference to 5)*:

The above is not an argument for resuming the Cold War, but for a more
deliberate and concerted U.S. policy designed to pursue a detente that is
truly reciprocal. 1In some ways, reciprocity is the key word and it ought
to be the benchmark for every relationship: "

a) the Soviet side never fails to exploit as anti-detente any new
U.S. military allocation or change in strategic concepts. Yet to this day
its own concepts are secret, so is its military budget and longer term
plans for weapons development. Even arms control arrangements and nego-
tiations are based entirely on U.S. estimates of Soviet weapons character-
istics and numbers. We have no knowledge of Soviet lbng—term,strategic
planning. We have no idea whether it is geared to a permanent relationship
of parity or whether it is designed to obtain something which might be
called political-military superiority. Can we not insist more publicly
that the above is not compatible with detente, that the Soviet side must
break this habit of secrecy which produces its own fears and uncertainties
in the U.S.? Does such secrecy not lend itself to the justifiable suspi-
cion that detente is a cover for quietly gaining politically. 51gn1f1cant
military dominance?=

b) the increased Soviet access to the U.S. elite should be matched
by an increased U.S. access to the Soviet elite. ' I gather that the U.S.
Embassy now has somewhat increased access but not sufficient staff to
_exploit this access effectively. Are the respective Embassy staffs sym-—
metrical? Could the U.S. Embassy staff be increased? Can we insist on
more access to Soviet Central Committee staffs, as rec1proc1ty for Soviet
lobbying in. Congress?

c) the Soviet side never tires of insisting that larger trade rela-
tions are an inherent part of political relations. But in our interde-
pendent world, so are social relations. Cannot the U.S. side make more
exp11c1t its desire for more open contacts, instead of lettlng Congress
turn this v1tally important issue largely into the question of emigration
from the Soviet Union? For detente to endure, our two societies must
develop more ongoing links and this calls for more openness. (A minor
example, with thousands of U.S. tourists in the Soviet Union, the Soviet
side still continues to bar Western newspapers even from its hotels for
foreign tourists.)

* "That a more reciprocal detente, and not a return to Cold War tensions,
stiould be the U.S. goal.

1 One step in that direction might involve the release to the public of

" the protocols of earlier SALT talks. Breoader circles of the Soviet elite
would thus also gain access to these discussions. This would have the
effect of chipping away at the tradition of secrecy. )



d) if the Soviet side insists that changes in Portugal are a natural
corollary of the fading of the Cold War, what about changes earlier in .
Czechoslovakia? What about withdrawal of Soviet troops from Czechoslovakia,
so that both Portugal and Czechoslovakia can seek "socialism with a human
face"? Perhaps both should be allowed eventually to leave NATO and the
Warsaw Pact, respectively? Is the current tightening of Soviet control
over Eastern Europe compatible with detente? Though the above may sound
like debating points, there is a larger reality involved here: to be
stable, detente should be allowed to promote political changes on both
sides of the dividing line. )

e) should we not insist more on the principle that U.S.-Soviet ac-
commodation entails also a more cooperative Soviet involvement in dealing
with some of the emerging global problems (food, population, oceans, de-
velopment, etc.)? Is it a real detente if at the same time in international
forums the Soviet side takes a decidedly self-centered or expedient position,
" fanning the extremist rhetoric of some states and refusing to join in
constructive engagement in regard to some of the central proklems of
our time? ’

f) should we not seek to cut the linkage between summits and agree-
ments -- turning them deliberately into consultative meetings, designed to
create greater confidence between our heads of governments? Otherwise,
given the role of public opinion and the nature of our political process,
any President finds himself under pressure to produce agreements, however
halfbaked.

g) should the U.S. not again cultivate more actively our relations
with China, especially since leadership changes there could result in
some undesirable outcomes? Have not Soviet actions in regard to Vietnam
(arms deliveries) or the Middle East justified a new look at the implica-
tions for us of the Sino~Soviet relationship? '

To conclude, U.S.-Soviet accommodation is desirable and essential.
But it must be comprehensive and reciprocal if it is to endure.
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Zbigﬁiew Brzezinski
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MEMORANDUM
7O : Members of the Commission
FROM: Zbigniew Brzezinski .

I think you will find the enclosed issue of Trialogue
-particularly interesting because the articles in it by
my colleagues Makins and Heck bear directly on some
current policy issues. ' '

"I also enclose a recent New York Times article by me.
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By Zbigniew Brzezinski

The recently concluded debate In the
special United Natians General Assem-
bly concerning “the rew world eco-
nomic order” highlights the basle
charge thal is now taking place in the
ral system as a whole, It is
impartant that Americans see this
change in its propec historical per.
spect and ajso appreciate its far.
reaching and longer-term cnnsequenc-
es.

The essence of that change can be
d ax follows: Theinternational
s is changing {rom a systetn de-
sizned 1o promote interstata peace 10 a
system al<o desipned to promots intra.
state pregress: fiom a system designed
to make possible greater glabal econ-
ontic productivity to a svstem also de-
sizned to enhance greater economic
equity

Changas ol such histarle prapartions
dn not come about easily, noz can they
ba piven in advance a precise defini-
ticn. Tre s trans{ormation
will paressarily invoive protracted de-
hates, clashing interests and values. It
is bound te be full of inconsistencies
and paradoxes.

For example, one of the rost cher-
ished prineiples of international poli-
is that o sovereignty and noninter-
ce.

The new nations are particularly sen-
sitive about it Yet 1t is also these na-
tions that are sspeciaily fnsistent that
the international system increasingly
shift the focus of its concern from a
presccupation with the preservation of
peace tn a greater concern with the
prometion of glohal development, espe-
in order to obviate the ex:sting
s in the material conditions

fe

of hum

coaperation amnng nations, and a mea-
sure of interfarence in the internal af-
fairs of some by others, will almost be
inevitable.

Just as in our domestic societies, the
shift from a government concerned
with the preservation of order (o a
government concerned with the promo-
tinn of welfare has involved inevitahly
An expansion in the government's
scope of sacial interference, so on the
global scene the assumption of new
reaponsibilities by the “system” vis-2-
vis its participants ix bound to involve
limitauons on  nalinnal savereignly,
canlrary to the desires of the élites of
the v tow nations,

1 fram an emphasis on pro-

ductivity tn a preater concern with

global equity is similarly not going to.

be casy. A rapidly ¢xpanding world
product {s certainly less diflicult to di-
vide than one which grows mora slow-
Iy. Yet lower rates of growth are likely
in a systemn in which considerations
other than those bearing on produc-
tivity are the point o! departure for
international econnmic decisions, and
this will make mare equitable and
voluntary distribution of global wealth
more difficult to achieve. The result
might weil be more conflicting de-

mands and Jess chance of comproinise,

These are thus changes of truly
major dimensions; they involve charges
koth in basic values and in processes.
Moreover, some of them are likety to
be in conflict with our domestic stand-
ards and views.

‘TrHE NEW YORK TIMES, SUNDAY, OCTOBER §, 1915

Many might feel that international
arrangements should not be concerned
with social progress nor that we should
sacrifice productivity to equity, Yet we
must also realize that thesc changes
are inherent in the far-reaching trans-
formation of the political character of
the globe that has been taking place
during the century.

Until quite recently most of the
globe's population has been politically
ptiant. This is now less and less the
case—be it in Papua New Guineca or
Bangladesh or.in Portugal, We are

witnessing today a rapid expansion in |

political awareness and an- increasing
activation of hitherto dormant masses,

Unlike the inilial phases ol the In-
dustrial Revolution, when the way
people lived tended to change more

rapidly thanhow they thought, today— -

L. .- . B

because of mass communiations and
education—the way people think is
changing more rapidly than how they
live, Al this makes for higher political
awareness, increasingly focused on the
desire to climinate the enormous dis-

parities in the global standard of liv-

ing.

This gereral mood is channeled
through sovercign states, which today
number approximately 150 and provide
the basic framework for the political
ovpanization of mankind. The rapid ex-

pansian in the number of states from .

approximately 40 to 150 in the last 30
vears, thereby altering drastically the
distribution of voling power in the
Unitcd Nations, has furthef enhanced
the pressures {or the transformation of
the international system, of which the
recent special General Assembly ses-

" The Chang'iﬁg’lmf‘:rnationalh System, and America’s Role

_sion Is but the latest symptom,

The American response "to these
changes has been hesitant and, until
‘very recently, lacking in foresight. The
basic predisposition has becn to avoid

facing the emerging realitics, to delay

change, to use the Organization of
Petroleum Exporting countries as a
specter, rather than to try to give mare
positive and responsible direction to
the inflamed emotions and often un-
realistic aspirations that these fun-
damental changes have been generatl-
ing.

This is why the recent American in-
ftiative taken In the special General
‘Assemhly 15 so much to be welcomed.
The speach presented hy Ambassador
Danicl P. Moynihan on Sccretary of
State Kissinger's hehalf, in which the
United States called for the creation

T T T L
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to assure the developing countries
greater opportunity and stability for
their development, contained a realistic
and thought{u!l program, though much
overdue. )

It received, deservingly, a positive
response, and it averied an immediata
and divisive North-South confronta-
tion. 1t helped to focus debate on prac-
tical and serious aspects of the probe
tem, searching far cancrete solutions,
and avoiding the rheteric either of con-
frontation or of illusion.

1t represented a much-neeced step
toward a more responsibie—and less
doctrinaire—discussion of what can e
changed in the existing g'obal arrange-
ments.

It would be wrong, however, {0 as-
sume that the danger inherent in the
pressures for a funcdamenial trans-
formation of the interrational system
has been averted. The United States
has hought time, and that in ijtself is
a precious thing and a major accom-
plishment.

But should it turn out that 2l that
the United Staies had in mind was to
bey time, should it turn out that the
measures proposed to the United Na-
tinns by Mr, Kissinger have beeqn essen-
tially of a cosmetic character, then the
long-range costs of the disappeintment
and irritation thereby engendered will
be enormous.

A new and more vielent cycle of
confrontations will be set in motion,
with the Umited States threatened in-
creasingly by isolation and worldwide
hostility, :

This danger was averted during the
special session and the contrast be-
tween the thoughtful presentation of
the United States and the totaliv
empty Soviet rhetoric spoke well for
the tinited States and for its role in the
world.

* What is now needed is ststained and
serious follow-through, based on Con-
pressional support and bruad popular
understanding of the nzed for a truly
historical effort 1o update and reform
the international system.

Inn the post-Vietnam mooed of abrega-
tion, made grimmer by the present
recession, the nction that American
initiative and leadership are neaded
might not be very popular—but their
ahsence could make lor an interna-
tinnal system that provides neither
peace nor progress.

Zhig
Frofessor of Govern
of the Research |

siew Brzezinski is Herbert Lelunan
ent, and direclor
fufe on I

emhla Uivessity,




 SUNDAY, OCTOBER 3, 1975
s B . .y, B

System »

s, me

arra.ngements should not be concerned
with social progress nor thatwe should'!  Jive, All this'makes for higher political nd |
sacrifice productivity to equity. Yet we':  awareness, increasingly focused on the. erdue. X Anwd o .
 realize that these-changes; desire to eliminate the-enormous-dis ' ' .
.in-the far-reachmg trans-, i 1
formatxon ‘of the" polmcal character of.,
the globe that has been takmg place. |

changing more rapxd]y ‘than -how th

v

o T

. : y
globe 5 populahon has been polmcally
riow, less ax_ld Iess thed

polmcal Waréness: and an’ mcreasmb '
actxvatton of hxthert_p dorman

ormation ,of ‘the- intematxonal system
as been averted The Umted State

ale of a cosmetlc cha}'acter,,then tha
I <g-range cost's of the’ dlsappomtmen

T

=St S AN O e

ssion, . ‘the: .fotion - that” Améncan
nitiativeand leadershxp are’ needed
might not be very ‘popular—but their
~.absence; could” ‘make forvan lr‘tern - ; o 1
. tional system that prowdes n 5 o
‘~peace nor progress. S !

“Zbigniew Brzezxnskz is Herbert Lehman,
Professor of - Government "and director

f- the. Research: Institute .on: Interna: .. _
L M1 smcr . ’1onal Change.bat Columbta Umversn‘.vn ael

‘

=



Vleba nave Tutl veo.ool .o .
city has on hand in Lash 5ecm'ities and $v-ve. - .

A DISTURBING REPORT
_ The newest edition of Jane’s Fighting Ships, the ac-
Ccepted authority on sea power, provides a comparison of
Soviet and U.S. naval stz'eugth that will sheck..,,many
Americans.

Russia now has an uncontevtod lead over this cnmm Y.
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_ine qubmam.es and cruiscrs;-is building fleet aireraft car: ,_'
" riers as ranidly as its v ar('c can turn them out; leads the:

- world in sea-going missile strength, surface and undersea.
" The USSR’s Navy now has 1,062 shm,s of all sizes, while
:ours has shrunk, since 1968, from 1.000 vessels to 514.
~."-To those figures; Jane's. editors add t‘nis trenchmxt
..comment:
“Of those countries to whom a navy is today essential,
the U S. is one of the foremost, and the U. b Navy is prob-
- abiy also in the van of navies subjected to m)':'ufornwd
St 111001cal and irrational attacks by \omc of tuo.,c w ho depend
{5 .. upon 't mgst.’)

We hope certain p'lmwm ‘Va..\hmglou aJ.aun)ed ‘i‘n.';
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deficit of $17 billion forecast for 1974

By Harry B. Ellis
Staff correspondent of
The Christian Science Monitor

Washington

Each American consumes more
than 40,000 pounds of raw materials a-
year, and U.S. dependence on foreign
minerals steadily grows.

This year, according to the U.S.
Bureau of Mines, the U.S. will sustain
a $17 billion trade deficit in raw and
processed minerals, up from an $8
billion loss in 1973.

This deficit, notes Rep. Thomas M.
Rees (D) of California, is almost as

- huge as the much-publicized dollar

outflow this year to pay for foreign oil.
A House subcommittee chaired by
Mr. Rees is completing a study
dealing, among other things, ‘‘with
natural resources upon which the

¢ United States is dependent.””

" Turning point seen

[

During the 1820's, described by
subcommittee staffer Michael A. Rat-

tigan as a *‘turning point,’* the United

States ‘‘became a net importer of
many key industrial materials.”

Now, he adds, ‘‘total U.S. con-
sumption of raw materials [is] a mix
of 85 percent domestic production and
15 percent imports.”’

~Fifteen percent may not sound like
much. But it conceals the fact that the
U.S. imports more than 75 percent of
its bauxite (for aluminum), alumnia
ore, and tin. More than half of all zin¢
ore comes from abroad. Imports of
iron ore and lead supply between 25,

-and 50 percent of U.S. requirements.

“QCf the 13 basic industrial raw
materials required by a modern econ—!
omy,"” writes Lester R. Brown in
“World Without Borders,” the U.S.,\
by the end of this century, ‘‘will. be
dependent primarily on foreign.
sources for its supply [of all 13]
except phosphate "

Big change forecast -

The U.S., says the subcommittee
report, ‘‘will undergo a basic trans-
formation from a position of relative
abundance to a position of relative
scarcity between now and tne year
2000.”

Part of the reason is the insatiable
and growing demand of Americans
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for cars, houses, consumer goods, and
food — all of which require metals
and other minerals to produce. U.S.

demand for nonfuel minerals soars

-almost 5 percent yearly.

But the world demand grows even
faster. So prices of raw materials
jump, as industrialized nations com-
pete with the U.S. for limited supplies.

What can be done? The House -

study, still in a preliminary stage,
suggests: "

© Economic growth, notonly inthe
United States but throughout the
industrialized world, must slow down.
(This is one aspect of the general
argument that inflation can only be
licked by slowing down growth rates.)

© Recycling of used materials
must be greatly expanded. Tech-
nology of mining and refining miner-
ais needs improvement. .

© Industry requires ‘‘proper eco-
nomlic incentives,”’ including deple-
tion allowances and investment tax
credits, to explore and develop secon-
dary U.S. mineral deposits. . :

® U.S. mining laws, which ‘‘are

.archaic, vague, unworkable, and a

' tource of uncertainty,” need to be

overhauled.

© The United States should vigor-
Ously oppose the “formation of any
Mineral cartel” — as for bauxite or

i, _ similar to the OPEC ofl cartel.
® Beyond this, Washington should
+r with other industrialized states
ly access to global mineral sup-
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tour — it could be made with a half-pound.” |
The fourth expert agreed that Americans

America’s Havy Twice as Strong
Bs Russia’s Fleet of Warshins

The Soviet Union has more military ships
than the United States, but the U.S. Navy is|s
twice as strong considering total fleet tonnage!’
and fighting ability.

That’s the word from Congressman Bill
Dickinson of Alabama, a member of the House
Armed Services Committee.

" Dickinson says “Jane’s Fighting Ships”
shows the U.S. Navy floats 5.6 million tons
while the Soviet Navy has only 2.6 million;;
tons. , g
© - “Jane’s Fighting Ships” is the leading
reference book on naval power.
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ENERGY

Do you have a general program to help conserve our energy?
If so, what are the outllnes of tne program°'

@w “6 —

2.  Would you favor a gas tax? Please explaln

3 /‘2( é')(/ (s /K( ﬁ/éqvle{ﬂ Z e
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3. Would you favor reducing our dependance on foreign imports
of o0il and other energy sources? If so, how can this de-
pendence be reduced?
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h.‘ Do you feel unat there should be some relaxation in environ-

" mental polution regulations in light of the energy C”lSlSo
if not, please explain..
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What 1s your p051t10q on so called "Superports'
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‘LETTERS
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The Editorsz The Reppblican admin—
istration has proposed to solve the
“energy problem through a fariff. This
tarifi will increase the cost of gaso-
line. The -administration believes that
increasing the cost of gasoline will
have a significant eifect on the con-
sumption.

While' consumption might be re-
duced somewhat there is very good

evidence that the demand for gasoline -

is fairly inelastic and that a large per-
centage increase jn price results in a
smaller decrease in consumption.
_ Therefore, the price mechanism is not
the most efficient way to reduce gase-
line consumpticn.,

- The administration also believes
that their tariff will reduce forexgn
imports and increase domestic crude
consumption. While this has certain
favorable balance of payments ef-
fects, it reduces the amount of crude
oil reserves whxch the Un ,ed States
holds. - ,

“The greatest negative of the admin-
istration proposal is that it will pri-

- marily have a serious adverse effect
on the poor. The many persons who
live on expense-accounts do not care

how . much gasoline costs since they - -
charge it to their expense account. -

But the poor worker who has to drive
{rom southeast and southwest Atlanta
to his place of employment is uvnable
to charge his gasoline to his employer,

I would like to propose for vour

concsideration a very novel, simple, (
efficient and certain method of reduc-

ing gasoline consumplion without the

adverse effects sat forth above. | ..

I propose that the total amount of
gasoline which the United States
wishes to consume in a year period be
defined. That amount should be placed

. in the numerator of a fraction; the de-

nominator of the fraction is the total
population of men, women and chil-
dren in the United States. That

,amount shauld be divided by four to

get the desired gasoline consumption

. per calendar quarter in the Uniled

States. Ration tickets of 10 gallons
each should be issued in such amount
to each man, woman and child regard-

- less of age or whether they have an

automobile or not. Those persons who
do not use or need their tickets could
;sell their ration tickets on the open

market. Brokerage firms and banks -

would set up systems of trading ration
tickets as they have for stocks, bonds,
gold, and other commaodities. . . .

Unlike the administration system of

vsing a tariff, what 1 have recom-

. mended would ‘set a definite ceiling on

gasoline consumption. There would
even be a shortfall from this figure

since some ration coupons would ex-

pire before people used them.

It is exceedingly democratic since it
divides the gasoline supply on a per
#capita basis. It is exceedingly fiexible
since those persons and firms which
need gasoline could buy the ration

* tickets through established brokerage

and banking channels.

1t would provide an economic asset
(ration tickets) to persons who
preseatly have no ecoromic assets,

and it would create a nurober of jobs
—in administering {he issuance of ration

Von't Work on Geas

coupons and in handhng the tradmg
fherein. .,

E‘LIZUR P HOOVER
Professor ‘ ¢
Georgia State University

Atlanta

Saviﬂg’Naeded -

The Editors: I wish to comment on

the merit of saving.

Saving is-apparenfly part of man-
kind's hsic nature since we see on
every hand busy people working at the
task of saving. Stores campaign to
save us rmoeney on the items we buy.

" The salvationists are bent on saving

souls. The Congress saves daylight.
The safety council works at saving
lives.. Products for he home ars
labeled “step savers.” Even the candy
minis in our pocket proclsum thﬁ
word., . .

Saving is one of the moct wldnly

disserninated doctrines ever known in
human history. Iis merit is simple to
discern in that it pxesents a key to

. survwal .

With such a thorough preoccupatlon
among our people, what reasonable

- . explanation can accompany the irre-

sponsible fiscal policies of our govern-
ments? How can endless de£1c1t spend-
ing be justified? :

Perhavs with a better c1as< of .

leadersmp we might still have the
opportunity to save our country. -

L. F. CAWTHON . o
' « Tucker
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THE NAVAL ARMS RACE = °

Need for Naval Arms Limitation Talks

THE DEFENSE MONITOR IN BRIEF
® The U.S. and U.S.S.R. are both spending huge sums on naval forees.

, ! . ® The U.S. is spending $3.5!billion this year for new navy ships.

® The U.S. Navy will rcqut.‘%fl up to $5 hillion for new ships next }’cur.
® The U.S. Navy has arbitrarily and unilaterally cut its number of ships.

® The U.S. Navy maintains’a separate expensive air force. The Soviet Union has a small lund based naval air force. -

® The ULS. maintains a large and expensive Marine Corps. The U.S.S.R. maintains a small force of naval troops.

. Conclusions

Based on its analysis of the growing U.S. and U.S.S.R. navies the Center concludes:
e — Limits on naval forces would benefit both the U.S. and U.S.S.R.

— Limits on naval forees are practicable,

— Negotiations between the ULS. and USSR to limit naval forces should be initiated.

“We . .. consider useful the withdrawal front the Y1 owould agree that the impressive growth of the
Mediterranean of all Soviet & U.S. ships carrying Soviet Navy may give some superficial atiractiveness
;\ nuclear weapons. Regreifully, no agreement on this 10 the subject of naval limitations but for several
k score has been so far achieved. But we are convinced reasons { think that it would be a serious mistake 10
that implementation of our proposals would be a real enter into such discussions with the Sovier Union.”

caniribution to the strengihening of peace.” ) . _ e
; : Admiral Flmo Zuniwalt, USN (Ret. )

General Secretary Leonid Brezhney Former CNO
o July 21,1974 February 19, 1974

“If the Soviet Navy is a growing threat, then it is time 1o bargain in order 1o reduce the threai. 1) the U.S. Navy is more
powerful, then we should hegin to bhargain from a position of sirength. Either wav the time o begin Naval Arms
Limitations Talks (NALT) is now.” :
) Rear Adnriral Gene R. La Rocque

U.S Navy (Ret)

Copyright @ 1974 by the Center for Defense Inlormatinn. Al rights reserved. The Center for Defense Information encourages guotation of
any ol the material herein withowt permission. provided the Center s credited. The Center requests o copy of any such use,

B



DEFENSE MONITOR

PAGE 2

- THE SCOPE AND THE COST OF THE NAVAL RACE

The purposes of arms limitations are to save money, save
national resources and improve relations between the 1wo
superpowers by reducing tensions. The last of these is es-
pecially important because the U.S. and the Soviet Union
are engaged in a naval arms race even more costly than the
strategic weapons race. The U.S. Navy has the highest
budget of abl the services for the third year ina row and it is
growing. U.S. naval shipbuilding costs about $3.5 billion
per year and will soon increase to $5 billion per year.
Because cach nation predicutes its ship construction on the
hasis of the other’s construction and bases arguments for
additional ships on what the other is doing or intends to do,
American programs have a significant impact on the Soviets
and Soviet programs on the U.S. As a result, projected
growth of both navies will be uncontrollable unless prompt
agreements are reached to slow the growth.

Since 1968 the cost of new U.S. ship construction has shot up
700 per cent. Between 1973 and 1975 the cost of new con-
struction doubled. Total cost for ship repairs, alterations,
conversions and new construction tripled hetween 1968 and
1975.

During the period of 1965 10 1974 the U.S. built about
169 surface ships over 1000 tons. For the sume period the
Soviet Union built about 175 surface ships. Both built large
numbers of submarines. The cost to the U.S. for new ships
was $20 billion. However, the U.S. Nuvy plans in the next
five years to build about 157 new ships und submarines at a
cost of $21.4 billion — more than the cost of the previous
ten years. The U.S. Nuvy has proposed a $50 billion ship-
building program for the next ten years. The Center cxpects

the Soviet Union will build approximately 133 new ships in

the next five years.

A conscious decision by the Navy to build ships larger,
faster and more complex is driving the cost higher. The
U.S.S. California, 4 recently commissioned nuclear frigute,
at 10,000 tons is faster and more sophisticated than any
Soviet surfuce ship afloat. Soviet ships are smaller and less
complex than those being built by the U.S.

Since 1968 the cost of new U.S. ship construction has shot
up 700 per cent. Between 1973 and 1975 the cost of new con-
struction doubled. Total cost for ship repuirs, alterations,
conversions and new construction tripled between 1968 and
1975.

The phenomenal cost of each ship has skyrocketed two to
three times in the last few years, and the Navy's newest
nuclear powered aircraft carricr CYN-70, will cost more
than o billion doilars, which is greater than the annuul
budget of the State Department — $894 million.

One Poscidon submarine has the capacity to destroy 160
Sovicet cities. By comparison Soviet strategic submarines now
carry only 636 nuclear weapons and one Soviet submarine
can destroy only 16 1J.S, cities.

Total tonnages of the two flects tell an interesting story.

(Sce Table.) The U.S. presently has a sizeable fead over the
Soviet Union and will increase the lead by 1980, The advan-
tage in 1974 15 3.000.000 tons and will be 3.700.000 by 1980,
In 1964 the U.S. had 4.5 times the tonnage of the Soviet
Union. In 1974 the U.S. leads by over twice as much and the
same will be true in 1980. In the next six years the tonnage
of the U.S. Navy will increase about 20 per cent. For the
U.S.S.R. tonnage will increase 14 per cent in the next six
VCATS. :
Another dimension of continued U.S. Navy expansion is
the plan to build still more hases outside the U.S. New naval
bases at Tinian in the Pacific Ocean and Dicgo Garcia in the
Indian Ocean are being built. The planned build-up at Diego
Garcia would undoubtedly lead to the permanent presence
of o carrier task force in the Indian Oceun. Also, the U.S. is
increasing the number of ships home-ported overseus. The
U.S. Navy has 22 major bases and home ports outside the
U.S. By contrast, Russia has no forward bases and no
“home ports” in foreign countries.

The capability of U.S. strategic submarines is another in-
dicator of the power of the nation’s navy. Upon completion
of the conversion of Polaris submarines to 31 MIRVed
Poscidon boats, U.S. nuclear submurines will carry over
3000 nuclear weapons. One Poseidon submarine has the
capacity to destroy 160 Soviet cities. By comparison Scviet
strategic submarines now carry only 636 nuclear weapons
and one Soviet submarine can destory only 16 U.S. cities.

Both countries have expensive shipbuilding programs thut
will increase the number of ships and combat capability.
Naval Arms Limitation Tatks (NALT) could lead to a
slower pace of expansion and the savings ol substantal
national resourees.

BILLIONS
ot S
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The U.S. Is Superior to the U.S.S.R. in Total Tonnage

United States
Attack Carriers
Heheopter Carriers
Surtuace Ships
Diesel Submurines
Nuclear Submarines
Amphibious Ships
Support Ships

U.S. TONS

Soviet Union

Attack Carriers
Hclicopter Carriers
Surluaee Ships

Dicsel Submarines
Nuclear Submarines
Amphibious Ships
Support Ships
SOVIET TONS

£.905 800

1964 1974 1980 -
Tons Tons ) Tons
[.807.000 { 1,136,000 403,200
210.000 ' 125,100 340,000
2,313,400 926,500} 1,103,200
302 400 33.100 {0
486.600 4392300 891.200)
926.400 831.000 831.000
2.697.100 1.990.000) 2,374,700
8.742.900 3,637.000 6,744,300
AN
0 R 0
0 36.000 216.000
F.OSE,000 972400 %34.200
32K.000 383,400 I 88,600
120,500 3. 673,200 1112400
0 136.000 220000

402.000)
2.603.000

490,000
3.071.200

206,000

COMPARABLE CATEGORIES

The purposes of both navies are to defend their home
lands. keep sea lunes open. and project power overseas in
support of their foreign policy.

Comparison of Two Fleets

There are eleven major categories which lend themselves
Lo comparison:

Category 1: Attack Aireraft Carriers
The Soviets do not have large uttack aireratt carriers. The
U. S has T4 attack carriers in commission for conventional
attacks in buropeand the third world and against Soviet
ships. By the carly 19807 the U Sowill have iovery modern
force of four nuclear powered carriers and cight airerufl
curriers powered by oil,

Category 2: Helicopter Carriers

The ULS. has seven helicopter carriers and the Soviets
have twoo By the carly 19805 the ULS will have 12 Tarpe
helicopter carriers while the Soviets will have only six. The
purpose of these ships is 1o micke anphibious landings in
lightly defended areis of the third world. They can also be
used for anti-submarine warfare In addition the T0S, has o
program to build o new class of 8 small helicopier carriers
as eseorts for merchant ships and other UES, Navy ships.

Category 3: Cruisers/Frigates

The LS. has seven cruisers and 33 frigates for a total of
40 while the Russians have 28 crusers. The most recent
LIS, Prigates are twice the size of new Soviet cruisers and
have more madern and better combit churacteristics than
the Sovicr ships.

Category 4: Destrovers and Destrover Escorts

The navies have virtually the same number of these com-
parable ships — the LS. has 204: the Soviet Union 216, By
1980 the LS. should be well ahead because its prajected
destrover construction is much greater. The purpose ol
destrovers and destrover escorts is to profect wireratt
carriers and other Ships from e and submurine aitacks.

Category S: Amphibious Attack Ships

Numbers are deceiving when comparing  amphibious
ships. The Soviet Uindon fas 81 and the TN his A2 Seveniy
of the Soviet ships are only 1000 tons. The irge magority of
American nphibious ships are over 10,000 tons, The 1S,
enjovs  dead i tannage ol 600 percent. The purpose is 1o
natke amphibioos Tandings.

Category 61 Support Ships

The LS. Nuavy has a great advaniage in support ships as
Hopermits the RS0 ships 1o operate world wide withowt
relving on bases. The numbers indicate o fead of 86 1o 63,
Thowever. XY ol the VLS support ships are over 10,000 tons,
while the Soviets only have twa over 10000 tons. Overatl
the 1S, has 300 per cent more tonnage in support ships,
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. Categofy 7: Strategic Submarines

'

" The Soviets are building strategic submirines at a higher

: rate than the U.S. Currently the Soviet Union has 45

strategic subs to 41 for the U.S. By 1978, with building con-
tinuing at the present rate, Russia will have 62 strategic sub-
marines, the maximum number allowed under the SALT |
agreement. The U.S. will have its fleet of 41
Polaris/Poseidon  submarines and the first two of the ten
huge Trident class by 1980, In spite of the numerical lead of
the Soviet Union in numbers of submarines, the U.S. has
seven times the number of nuclear weapons in its sub-
marines.
Category 8: Attack Submarines

The purpose of attack submarines is to attack aircraft
carriers and surface ships as well as other submurines. The
U.S. Navy leads the Soviets in nuclear attack submarines 61
to 32. However, the Soviet Union has 40 nuclear cruise mis-
sile submarines to zero for the U.S. Navy. The U.S. has
scrapped all but 12 of its diesel powered subs while the

Soviets have retained 178 of their WWIT subs. By 1980 the’
U.S. will no longer have in commission any of this obsolete -’
type of submarine while the U.S.S.R. may retain as many
as 50 for coastal defense.
_ Category 9: Aircraft ,

U.S. Navy has 6700 operational aircraft both on aircraft N '
carriers und on tand. The Soviet Union has only 700 naval
arreraft, all land-based. .

Category 10: Manpowcer .

1J.8. Navy has 575.000 officers and men 10 460,000 for

the Soviet Union.
Category i1: Amphibious Manpower

U.S. has 197,000 Marines 1o the Soviets 14.000 naval
troops.

The foregoing |1 categories present specific examples of
ships, submurines, aircraft and manpower where naval
limitations could be mutually agreed upon,

The Soviet Navy is Older

The U. S. feet is younger and more modern than the
Soviets. The average age of U.S. mujor surface combatants
is 12.1 years and for the Soviets it is 13.4 years. U.S. sub-
marines are also younger with an average age of 9.8 years
compuared to 12.6 vears for the U.S.S.R.

Soviet Fleet is Older

Age In Years

Major surface United
combatants States Soviet
Attack Aircralt

carriers 18.1 Nngc
Helicopter carriers &.5 5.5
Cruisers 277 113
Destroyers 15.6 4.8
Ocean Escorts 4.5 123

Avcerage ship age: 12,1 years 134 vears

Submarines:
Attack submuarines 9.7 129
Strategic submarines 9.9 13

Average sub age: 9.% years 12,6 years

Information as of Junuary 1, 1974 presented by Admiral
Hyman Rickover to the Joint Committee on Atomic
Energy. April 3. 1974

Average Age of Ships
1974

USSR,
13.4 years

Li.S.S.R.
12.6 vears

L.S.
12.1 vears

LS.

9.8 vears

[
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e Major Naval Surface Combatants U.S. and Soviet Navy Submarine Fleet '
B and Support Ships Built 1965 - 1974 Submarines Built 1965 - 1974

U.S U.SS.R. U.S. USSR
Attack Curriers S 2 0 Strategic Subs
Helicopter Carriers 4 2 (Nuclear) 25 : 36
- Cruiser/Frigates 12 12 Attack Subs ‘ '
Destroyers/Destroyer . (Nuclear) g 17 . S 19
Escorts ST : 59 Cruise Missile
Amphibious Attack ! Subs (Nuclear) | : 0 R
N Ships 47 71 Cruise Missile o ' .
' . . : ’ - N
Total Combat Ships 136 144 Subs (Diescl) 0 g8 v
WL . ) Attack Subs
SRR Support Ships 33 31 (Dicsel) 0 24
v Total 169 175
~ I
| | “ 24
Ships in Operation - 1974 ‘\\ Submarines in Operation - 1974
\
U.Ss. US.S.R: uU.Ss. U.S.S.R.
Attack Carriers 14 0 Strategic Subs
Helicopter Carriers 7 2 (Nuclear) 41 45+
Cruiser/Frigates 40 28 Attack Subs . o
Destroyers/Destroyer {Nuclear) 61 32 M
Escorts 204 216 Cruise Missite Subs ‘
Amphibious Attack (Nuclear) 0 40 N Lo
‘ Ships : 62 81 Cruisce Missile Subs _ ‘ )
Total Combat Ships 327 327 | (Diese | 0 25
. . Atlack Subs
Support Ships 86 _ 63 (Diescl) 12 153
Total e . 390’ *The Sovicts have 22 obsolete diesel submarines with only
Ll T three missiles cach with 700 mile range not included in -~ -
[ 3 SALT | because they are obsolete.
I n O_ {} :
A | "/1
~g af P %L;an Spo” 239 /047
F o s ) (,%J )
RN StV )
Surface Ships to Be Built 1974- 1980 Submarines to be Built 1974 - 1980
U.S. U.S.S.R. : L.s. U.S.S.R.
Attack Carriers 3 0 q-/‘ Strategic Subs
Helicopter Curriers 13 4 {(Nuclear) o Q6%+
Cruisers/Frigates 6 12 Attack Subs
Destroyers /Destroyer (Nuclear) 27 30
Escorts 80 20 Cruise Missile
Amphibious Attack Subs (Nuclear) 0 14
Ships 0 12
Total Combat Ships 102 4% *First two subs in 10 of Trident class
Support Ships 26 IS *FSovicts will have o serap nine older subs in order to stay

Total 12K 63 within the 62 tatad in SALT 1 agreement.
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Uinited States : @ LS.

v ; ) © Submarines Built Between 1903 and 1974
Major Navat Surface Combatants and Support Ships i
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LS.
4
. e
o)
1.8
, n 71 R’Qi
Lo d
o ¥ - i ="
) k 3 Y]
5l o g |
& e 2 oy 7
. oo K P
o 5 Nuwher g V
s - 2 ..1
N 565 rrz?l Sulinsrines é % “
Lo, ) Py n
i Surtace L o 3 1y 4
Y Nhipy B i " / -
) . .
R 0, / .
» ]
% " ?\‘ .
) - ] ; -
]
i >
i ‘o %
1 »x o //
. o I [ [
! ' [ % . . / o "
. Cruiserss Destroversy A phibinoy Stratvge Adtiack Subs Cruine Missiic =ube € roise Missle Sube Atk Subs
Atlack Carrives Vil Carriers Vtitates Destrosen b senre Attack Ships Support Ships SNuctear s TN e Navlean i s Dot s
- i
g . i . < ==t T Submarines in Operation
L e Surface Ships in Operation PRI 1974 pert
‘ o 1974 s
210 .u" :
- 7 .
% j
)
- ;
[ i
- no {
% X o '
/ © !
Nunihe
Zil= AT |
) o7 " i Submutines
LS, / ’ R /
- Zie i
ol 4 ] :
™ % - 5% o8 % !
5
% < b, ) %
A % °% E»{ 4 ‘) ll‘l\ an
. P ;
) % 4 ‘y % : 2
! 3 “ :
] 1| Es gy :
~ A " 4 } LIES U,
i 0 > & A 4 H A " L
. Crmiserny TS Ainglnbious X Slrategiv e Atrack Sube Cruioe Vissile Subs € ruse Missile ~ui Atsck Subs
{ Attuck Carriers Meto Carriers Frigates Destroner Facuris Artach Ship Nugipart Ships Nl Nudlear SNateart [ Divsd ihiesel,
5 “
b | : .
v ' B Submuacines to be Buile 1974 - 1980
N . '
| b i
4 1 Surface Ships to be Buil 1974 - 1980 K s ST
) . o . PR -
g 3 o 1} P e
H . .
[t X
fild
i ey T
k! FEULE RO IR SR
o PR R N
s ;
i s
H " Numbur
e ¢ of i
'l Surfsce g Submarines LS,
! Ships o -
¥ bF o 20
1 U
M 101,
i Lo
b b3
i A
¥ N
{H I3 A
! kel g 18
! o 12
I o [
b US. »4’\, /
i il 5 LR 'S
. “ [ { - S "
NS Amphiions h Siralegiv Aftack Sulis Crumy Missite Sabs

Atk Cartiers Doty Ut Mk S Soppett Stigs I Nucleas CSuckear NNadeary




PAGE T

D | Possible Naval Limits

There are many approaches to naval arms limitations: (1)

-, geographical limitations: (2) limits of certain categorics of

ships and aircraft levels: and (3) limitations on the kinds of
weapons permitted.

I ds not oo late . o propose and negotiate the
demilitarization of the Canal. 1 believe the Ad-
miinistration showld now insist that the Suez Canal he
closed 1o the warships of all outside powers including
the naval vessels of the United States and the Soviet
Uinion.”

Senator Henry Jackson

B March 7, 1974

Geographical limitations could take several forms und
there are ample precedents. Certain types of warships could
be banned from a scu such as the Mediterrean or the Indian
Ocean. In 1937 a treaty between France, United Kingdom
and Italy restricted the deployment of submuarines in the
Mediterrancan. Recently. the U.N. voted approval of
proposal prohibiting foreign warships in the Indian Ocean,
Rather than vote on the issue the U.S. abstained and con-
tinues to maintain warships in the Indian Ocean.

Another geographic Jimitation would be to “demilitarize™
certain narrow straits or canals or restrict passage of certain
classes of ships or limit the number of ships permitied to
pass within o period of time. The Montreux Convention
serves as an example as it establishes certam hmitations on
the passage of warships through the Dardenclies.

The success and failure of the 1922 Washington and the
1930 [.ondon agreements provide valuable lessons on how and
how not to establish cffective navat arms limitations. Unlike
the 1922-1930 period there are only two major naval powers
today and it is in their interest to reach an agreement and
adhere to it.

Certain areas ol the world could be proscribed for the
construction or nutintenance of forcign and mihitary bases.
Currently the 1S has 22 major navad bases inarcas outside
the LS. The Soviets have no naval bases outside the Soviel
Union. Both the U.S, and Soviets are moving 1o build naval
hases in the Indian Ocean. The Vs s firmly committed 1o

the construction of a naval base in the Indian Ocean ut
Dicgo Garcia. If the U.S. does buiid a hase in the Indian
Occan it will accelerate the naval race in that arca and the
Sovicts will follow suit by construction of a Soviet naval

hase.

Warship Limitations have been successfully agreed 10 in
the past. Nine categories of ships and aireraft shown in this
Monitor could hbe examined for possible arcas of ugreement
as 1o limns on numbers, size. firepowcer. cte.

Earlier in this century significant naval treaties effecuvely
limited the naval race for at least a period of time. The
suceess and failure of the 1922 Washington and the 1930
London agreements provide valuable lessons on how and
how not 1o estabhsh effective naval arms limitations. Unlike
the 1922-1930 period there are only two major naval powers
today and it is in their interest to reach an agreement and
adbere 1000t

New construction of ships and aircraft is extremely costly
and 1t would be in the interest of the U.S. and the USSR,
to fimit the construction of new ships each vear. Limitations
on new construction could be agreed to on the basis of ton-
nage. firepower. purpose of the ship or aireraft. ete.
Restraimt based on the uaverage age of comparable
categorios ol warships is also possible, Satellite observation
makes it impossible for cither nation to construct any ship
without the ather nation’s knowledge. There also could be a
fmitation agreed to on the number of olficers and men in
cach navy and marine corps.

Nuclear Weapons Limitations: Ships. Weapons and Zones

Nuclear weapons and missiles make naval forees far more
potent than ever before. Limits could be placed on the types
of weapons carried on warships and on the areas where the
nuclear capable ships could operate. For example. u long
standing treaty between the LS and ULS.S.RL strictly
Iinits the tvpes of weapons on bourd warships entering the
Black Sca. In addivion, Japan forbids the entranee into its
harbors of any ships carryving nuclear weapons. There s
some question whether the U.S. navy ships actually honor
the Japanese proscription of nuclear weapons and missiles
as osubjects for limitation. Unlike conventional weapons,
neither the U.S) nor the U.SSSIRCas likely o employ
nuclear weapons against a third world country. Henee there
Is no requirement to keep them aboard at all tmes and i all
arcas of the world. Without reducing their capability for
combat with third world countries. the U.S and USSR,
navies could elimmiate most il not all nuclear wenpons from
surface ships.
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"J'. Possibilities for naval /lnulalmm

Establish a ceiling for certain categorics of ships.
Establish a ceiling on the number of aircraft.

Establish a ceiling on the number of submarines.
Establish a ceiling on the number of officers and men.

LA S I

Limit construction of new ships in any category to bhe hu1lt in a five year period.

6. Establish a ceiling on tonnage, fircpower and number of men at sea.

; 7. Ban all ships carrying nuclear weapons from specific geographical areas, e.g., Mediterrancan Sea.
o 8. Delineate warship free zones such as the Indian Ocean, Mediterranean Sea, ete., — a ban of all warship from certain

. geographical areas with the exception of port visits, humanitarian LL)nhldLI'dll()n.S and transits.

S . 9. Limit construction of new naval bases in the Indian Ocean, Pacific Ocean, ctc.

R 10. Limit number of anti-submarine warfare forees.

In Summary
! Limitations on personnel would provide a welcome relief

There are many geographical arcuas of the world which

lend themselves to serious naval limitation. from the ever increasing cost of manpower.

Limitations have heen made in the recent past on
numbers and characteristics of strategic nuclear submarines
and there s good reason to helieve it would serve the in-
terests of hoth the U.S. and the U.S.S.R. if talks were
started to limit conventional naval forces along the lines
desceribed in this Defense Monitor.,

There are 9 categories of warships and aircraft which lend
themselves to serious naval limitation.

There are possibilities for limitation of nuclear weapons
on surface warships. Limitations could be agreed to on
number of officers and men assigned to cach nation’s navy.
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THE INDIAN OCEAN: A NEW NAVAL ARMS RACE?

DEFENSE MONITOR IN BRIEF /

o The United States is at a crucial turning point in
policy toward the Indian Oceun region. Until very recent-
ly the U.S. followed a sound policy of low-profile and
minimal military involvement. Now the U.S. Navy plans
to establish a naval and air base on the island of Diego
Garcia and increase the deployment of naval forces in the
Indian Ocean. These plans require the most rigorous ex-
amination to insure that one-sided emphasis on short-
term military goals does not result in hasty steps which
would stimulate an arms race in the region, cxacerbate
tensions and undermine U.S. influence.

® The basic issue is: Should the U.S. Navy dominate
U.S. foreign policy in the Indian Ocean area, or should
the Navy support the traditional restrained U.S, foreign
policy in the region?

® The U.S. has not exerted strong efforts to reach
agreements with the Soviet Union and other interested
countries such as Britain and France to exercise mutual
restraint on deployments und bases in the Indian Ocean.
Nearly all the countries on the Indian Ocean have sup-
ported efforts within the United Nations to have “a zone
of peace™ in the Indiun Ocean. Even U.S. allies such as
Australia and New Zealand take a critical view of expan-
sion of U.S. military presence.

/

® There is no mililur_v/lhrcul to the United States in
the Indian Ocean. The U.S. today has naval superiority
in the region. Soviet naval forces in the Indian Ocean
have important limitations and weaknesses. Most Soviet
ships there are nonscombatants. The Soviet Union. as
does the U.S.. hus decess to ports in countries on the In-
dian Ocean, hul/il/docs not have any real naval bases of
its own. The U<S. is building its own base ut Dicgo Gur-
cia, an escalation of outside military presence in the area,

e U.S. military build-up in the Indian Oceun does not
contribute to solution of the U.S. or warld energy
problems or insure a flow of oil. Oil is much more likels
to be turned off “ut the wellthead™ than blockaded by the
Soviet Navy. The Soviet Union, with extensive cconomic
and poliucal interests, has little to gain by attacks on
Western ol tankers.

® The expected reopening of the Suez Canal, a symbol
of returning stability in the Middle Eust, has been seized
upon by some in the US| as an excuse for the U.S. Navy
to rush into the Indian Oceun in fultillment of tong-
standing ambitions. A much better step would be to seek
limitation on military traffic through the Canal. In any
case. the Canal could very easily be closed in a crisis.

U.S. INDIAN OCEAN POLICY 1973

“The subcontinent is very far away. | think our in-

terests are marginal. | think the Nixon doctrine is quite

applicable—namely, we ourselves don’t want to become
involved.™ '

Joseph 1. Sisco

Asvistant Secretary

Bureau of Near Eastern and South Asian Afjairs

LS. Department of State, May 1, 1973

U.S INDEAN OCEAN POLICY 1974
“The Indians primarily, but other nations in the area,
too, have talked about having a zone of peace in the
arca. We think this is a very dangerous concept.”™

Admiral Elmo R. Zunnwalt, Jr.
Chiet of Naval Operations
April 1. 1974

COPYRIGHT @ 1974 by the Center for Defense Information. All rights reserved. The Center for Defense Information encourages
guotation of any ol the material herein without permission, provided the Center is credited. The Center requests o copy of any such use.




 DEFENSE MONITOR

. PAGE 2

s

THE INDIAN OCEA\ BUILD- up -

“We do not beheve it helps the Indlan Ocean littoral states for lhere
to be a great power rivalry in the Indian Ocean. We would hope there

" would be agreement between the United States and lhe Soviet Union
to restrict their bulldup

™ Gough Wh:llam Prime Minister of Australia
March 19, 1974

“If we are poing to havé a big buildup over there that would call for
another fleet. a great augmentation, at least, of what we have, why
couldn’t that arca he the subject of negoll.m(m\ or agreements of
some Kind?™

Senator John Stennis, Chairman,
Senate Armed Services Committee
February 5, 1974

“From time to time opportunitics for regional restraint present
themselves; and in my judgement the region is the Indian Ocean and
the opportunity is now.”

Senator Henry Jackson
March 7. 1974

Asrael and Jordan relate to the Mediterranean Sea.”

volved.”

Departure from Sound U.S. Policy

Until very recently, U.S. policy toward the Indian Ocean.
with some exceptions such as the dangerous “tilting™ exer-
cise in gunboat diplomacy during the India-Pakistan war in
1971, was sound and reasonable, one of restraint and con-
strained military presence. This was in recognition of the
fact that the U.S. has no vital interests at stake in the region
and that U.S. security interests there are compuratively
limited. Overall U.S. objectives and the well-being and

security of the countries of the region was best achieved

through non-military, economic and diplomatic means,
The Pucific, Atlantic, and Mediterreanean were perceived
as areas of much higher priority. U.S. policy makers
acknowledged that in the highly improbable event of a con-
ventional conflict between the U.S. and the Soviet Union,
the Indian Ocean was a most unlikely arca for confronta-
tion. The State Department and the White House did not

" believe that a major U.S. sccurity interest would be served
~ by an expansion of U.S. naval presence in the region. In

general, the U.S. actions proceeded in a careful and
cautious manner, awuare that overreaction could be as
damaging as underreaction. Congressman Fraser well cap-
sulized the government consensus in rejecting escalation
when he observed in March 1972 that “an approach that
defines the Indian Ocean as vital to the security of the
United States leaves little room for reasonable dialog.”

The position of the State Department was stated in 1971

by David Abshire, Assistant Sceretury for Congressionat
Relations: “"U.S. security interests in the Indian Ocean
region are quite limited and primarily involve lran,
Ethiopia. and Saudi Arabia. Our interests in Australia can
hetter be viewed in the Pacific context, and those involvinl_
“In Muay
1973, Joseph Sisco, Assistant Secrelary of State, Bureau of
Near East and South Asian Affairs, observed that “the sub-
continent is very far away. | think our interests are
marginal. | think the Nixon doctrine is quite
applicuble—namely. we ourselves don’t want to become in-
Mr. Sisco further stated that “in accordance with

the'Nixon doctrine'we think the search for stability in South "

Asia is prlmarll) a task for the nations of the region.”
Officials of the Defense Department also at one time -

seemed 1o agree with 'the low-profile policy  ‘consensus.

Former Defense Secretary Melvin Laird said in 1972 that -
*“our strength in the Indian Ocean I|es not so much in ‘main-":
taining a large standing force. .
move frecly in and out of the Ocean as the occasion and our’;,
interests dictate” Former Navy Secretary John -Chafee
stressed in 1972 his view that “we ought 1o go slowly here.-
and not c%mldlu the thing and see what happens.™ -~ - ¢

CONGRESSIONAL RI-‘.JI-Z(L"I'ION OFr
DIEGO GARCIA IN 1969

“When presented fo the Senate, there was strong opposition from
within the Senate Appropriations Committee to the United States
becoming committed to another naval base in the Indian
Ocean. . . . The Military Construction Subcommittee and the full
committee deleted the Diego Garcia Project completely from the
fiscal 1970 Military Construction Appropriation Bill. This matter
was taken to conference with the House and the Senate's position
prevailed and the project was stricken from the bill.-Finally, an oral
apreement was reached wherein the Navy was instructed (o come
back in fiscal year 1971 for a new appropriation which would support
only a communications station.'

Senator Mike Mun\j:eld Chalrman
Senate Appropriations Military Construction Subcommittee
April 1, 1974

U.S. Navy and the Diego Garcia Base

The construction of an austere communications facility at
Diego Garcia was approved by Congress because of ccns-
tant  Administration reassurances that only a com-
munications facility, in part as a replacement for one in
Ethiopia. and nothing else was intended. In 1973, James
Noyes of the Defense Department assured Congress that
““there are no plans to transform this facility into something
from which forces could be projected, or that would prowde
a tocution for the basing of ships and aircraft.” " ,

The U.S. Nuvy, however. has long had different ideas::
The Navy dream has hun to inherit the British lmperlal’
legaey “East of Suez.”™ Plans for moving into the Indian |
Oceun date back to the carly 1960°s and even before. Qunel'f"
efforts were undertaken to search for new bases in the In=
dian Occan and other arcas. Navy plans to establish several
new overseis naval buses were kept highly secret in order
nol to atarm foreign countries or the American people and
Congress. Dicgo Garcia emerged as the ideal location for
coverage of the Indian Ocean. Dicgo Garcia was selected
because of its central location ‘and potential for 4 major
naval base rather than simply because it could serve as a site
for a communications facility. Admiral John McCain. past
Pacific Commuander-in-Chief, said that “as Malta is to the
Mediterranean, Dicgo Garcia is to the Indian Ocean.™

Negotiations between the United States and Great Bri-
tain led to the creation of the British Indian Ocean Territory
(BIOT) and the December 1966 agreement 10 make the
islands comprising the BIOT uvailable to both countries for
military purposes for a period of 30 veuars. The British lent
their nume to the project as a cover for actual U.S. control
and dominance. This was perhaps due to bashfulness on the
part of the U.S. aboul hanging on to some remnints of the
crumbled British colonial empire.

_but rather in our ability to - .
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inds. of shlps n lhc lndmn Oc:,dn and)lhcu combal
capdbllmcs

totals.) Most of the’ Soviet naval ships in the Indian Ocean
-are -non- combdtanls, 5upp0rl ships and. auxilaries: oilers,
rcpalr Jships,. dxstlller ships,
mmcswcepcrs ocmnogmphlc Shlpb lenders ete. In gtntl‘dl
. OLCdn since l9()8_has been in the range of three or four sur-
“ face’combatants: In January 1974, the Soviets had five sur-
.. face combatants and four submarines in the Indian Occan.
¢ The fact that in winter months some Soviet home ports are
frozen may encourage the Soviet Navy to send ships to the
Indian Ocean to keep crews active and proficient.

Minesweepers  are equalcd ‘with aircraft’
+ - carriers. (The figures also ignore submarines and the con-
“tribution that Polaris/Poseidon patrols would make to U.S.

space support ships,

\Iarmme Imerests o a0
"The Sowct Union has important non- mlhmr\' maritime .
interests in the Indian Ocean. Several years ago some 12% .
of the merchant ships transiting the Indian Ocean were - .
Soviet. With the continued expansion of its merchunt fleet.
it is likely that the level of Soviet merchant activity in the
Indian Ocean has increased. The Soviet Union alse has a .

‘growing Indian Ocean fishing fieet. which several years ago -

accounted for almost one-third of the Soviet total annual
cutch. The Soviets have numerous civilian oceanographic.
hydrographic, and space and missile test support ships in the
Indian Ocean. In addition to trade with and aid to many of

the countries along the Indian Ocean, Sovict merchani ships

passing hetween the castern and western parts of the Soviet
Union frequently transit through the Indian Ocean. The In- -
dian Occean is a sea lane connecting the vast expanses of -
castern Russia with western Russia. From the Soviet point
of view, the presence of Soviet naval ships in the Indian
Occean probably has some relationship to the Soviet com- -
mercial shipping in the area. o

UNITED STATES aireruft careier (90 aircralt)
! destrovers wund destrover escorts

oiler

- — > =

carrier

and U Tapao (Thaikand)
GREAT BRITAIN - I guided missile destroyer
S destrorer escorts
6 support ships (primarity oilersy

Gun in the Maldive Islunds

FRANCF. guided missile putrol ship
destroyer escorly

coastal patrol ships

—— ko —

fanding craft
1 onet laver

mouth o the Ked Sea

" SOVIET UNION

cruiser

-~

submarines)
minesweepers
amphbibious ship

[

-

cle.)

IL—-

amphibious assault ship converted to command
ship fur ULS, Mid-Fast Foree (an Bahraing
nuctear attuck subniarine probably accompanies

Nuvul patrol sirerafl operate from Smgdpmc and |

viler converted to arined command headquarters

other combitants (destroyers, dv..\lr()\ﬂ escorts,

(17 non-combaiant ~upnun ships 1!)!\(,!\ S
i . ’ walcr carriess, barrack ship, drul;,u\ tenders,

Uinited States, British, French and Soviet Naval Forces in the Indian Ocean
(March 1974)

Within the past five months the U8, has had iwo
ather carriery and a neclear-powered frigate alse in
the Indian Ocean. The U S, ulvo uperates
Podaris Poseidon submarines occasionally in - the
area. There may be addivional attack submarines

Naval patrol gireraft operate from Diego Garcia

In Seprenther 1973 France created a new Indian
CUcean naval command. {n Muarch 1973 qa omall task
growp. including a helicopter carrier criived in the
Indian Qcean. There are reports of o French strategic
submaring vecasionally i the Indian Ocean.

Nuvad pirtroluireraft operate Irom Djibouti at the

I danuary 1974 there sere S suriace combatants-{ 1
CLOP P DLG D D00 DED and 3 subeicrines
Within the .S government there are coniliciing

T wsvessments of Soviet Jorces, Minesweepers and other
: vhipy tabord 81 have hn en involved it harbor clearing

by shlps. in Bungladesh

Soviet Naval Weaknesses . C

“In time of war Soviet ships would be isolated from
their hases b\' US. and NATO forces and pm/)u/)/)
quickly sunk.’

The Sovicet Ndvy has a number of weaknesses and

“vulnerabilities that have particular significance in the lndldn
" Oceun. The Jack of seaborn fixed-wing aircraft to. pl‘()VIdC

protection and the lack of aircraft for reconnaissance

severely constrains the flexibility of Soviet naval forees in
- the Indian Ocean. The Sovicet Nuvy does not have a signifi-
cant seabased intervention capability. The Soviets must sup-
port four major fleets in widely sepurated arcas (the Black

Scu-Mediterrancan flects, the Baltic fleet, the Northern |

fleet, and the Pacific fleet.) With Soviet naval resources dis-

‘persed over such distant arcas, the Indian Ocean is a par-
- teularly remote and vulnerable place for Soviet naval ships
© 1o be. Western powers control most of the egress and ingress

points-to the Indian Ocean, and the possibility of wartime
reinfurcement Hor Soviet ships in the Indian Ocean seems
virtually ruled out. “The U.S. Tth fleet dominates the
Western l’auﬁg and ‘western approaches 1o the Indian
Ocean and. as Admlml Mouorer recently pointed out. “in

“ime of umﬂlu, any \ulgr\\.l) such as the Suez Canal is

highly \’UII]erhlL Consequently, it would be hn_hly likely
‘that it would be closed by one side or the other.” In time of
wur Soviet ships would be isolated from their bases by U.S.

- and NATO forces and probably quickly sunk.

feontinued on page N
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U.S. STRATEGIC SUBMARINE PATROL AREAS COVER THE WORLD l
(Today: Polaris/Poseidon — Tomorrow: Trident)

" Jromorrow

Seind

A o,

The Soviet Navy lacks rehable and secure shore-bused
support facilitics on the Indian Ocean. In fact. Soviet prie-
tice has been to rely primarily on its own auxiliaries for fuel,
provisions. and repairs. This is one of the reasons the
Soviets tend to have more naval ships in the region. The
Soviet Union
refutions with local countries but seems to have no seeure or

has growing cconomic and diplomatic

formual base rights along the hittoral. The Soviet Navy, as
does the U.S. Navy, has access to ports and facilities in a
number of countries. but the use of these fucilities does not
confer base rights or convert them into Soviet naval hases.
The instability of cven existing base ulilization
arrangements is demonstrated by Soviet experience with

Egvpt, where the Soviet Union suddenly in 1972 lost most of

the military advantages it had previously accumulated. The
Soviets have aided in harbor development in Trag, Somalia,
Yemen. Aden, India. and Bangladesh but this does not seem
10 have Jed to special military base rights,

There is much vague and unsupported speculation about
what navil bases the Russians may or mayv not have on the
Indian Occun. One example is Admiral Zumwalt's persis-

tent allegation that the Soviets have acquired privileged:

usage of Indian ports, despite the fact that there is no sup-
porting evidence to that effect,

In fact, the desire for a stable and secure base of one’s

own that can be used without depending on anyone’s good
will Is what has prompted the United States to go after o
naval base at Diego Garcia, The United States is building a
naval support buse, essentially under its own control. in the
Indian Occan. The Soviet Union is not. In Admiral
Moaorer’s words. the U.S. needs o facility in the Indiun
Occuan “that cun be used by our air and naval
forces. . .without having to muke agreements each time on &
case-by-case basis as is the situation today.”

VLS. Naval Strengths
In terms of capability to support and deploy naval forces
overscits without extensive hase support. the United States
today hus o substantial advantage over the Soviet Union.
Nuclear-powered naval surfuce ships are especially usclul
for extended distant deployments. The Soviet Navy has no
nuclear-powered combat surfuce ships. The United States
has inoperation or funded o total of 14 nuclear-powered sur-
face combutunts. including 4 nuclear-powered  airerufi
carriers, The United States wlso has more oilers, repuir
ships. and underway replenishment ships and can sustain a
(Meet at sea without shore fuacilities betier than the Soviet
Unton. As Secretary Schlesinger recently said, “ihe abilin
of the United States fleet o operute at long distances 13

greater than that of the Soviet Navy

P’

Nuclear-powered surface ships

Underway replenishment ships
(Tor fuel. supplics. cte))

Fleet support ships
(for repairs)

U.S. Has Much Greater Capability for Extended
Distant Naval Deployments
Lniced States
Aircraft cuarriers 15
14 operational or 0
funded (including
4 carriers)

Stoover 10000 tons

28 over 10,000 tons

Soviet Union

0

Yoover 10000 tony

2 over 10000 tons
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v Threats to Qil Shipments o
By way of explanation for an expanded U.S. naval
presence in the Indian Ocean. one of the more prominent
fears suggested by proponents is that the Soviet Union
would attack U.S. and allied merchant ships and oil tankers
in the area. This does not appear to be a plausible action on
the part of the Soviet Union when one takes into account
such important factors as relative military power, time and
distance factors, und the alternative means of exerting in-
fluence and power at the disposal of the Soviet Union. The
Soviet Nuvy is ill-prepared to engage the Western powers in
a long-range conventional war. The United States has
demonstrated it can survive for a long period without Mid-
dle Eust oil. If the Soviets were to seriously attempt to cut
off oil shipments to Japan and Western Europe there are
areas outside of the Indian Ocean, claser to Soviet home
bases, which would be more suitable for that type of war-
farc. This is especially true with respect to the use of Soviet
submarines. Because of its extensive commercial and ship-
ping interests in the Indian Ocean, the Soviet Union itself
would have much to lose in a war at sea or a disruption of
shipping. In many ways. the Soviet merchant marine itself
serves us a growing hostage to Western military power in
the event of a crisis.
There apparently are conflicting assessments within the
U.S. government about the case with which a blockage of
oil shipments could be carried out through mititary means
and the probability of that occuring. For example. Admiral
Zumwalt and others allege that such so-called choke points
as the Strait of Hormuz at the mouth of the Persian Gulf
could be blocked with case. The Central Intelligence Agen-
¢y, however. in 1973 expressed a different point of view: 't
(the Strait of Hormuz) is too deep und wide to be blocked by
sunken ships and too wide to be effectively controlled by
coust urtillery. Nuval and air power would be required to
close the strait, u serious step since it is considered inter-
national waters by the world community.”
In general, the Soviet Union has not played a disruptive

and threatening role in the Indian Ocean region. One exam-
ple of a4 positive Soviet influence is the Soviet effort to bring
about an ¢nd to the Indiu-Pakistan war in 1963 through the
Tashkent Agreement. Those who are prone to believe that

ARAB OlL SMALL PERCENTAGE
OF U5 CONSUMPTION

US PETROLEUM
BOURCES-{Jan-Sep} 1972

Us ENERGY
SOURCEYS - 1972

DOMESTIC ot
18%
I Ca
30% b
Truge Q0
335
fral bnpaoria- 94
IMPORTED
28%
17,
i | j

Soures: International Cconamic Raport
of ihe Prysidant, fabiuaiy 1974

the Russians are always up to no good and constantly trying
to damage the United States would do well 10 note the
observation of Defense Secretary Schlesinger that “the
Soviet Union has historically been a relatively prudent and
sober power.” Scenarists of a war on o1l shipments should
take heed of another remark of Secretary Schlesinger: “*One
can always design the worst possible case which shows the
U.S. military forces at a decided disadvantage. What one
must also do is to estimate the probability of that worst
possible case occuring.”

“It is not too late. . .to propose and negotiate the demilitarization of
the Canal. ) believe the Administration should now insist that the
Suez Canal be closed to the warships of all outside powers including
the paval vessels of the United States and the Soviet Union.™

Senator Henry Jackson
Murch 7. 1974
Reopening of the Suez Canal

The probable reopening of the Suez Canal in the relative-
Iy near future has been another stimulus to arguments for a
U.S. naval build-up in the Indian Ocean to counter
predicied increased Soviet deplovments. It remains 1o be
seen whether in fact the Soviets do intend to utilize the Suez
Canul to increase significantly the number of naval com-
huatants they have in the Indian Ocean. Because of Soviet
needs for naval forces in other higher priority regions, there
may be grounds for skepticism that the Soviets have many
surplus naval ships lving uround that they can spare for the
less important Indian Ocean. In any case, efforts should be
made to see if agreements or understandings can be reached
about controlling militury traffic through the Suez Canal.
Betore setting firmly on the path toward a naval arms ruce
in the region, the U.S. should exhaustively explore alter-
native methods of coping with possible difficulties.

Too much stress has been put on alleged benefits that the
Soviet Union will gain from the reopening of the Suez
Canal. It should be obvious that in terms of the stability and
cconomic progress of the Middle East und the Indian Ocean
region. the restoration of the Suez link with Furope will be a
most beneficial development from the point of view of the
West, 1t is also probable that there will be an increase in
Western trade with and influcnce in countries such as
Somalia and Yemen where the Soviets huve made gains
while the Canal was closed and Isriel and the Aribs were so
bitterly divided.
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v Threats to Oil Shipments

By way of explanation for an expanded U.S. naval
presence in the Indian Ocean. one of the more prominent
fears suggested by proponents is that the Soviet Union
would attack U.S. and allied merchant ships and oil 1ankers
in the area. This does not appear to be a plausible action on
the part of the Soviet Union when one takes into account
such important factors as relative military power, time and
distance factors, and the alternative means of exerting in-
fluence and power at the disposal of the Soviet Union. The
Soviet Nuvy is ill-prepared to engage the Western powers in
a long-range conventional war. The United States has
demonstrated it can survive for a long period without Mid-
dle East oil. If the Soviets were to seriously attempt to cut
off oil shipments to Japan and Western Europe there are
arcas outside of the Indian Ocean, claser to Soviet home
bases. which would be more suitable for that type of war-
farc. This is especially true with respect to the use of Soviet
submarines. Because of its extensive commercial and ship-
ping interests in the Indian Ocean, the Soviet Union itself
would have much to lose in a war at sea or a disruption of
shipping. In many ways. the Soviet merchant marine itself
serves as a growing hostage to Western military power in
the event of 4 crisis,

There apparently are conflicting assessments within the
U.S. government about the case with which a blockage of
oil shipments could he carried out through military means
and the probability of that occuring. For example, Admiral
Zumwalt and others allege that such so-called choke points
as the Strait of Hormuz at the mouth of the Persian Gulf
could be blocked with case. The Central Intelligence Agen-
¢y, however. in 1973 expressed a different point of view: it
(the Strait of Hormuz) is too deep and wide to be blocked by
sunken ships and too wide to be effectively controlled by
coast artillery. Naval and air power would be required to
close the strait. u serious step since it is considered inter-
national waters by the world community.”

[n general, the Soviet Union has not played a disruptive

" and threatening role in the Indian Ocean region. One exam-

ple of a positive Soviet influence is the Soviet effort to bring
about an ¢nd to the India-Pakistan war in 1965 through the
Tushkent Agreement. Those who are prone 1o believe that
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the Russians are always up to no good and constantiy trying
1o damage the United States would do well to note the
observation of Defense Secretary Schlesinger that *‘the
Soviet Union has historically been a relatively prudent and
sober power.” Scenarists of a war on oil shipments should
take heed of another remark of Secretary Schlesinger: “One
can always design the worst possible case which shows the
U.S. military forces at a decided disadvantage. What one
must also do is to estimate the probability of that worst
possible case occuring.”

“ftis not too late. . .to propose and negotiate the demilitarization of
the Canal. | believe the Administration should now insist that the
Suez Canal be closed to the warships of all outside powers including
the naval vessels of the United States and the Soviet Union.™
Senator Henry Jackson
Murch 7. 1974
Reopening of the Suez Canal '

The probuble reopening of the Suez Canal in the relative-
ly near future has been another stimulus to arguments for a
U.S. naval build-up in the Indian Ocean 1o counter
predicted inereased Soviet deplovments. It remains to be
seen whether in fuct the Soviets do intend to utilize the Suez
Cuanal to increase significantly the number of naval com-
batants they have in the Indian Ocean. Because of Soviet
needs for naval forces in other higher priority regions, there
may he grounds for skepticism that the Soviets have many
surplus naval ships Iving around that they can spare for the
less important Indian Ocean. In any case, efforts should be
made to see if agreements or understandings can be reached
about controlling military traffic through the Suez Canal,
Before setting firmly on the path toward a naval arms race
in the region, the U.S. should exhaustively explore alier-
nutive methods of coping with pussible difficulties.

Too much stress has been put on alleged benefits that the
Soviet Union will gain from the reopening of the Suez
Canal. {t should be obvious that in terms of the stability and
cconomic progress of the Middle East and the Indian Ocean
region. the restoration of the Suez link with Europe will be a
most beneficial development from the point of view of the
Woest. [Uis also probable that there will be un increuse in
Woestern trade with and influence in countries such as
Somaha and Yemen where the Soviets have made gains
while the Canal was closed and Isriel and the Aritbs were so
bitterly divided.
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The Soviet Nuvy Lacks reliable and secure shore-based
support fucilities on the Indian Ocean. In fuct, Soviet pric-
tice has been to rely primarily on its own auxiharics for fuel,
provisions. and repairs. This is one of the reasons the
Soviets tend to have more naval ships in the region. The
Soviet Union  has growing cconomic and  diplomaitic
relations with local countries but seems to have no secure or
formal base rights along the hitoral. The Soviet Navy, as
dues the U.S. Navy, has access to ports and factlities in a
number of countries. but the use of these facilities does not
confer hase rights or convert them into Soviet naval hases.
The instability of even existing buase utilization
arrangements s demonstrated by Soviet experience with
Egyvptowhere the Soviet Union suddenly in 1972 lost most of
the military advantages it hud previously accumulated. The
Soviets have aided in harbor development 1o Frag. Somalia.
Yemen. Aden. India, and Bangludesh but this does not seem
to have led to special military base rights,

There is much vague and unsupported speculation about
what naval bases the Russians may or may not have on the
Indian Ocean. One exampie is Admiral Zumwalt's persis-
tent allegation that the Soviets have acquired privileged
usage of Indian ports, despite the fact that there is no sup-
porting evidence to that effect.

In fuct. the desire for a stable and secure base of ane’s

own that can he used without depending on unynne’s good
will 15 what has prompted the United States to go after a
naval hase at Diego Garcia. The United States is building a
naval support base, essentially under its own control. in the
Indiin Occan. The Soviet Union is not. In Admiral
Moorer's words, the 1S, needs a facility in the Indian
Occan “that can be used by our air and naval
forces. . owithout having to make agreements each time on a
case-byv-case basis as is the situation today.”

LS. Naval Strengths
In terms of capability to support and deploy naval forees
overseas without extensive base support, the United States
today has a substantial advantage over the Soviet Union.
Nuclear-powered naval surtace ships are especially useful
for extended distant deployments. The Soviet Nuvy has no
it surface ships. The United States g
)i total of 14 nuclear-powered sur-
including 4 nuclear-powered  aircraft

nuclear-powered co

has in operation
face  combutants.
carriers. The United States also has more oilers, repair
ships.and underway replenmishment ships and can sustain a
fleet at sea without shore facilities better thun the Soviet
Linton. As Sceretary' Schlesinger recently suid. “the ability
of the United States tleet to operate at long distances is
greater than that of the Soviet Nawvv.™

Aidrcraft carriers N

Nuclear-powered surface ships

Underway replenishment ships
(tor fuel. supplies. ete)

Fleet support ships

(Tor repairs)

rf U.S. Has Much Greater Capability for Extended
Distant Naval Deployments

United States

14 operational or 0
funded (including
4 carriers)

S| ever 10.000 tons

X over 10,000 tons

Soviet Uinion
0

9 gver 10,000 tons

2 over 10,000 tons
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Threats to Oil Shipments
* By way of explanation for an expanded U.S. naval
presence in the Indian Ocean, one of the more prominent
fears suggested by proponents is that the Soviet Union
would attack U.S. and allied merchant ships and oil tankers
in the area. This does not appear to be a plausible action on

"the part of the Soviet Union when one takes into account

such important factors as relative military power, time and
distance factors, and the alternative means of exerting in-
fTuence and power at the disposal of the Soviet Union. The
Soviet Navy is ill-prepared to engage the Western powers in
a long-runge conventional war. The United States has
demonstrated it can survive for a long period without Mid-
dle East oil. If the Soviets were to seriously attempt to cut
off oil shipments 1o Japan and Western Europe there are
areas outside of the Indian Qcean, closer to Soviet home
bases. which would be more suitable for that type of war-
fare. This is especially true with respect to the use of Soviet
submarines. Because of its extensive commercial and ship-
ping interests in the Indian Ocean, the Soviet Union itself
would have much to lose in a wur at sea or a disruption of
shipping. In many ways, the Soviet merchant marine itself
serves as a growing hostage to Western military power in
the event of a crisis.

There apparently are conflicting assessments within the
U.S. government about the ease with which a blockage of
oil shipments could be carried out through military means
and the probability of that occuring. For example, Admiral
Zumwalt and others allege that such so-called choke points
as the Strait of Hormuz at the mouth of the Persian Gulf
could be blocked with ease. The Central Intelligence Agen-
¢y, however, in 1973 expressed a different point of view: It
(the Strait of Hormuz) is too deep and wide to be blocked by
sunken ships and too wide to be effectively controlled by

~coast artillerv. Naval and air power would be required to

close the strait, a serious step since it is considered inter-
national waters by the world community.”
In general, the Soviet Union has not played a disruptive

= and threatening role in the Indian Oceuan region. One exam-

ple of a positive Sovict influence is the Soviet effort to bring
about an end to the India-Pakistan war in 1965 through the
Tashkent Agreement. Those who are prone to believe that

ARAB OJL SMALL PERCENTAGE
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the Russians are always up to no good and constantly trying
to damage the United States would do well to note the
observation of Defense Secretary Schlesinger that “the
Soviet Union has historically been a relatively prudent and
sober power.” Scenarists of a war on oil shipments should
take heed of another remark of Secretary Schiesinger: “*One
can always design the worst possible case which shows the
U.S. military forces at a decided disadvantage. What one
must also do is to estimate the probability of that worst
possible case occuring.”

"It i ulno late. . 1o propose and negotiate the demilitarization of
the Canal. | beliese the Administration should now insist that the
Suez Canal be closed to the warships of all outside powers including
the naval vessels of the United States and the Soviet Union.™

Senator Henry Juckson
March 7. 1974
Reopening of the Suez Canal

The probable reopening of the Suez Canal in the relative-
ly near future has been another stimulus to arguments for a
U.S. naval build-up in the Indian Occun to counter
predicted increased Soviet deployments. Tt remains to be
scen whether in fact the Soviets do intend to utilize the Suez
Canal 1o increase significantly the number of naval com-
batants theyv have i the Indian Ocean. Becuuse of Soviet
needs for naval forces in other higher priority regions. there
may be grounds for skepticism that the Soviets have many
surplus naval ships Iving around thut they can spare for the
less important Indian Ocean. In any case. efforts should be
made to see if agreements or understandings cun be reached
about controlling military traffic through the Suez Canul.
Belore setting firmly on the path toward a naval arms race
in the region, the U.S. should exhaustively explore alter-
native methods of coping with possible difficulties,

Too much stress has been put on alleged benefits that the
Soviet Union will gain from the reopening of the Suez
Canal. Tt should be obvious that in terms of the stability and
cconomic progress of the Middle East and the Indian Ocean
region, the restoration of the Suez hink with Europe will be a
most beneticial development from the point ol view of the
West. It s also probable that there will be an increase in
Western trade with and influénce in countries such as
Somalin and Yemen where the Soviets have made gains
while the Canal was closed and Israel und the Arabs were so
hitterlv divided.
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Potential Superpower Conflict

In any case, the U.S. Navy has the capability to move
into the Indian Ocean in force from the Pacific and Atlantic
on any necessary occasion. The fact that there have been
three different U.S. aircraft carriers in the Indian Ocean in
the past five months demonstrates this. A support base at
Dicgo Gurcia in the Western Indian Ocean makes
reasonable sense only if significantly increased on-station
deployments in the Indian Ocean are planned. The need for
expanded U.S. naval forces in the Indian Ocean at this time
is very doubtful. The marginal benefits in efficiency that a
support base would provide do not compensate for the
problems created.

One reason for caution is the risk -of a focal conflict tur-
ning into a confrontation between the two superpowers. Ex-
amples would be hostility between India and Pakistan, or
between tran and some of its neighbors such as Iraq and
Saudi Arabia. An escalation of naval forces would make
great power involvement more likely. Some local countries
fear that they will be dragged into superpower conflicts.

There will also be temptations for friends of the U.S. in the
region to try to immerse the U.S. in their local squabbles.
The dangers inherent in an abandonment of the low-profile
policy by the U.S. in the Indian Ocean are increased
because the search for influence can quickly become a
matter of defending established positions and privileges,
which soon become national security imperatives as com-
mitment and involvement grow.

In 1971. Ronuald Spiers, Director of the State
Department’s Bureau of Politico-Military Affairs, cogently
summed up 4 restrained U.S. policy toward the Indian
Occan which is just as sound today as it was then:

“There appears to be no requirement at this time
for us to feel impelled to control. or even
decisively influence, any part of the Indian
Ocean or its littoral given the nature of our in-
terests there and the current fevel of Soviet and
Chinese involvement. We consider, on balance,
that our present interests are served by normal
commercial, political, and military access.™

Senate Resolution Seeks Arms Limitation
In Indian Ocean

527 5. CON. RES. 76
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DIEGO GARCIA

The present use of the island of Diego Garcia for a com-
- munications station is reasonable at this time, but U.S.
“facilities and usage of the island need nor be expanded
heyond that which exist today. Cireful oversight should be
exercised to ensure that the Navy does not surreptitiously
upgrade 1ts facilities on Diego Garcia. Even the com-
munications role may become obsolete because of the use of
satellites for communications and the improvement of U.S,
facilitics on the west coast of Australiu.
TREATY

The new agreement on expansion of the U.S, military hase
at Diego Garcia now heing negotiated between the U.S. and
Great Britain is of sufficient importance to be a formal treaty
rather than a simple executive agreement.

INDIAN OCEAN ARMS LIMITATION

The U.S. government has not exhausted the possibilities
for reaching agreements or understandings with the Sowiet
Union and other involved countries to prevent a naval arms
race in the Indian Occan. Such efforts should be made.
perhaps including culling for a special international con-

“ference to discuss naval deployments and buses in the Indian
Ocean. In addition to the United States and the Soviet

; Union. Britain and Frunce also have naval forees in the In-
' dian Occun and could tuke purt in such a conference. There
are precedents in the SALT Tagreement und the 1972 U.S.-

Soviet agreement on preventing incidents at sea for entering

r into limitations on naval forces and use of nuval forces.

o Passible avenues of limitation include limits on 1otal ton-
nage. limits on the size of ships, himits on seu-based aireraft,
limits on numbers of surface-to-surface missiles on ships,
prohibition of bases under the control of outside powers.
and prohibition of nuclear weapons in the Indian Ocean.

g NALT TALKS
' There is an urgent requirement for the United States and
the Soviet Union to have overall discussions about the general

Conclusions

naval arms race hetween them {NALT talks). This ongoing
naval arms race may be more expensive than the strategic
arms race. It is certainly more likely to fead to wars, This
year the U.S. Nuvy budget exceeds that of the other two ser-
vices for the third straight vear and Admiral Zumwalt and
other naval leaders have very ambitious plans for the future.
The Soviets, of course, have also been building up their
naval forces but have on occasion expressed interest in ex-
ploring the possibilities of naval arms himitation.

SUEZ CANAL
Consideration should he given to exploring how utilization
of the Suez Canal could be regulated to control military traf-
fic through it. The nature of controls could be as complete as
neutrahization or demilitarization. Senators Stennis and
Juckson have expressed interest in the S0 seeking such
limitations with the Soviet Union,

Oll.

A U.S. military build-up in the Indian Ocean does not con-
tribute to an alleviation or solution to the world energy shor-
tage. Militury power does not ensure a supply of oil, as re-
cent events demonstrate. ULS. resources and  attention
should be concentrated on non-military. more productive
means of solving Tong-term energy needs. Visions of gun-
boats and convoys should not distract us from more serious,
long-term approaches. In terms of the stability and progress
of the region, the U.S. money 1o be spent on @ big U.S.
navitl establishment i the Indian Occan could perhaps
better be spent on assisting in economic development of
countries i the grea: both the 1S and they would benefit.

DEPLOYMENTS

In general, occasional patrols from the Atlantic and
Mediterranean 6th Fleets and from the Paeific 7th Fleet ino
the Indian Oe¢ean would suffice to show the V.S, flag and
military presence on those relatively rare oecasions when that
is warranted. The opening of the Sues Canal. depending on
what controls are placed on military trafiic, will facilitate
deployments of ships from the 6th Fleet to the Indian Oceun
and Persian Gulf, The opening ol the Canal will also put
Ui S, naval bases in the Mediterranean closer to the Indian
Ocean than are Soviet bases 1 the Black Scea.

DO THE RUSSIANS HAVE BASES IN THE
INDIAN OCEAN?

“We have to sort of watch the word *hases™ here because the Russians do not have bases per se.”

Deputy Chicf of Naval Operations | Plans and Policy

Rear stdmiral Charles D Grojean, Director.
Politico-Military Policy Division.,

March 8, 1974
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CONGRESSMAN HAMILTON OPPOSES DIEGO GARCIA BASE EXPANSION
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Thursday, April 4, 1974
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Boviet military move to date has been In attention. W hove definite naval Arepomn st
gn'ect res’pon:le to something we have Fourth, to delete thls request and wait viority. i ) o
L one previously. . until the regular fiseal year 1975 Defenes The Defense Department offers s
: : . » « » Almost overnight our military bill 1s considered would mean a delay of litany on places where the Soviet Union
K mvolvcmcnt.in the Indian Ocean area only 6 to 8 months in construction on the is doing things or has facilities, ut we
and the Persian Gulf secms to be esealat- island. ‘ must ook behind what the Soviets ure
ing unchecked. On the one hand, we a1 Fifth, we now have naval superiority domg in Somalla, Socolra, Aden, I :1(('
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QOcean and on the other, we eontinue er naval capabilities for the immediate mit that the Soviels' nava) involvement
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.‘-Washlngton haa been forced to
rethink {ts military strategy as Soviet
seapower has grown steadily in the
last decade. American stateamen are

. look to thefr lines of communlcatlon to
'1: Western Europe.
i " A hundred years a.go Britain went
1 through a similar reappraisal of its
19| imperial commitments to a challenge
ig] of similar proportions in Centra)
il Burope — from Bismarck's Ger-
é‘ | -many. A brief glance back will help to
q understa.nd Washington’s problem of

. toda

g e In the 1870’s, Britain was at the
i ‘-xheight of its power. Benjamin Disrael
was Prime Minister. He preached

opportunltles. :

:But Disraell was challenged and
rought down, by Gladstone and his
little  Englanders’” who were not
lsolationanst but who were reacting
toiFrance’s sudden defeat by Ger-
-many. As liberal cabinets succeeded
| eéach other, Britain cut down on far-off
’commitments to better balance Ger-
many’s rising power. As the wiser
hand of Bismarck was removed from
the helm of German foreign policy, in

/| focus.its power in the North Sea. The
g|{volatile Kaiser's decision to expand
I'nts amall navy into a first-rate fleet
caused Britain to form an alliance
kit with Japan in 1802, to write a naval

‘| agreement with France in 1805, and to
;.| concentrate the Royal Navy in home
b ...._;_wntp.m._

_turning away from distant Asia to -

Brltaina world responsibilities and

1880, England increasingly worked to .

Superpower naval nvalry i

. By J. Snouck- Hurgronje L

The Soviet Unlon enjoys a natural L
geographic advantage in Eurasia, !
and has been adding to it a first-rate
fleet of submarines and surface ships,
which could hope to accomplish the
{solatton of the European subcon-
tinent from North American assis-
tance long enough for the Warsaw
Pact forces to make- their superior
welght felt from thelr superior posi-
tion.

The principal way for the U.8. to
break loose from the geographical
constriction threatened by the Soviet
superiority in naval ships is to build
new ships that can compete at an
equal level with ships in the Soviet
fleet. .

As it stands the Soviets have taken
the lead in introducing many classes

~of submarines and surface ships

which far outstrip most U.8. ships on
the ways in weaponry (combat capa-
bility), not to speak of out-performing
the designs of other NATO nations. An
example of this momentum may be
seen in the new Krivak class of
destroyer which crams more kinds of
alr, surface and subsurface weaponry
into a 3,400-ton hull driven with
modern gas turbines than the U.8. has
been able to plan for its unfinigshed.
7,100-ton Spruance class equivalent.
Similarly the Kresta and Kara class
cruisers make America's DLG coun-

* terparts look conspicuously insipid.

In submarines, the Soviets have
designed and put to sea five new
classes of 'nuclear-powered attack

_ boats to one American, and in num-




saalild

wroravy Wil s flrst- rate ﬂeet

, Today. bemnd the cumnt SALT

and force reduction negotiations tn

Vienna, as in the historic evolution of

‘ the triple entente, there looms . a

backdrop of great fleets trying to

reform on the one hand, and new .

fleets strongly contesting their pre-
eminence on the other. The raising of .
armies on the continent has never

alone been sufficlent to endanger .

successive Atlantic alllances. It has

. been the combination of a big army in

Europe and a powerful navy based on
the continent which has threatened

. such maritime coalitions as the triple

entente and the North Atlantic Treaty

Organization.

In domestic politics, the slmnarity
of the two eras can be seen in the
debate between the supporters of Sen.
Mike Manstield, who wish to extricate
the United States from foreign obliga-
tions, and the internationalists of both
parties. The supporters of a one-sided
cut in.‘American forces in Europe

represent the same stream in Amer- .

"' fcan history evident in Liberal pol-

ictes from Gladstone to Asquith {n

" British history, However, there is one
-, difference. The Liberal Party did not
- add to their view of British foreign

and defense policy a disregard for the
challenge of Germany expressed in

. the building of a large fleet.

hers they outbuﬂd the U 8. apprwd
" ‘mately three-to-one.
It will be necessary to explolt the

’ opportun!tjea offered by detente gen-
- erally, and the arms control talks

specifically, to ensure that con.
ventional, imited attacks on NATO
territory do not hecome plausible or

" desirable alternatives to nuclear war. .

For it is' the Soviet naval expansion
and not nuclear numerology which
has caused the instability in Europe.
U.8. arms control representatives

. should fasten their attention on tma

iBBue.

"The U.8. should also take atepe to
smooth differences in the NATO al-
liance rather than inflame them. As
wisdom prevailed in Britain over im:
perial pride at the turn of the century,
an American effort should be made to
secure the friendship of the nations it
needs to help conduct its own defense.
Canada, Iceland, and France should
appear at the top of the U.S. Ust for

diplomatic inittative, while aecondary -

considerations . such as those of the
Indian Ocean should be asaigned their
proper place. )

Mr. Snouck-Hurgronje is editor,
U.S. Naval Institute, Annapolis,
Maryland.
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Galbraith: Style, wit and sensible radicalism

The Public Interest

ECONOMICS AND THE PUBLIC PUR-
poseE. By John Kenneth Galbraith.
83 pages. Houghton Mifflin. $10.

There seem to be at least three.John
Kenneth Galbraiths: Galbraith thé states-

- man (former ambassador to India), Gal-

braith the satirist (“The Maclandress Di-
mension,” written under the nom de
plume Mark Epernay) and of course
Galbraith the economist (“The Affluent
Society,” “The New Industrial State”).
When Galbraith employs his mordant
wit and elegantly Rrenchant style in the

service of economics, his more conserva--

tive colleagues react as if he were in-
deed an unholy trinity.

Galbraith knows that economic sys-
tems are supposed to reflect reality; he
also knows that ours does not. His books

have been searching efforts to separate

economic fact from theory. In his new
book he has found what he has been
lookiug for—and he has left the economic
landscape littered with myths, especially

_the “neoclassical” theory of the open,

competitive market.

Basic to Galbraith’s new economic sys-
tem is the recognition that power resides
more and more with the “planning sys-
tem” (the 1,000 or so large corporations
that account for more than half of the
gross national product) and less and less
with the “market system” (farmers, re-
tailers, the small-business 1inen who op-
crate the nation’s service industries). The
powerful  planning-system  bureaucracy
hoth complements and influences the
governmental bureaucracy, What Gal-
braith culls “bureaucratic symbiosis” has
devceloped between the huge corpora-
tions and government agencies. And by

94

manipulation and persuasion, the “tech-
nostructure”—the scientists, engineers,
lawyers and lobbyists who run the corpo-
rations—~convinces the supposedly “sover-
eign” consumer that corporate and public
policy are one and the same.

The result of this blurring of public
and corporate interests, argues Galbraith,
is that we have missiles and moon shots
but too little housing and too much dirty
air. And all of the exploitation of the
market system by the planning system,
all of the fancy technology is not em-
ployed merely to “maximize” corporate
profits. “The primary affirmative purpose
of the technostructure,” Galbraith writes,
“is the growth of the firm.” That steady
economic growth has been accepted as
a “convenient social virtue” is undenia-
ble. That it is also responsible for pollu-
tion, environmental assault and inflation
becomes clearer with each smoggy day.

Nor does Galbraith overlook the role
of the housewifc in the planning system’s
scheme. A wife in the U.S. economy, he
says, is converted into a “crypto-servant”
who administers the consumption of end-
less artifacts she is persuaded she cannot
live without. But the current reality of
women’s lib refleccts a growing aware-
ness of the predicament.

If Galbraith is certain that the people
are heing exploited by a planning sys-
tein whose  interests
counter to their best interests, he is just
as blunt about what is required to recti-
fy the situation—"“a new socialisin.” This
socialism demands various actions:
® Sct up “full organization under public
ownership” of the weak parts of the mar-
ket system—housing, medical care and
transportation.

& Encourage  small-business men and
firms in the market system to form trade

run increasingly.

- associations, with governmental regula-

tion of prices and extended coverage of
the minimum wage as well as a major
increase in the amount.

® Abandon the unrealistic goal of full
employment and institutc instead a guar-
anteed or alternative income for those
who cannot find satisfactory work.

@ Convert “fully mature corporations” in-
to fully public corporations. This would
mean public purchase of stock for fixed-
interest-bearing securities so that capital
gains would accrue to the public treas-
ury. Such public corporations as Re-
nault and the Tennessee Valley Author-
ity are run this way now.

w Also convert large specialized weapons
firms doing more than half their business
with the government into full public cor-
porations. “The large weapons firms are

-already socialized except in name”—e.g.,

Lockheed and General Dynanices.
® Impose a publie authority to coordi-
nate diflerent areas of the planning sys-
tem. Thus the promotion of clectrical
use by appliance firms will not run ab-
surdly ahecad of the utilitics’ ability to
supply electricity.
@ Establish “a special presumption” in
favor of public support of the arts. .
Admittedly not a “revolutionary,” Gal-
braith allows that all this will come about
only through political processes—once
politics itself is emancipated from the
grip of the planning system. Since he
belicves the Republican Party is “the
instrument of the planning system,” Gal-

braith’s hopes repose in the McGovern -

wing of the Democratic Party. Will Gal-
braith’s ideas, which may be “radical”
but certainly sound sensible, work? May-
be time will tell. But John Galbraith

sounds like an idca whose time has come.
—ARTHUR COOPER

Dead or Alive?

ART AND THE FUTURE. By Douglas
. Davis. 208 pages. Praeger. $20.

“Art is dead,” proclaimed the poster at
the International Dada Fair in 1920.
“Long live Tatlin’s machine art.” Nowa-
days the cry that art is dead is much
more likely to come from the proponents
of traditional -art, a dwindling bastion
surrounded by the ever-spawning succes-
sors of Tatlin and other innovators of
twentieth-century art. Despite today’s’
near-instant communication, most of the
“public,” at least in the U.S., is really
unaware that what they still think of as
“art” is a minority activity. Painting and
sculpture, in the sense that most reason-
ably cultivated people think of them, are
indeed, for all practical purposes, dead,
replaced among young artists all over
the world by myriad activities closely
involved with new science, technology
and philosophy.

This state of affairs has given rise to
increasingly acrimonious dchate among
critics, a dcbate that Douglas Davis is
not too far out in characterizing as
largely “generational.” As NEWSWEEK'S

Newsweek
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SEEKING A NEW ACCOMMODATICN IN WORLD COMMODITY MARKETS

I. INTRODUCTION

The subject of this repoft is accesé to supplies of commodities as a
policy issue in international edonomic and political relations; In contrast to
many of.fhe issues that now preoccupy the international community, recognition
of accessbto supplies as a distinct problem area has arisen with drematic sudden-
ness. Heightened awareness of, and concern over, this problem accompanied the
sharp'ipcrease in the world oil price brought about by the actions 6f the OPEC
cartel and the worldwide emergence bf general inflation rates that are unprecedented
in modern peacetime expérience. |

Historically, policy issues that arise quickly and dramatically tend
to lgck permanence and some commentators have argued that this is likely to be
the case with access to supplies. It is true thét earlier this year there were
signs of some relaxation of concern over this issue as widespread commodity
shortages gave way té excess supplieé in the face of the most serious économic
recession of the paét forty years. The prices of many commédities had declined
significantly from the peaks achieved last year or early this year, and further
downward pressure on prices was being exerted by depressedydemand conditions.

It now appears that the low point of the current recession has passed,
with pésitive rates of growth slowly being restored in several key countries;
Yet, even while the world economy struggles along in the early stages of recovery,
a resurgence of price pressures for certain produéts and the threat of another
round of' oil price increases are contributing to fears that economic expanéion
will be cut short by an early re—emergence of commodity supply problems.

It is argued in this report that it would be a mistake to focus excessively
on the access to supplies issue as a short-term, cyclical phenomenon, even though

cyclical fluctuations have magnified, and probably exaggerated, the problem.
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The full dimensions of the problem are still unclear, but the task facing the
international community in general, and the Trilateral countries in particular,
if they are to respond constructively and intelligently to this issue,is as complgx
and demanding as any now being confronted. In fact, access to supplies is not an
issue that should be isolated from oﬁhers now facing tﬁe international community;
it reflects, in large measure, the failure to achieve within national policies and
international organizations the kinds of attitudes and mechanisms that are essential
to achieving and maintaining stability in a highly integrated world economy.

As an introduction to this report, it is important to define carefully
two terms that will appear frequently -- commodities and access t0 supplies.

Commodities. The term "commodity" will refer to all priméry products’
that enter, or that could enter, into trade among nations. .Commodities are often
subdivided according to a variety of criteria, but no single set of éonventibnal
criteria has profen fully satisfactory in a policy context. For example, the
distinction between products that are based on "renewable" or "non-renewable"
resources may give the impression that renewable resources are infinite while non-
renéwable fesources are close to being exhausted. ’In fact, at current prices many
non-renewable resources (e.g. iron ore and bauxite)are in great abundance in
relation to anticipéted demand during the foreseeable future, whereas other resources
in this category that are in potentially tighter supply can be "recycled" for
additional use or’can be substituted for by using alternatives in the production
orocess. In contrast, some renewable resources (e.g., araﬁle land and fresh water)
are being exploited so intensively in certain regions of the world that they can
be said £o be in short supply in relation to demand.

What ultimately differentiates primary products from other products in
the international economy is that: primary products require resources for which
there are natural limits on the total quantity available, although output from these

finite resources can be expanded by increased use of labour, capital, and
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technology; aﬁd the>distribution of these natural resources among nations 1s very
uneven, although trade in the priﬁary products produced from these resources can
overcome imbalances between domestic demand and supply. But commodities differ

in terms of potential supply, the cost and time involved in expanding supply, and
opportunities for substitution in consumption and productidn. It is therefore
importént, from a policy stahdpoint, to bear these differences in mind and to freat
each ‘commodity on a case-by-case basis. Furthermore, any geﬁeral framework for
dealing with commodity policy issues must be sufficiently flexible to allow for

these differences.

Access to Supplies. The term "access" will refer to the conditions that
determine the volume of, and the price‘for, commodities that are available for trade
in international markets. Access issues arise in the context of restraints on the
development of new supplies, discriminatory‘treatment among nations in the marketing
of évailable supplies, and artificial determinants of the form in which resources
are exported (i.e., the stage to which they are processed prior to shipment), as well
as with reference to £he more’traditional forms of general supply restraints such
as export quotas and levies.

.Unrestricted access to supplies would mean that the price for a commodity
would be the same in all qountries, excepf for trénsport costs, and that this price
would be determined, over time, by the coét.of pringing additional sources of
supply onto the ﬁarket.

Access to markets is as important from the standpoint of producers as-
access to supplies is from fhé standpoint of consumers. In the case of the former,
unrestricted access would mean an absence of artificial barriers to thersale.of
commodities at the prevailing world price and to the processing of the primary

products involved into more sophisticated, and valuable, forms prior to export.
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This report will be divided into three main sections. The firsﬁ
outlinesthe various factors that have created, or that may create, access to\supplies
problems in international economic and political relations. The second section
considers the alternative approaches that might be adopted by ﬁations, either in-
dividually or collectively in response to these problems and evaluates the proBable
consequences of these approaches. In the third section, recommendations are made
for policy initiatives that would represent a constructive international response
to access to supplies problems. In keeping with the perception that this issue has
a number of dimensions that must be related to the broader challenges facing the
international community, these recommendétions afe faifly wide-ranging, covering
the topics of commodity price stabilization, international trade and investment
reform, aid to less-developed countries, and the systematic collection of information
concerning world commodity developments. A final section summarizes the conclusions
and recommendations of the report.

The basic-theme of 'this report is that there must be a new balance of
responsibilities in the internafional economic and political system and that this
new balance will require changed percepfions and attitudes as individgal countries
seek to accommodate national objectives Qithin an increasingly integrated world
economy and a natural environment that is creating more demanding challenges and
constraints. On the one hand, the developed countries, especially those represented
in the Trilateral regions, must adopt a more conciliatory and enlightened approach
tb the needs and aspirations of the less-developed world if conditions for stable
and sustainable economic growth are to be échieved. On the other hand, the less-
devéloped countries, and particularly those thaﬁ are commodity producers, have a
responsibility to respond cooperatively to the initiatives of the developed nations
to create the kind of stable trade and investment environment needed to promote

global expansion and prosperity. And all nations have a responsibility to ensure
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that the world's finite resources are utilized more efficiently so that prosperity
today is not aéhieved at the.sacrifice of the well-being of future generations.

"This is nét a report of pessimists. It looks to the future as a challenging
but potentially ekciting period in which new opportunities will arise for the |
efficient use of the world's natural endowment of resources in ways that are con-
sistent with greater equity in the distribution of the benefits from this endowment.
At the same time, this report does not reflect unguarded optimism about the political
will of nations to.respond affirmatively to these new‘opportunitieé. .If the inter-
national community waits to act until the full dimensions of the challenges it faces
are clearly visible, it will be too late to avoid the harsh consequences of allowing
these challenges to remain unmet.

II. THE ROOTS OF A SUPPLIES PROBLEM

The purpose of this section of the report is to provide a precise frame-
work within which to discuss the various dimensions of the access to éupplies problem,
This framework is essential for purposes of evaluating concrete policy issues and
alternatives. The discussion is cast in terms of differént types of shortages, since
it is only in the context of a shortage that an issue can be/described as involving
an access to supplies problem as such. At the same time, if 1s recognized that
shortages represent a problem’from the perspective of consumers. To balance the
discuésion, each of the typés of shortages will also be examined in terms of the
issues they present from a producefs' standpoint.

The term "shortage" has been used in a variety of contexts. Depending
upon the specific context, a shortage may mean supplies are unavallable at any price,
or that prices have increased sharply in relation to what they had been.in the past,
or simply that prices are rising gradually over time in real terms (i.e., that they
are increasiﬁg more rapidly than the general rate of inflation). For the purposes
of'this report, attention is focused on the causes of shortages and these causes

have been divided into four general categories, each of which will be described in
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turn -- natural, cyclical (or temporary), structural, and contrived.

1. ©Natural shortages are observed when the costs of obtaining additional

supplies of a commodity are rising persistently over time in real terms (i.e., in
terms of the units of other resources required to produce a unit of the commodity).
Any finite resource is a potential candidate for natural shortages, but such‘short—
-ages only emerge in fact when demand can no longer be supplied except at rising real
costs, taking into account opporiunities for substitution of alternative resources
to meet this demand.

There has been, in recent years, a renewél of interest in the issue of
natural shortages, based on highly publicized forecasts that the world is "running
out" of essential resources. This issue has been the most difficult faced in pre-
paring this report. On the one hand, forecasts of the imminent exhaustion of
critical raw materials have been made throughout history yet the discovery of new
sources of supply and improvements in technology,‘comu;ned with the process of
resource substitution, have thus far enabled economic growth to proceed without
serious constraints béing imposed by. the ultimate Tiniteness of the world's resource
base. In fact, the '"resources problem" has traditionally been perceived as one of
deteriorating terms of trade for raw materials., creating a "vicious circle" in the
economic development of nations heavily reliant on raw material exports for their
foreign exchange earnings.

On the other hand, there are considerable risks to simple extrapolation.
of past trends indefinitely into the future. Exponential rates of growth in
population and economic activity have created massive demands on the world's supply
of natural resources. Technological advances, discoveries of new supplies, and
the substitution process continue, but in discrete jumps that are not always well-
timed in terms of the needs of the highly complex, and fragile, modern world economy.
And nations have been severely penalized for assuming that resource supplies can

always be expanded indefinitely at a constant cost (e.g., the case of natural gas



in the United Stétes).

.To economists, the issue of natural shortages can be analyzed through
careful empirical research, although any forecast based on such research will be
subject to challenge on the grounds of the assumbtions made. To the policy-maker,
however, the perception that a problem exists is at leést as important as the'facts
of the case. There can be little doubt that there is a widespread uneasiness avout
the future adequacy of resources, particularly in the advanced countries of the woirld,
which are consuming resources at a prodigious rate.

This uneasiness could lead to a struggle to secure, or to pfeserve,
available supplies of reéources. Nations with indigenous supplies would be tempted
to hoard them for their own future use; and nations without these supplies might o
forced to conclude whatever arrangements they could to secufe them, whether of 0T
'these arrangements were compatible with existing internatiénal rules aﬁd obiigations.
Furthermbre; a perception that widespread natural shértages exist or are on the ncar
horizon would give producer nations exceptional leverage in the international economy,
a leverage that could be used constructiveiy.or deétructively depending on the goais
pursued.

There is inadequate information af present to determine the exteht to
which natural shortages in fact present a problem in international reiations.
Sharply higher prices for a variety of raw materials do not provide satisfactory
evidence of natural shortages, since other factors discussea below/may be tne cause.
Indeed, one would tena to\expect natural shortages to proauCe gradual increaées in
prices over timé rather than.the kind of dramatic, ana erratic, increases observed
in recent yeérs;

Most of the research that has been done on this area suggests that there
is little imminent danger §f exhaﬁstion éf the world's resdurces,.although the

problem appears to be more serious the further out in time_one looks. This research
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is not totally convincing, nowever, since 1t has proven difficult to attach reliable
cost estimates to finding ahd/or developing additional sources of supply that are
thought to exist in relative abundance. Fufthefmore? our knowledge is inadequate
cohcerniné the possibilities for, and the consequences of, substituting other
resources for those in short supplj'and the feasibility of future technological
advances.

Even if natural shortages should prove to be a near-term problem, this
problem need not coﬁfront the international community with insurmountable difficulties.
For example, the strategy of keeping resources "in the ground" in anticipation of
higher prices in the future becomes a}rational decision onl& if it is assumed tnatb
there are no opportunities fof employing the revenues generated from the sale of
these resources at a higher rate of return. Such an assumption, howefer, involves
a logical contradictioﬁ to the extent-that, for example, opportunities exist for
developing lower-cost substitutes for those resources ior which there are natural
éhortages. The issue then becémes whether-producer nations are able to pérticipate
equitably in those activities generating the higher returns.

Having said this much, it should be recognized that not all aspects of the
natural shortages issue can be argued away éo easily. Two examplés will illustrate
the point.

First,'it is by.no means clear that current market prices provide a
completely accurate reflection of the future scarcity value of resources. It is
quite possible that a bias exists in favour of rapid development of natural resources
for the current generation at the expense of future generations. The kind of policy
issue to which‘thié situation might give rise would be illustrated by a producer
nation choosing a slower rate of resource development because it felt that a greater
preference should be given to the needs of future generations of its citizens than
that indicated by current internationél market conditions. (Technically, this would

imply that the country was discounting the future at a lower rate than that used by



other countries.)

Second;_an individual producer nation will perceive the exhaustion issue
quite differently from the international community as a whole. ‘Once that nation's
resources have been fully exploited, it has to rely on other means éf providing
for its economic needs, even though additional sources for supplying these resources
may be readily available to the international community. Arguments to the effect
that natural shortages are not a very serious issue will carry little weight with
that nation unless it 1s able to use the re#enues from the sales of its resources
to develop a viable economic base for the time when those resources have been
exhuasted (or, in the case of "renewable" resources, exploited to their phyéical
limit). |

In short; while it may be appropriate to treat concerns about natural
shortages somewhat skeptically, at least in a current policy context, these concerns
représent widely held perceptions and poténtially serious problems for individual
producing nétions with an excessive concentration on resource exports and the future

"generations whose needs are not directly represented in the marketplace.

2. Cyclical (or temporary) shortages involve imbalances between supply

and demand that'can be expected to reverse themselves with the passage of timé.
Commodity markets.have historically been subject to pronounced fluctuations. In
recent years, however, theée fluctuafions have raised increasingly important |
international policy concerns for at least three reasons..

First, t@e major national economies of the world have been experiencing
a greater‘similarity in the timing of their business cycles than in the past. As
a result, commodity producers have found it more difficult to b;lance the impact of
declining sales in some markets with rising éales in others, so that price fluctuations
have been magnified. ‘

Second, the incidence of "temporary" factors affecting commodity supplies

” appears to have been increasing. Adverse weather conditions, for example, have
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plagued agricultural output in different parts of the world with disturbing .

. regularity, and work stoppages ﬂave‘become a prevalent . factor affecting supply
conditions. Because. of the increased integration of the world economy through
trade, the vulnerability of all nations to the impact of these localized temporary
phenomena has grown.

Third, institutional changes have tended to produce a situation in which
it is much easier to reverse the impact of cyclical (or temporary) shortages on
quantities supplied than on prices., The trend toward the incorporation of cost-
of-living clauses in wagés and other forms of income, for example, means that higher
pficesfarising“fromushorﬁ—termgshqrtages;tendxto;become‘imbgddeq_into permanently
higher costs of production. A related problem is that these shortages give:-rise
to temporary."windfall gains" as higher prices ration available supplies. There is

. ~a.tendency for “governments to. perceive these windfallsias:being more -long term.than
wthey dre, -and efforts to capture these windfalls(e.g.; wnrough higher- royalties,
again have thegeffectgof;making’prodgction.costs’permanently higher).

'“ShortageS'inithis category have raised a number:.of international policy

\Eissqes,{‘Rroducinangtions, especial}yLﬁbosg.in the deyeloped world, have placed
various forms, of restraints on exports in an;attempt p9_shie}@_domestic_QOQ§umgrs
from the full brunt, of the reduced supplies and higher prices caused by these
shortages. Consuming nations, again especially those in the.developed world, have
sought to minimize the impact pfhphesqnﬁpgrtage§~on"§he;ra¢urgeﬁ# consumption .

.:Paptgrngtpy.bidding,up_prices.and)eyequQn.pccasion,_to,agcumulate inventories in

..anticipation of future shortages, thereby addingito tpg.iqqubi%iﬁy of ggmmodigy

To PATket Sy Lo o T e s brawo avad eusoiborg yilibormioo |, Fivast s
anoldeuiorlt s0ittne,, impact of; these: shortages: tas been particularly adv ;f’eg to, the; . less-
developed nations. As consumers, they have been unable to obta%Jr%ﬁmgqgggqug“§ of
ot Lipancing hobid, §gﬁ}g§q‘the~dﬁyplqged ions; for, the scarceksupp;;gﬁ that to them

ofiten repnesent,subsisfence.,, As,producers, they find that: periods of shortages,
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during which tﬁey usually get only a portidn of the windfall gains from the high
prices, are almost inevitably followed by periods of glut and low prices, and thése
sharp fiuctuations play havoc with their export eafnings and their development
- plans. |

3. Structural shortages reflect a variety of factors that frustrate the

expansion of suﬁplies that wquld otherwise be possible. Once the tyﬁes of problems
outlined here are recognized as having a significant effect on the availability and
price of important commodities, policy initiatives to correct them can be anticipated,
but these initiatives are likely to_take a fairly long time to produce concrete
-results;- Thereforé, shortages.in this caﬁegory will be of longer duratioﬁ than
cyclical shortages, but not as permanent as natural shortages.

One of the major causes of structural. shortages in the extractive
industries is an unattractive investment envifonment. On the one hand, the
financial.resources that must be committéd to finding, developing, énd delivering
new supplies of these products have risen dramatically as low-cost sources close
to markets have been depleted and as inflation has borne particularly heavily on
the inputs required for these projects. Moreover, a characteristic of maﬁy of the
new technologies for expanding resource éupplies is that the period between the
time large expenditures are made and the time that earnings start to flow has been
extended consideraﬁly. This pfoblém is compounded when new transportation
faciiities must be provided to bring the output of these projects to market, as in
the case of the Alaskan oil and gas undertakings. |

On the other hand, the risks associated with these investment projects
have also increased. The chances of these projects being expropriated has risen

- in the éurren£ world political environment, but there are more subtle risks with
< which companies must be concerned. For example, the high profits that are the re-

5. ward for success in the development of new supplies are increasingly vulnerable to
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higher taxes and royalties while, at the same time, ¢ompanies are still expécted
to bea: the costs of unsﬁccessful exploratory activities. These exploratory
activities, in turn, have increased massively in costvsince the days of the lone
prospector and the independent "wildcatter." Another type of risk involves the
problem of projecting prices (and costs) that can bé'antiéipated over ﬁhe life of
a project iﬁ the current unstable m#rket environment. A key‘dimension of this
problem, wnich is seen mdst clearly in the case of petroleum, is that a growing
spread between production costs and price gives rise to the possibility that
pricesvwill be undercut, tﬁereby placing a project fhat had appeared profitable in
jeopardy. |

Another cause éf structural shoftages is delays in the policy decision-
making process. En&ironmental concerns,‘even though often quite legitimate, fears
about the broader economic effects'of a major resource project (g.g., in terms of
its demandé on regiénal labour markets or its effects on the exchange rate), and
bureaucratic inertia have combined to retardbthe investment process.

In the same vein, Jjurisdictional disputes and uncertainties are re-
sponsible for additional delays. Companies seeking offshore drilling licenses
éften confront two or even three jurisdictions claimiﬁg authérity»in the area
(e.g., on the qontinental shelf off ihe east coéét of North America). And in the
case of the deep sea bed of the oceans, where’massive quantities of certain minerals
are located, companies as yet have no one to go to for licensing authority.

This list of the causes of structural shortages could be expanded con-
siderably to include factors such as controls on prices that yield returns that are
tpo low to.attract financing for a new investﬁent, inadequate flows of savings into
resource projects because, say, of preferential iending ratés for compéting uses of
funds, income'suﬁport programs that proﬁide disincentives for workers £o seek
employment in the remote areas where resources are to be found, a failure to provide

the transportation and related infrastructure required to open up new regions for
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development, etc.

While the nature_cf the causes of structural shortages varies, both
in kind and in degree, among commodities, the most general causes are major changes
in the complexity of the investment decision process‘and an environment for resource
investment decisions that fails to reflect adequate concern for supply problems.

L. Contrived shortages result from systematic efforts aimed directly at

increasing the margin between price and production costs. Such efforts may be
initiated by goverhments in producer nations or by private firms with sufficient
market power to control supplies. Although it is recognized that the market power
of private firms must be treated as an important policy issue, especially from the
perspective of producer nations,,it is unlikely that the exercise of this power
would lead to the kind of sudden, sharp increases in price‘that have caused concern
_in recent years. Increases of this sort are more characteristic of the exercise
of "commodity power" by'producer.nations (e.g., the case of OPEC), and it is this
issue that will be examined here. |

The success of the OPEC cartel in enforcing a dramatic increase in the world
" 0il price has led to similar efforts in other commodities and will undoubtediy lead
to more, particularly in the absence of constructive international responses to the
needs and aspirations of commodity producing nations. At the same time{ there aré
limits on the power of producers.to restrict supplies and raise prices artificially.
These limits are determined by the cost of bringing new sources of supply into
production, by substitution of'alternative means to satisfy resource needs, and oy
the ability of consumers to moderate their demands in response to higher prices. As
a practical matter, these limits place fairly narrow restrictions on the actions
of producers of most commodities; the OPEC:experience should be regarded as a unigue

situation rather than as a general rule.
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Contrived shortages may, however, work for a period of time,. during which
considerable disruption may be caused in consuming nations. But after that period
of fime, when effective response becomes possible, froducers are likely to find that
. they have achieved short-term gains at the expense of long-term sacrifices.

Why, then, are attempts aimed at bringing about éontrived shortages being
pursued? A narrow economic interpretation of this issue would relate it to the
 perception that natural shortages are in fact a near-term, and widespread, problem.
If this were the case, although the position of this report on the question is one
of skepticism, resource supplies withheld from markets today could find a ready
market, at even higher prices, in the future. This line of reasoning is likely to
be especially persuasi?e to those less-developed countries that ére heavily reliant
for their export earnings on a narrow, and dwindling, resource base.

In order to appreciate fully the nature of the contrived scarcities issue,
though, it is essential to consider it from a broader political context. On the
one hand, the resource-producing nations of the less~developed world can point with
frustration and anger to the fact that the disparities between the living standards
of the rich and the poor have been expanding even while these producers are selling
off the resource that constitutes their main source of export earnings.

On the other hand, the less-developed world finds that it has new sources
of power to disrupt the incfeasingly fragile world economic and political environ-
ment. One of these new sources of power, no matter how limited it may be in the
long run, is the ability to undermine, at least temporarily, the delicate balance
that exists between sufplus and shortage in the high—consumption nations of the
Qorld. It 1s unrealistic to suppose that these new powers will not be used if that
.appears to be the only option for achieving progress in reduciﬁg disparities in

income and opportunities.



III. ALTERNATIVE POLICY APPROACHES AND CONSEQUENCES

Although an effective policy response to the access to supplies issue
must address all of the problems reviewed in this section of the report, the need
to find a new accommodation between ﬁhe less-developed and the developed Vorlds
lies at the heart of this and other current issues in the international system.

Consider first the nations comprising the Trilateral Group. Canada, a
major net exporter'of a variety of primary products, will clearly tend to view
access to supplies issues differently than Japan, which relies on importsrto meet
the vast majority of its primary product needs. While the United States must depend
increasingly on importé to satisfy its requirements for certain primary products,
it still possesses aﬁple supplies of many resourceé and is a major exporter of certain
important commodities such as grains. Europe is more reliént, in relative terms}
on primary product importé from the United States, but the European Community has
established reasonably constructive arrangements with former colonieé, including a
number of important broducer nations.

While there arz ﬁhese‘significant differences among the Trilateral nations
in terms of resource vuinerabilities, similarities within this group should not be
minimized. Existing trade patterns and liﬁks have brought about-a substantial
degree of integration of‘these_economies, and the entire group would be affected
adversely should any of them be subjected to protracted dislocations because of an
inability to obtain essential commodity supplies.

Among the developing nations outside the Communist Bloc with significant
export potential in primary products, émphasié will be placed on obtaining the most
favourable terms for their resources. This objective need not involve irreconcilable
coﬁflicts with.¢onsumer nations regarding access to supplies issues, as loné as there
is progress in providing these countries withugreater opportunities to diversify
their economic activities and to impréve, or at least to stabilize, their terms of
trade. If appropriate initiatives are not forthcoming; however, nations in this

group can be expected. to try to use whatever power they can generate, including
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that of coordinated.action, to force these initiatives.

Net commodity importers among the less-developed nations are particularly
Vulnerable‘with respect to restrictions on access to supplies. They require primary
product imborts for subsistence, as well as for development purposes. As a fesult,
these nations are likely to be susceptible to bids to join in efforts to restrict
the supply of any product to exports they may have or to otherwise secure the means
of vayment for their import needs.

The perspective of the Communist Bloc nations on access to supplies
issues has two basic dimensions. First, the former isolation of these nations,
arising from the goal of sustaining the maximum possible degree of self-sufficiency,
is giving way to a greater degree of integration with the broader world economy.
Sécond, instability in world commodity markets provides the kind of environment
within which the political objectives of the Communist Bloc can be advanced. .It is
difficult to know how this ﬂloc will ultimately balance its economic and political
ihterests, but efforts must be made to bring these nations into the process whereby
a new accommodation in world commodity markets is sought, given their increasing

involvement 1n these markets.

There are essentially two main paths that might be followed regarding
access to supplies issues -- confliét or cooperation. The potential consequences
of conflict are so serious that some form of cooperation will almost certainly be
worked out, and this is the spirit in which these issues are now being addressed
in the international policy forum. The crucial question remains, however, of whether
this cooperation will be ﬁased on a grudging acceptance of the inevitable or on
a perception that the time is now appropriate for bold new departures in the way

the international community approaches its economic relations and problems.
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The costs of conflict are easily documented. Options for unilateral
action by commodity importers would be limited and costly, but suchvoﬁtions certainly
exist. Stockpiles of materials might be accumulated in the hqpe of easing the
burden of brospective shortages on the domestlic economy, But only at the expense
of placing further pressures on world commodity mgrkets. Vigoroué conservatibn
measures might be adopted to restrict demand, but at the sacrifice of living
standards and economic expansion. Domestic production of substitute sources of
supply might be subsidized, but at the sacrifice of efficiency and thus resl income
levels. And efforts to retaliate against nations restricting supplies might be
attempted, but such effofts would not be very suécessful, in most instances, unless
retaliatory measures were to be adopted in common by a number of countries.

Concerted actions among importers would provide a wider and more éffective
range of options in terms of both a bargaining coalition and a fall-back position
in the event that international cooperation among producers and consumers were to
fail. Stockpiles could be accumulated and production potential expanded‘more
efficiently within the group; counter measureé to the actiohs_of nations
restricting supplies could be applied more effectively; and efforts to split
prodqcer cartels would have imbroved odds for succesé.

It would be'a‘sefious mistake for producer nations to underestimate the
collective potential of the industrial nations to adjust to the consequences of
restrictions on access to supplies. Alreddy, these nations, as a group, account
for about 60 percent of world exports of primary products (excluding petroleum),
and the combination of fheir technical and financial resourcés could be applied
" with considerable effectiveness to thé task of developing alternatives to restricted
supplies. At the same time, these resources would have to be.diverted_from their
most efficieﬁt employment, so serious costs would be involved. More importantliy,
it would be exceptionally difficult to reach agreement on concerted actions among

the industrialized nations, given the differences noted earlier in this section.
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The costs of conflict to ?he producer nations would be quite high,
although it is understandable that they might be willing tc bear these cosfs,out
of a sense of frustration with the lack of progress made .in improving their long-
term economic prospects. If conflict were to persist, the danger faced by these
countries is that their access to markets, technology, management skills, and
even certain primary products would be further restricted and that they would‘find_
that the development of substitutes and alternative sources of sﬁpply by importers
would reduce their potential markets.

The most serious costs from conflict regarding access to supplies, however,
" are likely -to be observed in terms of instability in the broader international
economic and political spheres. Rather than producing well-defined "bloes" of
consumer and producer nations, conflict here would be more likely to result in aﬁ
acceleration of a trend away from multilateral approaches in international relations.
~ Certain industrialized nations, either out of economic uecessity or a particular
sense of respbnsibility to the‘needs of less devéloped countries, could be expected
to seek accommodation within discriminatory arrangements with these countries.
Other nations would respond with théir own special arrangements, which might take

"economic warfare,"

a variety of forms. The result could easily be a world of
with diseriminatory and retaliatory measures proliferating, with efforts to insure
domestic self-sufficiency diverting massive amounts of productive resources from

their most efficient employment, and low rates of economic expansion and in all

probability high rates of inflation.

While the high costs of conflict should be clear, the problems involved

- in seeking cooperative approaches, especially in the current economic environment,
must also be recognized. Appeals to "striking new bargains'" between consuming and

'

producing nations sound logical and attractive, but the reasons these "new bargains'

have not been struck in the past are deeply imbedded in the attitudes and the per-
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ceptions of those to whom.governﬁgnts in the industrial nations must respond.
New bargains require adjustments that are resisted ih a comfortably affluent
environment. When that affluénce is threatened, initial reactions tend to be
defensivg rather than accommodating.

A new accommodation between consumer and producer hations will require
some redistribution of income and employment opportunities internationally, and
it is this redistribution that will lead to resistance. Evidence of this resistance
can be found in the difficulty that industrial nations are having adjusting to
changing economic conditions generated within their own economies, and this is an
important factor in the high inflation rates being obser?ed in these nations
simultgneously with rising rates of unemployment. Thué, the search for this new
accqmmodation must be conceived as-offering an épﬁortunity to\return to a more stable
economic environment both domeétically and internationally, and in this sense all

nations share responsibilities.

IV. TOWARDS A NEW BALANCE OF RESPONSIBILITIES

The purpose of this section is to put forward an integrated series of
broad recommendations that wéuld constitute a constructive response to the issue
of access to supplies. Five points bf‘reference havevbeen considered in framing
these recommendations:

1. What is regarded as necessary is an approach that‘goes beyond modest

incremental changes in the current international system.

/
2. There is an emphasis upon consistency between the approaches sug-

gested in the area of access to supplies and those that would be appropriate for
other issues confronting the international systeml(mahy-of which have.been,‘or will
be, the subject of other Trilateral Task Force Reports). The priorities implicit
in these recommendations have been set with the specific context 6f access to
supplies in mind, and these priorities might be ré—oraered from a broader context

for international reform.
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3. - It is felt that recommendations shouldi as a pragmatic matter, go
beyond broad generalities without becoming exceesively specific. Implementation
of these recommendations will require painstaking negotiations on precise details
and mechanics.

L. While efficiency and equity are regarded as equally important
objectives, these recommendations seek to make a clear distinction between the two
concepts.

5. It is regarded as important that there should be both the appearance
and the reality of balance in the responsibilities of both consumer and producer
nations in the area of access to supplies.

These recommendations are presented under six majon neadings: general
: principies, information collection and research, commodity price stabilization,
trade reform, investment matters, and income redistribution.> The order-in which
these recommendations are presented should not, in itself, be regarded as implying
a ranking of priorities.

General Principles. The problems confronting the international economic

community in assuring the adequacy of commodity supplies merit the incorporation of
. general principles in this area in such documents as the United Nations Charter
and of meaningful codes or rules of conduct to implement these prinoiples in such
documents as the General Agreement On Tariffs And Trade. Specific principles in
the form of codes or rules will be discussed under subsequent headings; here, some
recommendations for‘general principles are put forward.

1. National soVereignty implies the rights of countries to control the rate of
development of, and to'collect a fair return for; resources located within their
bonndaries; resgurces located outside the national jurisdictions (e.g{, those of
the deep sea bed and in space) are the common property of all mankind.

72. In determining the pace at which their resources are to oebutilized, nations

have an international obligation to minimize hardships in other nations that might
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result from discretionary actions to reduce the rate of utilization from what iﬁ had
previously been.
3. There is-a collective responsibility to weigh the needsnahd‘rights of future
géneratiohs as being equal to those of the current generation. (This implies, for
example, the possibility of establishing certain international minimum standards for
efficienq& in resource consumption.) ’
4. Access to supplies should be available to all on a non-discriminapory basis,
subject to exceptions negotiated internationally in advance, which might include:

a. Provisions for preferential_tréatment of domestic cuétomers in thé

event of temporary or natural shortages.

b. Pro#isions for préferential treatment of traditional foreign

customers in the event of temporary or‘natural shortagés, pro-

vided that the general terms of such arrangements were reéistered

with an appropriate international institution in advance.

‘c. Provisions for discriminatory treatment as a method for

penalizing participants in measures giving rise to contrived

shortages.
5. Access to supplies should Be taken to include all forms of inpﬁts into the
economic growth process, except for those determined through international agree-
ment to be critical for the purposeé of nationgl security.

If general principles aré to have any prgctical significance in the
conduct of nations, appropriate institutional mechanisms t§ implement them must
be put in place and a system of saﬁctions for pehaliziné violations must be worked
out. Some éuggestions in this regard are contained under -later headings.

Information collection and research. Effective policy-making, particularly

in an area as complex as commodity supplies, requires far better information than

what is.currently available. - One of the major recommendations of this report is
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that an internationad; information and research center for commodities Be established.
IThe organization and functions of this center should be along the following lines:

1. Organizgtion -- The center should be a non-national, non-political
institution. It should be staffed and supervisedyby experts, and while the gdal
should be:to achieve a balanced representation between producer and consumer, and
industrial and other, éountries in the nationalifies of those émployéd by the center;
there should be norxigid formula and all employees should be as independent as
possible from political pressure. Decisions regarding the activities of the cente
should generally be faken Vithout formal voting, wifh reliance instead on a proces
designed to maximize the role of professional analysis and Jjudgment. Financing of
the center's work should be on an automatic basis for periods of at least five
yearé. Its day-to-day operations should be supervised by a director who would
be appointed for. at least a five-year term and who would be someone with a long-
established reputation for independent, professional judgment. This director woul
report to an executive committee that would be representative of, but not rep-
resenting in an official capacity, the nations sponsoring, and adhering to the rul
of, the center. This center might be patterned after, and poésibly even affiliate
with, tge World Bank or the GATT Secretariat, but some of -the other recommendation
in this report will bear on this decision.

2. Functions -- The center should serve first as an information clearing
house. Participation in the centef, which would entitle the participants to all
information received, would require nations to submit regular reporté, according to
a prescribed format, covering such topiés as commodity consumption; commodity.
production rates; capital spending on resource-related projects in place, under
way, and planned; and inventories. The center would also serve a forecasting
. function and would undertake technological surveys, including in these surveys an
analysis of the anticipated environmental consequences of:technological alternatives

and planned investments. The center would publish its reports and studies,
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“although the timing of publication releases would'ta#e info‘éccount their possible .
iﬁpact on commodity market béhaviour. It is felt that the ceuter should have the
responsibility to investigate, and to report on, charges of contrived shortages and
to make recommendations concefning instances it ideﬁtifies of important examples
" of structural shortages. The center should not, however, be responsible for any

enforcement activities concerning its recommendations.

Commodity price stabilization. It is possible to be very sympathetic

withvthe objective of stabilizing commodity prices while at thé‘same time being
highly skeptical of the prospects for bringing about this objective. This describes.
the basic position of this report. For one thing, the histor&rof commodity agree-
ments does not lead to much optimism aboutithe chances that they will prove very
durabie. For another, theie is usually a confusion of the objectives of these
égreeMents, and this confusion bécbmes a major facfor in their poor performance
record. Finally, there is reason to suspect that some of the support for these
arrangements in current discussions stems from the belief that buffer stocks, which
are a necessary feature of a’workable agreement, would provide a form of hedge
against the possibility of contrived shortages.

A fundamental question, which rarely receives the attention it deserves,
concerns the reasons for thinking that short-term fluctuations in price should be
dampened. These fluctuations, after all, provide valuable‘signals to both producers
and cénsumers. A traditional-argumeht for commédity agreements is that they help'
stabilizé'the revenue flow to producer nations that are heavily reliant on one
or a few primary products for_their_eprrt’earnings. It is by no means clear,
however, that stable prices will produce stable incomes. (They would not if there
are major fluctuations in supplies.)

ﬁaving said this much, it is recommended that serious efforts be méde to
" devise new approaches to the commodity price stabilization issue. The reasoning

behind this recommendation is that it would be desirable to reduce the uncertainty



- 2h - -

that exists in world commodity markets and the possibi;ity of sqdden sharp changes
in commodity prices. Uncertainty and sudden changes create instability in the
economies of producer nations and raise the level of risk that is likely to be
associated with investﬁents in resource-oriented projects. An additional factor
in the argument is that, as noted earlierbin this report, the spread of the use of
cost-of-1living escalators>for wége; and other forms of income may mean that large
ﬁemporary increases in commodity prices have a "ratchet effect" on costs. and thus
the rate of inflation over time.

The specific recommendations made in this area fall under the headings
of principles and meéhanics.

Principles --
1. Commodity agreements should be confined to the single objective of stabilizing
price fluctuations caused by temporary shortages. (The objective of income re-
distribution is covered later under the appropriate heauing.)
2. While stability, or at least reasonable predictability, in commodity prices
should be sought over the medium term (three to five years, say), measures to achieve
this résult should be sufficiently flexible so that prices are responsive to market
' forces over the longer term.
3; There should be a case-by-case approach to determine whether or not a particular
product should be made subject to a commodity agreement, and the decision in this
métter should rest with the consumers and producers involved rather than wiﬁh some
"umbrella" organization. This principle follows from a perception that the
effectiveness of commodity price stabilization arrangements depends upon a wide
variety of factors that differ significantly among commodities. Some of the
important factors here include the degree of concentration of production, the
economic situation of the producers, the ecohomic importance of the commodity to
consumers, the opportunities for substituting other commodities, the cost of '

carrying buffer stocks, etc.
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b, Commodity agreements should be self-financing in the sense that the. carrying and
opérating costs of buffer stocks should_be recovered from the administration of
tﬁese stocks. (Special provisions will have to be»made in cases where the real
price of a commodity is falling over time, and these provisions are discussed later.)
5. Commodity agreements should follow general conditions set forth by an inter-
national body (such as thé GATT) and should be opeﬁ—ended to permit.any country
willing to ascribe to its positions to join. Sanctions, subject to terms agreed
upon interﬁationally in advanée, would be permitted to respond to actions contrary
to the‘agreement.
Mechanics —-
1. An international brganization (the GATT would be a cahdidate‘if its member-
ship were to be broadened) would serve as a registration and ménitoring center for
commodity agreements negotiated among producers and consumers. One of the functions
of this center would be to estabiish general criteria ror these agreements that
would have_fo‘be satisfied before a registration would be approved.
; 2. Buffer stocks should be a nécessary feature of any commodity agreement, and the
:.;reation and administration of %hese stocks should follow guidelines established by
‘the organization registering the agreements. It is envisaged that the fiﬁancing
- of these buffer stocks could be provided bj an organization with a broader mandate,
the terms of which will be set out below. (In this context, a joint affiliate of
‘fhe World Bank and the GATT might be an appropriate organization for the tasks
envisaged.) |
3. The appropriate size of Buffer stocks would have to Be determined on a case=by=-
case basis. For some commodities (e.g., grains) fhey would have to be iarge enough
to serve the dual objective of price stabilizgtion and emergency relief; for
others (e.g., most metals) these stocks might oniy have.to be large enough to

moderate extreme fluctuations in demand or supply.
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4. Commodity agreements should be subject to periodic review to insure that their
terms and operations are responsive to long-term‘market forces.
5. In terms of the day-to-day operations of these agreements, it 1s recommended
that certain reasonably automatic pfocedures along the following lines be adopted:
a. A certaln basic price would be negotiated, and it is anticipated
that this basic price might be allowed to vary over the medium term
(i.e., until the next periodic review of the agreemént) with some
appropriate measure of the overall rate of inflation (e.g., a weighted
average of national industrial selling price indices). (Néte: The
genefal subject of indexation is covered later under the heading\of
vincome'redistribution.)
b. Buffer stocks would be accumulated when the market price fell below
this base price, and the rate of accumulation would accelerate the
v greater‘the difference became; buffer stocks would be sold off when
the market price exceeded this base price, and the rate of sales
would.again accelerate as this gap widened:
6. Penalties should be imposed on nations violating the terms of commodity agree-
ments, both'fhrough the provisions regarding purchases and sales by the buffer stock
administration and other sanctions to be proposed later.
T. While buffer stocks should be administered internationally, this should not pre-
clude individual nations from undertaking their own supplementary buffer stock
~ programs. The conditioﬁs should be imposed, however, that these nafional stocks
not be "visible" and that no additions to them from imports should be made when
international stocks are being sold off and that no sales should be made for export
when internationai stocks are being accumulated.

Trade reform. This report places primary emphasis upon trade reform as

a response to access to supplies issues and regards this emphasis as appropriate

from the standpoint of both producer and consumer interests. Recommendations are
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grouped under two headings: general principles and specific proposals.
General principles --

1. The multilatéral, most-favoured-nation princiéles of GATT should be applied in
the same way to exports as to imports.
2. The level_and‘structure of tariffs and non-tariff distortions should not prevent
the balanced ecbnomic development of any nation adhefing to international trading
rules. |
3. Regionélization of trading arrangements (an example might be the LOME Agreement
between the European community and certain less-developed, commodity-producing
nations, although this report views the agreement as a constructi&e prototype
for a broader international agreément) should be a&oided unless there is a failure
to reach_iﬁternational agreement on basically similar termﬁ. S
4, In the event of temporary shoftages, "escape clause" provisions should be per-
mitted as an exception to rules regarding non-discrimiuation in access té supplies,
provided that these provisions are made known in advance and follo% guidelines
agreed upon internationally.

5. Subsidies in the form of preferential prices for domestié customers in producer
nations should be permitted only if these subsidies db not provide an artificial
incentive for the relocation of'production activities. An exception to this
principle, similar to the "infant industry" argument for tariffs, would be made
 for less-developed countries on the condition that preferential domestic prices
would be phased out according to a firm schedule.

Specific proposals --

N (Note: This report regarqs a package approach to trade reform'to be necessary.

,It.is inconsistent, and impractical, to argue that resfrictions on exports should
. be controlled in the interests of eqqitable access to supplies without also arguing
. the féstrictions on imports should be reduced in the interests of equitable access

. to markets.)
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1. The tariff schedules of industriaiized nations’provide‘for an "escalation" of
tariff rates as the degrec to which imports are processed increased. This escalation,
vhich is especially pronounced when goiﬁg from rav materials to semi-processed
materials,.is an artificial barricr to the industrial development and diversification
.of less-developed, commodity-producing nations. This barrier, and non-tariff
distortions that have the same effect, should be sharplyvreduced, and progress 1n
this area should bhegin promptly, without waiting for the completion of the currcnt
round of GAT'[l' ncgotiations.

2. At a broader level, generalized prefercnces for the cxports of less-developed
COuntrieS.Should be made more meaningful by reduci%g the list of éxemptions to thése
preférences and by relaxing the quantitative limits beyond which these preferential
rates no longer apply.. Again, these initiativesvshould not be delayed by'the

current GATT negoliations.

Investment matters. Investment is the principal means of relieving supply

shortages, regardless of their cause. 1In recenﬁ years, however,}three major problem
areas have emerged in which barriers are being created to the expansion of invest-
ment in lmportant resource sectors: the massive scale of financing required to
expand output? especially in the extractive industries; an increasingly unstablce
investment enviromment within the producing nations; and a variety ol forms of
government intervehtion, taking place without a recognizable long~term policy
focus, ih several of‘thevmajor industrialized countries. The recommendations in
~this section are directed tovthese three major problem areas.

1. There is a need for careful study of new forms of business organizatiohs to
respond to basic changeg in the magnitude and the risk of major resource under-
takings. In some cases thié may involve large-scale joint vehture among two or
nore private enterprises; in others, government involvement in a risk-sharing
capacity with firms in the brivate sector may be necessary. These new approaches,

especially those involving mixed private and public sector ventures, will raise
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impqrtant issues concerning the speed of the decision-making process, attitudes
towards risk, and pricing actions.

2. The view of this report is that while there is a need for more effective
international coordinaﬁion of the economic regulations governing the activities

of multinational enterprises (MNEs), these companies are generally a constructive
and dynamic force for thé efficient mobilization of financial, managcrial, and
technological resources on a world scale. At the same time, the less-developed
nations are striving to achieve greater management control over their economies,
and their ‘efforts have created an unstable international investment environment.
Cne way of -approaching this problem is thréugh the service contract route, whercby -
MiiTs perform certain tasks at a guaranteed rate of return. A major weakness of
this-appfoach, however, 1s that most producer nations (apart from some of the OPEC
members ) éo not have the financial resources to risk in the highly speculative,

but essential, stages of pre-exploration and‘exploration. An aiternative course,
and one particularly fecommended in the context of this report, is to cfcate a
more stable investment environment in which MNEs may operate while providing for
the gradual assumptioﬁ of an ownership position by the host country. Such an
approaﬁh would require agreement, in advance, to a binding contract between both
parties, and a push in this direction might be given by the industrialized éountfies
through the provision of insurance against .expropriation in resource projects for
cases where companie; could produce a contract meeting certain prescribed conditions.
"o assist host countries obtain the financing necessary to achieve a gradual

assumption of a controlling ownership position in these ventures, it is proposed
Al

-Lhat there be a major increase in the authorized capital of the International

~

3

Finance Corporation.

3. Several -of the Trilateral nations (Canada and the United States, in particular)

i*can be charged with creating the kind. of structural shortages discussed earlier

¥ in this report; The failure to develop clear and. consistent approaches to
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domestic resource policy issues creates an impression among producer nations of
the Third WOrld.that there is a lack of fesolve on these issues, and they will
be able Lo say with considerable justification that shortages that may soon
develop again in the industrialized nations are, to a large extent, of their

own making.

Income redistribution. Several of the recoummendations above, principally
‘Ain the area of trade reform, would, at a minimum, create new opportunities for
increasing the incomes of less-developed nations.. These recommendations have as
thelir primary goal, however, the removal of imperfeclions and artificial barriers
in the international economic system, consistent with the view of this report that
efficiency is an appropriate starting point Tor dealing with the issue of access
- to suppliés. In this section, additional recommendations are made regarding
income redistribution measures from the standpoint of equity.
1. The heart of any incoﬂe redistribution proposal is its source of financing.
The recommendation of this report is that a graduated international tax be levied
“on the basis of national consumption. Bolow a certain level of consumntion, the
tax Woﬁld be zero. This tax would be set in recognition of the fact that it would
probably displace a fairly significant proportion of existing aid contributions.
The payment of this tax would bz cut of a nation's general tax revenues. (An
alternative approach that was cousidered involved a tax levied dirvectly on the
consumption of a spécific list of commodities within nations above & certain in-
come level, but this would be a regreesive form of taration and would involve a
nymber of complex mechanical problems.)
2. The proceeds from this tax, ich would be administered by an agency such as
thc.World Bank, would be used for the following objectives:

a. No nation éhould receive less (non-military) aid than prior to

“the introduction of the tax schenme.

b. Funding would be provided, as neccssary, to meet a.portion of
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any deficits arising from the operation of internationally

registered cowmodity stabilization agreements.

¢. Funds would be made available for the purpose of vroviding

adjustment assistance to countries submitting, and having approved,

plans to diversify thelr economic activity away (rom commoditics

for which the real terms of trade werc dc&lining.

d. There would be an incresse in the suthorized capital of the

International Finance Corporation and financial assistance . .to the

United Nations Development Program in support of resource exploration

in developing‘coun@ries. '

e. Remaining procceds wvould be used to increase unconditional aid

on the basis 6f incomes (as a sort of internéﬁiOHal "negative" in--

come th).
3. This system would be approached in a way tﬁa£ providad an integrated set of
sanctions for nations unwilling to participate qither in the consumption tax or iu
the various proposals for bringing about a more assured access to supplies. For
example, a nation found to be violating trading rules regarding contrived scarcilties
would be ineligible for fuﬁding under the prograns outlined aboﬁe.
i, The tax schedule would have to bz the subject of international negotiation. Tax
payméhts would be phased in over a period of time, but.it is noted that the massive
gap betwéen potential and current production in the'industrialized_ndtions makes
this a particularly opportune time to initiate such a progrem. The initial target
for the total amournt generated feom ﬁhe tax might be set at 0.5 pércent of.the

national income of a group such as the OLCD nations, rising to 1.0 percent at the

end of five yecars, after which the program would be evaluated for its cffectiveness.

5. The major benefit of this proposal Trom the standpoint of the nations paying

the tax would be that it would be integrated into an overall approacl: to access

to supplies issues. It would thus provide a positive benefit in the form of



|
[98)
N

|
E

ereating conditions for a more stable enviromment for economic expansion.

The final recommendation of this report concerns the issue of commodity
price indexation, a topiec that has been discussed al considerable length within
the Task Torce. Indexation is an attempt to fix terms of trade during a period
of inflation. While the objective is understondable, this report regards in-
dexation as an unsutisfactory'approach. If, on the onc hand, the rcal terms of
trade‘for a commodity arve improving, attenpts to hold"bri¢es to a rigid indexed
level over the long term will eventually result in shortages. One lthe other hand,
if the reai terms of trade arve deteriorating, an indexcd price could be sustaihed
only by the continuous accumulation of surpluses in some sort of "stockpile."

A superior approach would be to strive to achieve a stable or lamproving terms
of trade Tor a diversified range of exporis, and it is to this end thal carlier

recomnendalions have been made in this report.
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Alumni Asn; Ga. Retired Téaéhers Asn; Ga. Sch. Bus. Drivers Asn; Ga.
Rocking Horse Asn; Hiwasee Swine Asn; Rep. Party. Ga. Coach of the Year,
51 & 57. Rel: Uniled Methodist. Maxhng Add: Route 3, Box 387, Chatsworth,
Ga. 30705. .

BRADLEY, CLARK LYNN : R
Cahi State Sen.
opeka, Kans, 7/18/08; s. Glen.nD Bradley and Mae E. Clark B; m.
8/19 67 to Della Bradfield; c. Lyn T, Roger C, Sherill M. (Mrs. Hellma.n)
and Maureen C. (Mrs. Jones) Educ: Hastings Law Col, Univ. Calif, LL.B,

" 31. Polit. & Govt. Pos: City councilman, San Jose, Cam‘ 38-42 & 48- 50,

mayor, 50-52; Calif. State Assemblyman, 53-62; Calxr State Sen, 62~ Bus &

. Prof. Pos: Practice of law, San José, Calif, 31." Mil Serv: Entered Naval

Res, 42, released as Lt. Comdr, 45. Mem: Calif. and Santa Clara Co. Bar

Asns;-Am. Acad. Polit. & Soc. Sci; Commonwealth Club; past pres, San Jose

Kiwanis; bd. dirs. and past pres, Santa Clara Coun. Boy Scouts; bd. dirs,

Salvation Army and Red Cross; bd. mem. and past v.pres, Good Samaritan

Hosp, Santa Clara Valley. Rel: Latter-day Saint. Legal Res: 156 Dana Ave,

%an Jgse CA 95126. Mailing Add: 609 First National Bank Bldg, San Jose,
A 95113.

BRADLEY, DAVID HAMMOND . R
N.H. Stale Sen.
b. Keene, N.H, 5/8/36; s. Homer S. Bradley and Alice I. Proctor B; m.
6/18/60 to Ann DeRoma; c. David H, Jr, Jeffrey C. and Chnstop.her R. Educ:
Dartmouth Col, A.B, 58; Harvard Law Sch, J.D, 65; Phi Gamma Delta. Polit.
& Govt. Pos: Mem Ha.nover Sch. Bd, N.H, 66- 69 chmn, 67-68;, mem, Dresden
Interstate Sch. Bd, 66-69, chmn, 68-69; exec. councl.lor N.H. Sch Bd Asn,
68-; N.H. State Rep - 73 N.H. State Sen, 73- Bus. & Prof. Pos: Lawyer -
and partner, Stebbins & Bradl , Hanover, N.H, 65- Mil. Serv; Entered as
Ens, Navy, 58, released as Lt. g), 61, after serv. in Destroyers, Atlantic.
Ocezn, 58-61; Lt, Naval Res. Publ: Toward simplified rules of order, N.H.
Bar J, 69. Mem Grafton Co, N.H. and Am. Bar Asns; Rotary. Rel: Prot-
esta.nt Mailing Add: Fox Fleld Lane, Hanover, NH 03755

BRADLEY, DOROTHY MAYNARD - D
Mont. State Rep. -

b. Madison, Wis, 2/24/47; d. Charles Crane Bradley and Maynard Riggs B;

single. Educ: Cole. Col, B.A, 69; Phi Beta Kappa; chmn, For. Student Comt.

Polit. & Govt. Pos: Mont. State Rep, Gallatin Co, 71-; del, Dem. Nat. Conv,

72, Mailing Add: Route 3, Box 104, Bozeman, MT 59715.%

BRADLEY, GERALD ALLE\I . ‘D
I11. State Rep.
b. Chicago, 10/15/27; s. Gerald F. Bradley and Marie Ryan B; m. 12/19/51 to
Mary Margaret Condon; c. David A, Michael E, Kathryn M. and Margaret M.
Educ: 1ll. Wesleyan Univ, Ph.B, 50; Phi Gamma Delta. Polit. & Govt. Pos:
Pres, McLean Co. Young Dem, 111, 54-58; treas, McLean Co. Cent. Cmt, 62~
66, precinct committeeman, 68-69; 1. State Rep, 69- Bus. & Prof. Pos:
Owner, Bloomington Tent and Awning Co, 56- Mil, Serv: Entered as Pvt,
Army, 50, released as Sgt. 1/C, 52, after serv. in Sixth Armored Div. Mem:
K. of C; Am Legion; Elks; Order of Titans. Rel: Catholic. Mailing Add:
1506 E. Washington, Blocmmgton IL 61701.

BRADLEY, GORDON ROY ’ . R
Wis. State Rep.

. b. Utica, Wis, 7/9/21; s. Roy Carl Bradley and Mayme Thrall B; m. 10/26/46

to Bettylou Hazel Fisher; c. LuAnn Marie. Educ: Univ. Wis, Madison, I year
Polit. & Govt. Pos: Sch. clerk, Oshkosh, Wis, 46-62, town clerk, 62-67, town
supvr, 67-; Wis. State Rep, 69- Rel: Protestant Mzuhng Add: 2644 Elo Rd,

Oshkosh, Wzs 54901.*

BRADLEY, JAMES . D
Mich. State Rep.

b. Hope, Ark, 1/9/14; s. Samuel and Bessie Bradley, m. 7/7/35 to Ethel Mal-

lory; €. Four sons and four daughiers. Educ: Pub. schs, Detroit, Mich. Polit.

& Govt. Pos; Constable, Wayne Co, Mich, 53; Mich. Stale Rep, 54- Bus. &

Prof. Pos: Real estate. Mem: Actxve in c'nc and church groups. Mailing

Add: 3750 Concord St, Detroit, Mich. 48207. .

BRADLEY, JAN’ET MARY : D
Mem, Southeast Dist. Dem. Comt, Alaska
b. Baltimore, Md, 5/9/35; d. Fra.ncxs Joseph Litz and Ella Doris Manni.ng L;
m. 1958 to Richard Alan Bradley; c. Anne, Mary Katheryn, Alana and R.lcha.rd
Alan, Jr. Educ: Dunbarton Col. Holy Cross, B.A. magna cum laude, 57; Univ.
Dijon, 57-58; Univ. Wash, 70-73. Polit. & Govt. Pos: Auke Bay Precinct rep,
Juneau Dem. Precinct Comt, Alaska, 67-72; alternate del, Dem. Nat. Conv,
72; campaign coorc, McGnvern for President, Southeast Alaska Dist. Three
& Four, 72; secy, Southeast Alaska Dist. Dem. Conv, 72; mem, Southeast
Dist. Dem. Comt, 72- Bus. & Prof. Pos: Instr. in French, Univ. Alaska and
Juneau-Douglas Commun. Col, 69-72. Mem: Am. Asn. of Teachers of
French; Kappa Gamma Pi; League of Women Voters; Common Cause. Ful-
bright Scholarship, U.S. Govt, 57. Rel: Catholic. Mailing Add: Box 594,
Fritz Cove Rd, Juneau, AK 99801.

BRADLEY, JOHN ALBERTSON : L R
Mem, N.J. Rep. Siate Comt.
b. Pleasantville, N.J, 4/1/08; s. Joseph Harry Bradley and Elizabeth Albert-
son B; m. 9/1/38 to Mildred Marie Hoole; ¢. Elizabeth (Mrs. Mullis), John A,
II and Charles C. Educ: Drexel Univ, scholarship, 30; B.S, 32; Rutgers Univ,
M.Ed, 65; Columbia Univ, Cert, 68; Blue Key; Theta Chi. Polit. & Govt. Pos:
Chief of field training, U.S. Army, Wash, D.C, 50-52; chief of admin, Army
Nat. Guard Bur, 52-53; sr. adv, Rep. Korea Army, UN Conimand, Korea,
53-55; plans and operations off, Mil. Dist, Wash, D.C, 55-59; mem, Middlesex
Co. Rep. Comt, N.J, 67- mem, N.J. Rep. State Comt, 63- Bus. & Prof. Pos:
Spec, investr. and mgr, Retaxl Credit Co, Phila, 33- 37 gen. mgr, Credit
Rating Serv, Plainfield, N.J, 38-40; teacher hist, Franklm High Sch, Somer- .
set, 63-; pmf mil. sci, Rutgers State Univ, 59- 63 Mil. Serv: Inf. 0[( Army
Res 32-40; inf. andgen stalf off, Army, 41- 63, released as Col, 63 after
serv. in 78th, 79th, 3rd, 6th, and 9th div, repl, sch and Far East Command,
UN, KMAG, MDW and OCSA, 32-63; Legion of Merit, Army Commendation
Medal with Oak Leal Cluster, Korean Distinguished Serv. Medal with Gold
Siar, various campaign and serv. awards. Publ: Administrative Instruc-

tions-Field Training, Nat. Guard, 51; U.S. Govt. State Funeral Plans, Wash,
D.C, 57; The Reserve Officer Training Corps, Rutgers Univ, 2. Mem: Nat.
Educ. Asn; charter mem, Asn. U.S. Army; Rotary; Lions; Middiesex Coun.
Boy Scouts; N.J. State Soc; Disabled Am. Vet; Am. Legion; Mason, Jennings
Hood Award, Drexel Univ, 32; Rotarian of the Year, 62; Rep. of the Year,
Milltown, 65. Rel: Methodist, Episcopal. Mailing Add: 316 N. Main St, Mill-
town, N.J. 08850.

BRADLEY, MICHAEL JOSEPH : D
b. Philadelphia, Pa, 5/24/97; s. Dennis J. Bradley and Hannah McCarthy B;
m: 7/6/19 to Emily Angiwli; wid; ¢. Raymond J, Marian T, Catharine B.(Mrs.
Arter) and Edward J. Educ: High Sch. Polit. & Govt. Pos: Dep. ins. cmnr,
Commonweaith of Pa, 35-37; U.S. Rep, Pa, 37-47; chmn, Dem. Co. Exec. Cmt,
Phila, 45-48; collector of customs, Port of Phila, U.S. Treas. Dept, 48-53;
dep. managing dir, City of Phila, 53-55; mem, Bd. of Rev. of Taxes and Bd. of
Viewers, Phila, 55- Bus. & Prof. Pos: Investment, security and brokerage
bus, Phila, 20-35. Mil. Serv: Entered Navy, 17, released as chief radio elec-

: trician, 20, after serv. in Europe, 17-20, Mem: Independence Nat. Park Adv.

Cmn, 45-; K. of C; Am. Legion; VFW, Rel: Roman Catholic. Mailing Add:
9737 Redd Rambler Dr, Philadelphia, Pa, 19115.

" BRADLEY, RUSSELL WALLEN D

b. Herrnansvllle, Mich, 8/12/21;s. Martin R. Bradley and Jennie Wallen B;
m. 1947 to Alice Marian Knapp, c. David Russell, Peter Alan, Robert Wil-
liam, Elizabeth Ann, Karl John and Richard Walter. Educ: Univ. of Mich;
Cornell Univ; Wayne State Univ. Polit. & Govt. Pos: Field examiner, Nat.
Labor Rels. Bd, 46-55; prosecuting attorney, Menominee Co, Mich, 59-68;
del, Mich. Const. Conv, 62; chmn, Menominee Co. Dem. Cmt, 64-65; judge,
Dist. Court 95, Div. ], 68-73. Mil. Serv: Entered as Pvt, Army, 43, re-
leased as S/Sgt, 46, after serv. in China; China Theater Ribbon. Rel: Pres-
byterian. Mailing Add: S.R. Box 23, Menominee, M1 49858.

BRADLEY, THOMAS : D
Mayor, Los Angeles, Calif.

b. Calvert, Tex, 12/29/ 17; . Lee Thomas Bradley and Crenner Hawkins B;

m. 5/4/41 to Ethel Mae Arnold c. Lorraine and Phyllis. Educ: Southwest.

Univ, Law Sch, LL.B, 56; Univ. Calif, Los Angeles; Kappa Alpha Psi. for-

"“merv Grand Polemarch; Student Bd, Univ. Religious Coni. Polit. & Govt.

Pos: Mem, Los Angeles Police Dept, Calif, 40-62; mem, Calif. State Dem.
Cent, Comt; city councilman, 10th Dist, Los Angeles, 63-73, cand. for mayor,
Los Angeles, 69 & 713, mayor, 73-; chmn, State, Co. and Fed. Affairs Comt;
chmn, Pub. Works Priority Comt; chmn, Comt. Proposed Legis; mem. bd. dirs,
Joint Comn. Ment. Health Children; former mem, Peace Corps Adv. Coun;
mem, Coun. Intergovt. Rels. Bus. & Prof, Pos: Attorney-at-law,62- Mem: Los -
Angeles Urban League (bd. dirs); NAACP; bd. dirs, South. Calif. Conf. on Com-
mun. Rels; Los Angeles Co. Coni. of Negro Elected Off; bd. dirs, Bank of Fi-
nance, 64-;bd.dirs, UN Asn. of Los Angeles; South. Calif. Asn. Govt, 68-69; Nat.
League Cities (mem. several comts, first v.pres, 72-73); pres, Nat. Asn. Re-
gional Govt, 70-72; second v.pres, Calif. League of Cities, 72-73. Letterman,
Track Team, Univ. Calif, Los Angeles; All City and South. Calif. Champion,
440 Yards, Polytech. High Sch, Los Angeles. Rel: African Methodist Episco-
pal; Trustee. Legal Res: 3807 Welland Ave, Los Angeles, CA 90008. Mail-
ing Add: 240 City Hall, Los Angeles, CA 90012,

BRADLEY, WILLIAM D. ‘BILL’ : D
Okla. State Rep.
b. Fife, Tex, 1/13/13; s. Henry Duncan Bradley and Winnie Belle Wal.ker B;
m. 9/20/41 to Margaret Price; c. Henry Price and Patricia Evelyn (Mrs. -
Scott). Educ: Daniel Baker Col, B.A. Polit. & Govt. Pos: Okla. State Rep,
53- Mil. Serv: Entered as Pvi, Air Force, 42, released as 1st Lt, 45. Mem:
Am, Legion; Mason; Shrine; Farm Bur; Farmers Umon Rel: Presbyterla.n
Mailing Add: 1120 N. Pine, Waurl.ka, Okla 73573.*

BRADLEY, WILLIAM EDWARD D

b. Jackson, Mich, 7/11/25; 5. Enge Albert Bradley and Louise Crostic B;
m. 6/4/66 to I.Aura Albright; c. Peggy Marie, Patricia Louise and Christo-
pher Neil. Educ: Portland State Col; Nat. Radxo Inst, grad. Polit. & Gowvt.
Pos: Ore. State Rep, 59-61 & 67-69; chmn, Multnomah Co. Dem. Party, 63-
64; alternate del, Dem. Nat. Conv, 68. Bus. & Prof. Pos: V.pres, United
Steelworkers Local 330, 55-56. Mil. Serv: Entered as A/S, Navy, 43,
released as Gunner Mate 2/C, 46, after serv. in S.Pac, 45-46; Asiatic Pac.
Area Campaign Medal with 2 Baxue Stars; Am. Area Campa.:gn Medal; Phil-
ippine Liberation Medal with 2 Battle Stars; Victory Medal. Mem: Elks;
Moose; VFW. Rel: Protestant. Mailing Add: 1806 N.E. 113th Ave, Portland,
Ore. 97220.

BRADNER, MICHAEL DRAKE . D
Alaska State Rep.
b. Washington, D.C, 3/1/37; s. George H. Bradner and Alice Abbott B; m. to
Janet Ann Kruse; c. Michelle, Bonnle and twins Heide and Heather. Educ:
Univ. Alaska, B.A, 64, grad. work, 68. Polit. & Govt. Pos: Field rep, Off.
Gov, 65-66; Alaska State Rep, 66-, chmn, House Rules Comt. and mem, Fi-
nance Comt and Alaska Legis. Cou.n, Ala.ska House of Rep. Bus. & Prof
Pos: River pilot, Yutana Barge Lines, 57-62; night ed, Fairbanks News-
Miner, 62-65; ed, Jessen’s Daily, 67- 68 wrlter, currml.ly Young Man of
the Yea.r Awa.rd Jaycees, 68. Maxlmg Add: 915 Kellum St, Fairbanks, AK
99701.*

BRADSHAW, CHARLES JACKSON R

b. Lake City, Fla, 7/15/36; s. James William Bradshaw and Florence
Synthia Sanders B; m. 6/13/59 to Julia Brewer; c. Charles J, Jr, William B.
and Julia Dargan. Educ: Univ. Ga, 13 years; Wofford Col, A.B, math, 59;
Blue Key; Scabbard & Blade; Kappa Alpha. Polit. & Govt. Pos: Nominee, U.S.
House Rep, Fourth Dist, S.C, ©8; finance chmn, S.C. Rep. Party, 69-73. Bus.
& Prof. Pos: Mgt. trainee, Pierce Motor Co, Spartanburg, S.C, 59-61; pres,
Spartan Food Syst, Inc, 61-69, chmn. of bd, 69- Mil. Serv: 2nd Lt, Army, 60,
serv. in artil, Ft. Sill, Okla. Mem: Nat. Restaurant Asn; dir, Nat. Bank
Commerce, Spartanburg; C. of C; YMCA; dir, Wofford Eleven Club; dir,
Spartanburg Country Club; Piedmont Club. All-Am. Football, Assoc. Press,
57; Outstanding Serv. Award, S.C. Rep. Party. Rel: Presbyterian. Legal
Res: 609 Crystal Dr, Spartanburg, SC 29302. Malling Add: P.O. Box 3168,
Spartanburg, SC 29302.%
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Marblehead Little League Asn. Named and given plaque as Hon. Citizen of
the Town of Swampscott, Mass. for legis, work done on behalf of town, 68.
Rel: Catholic. Legal Res: 59 Bayview Rd, Marblehead, MA 01945. Mailing
Add: 39 School St, Marblehead, MA 01845.%

ROCKWELL, GORDON R
Mich. State Sen.
b. Flint, Mich, 2/23/15; s. Harold C. Rockwell and Anna Lambert R; m.
1/12/41 to Bertha Protzman; c. Jan E. and Jill (Mrs. Schoeppach). Educ:
Flint Jr. Col, 33-35. Polit. & Govt. Pos: Mem, Bd. Educ, Mt. Morris, Mich,
58-60; Mich. State Rep, 60-64; chmn, Twp. Zoning Bd, 62-64; appointee, State
Sch, Reorgn. Bd, 65-66; mem, Rep. Co. Comt; Mich. State Sen, 67- Bus &
Prof. Pos: Owner, Rockwell’s Ace Hardware, Mt. Morris, 36- Mil. Serv:
Entered as Pvt, Army, 43, released as M/Sgt, 46, after serv. in 14th Anti
Alrcraft Artil. Command, Southwest Pac, 44-46; Southwest Pac. Campaign
Ribbons; Philippine Occup. Medal; 3 Battle Stars. Mem: Mason; Lions; Farm
Bur. Mich. Conservationist of the Year, 69. Rel: Methodist. Mailing Add:
6401 Flushing Rad, Flushing, M1 48433.

RODBY, LEO BERNARD, JR. - - D

Dem. Nat. Committeeman, Hawaii ,

. b. Wahiawa, Hawaii, 1/12/26; s. Leo R. Rodby and Carita Fisher R; m.

4/4/54 to Kuulei E. Directo; c. Leilani, Timothy, Leo I[I, Walter and Peter.
Educ: Va. Jr. Col, 2 years. Polit. & Govt. Pos: Various precinct and dist.

. off, Dem. Party, Hawaii, 54-65; mem, Hawaij Dem. State Cent. Cmt, 65-66,

treas, 66-68; treas, Dem. State Campaign Cmt, 66; alternate del, Dem. Nat.
Conv, 68 & 72; Dem. Nat. Committeeman, Hawail, 68~ Bus, & Prof. Pos: Pres.
and gen. mgr, Wahiawa Distributors Ltd, Wahiawa, Hawaii, 48-; pres, Wahi-
awa Commun. Asn, 54; treas, Trinity Lutheran Church and Sch, 54-; pres,
Wahiawa Hosp. Asn, 64-68. Mil. Serv: Entered as A/S, Navy, 43, released

as Qm 2/C, 46, after serv. in Landing Craft, Pac, 44-46. Mem: Bishop
Museum Asn; Honolulu Acad. of Arts; Hawaii Canoe Racing Asn; Lions. .
Named Jr. C. of C. Young Man of the Year, 54. Legal Res: 1828 Eames St,
Wahijawa, HI 96786. Mailing Add: P.O. Box 70, Wahiawa, HI 96786.

RODDA, ALBERTS. . - D,

Calif. State Sen.
b. Sacramento, Calif; m. to Clarice Horgan; ¢. Mary Elizabeth, Steven Holli-
way and Margaret Anne. Educ: Stanford Univ, Ph.D, in hist. Polit. & Govt.
Pos: Mem, Sacramento Co. Dem. Cent. Comt, Calif, 52-58; Calif. State Sen,
58- Bus. & Prof. Pos: Instr. econ. and hist, Sacramento City Col. Mil. Serv:
glaval Res, World War 1. Mailing Add: 4048 Capitol Bldg, Sacramento, CA
5814, '

RODDEY, FRANK LANEY : D
S.C. State Sen,

b. Lancaster, S.C, 2/3/27; s. Elliott B. Roddey and Beulah Mae Laney R; m.
11/16/47 to Ophelia Melbrae Taylor; c. Glendora (Mrs. Roy Small, IT}), Sunni
Leigh (Mrs. W. Glen Parker) and Jan T. Educ: Davidson Col, 44; Univ. S.C,
47-48; Sigma Chi. Polit. & Govt. Pos: Mem, Lancaster City Coun, 8.C, 52-59;
S.C. state Sen, Dist. Six, 63-, chmn, Commerce and Mfg. Comt, S.C. State
Sen, 69- Bus. & Prof. Pos: Owner, Frank L. Roddey Ins. Mem: Mason; Jack-

' son Lodge 53; Shriner Hejaz Temple; bd. of dir, C. of C. and United Fund;

campaign chmn, United Fund, 61; pres, Jaycees, 56; pres, Jr. High Sch. PTA,
61-62; Chesterfield Ave. PTA, 58-60. Young Man of the Year, 56. Mailing
Add: Box 129, Lancaster, S.C. 29720. .

RODELL, MARTIN D
b. N.Y.C, 8/14/15; m. to Sonya Bilmes. Educ: St. Johns Univ. and Law Sch.

Polit. & Govt. Pos: Asst. dist. attorney, Queens Co, N.Y; N.Y. State Assem-

blyman, 64-72. Bus. & Prof. Pos: Lawyer. Mil. Serv: World War II. Mem:

N.Y. State and Nat. Dist. Attorneys Asns; exec. bd, Martin Van Buren High

Sch. Parents Asn; exec. bd, E. Queens Brotherhood Coun, Jewish War Vet;

past chancellor, K. of P. Rel: Jewish. Mailing Add: 79-47 264th St, Queens

Village, NY 11004.* .

RODERICK, GERALD JOHN ' . D
Mo, State Rep.

b. Upton, Mo, 12/22/24; 8. Leonard Wheeler Roderick and Gracie Baker

R; div; c. Sherri, Darrell, Kerry and Lisa. Educ: Univ. Mo-Columbia,

B.A, 50, M.Ed, 52; Phi Sigma Gamma; Phi Delta Kappa. Polit. & Govt.
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SUMMARY

 The use of the seas has greatly intensified in recent years. .The'tonnage
of merchant shipping nearly quadrupled between 1951 and 1971. The world
',catCh of fish, the source of some 10% of the world's protein, also quad-
rupled in the same period. WNew uses of the seas, spurred by technological
development, have grown rapidly. Offshore oil and gas deposits, scarcely-
" developed a few decades ago, now provide some 20% of world production.

The polymetallic nodules on the seabed could meet much of -future world
demand for nickel, copper, cobalt, and manganese. ’

These developments have created a tension between the traditional law of
the sea, based on the notion of freedom, and a growing recognition of the
need for more sophisticated regulation. However, in addition to complex
technical and economic problems connected with the management and alloca-
tion of ocean resources, governments face strong domestic political pres-
sures to exert more extensive national jurisdiction offshore..

For many years governments have sought to resolve these tensions -and claims’
through international negotiations under United Nations auspices, which are
described in Chapter II of the report. The most prominent features of the
current phase of these negotiations [the third UN Conference on the Law of

. the Sea (UNCLOS III)] have been accelerated movement towards a radical ex-
tension of national jurisdiction over ocean resources by means of .a 200 mile
exclusive economic zone; and support for the creation of an International
Seabed Authority to administer mineral resource exploitation on the

seabed beyond national jurisdiction.

- The report describes the global interest in rational management of the
oceans and in related issues of equity in the use of ocean resources.
These = global perspectives suggest the outlines of an "ideal" regime of
ocean management, which is a useful 901nt of reference for ]udglng the
course of UNCLOS III. '

Agreement -at the onference is by no means assured. Unilateral actions by
‘frustrated nations or competitive regional treaties could undermine the '

prospects for the wonference and lead to increasing conflicts over oceans

matters. Even an agreed onference outcome would leave several important

issues outstanding. - :

"Many of the Trilateral countries are among those which would benefit most
from 200-mile economic zones. BAdvanced industrial nations would also be
better able than others to manage large new areas under their jurisdiction.
Despite  this, the majority of Trilateral nations have not. favored the ex-
tension of national jurisdiction offshore, though there have been important
policy differences within the Trilateral group. Chapter III of the report
describes the positions of the Trllateral countries on the pflnc1pal issues
involved. :



The recommendations of the Task Force attempt to bridge the gap between
the longer term, global perspective on oceans management and the short-
term policy orientation of the Trilateral governments at UNCLOS III. The
Task Force recommends :

- that Trilateral countries should not unilaterally extend offshore
jurisdiction or commence deep seabed mining in 1976;

- that national continental shelf jurisdiction be limited to 200
miles, with international sharing of a generous portion (such as
one~half) of royalties derived from resource exploitation in thlS
zone but outside territorial llmltS,

"— that ‘an International Seabed Authority should manage resource
' exploitation beyond the 200 mile limit and collect . royalties
‘therefrom to be reserved for 1nternatlonally agreed purposes
'(and operatlon of the Authority);

- that coastal state fishery regimes should be augmented by strong
regional regulatory authorities related to species. or groups of
species and operating under coordinating guidance from inter-
national agencies; and that fees from llcens1ng arrangements
should be internationally shared

- that free maritime traffic should be encouraged, with coastal
states and the international community sharing responslblllty
for trafflc management and pollution control; -

- that freedom of scientific research should be maintained;
- that dispute settlement panels for oceans issues should be estab-

lished under United Nations auspices and that all states in dispute
.should be encouraged to have recourse to them. :
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- CHAPTER I

| THE OCEANS IN GLOBAL PERSPECTIVE
~ A. INTRODUCTION.

For over three hundred years, up to the mid-20th century, it
was generally agreed that international interest in the seas was
-best served through a highly permissive regime which extended over
the vast.expanse of the world's oceans outside narrow territorial
limits. Open and unimpeded use of the ocean was deemed to be juséié
fied by virtue of ‘a widely shared need to secure navigation, in
particular for the purposes_of international trade. -The fish in the
sea were believed to be: virtually infinite in variety and supply,
their self-renewal assured by the bounty of nature. The vital en-
vironmental functions of the oceans were neither threatened nor
understood. In the immense areas of the high seas restraints on
passage .and fishing were minimal and the only legal system available
to regulate life on board was that of the state whose flag was flown.
In the -traditional perspective the key concept was freedom.

- Today, modern technology has made possible a much more intensive
use of the. sea... The volume of world shipping, on which the great bulk
of goods entering international commerce is carried, has grown rapidly:
merchant tonnage nearly quadrupled between 1951 and:1971. The military
~use of the oceans has increased in importance, with the development
by the United States and U.S.S.R. of powerful long range naval capa-
bilities. The fish in the sea - the source of approximately ten per
cent of the world's protein -~ have been exploited at a growing rate,
from 16 million tons in 1950 to 60 million. tons in 1970. The deposits

of 0il and gas beneath the offshore continental margin now account



for approximately twenty perceht of world production and the propor-
tion is expected to rise_#o about a‘qgarter by.l980. The polymetallic
nodules, coﬁtainin§>nickel,‘coppef, coSalt aha manganese, which lie

on the deep oceanic bed, mainly in the Pacific, are~CIOSehtb‘being
;éommerCially‘exploitable. ‘The: oceans are,; in addition, increasingly

the receptacle for man-made wastes. Besides land-based ‘activities,

" 'the source of by far the greatest’amount. of marine pollution, environ-
mental’ damage may result from ship operatiohs, fromiaccidents .in which

" cargo is réleased, or from offshore oil exploitation:

' To 'these major ocean uses others could be added - for example,
'inlreléfibh’to‘tburism'and recreation, the conduct of marine scientific
feSearch,’the'hérnessing of tidal or thermal enérgy, and the: possible
transfer of industrial processes to offshore sites. . What is of particu-
lar signifibance is the speed with which the various uses of the ocean
Have developed and grown over the last twenty years, and indeed within
the last ten years. The rate of technological advance has been rapid,
‘ranging from the development of giant tankers and the capacity to drill
at greater depths, to the ability to track fish stocks and to caéture
éhem”in"quéﬁtities éuch as to imperil the ability of the stock to
'feproduce."changing economic conditions have been such as to encourage
‘devélopmeﬁt and use of this new technology ‘and overall expansion of ocean
‘activities. This overall expansion has occurred against the background
“of increasing prosperity in the Northern hemisphere and’ the overall rise
" in workipdpulatioﬁ, more concentrated in coastal regions. Governments
habebfdﬁnd”themséIVes under incréasiﬂg'public’préSSure to maximise their
position for the benefit of their inhabitants - to safegquard fishing
‘caﬁcﬁes; £o'éxpand natiorial limits over mineral resources, and to protect
the marine environment. At the same time, they have been faced with the

realization that few of their ambitions for more intensive use of the

seas could be totally



assured by indi&idual national means, and that frequently national
action to édvance one interest would be detrimental to'another, if
other states reacted by taking similar or countervailing measures.

The pattern of developments - has thus created a tension between
the notion of freedom, as éont;iﬂéd-iﬁ‘tfa&itidﬁél law, and a growing
recognition that the entire expanse of hydrospace must be brought under
new and sophisticated forms of control and regulation. Expressed in
economic terms; the problem may be represented as the passage from
the assumptions of a free and apparently inexhaustible common propérty
resource to one commanding a scarcity rent; from an economic stand-
point efficient use of the oceans requires limiting access to those
willing to pay this rent. Politically, the problem has been one of
allocation and management: how should ocean resourceé be divided and
a more effective use of the marine environment achieved? A steady
trend has shown itself over the last thirty years towards the establishb
ment -of much more extensive claims to national jurisdiction by coastal
states. Almost invariably these claims have been accompanied by state-
ments asserting or implying the claimant'é right to exercise special
or exclusive authority over economic activities in the offshore areas,
now characterized as an extension of its land economy. The risk exists
therefore of unrestrained, or unrestrainable, nationalism in oceaﬁ matters,
side by side with recognition that the extent and multiplicity of national
interests cannot in fact be adequately secured without recourse to multi-
lateral or regional efforts ~ that, if only out of self-interest, regard.

must be paid to international. considerations.

B, THE OCEANS AS A SUBJECT OF INTERNATIONAL NEGOTIATION

Repeated attempts have been made to resolve these tensions and



~egonflicting ‘claims, -notably by means: of successive efforts at negotiation
within the United ‘Nations framework. The First United Nations Conference
-ﬂon.the-Law-of'the‘Sea,bheld in 1958, led to.the adoption of four Conven-
» tions:which incorporated much of the customary law,; .as.well as embodying

Steps away from the traditional ,
“'a’ number .of tran51t10nal7feglme of freedom. .. The Second Conference in

111960 was ‘an~unsuccessful . attempt to resolve:various -outstanding issues.
*The Third:United Nations Conference on the Law :iof ithe.'Sea (UNCLOS III),

' which'bégan its substantive work in 1974, is the .latest ,phase of this

< ‘international ‘negotiation and provides the:.essential-background to any

‘scurrent discussion of the subject.
* The most prominent feature of the work of ‘UNCLOS III-has been

“the “movément towards a radical extension-of-national jurisdiction over

. .ocean resources. The basic division of -traditiorial law has.:been between

 theterritorial seas,a narrow band of waters.in which' the .coastal state
‘has ‘'sovereignty, and the high seas, the uses :and.resources of which are
" available to all. The 1958 Conference authorized the. extension of the

- isovereign rights of the coastal state over .the mineral resources of
‘,the continental shelf, which some states had. already

asserted in national legislation. : At UNCLOS III there has been

-.widespread support for the establishment by coastal states of a 200 mile

- economic 'zone in which the state concérned would:have special or exclu-

" sive rights with respect to living and non-living resources - in other

words, fishing stocks would be placed under .the ‘same basic regime as oil

- and gas deposits, and control over the latter would be extended to 200
JThese rights would be

miles or, more probably, to the edge of the. continental -margin, /combined

with the exercise by the coastal state of extensive powers as regards the
. C .
preventlon of marine’ pollutlon and the regulatlon of Sclentlflc research.

Whlle the detalled appllcatlon and precise extent of the rights of the
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coastal state within the zone have yet to be determined and constitute
indeed the main item of current negotiations,the general notion has
already gained wide acceptance. The full force of the proposal may be
appreciated when it is recalled that most fish stocks - indeed, in the
' region of 80 per cent or so of those now.e#ploitéd’4 a¥e”to be found
in the relatively shallow watefé within 200 miles of tﬁe coast, that
Virtuallf all oil andvgas deposits how exploitable are sitﬁated within
the éontinental margin, and that ﬁost Shipping - tﬁe ocean actiﬁity
most affected by pollution measures -.takes place in the crowded areas
réund the coast. Wﬁile thé trend in favor of national control is under-
standable,thereforé.it raisesva chain 6f quéstions as regards tﬁe bal-
ancing of national and international intereéts.

The movément towafds inéreased nationai control éver 6cean re-
»sources has however beeﬁ accompanied by ; counter—tendenéy as regards
the "internétibnai" areé. It is proposed that the deep ocean floor
situated beyond the seaward limits offthé economic zone should be
deeméd to fall under a new jurisdictional concept; the "common heri-
tage bf‘mankinA". The exploitatién of the mineral resdurcés of this
infernétional area, essentiaily the nodules Iying oh the oceanic seabed,
Qould be contrdlled by a new body, the International Seabed Authority.
The process of agreeihg on £he estéblishmenf of such an‘Authofity raises
a series of issues: the choice of operétors and the.regulatory frame-
work to be adépted; the effeét'of expioitation oﬁ land;based pfoducers‘
and the system ofqpolitical controls to be iﬁcorporatéd in tﬁe proposed
Authority. The demands of resource managément; the pfessure for equitable
distribuﬁion of the benefits of‘the "comﬁon heritage"; énd political
factors are thusbclosely interwoven. If is also‘péssible that other uses

of that area, such as environmental protection and scientific research,



“may to ‘some extent be brought under the same regime and that the Authori-
ty's jurisdiction may be gradually extended upwards through- the super-

* jacent water column to the surface.

C. THE GLOBAL PERSPECTIVE

These proposals for modifying the freédom of the high Seés have

been made.at a time in history when three non-legal pérséectives have
» béen brought té beér on the ocean in a newly urgent wéy; those of

ecqnomiés, politics and ecolbgy.

- Frém the economic point of view, thé ocean is‘ésSentially a
"resourcé". This ferﬁ is used to refer not énly to ﬁhé.specific living

and non;living resources found.in’the seas and séabed, but more.widely

to virtually all ﬁhe other uses‘of the ocean. One beneficial result

of thié perspective-is to underline the scarcity factor and thus to

the costs of,
enable more accurate estimates to be made of/gltcvnative uses. Even

more important, the economic approach has placed éﬁpropriéte emphasis

on the.need for tighter concepts and objeétives in“the managément of
living and non-1living marine resources. Proper economic management of
the world's fisheries, for example, would fequire limiting access‘and
restricting fishing techniques in such a way as té méximize economic
returhs; But no.single formula can be advocated as é conservafion
objective because of the wide variability in the sfbck composition of

the worlds fisheries. At one extreme, séme fisheriés consist only of one
-épeciés‘ofbcommercial significance; vyet there are many more, at the other
extreme; ﬁhat‘are composed of dozens of species Qﬁose interacﬁions must
be takeﬁ.into acéount for purposes of effective manageménﬁ. Tﬁe economic
approaéh to ocean-ménageﬁent tends, then, to reflect awarehess'of the

importance of the level and scale of organization as factors in resource



management and scepticism regarding the potential effectiveness of
fishery conservation solely at the national level.

" The political approach has throughout been highly conspicuous
in law of the sea negotiations. The deg-ee of politicization now pre-

however ’ .

'valeHE?Hgg—ggmplicated UNCLOS III enormously, drawing out the processes
of alignment, consultation‘and pre~-negotiation. The United Nations
as a political system has had great difficulty in coping with the law
" of the sea: the operating-structure‘of regional groups has little or
no relationship to the interests of the individual member states as
entities engaged in ocean activities. It has only been by a process
of reiterated politicization of the issue - rather than looking to
immediate individual circumstances - that the Third World has been able

to maintain its unity; and where that unity has not been fully maintained,
the range and complexity.of the issues involved have ffustrated rapid
progress. Many states have nevertheless been induced to focus on the
complex of issues with a narrow and shortterm interpretation of naﬁional
advantage-_Most coastal states espousing the concept of an exclusive
economiC'zdne,for example, have understandably made light of their
limitations in resource management and environmental protection. At the
same time, the developing states, both coastal and non-coastal, have
used UNCLOS III negotiations as one of several arenas for asserting a
new set of rights and prerogatives and for demanding concessions

from the developed states. Some of them have done so by mixing appeals
to a sense of obligation with charges of historic injustice,vshowing that
in their eyes the concept of international interest is virtually insep-

arable from that of the "new morality" in international relations.



Accordingly, for many states the UNCLOS III issues have a symbolic
value in the context of North-South relations beyond the immediate
practical benefits that might be achieved.

The concept of a 200 mile economic zone is particularly problemr
atical from the point of view of global equity. The institution of such
zones will amount to a virtual appropriation to national jurisdiction of
over one-third of the present high seas, a surface area roughly equival-
ent to the total land mass of thé earth; 1in other words the size of
the areawhich states have to administer will double. A striking
feature of this appropriation moreover is that nearly half - 46 percent

involved
- of the ocean a;g;7GIIZf;o to high income countries - North America,
Australasia, Japan, some European countries, the USSR and South Africa -
that contain less than a quarter of the world's population, leaving
just over half to the poorer countries, which already have over three quarters
of the world's inhabitants. The distribution of economic resources
on land is likely to skew the distribution even further; it is the develop-
ed countries which have the skills and capital to develop their zones.
Thus from the perspective of global equity the movement.toward national
appropriation hardly serves the objective of international economic and
social justice. Nor will the benefits to be éderived by the world
community from the international seabed area be such as to counterbalance
this’tendency.

From an environmental standpoint the sea is a complex of inter-
locking ecological systems, both human and natural. Now that more has been
learned about the ocean environment, many marine scientists agree that its life

forces, and consequently its vital contribution to the biosphere as

a whole, are at risk; however it is also agreed that the process
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of deterioration can be checked. Because the marine environment cannot
be managed scientifically in a random or piecem@al manner, it is

regarded as obvious by scientists that environmental rnorms, standards

and institutions should be devised and supported at various levels,

not least the global level. It is generally conceded however that a
special effort should be made at regional levels to apply particularly
rigorous controls to those areas which are the most seriously polluted
or the most vulnerable to catastrophic spillages.

The’perspectives of international society can be described, then,
in e variety of ways. The global interest in proper manegement of
the oceans derives from the scarcity of living and non-living resources,
from problems‘eoncefning the world distribution of income and equity in
the use of those reeources, and from the need to foster the sense of

belonging to a single human society. From this it rollows that there

is a'strong'global interest in conservation of the world's fishing

resources for more efféctive exploitation in a protein-short world,

in maintenance of freedom of navgation, in avoidance of widelyjdispersed

pollution, and, not least, in disposition of any netrincome arising

from the exploitation of all ocean resources, no mat;er where it takes

place. The giobal perspective might indeed call for»extending the

United Nations' notion of a "common heritage" to all ocean resources

and uses - fishing,navigation end waste disposal, not just ocean minerals.
There is no single way to translate these global concerns'into

specific principlies of management. The following paregraphs are intended

to indicate,however, what ocean management in four key areas -~ navigation,
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fishing, 0il and mineral extraction, and environmeﬁtal management -
might look like when viewed from a predominantly global perspective.
It should be emphasized that this section is not intended to be limited
by "present realities", but is concerned instead with outlining an
"idealized" system from a global point of view._ We recognize that
major obstacles to the implementation of the moiel suggested are rooted
in the nature of international society. The UNCLOS III negotiations
reflect the current state of international society . - Even if they
are successful, which cannot be predicted with confidence, they will yield
results différent from those suggested in the following pages. We
believe, however, that the global perspective offered here provides a
useful point of reference for judging the different approaches now being
taken at the Conference. Such a perspective also helps measufe the
‘degree to which those approaches even if adopted, would leave certain
issues unresolved, where further negotiation to produce supplementary

bilateral or regional arrangements would in any case be necessary.

1. Navigation

The maintenance of the smooth flow of international commerce is of import-
ance to all-countfies. As in ﬁhe past, therelwill be a.universal interest
in preserving and developing hﬂérnationélly agreed rules goverhing free-
dom of passage and the responsiblity of shippefs; .In the global perspective
there should bé a Sharing‘of coastai staﬁe and international responsibility
for the management of traffic in congeéted areas, thch will grow‘in number,
the financial burden of such manégemént being éhared by all interested
partiés and not carried solely by the coastal state. There would be

strict liability requirements for pollution from ships and special anti-
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pollution regulations might be imposed by coastal states within the

framework of environmental mahagement discussed below.
2. Fisheries

Mény ofvthe world's preseﬁt fishefies are threatened with over-
éxploitation. Under the 1aiséeé-fai£e ébpféach which has hitherto pre-
vailed, there has been a reduction of fish stocks accompaniea by an
increase in the cosf of fish to consumers and a decline in nét earnings.
The existing international fishing commissions lack enforcement powers
and operate chiefly as arenas in which bargaining can take place over
the éllocation of catches. The élternative to thiévsystem, as outlined
at the Law of ﬁhe Sea negotiations, is the extensioniof 1and'béundaries
éna.the.systembbf land contrbl out;to sea by means of é 200 mile zone,
with.whétever modifications migﬁt or might not be introduced in the
final agreement. Mo§£ ocean resburces would therefore be distributed
in a largely arbitrary way, in which some states, including several which are
already relatively prosperoué;vwould benefi£ much more than others,
and adequate conservation measures éould not be easily established.

From a global viewpoint, looking at the situation devnovo,'it would
be betfer tortake as the point of departure thevbiological factors

regarding the different species - and to create the necessary regulatory

and allacatory system around those facts. Arrangements would be

devised therefore on the basis of distinguishable fishing

grounds (by species or groups of species, on afregional or wider basis
as appropriate). All interests would be rerresented within the institution-
al framework, special weight being given to the coastal states concern-

ed or those which already have'interests in the particular fishery. The



12

functions gf thgsevagengies would‘cqnsisp on the one hard, of providing
rational management - the assembly of scientific data and their applic-
ation to the determination of optimum yields,fandffhe'limitation, where
hecessary,»of aq¢ess_apd of certain forms;of fishing_gear - and on the
dother, Qf‘determiningrhow the total‘permi§si51é catch_would_be alloc-
ated among ;he potential groups qf fishé£men. The‘diffkulty of deciding
_ﬁoy the catch)should be al;ocated‘would obviously be very‘gréaﬁ, as
indeeq_i; is ;F present. If ;he pask of management has been Faken

out of pu;ely national hands, howevef, this woﬁld at least provide

some assurance (both for those qoncerned with foéé supplies and con-
sumer interes;s ‘and for“tho§e directly.engaged in fishing oper-
ations) that stocks would be maintained. As rega;ds the proﬁlem of
allqcation,which would remain the centralrissue, determination of the
economic cos; of fishing, defined as the most efficient way of catching
the fish species and b:inging it to»shgre, woﬁlq have to be balanced
against the sqcia; and manpower problems inyolved —-the guestion of
whigh particular human groups (whethe; states or groups within a state)
should be engaged in the activity in the rggion in question. Regard
- would neéd_to be paid to the si£uati§n_§f subéigtence‘fishermen and to
'areas where alternative employment possisiiities were not available, as
well as to the possiblity of negotiating_phasing-out periods iﬁ

certain instances: Haviné reééra to the extréme difficulties involved
in thé pro;essbof allocétion, it ié worth while emphasising hére that if
any fishery which is currently ovgr—gxploited does come un@er economic—-
ally sound management, there islboundéto be a very substantia} revenue
gene;ated. The Fopd-anduAgripPlturg Qrganizqtion, and other bodies

within the United Nations family, would be responsible for providing
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general guidance for conservation and proper management, and for en-
suring sufficient co-~ordination between the various institutions, so
that the overall structure operated efficiently, and was seen to be a

coherent system.

3. 0il and Mineral Exploitation

The 1958 Continental Shelf Convention already establishes the rights

of coastal states to exploit minerals on or under the continental shelf to
a depth of 200 meters or to the limits of exploitability in adjacent
waters. A global perspective would limit unrestricted national rights

of exploitation to a fixed portion of the continental shelf; the narrower
the limit the greater the volume of resources and revenue woﬁld be
available for international purposes. Exploitation of the resources
beyond ﬁhe coastal state limit on the continental shelf would there-

fore be undertaken on behalf of the international community and be
subject fo payment of royalties to an international authority. The
coastal state would exercise managerial authority in this intermediate
zone between the economic zone and the international seabed area on

an equal andson-discriminatory basis. Access to mineral exploitation
would not be restricted except when necessary to protect the environ-
meht, for reasons of conservation,or in crder to reduce interference

with other uses of the ocean. Beyond the intermediate zone an Internation-
al Seabed Authority would be vested with the authority of managing the
exploitation of resources én the seabed. The Authority would be exer-

cised on the same basis as that of the coastal state in the intermediate

zone. Royalties on oil and mineral resources are potentially very large
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and further thought would have to be given to the best means of
mobilizing these royalties for économic deVelopment, but a poésible solution
would be o channel them through the world Bank ‘institutions and

existing regional development banks.

4. Environmental Management

Wheré waste disposal and othér‘éources éf pdllutiéﬁ affect many
nations tﬁere is Elearly éh international intérest in régulating pollution.
Indeed there is a global intereSt in thé bfeservétién 6f the ocean environ-
ment as a whole. Howéver};the‘principai imbaétvéf'waste dispbsal in
the oceéns.is on coasta} states in thelviéiﬁity of theAdisposal. Since
thé main-source of mariﬁe bollution is run-off'frbﬁ the iand, coastal
states should bé permitted to esﬁablish Whatever level ofvoverall
pollution control they deem ééprépriate for théir cifcumstancés and
values. Genefal international gtandards are of course heeded to govern
waste disposal in the opven seas, eséecially:for those formé of waste
;hat are long-lived and tfavel long distanées,l but it éeems to be
‘necessary, iﬁ tﬁerglébal perspective,-to-ha§e.élso a worla-wide nétwork
of (préferably harmonized) national iegislatién fbf pollufion prevention
and control. International étandards w§ﬁld, for ekample, require that such
nationai measures should be non-discfiminatory iﬁ fhéir applicability
to ships using the area, and that in so far as poésible they would
not discriminate bétween foreign shipping and‘domestié:polluters on land.
Since only one;fifth of pollutants in fhe 6céan comes.from'ships, to
focus anti-pollution reqﬁireﬁents oﬁ.ships alone is to'slight the interests
of the inﬁernational community (by inéreasihg shipping‘cdﬁts) with little

gain in reduction of total pollution. It would be desirable that -each
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coastal state's anti-pollution requirements for shipping be kept in line,
so far as possible, with its anti-pollution fequirements for run-off
from.the land, making due allowance for the different types of pollu-
tion involved. It would be contrary to the 1ﬁternatlonal 1nterest ‘to
permit the use of anti-pollution control as an instrument for ebjectives

other than control of pollution.

D. TECHNOLOGICAL DEVELOPMENTS

As a supplement to the global and igalistic perspective set out
above, the following section contains a short deecription of some of
the teehnological developments likely to take place over the next decade
or so. While eophisticated technologies may not provide the answer to
the whele range of problems faced by ocean users, developﬁents in ocean
technology will in part determinebfuture regulatory requirements and

affect the context in which increased use of the oceans takes place.

1, Marine Transportation

.After a five to seven year lull in the construction of super-tankers
and.ultra large cargo carriers (ULCC's),a resurgence is anticipated with
probable return to the trend for larger ships in the category of 300,000
to 500,000 tons. Thie development would depend on the eompletion
of deep water mooring fecilities which are noQ being planned.

The deQelopment of terminal facilities and ships for the carriage
of liquid natural gas will centinue. Plans are alreaay on the drawing
boalds for a number of pre-stressed concrete conventlonal barges on

which the highly hazardous llquefactlon of natural gas could take place

offshore. A significant capability is likely to exist by about 1985.
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The economic feasiblity of lafge submarine tankers (towed, convention-
ally powered and nuclear poweréd) for the carriage of‘bulk liquid cargoes
has been demonstrated in various studies. Despite the conclusions
reached.in these investigations, the huge investment in terminals,
facilities, construction yards, training, etc., which is required is such -
as to necesgitate: a major decision of the govefnment of a major industrial
state.

A number of sophisticated factory ships and ship-based industrial plants

(e.g., for chemical processing) have already been completed. This trend

will probably be accelerated in the next decade. An interesting factor
in this regard is the unused shipyard capacity xesulting from
the temporary surplus of tankers and ULCC's.

A number of lesser technical.developments in marine transportation

will mature in the next decade, including precise navigation on the

high seas and ship-to-shore communication via satellite. Thus precise navigational

control of shipping will become possible in the next decade, but it

may not be deemed necessary.

2. Fisheries Technology

Ocean fishing has remained essentially a hunting activity over
the years. Recently, howevér, with the use of aircraft and increasingly
sophisticated sounding techniques, the pfocess of search has been greatly
improved. With héavier and more.expensive equipment the capacity for
catching fish through trawling and seining has.been significantly en-~

larged, together with the development of factory ships on which large
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catches can be stored and processed. The resulting changes in search
and catch»techniques put ever greater pressures on existing stpcks

‘of fish. In the not-too-distant future it may becomg possible to
track schools of fish on a regular’basis and to catch them when they are
outside specified geographical jurisdictions, making it necessary

to view the fish stock as the appropriate unit for regulation, rather
than an arbitrary geographic area. Moreover,.in time hunting tech-
niquesmay evolve into methods of ngrding, and it may become»feasible
to lure certain stocks of fish outside their Qriginal areas, thus
_raising further problems as regards the system of regulation and allo-
cation. It should be emphasised however that it is not possible to

fix a reliable estimate as to when these developments may occur.

3. Off-shore 0il and Mineral Extraction

The development of semi-submersible oil rigs, off-shore storage_
facilities, off-shore terminals and qther sea-based appurtenances
of o0il and gas will continue, but may abate somewhat_in about five
years when the majqr fields, already discovered, begin to‘mature. In-
_ dustry may then wish to turn to off-shore extraction of sands, gravel,

mineral sands, etc., as an outlet for its construction capability.

The significant new developmént in off-shore technology is the
ability to construct enormous prestressed concrete floating or quasi-
floating stable storage facilities. Built without the need for a
shipyard pérrse, these large volume, low-cost-per-unit volume structures
can fulfill a multituae of off-shore functions not limited to  the storage

and processing of o0il. The lead time from design to construction in this
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area has beén relatively short (five years). It is highly probable
that these structures will proliferate for various forms of off-shore
processing. Since much of the manganese nodulé processing will be
energy- and chemical—intensive, it is likely to take place eventually
"on stable platforms at sea, leading possibly to the construction of
fairly large artificial islands.

A concomitant to the large stable floating platforﬁ is fhe
'devélopment of stable work and transportation ships. ' The key develop-
ment in this regard is the SWATH (Small Waterplane Twin Hull) - or
" the SSP (Semi~submerged Platform) ship. ‘Such craft will be able to
travel at a high speed and be stable in a heavy seas, albeit at a
reduced payload. The substitution of these craft for helicopter or
conventional work boats is likely to accelerate the growth of 6ff—shore

facilities.

4. Off-shore Power

A number of off-shore power plant concepts hgve been proposed
or initiated. Furthest in advance are the floating nuclear power plants
now under development. Capital investment constraints have been the
major limitation to this project and it seems evident that some national
or international effort in this regard will be required if such facilities
are to become a serious option in the next decade. Environmental and
safety conside;ations would, of course, constitute important factors
in such initiatives.

A number of studies indicate the technical and economic feas-
ibility of off-shore floating coal -~burning power plants as a substitute for
land-based counterparts. The 1ea§time for design and construction

would be much shorter than for nuclear power plants and the initial
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investment costs would be much lower. It is possible that a substantial
. number of such plants will exist by about 1985—;990.

Developments are being pursued intended to lead to the develop-
ment of OTEC (Ocean Thermal Energy Conversion) plants for the fuel-less
extraction of solar energy from the sea. The most optimistic date for
a prototype is 1981 and the economic feasibility of such a plant
is in serious doubt. The probability that other than experimental proto-

types will exist in the next two decades must be deemed low.
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CHAPTER II

.THE THIRD UNITED NATIONS CONFERENCE ON THE LAW OF. THE SEA

A. THE EXISTING LAW

The existing’law of.the sea cénsists of customary rulés and of the
four Conventions drawn uﬁ at the First United Nations Conférencé in 1958.
In their tefritorial sea, states have sovereignty, the same plentitude
of exclusive rights as they have over land, including control over the
superjacent airspace. The sble excéption to the principle of exclusive
' control by the coastal state is that foreign vessels have the fight of
innocent passage, namely, the right to proceed through territorial waters
for the purposes of ordinary navigétion, whether or not they are going
to the ports of the coastal state conéernéd. The 1958 Territorial Sea
Convention did not fix the odﬁér limit of the tchitoriai sea but a max-
imum width of 12 miles was géneraliywadvocated and most states have now
come to accept this limit. |

In the high seas beyond fhe territorial sea, ail states.may exer-
cise the freedoms recognized in the 1958 High Seas Convention: free-
dom of naQigatioh, of fishing, of overflight and freedom to lay submarine
cables and pipelines. These freedoms, and others reéognizéd by the general
principles of intérnational law, may be exercised by all states, coastal
and ﬁdn-coastal states alike, with"reasonable regard" to the interests
of other states. The assumptionsuof the ﬁigh Séas Convention are of a
boundless uniQerse, where all hay prosper without need for payment or
fegulation other than aé the flag state may impoée with respect to

its own vessels.
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The 1958 Fisheries Convention, the least successful of the four,

X

was a moderaﬁe moveatowards pe£mitting.cbgétal;éﬁétés to regﬁlate the
fishing of stocks round their shores, essentially from the standpoint of
conservation. Fishing on the high seas has continued to be governed
by the principle of laissez-faire 'first capture' subject to bilateral
and muitiiateral quotaarrangements, mostly negotiated within the framework
of regional fishing commissions.

Fourth ly, the 1958 Continental Shelf Convention granted coastal
S tates sovereign rights over the submarine areas or "continental shelf"
outside the -territorial seavfor the purpose of exploring and exploiting
the natural resources located there. This instrument has been widely
followed and the main quest}on outstanding has been the geographical
extent of states' rights. The 1958 Convention ~ives no more than an
open-ended definition. States have sovereign rights to a depth of
200 metres or beyond that limit "to where the depth of the supe;jacent
waters admits of the exploitation of the natural resources" " of the
submarine area.

The 1958 Conventions, though widely regarded at the time of their
adoption as a great advance in international law-making, thus left three
major problems unresolved: thejwidth of the territorial sea, the outer limit
of the continental shelf, and the arrangeﬁénts to be made as regards
the allocation and conservation of fish stocks. Nor did the Conventions

incorporate a process or institution whereby their provisions could be

continuously adjusted to deal with changing circumstances. . The Second

1, Article 1, Conventiononr the Continental Shelf.



United Nations Conference was held in 1960,principally in order to try
and reach agreement on the width of the territorial sea. The effort
failed, althoﬁgh a proposal for a six mile territorial sea and a six

mile fishing zone beyond came very close to adoption}

B. THE CONFERENCE FRAMEWORK AND PROCESS

Following'a lengthy period of'prepgratory discussions between 1968
and 1973,vthe Third United Nations Conference on the Law of the Sea (UNCLOS IIT
was gonvokgd in order to deal with the increased technological capacity
to exploit the sea and its resources,_gnd the problems of allocation which
this capacity has created. The décision to begin the Conference was taken

the ) |
157555ence pf any agreed draft ar;icles and after the agenda had been
expanded to include virtually all aspects of the law of the sea. The
Conference has held two sgbstantive sessions, iu 1974 (Caracas, 20 June -
29 August'1974) and 1975 (Geneva, 17 March - 9 May 1975), and a third ' '
session is scheduled for New York ih March ;976. There has thus been’ \
a marked contrast between the slow process of international decision making
and the steady pace of technological development. The years 1968~1975
have furthermore witnessed a considerable change in the international
climate and in the relative weighﬁ of the majbr political forces.

UNCLOS III constitutes an ambiticdus attempt at law-making through
world-wide negotiation. Whereas the 1958 Conventions were based largely
on existing customs and activitiés;'the present conference is intended
to make and recast the law on a much widgr'scale. The goal of producing
a comprehensive law-making treaty may indeed prove to be beyond

reach and the negotiators may yet need to change courseé so as to limit

their agreement to certain general principles or to adopt several treaties
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covering different parts of the subject matter, supplemented in either
case by further measures at bilateral or regional level. The size of the
conference (gttended by some 140 delegations),the length of the agenda,
the different degrees of importance attached by groups of states to
individual items, and the observation of the principle of consensus,
have together made it difficulf to reach the stage 6f serious bargain-
ing and the éonstruction of péckages of adjusted compromise.

The alignment patterns of the East-West conflict have not played
a significant part in determining the divisions at UNCLOS III. The USSR
and the United States have in fact adopted very similar positions on
some of the major issues. They are both global powers with stroﬁg
interests in unimpeded access to fesources and maritime throughfares.
They havé preferred to discuss quéstions relating to their conflicting
strategic interests eléewhére, among themselveé,'and to pursue parallel

policies at the Conference aimed at maintaining freedom of naval mobility.

The main driving force at the Conference has been the moVement towards
increased coastal state jqrisdiction. The acquisitive claims of the
coastal states have been accepted in large measure by a majority of dele-
gations at UNCLOS III. The concept of the 200 mile exclusive economic

2

zone appears to have received legitimacy through UNCLOS III, irrespective of

whether or not the concept is finally approved in treaty form.

2. The outer limit of the zone would be 200 miles from the baselines £from
which the territorial sea is measured. Assuming a twelve mile territorial
sea, the zone as such would thus be 188 miles in width beyond the-
_territorial sea.



Coﬁsideréble disagreemént névertheleSsvprevails over the precise extent
of thevcoastal state's rights within tﬂé zohé. The coastal coﬁntries,
many of their spokesmen being from developing countries, have tended
to assert extensive dlaims, while the developed maritime powers have
taken the lead in streésihg the dangers of Ccreeping sovereignty which
gradually would exclude outsiders from acéess to a large pérﬁion of the
6ceans. The issue cannot however be accurately characterized solely
in terms of a conflict between the interests of developed and developing
countries.‘ Provisions amounting to full territoriélization of the zone,
which

for/some Latin American countries have argued, would in all probability
cause Third World soiidarity to break down over the difference of
interest between coastal and non-coastal states, unless, at the least,
arrangements were made on a regional basis. Indeed, developments in
-this direction would in all likelihood have a cementing impact on
the 48 landlocked and geographically disadvantaged states (most of
them déveloping countries) which on substantive issues command the votes
of a blocking minority.

The most significant areas of disagreement, besides those related

to the content of the coastal states' rights in the zone, concern the

deep seabed regime and Authority, and the conduct of scientific research.
The dispute on this last point has been between the coastal states that

‘have. wished to make scientific research conducted in the zone subject to
the consent of the coastal state, and those that, like most of the
Trilateral countries, have sought to

maintain the right to conduct research subject to internationally agreed
obligations.
The debate concerning the deep seabed regime reflects more than

any other item on the agenda both an ideoclogical conflict between the
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rich and the poor countries and substantive differences of interest.
The developing countries insist that the International Seabed Authority
(IsA) should control directly all seabed mining and ultimately be-

come the exclusive operator.,

C;;;—;;veloped countries, particularly the United States, Japan
and most of the European Cqmmunity countries, have insisted on security
of access. A primary issue of'contention has been the authori@y of the
ISA to‘impqse production and price controls for purposes of protgcting
the interests of land mineral producerg. Thus the conflict 5e£ween high
technology countries and the developing countries_in regard to the deep
seabed regime is linked to the broader conflict over the reoganization

of the international system and the creation of a new economic order.

C. THREATS TO THE CONFERENCE

The complex and protracted nature of UNCLOS III has produced
more than the usual amount of frustration associated with contemporary
conference diplomacy. Many states believe they stand to gain a great
deal from the legal regimes under discussion and their govexnments
are under pressure to fulfill the expectations raised as regards rights
to resources. These frustrations give rise to two kinds of threats
to the Conference:>:first, that a substantial number of influential
states will, in their exasperation, resort_to some form of unilateral
action, thereby destroying the incentive to continue the pursuit of
universal solutioné; secdndly, that one or more groups of like-minded

~governments may decide not to wait to the end of the global treaty-making
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process and resort instead té multilateral arrangements amongst them~
selves, thereby inviting retaliafory treafy—making by other étates.
In either case, the wo;;d would be sada;ed with two or more incomplete
and incompatible trea£y systems purporting to govern important ocean
uses. | |
The first of these dangers is the more immediatelf evident.

Indeed éeveral ngtions éince the opening of UNCLOSvIII have already
had recourse to one form of unilateral action, némely, the enactment
of national legislation establishipg‘ZOO milé fishing or economic zones.
Pressures for legislatiop of this kind are growing from.month to month in
Trilateral fishing countries iike the United Stétes, Canada, Britain

' ' : ’ Trilateral
and Norway. The precarious balance of political power in several / states
gives added leverage to regions and groups repferinting special
interests. Until now the governments in these countries have
withstood the pressures for gnilatéral action, but‘if one gives way, the
others are likely to follow suit. The situation has been graphically

described by The Times of London (May 27, 1975) :

"Like athletes, the maritime countries stand

at the ready, warily watching each other, some
wanting to anticipate the starter's pistol -
which they know will not go off - but each
prepared to join the chase as soon as one of the
others makes a break."

In addition to national legislation creating extended coastal zones,
some of the technological powers may be tempted, under domestic pres-
sure, to authorize new corporate initiatives in deep ocean mining, in

defiance of repeated resolutions by the United Nations General Assembly
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calling for a moratorium on such activities, but allegedly still per-

missible under the laissez faire principles embodied in the old law of

the sea. Other states may be tempted tobexerciselextended énforée-
ment powers in waters still reéarded as belonging to the regime of the
high séas; forbexample for therpurposes of pollution prevention. Not
all such unilateral measures would necessarily and automatically be
subversive of fuﬁure attempts to organise ocean management in the in-
terest of the worid coﬁmunity. Much would depend on the manner and
timing of the initiatives. But there is a serious prospect that a
few relatively moderate initiatives could trigger off a chain reaotion
among an increésing number of frustrated or resentful stateé, and that
some of these actions would constitute gra&e deviations ffom the spirit
or the letteryof the conference.drafts upon which the hopes for universal
consensus rest. |

The other source of danger to UNCLOS III is that of competitive
treaty—making on the part of groups of disenchanted states. It is
conceivable, for example, tha£ a simple majority of nations at the Con-
ference, unable to obtain a two-thirds vote for a particulaf ve?sion
of the economic zone proposals, might proceed to legitimize a zone of
that kind among themselves Qutsidé the forum of UNCLOS III. It is equally
possible £hat a large majority,-unaﬁle to secure more or less universal
support for a comprehensive treaty, migh£ nevertheleés decide to conclude
a limited instrument of tha£ kind, which some of the dissident minority
might feel unable to accepﬁ, preferring to stick to existing law.

The probability of either of these dangers emergihg is'heightened.if



it transpires that a cleavage of opinion develops at UNCLOS III on the
legal or even symbolic significance of the single negotiating text
preparéd in May 1975. Even though this text was undefstood at the time
of drafting to have no binding effect on the delegations and .to repre-
sent only a basis fordiscussion, different opinions ‘are likely to

be held on the extent to which it reflects an emerging consensus on

key issues.

D. THE SINGLE NEGOTIATING TEXT

In order to overcome the inability of the Conference to arrive
at a common starting point for negotiations, the chairmen of the three
main committees were asked at the Geneva session in the spring of 1975
to prepare a three-part "Informal Single Negotiating Text" (SNT),3 covering
the topics assigned to their committées. The principal source for the
content of these texts was the work which had been done in:various informal
groups. Whereas the discussions in these. groups had led to a measure of
agreement on some issues, or at least to the emergence of a main trend,
this was far from being the situation on all issues, and even where broad
principles had been established there was still disagreement as to the
terms and conditions under which those principles were to be implemented. In
consequence the SNT constitutes an uneveh'mixture:- in those areas where
there is a measure of agreement, the text either suggests a specific applica-
tion or has recourse to language broad enoﬁgh tb permit different interpre-
tations; in some instances the text proposes solutions even though it is
clear that important groups of countries may find these hard to accept. Thus,
while the SNT broke a procédufal deadlock, it could not provide an instant

solution to the major substantive issues. It will, nevertheless, play a central, and

3. A/CONF.62/WP 8, Parts I, II and III.
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indeed probably dohinant, role in shaping the outcome of the Conference.
The remaining part of this chapter is a  summary of the main con-

tents of the single negotiating text in respect of the principal topics.
1. Navigation

There is general agreement in UNCLOS III that the territorial
sea should extend out to 12 miles from the baselines. Within the territor-
ial sea all vessels maintain the right of innocent passage. Accord-
ing to the SNT "passage is innocent so long as it is not prejudicial to

4

the peace, good order or security of the coastal state! The coastal
state is prevented from interrupting or hampering innocent passage
and may not levy charges on passage through the territorial sea,
except on a non-discriminatory basis fof specific services.

Since some 120 international straits will be overlapped by a
12 mile territorial waters regime, it has been a major objective
of tﬁe'maritime powers to ensure continued unimpeded passage through
such straits. Some straits states have sough to limit the right
of navigation to innocent passage, thereby requiring submarines to travel
on the surface and aircraft to receive permission for overflight. The

SNT accommodates the views and interests of the maritime powers in pro-

viding for the right'of transit for all ships and aircraft.

While freedom of navigation through the economic zone is main-
tained, this is subject to the exercise by the coastal state of regulatory
powers, in pérticular with respect to pollution, and to flag and coastal

state enforcement of pollution standards (an aspect which is dealt with

4 A/CONF 62/WP 8, Part II,Art.l6, para, 1



further in the section below on the marine environmenﬁ. Reséurce-related
activities in the economic zﬁne Will in anyrcase increase the need
to regqulate traffic so as to avoid éonflicts overluses of the sea.

A further ééncept to which the Conférence has given legitimacy
is that of archipelagic.waters, defined as the waters enclosed by the
straight baselines joining the outermos£ islands and drying reefs of an
archipelagic state; sﬁch waters aré thué distinct from the econbmic zone
surréunding the archipelago. Cénsideraﬁle disagreement exists as
regards the lengfh of baselines permitted in détermining archipelagic waters
and with réspect to the ratio of land to watef wifhin the baselines.
Having regard to the large expanse of éresently open seas thus enclosed,
ip some instances (most notably Indonesia) of major significance for
international navigation, it is important that ships of all states
shou;d be accorded £he right of innocent passage through archipelagic
waters.

Both coastal and archipelégic states are given requlatory
power to deéignate séecial sealanes and torprescribe traffic separation
schemes within territorial and archipelagic waters. Increased recourse
to the establishment of such schemes will certainly be a feature of the
future pattern of marine transport.

Although the Conference does not deal with military matters as
such, the requlations with respect to navigation have implicétions as
regards security issues. Some of the controversy over the extent of
coastal state sovereignty in the economic zone is connected with the

interest of the major naval powers in freedom of access and transit for
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naval forces, and in the possiblity of installing underwater listening
devices. vFor reasons of geography the USSR would be much more con-
strained in terms of its naval operations thah the United States should
navigation through internationél straits be limited to innocent passage.
The increased range of submarine—laﬁnched ballistic missileswill make

the United States deterrent less and less dependent on passage through
international straits. The major exception would be Gibraltar, but

the presence of United States strategic missle-carrying submarines in

the Mediterranean is important primarily for political symbolic reasons,
rather than for strategic purposes. Presumably ad hoc arrangements

could be made with the 1itt6ral states independent of the international
legal regime. The major constraint on American naval power would be on
the rapid projection of surface naval power into a conflict area. The
issue of overflight rights could also be important in certain conting-
encies. The question should be posed in this connection whether it would
be in fact in the interest of the littoral states to be in a position

to make decisions:With respect to the passage of great power naval forces.
Such a position could involve them in conflicts which otherwise might
not.extend to their shores. It should nevertheless be noted that the
development of precision guided’ﬁunitions is likely to improve significantly
the capability of coastal states to deny even powerful naval forces passage

through. straits.

2. The Exclusive Economic Zone

The SNT establishes the principle of a 200 mile exclusive
economic zone. Within the zone, the coastal state is accorded "sovereign

rights" to exploit and manage natural resources, "exclusive rights and
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jurisdiction" over artificial islands and installations, "exclusive
jurisdiction" over allvactiVities pertaining to economic exploitation of
the zone (as opposed to its resoufces) and over scientific research, and
"jurisdiction" with regard'to the preservation of the marine environment.5
"Subject_ﬁo the relevant provisions of the present convention" all states
shall enjoy "the freedom of navigation and overflight and of the lay-
in§ of Sﬁbmarine cables and pipelines"6 within the zone.

As regards fisheries, although coastal states are granted over-
all sovereign powers, they are under obligation to cénserve stocks and
to promote optimum exploitation by allowing other states access,
subject to payment of a fee or other arrangement, to the portion of the
allowable catch which exceeds'their own harvesting capacity. The articles
on anadromous speciés (e.g. salmon) give regulatofy powers to the states
in whose fresh waters the anadromous fish originate. It did not prove
possible to reach agreement on highly migratory species such as tuna
and swordfish during the Geneva session, and the SNT limits itself to a
vague prescription of cooperation between coastal states and other states

harvesting such species.through appropriate international organizations.

The SNT provisions for accomodating the interests of landlotked
states in the zone of adjoining states are equally vague. Such states
are accorded the right to participate in exploitation of fishing resources

of these zones "on an equitable basis", taking economic and geographic

5. A/CONF 62/ WP8/ Part II,Art.4s,
6. Op Cit.Art.47



33

7
circumstances into account. The terms of this participation, however,

are not spelt out but are left to be negotiated bilaterally or regionally.
According to the SNT, coastal states may exercise sovereign rights

over the continental shelf for the purpose of exploring or exploiting

its natural resources. The continental shelf_is defined as the

natural prolongation of the land territory to the outer edge of the

continental margin or out tov200 miles from the baselines, whichever

is the furthest. The exclusive right of the coastal states to the

exploitation of 0il and gas on the continental margin beyond 200 miles

remains a controversial issue however. .As a possible compromise it is

stipulated that the coastal states shall gpéy a royalty (unspecified)

on extraction from the continental margin beyond 200 miles.

3. The International Seabed

The provisions of the SNT in regard to deep sea mining constitute
perhaps the most controversial group of issues for further negotiations.
The text has'in large measure been structured in accordance with the
interests and expressed wishes of the "Group of 77", which at UNCLOS III
includes some 104 countries. The draft articles derive from the agreed
premise that the deep sea area énd its resources are the common heritage

of mankind. The SNT provides for the establishment of an International

7. Op. Ccit . Art. 57, Para. 1l.
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Seabed Authority, comprising an Assembly, a Council, a Tribunal, an
Enterprise and a Secrétériat. Activities in the deep seabed area
shall, according to the SNT, be conducted airectly by the Authority.
However, provisions are made for the conclusion of service contracts and
the establishment of joint ventures with individual operators in
order to carry out exploration and exploitation. The ‘Authority is to
avoid aiscriminatiOh in granting concessionary rights, but it is explicit-
'1y statéd that special consideration for the interests and needs of the
devéloping countries is not to be regarded as discrimination. The
Authority is furthermore expected to ensure an equitable sharing of
" benefits derived from deep seabed mining and to further the transfer
of technology to developing countries. Particular attention has been
devoted to the need to protect the economic int .rests of the land
producers of the minerals contained in manganese nodules, and the SNT explicit-
ly grants the Authority the powers to determine the extent of the area
to be exploited as well as the rate of éxploitétion. Protective measures,
such as integrated commodity arrangements and buffer~sto§k'arrangements,
are among the measures provided for.

The United States has made clear its position that the.Authority
"should not have the power to control prices or prodﬂction rates".8
it remains to be seen whether some compromise formula can be found

between the pgventive and compensatory approaches in regard to licensing

8. Secretary of State Henry A. Kissinger in his address to the American
Bar Association, Montreal, 11 August, 1975.



35

and provisions for revenue distribution which might satisfyvthe
dominant inﬁerests involved.

The extent Fo which deep seabed mining would have an adverse
economic effect on mineral exportind countries is hard to assess due to
the technical and economic uncertainties involved. Some United Nations
studies indicate that nodule mining will increase total supplies only
minimally over the next ten years in terms of copper supply (17—2 percent
“in 1985), somewhat more.with respect to manganese ( 8-16 percent) and nickel
(14-29 percent), and substantially in the case of cobalt (33-66 percent).9
In 1972 the developing countries accounted for only 13 percent of the
world's total nickel production, but the share has been growing. Only
one developing country (Gabon) is dependent on manganese exports.

The cobalt producers include developing countries like Zaire, Zambia, Cuba

and Morocco. It has been estimated that the developing countries'

export earnings from the.four minerals in question - which are roughly $2
per annum

billion/at present and which will probably double over the next decade -

could be $300 - 400 million lower in 1985 than would be the case in ?he

10
absence of seabed mining.

9. United Nations Secretariat, Economic Implications of Sea=Bed
Mineral Development in the International Area: Report of the
Secretary General, = A/Conf. 62/25, 22 May 1974, p.53

10. Development Policy Staff, International Bank for Reconstruction
and Development, Energy and Minerals: Outlook for Developing
(more P.17)
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4. The Marine Environment

The SNT from the Third Committee establishes the principle that

“states have the obligation to protect and prgserve all the maritime
environment".l% A broad consensus has emerged on the monitoring and
assessment 6f land-based pollution as well as in regard to provisions
about ocean dumping and continental shelf pollution. Vessel source
pollution has been the major cbstacle to general agreement.

As regards land based pollution the SNT stipulates that states
shall establish national laws and regulatiqns and that they’ghall endeavor
to harmonize their policies as well as to establish global and regional
rules and standards. Similar attempts at coordination and rulemaking
are envisaged in regard to the control of pollution from contimntalshelf
activities and as regards the dumping of wastes. Within an unspecified
zone the coastal state is to have the exclusive right to regulate dumping.

With respect to.vessel source pollution the SNT provides that
"States, acting-through the competent international organization or by

general diplomatic conference, shall establish as soon as possible and

to the extent that they are not already in existence, international

10. (Continued) : _ . :
Countries and Selected Issues, Paper prepared for lst World Energy
Symposium. Energy and Raw Materials, November 1973, P. 12.

?he figures cited are to be interpreted as indicating the approx-
imate order of magnitude. The overall income of land-based
producers would nevertheless be considerably greater than at
Present because of the increased world demand for the metals.

See United States working paper,

A/CONF. 62/C.1/L.5, table 2.

11, A /CONF.62/WP. 8/Part III, Protection and Preservation of the Marine
Environment, Art. 2.
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rules and standaras for the prevention,.reduction and control of
12 '
pollution of the marine environment from vessels,"

It seems likely that the Inter-governmental Maritime Consultative
Organisation (IMCO) will be the principal organ in this connexion.

Flag states are obliged to establish 1éws and regulations which are at
least as stringent as the international standards. Coastal states
may establish special laws and>regulations for the protection of the marine
environment on a non-discriminatory basis in dreas where pollution

13.
might cause "irreversible disturbance of the ecological balance." ’

The effective enforcement of rules and standards for preventing
pollutio; is entrusted to the flag state. The port state and the coastal
state are also accorded a right of enforcement however as regards vessels
voluntarily within their ports or territorial waters. The coastal state
may inspect and arrest vessels for violations committed within the. territor-
ial sea and take judicial action if the flag state fails to institute
proceedings for the offence. The coastal state may also request
information and, in the case of flagrant violations, board a vessel
for inspection when there are reasonable grounds for believing that it
has discharged in violation of international rules and standards

within an as yet unspecified area (which,however, will probably be

commensurate with the economic zone).

12. Op. Cit., Protection and Preservation of the Marine Environment,
Art. 20, para. l.

13. Op. Cit., Protection and Preservation of the Marine Environment,
Art. 20, para. 5.
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That steps should be taken to deal with serious pollution is widely
agreed. Shipping interests are concerned however lest anti-pollution
enforcement provisions may be applied in ways that impede or harass
navigation. The fact that provisions to protect the marine environ-
ment will probably remain general in any treaty likely to emerge,
leaving the details of regulation and enforcement to coastal states, may
result in a diversity of separate regulations to which shippers will
have to conform. The traditional freedom of navigation, including the
right of innocent passage, might thus be considerably compromised. Aas
against this considerétion is the need to assure that nations will be
empower=d to introduce.measures sufficiently strong td protect the
coastal environment. A balanced solution to this problem wouid thus
~ require that national measures relating to shipp.ng conform to international

norms and standards.

5. Marine Scientific Research

The SNT lays down the premise that all states have the right to
carry out scientific research. Such research shall be for peaceful
purposes only‘and be conducted in such a way that it will not unduly
intérfere with other legitimate uses of the sea. The dispute at UNCLOS III
has chiefly re&olved around the issue of coastal state consent to
scientific researeh within‘thé economic zone. Marine . scientists and
geologists fear that_the reéuirémeﬂt for prior consent may ﬁnduly impede
imporfant scientific works, iﬁ a period in which héw evidence on the
structufe and internal motion‘df the earth is being dfawn incfeasingly
from beneath the sea. Thelr apprehensions COncerﬁing arbitrary denial

of access are reinforced byvexperience of the last decade with respect to
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research on the continental shelf, where access has been frequently not
granted despite the stipulation in the 1958 Continental Shelf Convention
that permission to do research would normally not be withheld. Coastal
states, particularly developing states, on the other hand, have insist-
ed that consent is a necessary adjunct to their control over resources,
since research will often generate knowledge on the évailability of
exploitable resources. There is the further consideration that research
may also have military implications. On both grounds there has been a
demand for close surveillance of research activity and access to the
results.

According to the SNT coastal states would have the exclusive
right to conduct and regqulate research in their territorial sea. The
SNT from the Second Committee establishes the need for coastal state
consent in the zone,but provides also that such consent shall not
normally be withheld. The text from the Third Committee on the other
hand emphasizes only the obligation of résearchers to respect the
rights of the coastal state; research "reiated to the living and non-
living resources of the econoﬁic zone and the continental shelf shall
‘ 14
be conducted only with the explicit consent of the coastal state."

States are obliged to p;omote the development and transfer of
marine sciences and technology. The most important measure thch the SNT
provides for in this connection is the establishment of regional marine
scientific and technoloéical centers in cooperafion with the International

Seabed Authority.

14. Op.Cit., Marine Scientific Research,Art.21.
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‘CHAPTER III

TRILATERAL INTERESTS AND PERSPECTIVES

The.outéomé‘of therThird Unitéd:ﬁations Cohference on the Law of
thé Sea willbh5ve‘a major iﬁpabt 6n the‘international_setting within
which Trilatéfal Coﬁmission nations operate in thebcomingrdecades.

An overriding concern of UNCLOS III is’with ocean‘resoﬁrces and the
mostvnotaﬁlelfésult of that Conferenée is_likely to bé the énclosure
within national jurisdicﬁion of the Qreat bulk of'the resources now
exploiﬁable.. Dependiﬁg wpon their geographic circumstances, some Tri-
lateral Commissioﬂ countries will benefit more fhan dthers from this

~ move. Those that are already well endowed in terms éf resources, island
poésessions;.andvlengthy coastlinesvwill aéquire mdre resources énd ocean
space than the rest. Similarly, on é‘global basis, the Trilateral
nations, préportionaté to their size,’benefit more from tefritorial ex-
tensions than do most of the developing world. Relatively fewer Tri-
lateral countries are »geographically disadvantaged than is true for

the world as a whole.

Despite these geographic circumstances, the majority of Trilateral
nations have not favored the extension of national jurisdiction offshore,
and only recently have some Trilateral nations acquiesced in the widespread
support for economic zones of 200 miles. Trilateral nations will not
only benefit from such extensions, but they will also be better able
than most to cope with the difficulties attendant upon acquiring vast new
areas. Problems that are already apparent include boundary disputes,

enforcement. of national and international regulations, and the
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exacerbation of divisions within nations between coastal regions and
central governments. Wise management of newly acquired ocean resources will
be difficult at best for Triléteral nations and is likely to beLeven
more problematic for déveloping nations. Areas posing special problems
and requiring cooperative approaches include semi-enclosed seas such as
Ithe North Sea, the Mediierfanean and theiYelloQ Sea, as‘Well as similar
areas elsewhere of concern primarily to aeveloping countries} such és
the‘Caribbeah and the West African bight.

The éerspectives.of individual Trilateral Commission countries
toward the use and managément of the ocean's fesources are influenced
by a variety of factors: geogfaphical situation, dependence on oceén
resources, alternative land-based sources of supply, historical orientation
to the oceans, domestic interest groups, political relations with neighboring
states, and the like. These different perspectives influence thebpolicies
pursued with regard to maihitopics under consider.ion at UNCLOS III, namely
jurisdiction over offshore zones (including fishing), deep $ea mining,
navigation and vessel source pollution. The policies, and the reasons

behind these policies, are considered below.

A. THE EXCLUSIVE ECONOMIC ZONE

1. Minerals

Accérding fé their circumstances, Trilateral countries have adopted
different positions on the question of the establishment of a 200 mile
economic zone. As an island nation with island dependencies, Japan has a
lengthy coastline compared to its land mass. Despite its proximity
to the mainland, Japan would rank seventh among coastal nations benefiting
from 200-mile extensions and would acquire'4.6 percent of the world-

wide economic zone. (See Table 1). Moreover, potentially rich oil



42

fields have been discovered beneéth the Yello& and East China Sea and
are estimated to be among_thg world's ten largest deposits. Japan

has proposed that the.coéstal~st;té:hgvé.thé‘right to-establish a

~ coastal seabed area to the outer limit of the continental shelf to a
maximum dista;cé of 206 nautical:mileﬁifrom the baselines.15 Coastal
state rights in fhe area would be iimited to exploring and exploiting
mineral resources. Where states aie adjécent or 6pposite to one another,
delimitation woula be by agreement and would take the equidistance
principle into account. Due to the éxistence of a major trench off its
shores, Japan does not fare as well under an extension of jurisdiction to
the outer edge of the continental margin (440,960-square nautical
.miles) as to a 200-mile seabed zone (1,126,000 sqg. n. miles).

Canada, on the other hand, fares well under both a 200-mile
economic zone, (it would rank fifth among coastal nations, with 5.6
percent of the world-wide zone) and an extension to:the edge of the
continental margin (second among coastal states with 9.3 percent of the
world's margins), and has claimed both. Mineral potential off Canadian
shores is estimated at 59.6 billion barrels of recoverable o0il and

16
457.2 trillion cubic feet of recoverable gas. Although Canada's pre-

occupation with its continental margin is relatively recent, it is now a

15. A/CONF. 62/C.2/L.31, Rev. 1.

16.. Offshore drilling to the end of 1973 was insufficient to estimate
reserves. Of 80 holes off the east coast, no commercial oil or
gas field was confirmed. Canada, House of Commons, Standing Committee
on External~Affairs‘andgNational Defence,Minutes of Proceedings and
Evidence, Issue No. 27, Dec.. 12, 1973, pp. 39,82.
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Table - 1

Trilateral Commission Member States:

a

Coastal

Margin Area

Margin Area Territorial
length to 3,000 m. to 200 Sea Claims
Country depth naut. miles
(nautical (square (square _
miles) naut. miles) naut. miles) (naut. miles)

Belgium 34 800 800 3
Canada 11,129 1,240,000 1,370,000 12
Denmark 686 20,000 20,000 3
France 1,373 75,800 99,500 12
Federal Republic

of Germany 308 ©11,900 11,900 3
Ireland 663 84,100 110,900 3
Italy 2,451 160,000 161,000 6
Japan 4,842 440,900 1,126,000 3
Luxembourg oo .
Netherlands 198 24,700 24,700 3
Norway 1,650 463,700 590,500 4
United Kingdom 2,790 281,800 274,800 3
United States 11,650 862, 600 2,222,000 3

a
Sources:

Albers, John P., et al., Summary Petroleum and Selected Mineral Statistics for
120 Countries, Including Offshore Areas.

Geological Survey Professional

Paper 817, Washington, D. C,.,, U.S. Government Printing Office, 1973, p. 125.

United States, Department of State, National Claims to Méritime Jurisdictions,
International Boundary Study, Limits in the Seas (Series A), No. 36, lst

Revision,




44

strongly held interest and Cahadé has been extfemely active at UNCLOS III
in presSing for coastal stéte jurisdiction over tﬁe margin béyondVZOO—mile
zones. 17

Norway, like Canada, has pressed for avéoo—mile economiCIZOné (aéquiring
2.4 perceﬁt of the global'ecoﬁomic zone, placing Norway eleventh émong coastal
states acquifing offshore‘territorY)‘and"jﬁrisdiction to the outer edge
of the continental mérgin (ﬁnder which Norway ranks eighth). In‘délimiting
‘offshpre bounéaries Nérway has'supported a median line and equidistance
approach. Presently unresolved are'Norway's continental shelf boundary
with the Soviet Union in the Barents Sea and the status of the continental
shelf surrounding the Svalbard (Spitzbérgen) archipelago. Norway has
' concentrated its oil ékploration in the North Sea soﬁth of the 62° N.
latitude. Confirméd reserves on Norway's North Sea Shelf are 750 million
tons of o0il and 750;000 million cubic meters of gas. The estiméted total
reserves are 1000-2000 million tons of‘oil and 1000,000-2000,000 million
cubic meters of,gas.ls\

Mémber states of the European Economic Comunity do not benefit uniformly
from.exténsions of jurisdiction over offshore resource zones and continental
marginé. While the Unitea Kingdom.hés-supported a 2Q0-mile zone plus sea-
bed jurisdictibn to the outer edge‘of the continental margin (which would
also be favorable to Ireland: Belgium; Germany, Luxembourg and the Nether-
lands have'jointly pursued a policy~df limiting coastai state extensions

of jurisdiction. Together with a number of land-locked and shelf-locked

states the latter countries have proposéd the creation of regionél zones,

revenue-sharing from the mineral resources of the zone, and participation

17. A/CONF.62/L.4.

18. sSt.meld. nr. 81 (1974-75)
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for land-locked and other geographically disadvantaged states in the
exploitation of living and non-living resourses in the zones of adjacent
and nearby coastal states.19 France and the United Kingdom have a number
of island posssssions which they wish to see accorded the same jurisdiction
as other land territories. Denmark similarly takes the Faroes and Green-
land into sccount.in its attitude to a 200-mile zone. withqut them Denmark
would acquire an area of only 20,QOO sq. nsutical miles under either a
zonal or margin delimitation due to the presence of nearby statgs. Italy,
like Denmark, aqquires less than a full 200-mile zone due to the proximity
of neighboring states. |

Oii‘prospegts of EEC countries are affected by size of the continental
shelf to be acquired in the North Sea, the major area of promising activity.
Total reserves of the whole North Sea are estimated ts be around 40 billion
barrels.

United States pplicy with regard to offshore inrisdiction has been
characterized by extensions of jurisdiction, followed by a sharp policy
reversal in 1970, with a subsequent return to a policy of expanding
jurisdiction. Like Canada, the United States fares well under both a 200~mile
zone (ranking first among coastal nations with 9.1 percent of the world-wide
zone) or the extension of jurisdiqtion to the edge of the margin (ranking
fourth, with 6.5 percent of the world's margins). The United States also
has abundant offshore reserves of petroleum, estimated at 144 billion barrels
of»oil and 822 t;illion cubic feet of nstural gas.20 The United States
policy reversal in 1970, therefore, was not due to lack of interest in

offshore resources but rather represented an effort to create an international

19. A/CONF.62/C.2/L.39.

20. U.S. Department of the Interior, News Release of March 26, 1974, "USGS
Releases Revised U.S. 0il and Gas Resource Estimates." The United States
Ecological Survey estimates were substantially lower than earlier estimates
as used in the Frezon summary in Table -2. A recent study by the National
Academy of Sciences places the estimates still lower, holding that the
United States Ecological Survey methodology of estimating was unrealistic.
Mineral Resources and the Environment, NAS, Washington, 1975.
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seabed regime thaf would not be detfiméhtél to freedom of névigation.

Since .then Uhited States policy has ﬁeverted to the expansion of offshore
‘jurisdiction and the.United States has expressed support for a 200-mile
economic éone (including,fishefieé)‘extehding, as regards mineral resources,

- : . a1
to the edge of the continental margin.

) Within'the économié zone the
ﬁnited States proposes five'international features: no unjustifiable
interference with other uses of the area, international pollution standards,
guaranteés of investments, eompulsory seftlement of disputes, and revenue
sharing. |

2. Fisheries

Trilateral nations harvest roughly one~third of the total world fisheries
catch. Fisheries questions at issue among Trilateral countries féll into
two categories: (1) pblicy differénceé between Japan on the one hand and
ﬁhe United States and Canada on the.other; and (2) différences among states
fishing inbtﬁe North Sea and Northern Atlantic. The fisheries off North
America aré some of the most valuable in the world, and United States and
Canadian fishing off the shores of othéi nations is limited. These two
countries have therefore supborted'a combined species approach and a 200-
mile coastal state fesource zone. According to their proposals the coastal
state would have.e;clﬁsive rights to fisheries within 200 miles of the
shore, but would éllow foreign nationalévto fish for that‘portion of the
stock not harvested by the coéstal state. Anadrbmous species (notably salmon)
would be reserved exclusively to the country of origin and highly migratory

species would be governed by -international regulation.22

21. A/CONF.62/C.2/L.47.

22. A/CONF.62/L.4,
A/AC.138/SC.II/L.38,
A/CONF.62/C.2/L.47 and A/CONF.62/C.2/L.80.
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Table -2

Trilateral Commission Countries:
Population and Ocean Resource Situation

2,669.

Country Population Fisheries Potential Offshore

in mil. Catch Value of Resources

(mid 1971) in thous. landings in 0il in Gas in

met. tons. thous. US $ Bil.bbls. tr.cub.ft.
Belgium 9. 52.7 33,205.0 1-10 1-10
Canada 21. 1,151.6 300,119.0 10-100 10-100
‘Denmark 5. 1,464.7 238,904.0 1-10 1-10
France 51. 796.8 505,472.0 1-10 1-10
Federal Republic 61. 475.2 180,653.0 1-10 1-10
of Germany

Ireland 3. 90.7 24,665.0 0.1-1 1-10
Italy 54. 389.7 308,614.0 1-10 10-100
Japan 104. 10,701.9° 2,049,184.0 1-10 1-10
Luxembourg 0.
Netherlands 13. 343.8v 152,903.0 1-10 10-100
Norway 3. 2,974.5 355,461.0 10-100 10-100 .
United Kingdom 55. 1,144.4 383,800.0 10-100 10-100
United States 207. 9 907,400.0 100-1,000 1,000-10,000

a
Sources:

World Bank Atlas, 1974, Washington, D.C., World Bank Group, 1974 .

Food and Agriculture Organization of the United Nations, Yearbook o. Fishery

Statistics, 1973.

Sherwood E. Frezm, Summary of 0il and Gas Statistics for Onshore and Of fshore
Areas of 151 Countries, U.S. Department of the Interior, Geological

Survey Professional Paper No. 885 Washington, USGPO, 1974,

bSee footnote 20, for explanation of alternative estimates.

CJapanese fisheries figures are for 1972, latest year available.

are for 1973.

All others
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Japan, on the 6the£ hand, does a substantial portion of its fishing
off North America. Distant water and offshore fisheries account for 50
percent by.weight and value of the'Japanese catch. These are primarily
large—ééaie, technologically intensive fishing operations. If 200-mile
zones are established on'a glpbal’basis, Japan might lose about half of
ité ten million ton annual catch.23 The areas of greatest loss would be
in the Northern Bering Sea, the Sea of Okhotsk, the Northwest Sea of Japan
" and the East China and Yellow Seas. Fifty to sixty percent of the annual
protein consumed in Japén is from fish. Japan does not wish to accept
é 200-mile fishefy zone unless it is carefully defined and has proposed
instead that deVeloping coastal states be giveh preferential rights to
.offshofe fisheries, up to a certain percentage of allowabie‘catch. Japan
agrees with the United States and Canada on the need for international
regulatory commissions for highly‘migratory species but opposes reserving
anadromous species to fhe host state. Instead, Japan recommends regional
intergovernmental arrangements to cbnserve and manage salmon.

Thé difficulties over fishing among European states, in particular
those bordering the North Sea, arise in large part from the complex
'fishing pattern that hés arisen over the years. Most states are engaged
in coastal fishing, in so-called middle-water fishing, and in distant-
water fishing. Traditionally the last of these has been the most important,
at least for the United Kingdom, France and Germany, but the pressure from
coastal states -~ primarily represented in this context by Iceland and Norway -
to extend their limits, rising fuel coéts, and the movement at UNCLOS III
to.establish 200—mile economic zones, have made it necessary to reconsider

how fishing in the North Sea and North Atlantic is to be ‘conducted

23.  Suisan Keizai, July 11, 1973.
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in the future. Norway has adopted a_straightforwardly "coastal state"
approach to fishery jurisdiction issues. The fifth largest fishing nation
in the world, Norway takes three-quarters of its catch within 50 miles of
the shore. The Norwegian government is in the process of negotiating
towards a 200-miles fisheries zone, but it is on record as opposing
unilateral action prior to the 1976 UNCLOS session. Norwegian proposals
at UNCLOS III favor extensive regulatory power for the coastal state.

So far as the E.E.C. states are concerned, the situation is more
complex. At the Caracas session these countries (with the exception of

4 based on the idea

. the United Kingdom) submitted a set of draft articles2
that the coastal state should have.preferential (i.e. non-exclusive)

rights within an unspecified area of coastal waters, with regional or sectoral
organizations playing a role in the determination of the maximum sustain-
able yield and in the allocation of the catch. The position of the United
Kingdom was strongly influenced by the division of its fishing activities
between inshore and distant-water fishing and, as regards relations with

its Community partners, by the provisions of the E.E.C. common fisheries
policy. The United Kingdom expressed support at the Caracas and Geneva
sessions for a 200-mile zone, bging relatively favorably placed (by com-
parison with the Federal Republic, fhe Netherlands and Belgium for example)

to make such an extension, indicating that it saw itself becoming a state
which fished mainly in the zone round its coast. The E.E.C. common fisheries

25

policy consists of a market organization for fish products. on the one

26
hand, and a so-called "structural" provision on the other. Under the
24.. -A/CONF.62/C.2/40.

25. Regulation (EEC) No. 2142/70, Official Journal of the European
Communities No. L236/5, 27.10.70.

26. Regulation (EEC) No. 2141/70, Official Journal of the European
Communities.No. L.236/1, 27.1Q.70C..
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second, subject to limited derogations in favor of coastal fishermen,27
there is a right of equal access for all E.E.C. fishermen in waters under
the sovereignty or jurisdiction of the various member states. While adopted
at a time‘when national fishing limits did not extend beyond 12 miles, it
would mean that if the E.E.C. states were to extend their limits, the waters
would be shared. The United Kingdom has raised the question of the adaption
of this policy, to take account of the extent of the changes now likely to
take place as regards fishing in what were formerly open seas. As métters
stand at-the time of preparation of this report, it is clear that a more
elaboraté andkdeveloped fishing regime will be required for European waters

than the Law of the Sea Conference is likely to produce.

B. THE INTERNATIONAL SEABED

Most of the Trilateral Commission countries have the technological
capability to engage in mining of deep sea mang~~=se nodules regardless of
an international authority. A foremost consideration in their policies to-
ward a seabed regime beyond national jurisdiction has been supply and demand
for constituent metals of manganese nodules: nickel, copper, cobalt and
manganese. Japan is the most dependent on external sources, importing 90
percent of its manganese and copper,and all of its cobalt and nickel.
The E.E.C. states are also major importers of the metals in question, import-
ing one~fifth of the world trade Qf nickel, one-fourth of copper, two-thirds
of cobalt and one~fourth of manganese. The United States is a net importer

of each of these minerals; in 1973 it imported 82 percent of its manganese,

27. See articles 1Q0 and 101 of the Act of Accession.

28. U.S., Council on International Economic Policy, Special Report: Critical
Imported Materials, December 1974: Japan Statistical Yearbook, 1973/1974.
Figures given reflect net imports as percentage of consumption. Gross
imports would be somewhat higher. ‘
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95 percent of its cobalt, 65 percent of its nickel and 5 percent of‘its
copper.29 Canada, on the other hand, is a net importer of manganese only
(valued at $5 million in-1972). Canada ranks fifth. in world mineral production
and produces 38.1 percent of world nickel, 10.7 percent of world copper, and
7.5 percent of world cobalt.30 Norway is a net importer of copper and nickel,
imports all of its manganese, and uses a negligible amount of cobalt, which

it produces itself.

Trilateral Commission natiqns are pursuing their interests in deep sea
mining in two different and sometimes inconsistent ways: (1) through con-
sortia arrangements among their respective mining firms and (2) through
government proposals at UNCLOS III. The first joint venture, Ocean Resources,
Inc., was formed in 1970 and now includes twenty-five companies. In January
1974, six firms announced a joint venture with $50 million earmafked to work
on prototype equipment. They included Kennecott Copper of the United States,
Rio Tinto Zinc Corporation and Consolidated Gold Fields, Ltd. of Britain,
Japan's Mitsubishi Corp. and Canada's Noranda Mines. Later in the year the
United States firm Deep Sea Ventures of Tenneco, Inc. joined with three
Japanese trading companies, Nichimen Co. Ltd., C. Itoh and Co., Ltd., and
Kanematsu-Gosho Ltd., and subsequently with the United States Steel Corpor-
ation of Pittsburgh and Union Minidre of Belgium. This group has programmed
over $20 million to develop its own ocean mining system. International Nickel
Co. of Canada has also announced a joint venture with Japanese and European
partners that -calls for an estimated $35 million to be spent on developing
mining systems. Société le Nickel and Pechiney Ugine Kuhlman of France are

negotiating to form a consortium, as are Metallgesellschaft and several

29. Critical Imported Materials, op cit.

30. Canada, Department of Energy, Mines and Resources: The Canadian Economy
and Mineral Industry in 1973, 1974.
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31
other German companies.

"While private firms have been pressing ahead with plans for deep sea
mining, their governments have adopted a variety of policies at the Law
of the Sea Conference. As a major producer of nickel, the Canadian Govern-
ment has sought a licensing system for the deep seabed regime that includes
production controls and marketing and distribation mecl';anisms.32 Canada
has also tried to adapt her approach to the Fenterprise system" supported
by a large:numer of developing and mineral producing nations. Similarly
Norway has been willing to delagate ragulatory powers to an international
authority. The United States, on the other aand, has proposed a seabed
fagime designed tQ spur mineral production.33 With United States firms having
:the most advanced mining tecﬁnology, the government :has proéosed international
machinery that would issue licenses on a first-come first-served basis com-
bined with incentiyes such as low royalties and work requirements for mining
a site. The Japanese Government also proposes a licensing system but to
avoid a situation»in which one or a few nations select all the choice
mining sites, Japan proposes delays in selection of contractor bids. In
the event of competing bids, Japan suggests that the Authority should
select among the national contractors according to the number of contracts
each p;oposer haa already received and according to nationallmineral resource
import needs. If unable to select a contractor, the area would be auctioned to

the highest bidder. At the Caracas session, the E.E.C. countries, except for

31. "Tapping the Lode on the Ocean Floor", Business Week, October 19, 1974, p. 130
and John E. Flipse,."Joint Venture Commitments Highlight Ocean Mining Year",
Sea Technology, January 1975, p. 32. '

32. Internatlon Sea-bed Regime and Machinery Working: Paper Submitted by the
Delegatlon of Canada, A, AC 138/59 24 August 1971.

33. Draft United Nations Convention on the International Seabed Area,A/AC.138/25
(1970) ; United States; Working Paper- on the Economic Effects of Deep Sea-bed
Exploitation, A/CONF.62/C.1/L.5, 2 August 1974; United States of America:
Draft Appendix to the Law of the Sea Treaty Concerning Mineral Resource
Development in the International Seabed Area, A/CONF.62/C.1/L.6, 13 August
1974.




53

. .. 34
Ireland, adopted a joint position on deep sea mining. They favored a
modified licensing system with basic conditions for operators being specified
in the Convention and, like.the Japanese, sought to restrict the number of

contracts that any single nation might receive from the International Authority.

C. NAVIGATION AND REGULATION OF VESSEL-SOURCE POLLUTION

The majorify of Commission member nations are either maritime states
or are heavily depeﬁdent upon ;nterﬁational commerce. Of particular concern
to many members is the transport of petroleum supplies. Japan, for instance,
imports 99‘percent of her petfoleum by ship and of the Trilateral countries
is perhaps the most dependent on maritime commerce. In addition, Japan is
a major ship-building nation, launching around 48 percent of world ships in
1972. Ship sales account for more then 7 percent of export earnings and a-
bout 50 percent of Japah's trade is carried in domestic bottoms. As a
result of her maritime orientation, Japan opposes any restrictions on navi-
gation that might adversely affect maritime commerce. Japan has a three
mile territorial sea and supports a limited but unambiguous right of transit
for ships in international straits. Anyvspecial regimes for archipelagoes
should not hamper international navigation. On the other hand, Japanese
islands are separated by straits and Japan seeks to protect its coastal
interests through coastal sfate'enforcement of international regulations to
‘avert shipping accidents and vessel-source pollution.

Among the Trilateral nations, Canada has gone the furthest in pressing
for the coastal state's right to qualify the right of navigation through
adoption and enforéement of anti-pollution regulations. Canada has neither
an extensive merchant fleet nor a large navy although it is a major

trading nation and 25 percent of its exports are carried by sea. In 1970,

Canada extended its territorial sea to twelve miles and established pollution

LTI T o R £ 7 e 7 £ e £ G e e € £ [ P € G4 . o [ e R P e e P R o [ o e T e (S YA S £ e Y o e

34. A/CONF,62/C.1/L,8.
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Table - 3

Trilateral Commission Countries: a
~ Tonnage and Composition of Merchant Vessel Fleets

Ship Number : ‘Tanker o Number

Tonnage of sShips _ Tonnage of

Country (millions of (all kinds) - (millions of “Tankers
gross tons) gross tons)

Belgium 1.2 | 251 . 0.33 20
Canada 2.5 1,231 0.26 66
Denmark 4.5 1,349 2;20 _ | 70
France _ 8.8 1,341 5.51 125
Federal Republic = 8.0 2,088 o2.14 133
~ of Germany
Ireland PN e
Ttaly ' 9.3 1,710 3.67 322
Japan : 38.7 9,974 16.0 1,537
Luxembourg
Netherlands 5.5 1,358 2.51 109
Norway 24.8 - 2,689 12.20 297
United Kingdom 31.6 3,603 15.20 581
United States 14.4 4,086 | 4.88 314

8Source: Lloyd's Register of Shipping Statistical Tables 1974, London, 1974.
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control zones and extensive fishing zones, despite United States protests.
Canada has, moreover, indicated its support for the regime of innocent
passage in all straits covered by a twelve mile territorial sea, taking
special pains to note that the Northwest Passage is not an international
strait.

The majority of Trilateral nations have supported minimum coastal state
restrictions on navigation, both as regards unimpeded passage through inter-
national straits and flag state enforcement of international and regional
pollution regulations, coordinated with port state rights of inspection.

The United States, Japan, Norway and the majority of E.E.C. states have
pursued these policies for a variety of reasons.

The United States is a major maritime power with what it perceives
to be global interests. The government places high priority on its deterrence
strategy and on United States naval mobility to facilitate that strategy.
Although lacking an extensive commercial fleet overating under its flag, the
United States is a major trading nation and is particularly dependent - at
least for the next half decade - on increasing imports of petroleum. 1In
addition to protecting shipping lanes, naval mobility to influence local
conflicts is another aspect of the perceived United States interest in

maintaining order.

While Norway has a coastal orientation as regards fishing and oil and
gas resources, it is the fourth largest merchant shipping nation in the world
by tonnage and has had a long seafaring tradition. Norway has therefore sought
to limit coastal state powers over straits transi£ and pollution regulation
where these might restrict navigation. Japan, and the majority of E.E.C.
states, as major shipping nations have likewise sought to protect their

navigational interests along closely similar lines.

35. Third United Nations Conference on the Law of the Sea, Paper submitted
by the Government in the House, November 2, 1973
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The Federal Republic of Gerxrmany, together with Belgium, Luxembourg,
the Netherlands and eighteen other land-locked and shelf-~locked nations have
submitted articles proposing territorial seas up to twelve miles be
carefully defined in terms of baselines and in terms of their effect on
nearby states.

The nine E.E.C. countries have moreover submitted articles recommending
additions to the 1958 Convention on the High Seas. These articles would
propose more stringeﬁt obligations on flag states with regard to ships
flying their flags. The obligations would include a register of shipping,
survey of the vessel, and inquiry into incidents. The flag state would be
required to conform to international standards as concerns manning the

vessel, use of communications, construction and seaworthiness.
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CHAPTER IV

PROSPECTS FOR THE OCEANS

A. IMMEDIATE PROSPECTS

The single negotiating text produced in May 1975 deals primarily
‘with the allocation of legal jurisdiction over ocean areas and uses, and
reflects the pfedominantly coastal orientation that has characterized UNCLOS
III. It is the main, if not indeed the sole, product of the law of the
sea deliberations to date and, while formally not binding on participating
nations, méy be éxpectéd to play a decisive role in future negotiations.
The single negotiating text gives accdrdingly some idea of the final out-
come of the Law of the Sea Conference - not a complete idea, for it has
yet to undergo the process of ‘scouting in the contentious ‘atmosphere of
the Conference - but an image, subject to a series of qualifications,of
the conditions under which maritime uses and the exploitation of ocean
resources are likely to be conducted in the future. ' Ambitious though the
text is, it nevertheless does not cover all aspects of ocean activities
and it may be useful therefore to call attention to some of the matters
that fall largely outside its scope, despite their importance when examin-
ing the overall uses of the sea.

Ore aspect which is not dealt with, for example, is that of the general,
non-navigational conditions of maritime transport. Besides the long-stand-
ing problem of flags of convenience, a strong movement is underway, con-
solidated in the 1974 UNCTAD Convention on a Code of Conduct for Liner
Conferences, to secure to the exporting state, particularly when it is a

developing countfy, the movement of goods under its flag - a trend in
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favor of flag preference in short, in place of the traditional free, though
not unstructured, market in the provision of shipping services. This move-
ment is not confined to non—ihdustrialiZéd éoﬁﬁﬁries; pressure exists in
the United States to require a percentage of officially generated commerce
to be carried by national flag vessels. The growth of the merchant fleets
of states other than Trilateral countries (who constitute, by and large,
what are termed the traditional maritime powers) has indeed advanced con-
siderably in recent years, as witnessed by the répid expansion of the USSR
merchant tonnage, and this example is likely to be followed by others - the
new rich'Arab states, Iran, some of the East European countries, a number
of states in West Africa, India, Brazil, for example - by a range of new
medium powers in fact. This movement, similar to the creation of nationél
airlines, is likely to lead to excess capacity and oVer-capitalization,
although it may cause a wider numbef of countries to become more acutely

~ aware of the importance of unimpeded freedom of maritime transit.

Secondly, the Geneva text takes relatively little account of the
technological developments that may be expected to occur, except, at least
by implication,.in_the provisions relating to the International Seabed
Authority. While most. of the anticipated technological advances relate
to activities to be conducted within the areas under national jurisdiction
and may therefore fall largely under the residual supervision of the coastal
state, the problem of adjudicating between conflicting uses in the congested
areas near the coast may be expected to raise a series of difficult issues
at national as well as at regional and international levels. In defense
of the attitude taken in the single negotiating text it may be said that

the majority of technological developments now foreseeable are likely to
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reqﬁire’particular, rather than neéessarily global soluﬁiéns,”i.e., regu-
lation at'nationai or regional levels at:least for a.considerable period
to come. | |

To this generalization two main qualifications should’be added.
First, the administrative and regulatory part of the future regime for the
deep seabed will need to be periodically adjﬁsted to developments in the
exploitatidn and processing of seabed minerals, and indeéd the text now
proposed makes some provision for this requirement. There is in this area
then a process whereby changes cén be made in the light of technological
improvements, even though the solution proposed - to adjust the regulatory
mechanism as techniques progress - runs counter to the objective pursued
by the mgjority of Trilateral éountries of specifying operational conditions
so far as possible in advance, in order to provide secure condifions for
the operators called upon to invest their capital and know- how in an un-
tried activity. Second, if indeed it should become possible to establish
the exact identity of origin of different fish stocks - not merely of anadro-
mous species but of those séawned at sea - the approach now advocated, based
on allocation of particular areas, would need to be reconsidered. It should
be stressed, however, that no accurate prediction can be made as to when,
vand if, this deveiopment might take place. The major inadequacy of the
present approach to fisheries management, as has already.been pointed out,
is that a system of predominantly national control cannot function effective-
ly over ﬁhe long term when fhe same stock is being fished, under a different
regulatory system, elsewhere.
| The use of the oceans for military purposes also falls lafgely out-

side the scope of the Geneva texts. The overreaching strategic considerations
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of the USSR and the United States have, by mutual agreement, continued to
be dealt with elsewhere, although_ the efforts both.governments have

made to maintain naval mobility have been reflected in the text. The
new family of precision guided weapons may however produce é considerable
change in the character of military operafions at sea; there may be a-
reduction in the value of "massive" naval strength and small powers may
be able to inflict considerable damage on others seeking to disturb their
maritime "rights."

A much more general consideration concerns the economic conditions
for the‘development of the 200 mile economic zone. It is important to point
out that sovefeign jurisdiction over a resource such as fish or seabed
minerals is not the same as exploitation of the resource. Exploitation is
likely to require large amounts of capital and the application of special-
ized knowledge. While in many cases these necessary inputs will be avail-
abie on the world market - deyeloping countries have»borrowed substantial
amounts of capital in the euro-currency market —_in other cases the assist-
ance of those directly in possession of the capital or, more especially,
the knowledge may be needed.

The world fishing industry today has probably too much capital
devoted to it, and improved regulation of world fish stockscould render
the ships and gear devoted to fishing even more redundant. At the same
time, technological improvements in tracking, harvesting, and processing
fish have increased both the c&pital and the technical skills required for
efficient fishing. "On balance, the calls of fishing on new capital will
be relatively modest, but in many cases efficient exploita£ion of a stock

may well result in the hiring of "foreign" fishing fleets.
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Seabed mining and offshore oil'extraction, in contrast, will require
enormous amounts of capital. Not only will these industries expand rapidly -
in the former case from virtually nothing - but the capital costs per unit
output are large and growing. While a typical well in the Middle East re-
quires an investﬁent of about $250 per daily barrel productive capacity,
for example, the capital cost for equivalent offshore extraction in the
Nerth Sea is closer to $6,000 while some estimates run as high as $8,OOO.36
Movement into deepei water may require even higher capital expenditures.

The teehnical requirements for.such extraction are also more demanding. In
many instances, therefore, the actual exploitation of resources will remain
in the hands of the relatively'few firms (including some national firms)
that eommand the requisite capital and knowledge, aﬁd "ownership" of the
resource will involve mainly regulation of the volume of output and extrac-
;ion of royalties. The question of how, in specific terms, the 206 mile
economic zone is going to be developed is one with which the great majority
of coastal states have not yet begun to grapple.

Turning from consideration of the single negotiating text to the
question of the outcome of the Conference itself, the first hypothesis
which may be envisaged is that the'Conference will prove successful, "success"
being defined as the adoption by the end of’l976 (of, at the latest, early
in 1977) of a text acceptable to all major states or groups of states. On
the basis of the experience of the Conference so far the chances of this
being achieved cannot be rated very high, but it woula be unreasonable to

discount them. The states opposed to the single text, or to parts of it,
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36. Ewan Brown, "Finance for the North Sea," in M. Saeter and I. Smart (eds.),
The Political Implications of North Sea 0il and Gas, Guildford: IPC
Science and Technology Press, Ltd., 1975, p. 113.
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will have had almost a year in which to reflect on the alternatives; in a
decentralized world, the alternative possibilities may well prove to be even
less advantageous, thus providing an impetus for final - if in some cases
reluctant - agreement.

What, however, would appear a somewhat more likely course -
with the addition of all the variants and sub-variants that the pressure
of time and the ingenuity of diplomacy may produce in actuality - is that
the Conference session in the Spring of 1976 will make some progress but
not enough to resolve all difficulties. A further session may be held in
1976 - but this is not certain - and thus the negotiating session may be
lengthened. As time stretches out to the end of 1976 and into 1977 more
and more states, in the Northern as well as in the Southern hemisphere, may
be unable to resist the pressure to extend their limits to 200 mileS’and
to establish fishing - or more ambitious - zones. So far as the ;ontrol
of resources is concerned, such action, whatever its demerits from the
standpoint of ideal global equity, would be relatively effective as a
means of satisfying immediate national aims, and could be presented as
being based on the work of the Conference to date. The long-term adequacy
of the results achieved as regards fishing resoﬁrces would depend on the
particular circumstances of the fish stock in relation to thé number of
"national” fishing pools: conservation of the stock and operation of the
fishing industry at economic levels would require co-ordination of national
plans on a bilateral or wider, normally regional scale. The principal
dangers of such unilateral action, apart from those relating to conservation
and existing patterns of fishing,.are two-fold: one, that freedom of navi-
gation would be threatened, as controls extended for one purpose (resource

allocation) are used for another; and, two, that extensions may not stop



63

at 200 miles but, by a series of arguments (gontingency, traditional rights,

special circumstances) proceed fuxther, until virtually all the oceans are

under national sway.. : o o ,,/”””
These perils would appear to have a sufficient touch of possibility

to require to be taken seriously, and will be amongst the factors that gov-

ernments have in mind as they enter the next session of the Conference.

Trilateral countries, with their heavy dependence on overseas trade, would

be particularly affected if these developments were to take place in their

most aggravated form. By way of partial mitigation of the possible situation,

it may be pointed out that it would be unlikely that navigation would, in

practice, be suddenly and gravely hampered,throughout large areas of the

globe; the more probable course would be the creation of local problems

and incidents involving delays and complaints. Even as regards threats

to existing fishing grounds, arrangements could be made, if at a price,

to maintain access. ~The fact that the state extending its limits may wish

to export its fish products and in any case will ‘usually lack the means

to police the area effectively may cause a note of caution and compromise

~ to enter into bilateral and regional negotiations, difficult though these

will be. So far as the possibility of indefinite expansion, or of expansion

beyond 200 miles,.-is concerned, relatively few states would actually be

able to make such extensions in the near future or have a real interest in

doing so; beyond a certain distance from the coast counter balancing forces

(both those operating within a country and internationally) start to eome

into play. It would be reasonable to assume however that a breakdown of

the Conference, in the sense of failure to achieve any result, would eventually

~lead to a number of national extensions beyond 200 miles, either in respect

- . 37
of living resources or of minerals.

Some claims in respectto oil and gas resources have in fact already been made
beyond 200 miles, either on grounds of the "natural prolongation" theory or

~under the doctrine of acquired rights as applied to the provisions of the
1958 Continental Shelf Convention.
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‘The issue of unilateral measures also needs to be considered in
relation to the resources involved: So far as manganese nodules are
concerned, the countries most likely to be motivated to make claims
in order to exploit nodules beyond 200 miles are Trilateral Commission
'countries. Their interests as mineral consumers would thus have to
be balanced against their interests in other uses of the sea (such as
in navigation, both military and merchant shipping) and, more generally,
in their attitude to the rest of the world, in particular the developing
"countries. A system of 200 mile zones could be established if the Con-
ference did not reach a formally successful conclusion, or not at an
early date. -This is not the case, or at least not to\anything like
the same degree, as regards the international seabed, the most clearly
North-South issue before the Conference.

Looked at purely in isolation, the small number of potential opera-
tors would enable international seabed activities to be conducted for a
considerable period to come without international regulation. The

Trilaterxal
political cost t6‘_"77"'33untries, however, would be high. The Third
World would rally against any such move - for all that they may be held
to have helped prpvoke'it by the reluctance of some of their spokesmen
to compromise - and the present conflict of interests over the future of
the international seabed would become implanted as a more or less perm-—
anent ideological issue. While this might be regarded as merely an -
addition to an already lengthy list, this particular conflict would not
appear to be worth the price to be paid as reg;rds the probable political

outcome on the one hand, and, on the other, to constitute a serious loss

through the curtailment of the possibility which the international seabed
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offers of making a significant step forward in the organization of inter-
nationai soéiéty. The notion ofrrunhing, collectively, approximately one
half of the globe - aibeit uﬁder water - is a unique proépect; no other
aspect of.the.curfenﬁ scené offeréhso.tanti;izing a possibility for long-
term gain. The Intefnational.Seabed Authority hés a value as a symbolic
instrument, as a ﬁodel for the‘futu¥e, which does nbt.exist eisewhere
amongst the other topicé before the éonference, ghd which unilateral action
would make much mofe difficult to‘obtain.

In the’absence of a global treéty, or even if'a treaty based on the
single negptiating text were‘to emerge, theré would in any case be many
local issues outstanding: maritime boundaries beﬁwéen adjacent and neigh-
boring states will require many yvears to settle, and gquarrels over re-
source allocation in particular éreas may be anticipated, irrespective
of whether or ﬁot a general treaty is concluded. If the trgaty,_as has
been proposed, contains a dispute‘setflement proredure, it would ne&er—
theless prdvide a-framéwork fér the resolution Qf sgch bilateral and
regioﬁél différences, and there can be no doub£ that a solution via a

treaty acceptable to all major states and groups of states would be the

best outcome from the standpoint of Trilateral countries.

B. A LONGER VIEW

.Before concluding this report and setting out the Task Force's recom-
mendatiohs it may be.useful to aftempt to give some tentative forecast -
aespi£e the difficultigs involQed - of the state‘of ocean afféirs at a
somewhat more distant date, such as one or two decades ahéad. With cur-
reﬁt dévelopments in mind, i£ is poésible to foresee the emérgence of a
regulatory system for ﬁhe océans wﬁich will réseﬁblela moséic consisting

of the following components:
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(i) an incompiete codification of general principles reflecting
mainly the ethic of the developing countries, in the form
of treaties, declarations and resolutions adopted at the
universal level of international organizations;
(ii) a proliferation of dissimilar regional.(and sub-regional)
arrangements and treaty systens in different parts of the
world, reflecting an uneven rate of regional development,
and diverse interpretation and application, of tne global
>principles; and
.(1ii) increased recourse to anaiogies drawn from non-marine
principles of international -economic and environmental law.
The prevailing feature of this emerging legal system will be its flexi-
bility or elasticity, as well as its uncertainty. Almost regardless of the
outcome of UNCLOS III, the recent'and present period of law-making is likely
to be looked back upon from around the year 2000 as one of great legal change
which culminated in a loosely‘conceived framework of broad principles and
concepts. Whereas in the past there was relatively little international law
relating to the oceans, but much of it was embodied in fairly hard and fast
rules, the law which is nok emeréing is more ambitious in its scope, but can-
not, it would appear, yet be formulated in detailed, universal terms. Put
in another way, it seens best to assume that all nations will have to learn
how to share internationally apportionable resonrces in an equitable and
efficient manner through a period of trial by error - by experience in short -
before the majority‘will-be prepared>to trust to a written code of universally
‘applicable specific; relatively complex, rules of law.
The significance of this for the furure of the oceans may be assessed in

the light of four main criteria: the minimalization of conflict; effective
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resource management; the maintenance‘of transport and communication; and
adequéte environmental proteétion{ 'Aé regards thé first; it seems advisable
to énticipate a period of increésingly frequent and bitter conflicts over
marine-related issues. One'i; vir£ﬁally compelled to predict decades of
‘inevitable, if nbt usually méjor, copflicts of this kind, shéped'bf the
moral and Politicai imperatives of our time. There is cértainly little comfort
in the-histéry of bbrder‘disputes betweén nations on land or in the.history
of wealth allocations to groups and individuals within national societies.
In some cases the stakes may be so high that legal disputes over marine issues
between otherwise rélaﬁively'friendly states will escalate into serious con-
flicp, perhaps for the first time in theif history. Iﬁ other cases states
éccustoméd to confrontations betweén each ofhé; on other issues will find in
ocean'ﬁanagement problems further cause of hostility, éven to the point of
serious Qiolénce. Whiie it is difficﬁlt to envisaée the precise impact of
multiﬁational corporations ih this scenarioc of proiected ocean conflicts, it
is'evideht that the major role which these entities are likely to play in
océan‘development will create fresh problems as states and organizations
search'fof an édeQuate operational framework. The coming emergence of the
cbrpdrate phenomenon in the oceans underlines the inadequacy of a purportedly
comprehensive approach to treaty-making in the law of the éea which is con-
fined almost exclusively to relations between individual national states.
While there is frequent talk of "rational" resource management, the
contént behind this principle has yet to bebfully established. It seems
clear that in practice we are already into an era of trial by error in most
éreas of resource management, not least in that relating to marine resource
management. The expected“extension of coastal state jurisdiction out to the

200 mile limit will give rise to a series of social and economic issues, and
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the task confrénting communigiés,‘national andvinternational alike, will

be to rélate "rational management" to political demandé. How fast should
offshore 0il resources be exploited for example? lOr manganese-nodules? In
the case of fishing, it might make seﬁse in some societies to develop the
industry in a highly uneven way, with a certain segment dependent on new
capital investments in advanced forms of fishery technoiogy to be applied

far out to sea; while other segments remain dependent on simpler methods
close to shoré. In other countries it may be more desirable to have a

more uniform pattern of fishing techniques throughout the national zone.

What we should expect - or hope - then is that some coastal states will
eventually develop particular solutioﬁs that meet their own chief purposes,

at least for a period of tiﬁe, and that any economic loss in the global
perspective may be offset by commensurate gains in social stability. Other
states, and these wiil probably be the majority, are likely to find after
various errors of commission and omission that their best interest liés in
sharing their management systems with neighboring, adjacent, and other states.
Flexibility in the system of legal norms and procedures would in such circum-
stances prove conducive to the making of apprbpriate‘institutiénal adjustments.
The less "sovereign" the type of language employed in describing the coastal
state's management in its zone, the smoother these transitions and adjustments
would be.

Ocean spacé will certaiﬁly cdntinue to be of primary importance for the
maintenance of international ﬁransport and communications. Present trends
suggest that systems, or sub-systems, of traﬁsportation, based on high tech-
nology, will be devised, related to developments in fhe pat#erns of world

trade. The increased volume of goods entering world commerce will require
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more specialized forms of ocean transport, linked with enlarged port facil-
ities, a consiaerable number of which will be situated offshore and incorpor-
ate industrial processing plants. The attitude of developing states‘to
shipping issues may be expected to evoive as they arz drawn into the develop-
ment of shipping lines and harbor facilities. Here as elsewhere increased
recourse will be had to joint or regional ventures.

Fourth, and last, it is predicted thét environmental protection will
continue to be the focus of serious attention. By the end of ;he 1980s
global normative development and standard-setting with respect to vessel-
source pollution will have been accomplished to the satisfaction of most
governments, chiefly through the work of IMCO and UNCTAD, and a host of
more rigorous requirements will have emerged in bilateral and regional
agreements. In the case of land-based pollution of the ocean, progress
will be slower, confined mostly to bilateral andvregional arrangements in

the more affluent regions of the world.



CHAPTER V

RECOMMENDATIONS

The recommendations of the Task Force on-the Oceans attempt to bridge
the gap between the long-range perspective as regards the management of the
oceans and the short-term policy orientation of the Law of the Sea Conference.
The context for our recommendations - and the premise on which they are
based = 'is that an international agreement on ocean problems is preferable
to unilateral action, if a satisfactory international agreement can be
achieved in a timely way.

"= "We therefore recommend that Trilateral nations should not

proceed unilaterally in 1976 to extend offshore jurisdiction

over marine resources or to commence mining in the deep seabed.

We urge instead continued international efforts to achieve agree-
ment on specific issues whether through a <ingle treaty or separate
agreements.

The folloQing recommendatiops are based on the premise that the coastal
state will have economic sovereignty ip a 200 mile zone.

- Believing that an expansive definition of the continental shelf
benefits those states £hat are for the most part already well endowed
with natural resources or otherwise relatively prosperous, the Task
Force recommends that the national continental shelf be limited to
200 miles. Within the area from the outer edge of the territorial
sea to the distance of 200 miles, the coastal state should reserve
a generous portion of its royalties; such as one half, for inter-
national purposes. The coastal state would have first claim to

exploit the continental margin beyond its 200 mile zone.
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Exploitation in the area beyond national jurisdiction should be
undertaken on behalf of the international community and be subject to
the the payment of royalties to an International Seabed Authority.
The Authority shbﬁld be'Qéstéd with reSponsibility for managing
'the expioitation of seaﬁed miﬁeral resources. It should have full
powers as regards licensing and technical regulation of seabed
mining. Efforts should continue to negotiate a compromise between
the divergent views of develbping and industrialized states. The
creation of appropriate arrangements for joint ventures offers a
possible avenue for settlement. 'The decision-making structure of
the Authority must be such as to encourage agreement and avoid
majority usurpation of power. Royalties not utilized in the oper-

ation of the Authority should be reserved for internationally agreed

purposes.

Marine fishing involves issues both of allocation and of conserva-
tion. Since a number of important fisheries extend into the ocean
beyond a 200 mile zone and most stocks are to be found in adjacent
zones, coastal state regulatory regimes should be augmented by
international management provisions and by strong regulatory regional
) authorities, to be established»for each distinguishable fishing
ground and related to species or interacting groups of species. All
fishing interests could be represented in these authorities, with
special weight given to the coastal states in whose economic zones
the species are found. The Food and Agriculture Qrganization should
provide general gquidance to ensure coordination of the work of the
various agencies within a coherent global system of fisheries manage-

ment. For efficient utilization, access to fisheries must be regulated,
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and this might»best be done, bqth_for areas beyond 200 miles and for
areas not fuily exploiﬁed by_r;sidents‘of the coasta; state, by
charging licensing fees. These fees should be pro—rated between

the coastal gtate and the regional autﬁority, and thé latter share
should be used for management of the fishery, scientific research,

and other internationally agreed purposes.

Revenues generated by the exploitation of the living and mineral
resources of the oceans should be directed to providing economic
assistance for developing countries, in pafticular for the poorest
among them. These revenues might be channelled through World Bank

institutions and existing regional development banks.

The Task Force urges that maritime traffic should be encouraged and
its freg movement on the oceans promoted to the fullest extent
possible. In areas where traffic congesti~n is or will become acute,
coastal state and international responsibilities must be spelt out
for the management of vessel traffic. Financial and operational
responsibilities for such management must be shared by all interested
parties. Traffic control systems® should be instituted in highly

travelled waters.

National and regional controls‘over land-based sources of marine
pollution should be strengthened and so far as possible harmonized,
due allowance being made for the fact that the volume of waste
materials and the absorptive capacity of the natural environment vary

substantially in different parts of the globe.

International standards should be developed relating to vessel-
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source pollution. National measures should be non-discriminatory
in their application to ships within areas of national jurisdiction.
Stringent liability requirements should be established, particularly

for ecologically vulnerable areas.

In view of its importance for the understanding of fundamental
aspects of the human environment, the freedom to conduct scientific
research designed ﬁo increase knowledge of the marine epvironment
should be maintained. The results of research should be disseminated

as widely as possible.

It is important for world order that disputes arising out of ocean
uses be settled amicably. Mediating panels of acknowledged experts
should be established under United Nations auspices to be made
available to countries in dispute over ocean matters, and the inter-
'national éommunity should bring moral pressure to bear on all states

to have recourse to these panels to help resolve disputes.

N
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DEPARTMENT OF STATE

BUREAU OF PUBLIC AFFAIRS

INTERDEPENDENCE: THE PETRODOLLAR PROBLEM

Background: The quadrupling of international oil prices in late
1973 is resulting in a major shift of financial resources to the
Ooil-exporting nations. The l13-nation Organization of Petroleum
Exporting Countries (Abu Dhabi, Algeria, Ecuador, Gabon, Indonesia,
Iran, Iraqg, Kuwait, Libya, Nigeria, Qatar, Saudi Arabia, Venezuela)
will collectively enjoy a financial surplus of about $60 billion
in 1974. These funds are often called "petrodollars." Depending
on assumptions about the production and price of oil, some experts
have forecast accumulated OPEC petrodollar surpluses of $300 bil-
lion by 1980. The magnitude of an investible surplus anywhere .
near this size in the hands of a small group of countries present
problems of financial and economic adjustment for the world economy .

OPEC earnings: The oil-producing nations generate an investible
surplus because they earn more from oil exports than they are able
to spend on imports of other goods and services. The size of the
surplus varies among OPEC nations. Collective OPEC o0il earnings:
in 1974 will amount to an estimated $105 billion; other export
receipts, $5 billion. Allowing for lags in payments on oil of

$15 billion and for total OPEC imports of $35 billion, a financial
surplus of $60 billion remains for investment or foreign aid. Next
vear's surplus, depending on events, could be in the same range.

OPEC investments: OPEC revenues not spent on imports of goods and
services must be invested somewhere in the group of oil-importing
nations as a whole., About $45 billion in the first 10 months of
1974 has been invested in a variety of ways:

- A little less than 1/4 of these funds has been invested directly
in the US, principally in bank deposits and marketable govern-
ment securities.

-~ About the same amount has been invested directly in the domestic
‘assets of other industrial countries.

- Substantial amounts (a little less than 40%) have been placed
in Euro-currency markets.

~ Direct loans to other governments and to international institu-
tions, such as the World Bank and the IMF's 0il Facility, have
accounted for the remainder of investible OPEC funds.

Future placement of OPEC surplus earnings will depend on a variety
of circumstances, including comparative rates of return on dif-
ferent assets. Thus far, the OPEC investors have shown a prefer-
ence for short-term, highly liquid assets such as bank deposits.
In the future, they may turn more to corporate stocks (equities)
and other financial investments with longer maturities.

PA/MS DECEMBER 1974 Editor: Miss Fahey Black

Ext. 20736
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Recxcling OPEC'c investment pattern in the 011—consum1ng natlons
-as a whole may not correspond with the balance-of-payments fi-

nancing needs of individual o0il consumers. .OPEC funds often need
to be redirected through financial markets and special financial
institutions to countries in need of them, a process referred to
as "recycling." Private financial markets have shared the major

‘burden of recycling since the present oil crisis began in late 1973.
. Official channels also exist. A special 0il Facility was estab-

lished in the International Monetary Fund to borrow from the o0il
producers and to lend to countries with oil-related balance-of-
payments deficits in 1974. Regular IMF quota borrowings are also
available, and should be 1ncrea51ngly drawn upon.

_'US propgsals-“ In mid- November 1974 the US - proposed as- part of an

overall approach to the 011 problem two new 1nternatlona1 financial

“facilities:

- A $25 billion' financial safety net among industrial nations which
cooperate in reducing dependence on o0il imports; and

-~ A trust fund of $1.5 to $2.0 billion for concessional lending to
the developing countries most severely affected by higher o0il
prlces.

The US proposed that the former be associated with OECD because
of the financial magnitudes involved .and the link which will exist
between borrowing and measures to reduce dependence on imported

'0il. We suggested that the trust fund for the most severely af-

fected developing nations be managed by the IMF, with contribution
of funds from the oil-producing nations and other sources, includ-
ing profits from the sale of some of the IMF's gold holdings. The
details of these new facilities remain to be worked out with other

‘nations. Congressional approval for approprlate US participation

will also be necessary.

Financial solidarity fund: The US believes that the financial
solidarity fund among industrial nations, the first new facility
proposed abcve, should reflect a variety of fundamental principles:

- Part1c1patlon must be 11nked with a commitment to cooperate-
~in reducing dependence on oil imports.

- Participants must follow responsible ad]ustment policies and

+ avoid recourse to restrlctlve trade measures, or other "beggar-
thy-neighbor" policies.

- The facility must be large enough -- we have suggested $25
billion -- to provide reasonable insurance and confidence to
participants.

- The facility must lend on market-related terms to supplement,

rather than replace, private financial markets. :

- Decisions on the provision of financial support should be made
~ by a weighted vote of participants and should be based on the
" overall economic position of the borrower, not on any single

criterion such as o©oil import bills.

- All members should share the credit risk on the basis of thelr

share of participation. : -
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producers and to lend to countries with oil-related balance-of-
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available, and'should be increasingly drawn upon.

5. US proposals~” In mid- November 1974 the US- proposed as - part of an
‘ overall approach to the 011 problem two new 1nternational financial

" facilities:

- A $25 billion financial safety net among industrial nations which
- cooperate in reducing dependence on 0il imports; and

- A trust fund of $1.5 to $2.0 billion for concessional lending to
the developing countries most severely affected by higher oil
prices.

The US proposed that the former be associated with OECD because

of the financial magnitudes involved and the link which will exist
between borrowing and measures to reduce dependence on imported
0il. We suggested that the trust fund for the most severely af-
fected developing nations be managed by the IMF, with contribution
of funds from the oil-producing nations and other sources, includ-
ing profits from the sale of some of the IMF's gold holdings. The
details of these new facilities remain to be worked out with other
‘nations. Congressional approval for appropriate us part1c1pation
will also be necessary.

6. Financial solidaritzjfund: The US believes that the financial
solidarity fund among industrial nations, the first new facility
proposed abcve, should reflect a variety of fundamental principles:

- Part101pation must be linked with a commitment to cooperate-
.in reducing dependence on oil imports.

-~ Participants must follow responsible adjustment policies and
avoid recourse to restrictive trade measures, or other "beggar-
thy-neighbor" policies.

~ The facility must be large enough -- we have suggested $25
billion -- to provide reasonable insurance and confidence to
participants.

~ The facility must lend on market~related terms to supplement,
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rather than replace, private financial markets. i
- Decisions on the provision of financial support should be made iﬁ
~ by a weighted vote of participants and should be based on the -M
"overall economic position of the borrower, not on any single #

criterion such as oil import bills.
- All members should share the credit risk on the basis of ‘their

share of participation. : . o 3
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Report on the drilateral Commigsion
Governor Jimmy Carter of Georgia

Monday ~9-~9-74 11:15 a.m.

The Trilateral Commission consists of a group of persons
represeﬁting the three developed democratic rcgions of the world --
North America, Japan, and the common market countries of Europe. The
purpose: of theVCommission is to present brief and incisive analyses of
internationai subjects which are of paramount current interest to the
public and private leaders of our nations. |

Private financing perﬁits the unstrained development of position
papers which can express in clear terms both the common‘and conflicting
interests of the nations and regions involved in a controversial problem.
Majbr public figures such as Prime Minister Tanaka and Secretary Henry
Kissinger participate actively in the deliberations of the Commission.

Studies cover such topics as the social, cultural, economic, and political

attitudes of people in the three regions, future of the seas, international

trade, arms control and security, relations with the Communist World,
aid to developing countries, and international policy.
Many of these concise reports can be quite valuable to Governors

and other state leaders because they present comprehensive analyses of

- widely differing viewpoints on subjects of immediate interest to our

people; To illustrate this, I have summarized below our recent discussions

of the international aspects of the energy crisis.



International aspects of the energy crisis:

General - The world economy simply cannot withstand a eontinuation of
| present circumstances and trends; In effect, the organization of
;Petroleum Exporting Countrics has just_levied a $70 Billion annual sales
tax on the rest of the world, which will increase quickly to $100
Billion annually. This will give the OPEC countries this year about
$65 Biliion in surplus revenues, equal to two-thirds of the beok value
of all U. S. private foreign investments. If they chose to so invest
this amount, they coﬁld purchase 100% of the stock in all international
oil companies ih the world, and still have $15 Billion left for other
investments. By 1980 their liquid surplus capital will be at least
$400 billion, or about 70% of the world's monetary reserves.

The economies of weak developing countries with no major
exportabie products are being quickly devastated. Italy is already
almost bankrupt,bdeeply in debt and with a balance-of-payment deficit
of more than $1 billion a month. Other European countries and Japan
are also quite vulnerable, and they Rhow their situations are growing
worse.

All major oil importing nations are, in effect operating en
credit, and escalating charges and interest costs will have a pyramiding
effect, with the Qeaker nations suffering most.

Furthermore, in consuming nations any attempted drastic reduction
in fuel consumption might cut productivity and the nation's resources
much more than could be saved by feducing oil import costs. The lives

of developed countries depend on adequate energy supplies.

The OPEC COUNTRIES - The private oil industry, primarily U.S. companies,

has lost all control of their former assured oil supplies and transmission

sYStemé in The Persian Gulf Countries. The producing governments now
unilaterally set posted prices, export quotas, and determine the identity
of customers. In 1970 tﬁeir oilvrevenues per barrel were about 90¢.

Now .total government revenues will average about $9.25 per barrel.

Rapid domestic development of processing plants and shipping capability



..is,planned by the major producing nitions, which will further unbalance
international paymcnts.

T'he accuwmlation of surplus funds by The OPLC Countries could
very well lead to further aggravation.of the oil crisis if these nations
deciae that their incomes are sufficient, that investments in other
nations are not sound, or that their own oil in the ground might be the
best long term investment of all. Then worldwide bil supply shortages
and higher prices would result. |

The OPEC Countries afe understandably demanding enough industrial
development so that they can be economically viable by the time their
oil supﬁlies are‘substantially depleted after thirty years or so. They
claim that past Qil prices paid to them have been unfairly low compared
both to the value of their product and to alternative energy sources.
Furthermore( they-éxplain that the new high prices will prevent ﬁnnecessary
waste of oil and will encourage the developmenf of other sodrces of
energy;

So long as the OPEC cartel rgmains intact, there is little likeli-
hood of any appreciable valuntary price reduction for oil or for comﬁit-
ments‘of assured supplies. These countries recognize their present
._strategié advantages and have no intention of rélinquishing them.

The OPEC‘countries do, howgver, have a major investment in the
'~ soundness of the\world—w;de.écdnomic system aﬁd will pfobably be careful
not to sever their close ties with the free nations of-the world for fear

of undesirable enhancement of Russian influence.

Major Oil Companies =~ In the absence of any cohesive policy or action
ofiour own government during last Qinter's oil crisis, the major
companies had to assume the responsibiiiéy for distributing the world's
avéilable oil. They perfofmed this task well, within the limits imposed
on them by the Middle Bast producing nations.

The cémpanies enjoyed greatly.increased financial profits, but
algo suffered heavy passes in public confidence aﬁd supporf. In addition,

their control over foreign oil supplies has been lost. Chances are that

the oil companies could not repeat their previous performance if



another similar embargo crises should be_precipitated by The ornc
countries. Neither the producing nor consuming nétions are likely to
- permit 0il companies to play such a large intermediary role in the
future. |
There will‘undoubtedly be greater governmental intrusion into
the affai;s of the oil companies, with demands for additional informatidn
ahdjwith the.prospect'of reducing or eliminating special tax privileges.
The U.S. o0il companies are expeﬁted to play_a major role in the
development of new energy sources,and the government will have to be
deeply in&olved with a permanent commitment toward reaching the goal

of reasonable national energy self-sufficiency.

U; S. Government -- "Project Independence" is a farce. No substantive
steps have been taken to assure that we will be,independeﬁt of doubtful
fo;eign 0oil supplies anytime in the foreseeable future. We have no

long range national energy policy. We are forming no binding alliances
with other consuming nations to coordinate researchvand‘development
efforts or to share future oil shortages. Our foreign policy toward

the OPEC countries is not designed‘to force reasonable price reductions.
We have not even imposed any 1limits on their ihvestments of oil profits
in our country.

We have begun no new concerted effort to develop additional
types of energy supplies. There is no major energy conservation'program
Iin this country. No substantiél increase in stockpiling facilities is
underway. Even the director of the federal energy office is projecting
an increase in imports of oil between now and 1980 and multiple efforts
are being made to identify deep port sites for these increased oil imports.
Some suggestions -- The oil consuming nations must refrain from uni-
lateral and selfish decisions and join together for concerted action.

Understandable and specific long range goals should be
established.

A permanent and concerted conservation program should be

implemented as a major national effort.



A conmitment to an adegquate resecarch and development program
on a multinational basis should be commenced.

Economic and political persuasion should be exerted on the oil.
exporting'countries to insure stable supplies of oil at reasonable and
predictable'prices.-.

| International arrangements should assume the eeonomic‘viability
of those nations which are being most severely injured by the recent
0oil price increases.

| Stockpiling facilities should be built to assume at least a
six-month supply of adequate fuel supplies in case of a future embargo
from foreign sources.

An intefnational arrahgement must be evolved to-p;etect major
financial institutions from failure as they attempt to deal with the‘
unprecendented burden of a disrupted economic system.

All reports of the Trilateral Commission will be made avail-

able to Governors.



TRILATERAL COMMISSION
JOINT STATEMENT
=

During the past three years, the Trilateral Commission
reports on major international issues have highlighted the need

for reform of international institutions and consultative mechan-

isms. At its meeting at Ottawa May 10-11, 1976, the Commission

discussed reports by two task forces concerned with international
institutional problems. In the light of the discussions, the

Commission urges the trilateral governments to take initiatives to

‘promote reform of international economic institutions and to improve

international consultative processes.

iI

Institutional reform by itself cannot provide solutions

to the world's problems. Nevertheless, strong political commit-

ments by governments to use improved institutional and consultative f
mechanisms are essentiai.. Governments should support essential
inétitutions with national delegatioﬁs ofvhigh guality and authority
and encoufage the creation of strong international staffs which can.
play a key role in proposing and implementing policies.

Continucus efforts are required to adapt the international

- institutional system to changing priorities and new patterns of

influence so as to avoid friction and harmful disagreement. A
cardinal requirement for the reform in international institutions

is that those whose interests are significantly affected by



particular international problems participate in decisionsvabout

how those problems can be reéolved. Flexibility and resource-
fulness are needed to fulfill this requirement. Although someb
existing institutions, such as the IMF and IBRD, have partially
adapted to changing circumstances, the response of the international
system has been inadeqguate. Aé a result,'the'existihg institutionai
framework has‘been seriously strained and is too weak to discharge

the tasks that lie ahead.

ITIT
The Commission believes that institutional reform should

involve: -

1. Strengthening existing institutions.

(1) Within the GATT framework, there is a growing heed for

the elaboraticn of new rights and rules governing export
controls, sucﬁ as those which have for years covered import
controls. The provisions of Article XI of the GATT on gquan-
titative réstrictions héve proved inadequate for the current
poiitical and economic circumstances.

(ii) 1In the Qggg, member governments should place even
greater emphasis onrthe_coordination of macroecononic
policies and on the concerting of constructive approacheé

to global economic problems. 1In addition, the OECD should
examine whether its presént membership -adequately reflects

the changing balance of international economic relationships.



(iii) Thé IBRD shouldvincreasingly play a coordinating rolé
between>the rapidl? prbliferating multilaterél aid organiza-
fions ana‘betweeﬁ nétional and international_aid efforts even
to the extent of drawing up an‘annual "world developﬁent
budgef" for discussion with‘full participation by developing.
ccuntries. o |

(iv) In the IMF, new rules are required to achieve effecﬁive
multilatéral surveillance over the system of flekible exchange
rates and control dver_internatidnal liéuidity.

(v) The UN System should be reformed‘so as to improve co-

ordination of international economic policies.

Creating new institutions to meet new needs. New institutions.

should only be created where there is a real need. Thé‘prbblemv
vof inﬁernational investment and the management of the oéeans
are two areas in whiéh such a need exists.

The struéfure of new institutions should depend on their
functions. Institutions which would have to conduct operations,
for example'in deép seabed mining, would need.a structure dif-
ferént from those whose purpose is'to adﬁinister agreed rules
or to develop a common policy consensus. But in all cases,
the use of consensus as thé basisvfor degision should be
eﬁcouraged, so as to minimize ﬁhe riéks of confrontations

arising from rigid voting procedures..



3. The improvement of mechanisms for informal consultation between .

govefnments. Formal institutions work best if their functions

relate to'specific-prdblem areas. Less formal consultative
mechanisms, participation in which may often be resﬁricted,

are needed to shapé approaches to issues not yet ripe for
cbllectiﬁe action and to provide the necessary coordination
bétween the different institutions concerned‘with international
economic problems. The'growing‘interactibn betweén doﬁestic
and international policies makes international consultation

at all levels increasingly important before natibnal policy
decisions are made. To this end: -

(1) Keeping_in mind the valuable experience of the European
Political Cooperation machinery, consideration should be given’
toc the creation of a trilateral consultative mechanism. 1In |
such a mechanism it would be desirable for the European Com-
munity to work through a single representative. |

(ii) The Conference on International Economic Cooperation
represents a potentially important and flexible device for
consultation among developed and developing countries. If

it prcves to have continuing value, a small secretariat should

be established to support its work.

The Trilateral Commission believes that its work can
help to generate the necessary shared perspective and joint will

to act in all these areas.



C IV

Cenduct of International Rusiness

The Commission also discussed questions>¢onCerning fhe
conduct of international business. The discussion focused on
the recent disclosures of improper payments by ?arious interna—
tional firms,.and on the sharp pclitical reactions in sbme of the
-éountries where such payments may have béen”made; The Commission
concluded that while the recent disclosures involve only a small
proportion of international firms, bribery, wherever it occurs,
is é cancer_ which seriously weakens the internétional role of
enterprises, subverts the case for free markets, andvthreatens
the valﬁes of democratic societies. The Comﬁission’appeals to
all international firms and governments df the Trilateral cduntrieé
to fotm a consensus on the impropriety of bribery‘and related
practiées, and to consider diéclosure regulations which, by insuring
that both proper and improper payments are made public, williser?e
to deter the solicitation'and_thé making of improper payments,’

and facilitate the prosecution of those that may still occur.

\Y

Future Program of the Commission

The Commission approved its policy program er the
coming year. The program will consist of:
(i) - The completion of two trilateral reports already in

hand -- on how to involve communist powers constructively



in dealing with global problems; and on a framewcrk for
a renovated international system;

(1i) Three new trilateral task force reports - on East-
vest relations; on relations with developing countries;
and on labor/management relations in adﬁanced industriai

societies.

The next meeting of the Commission will be held in Japan

Janvary 1977,
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KURT BIRRENBACH
ROBERT W. BONNER
HAROLD BROWN
FRANCESCO COMPAGNA fmmy :
PAUL DELOUVRIER Dear J y:
HERBERT EHRENBERG

MARC EYSKENS

Atlanta, Georgia 30309

CHUJIRO FUJING I am.en?1051ng with this letter a copy of the Tr:!.lateral
PATRICK E. HAGGERTY Commission's second annual report. Apart from giving a
YUKITAKA HARAGUCHI summary of the Commission's activities during the th
YOSHIO HAYASHI ry s lvitlies during year, e
KAZUSHIGE HIRASAWA report contains (on pages 4-5) a description of the various
YUSUKE KASHIWAGI : . . .

JOHN H. LOUDON Trilaterial Task Forces which are now at work and will be
KINHIDE MUSHAKOJ) . completing their reports during the coming year.

SABURO OKITA
JEAN-LUC PEPIN

EDWIN O. REISE:*AS%ER I would like to take this opportunity to say how much we
MARY T. W. ROBIN N . N

DAVID ROCKEFELLER we_lcome comments and suggestions on our policy program from
WILLIAM M. ROTH members of the Commission at any time, and not only at our
WILLIAM W, SCRANTON . . .

RYUJI TAKEUCHI various meetings. Please do not hesitate to let us have
OTTO GRIEG TIDEMAND your comments and to let us know if you would like to be
NOBUHIKO USHIBA . . .

PAUL C. WARNKE more closely involved in, or informed about, any of the on-
SIR KENNETH YOUNGER going activities described in the report.

SIR PHILIP DE ZULUETA

Finally, I would like to tell you that we are now beginning

to think about the future program, structure and financing

of the Commission in keeping with the unanimous disposition

of the.Executive Committee at the Kyoto meeting for the Com-
mission to remain in existence. This subject will be discussed
at the New York meeting of the North American members of the
Commission on October 16-17 in preparation for the meeting of
the Executive Committee in Paris on December 1-2, at which a
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final decision will have to be taken. I hope that you will
be able to let us know your views directly at the New York

meetings. But your thoughts before then, particularly if-you
are unable to get to the meeting, would also be most welcome.
Sincerely yours,
ZZ(\\

Zbigniew Brzezinski

Enclosure
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SECOND. ANNUAL REPORT

The Trilateral Commission's second year ended on June 30, 1975.
The year éulminated in the first full meeting of the Commission
in Kyoto, Japan, in late May. The success of the Kyoto meeting
provided the basis for a unanimous expression of support by

the Executive Committee for the continuation of the Trilateral
Commission after its initial three-year perlod of operation,
which ends on June 30, 1976.

TRILATERAL MEETINGS

Executive Committee

The Executive Committee met in Washington on December 8-10, 1974.
The meeting concentrated on the problems of o0il and related
financial issues, and on inflation. The Committee discussed the
report Energy: A Strategy for International Action by the Tri-
lateral Task Force on the Political and International Implications
of the Energy Crisis; and the report OPEC, the Trilateral World
and the Developing Countries by the Trilateral Task Force on Rela-
tions with the Developing Countries. The Committee also heard
speeches on the energy and monetary problems from three Commis-
sioners, George W. Ball (formerly U.S. Under Secretary of State),
Paul Delouvrier (Chairman, Electricité de France), and Nobuhiko
Ushiba (formerly Japanese Ambassador to the United States. On

the basis of the reports of the Task Forces (which are summarized
below) and its own discussions, the Executive Committee adopted

a Resolution endorsing the recommendations in the reports and
calling for a cooperative rather than a confrontational response
by the Trilateral countries to the problems of inflation and in-
creased oil prices. The Resolution also endorsed the proposal
made by George Ball for a new Bank for Fund Recycling and empha-
sized the importance of progress towards a settlement in the
Middle East guaranteed by the United States and the Soviet Union.
The Executive Committee also approved the Trilateral Policy Program
for the following period.

EUROPEAN OFFICE
CENTRE FOR CONTEMPORARY EUROPEAN STUDIES
UNIVERSITY OF SUSSEX
FALMER, SUSSEX BN1 9RF, ENGLAND



During the meeting, the Executive Committee discussed with President Ford
the Commission's recommendations, w1th emphasis on the need to avoid a
confrontation with the oil producers, and the President's forthcoming

summit meeting with President Giscard d'Estaing. Secretary of State Kis-
singer gave -a dinner for the members of the Executive Committee at which he -
spoke and answered questions. Members of the Executive Committee also met
with members of the Senate Foreign Relations Commlttee to discuss the Com—.
mission's work and recommendations. .

Commission

The Commission held its first plenary meeting in Kyoto on May 30-31, 1975.
One hundred thirteeén Commissioners (62 from:Japan, 20 from Western Europe,
and 31 from North America) took part. The meeting was organized around the
two principal themes "The Global Redistribution of Power" and "The Trilateral
Communlty Key Problems and. Prospects." on the first theme the Commission
heard keynote remarks by Saburo Okita, President of the Overseas Economic
Cooperation Fund, and received interim reports from the Trilateral Task )
Forces on Access to Supplies and the Oceans. John Schnittker, formerly U.S.
Under Secretary of Agriculture, spoke on the World Food Problem. On the
second theme, the Commission discussed the report of the Trilateral Task
Force on the Governablllty of Democracies, with an introductory talk by

Ralf Dahrendorf. :

A subsidiary theme of the meeting was the Comm1ss1on s continuing interest in
the recycling problem and the Middle East. Yusuke Kashiwagi, Deputy Presi-
dent of the Bank of Tokyo, gave his assessment of the changing dimensions of
the recycling problem. Gerhard Schroeder, formerly Defense Minister of the
Federal Republlc of Germany, spoke and introduced a discussion on the pros-
pects for peace in the Middle East, to whlch Zblgnlew Brzez1nsk1, Francois
Duchene ‘and K11ch1 Saek1 contributed a paper.

The closing session’was introduced.by Zbigniew Brzezinski, 'who drew together
the themes of the conference in an address on the state and future of tri-
lateral relations. Following a discussion, Francois Duchene made a report
summarizing the course of the two days' meetings. Kiichi Miyazawa, Foreign
Minister of Japan, delivered a speech at the conclusion of the meeting and
gave a reception for the members of the Commission that evening.

Before the meeting Prime Minister Takeo Miki gave a luncheon for members

of the Commission in Tokyo. Commission members from North America and Western
Europe also attended a two-and-a-half day series of seminars on Japan in
Tokyo, which were organized by the Japanese office of the Commission immed-
iately before the full Commission meeting. The seminars covered a range of
subjects from polltlcal trends and socio-economic issues in Japan to issues

in external relations and some cultural and sociological perspectlves on
those relatlons.



POLICY PROGRAM 1974/5

Three Trilateral Task Forces completed reports during the year and six
others started work on reports to be completed during the forthcoming year.

The three reports completed were:

i. Energy: A Strategy for International Action, by the Trilateral Task
Force on the Political and International Implications of the Energy Crisis,
presented to the Executive Committee in December 1974, While not pessimistic
about the long-term future, the Task Force's report foresaw a transitional
period of extraordinary difficulty and adjustment for the Trilateral countries
and a . corresponding need for a cooperative long-term strategy. The report
recommended a broad positive approach by the oil consumers to the oil pro-
ducers, seeking common interests far wider than oil. At the same time, the
Trilateral countries should cooperate to maintain their own financial health
and to reduce their dependence on uncertain external energy sources. This
would require action to increase supplies of fossil fuel by intensive de-
velopment of resources within the Trilateral area and to promote conserva-
tion by limiting the rate of increase of energy consumption to levels well
below those of the pre-1973 period. The rapporteurs of the Task Force were
John C. Campbell, Guy de Carmoy, and Shinichi Kondo, who drew on contribu-
tions from a’'wide range of consultants in the three trilateral regions

during the period June-December 1974.

ii. OPEC, The Trilateral World and the Developing Countries: New Arrangements

for Cooperation 1976-1980, by the Trilateral Task Force on Relations with
Developing Countries, presented to the Executive Committee in December 1974
and later refined for publication in March 1975. The report concluded that
an extra $6 billion a year in overseas development assistance will be needed
in the period 1976-80 to assure a 2% growth rate in per capita income in the
approximately 30 low-income developing countries. On the basis of estimates
that development assistance from OPEC countries will reach $3 billion per
year, the report recommended that an additional $3 billion per year should
be provided by the World Bank for a five-year period through a new lending
facility.  According to this proposal, the funds for this "third window"
would be borrowed from OPEC countries at 8% and lent to developing countries
at 3%, the difference being subsidized primarily by the Trilateral and OPEC
countries. The total annual interest subsidy required would be $900 million,
of which the report recommended that the Trilateral countries should provide
. $500 million, the OPEC countries $300 million and the World Bank, from its
earnings, $100 million. Thus the contribution required of any one country
would seem modest in relation to the total additional quantity of develop-
ment assistance. One-third of the seats on the management board of the
facility would be held by OPEC countries and the overall voting strength of
OPEC in the IMF/IBRD would be significantly increased at the same time.
Richard N. Gardner, Saburo Okita and B. J. Udink were the rapporteurs of

the Task Force. They were aided by several meetings with consultants.

The basic proposal was subsequently adopted by the IBRD and is now being

put into effect. ‘




iii. The Governability of Democracies, a report by Michel Crozier, Samuel
P.  Huntington and Joji Watanuki, presented to the plenary meeting of the
Commission in Kyoto in May 1975. The report, which was the most extensive
yvet produced under the Commission's auspices, examined the current difficult
phase in which the demands on democratic governments have grown, while their
capacities seem to have shrunk. On the basis of studies of the situation in
each of the three trilateral regions, the report concluded that while lack
of confidence in .the functioning of democratic systems has grown, no signi-
ficant support has developed for any alternative image of politiéal organiza-
tion. The situation has become one of "anomic" democracy in which democratic
politics have increasingly become an arena for the assertion of conflicting
interests rather than a process for building common purposes. While this
problem may be seen partly in terms of a changing 'external environment,
many . problems seem to be intrinsic to democracy itself. The pursuit of

the virtues of individualism and equality has brought about a general de-
legitimation of authority. The growth of political participation has
created an "overload" of demands on governments. Political interests and
parties have increasingly fragmented. ' The demands of domestic pressures
have encouraged parochialism in foreign affairs:. The report seeks to pro-
vide a basis for the discussion.of ways of responding to these problems.

The report will be published in bock form by the New York University Press
this fall, together with a summary of the Commission's discussion of the
subject at Kyoto. Consideration is also being given to ways in which the
.debate stimulated by the report. can usefully be continued.

The six Task Forces which began their work during the year are on the fol-
lowing themes: : ' ’ '

1. The Oceans. The final report of this Task Force is due in December 1975.
'The rapporteurs are Michael Hardy, Ann Hollick, Johan Holst, Douglas Johnston,
and Shigeru Oda. An interim report was submitted to the Kyoto meeting of
the Commission. Against the background of the continuing negotiations at
the UN Law of the Sea Conference, the Task Force is assessing the global
perspective on such critical oceans issues as the exploitation of mineral
resources, fisheries and environmental management. The Task Force is likely
to propose that governments should refrain from unilateral actions during
1976 which could prejudice the UN Law of the Sea Conference; that national
continental shelf jurisdiction should be limited to 200 miles; that there
should be generous international revenue sharing provisions for resource
exploitation within 200 miles but beyond territorial limits; that an Inter-
national Seabed Authority should be established with full responsibility for
managing the exploitation of seabed resources beyond national jurisdictions,
with royalties used for internationally agreed purposes, including develop-
ment assistance; and that there should be strong regulatory regional
authorities for fishery conservation and -allocation.



2. _Access to Supplies, interim report presented at Kyoto in May, final
report due in December 1975. The rapporteurs are Carl Beigie, Wolfgang
Hager and Sueo Sekiguchi. The Task Force is considering access to supplies
of commodities as ‘a policy issue in international economic and political
relations. The Task Force will seek to define the complex issues involved
in the problem of commodity supplies and to describe'thefpoliticai and eco-
nomic environment within which these issues must be tackled. Among the
Task Force's preliminary recommendations are a proposal for new codes of
conduct' and principles for commodity markets; new approaches to price
stabilization on a commodity by commodity basis, including internationally
managed, self-financing buffer stocks; trade reform to improve access by
developing countries to the markets of developed countries; new approaches
to generating adequate investment in the production of raw materials, in-
cluding arrangements to make more capital available to developing countries;
‘and possible measures to promote a more equitable global income distribution,
such as an international tax on consumption which would gradually replace
existing forms of economic aid.

3. International Institutions, final report due in Spring 1976. The rap-
porteurs are Fred Bergsten, Georges Berthoin and Kinhide Mushakoji. Against

the background of the post-World War II experience of international institution-
building and the lessons to be learned from that experience, the Task Force

will examine the institutional problems posed by changing international cir-
cumstances. - The report will offer proposals for new institutional arrange-
ments and rules to cope with current problems; and recommendations on the
reform of existing international institutions and on ways in which all such
institutions can be most effectively mobilized in the interests of future

world order. ' '

4. Trilateral Consultative Procedures, final report due in Spring 1976.
The rapporteurs are Egidio Ortona, Robert Schaetzel and Nobuhiko Ushiba.
The Task Force will consider ways of improving trilateral consultation
against the background of an increasingly interdependent world in which
the domestic and international dimensions of economic problems are more
and more interrelated.

5. <Constructive Global Involvement of the Communist Countries, final report
due in 1976. The involvement of the USSR, the Communist countries of Eastern
Europe, and China could contribute to tackling certain global problems and,
at the same time, assist ‘in the improvement of East-West relations. The

Task Force, of which the rapporteurs are Chihiro Hosoya, Henry Owen and
Andrew Shonfield, will study a number of the key issues, such as food and
energy, in which the Communist countries might become constructively 1nvolved
and draw conclusions and recommendations from their study

6. The Renovated International System, final report. due in 1976. The
rapporteurs, Richard N. Cooper, Karl Kaiser and Masataka Kohsaka, drawing on
the conclusions and recommendations of earlier trilateral task forces, will
provide a framework for interpreting the challenges faced by the existing
international order and guidelines for policies which will encourage the
emergence of a renovated system.




Regional Activities

In addition to the full trilateral meetings, the various regional groups
of the Commission held a number of separate meetings during the year.

The Canadian members of the Commission held a colloguium in Montreal on

May 16 on the Task Force;repOrt on the Governability of Democracies. This
colloquium afforded a valuable opportunity for exchanges between a group of
Canadians from varied fields and members of the Task Force and provided
additional insights into the subject based on the Canadian experience.

The British, French and Italian groups of the Commission also held meetings
during the vyear.

The Japanese members of the Commission held a meeting on May 20 shortly before
the full Commission meeting in Kyoto. The Japanese group was also most

active in arranging regional meetings of the Japanese members of the Tri-
lateral Task Forces. :

Members of the Commission from the United States held two small meetings
during the year for members of the Congress. Gerard Smith, North American
Chairman, held a dinner for Congressional members of the Commission in Feb-
ruary 1975; and Representative John Anderson, a member of the Commission,
organized a dinner in June 1975 for members of the Commission to meet members
of the House of Representatives.

IMPACT

In keeping with its aim of furthering public education about the issues in
trilateral relations, the Commission has continued to give wide dissemination
to its publications and recommendations. These efforts have steadily in-
creased the impact of the Commission's work on informed opinion and the public
at large.

At the governmental level, the meetings with President Ford and Secretary
Kissinger in December 1974 and with Prime Minister Miki and Foreign Minister
Miyazawa in May 1975 gave members of the Commission the opportunity to present
the Commission’'s views and recommendations at the highest level. 1In these
ways, and as a result of the individual contacts which members of the Com-
mission have had with governments, the Commission has contributed to the
increasingly widespread recognition of the importance of the trilateral idea
and improved trilateral relations and policies. The Commission has in par-
ticular consistently advocated a cooperative rather than a confrontational
approach to international economic problems, notably those crystallized by
the rise in o0il prices in 1973. It has welcomed the gradual growth of a
consensus in the trilateral countries in favor of such an approach, of which
the proposed 27-nation conference in December 1975 will be a symbol. The



Commission has also formulated new approaches to development assistance,
such as the "third window" lending facility which was recommended by the
Trilateral Task Force on Relations with the Developing Countries in Decem-
ber 1975 and is now being established by the IBRD; and new approaches to
‘international monetary matters, such as the proposal for open market sales
of official gold stocks, echoed by the recent IMF agreement on the reduction
of the Fund's gold holdings, of which one-sixth will be sold, with the pro-
ceeds being used to establish a Trust Fund to assist developing countries.

In terms of broadét.public impact, the year saw increasing attention in the
media to the Commission's work. Press representatives were specially in-
vited to attend the Kyoto meeting and were also associated with the December
Executive Committee meeting. As a result considerable coverage was given to
the Commission's work, notably to the study on the Governability of Democracies. .

The North American element of the Commission has continued to distribute
its information bulletin Trialogue, of which two editions were produced
during the year in a new and expanded format.

In Japan, the Kyoto meeting of the Commission was the occasion of extensive
comment in the media. Takeshi Watanabe, Japanese Chairman, spoke on Commis-
sion activities at the annual meeting bf the Board of the Federation of
Economic Organizations and discussed the Commission's work in a number of
articles and television appearances. The Japanese group has also continued
to produce a bulletin Trilateral News, of which three editions appeared
during the year.
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o R - THE TRILATERAL COMMISSION
' 345 EAST 46TH STREET

NEw YORK., N. Y. 10017
. 212-661-1180 .

ZBIGNIEW BRZEZINSKI
DIRECTOR

. CABLE
TRILACOM NEWYORK .

GEORGE S. FRANKLIN
SECRETARY (N.A.)

’j/ S . November 30, 1973

MEMORANDUM

TO: Commission Menmbers

FROM:  Zbigniew Brzezinski /ngg o

The enclosed two articles, written by two memberé of our -
. Commission, struck me as particularly perceptive and I
thought that you might be interested 1n them.'

o’ -
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Empact of Mldeast crasas

ByRobertR Bowle R [

In foreign affairs, what nations do ia: -

largely influenced by how their lead-;
ers and people perceive their predica-
ment. Sometimes a dramatic event
may modify or clarify their per-:
ceptions and thereby greatly alter:
their future course. The current;
Middle East crisis could well be Such!
an event for several groups of coun
tries. .

First in the Middle East itself it'
may have changed the outlook of the:
Arabs and Israel so as té open the way |
‘for real peace. Skeptics can point out'
that three earller wars did just the |
reverse: They only . sharpened the'
enmity and distrust which produced
the most recent hostilitles. But his-
tory .does not develop in a straight’
-line. Western Europe offers a hopeful:
example. There, too, the states waged ,
a series of wars culminating in World |
War II. The first impulse was to:
repress Germany, but in 19850 Robert i
Schuman, then French foreign min- .
ister, had the wisdom to see that only_ 1
reconciliation could break out of the !

‘tragic pattern and produce real secu-!
rity for France and Europe. Two |
decades later, war in Western Europe :
has become literally unthinkable, and °
the members of the European Com- :
munity are prospering. together. It~
may be that some leaders among the

Arabs and Israelis are groping to-
ward a similar conclusion.

It s too soon to be sure President |
Sadat and King Faisal have implicitly |
accepted the existence of Israel. But |
ways will have to be found to assure

Israell security by guarantees and

disarmed areas without stimulating

Arab revanchism. That will not be

easy. Such a course will have to__;f
overcome many obstacles, including

the opposition of other leaders rigidly

committed to past positions. The :
United States can play a constructive |

role in this process. It has the lever-

age to strengthen the hands of the .
moderate leaders — both Arab and
Israelt — If it too is prepared to shift :
to an even-handed policy in support of

a falr settlement based on United
" Nations Resolution 242 of 1967. Do
Second, the crisis has clarified the '
nature of the detente with the Soviet |
Union. It has shown that it is more .
limited than many had been led to :

assume. The U.8.S.R., of course,
wants to avold nuclear war with the -
U.S. and hopes to obtain trade, tech-
nology, and credits in a more relaxed
atmosphere. Jor the- Soviets, how-.
ever, ‘‘coexistence’’ does not mean
coope ut active riva to

extend its influence in Europe, the

Middle East, -and elsewhere.

Clearly the Middle East will con- °
tinue to be.a major target for Soviet
actiwtytoexpa.nd its Influence. Areal
peace would eventually reduce the :

Arab dependence on the Soviet Union,

but a settlement will enhance Soviet

influence in the Persian Gulf. The

Soviet fleet there is already signifi- -
cant, and reopening the Suez Canal °

would allow it much more flexibility

in moving ships between the. Mediter- '
- ranean and the gulf. -

. Third, the crisis shouid drive home

~to the U.S., Western Europe, and -
Japan their intimate interdependence -
‘and the critical need for working

-closely together. Thus far, the effect

has been .Eust the opg%site. The U.S.

acted aterally In its all-out sup-
port for Israel and in its worldwide
alert. Predictably, the allies reacted

by separating themselves from the

. U.S. position, hoping to protect their

oil supplies against the Arab cutback’
" provoked by the U.S. actions.
‘As I stressed in my previous article,

.:‘ -this split is deplorable and potentially
- extremely damaging to the many

. shared interests. Whether or not the-
experience will ultimately lead to

;" _restoring the links remains to be seen.| -

In his energy speech, the whole!
emphasis of the President was on
national actions- to make the U.S.;
maore mdependent Cooperation with‘
allles was not mentioned in relation to
elther the immediate or the long-term
problems. That is hardly a goo

omten. The eventual conclusions and:
. actlons of the allies are also uncer-:
tain. The rational answer by the West .
. Europeans would be to speed up their .
progress toward European union in-

- order to exert more influence in the
partnership with the U.S. One thing is

certain: It will take an enormous.
_ amount of patience and good will all
around to repalr the damage and:
revive the trust and cooperatxoni '

which are essential. -

THE CHRISTIAN SCIENCE MONITOF
November 14,

1973

‘In all these areas, this crisis could
clarify understanding of the sttuation -

and lead to more suitable choices and )
" priorities. Whether it actually does s0 .

depends on the leadership in the
various countries involved. As al-

ways, constructive action will require .
the combination - of two qualities -
which seem in conflict: freedom from :
illusions about how things really are
and the vision to see the potentla.lmes )

. for making them better. Such leaders
are never common. They are espe-:

cially hard to find today. Indeed, ina;
period of varied shortages, tha.t may’
be the most costly one.

_Dr. Bowie is a member of the.
Harvard Center for International
Affairs and “of the Harvard fac- '
ulty EUREE . S
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By George W. Ball =

LONDON—How one thinks about the

* situation in the Middle East—and par-’
ticularly the Arab oil embargo—largely"-,'
‘ mumty, ‘has- been shocking. Yet Eu--

depends on one’s point of vantage The
Arabs justify the embdrgo as a reason-
able response, to our hostile action in

_ airlifting military ‘supplies- to their
" enemy during recent hostllmes_ They -
- see it as a proper diplomatic instru-

ment_ to induce us to press Israel to

settle on’ their terms, and,  though

drastic action than our carpet-bombing

~ of Hanoi last Christmas in an effort

to improve our posmon in the Vxet- :
namese negotiations.
As we saw it, of course, an anrhft.

to Israel was a necessary counter to

the Soviet airlift, What we sought was

to prevent an Israéli defeat while we"’

worked out a. cease-fire and searched’
for a, settlement—and . we. need not
apologize for the actions we took

Yet le i

in making and about which many have

- serious reservations. They feel resent-

- ment, aggroaching bitferness, that their
ack of indigenous oil reserves may -

- cause them to suffer more than the

~ United States,

which has, in their
minds, helped to create the probiem

by condoning" lsraeh obduracy after R
01967, :

As’ a'result our relatlons ‘with our’

. allies in Europe and" Japan ‘are being
rapidly eroded. This process can be far

more "costly and. the damage more

Gur_economy as a consequence of a

protracted embargo Nevertheless, for -

reasons  of myopia .and domestic
politics, we have approached the prob-.

2 lem along stnctly natlonahstlc lmes,; .

. Americans often refer to the oil cur- ' blame ' nor .. self- congratulatnon

* tailment as blackmail, it is a far less

posal in the hope that by. avoiding di-

e ,ternporary slowinz_down of ,
" they could obtain a special advantage

expressmg pxqua rather than sympathy_ .
ooat our allies’ dxscomfort Admlttedly,";'.’

" been so .visibly lacking. -

airlift . was. less than heroxc and the

- lack of solidarity, "even among .the -

be a proposal for a coordinated pro-
grf-am to_develop ' Aftérnative sourges”
of energy. There- is' experience and -

_technology in Germany, Britain, Japan - |

member nations of the European Com-

rope’s failure -to’ cooperate with us is, -

* to some extent, a price we pay for our

recent: concentratlon on umlateral di- .
plomacy with the Commumstr powers:
and for letting our. petulance show m :
dealing . with. our. allies.- ‘ ;

This is, however, a txme for nelther.'-
Not

in Europe" and Japan in -eritical ]eop-’
ardy, but we have gravely weakened
our bargaining position with the Arab
states by letting them pit one con-
suming nation against another through
the subtle seductions of discrimination.
It is not too late for the United
States to-reassert its.leadership. and.-

The New York Times, 'Op Ed Page', Friday, November 30, 1973

Westem alhance and Japan of that' :v
American leadership that has lately ‘

Coupled with this offer t mxght Well'“

and other nations that could be pooled -
in ‘an effort to develop cheap and ef-

ficient means for the production of
. synthetic oil, the gasxﬁcatxon of coal,”’

etc. It should be a common purpose of
the major oil-consuming countries to-

. become as little dependent as possible -
only are our relations with our allies”  on P P ;

on_Middle Eastern. oil — not to stop

. using such oil, but. to reduce the ex- .
- cessive leverage of .certain Arab states
" and thus be able to assure its pro-

curement on reasonable terms

George W Ball, ‘an irivestrient banker, °
was Under Secreiary of State in the

“repair much of the damage. What is =_ennedy and Johnson Administrations.

_' needed ‘is_an offer to pool ouf ol re-

~ Sources along with those of the other.
. prfcipal consuming nations. :

Such an action would not be directly B

" hostile to the Arab oil-producing states
. who- are suffering the:consequences of
. an” American policy they had no part -

—not Jike the unwise suggestion of-
inherently ineffective countermeasures, .
which ‘would' have cost us exports
while strengthening the Soviet hand
in' the Middle East. -The. purpose of
a poolmg arrangement -would merely-."
be to insure: that, - as far- as pos-.:
sible, the  consuming nations- should -
present -a “common - front by letting .
none suffer greater hardship:than the--

" others —and that .includes -the Neth-- -

erlands, which has been quite unfairly -
singled out for -special punishment.
Possibly one or more — or even most. -
— of our allies might reject this pro-

rect association with the United States

with the Arab rulers. But the mere -
making of the:proposal would be a

powerful demonstration of American -
good faith and a reassertion with the .

—
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MEMORANDUM '
FROM: », Zbigniew‘Brzezinski
SUBJECT: - ~ Report on Trilateral December 16-20 Meetingﬁ:

To implement the decisions made by the Executive Committee at
its October meeting in Tokyo and discussed earlier at various
regional meetings of our Japanese, European, and North American
Commission members, the three Chairmen, the Director, and the
three Secretaries met in Washington from December 16-20, 1973. o

On December 17 and 18 they were joined by Messrs. Nobuhiko

- Ushiba (former Japanese Ambassador to the United States and

- currently serving as the Japanese rapporteur for the trilateral
trade task force), Guido Colonna di Paliano (former Italian
member of the EEC Commission and currently serving as the
European rapporteur for the trilateral trade task force),

Philip Trezise (former Assistant Secretary of State for Economic
Affairs and currently serving as the American rapporteur for _
the trilateral trade task force), Richard Gardner (former Deputy
Assistant Secretary of State for International Organlzatlons, -
now Professor of Law at Columbia University and serving as the
North American rapporteur for the trilateral task force on LDC
priorities), Professor Akira Ohnishi (former staff member of the
International Labor Organization and currently Chief Economist .
"and Project Manager of the International Development Center of
Japan and Japanese rapporteur for the trilateral task force on
LDC priorities), and John Campbell (Senior Research Felilow,
Council on Foreign Relations, and North Amerlcan rapporteur

for the trilateral energy task force) v

' The group also consulted with Robert McNamara, Pres1dent of the
‘World Bank, with regards to the energy problem and our planned
LDC report. : o

_ Spec1al attention was given to the particularly destructive
impact of the energy crisis on the growth prospects of -the LDC's.

~I. Two Global Views of'the Energy crisis =

Prior to a rev1ew of our program, those present engaged in a
tour d'horizon in regards to the energy crisis. Basically,
two polnts of view emerged, each with a rather sharply
dlvergent hlstorlcal perspectlve-




According to some participants, we are confronting currentlyim_'
a crisis in its effects on world order more profound than

"the two world wars. This time the lights may go out every-

where in the sense that nothing will ever be the same. again.
A new power group has burst on the western—~dominated scene '
and it will remain a major force in world affairs for a long
time to come. As a consequence, we are confronting a. struc-
tural crisis, and certain kinds of industrial activities .
will no longer be able to sustain themselves. ©For example,
the European automobile industry will find it extremely dif- -
ficult to continue as before if the price of 0oil becomes ..
$15 or so per barrel. We may anticipate a similarly dramatic
price rise in various other commodities, especially in the
case of those where OPEC-type monopolies can be organized.
All of this means an era of generalized shortages, an in~
creasing scramble for resources, and increasingly grave'
social-political crises within the advanced societies.;.”

From this view of the situation, there are two p0551b1e ways_f;'
to perceive the future. One outcome might be increasing -
competition and conflict. The result will be a breakup

of the one-world concept and an international affairs in which ;“":

the powerful do what they can and the weak suffer what they
must. Trilateralism will degenerate into unilateralism.

Alternatively, a more benign development may occur, but it
is less probable because it requires a revolutionary change

" in human outlook. It would require the creation of an inter-

national system in which the strong as well as the weak are

‘given a stake in the new world order. It means, in turn, - S
a more egalitarian world, both at home and abroad. Transfer - -

of resources will also mean the transfer of power, 1nvolv1ng
also a w1de-ranglng and extraordinarily difficult process of "

_reconversion, one in which controls by government will become

increasingly important and our old free—trade 11bera1 economic

'system w111 gradually fade away .

The fore901ng view was strongly contested by other part1c1-
-~ pants. They maintained that we are, first of all, still- o S
quite uninformed about the true dimensions of the oil crisis. ... =
 Moreover, in‘any case, when prices go up, consumption will S

'go down, and thus a new form of an equlllbrlum will eventually”

emerge. The notion ‘that the advanced economies will grind .
to a halt is a wildly panicky concept [and we should not .

- forget that the present difficulties within the United Klngdom_{f'
have relatively little to do directly with the energy-oil .
problem but more with the internal coal and rallroad strlke]



In addition, skepticism was expressed about the notion that
there will be generalized raw material shortages. The present
. rise in commodity prices is the outcome of a sustained boom

~in the United States and Japan as well as, to some extent,
~in Western Europe. We can expect commodity prices to dr0p
.sometime next year. This is not to deny that there will be

some shortages - for example, in copper and oil, but this

is not the same thing as a generalized crisis.

Accordingly, global change will not be all that drastic.
World order will not be fundamentally altered. 1In that
context, trilateral unity will remain both desirable and _
attainable, and we must proceed, therefore, with our exist-
ing agenda, stressing both trilateral cooperation and the
need to create a wider framework of cooperation between the
~advanced and the developing countries [especially the richer
developing countries, such as the o0il producing ones, which
‘must be given both a stake in the international order and which
must themselves increasingly assume some of the burdens 1n

' regards to their poorer ne1ghbors] ' . :

II. Next Phase of the Program

—

Given the urgency of the energy problem, it was agreed that an

" interim trilateral report on the international implications of
the energy problem [to be prepared by Messrs. Campbell, Uri/Hager, .
and Ambassador Kondo] will be presented to the next Executive
Committee meeting, scheduled for June 23-25 in Brussels, with

the final version to be presented, as originally planned “to the

- fall 1974 meeting of the Executlve Commlttee.

Accordlngly, the following is tentatlvely env1saged as the present
agenda for the June 23 —-25 Executive Committee meetlng e

~June 23, evening - General meeting}‘perhaps with a
o leading European figure.

June 24, AM - = Trade

lunch’ - Trade dlscuss1on contlnued
PM - =~ Trade

- dinner - Perhaps official receptlon w1th
' ‘ the Belglans ‘

-~ June 25, AM - - Interlm report on energy _ ‘
B - lunch - Action reports and decisions with regards
' to the LDC's priorities report and
probably a report from a consultant -
concerning the feasibility of a tri--
. L ‘lateral study of the oceans problem
PM - - Open - to be filled depending on further
: c1rcumstances -
’d1nner Co- Informal '

Note: If an updated monetary proposal is developed and a
- brief report is available, it presumably would be fitted
. into the above schedule. ‘ ' SR



III; Preparatory Steps Towardsthe June Exécutive
Commlttee Meeting

Trade: The three rappbrteurs will meet in late March to review .
a preliminary draft and they will also hold regional consultatlonSg
on it with task force members and consultants. : : '

Energy. The three rapporteurs w1ll part1c1pate in a trllateral
meeting on energy scheduled for late March and will develop a’
prellmlnary report by mid-April for review and dlscu851on.,

ILDC's: In addition to reglonal consultatlons, a meetlng w1th
‘representatlve spokesmen and experts from the LDC s w1ll be held
in March. ¥ - :

jMonetary. In late spring our original rapporteurS“will consult
to establish whether an updating of the report S recommendatlons -
“is de81rable. : o
Oceans: The consultant will visit Japan in Aprll to obtaln
Japanese 1nputs for the feaSlblllty study. :

Iv. Other Items

Va1UéS=‘iA“tfilateral'exploratory'meeting concerning a joihtrlj“
study of changing values is to be held in the spring of 1974.

'Security° A memorandum on the security issue 1s to be. prepared -
for dlscu581on later thlS sprlng. - .






Jimmy Carter Presidential Library
Sticky Note
To view this document in its entirety, please contact the Jimmy Carter Presidential Library


\

Pt

iation, 7 West 43rd Street

Brief statements by Gerard Smith and Zbigniew Brzezinski, _ o
followed by an off-the-record talk by Arthur Hargmaﬁ¥FA551sgang -
Secretary of State for European Affairs, on U.S.-FEuropean Relations.

Mav 30, 9:30-4:30, Terrace ILounge, l2th Floor, Carnegie Endowment

o Building, 345 East 46th Street
'>9:30f12:30 Discussion of Proposed Interim Report on Relations
! With the Less Developed ;ountrleq’led by Richard

“Gardner, North Rmerican Rapporteur,” Task Force on
Less Developed Countries, Professor of Law,
Columbia University.

d Comrission Work on
ctcy, Qrean Policy .
ernaticnal Studies. .

12:30-1:45 Luncheon, Discussion of Pro opose
Cceaus led by Ann Hollick, D
Project, School of advance

o
]
=
o

led by John C. Campbell, North Amerizan Rapuor
Task Force on Energy, Senicr POllt;le lic¢

Council.cn Foreign Relations, comme:
monetary aspects by Richard Cooper
American Rapporteur, Task Force: on
Provost of Yale University. N

2:00-4:30 - Discussion of Proocosed Interim Repert on Ensrg
jot




T government bu51ness.

To: North American memaers of the Trllateral Commission
-From: George Franklin
Re: Dinner on Wednesday, May 29

Arthur Hartman, ASsistant_Secretary of State for Furopean

. Affairs, who was going to speak to us at the dinner for

North American commissioners. on Wednesday, May 29 at the
Century Association, has had to cancel because of 1mportant

In his place we shall have a talk by Paul Volcker, Under-
secretary of the Treasury for Monetary Affairs since 1969,
who will discuss with us the effects of recent developments,
particularly energy, on monetary problems and especially the
implications of these problems for relatlonshlps between the
Unlted States, Europe and Japan.

s
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OFFICE OF THE GOVERNOR

State Capitol, Atlanta, Georgia 30334 )
Telephone 404/656-1776

Memorandum

To:

Governor Carter ' L ' ' .)//’ ‘YJL*-

From: David Fox - _ /e VL
| T e
Subiject: Trilateral Commission Meeting - Briefing - {,70”";/ c
Date: May 28, 1974 ‘ g
1. Agenda and topics of discussion
2. Inférmation on topics
a. Less Developed Countries - task force report
b. Implications of the Energy'Crisis - task force report
SC. ocjz:;?2izEEzEEITHEdjabie—informaﬁien}.
3. Recent Activities of Commission
4. Profile - new members
5. List of Members - North American Commission
6. Constitution of Trilateral Commission ‘
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THE TRILATERAL COMMISSION (NORTH AMERICA)
345 EAST 46TH STREET
NEwW YORK, N. Y. 10017
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October 1,.1975
MEMORANDUM
T0: North.Amerieaq Commiissioners
-FROM; --.. George Frankling

RE: Future Commission Meetings

The next two Trilateral méetings” after the October meeting in New York are:

1. Executive Committee, Paris, November 29 - December 2

All members of the Commission are now invited to attend and participate
in this meeting of the Executive Committee. An outline of the program and the
subjects to be discussed at the meeting is enclosed.

Unfortunately, the. Commissionlis»not in a position to pay the expenses
of Commission members to and in Paris. Rooms for members have been reserved at
the Inter~Cont1nental Hotel, 3 rue de Castiglione (near VendOme), at a price of.:
about $65 a night, including service, taxes, and continental breakfast. The
exact amount will depend on the exchange rate. Meals which are part of scheduled
meetings will be paid for by the European regional group of the Trilateral Com-
mission or the Freanch Government, which means virtually all meals except Saturday
and Sunday lunches. Please let me know for what dates you would like a room at
the Inter-Continental, and whether you wish a single or double.

- 2. Ottawa, May 9 - 11, Washington, May 12

This will be a plenary meeting of the Commission, and the last meeting
of the Commission's first three-year term. The agenda will include reports on
international institutions and trilateral consultative procedures. There will also.
be meetings with Canadian Government members and probably also with members of
the U.S. Government in Washlngton.

We do hope you will be able'to attend both these meetings, which will
be the climax of the Commission's work so far.



Executive

Committee Meeting: Paris, November 29-December 2

Saturday,

November 29

a. Political Affairs: with speakers representing the Government
majority and the Opposition

b. Economic & Social Affairs: with speakers representing
industry, trade unions and regional interests.

Seminar on Europe, with speakers representing the European
‘Community and German, British and Italian views.

AM Seminar on France
PM
Evening

Dinner,'addressed by‘M.'Francois—Xavier Ortoli, President
of the Commission of the European Communities. '

Sunday, November 30

Evening

Dinner addressed.by‘signof Guido Carli, formerly Governor of
the Banco 4'Italia

Monday, December' 1

AM

Lunch
PM.

Evening

" Executive Committee Meetingé - Theme: Global Resource Management -

Discussion of Trilateral Task Force Report: "Seeﬁing a New
' Accommodation in World Commodity Markets."

Interim Report oﬁ_behalf of the Task Force on International Institutioms -

Discussion of Trilateral Task Force Report: "The Future of the Oceans."

French Government Dinner.at the Quai d'Orsay, with senior
' Ministerial speaker

Tuesday, December 2

AM

Lunch

PM

Executive Committee Meetings

The Future of the Trilateral Commission
1. Structure
2. Finances
3. Study Program

~Given by the President of the Senate, M. Alain Poher

General discussion and possible jdint statement



The Trilateral Commission: Executive Committee Meeting

Paris, 29 November - 2 December

The principal theme for the meeting will be Global Resource Management.
Three half~day sessions will be devoted to discussion of various aspects
of this theme, based on three Trilateral Task Force reports which will be
presented to the Committee. The first report, entitled "Seeking a New
Accommodation in World Commodity Markets," will deal with a wide range of
issues concerning international trade in primary products from the vantage
points of the developing as well as the developed countries. The report
argues that a new balance of responsibilities is required in the interna-
tional economic and political system. More enlightened and cooperative
‘policies are required by both developed and developing nations to promote
the stable environment needed for global expansion. And the world's
finite resources must be utilized more efficiently so that the well-being
of future generations is not sacrificed. Among the preliminary recommenda-
tions of the Task Force report are the following proposals:

a. A new set of geﬁeral principles governing commodity markets
is required. These would include recognition of the right of
producer countries to control exploitation rates for their re-
sources, subject to an obligation to minimize hardships on other
nations; noan-discrimination in the supply of commodities; and
‘recognition that the rights of future generations are equal to
those of the current generation. ‘

b. 2an international information and research center for commodi-
ties, representing producer and consumer nations, to provide in-
formation and forecasts relevant to the operation of commodity -
markets. '

‘c.’ New approaches to commodity price stabilization, on a case-
by—-case basis, designed to ensure that prices remain responsive
to market :forces over the longer term. Self-financing buffer
stocks should be established and operated by reference to a basic

. price which would be subject to periodic renegotiation, but
would not be indexed. o

d. Trade reform measures based on non-discriminatory, worldwide
trade agreements. . These would include tariff reductions by
developed countries to improve access to their markets for semi-
processed materials and better generalized preference schemes.

e. New approaches to investment in raw material extraction, in-
cluding the creation of a more stable investment environment for.
multinational enterprises (MNEs) linked to the gradual assumption
of an ownership position by host countries in projects initiated
by MNEs. A major increase in. the capital of the Internaticonal
Finance Corporation is recommended to facilitate this process.



£. New measures to improve global income distribution, possibly
including an international tax on consumption which would replace
existing forms of development assistance.

The sec01d report, The Future of the Oceans, will consider the global and
long-term perspectives on the management of the oceans and review the cur-
rent negotiations at the UN Law of the Sea Conference in the light of these
perspectives. The Task Force will make the following recommendations:

~a. That Trilateral nations should not extend their offshore
jurisdiction unilaterally in 1976.

b. That coastal state regulatory regimes for fisheries should
be supplemented by strong requlatory regional authorities for
both allocation and conservation of fisheries. Revenues which
might be generated by the regulation of fisheries should be
used for internationally agreed purposes.

c. Royalties from the exploitation of marine resources beyond
. territorijal limits, but within coastal state jurlsdlctlon, should
be internationally shared.

d. In areas beyond national jurisdiction, seabed resource ex-
ploitation should be managed by an International Seabed Authority
with full powers for licensing and technical regulation. Joint
ventures with the Authority might be encouraged to resolve the
‘existing international disagreement about how these resources
should be exploited.

e. Controls cver mafine pollution should be strengthened.

f. Dispute settlement panels for ocean affairs should be estab-
llshed under UN auspices.

The third report, an interim report of the Task Force on International Insti-
tutions, will review the successes and failures of post-War efforts to create
multilateral institutions and recommend ways in which such institutions can
be reformed so as to facilitate international cooperatlon in an increasingly
1nterdependent world.

Taken together, the reports outline policies which would breathe life into
the idea of multilateral management of global problems in the era of inter-
dependence. The reports on Commodities and the Oceans recommend new ways of
generating revenues which would be internationally shared and which, in con-
Jjunction with the policies of existing institutions such as the IBRD, could
contribute to a more equitable global income distribution and provide more
automatic sources of economic assistance such as have been increasingly dis-
cussed in the UN and other fora.  Yet the proposals are also carefully con-
ceived to preserve a stable climate of economic and political expectatlons
which would facilitate global economic growth.
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THE TRILATERAL COMMISSION
’ 345 EAST 46TH STREET

NEW YORK, N.Y., 10017
212 661-1180 caBLE: TRILACOM NEWYORK

MAX KOHNSTAMM
EUROPEAN CHAIRMAN

GERARD C. SMITH -
NORTH AMERICAN CHAIRMAN

FRANCOQIS DUCHENE
EUROPEAN VICE CHAIRMAN

GEORGE $. FRANKLIN
NORTH AMERICAN SECRETARY

October 2, 1975

TO: NORTH AMERICAN COMMISSIONERS

SUBJECT: PAPERS FOR MEETING OF NORTH AMERICAN MEMBERS OF THE

COMMISSION IN NEW YORK CITY, 16-17 OCTOBER

These two folders contain the.papers for the meeting of the
North American members of the Trilateral Commission in New York

.on 16-17 October.' Details of the program are in the first folder.

The first folder also contains a preliminary version of the report
Seeking a New Accommodation in World Commodity Markets from the -
Trilateral Task Force on Commodities. The final version of this -

‘report will be presented to the Executive Committee in Paris on

December 1. The preliminary version will be amended before the
Paris meeting in the light both of Commissioners' comments at the
New York meeting and of consultants' views expressed at a recent
meeting in Japan, an account of which will be given during the-

- New York discussions. . .

The second folder contains the report The Future of the Oceans from
the Trilateral Task Force on the Oceans. This report, an interim

:version of which was put before the Commission at the Kyoto meeting

in May, is now in the form in which it will be presented to the

- Executive Committee at the Paris meeting. Comments made in the

discussions in New York and Paris will be reflected in the final
version of the report after the Paris meeting. The folder also
contains a map which helps to illustrate the implications of expand-
ing national jurisdiction over ocean areas. (The map is intended
solely for illustrative purposes: no significance should be attached"

to any political imp}ications which the data in the map may carry.)

] EUROPEAN OFFICE

CENTRE FOR CONTEMPORARY EUROPEAN STUDIES
' UNIVERSITY OF SUSSEX .
FALMER, SUSSEX BNt 9RF, ENGLAND
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Energy

The Energy Task Force will prepare an interim report of 10-20 pages
indicating the issues to be addressed in a lengthier report to be i
written at a later date. The interim report will examine the follow- . -~
ing questions: o o ' IR

1. The effect of the supply and price of energy on the political
- and economic relations of the consuming nations, both among
themselves and with the ‘producing countries, and- where common
interests may be in both cases; -

2. Problems to be expeeted in both the short term (say 1974-76) and
" the long term (1980-85), how they will interact, and how policies .
and actions taken from one perspective will affect the dimensions - "~

of what can or should be done from the other.

The longer report, to ke ready by the fall” 1974 Executive Commlttee
" meeting, w1ll. ‘ . .

1. Analyze the political implicétions of the energy crisis, and

2. 'Recommend steps to be taken‘bykthe Tiiiateral Commission.
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.rapporteurs in Europe.
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GERARD
NORTH AME

TO: North Amerlcan Coxmr{15510ners

Zbigniew Brzezinski 'Zﬂ

Interim Paper on the Political and Internatlonal
Impllcatlons of the Energy CrlSlS :

FROM:

I enclose herewith the draft of our interim report on the political
and international implications of the energy crisis. I apologize
for the late date of this mailing, but its preparation was delayed
because Mr. Campbell was attending a meeting in Europe between
European aad Arab political figures and energy experts, and he was
also taking part in consultations with our European and Japanese
The enclosed draft has benefitted from
these discussions. . ‘ -

The draft will be discussed at the meeting of the North American

 Commission May 30, but written comments from those unable to attend
.will be welcome. ' '
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THE TRILATERAL PROCESS

The report which follows is the joint responsibility of the three
rapporteurs of the Trilateral Task Force on the Political Implications
of Energy, with Mr. John C. Campbell serving as the principal drafter.

Although only the three rapporteurs are responsible for the analysis
and conelusions, they were aided in their task by extensive trilateral
consultations held during 1974 in Tokyo, Brussels and New York, which
at various stages in the development of the report 1ncluded the
following:

Zbigniew Brzezinski, Director, The Trilateral Commission

George S. Franklin, North American Secretary, The Trilateral
Commission .

Wolfgang Hager, European Secretary, The Trilateral Commission

Rokuro Ishikawa, Executive Vice President, Kajima Corporation

“Paul F. Langer, Senior Social Scientist, The RAND Corporation ‘

Walter J. Levy, President, W.J. Levy Consultants Corporation, Inc.

"Kiichi Miyazawa, Member of the Diet (LDP); former Minister of
International Trade and Industry

Yoshihiko Morozumi, Vice Chairman, Committee for Energy Policy

. Promotion; former Vice Minister of,International Trade and

Industry ’ ' '

Sohei MNakayama, Counsellor, Industrial Bank of Japan

M.V. Posner, Director of Studies, Pembroke College, Cambridge.
University ' :

Ronald Ritchie, Chairman, Institute for ‘Research on Public Policy,
Montreal

Kiichi Saeki, President, Nomura Research Institute of Technology
and Economics .

Masao Sakisaka, President, Institute of Energy Economics/Japan

Dieter Schmitt, Energy Institute of Cologne, University of Cologne '

Pierre Uri, Atlantic Institute for International Affairs, Paris o

Carroll L. Wilson, Professor of Management, Alfred P. Sloan School

- of Management, Massachusetts Institute of Technology



(Draft, May 17, 1974)

ENERGY: THE IMPERATIVE FOR A TRILATERAL APPROACH

First Report of the Trilateral Commission
Task Force on Energy

I. The Scope of the Problem

The energy crisis confronting the nations of Western Europe,
North America and Japan is both specific and general, immediate and
long-range. In its simplest and most urgent form 1t concefns the
shortages of suppiy_and the staggering increases in the price of oil with
which each country has had to contend within the past year. More
broadly, it has to do with shocks which these developments and our
governments' attempts to cope with them may inflict on the world's
mongtary ahd:trading system. And in the longer run the crisis poses
fundamental questions about how our expanding industrial societies, which
in the past quarter century have been fuelled increasingly by cheap and
plentiful oil, will fare in the coming decade when oil supplies are
neither cheap nor secure, and in the more distant future when they have
virtually disappeared.

The war of October 1973 in the Middle East and its accompaniment
of embargoes, cutbacks in oil-production, and rises in price did not
create the energy problem. These events speeded up trends already visible,
gave them a sharp political twist, and revealed with merciless clarity the
vulnerability of the industrial countries. It was evident that these
countries could not go on indefinitely at the rate at which their consump-

tion of energy had been expanding since 1950, for that expansion would



have to come mainly from imported oil; its availability unéertain and
its price fnordinately high.

The pervasive influence of the energy crisis on the entire fabric
of national and international economic life will inevitably have political
consequences and will require hard political decisions. Hence the
importance, for’the governments and peoﬁles of the Trilateral countries’ of
seeing the magnitude and scope of the problem. When they see it, we
believe they will find no viable alternative to a common apprpach.

This Report first examines the economics of the future energy
picture? then the politics of it, and finally makes some proposals.

A. Economics

It is useful to distinguish two time perspectives, one for the next
ten years or 'so, and the other running to the end of the century and into
the next.

In the;first period the economy of the industrialized Trilateral
region és a whole will continue to be dependent on oil imports from OPEC
(Organization of 0il Exporting Countries) sources. Our societies are based
on high energy consumption. They cannot suffer a drastic drop in available
-supply or. stagnation in the rate of energy growth without serious economic
and social coﬁseq;énceg. Against this structural demand there is an
insufficiency of reliable supply, since a critical part of their current
supply is subject to decisions on access and on price which are out of their
control and can be arbitrarily made. Because substitute sources of supply
will take years to develop, the period of continugd dependence will last
ipto the 1980s for virtually all the Trilateral countries and beyond 1985

for most of them.



The magnitude of the anticipated gap depends on how one estimates the
growth in requirements for imported oil. Projections made in the early
1970s, b;sed on what had been normal rates of growth in energy consumption
during the two previous decades, set U.S. requirements in 1985 in the
vicinity of 13 million barrels per day, Western Europe's at about 23 millionm,
and Japan's at about 11 million. All three regions, in those circumstances,
would be increasingly and critically dependent on imports, which would have
to come mainly from the Middle ﬁast. As a result of experience and further
study since the autumn of 1973, such projections can be revised to take
account of anticipéted conservation, greater efficiency in energy use,
increased domestic oil and gas production, import substitution, and higher
prices. Much more can be accomplished by such measures in the United States,
however, than in Europe or Japan. The U.S. import requirements might be
reduced to less than 5 million b/d, perhaps as little as 3 million, by 1985
or even by 1980. Western Europe's imports would still be between 15 and 20
million b/d, and Japan's at about 9 million.

The question of price may be even moré difficult, for the drastic rise
in prices determined by OPEC at the end of 1973 inevitably upset the economic
equilibrium of the consuming countries and foreordained a massive transfer
of financial assets, and thus of economic power, from them to the oil-
producing countries. The anticipated additional oil bill, for 1974 aléne,
is in the vicinity of $50 billion for the industrial countries and $10
Billion for the developing countries unfortunate enough not to be exporters
of o1l. The effects on the international monetary system, on currency values
on rates of inflation, and on living standards are impoSsiblerto calc&late

but bound to impose strains of an unprecedented character.



Looking well beyond the immediate problems and those of the next decade,
we can see the end of the hydrocarbon age. The date cannot be fixed
because the size of new discoveries of oil and gas cannot be predicted, but
with consumption outrunning additions to proved reserves the handwriting is
on the wall. The world must be prepared, accordingly, to make the tramsition
30 or 40 years hence to an economy based primarily on coal (and its derivatives)
and on nuclear power. The goal will be to reach, without a disastrous gap,
the age when abundant renewable energy is available for the world's use
through breeder reactors, controlled nuclear fusion, harnessing the power of
the sun, or in other ways. The conditioning factors for supply of energy over g
the long term are investment, technology, and ecology, and the initial
decisions have to be made now.

The economic problems may seem simple -- how to restrain demand and
maximize supply at tolerable cost and where to put investment in alternatives
to oil -- but in fact are complex because they combine short, medium, and
long-term considerations and at the same time involve a balancing of
financial, technological and other factors. They will require on the part
of democratic governments considered and far-reaching decisions, often to
serve international rather than strictly national interests, in situations
where the short-term pressures from their constituents will often be pushing
them in the other direction. Thus a large part of the problem of making

economic decisions may be, in fact, political.

B. Politics
In the necessary effort to bring the world through the next decade
‘and on toward the age of nuclear energy without major upheavals, the advanced

industrial societies of North America, Europe and Japan have a deep



involvement and special responsibilities. With economies which are inter-
dependent and political interests which in thg past have been compatible
and mutually supporting, they have an overriding concernlwith the good
health of their relations among themselves and with the preservation of a
_workable trading system and an effective international monetary structure,
both of which are already undef stress.

It seems clear that international economic relations, with a strong
assist from the energy crisis, will take on an increasingly political
character. This is already apparent in the relations between oil-consuming
and oil-producing states. The private oil companies,where they have not already
been taken over, can no longer make decisions on suéh;matters as how much
they will produce in the latter states or at what price. The governments
of consuming countries do not have much to say about those matters either,
but they know now that how to get o0il is their problem and that they have
to deal with it both in discussions with each other and in negotiations
with producing states.

How are. the OPEC members, mainly the big Persian Gulf producers, to
be persuaded to keep up the supplies of 0i1? All of them know that their
0il reserves are finite. They will decide for themselves on the rate at
which they use them up. Some, with major economic .development programs,
may prefer a high level of oil exports in order to maintain a high level
of income. Others, with smaller populations and less ambitious programs,
may be reluctant to push production beyqnd the point which meets their
. own needs for money income. Some may restrict production in order to

prolong the life of their reserves. All will wish to keep prices up.



And some may wish at one time or another to determine policy on production
and export of o0il on essentially political grounds. The partial relaxation
of Arab embargoes and production cutbacks early in 1974 was tactical rather
than strategic; the Afab oil-producing states have said that they will use
the "oil weapon' again if they find it necessary.

Similarly in the case of relations with the less developed countries
which are not oil-producers, the effects of the energy crisis will bring
governments of the Trilateral countries, by choice or by circumstance, into
increasing involvement in international economic relations. The rise in
0il prices threatens the world's poorer countries with economic ruin,
which they will seek to avert by mobilizing such political pressure on the
rest of the world as they can for massive concessional aid and by trying
to apply the OPEC method to any valued raw materials they themselves may
have. The developed countries and the newly riech oil-producers will
have to make basic political decisions on what to do about it.

The end of the era of cheap and plentiful energy is most striking,
Derhaps; in its impact within our own countries where it impinges on the
lives of individuals. Beyond the obvious adjustments to shortage and
inconvenience, it poses more fundamental questions about rates of growth,
conservation of resources, the balance between economic and environmental
values, and the creation or refashioning of institutional structures
adequate to the challenge of new demands. Within national economies,
under the pressure of high-cost energy, governments and peoples will have
to take decisions on allocation of resources, on priorities -among different
forms of production and subsidies to investment, on revamping of trans-
portation‘systems, on patterns of location for industry, public services,

and housing.



One cannot predict how far-reaching the economic and social effects
of the energy crisis will be. What is predictable is that under these
multifarious dislocations and pressures, the lines between private decision
and public control, between the freedom of individuals to live their own
lives and the social requirement for rationality and equity in the use of
scarce resources, will come under strain. These are practical rather
than philosophical questions. They will challenge the ability of our societies
to maintain democratic institutions and the essentials of free enterprise
necessary to an efficient economy.

These are, in the common view, problems of domestic.policy, and we do
not pretend to judge how each country will succeed in dealing with them.
But the line between domestic and foreign policy is unclear, and the
inclination is always present to have the cost paid by someone else. At
such a time it will require . extraordinary leadership on the part of govern-
ments, as well as extraordinary public understanding and .discipline, to avoid
seemingly simple solutions which promise, in the shdrt_run, more imported
oil or higher exports or a cheaper currency. For such a course will lead
only to destructive competition in scrambling for oil, pushing exports
and shutting off imports, and devaluing currencies.

It is hard to avoid the conclusion that the greatest challenge of
the energy crisis lies in the relations among the developed nations of
the Trila;eral region. Thus far it has done more to disrupt the European
Community than to pull it together, and the same is true of Europe's and
Japan's relations with the United States. Unless these nations can
establish the necessary cooperation with each other, they can hardly be
effective in dealing with the rest of the world,rthé oil-producing

countries especially. In order to have a realistic basis for such collaboration,



it 1s necessary to see what the respective positions of the different
Trilateral countries are and what are the factors of competition and of

common interest to be taken into account.

C. Relative Positions of the Three Regions

The balance among the three regioﬁs should be conceived first of
all in terms of energy resources, but also in terms of political and
military influence, economic and.monetary stréngth, and technological
capabilities.

The bosition of North America 1s relatively strong. The United
States and Canada have very large potential resources (oil, natural gas,
coal, oll shale, tar sands) which if developed could produce energy well
beyond thelr own néeds. The United Stafes will not be critically dependent
on Middle Eést oil, which made up only 6 percent of primar§ energy consump-
tion in 1973, unless it allows the whole of its increment in energy growth
to come from thét source. it has the natural resources, the financial
means, the technological capacity and présumably the political will to
become virtuaily self-sufficient in energy by 1985 and to remain so.

Thé net supplementary cost of oil imports may amount>to $10 billion in'
1974, but the balance of current account with the oil—pfoducing countries
may,b; running the other way within a year or two because of their

desire for American goods and the attracfiveness of the American market
for long-term investments. Therdollar is emerging from the energy crisis
strénger than before.

Canada 1s roughly self—sufficient in energv now (imports of oil to
eastern Canéda in the past were generally matched by exports from western
Canada) and likely to remain so. When Alberta's co%yentional oll sources
begin to taper off, they will probably be more than replaced by oil and

gas from the Artic, and eventually, oil from the Athabasca tar sands.



Canadian governments of whatever political stripe are likely to be
developing a national energy policy carefully attuned to Canada's needs,
and to be chary of any rapid exploitation of its resources by foreign

| capital largely for foreign markets.

The United States is the strong partner in the Atlantic alliance
and in its security arrangements with Japan. 1Its naval power in the
Mediterranéan and the Indian Ocean is the only military counterweight
to Soviet power in those areas.. It is the main supplier of arms to Israel,
Jordan, Iran, and other Middle East countries and is regarded by a number
of those states as a mainstay of their security. The United States.also
has considerable political and diplomatic leverage in the Arab-Israeli
conflict through its influence with both sides, although its policies of
support for Israel have tended to undermine its relations with the Arab
states, including the oil-pfoducers. |

Western Europe is in a much weaker positioﬁ, both politically and
in respect of energy. Although the E.E.C. functions as a common trading
unit, it lacks strong political institutions. Neither the Community
nor its member states have siénificant military influence in the Miadle
East; They ﬁave an interést in a peaceful settlement of the Arab-Israeli
conflict but have not been able to play an effective part in bringing
it about through negotiation.

The dominant fact of Western Europe's energy situation<is its
dependence on Middle East oil (60 percent of OECD Egrope's primary energy
consumption in 1973). This proportion may bg somewhat reduced in the next
decade through the development of North Sea.oil and gas and the pursuit

of strict and consistent policies on the use of energy, but it is doubtful
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that dependence on external supplies will be brought below 45 percent by
1985. This relatively weak position is accentuated by the absence of a
common energy policy in the E.E.C. One has therefore to consider the
positions and policies of individual countries.

Great Britain and the Federal Republic of Germany are about 50
percent self-sufficient in primary energy consumption. Britain will have
difficulty in the next few years in meeting its oil iﬁport bill at a
time of serious balance-of-payments difficulties and uncertainty over
continued membership in E.E.C., but its longer-term prospects are favorable
because of North Sea oil and gas. Germany, at least in the short term, can
balance its trade in spite of the high cost of o0il thanks to its formidable
export potential and large monetary reserves; but Germany may lose export
markets as other countries take defensive measures to protect their own
industries and pay for imported oil.

France 1s faced with large trade deficits, is investing heavily in
nuclear plants, and has resorted to substantial external borrowing. Its
position 1s essentially weak despite some positive elements such as
comparatively large gold reserves (which will jump if there 1is a revaluatioh
at or around the market price), heavy sales of arms to oil-producing
countries, and a pro-Arab foreign policy that might win special favors.

The plight of Italy is the most serious. Unable to stop the drain on its
balance of payments despite heavy borrowing, it has introduced import
restrictions to the detriment of its partners in E.E.C. as a short-term
ﬁalliative measure. Italy's fundamental problems remain unsolve&, and 1its

sitdation is likely to get worse.
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Japan is even more dependent than Western Europe on external supplies
of energy —- about 75 percent of domestic consumption. All of its
petroleum is imported, over 80 percent of it from the Middle Easﬁ, Thus.
Japan is the most vulnerable of all the industrial nations and does not
expect the major international oil companies to be able to guarantee the
needed volume of supplies. High prices for oil (the import -bill is likely
to increase by $8 billion in 1974) have already led to-a weakening of the
previously strong trading position, depreciation of the currency, and a
further rise in inflation. Japan will try to develop its own energy,
principally nuclear energy, as well as to diversify its external sources of
supply, but it cannot escape from-its position of dependence and vulner-
ability for many years. Its ability to continue meeting its oil bill will
depend on its long-range export possibilities, espeéially to oil-producing
countries, and on the demonstrated capacity of government and the business
community to reach decisions and to édapt the economy :to changing conditions.

For any and all of the oil-consuming countries, the prospect of
massive exports to producing countries is very attractive, as is the
idea of getting back as investment the-fundé‘they pay out -for oil. They
are, however, in .competition with each other in exports and in attracting
investments, and those in the stronger posifions are likely to have the
advantage. Thus the United States has an edge in the selling of arms, for
reasons of technmology and political influence. Germany and Japan have ‘the
best possibilities for selling equipment. . And investments of oil money from

the Middle East are more likely-to flow to America or Germany. rather than
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to countries with weaker currencies and dimmer prospects. The absence of
atrong European institutions works against the recycling of funds to
Europe.

This factual picture of diffefing économic and financial positions
of the countries and regions of tﬁe Trilateral area must be understood
both for its political reality and for its disturbing implications. For
some years ahead the United Stafes, Canada, and later Great Britain will
feel a certain confidence in the possession of energy resources which the
others will not have. Germany and Japan may have compensating advantages
in the competitive strength of their economies. Intensive competition;
if it is uncontrolled, can turn ouf very badly for those in a weaker
position. Competition should therefore be matched by cooperation.

Cooperation, of course, has its limits; for example, it cannot
determine where Arab investors will put their momey or to whom private
bankers will make loans. The stronger countries will not be inclined to
engage 1in aﬁ unending series of opérations to rescue the weaker. Yet
all have a stakelin the survival of all, and in the survival of a viable
economic order in the world. In the framework of a long-term approach
which makes sehse for all, which offers a constructive alternative to the
uncertainty and vulnerability of the period immediately ahead, it becomes
politically possible and indeed‘necessafy for the étronger economies to aid
the weaker, provided ché iétter, through conservation of energy and in

other ways, are pulling their weighc'and not merely getting a free ride.
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II. The Need for Cooperation

The energy problem requires not only,a series of defensive measures
against shortage, dislocation, inflation, and the excesses of economic
natipnalism, but also a positive strategy which sets priorities and assures
the rational, lpng-term dgvelopment of energy resources in waystcompa;ible
with democratic freedoms. Market forces will previde much of the motive
power, but it is necessary to set the context yithin which private
decisions on investment, for example, can be made and market forces can
operate to the_best advantage. The oyerall stra;egy’must take the form of
public policy based on the conscious choice and dedicated effott of
governments and peoples, first of all among tﬁe advapced industrial nations
but with full consideration for the interests of other nations and an
open invitation for their coopera;ion.

The Tri}ateralrcountries must go forward together ip a joint commigment
to develop energy and to meet ;ts highvcost,.with a plan ;ovefing the
' next 20 years or so. They will/ggzcegd if they have, 1in effg;;, "Projeq;
Independence” for the United States and "Project Arapig" foF Europe and Japan.

At the Washington confergnce of Februgry 1974 the countries pf ;hel
;hree_regipng(except France) agreed on the negd fpr fa comprehengiye action
program to deal with all facets of the world energy situation by gooperative
_ measu;es." Basgd‘on‘that_agreemgnt a_coordinating group was established,
and yo;k goes forward in.the Q.E.C.D,.and in‘ad hoc workiﬁg groups. .It is
not our quposevhere‘to review or to judge th#s work 1in its p£esept early
stages. This report will concentrate on the overall approach to the

problem, the need to establish long-term goals, and the specific fields in

which early and effective action is essential.
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1. Conservation and efficient use of energy

We stress this subject both for its promise of actual results and for
its 1mportént psychological effects. Avoidance of waste and increasing
effeciency in fhe use of energy are mandatory in an age of scarcity and
high cost, when many systems and methods unattractive at earlier prices
become feasible and desirable. Much can be done without changing life-
styles, and more can be done with some changes. Extravagance in personal
consumption is no essential attribute of a free society; indeed, to trim
unnecessary fat may have social as well as economic benefits. Economic
incentive will provide the main motivation, but governments will have to
set priorities for the use of energy, limit the consumption of certain
goods, engage 1in planning, pass legislation, and voté funds in such fields
as mass trapsit.

We should recognize that the consumption of energy cannot be expected
or permitted to grow exponentially, as it has in the past, at a rate which
would project a doubling of U.S. demand between 1970 and 1985, and a
doubling again by 2000, and even higher rates of growth for Europe and
Japan. Holding down demand for energy is one of thé surest ways, within
its limits, of coping with the problem of supply. It is also a method which
gives rise to a minimum of international controversy and can induce |
habits of cooperation. Imprbvements in energy efficiency should be widely
applicable in industry, transportation, housing, and electric péwer
production, with much of the cooperation carried out by private firms and
research organizations. |

Obviously, demand cannot be cut in the same precise proportions in
each country. Geographic, economic and social factérs differ. 'Japan is
under greater pressure to save energy than thé United States or Canada, but

has less margin for doing so. Ten percent saving from past levels of
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consumption is within reach of all. Although formal international
‘agreement on fixed standards of conservation would be hard to attain and
probably not necessary, governments should nevertheless setngené:aliy
agreed targets and roughly comparable 1evels’of effort, without which it

will be difficult’to have an effective sharing of supplies in an emergency.

2. A;suringrsafe and adequatersuppliés

Heré tnere is a double set of prqblemsfv The firsn involyes neasures
to develop supplies within the Tri}aterél area itself and in areas deemed
relatively safe from interruption. The second involves doing whét is
poéﬁible to assure the continued flowlof oil from the pringipal exporting
countries now members of OPEC. The two problems nre related in that
progress toward self-sufficiency and 1n broadening the Base of supnlies
narrows_the market for OPEC 011/223 increase the incentivésvfor continuing
to snpply it. Ygt econonic bnréaining power on the consumer sidé will
still be limited owing to the quasijmqnopoly ponition nf ;he'prodncers.
The consqning.éountries should'offer all the incentiyes thgybneasbnably
can, such as the sale of canitgl equipment and technicai_skills.for
developnen;‘programs, or in invgstment-projegts outside nationél.borders
for thoée:like Saudi Arabia with income-earning capacity surplus to their
Oyn;ngeds for developmentf | | o

Such arrangements cannot guarantee tne continued flow of oil imports,
gspgcially,if politicalrdevelopmentgin nhe Middle East bring‘Arab states
once more to the use of the 'oil weaponﬁ. The consumers will have the best
chance of coping with all contingencies if they na?ntéin solidarity among
themse;ves both to sen)the_framework of coqperation with the producing

- states and to face cutbacks and embargoes if and when they are imposed.
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The producing states ghould know that to chuse economic breakdown in the
industrial countries by withholding supplies or by sky-high prices cannot
be in their own interest, and that economic relations must be seen in the
context of overall political and security interests on both sides.

In the interest of larger and more diverse supplies, the consuming
countries and in particular their oil companies, should look to the
possibilities of exploration and development of oil and gas in such areas
as offshore Asia, Africa, and South America, where the political hazards
may be lower than in the Middle East. Joint projects involving a number
of governments and companies, working with the sovereign local governments,
might be the most promising approach. With Venezuela's consent, a major
endeavor of this kind to develop oil from the Orinoco tar belt c6u1d be a
boon to the world oil supply of the future.

Within the Trilateral area those countries with significant
energy resources should develop them. There will be.a common interest in
having the United States move ahead with coal . production, coal gasification
and liquefaction , oil shale, and additional oil and gas; Canada with
hydroelectric power, Arctic gas, and tar sands; Britain and Norway North
Sea oi1l; Europe with coal and natural gas; and all with nuclear energy.
whatever increased the total supply should benefit the entire community.
There will be a common interest also in pursuing some of these endeavors
in joinf projects involving, for example, European and Japanese participation
in development of U.S. coal resources, or U.S., European, and Japanese

participation in the development of Canada's tar sands.
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.The United States, Canada and Great Britain, primarily concerned with
use of their resources in the light of their own long-term needs, may
be reluctant to‘include others or to make commitments regarding future
export of the product. Prohlems could arise also with respect to joint
financing and the need for subsidiring‘the product when the’world oil
price 1is cheaper. But the fact of outside participation may be more
significant than its actual quantity, and the hazards of collaboration
are to be preferred to the resentments fed by unilateralism and dog—in—
the-manger policies. The need for investment in all kinds of energy over
periods up to 20 years is such that cooperation for reducing costs is
essential, and joint planning is required to assure coordination of long-
range policies ‘

One cardinal point in respect of supply is that the industrial
countries, having made the decision to develop high cost energy as the
alternative to and eventual replacement for imported oil, have to stick
with‘their decision. They cannot relax at times when thevoil is flowing
in, without heed for the norrow. Those who undertahe the investnents must
have assurances that the projects will go on and the products will be
marketed, even if the oil—producing states should drop their price below

that level

. Sharing in an emergency
- The experience in 1973-1974 showed that when an emergency occurs it is
too late to establish an effective sharing plan. The private companies
did well in the distribution of available supplies, but they did not
spek that authority-and do not want it in the future.
It is up to the governments concerned to agree on (a) the conditions

which will constitute an emergency; (b) a stockpiling program; (c) emergency
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production plans; (d) special conservation measures and (e) a plan for the
allocation of supplies. The sharing plan should be based on need, taking
into account both consumption and import patterns. If the emergency is
marked by embargoes or other discrimination on the part of producing
countries in supplying oil, the sharing plan should have the effect of
spreading on an agreed basis the consequences of such unequal treatment,
even at the risk of further measures limiting the total supply. That idea
may be difficult to apply in practice, but it should be accepted as a
guiding principle. If the opposite concept of go-it-alone prevails in this

field of energy policy, it will surely prevail im others as well.

4, The financial impact

Meeting the higher cost of imported oil is both an immediate and a
long~term problem. It has no easily discernible solution. Short-term
borrowing may get some importing countries through their immediate
financial crises but merely puts off the day of reckoning. They cannot
cut oil imports drastically to fit their pocketbooks because the shock to
their economies would reduce still further their ability to pay. They
will do what they can do to increase exports to producing countries, but
even the most rapid increases of imports by OPEC countries must lag far
behind the explosive growth of their oil income. 1In trade, as in the
"recycling'" of surplus funds through their investment in consuming countries,
the money is not likely to flow back to the countries which need it most.

The unavoidable result of the present high price for imported oil is
that many countries will be unable to pay for oil and their other needed
imports over any extended period. At the very least they will be forced
into nationalistic measures of import limitatiorn, dumping, and currency

deva}uation, provoking retaliatory and competitive moves by other countries.
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This 1is a‘situatiqn of great urgency requiring common approaches within the
European Community and bgtween the Community, the United States and'Japan.
In the short and medium term the nations which.afe financiélly stronger
will have toxprovidé emergency help torthose tbreatened with cfisis, or
all will in ;imé be in crigis., |

Individually and in‘concert, the Trilateral countries must do what
they can to comgat the effects of high oil prices by all possible‘measurgs
of conservation and import substitutiqn; Yet.as longras‘the.dgpeﬁdence én
iﬁports fo; a vi;al portion of energy rquirements existg, the producing
countrieé can more orvless setvthe price they.want. Wisﬁing their 611
reserves to last, ﬁhey will have a continuing interest in getting more
money fof less o0il. The possibilities of a retreat on the‘price.lie in
competifioﬁ'aﬁong producing states anxlous to maximize income but unable
to agree through OfEC on manipulating ekéorts and prices'ﬁo that end, or
in a_reaiiiation by‘the prdducérs of the‘global consequences bf depression
and poééiblé economic breakdown in the induétriéi coﬁntfies;‘

'In such circumstances somé of the majér produtérs'might agree to
lower tﬁe price of oil or to accept a §chéme for deferral of a portion'of the
pafménts. But the only sure way  to be relieved of baying‘tfibﬁte'tb
the pfoducers is to procéed:seriouSly with'dévelopmeﬁt of alternative
sources of energy. This will be high-éost energy, of courée; but;probébly
not’far ftpm fdday's.pfiéeé for OPEC oil, and in time it should establisﬁ a
ceilfng above which oil'impofts would not go. The demonstration of serious
iﬁten£ could have an effect on prices before the new sources were actually

producing in quantity.
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5. Technology and research

The need for rapid progress in effecient use of energy, protection
of the environment, and development of new resources will require a more
extensive sharing of technology than is ordinarily possible. If there is
solidarity in the distribution of scarcity, there should be solidarity
in the distribution of new technology to overcome scarcity. It is
comparable to a wartime situation in which allied governments, in developing
new weapons and in mobilizing their economies, put science and technology
to work where there are the best chances for achieving results. The
United States, Canada, the E.E.C. and Japan should work out a detailed
agreement.

Priorities have to be established on the main lines of research
and development in new forms of energy and the division of labor for
pursuing them. Past experience highlights the difficulties of predicting
the rate of the development of nuclear power, but by 1985 it could be
producing at least 15 percent of total energy consumption in the O0.E.C.D.
countries. Thereafter, the world will count on the increasing use of
nuclear power, but on many aspects =- providing adequate fuel for nuclear
plants, preventing diversion of fissionable materials, ensuring safety --
technology must be developed further and political-economic decisions have
to be made. These matters cannot be adequately dealt with on the national
level alone.

Looking further ahead to forms of energy to which scientific

discovery has not yet brought us (nuclear fusion, solar energy for
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electricity, hydrogen, and others), governments and research institutions
will have to set priorities for the use of their talents and resoﬁrces in
accordance with a general plan, and to review and change those priorities

as the march of science and technology goes forward.

III. Relations with Other Countries

A. Oil-producing countries
'_ The consuming cogntries must try, as indicated under the above

recommenda;iqns on supply and on price, to build a continuing_relation—
ship withvfhe oil-producing countries in which both sides haverg stake
and will not wish to disrupt. It 1is not éasy to do so;.given the atmosphere
of the past year. The credibility gap is wide, but obviously the dialogue
has to begin. Many of the producing qountrigsf arguments are'wel} ;aken
and desgrve'a respectful hearing in the search forlan accommodation of
interests.

The new relationship, in any case, must take account of the 1egitimate
desire of the producing nations.to own and contrql their resources, to
" build industrigs to process those‘rgsources, to movevpapidly ahead on thg
path of general development, and to make sound investments._ It should
accord to them a place in 1n£ernationalveconpmic councils commensurate with
their increased economic status. The industrial states should be prepared
to furnish technology and management skills to help them diversify their
economies and prepare for the time when their oil resources will decline)
for example, by joint research in the field of so;ar energy. Building
refineries and petrophemical industrie§ in the oil-producing countries will
tend to increase dependeﬁce and to incfease the cost of petroleum products
for the consumers, but these industfies are going to be built one way or

another and the wise course is to help.
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Solidarity of the consuming countries remains essential, as the
alternative to a ruinous scramble for competitive advantage. This does
not mean a confrontation of two monolithic blocs or a huge conference of
consumers versus producers, but neither does it mean that the former
should not use what bargaining power they possess. Bilateral contacts
or approaches to producing countries on a regional basis (e.g. by E.E.C.)
éhould not be ruled out and may indeed be beneficial, as long as they do
not have the effect of tying up supplies or bidding up prices to the
detriment of others, but they do tend to reduce the potential bargaining
power of all consumers. The record of the oil-producing countries in keeping
agreements, moreover, 1s not such as to give assurance that bilateral
deals can be relied on to produce in fact the benefits they seem to promise.

American, European and Japanese firms will be competing in exports
to the oil—producing countries, but here again the general interests of
the Trilateral countries as a whole should set the framework. The
more bilateral deals are expanded, the more those who make them are
subject to political pressure. Unrestricted and uncoordinated bilateral
projects also tend to work in the direction of wild and uneconomic invest-
ment in the oil-ﬁroducing région as a.whole, which is in no party]s
interest. International consortia may be useful for'many development
projects, especlally for large and politically conspicuous ones. At the
least, there should be an accepted practice of exchanging information and
consulting in the 0.E.C.D.

Similarly on political matters, a generally agreed overall approach
to such questions as settlement of the Arab-Israeli conflict or arms

sales to Middle East states would increase the chances of harmonizing oil
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policy with political and security objectives. OQOur several governments
would, of course, maintain their own respective interests and differing
degrees of intimacy with the various Middle East states, bﬁt thef must
avoid the acrimony and crosS'purboses which characterized their mutual
relations in ﬁhe autumn of 1973. Norﬁh'America, Western Europe and Japan
have common interests in the availability of Arab oil, in the survival
of Isréel, in Arab-Israeli peace settlements, a stable balance,and avoidance
of a great-power conflict in the region. All have a political-economic role
to play in that area in the years ahead.

Although the United States sees these problems more from a global
viewpoint, and Europe and Japan see them in a more limited way,
harmony on broad policy is necessary not only in the light of their own
mutual‘relations, but also in bringing the Middle East states as well to
see their policies on oil in the broader context of .international security
and cooperation. The political instability of the Middle East region holds
dangers which menace the feasibilify of development programs and the

security of governments as well as the interests of Western consumers.

B. The Soviet Union and Chipa

It is logical to explo;e possibilitie; of obta;ning 1pcreas¢d supplies
of energy from the U.S.S.R. or China. Proposals presently qnder discussion
by U.s. an Japanese_companies with ;he Soviet Government seem to!involvg
high costs aqd high risks, and should be weighed against compa;able )
investments elsewhere. Vast Soviet reserves of energy, partiqularly of
natural gas, may indeed prove to be a mu;h.ngeded source in the 1980s for

the U.S.S.R. itself and for many other countries as well. Increasing'the
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supplies of Soviet gas to Europe appears to make more sense than costly and
complex arrangements for shipment of liquefied natural gas to the United
States. It is natural for Japan to diversify its sources of energy by
looking both to the U.S.S5.R. and to China, but in any arrangement it makes
with one of thémiit has to weigh_the political reaction of the other.

As for the general political aspects, Japan or European countries
may be wise not to go into large-scale energy projects ip the U.S5.S.R.
except in association with each other or with the United States.
Cooperation in energy development with the Soviet Union or China could help
to strengthen the trends draving those countries moré into the world
economy, but vague political hopes should not outweigh the hard‘facts of
cost, and none of the Trilateral countries should take the political risk

‘of a substantial degree of ehergy dependence on the Soviet Union or China.

C. Developing countries

As the Report of the Task Force on Relations with beveloping
Countries states, the effect of the rise in oil pricés, together with
increased prices for other essential products, on a number of the developing
countries has threatened them with disaster. They require help both
immediately and in the longer term.

Emergency aid must be furnished in the form of grants or soft loans,
for there is little prospect that it can be repaid. The stronger industrial
countries, especially those which have gained by the high prices of food,
fertilizers and other goods needed by the deveioping countfies, should
maintain or 1ﬁcrease current’levels of aid despite their own troubles
with 0il payments, and the oil-producing countries should also contribute
through existing international financial institutions or new arrangements
'shch as have been proposed by Iran. It should be clear that this is not

just the '"morth-south problem" in more acute form, for the oil-producing
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states have both a heavy responsibility for the.plight oflthe others and

ample means to ease it.
A ;

In the longer run, the continuance of high-cost energy for all will
, . S > =4

create for many developing couptries a situation of permanent inability
to meet thelr fuel bills. As the developed countrites increase their own

production of energy, there should be more Middle East oil available on
, . S | ! L ! Co o " .

the world market, perhaps at a lower price. One way or another, the prices
the poorer developing countries pay for oil and for food will have to come

down, or arrangements for concessional aid on a more or less permanent
_ } - - N f

basis will have to be established. Because this is a common obligation of

e

the industrial and the oil-producing countries, it provides another facet of
; : ) v . P

the cooperation which their own reciprocal interests in oil, trade and

Ldevelopment will require them to build. And the urgent human considerations

3

for doing so should be beyond dispute.

IV. Institutions
o N ; : : \ S

\

' The Trilateral countries need adequate institutional arrangements to

coordinate the many aspects of their joint and several approaches to the
i e ! ‘ ; B \

energy problem. There will have to be continuing consultation among
governments, but regular diplomatic channels will not be adequate. If
there is need for a general master plan or strategy setting the broad

lines of policy, there 1s need for an organization where its ‘adaptation

to chahging conditions and its translation into practice can be worked out.

The 0.E.C.D., because of the character of its membership and its
general function of setting and overseeing the rules of the game, provides

the natural framework. An energy agency associated with the O0.E.C.D.,
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primarily a consulting body but with some delegated authority, would_be a
logical central institution for coordinating the tasks which have to be done,
everything from current sfockpilihg to long-range plans for research. The
important thing is not the label or the established procedures but the
~ability td get the job done. 1If the 0.E.C.D. should be too cumbersomé,

the logical alternative would be a new energy agency representing Camada, the

United States, the E.E.C., and Japan.

V. Conclusion

The energy crisis has propelled the industrial nations into a
situation to which other factors were also bringing them though more
slowly: a situation in which they have to set the lines of basic policy
together or succumb to chaotic national competition and a destruction of the
fundaments_qg‘a rational world order. The real challenge of the energy
problem.is in how we deal, not with outside adversaries, but with our-
selves both within and among our respective societies. Our péoples need a
wartime psychology to fight against complacency and paralysis, and a

determination -- because it will be a long war -- to stay the course.
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ENERGY ‘STATUS SHEET

13 JANUARY 1975

1. Severe energy shortages lie ahead even if -Arab oil is not éuddenly curtailed

or cut of% - UNLESS

' ‘a. 0il import capability is greatly increased.and Arab nations
agree tovcéhsiderably "up'" what they provide. Deepwater offshore "ports" are
needed. _

b. Serious conservation measures are taken.

c. Very energetic development of both hydrocarbon and non-fossil
fuel energy sources is undertaken (Egﬁg: The effect of c. ié only in the long
term). o '

| d. Government Suppoft bf public utility expansion is given high
priority (effect will also be .in the long term).

2. Currently hydrocarbon resourceé are diminishing in the U.S.
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Down T - 8 % for gas (annual rate)

Barriers erected against use of coal.

3. Impact of natural gas shortage - , S
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55% of nation's homes are gas heated. Gas used as feedstock for
petrochemicals and fertilizer. Most industries use gas for ener-
gy (about 5 million equivalent barrels of oil daily). National
policy giving homes gas priority is beginning to result in a
serious industrial slow—down.{cé. oy el just éL(J o€ 13w e
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4. Conservation is badly needed but it is not enough. v
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To make good the energy'cost due to the dwindling natural gas
supply, alone, would require the doubling of coal production in

the next 6 years. But to open a new underground mine takes about
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5 years. Strip mining of Western low-sulfur coal seems to be
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only answer.
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5. Very Approximate Data -

Overall energy use in this country during 1974 ran at about 37
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' But during this year (197h) domestic oil and gas supplies decreased,
Canadian o0il imports did not increase, and‘imports'froﬁ the OPEC
nations increased. Politically we are now deeper in the Arabian
0il quagmire. Economic conditions showed a down trend in indus-
trial activity. This reduction and the concomitant reduction in
energy use cloaked the fact that the numbers of energy uses are
increasing and will continue to increase through 1985.
- 6. Organizationally the enefgy'situation.is improved.

We now have a Federal Energy Agency, an Energy Research and Devel-

e RS

opment Agency, and a supra-department Energy
crisis administration above and beyond matters handled routinely
by the FEA. Also, for starters, the ERDA has been funded to the
extent of 20 million dollars,'but Rogers Morton who dominates‘the
Energy Program (with ‘President Ford's cohsent) is dead set againét

podling industry and government dévelopment efforts.

T. Rapid development of gas and oil from coal will not come until developers are
guaranteed against loss by the government.'
Businesses still cannot "accept" the current price of oil because
economically it doesn;t_make sense and should fall.. But, for
political reasons, it probably won't come down. In any case in-
gdﬁstry, on its own, does not have the capitél resources to bring

in a new energy age.

8. Most needed - a clearcut effective conservation system, a rapid stockpi{ggg_fof
' a six month supply of o0il, and a collective industry/government

effort of great scale to develop new energy sources to the produc-

tion stage.

-2 -
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NOTES ON THE

CURRENT POLITICAL IMPLICATIONS

OF THE ENERGY QUESTION

INTRODUCTION -

our energy situation;‘if 1eft»unresolved,;will drive our economy
to its knees. Arthur Burns in a recent Neinork-iiggsvarticle is
' quoted as testifyingbbefore Congress thatrpetroleumvprices:must be
brought down from the OPEC prioeshlest our.world economio situation
be destroyed. With others (Secretary_William'Simon, for instanoe):_
‘Burns infers that oil prices will come down if Free'World demand is
..fflowered through a cooperative effort’ amongst the Free World 1ndus;
-itrial_nations I use "Free World" an old "Cold War" express10n, to
indicate that we are heading rapidly towards a warlike confrontation
:situation. A failure to achieve controi over our domestic situation,i
could‘cripple ns,in the international arena‘and cause genuine chaos
at home.. The current administration is "Wishing" for oil price re-
rductions. They will not come; The White House is drifting dangerousf

ly towards a precipice.

ENERGY DEMAND IN THE U.S. HAS BEEN REDUCED*
| Many people point ‘to the fact that our total energy consumptiony
for:1974 isodown a bit fromfthe pre—Yom_Kippur Warvconsdmption of
1973. (A consideration of rates of consumption is inyolved here).
»To these people this reductionbimplies that the back of the
previously_eXponentially rising.national demand for energy has heen
_broken and that the energy question is no 1onger a prime threat to

our economy and general national and international well-being.
r-/-’_A .
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This attitude fails to recognize that our population in the
industrial and personal areas has responded to increases in price
~and has exhibited a form of patrlotism not appre01ated by admlnis-

) o.nd iy AT o bc 'f J’C -’— R . l—‘-/’ @“s O)GVL.)"VMA’J '
tration and congre331ona1 1eadersn This accentuates the importance

of our demographic situation and empha31zes the dangers posed to
political figures who fail to read the.timesvperceptively.
Demographically, our prime energy.consuming sector of the pop-

ulation (the 25-35 year old group) will continu€ increasing until

about 1985 in spite of our now¥lowered birth rate...because these

: young people are already born. The Chase Manhattan Bank estimates
that the increase in that segment of our'population between 1970..
vand 1985 will be on the order of MM7 or 19 million people

Clearly this says something about per capita energy consumption

in the face of a reduced or even constant supply of energy. And -

energy controls our standard of living and the rate of employment.
| Of»even greater possible impact is:the'fact that while our
domestic energj consumption is somewhat'dampened, our import of“
N petroleum continues.to rise as domestic supplies‘dwindle. Invthe
face of Canada's recent announcement concerning thevfuture curtail—
ment-of her petroleum shipments to the United States, it foiloWS
that'we'are increasing our‘dependencebupon Middle Eastern’oii.
This dependence is of the first magnitude in its proportions
~and implications. The notion that the OPEC nations wili-respond
:to a classic supply/demand situation is without foundation. Their
'.p01101es will continue to be dominated by political concerns. ﬂg'

.do not have the ability to force these prices down.




A NAVY SECOND TO NONE
| While'public men have declared that we must‘havé a Navj'"second
. to none", wé.have in fact reduced the size Qf our fleet from about
960 tOIBlU ships in commission dufing the péridd 1968 toil9?“. By
' way of contrasf, the SovietxUnion has built itS'fleet ﬁp to_qver
_ lOOObships_in’active ddmmiésioﬁ armed with homing guidéd‘missilésv
‘bf such calibre as to render these ships superior to most of ours:
Thé concept emérging from the Housé.Arﬁed.SerVices Committee to the
_effect that our F;eét is still:superior, bécause'of its gréater ton— 
nage, to the Soviet Fleet is éheer hyperbole Becausé'the_bulk of bur'
"eicessﬁ tonhégé is concentrated in a handful of huge aircraft carriers.
'. .> We have lost néval supremacy at fhe mbét inauspicious time: During
_the Yom Kippur War of 1973, the 60 odd ships of the U.S. Sixth PFleet
-assémbled in the Eastern Mediterrahean were'quife.1itera11y'ﬁsurroun—
ded“ by Sdme 90 Soviet men-of-war. While we mounted a recént "show
of'force"‘in'the Persian Gulf fof a few‘days,‘the USSR maiﬁtains a
Staﬁding ﬁavallfOTCe of considerably more powerful'dimensiéns in the
Indian Ocean.} Without reference ﬁo the intercontinental exchange.of
weapons and:the énsuing nuéleér holbcaust,‘which néither great'nation

can afford to contemplate...but must remain able to invoke...the Soviet

Union has achieved the ability to face us down...or to destroy our

forces...on distant station just as we demonstrated the ability to

do to them during the Cuban Crisis of 1962. our talk of "policing"

the Arabs and protecting our seaborne commerce is éntirely emptyb
.mouthings...or the result of a singular'lack of military comprehension

on the part of the administration (including Secretary Kissinger).



Either circumstance 1s dangerous. The Russ1ans can now, at thelr
will,.stop our foreign war operatlons should they choose In pass-
‘ing it may be noted that they can also forbid our resupply of troops

in Europe.

The administration "talk" recently reported by U.S. News and

World Report to the effect that the Soviet Union would "stand aside"

: should we invade the Middle Eastern oil fields hecause they weuld‘
recognize that major national interests.were at stake-(just as we*

- did (it is said) when the USSR'invadedeungery) is pure_"twaddle"

We hadbnoumeans of‘interferinngith the Huhgarian invasipn short of

'_commenCing e erld—wide nuclear War. Today the Soviet Union can

'tinterfere with us without danger of intercontinental nuclear War})Wk/%rJ

o and My dessei. g dopi i} soern fo recdiie /—;,,3 Z«,f Then, Sovicf ‘eadivi ,m—::éd[
'WE_MUST NOW TRADE ON THE OCEANS , hsre et yes fudly wccephd P

ﬂ'r«./n'u [T
Whereas formerly foreign trade across the oceans was of marglnal

ffimportance to our overall well—belng, the 1mportsnce of.overseas
trade is now of vital (survivai) importance. The balance of paymehts_
ssituatidn created by the extraordinarily high petroleum priees being
ekacted by the Arab nations (and the OPEC nations in general) apart
.from 1ndlcat1ng the need for strlctly enforced domestlc energy con-
servatlon, also dictate the necessity of a huge oceanic commerce

and diStinctly competitive government assisted'trading efforts. That

h thlS w1ll place us in commer01a1 confrontation w1th the other 1ndus—

| trial nations is inevitable. It w1ll color and perhaps drastlcally
change-their international alignments that we have, for S0 many years,
taken for granted. The untoward (for us) aspects of this can only

be minimized by our taking domestic steps towards reéeining energy
‘Independence. We hézg the innate capablility to do this'and, for the

~time being, most of our friends and allies do not.

—l- -




International agreements to "share the pain" of energy shortage
;(if occurring) are largely cosmetic‘unless, in the Unitedetates,
they are matched by an obvious and v1gorous program to develop new
energy resources and to severely conserve what we have Our energy .

consumption rate can and must be brought down.

: »
THE FINANCIAL COMMITMENT DEMANDED

Brutally stated and in splte of the p031tlons taken by leaders
in the current adminlstration, the flnan01al capital requlrements
for a nominal U S -independence in energy resources by l985, con51d—
erably exceed the resources of the private industrial sector in this f'
- country Other papers glve detalled figures on this but the general.
glst is that something on the order of about $50 bllllon a year for f
”elO years or lS years is probably requlred to brlng us into an era
where coal ga51f1catlon and llquefactlon is operatlng on a large scale
.'and where we are moving into an31tuatlon (through the development of
new energy resources) that will liberate us (and thrgugh'us,'the rest
of the world) from our present dependence uponv"fossil fuels". -‘Since,
‘ln a good" year some $6O bllllon to $70 bllllon dollars represents
"the total net profit of U.S. 1ndustry-after taxes, it can be seen
-_that 1ndustry, on its own, cannot,vwithout stopping everything'else,
swing the energy development program that 1is demanded bJ our natlonal
'circumstances. Clearly, publlc money , in large amounts, must be
brought into the national energy Research and Development Program.
And, most probably, thisvcan be.achieved with the'leastbwaste and
duplication by the coordinated joint efforts of'industry and‘govern—_
.ment. If this smacks of "nationalization"_according to the Secretary
of the Interior,hRogers Morton, it must.be remembered thatbthe great

- energy corporations themselves, such as Exxon, have already proposed

——es —5—
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'such a scheme (albeit privately)...and they, certainly;_arebhot
prdponents of "socialism". A great deal of pragmatism is needed

and we must remind ourselves that the "American Democratic Experi-

ment" is a continuing one. We may be warned by the presént.situaf-
tion of democratic nations who are divoréing'theﬁselves from:thé
.use of the great psychic and'éapital formation energies:of thé Free.
"Enterprise System...but we must evolve politicofeconomicvdbncepts_
that are sﬁitable tb our national‘aspirations. This brings us to'
- what is, philosbphically, the most important aspéctrof our_enérgy,
~and general economic situation; _ " o |
“ ONLY A STRONG MIDDLE CLASS PERMITS DEMOCRACY%

In shaping our energy policies wé must be‘continually alerﬁ
'fvpo'the_impact we make on the resources, values, hopes, fears; and
' ambiﬁions of our middle class and of that.mobile'sectof‘of our.
5-léboring class prepared to work themselves or their éhildren ihto
_'the middle class. And we must remembér that "middle—class"‘in.
American terminology is not a social distinétion.' "Middle—ciaésﬁ
_in our country describes thatvsegmént of’the populatioh that ié
propertiea enough, in one sense or anoﬁhéf,'to interest themselves - -
 vin politicél action on any levels in ordér-to protect’éndTdeance
;theif personal individual and collective’interéSté. |
History teaches us that, in the brief experiences man has had
with self—governmenﬁ, a strong, relatively large,'and viable middle

~class 1s essential to the workings of Democracy.

What we do in the energy field will have great impact on our
economic and_social circumstances. The rich will, as always, man-
~age for the most part to survive and, indeed, grow richer. The poor,

other than those equipped to progress upwards, will remainvwith us
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and jbe protected But if we take measures that unduly hurt the

middle class we may be assured that this will work to the reduction

of freedom for all of us.

.THE POLITiCAL LIABILITIES, PITFALLS AND PROSPECTS

The American people have not been apprised of the real serious;
ness of our energy and military situatlons. The politician‘that_

:-does this first will he treated cavalierly; thevbearer of”illitidings
‘is aiways an unwelcome herald...particuiary ifbhe has- no constructive
"program to offer. | | o \

Por those politicians who are moving towards nationai prominence,v
_influence, and‘poWer, it is_essential that they consider the‘matter_
of.timing."There'are penalties‘for being'too far out in front (our=

_economic problems may dece1v1ng1y grind along w1thout dramatic change

-_for quite a while...depending upon the USSR and the OPEC nations)

: There are, of course, the penalties of political ob11v1on for those
| aspiring to high public office who have not evolved_a reasonable pro-
grammati¢ approach for the resolution and cure of our energy.situation;
- A good tagk at the present as 1974»wanes and 1975 arrives would
be to make contact with industrial and.military leaders who,balthough
constituting a minority, have built-in respOnsibilitiesvfor‘the devel—h
~opment of energy resources and the‘protection of our now'eSSentiall
sea~-lines of communication. Although in full campaign a candidate,
especially a Democrat, may necessarily take poSitions ahhorrent or
dangerous appearing to these people, an earller understanding and
51tuation of mg%gzaaictrust and confldence will be of great back-
ground importance because while these people.cannot, on their own,
~advance a political movement, they, nevertheless)have the resources

to severely hamper such a movement if they choose.

-7-
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CONCLUSION

Our energy circumstances have placed us in the position where

we are (and will be for over a decade) dependent upon oceanic”com—r

' merce for our survival as a national economic, politlcal and social
'—entity of our own choosincT “We have lost, and must regain, the abil-

. ility to protect thls commerce on the high seas against a now- ex1st1nc

' Soviet naval superiority In ach1ev1ng this goal we must realize that

~

. the use of tacital Air Force units and Army units abroad canno be

undertaken on anything approaching a sustained ba51s w1thout control

"‘of the seas. The revitalization of our Navy is now of first military

_priority.

We must quickly devise acceptable and effective - ways to coordié"

nate the efforts of government, 1ndustry, and 1abor in a vast undera

P R

taking to regain nominal energy independence. This 1s not only

necessary for our own survival; it is essential to the stability of
the'otner_industrial nations of the Free World.

While we oask in the sunshine of “detente" we must remember Hf
that now, unfortunately, we do so at the sufferance of_Russian.leaders
who have achleved a great and bloodless strategic victorykover us duel
to our own carelessness and 1ack of.foreSightfand the ambitions of:
some very dangerous men. They will exploit thiS'victory when it

gm,;f>

dawns upon their political leaders what.a triumph Admiral Gorshkov e

has achievedtlizhfgi Loy creadion ﬁg a /4“4%4‘641*044/3f§’

Stern measures, and great discipline? and dedication are required
to.extract us from this precarious position. The American Public
must be educated and conditioned to the current realities we face
and this will be a consummately demanding political task for our

leaders. Without fresh leadership we will simply fail and sink into

Soviet dominated obscurity. 71L »oaﬁf vp fo The RSt CC”*RZJ Shou(d

be, C/Im bed cn a dodecaded and ,mp yetienal basi's, Te mext Yz Jeers dre Cr/ch]



As we proceed back towards_energy independence‘we-must'contin-
ually review the.circumstanées of the middle class. They are the
true bastion of Democracy and it is their well—being'and.vitality-ﬂ

whiCh-guarantees freedom for all of us.

- END -



Nuclear |
Warships and the
Navy’'s Future

By Admiral H. G. Rickover, U.S. Navy

As the Navy’s three nuclear-powered surface
ships, right, cruised in the Mediterranean
during their 30,000-mile circumnavigation in
August 1964, they were clearly tomorrow’s
warships. But tomorrow and tomorrow and
tomorrow- have passed and, in the ten years

. between Operation Sea Orbit and the approval
- of the legislation on the facing page, only two

nuclear-powered surface combatants have

joined the fleet.

‘Much has been said in recent months about the
importance of naval power as it relates to contemporary
international relations. For a country that is essentially
an island nation, whose economic life is increasingly
dependent on foreign resources, and the majority of
whose allies are oceans away, the emergence of wide-
spread national interest in our naval posture is long
overdue. ‘ :

Several important events are making clear the in-
escapable reality of our dependence on naval power.
Among these are the national retrenchment following
the long war in Southeast Asia, the development of
a strong Sovier Navy, with warships particularly de-

signed to destroy U. S. naval forces, and most recently,

the Arab-Israeli conflict, with the resultant loss of oil
supplies from the Mid-East. _

The current lack of foreign oil has- remmdcd us of
our vulnerability to outside pressures. It has not been

Copyright 1974, H. G. Rickover.
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10 USC 7291

TITLE VIII—-NUCLEAR POWERED NAVY

SEC. 801. It is the policy of the United States of America to modernize
note. the strike forces of the United States Navy by the construction of nuclear
Bg S;ﬁ jgg powered major combatant vessels and to provide for an adequate industrial

"Major combat~
ant vessels
for the stirike
forces of the
United States
Navy."

10 USC 791

" note.

‘Report to
Congress.

10 USC 7291
note,

64 Stat. 832;
84 Stat. 1169.
Department of
Defense Five

. Year Program.

10 USC 7291
note.

Short title.

hase for the research, development, design, consiruction, operation, and

maintenance for such vessels. New construction major combatant vessels
for the strike forces of the United States Navy authorized subsequent to
" the date of the enactment of this Act becomes law shall be nuclear powered,
except as provided in this title.

SEC. 802. For the purposes of this title, the term “major combatant vessels

for the strike forces of the United States Navy” means—
(1) combatant submarines for strategic or tactical missions, or both;
{2) conmibatant vessels intended to operate in combat in aircraft carrier
. task groups (that is, aircraft carriers and the crusiers, frigates, and
 destroyers which accompany aircraft carriers); and

(3) those types of combatant vessels referred to in clauses (1) and (2)

above designed for independent combat missions where essentially un-

limited high speed endurance will be of significant. military value.

SEc. 803. The Secretary of Defense shall submit to Congress each calendar
-year, at the same time the President submits the budget to Congress under
section 201 of the Budget and Accounting Act, 1921 (31 US.C. 11), a written
report regarding the application of nuclear propulsion to major combatant
vessels for the strike forces of the United States Navy. The report shall
identify contract placement dates for their construction and shall identify
the Department of Defense Five Year Defense Program for construction
of nuclear powered major combatant vessels for the strike forces of the
United States Navy.

SEC. 804. All requests for authorizations or appropriations from Congress
for major combatant vessels for the strike forces of the United States Navy

shall be for construction of nuclear powered major combatant vessels for

such forces unless and until the President has fully advised the Congress
that construction of nuclear powered vessels for such purpose is not in the
national interest. Such report of the President to the Congress shall include
for consideration by Congress an alternate program of nuclear pow: ered ships
with appropriate design, cost, and schedule information.

This Act may be cited as the * Department of Defense Approprlatlon
Authorization Act, 1975”.

- . Approved August 5, 1974.
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easy for our citizens to accept the fact that this country
is dependent on anyone or anything. Americans are
proud of their self-reliance and self-sufficiency. That
something as simple as heating a house or driving a

car can be governed by conditions beyond national or

individual control is for most of us a painful revelation.

The smoothest generalizations are breaking up against

‘the rough edges of recent events.

So far, the oil shortage has only been an incon-
venience to the majority of our people. But a shortage
of petroleum could have disastrous results on the ability

“of our oil-fired naval forces to fight in areas where fuel
supplies are unavailable to us. This does not have to
continue to be the case for future major U. S. naval
combatants because we can build them with nuclear
propulsion, if we exercise the foresight to do so.

With existing designs of naval nuclear propulsion
plants it is possible to provide enough energy for ten
to 13 years of ship operation without the need to refuel.
And new reactor designs now under development will
last 15 years. In contrast, oil-fired naval warships must
be refueled every few days. The initial nuclear fuel for
‘a Nimitz class aircraft carrier contains the energy equiv-
alent of 11 million barrels of Navy distillate fuel oil,
or enough oil to fill a train of railway tank cars, stretch-
ing from San Francisco to Los Angeles.

It was the concern for fuel for naval ships in time
of war that led to establishment of the Naval Oil
Reserves, which are now being considered as a quick
source of additional oil during the present shortage.
But even if this reserve is still available during a future
war, it will also be necessary to have the oil at hand
where it is needed, before it can be used. Of what value
is an oil-fired warship if it is unable to get oil? It is
the need for a reliable worldwide fuel distribution
system, thatis the Achilles’ heel of our oil-fired Navy.
The difficulty in obraining foreign oil supplies to sup-
port recent operations in the Mediterranean and che
Indian Ocean shows this vulnerability.

But from the very beginning of the nuclear power
program there has been strong opposition in the Navy.
Were it not for the Congress and the Atomic Energy
Commission, we would not have nuclear submarines.
In 1948, when the Navy opposed nuclear submarines,
the Navy’s systems. analysts made a study. This study.
showed that a nuclear submarine would be worth 1.41
times as much as a conventional submarine, but would

cost about twice as much. The analysts therefore con-

.cluded that nuclear power was not worthwhile. The
Navy argued that if they built nuclear submarines they
would only get half as many submarines each year. This
argument was similar to a view held by the Navy at
the end of the 19th century. President Theodore Roose-
velt said that the Navy feared to push submarines lest

Congress withhold appropriations for building battle-
ships. Fortunately, in the case of nuclear power, Con- .
gress prevailed and the Nawtilus was built. In fact, the
Atomic Energy Commission paid for the propulsion
plants of the first two nuclear submarines. The Nautilus
ushered in a revolution in submarine and naval warfare.
Although nuclear submarines have now been recog-
nized as among the most vital warships we have, oppo-
sition to them has nevertheless continued for over a
quarter of a century. For example, the Department of
Defense at one point decided to stop building any more

. nuclear submarines after 1970, but they were overruled

by Congress. In another case, just a few years ago, the
systems analysts in the Defense Department suggested
sinking ten of our Polaris submarines to save money.
And, more recently, it had to be congressional action
that increased the number of high speed Los Angeles
class nuclear attack submarines in the shipbuilding
program over what the Defense Department had re-
quested. Such a reluctance to build submarines has
continued even though the Soviets have surpassed us
in numbers of nuclear subimarines since 1971 and are
outbuilding us by three to one; and even though they
now possess three times our submarine building capac-
ity and are still increasing that capacity; and even
though they have introduced nine new designs in the
past seven years as compared to two for us.

In nuclear powered surface warships, the opposition
has been even more persistent. The five nuclear surface
ships in service today came into being only after much

pushing and shoving by Congress. The aircraft carrier

Kennedy was built with conventional power over the
strong objection of Congress. One of the two nuclear-
powered frigates which were authorized by Congress
in fiscal year 1968 was not permitted to be built by
the: Defense Department, and the other was delayed
for nearly two years. In 1971, the Navy scrapped a
previously planned program to provide each nuclear-
powered carrier with its required four nuclear frigates,
and - suspended indefinitely the nuclear frigate con-

struction program. Yet this was the only type of new
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combatant ship having a fleet air defense capability. .
Central to the opposition to nuclear-powered ships -

has been the precept that we should not go to nuclear
power until we can show it is no more expensive than
conventional power. But why should we expect to get,

all the advantages of nuclear power at no additional

cost? The cost of all other weapons has gone up as
their cépabilitics have improved. For example, the M-16
rifle costs three times as much as the World War II
M-1 cost; a modern machine gun costs nine times more
than one from World War II; a C-5 transport plane is
over 300 times as expensive as the World War IT C-47;
the airplanes the Navy flies today cost 20 to. 25 times
as much as World War II aircraft. Does that mean
we should have only four or five planes on our carriers
instead of 100?

Even so; the additional cost of nudlear powered

warships is minimal when all factors are considered.”

First, nuclear powered ships are built to higher stand-
ards than conventional ships and have proved to be
more reliable in the operation of their propulsion
plants. These first line ships carry the most modern and
complex weapons systems and have increased opera-
tional capabilities over their conventional counter-
parts—all of which naturally contribute to their higher
initial cost. In addition, the construction cost of nuclear
ships includes nuclear fuel for over ten to thitteen years
of operation, whereas the initial cost of a conventional
powered ship does not include the cost for oil.
Recently, oil costs have risen dramatically. It now

costs close to $25 a barrel to buy and deliver oil to

Navy ships. At that rate, it would: cost almost $270
million to provide the amount of oil for a conven-
tionally powered carrier equivalent to the nuclear fuel
in the Nimitrz. That is almost three times the cost of
the nuclear fuel for this ship.

Nuclear and conventional ship costs should be com-

_pared on a lifetime basis. For example, compare lifetime

costs for a nuclear carrier.task group with those of a
conventional task group. The nuclear carrier increases
the task group cost about two percent. Each nuclear
escort increases the overall task group cost one percent,
so that four nuclear escorts increase the task group cost
four percent. Therefore, the lifetime cost for a complete
nuclear task group, consisting of a nuclear carrier and
its four nuclear escorts, is six percent greater than that
of a conventional carrier accompanied by four conven-
tional escorts.

This is merely the peacetime cost. It does not take
into account any of the advantages of nuclear power.

Nuclear-powered task forces are far less dependent
on logistic support. When logistic supply lines are
attacked during a real war the decrease in the require-
ment for ships’ fuel for the strike forces will have a

Nuclear Warships and the Navy's Future 21

compounding beneficial effect. The surviving. fuel
transportation and “storage facilities can then all be
concentrated on getting fuel for aircraft and other

-military vehicles to the forward areas. The escorts that

would otherwise be required for the tankers which carry

- ships’ fuel could then be assigned to assuring the safcty

of other supplies.

A major lesson of World War I, the first war in
which fuel oil played a predominant role, was pithily
expressed: “The Allies floated to victory on a sea of
0il.” In World War II also, the supply of oil was a
controlling factor in most military operations.

Heie is a statemcent about fuel, that points cur how
lack of oil was-instrumental in the defeat of Japan.
It is quoted from the Strategic Bombing Survey con-
ducted after the war. This report, entitled “Oil in

Japan’s War,” states:

“In every phase of the war, oil determined Japan’s
-strategy and governed the tactical operations of its
Navy and Air Force. The collapse of the Japanese
war effort was the consequence of their inability to

" maintain their supply routes.

“The effect of oil shortage on _]apanesc Naval
strategy became devastatingly apparent in the cam-
paign for the Marianas and the Philippines. Japanese
fleet units had to be dispersed berween the Japanese
Inland Sea and Singapore, owing to limited fuel-
ing facilities, and failure to achieve satisfactory coor-

dination between the fleets contributed substantially

to the Japanese defeat. Fuel shortage in the Home
Islands deprived the Japanese naval forces fighting
. off the Philippines of the services of at least three
bartleships, which together with several aircraft car-
riers were taken out of service and assigned to duties
as port and antiaircraft vessels because they con-

+ sumed too much oil.”

There are numerous examples where oil shortages
have been a critical factor in military operations, exam-
ples that appear now to have been forgotten. Unfortu-

- nately, history has a way of takmg revenge for forget-

fulness.

Take the carrier task force again. In the' case of a
conventional carrier with four conventional escorts, one
third of the fuel is used for the carrier, one third for
the conventional escorts, and one third for the aircraft.
By doing away with the need for the fuel for the carrier

- and its escorts; by making them nuclear powered; only

one third the amount of propulsion fuel—that used
by the aircraft—is needed. Further, we design our nu-
clear carriers with the capaciry for almost twice as much
aircraft fuel and 50% more aircrafc ammunition than
ithe latest conventional carrier. This reduction in logis-
tic support becomes especially important when our
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naval forces are operating away from home, during a
real ‘war, when they are subject to enemy- attack.

When a nuclear carrier is substituted for a conven-
tional carrier, the range of a carrier task group with
four conventional escorts is doubled. When two of the
four escorts with the nuclear carrier are nuclear, the
range of the carrier task group is doubled again. When
all the escorts are nuclear, the range of the carrier task
group is essentially unlimited. :

For these reasons a nuclear task force is at least 50%
more effective than a convennonal task force.

I am sure you know the maxim learned through
the bitter lessons of war that: “The art of war is the

art of the logistically feasible.” It is the elimination -

of the requirement for a continuous supply of pro-
pulsnon fuel that makes nuclear powered warships so
valuable.

The areas I have just mentioned represent a tremen-
dous increase in military effectiveness. In my opinion,
this effectiveness far outweighs the six percent higher

- lifetime cost for the all-nuclear carrier task force.

There are many examples where the value of nuclear
propulsnon for surface warships has been demonstrated
in real terms, in everyday operational missions of the
Fleet. I frequently receive letters from the commanding
officers of our nuclear warships telling me of some of
these advantages. As one of many examples, for 13 days
during July 1971, the Truxtun—the frigate that Con-
gress changed to nuclear propulsion in the 1962 pro-
gram—provided an excellent demonstration of the ca-

pability of a nuclear-powered ship to perform truly

independent missions, free of the fuel oil umbilical
cord. _ _

While on a special mission, the Truxtun steamed
8,600 miles at an average speed of advance of 28 knots,
traveling from Subic Bay in the Philippines to Perth,
Australia, and - crossing the Indian Ocean twice en
route. This is the longest period of such high-speed
operation ever sustained by any ship. This high speed
could have been continued for an essentially indefinite
period, had there been a need, At the conclusion of
her mission, the Truxtun was fully ready to undertake
protracted combat operations.

In contrast, our most modern oil-fired frigate would
have had to refuel at least three times during such a

transit, and would have arrived at her destination with -

close to minimum fuel reserves, unable to conduct
extended combat operations. And, of ‘course, there are

'no tankers normally available in the middle of the

Indian Ocean from which to refuel. From a practical
standpoint, no non-nuclear ship could have performed
the Truxtun’s mission—in peace or in war—because of
the fuel support needed.

Also to be considered in comparing nuclear powered

to conventionally powered ships is the availability of
fuel reserves during war. 1 mentioned that the Naval
Oil Reserves are now being considered as an emer-

gency source of fuel. These reserves are, therefore, not -

guaranteed.

The situation is different when we have nuclear fuel
as a reserve. What limited our industrial output, and
therefore our fighting capacity in World War II was

the labor supply. But we can employ labor now—in
peacetime—rto manufacture nuclear fuel for our nuclear

Navy, and we can store the fuel in a small area. We
would then be assured of having a nuclear fuel reserve
for a long war, and we would not need labor, during
the war, to manufacture nuclear fuel.

There are events in a nation’s hlStOl’y that, to use
Thomas _]cfferson s phrase, are li llkC ‘a ﬁre bell in the

n‘tht The recent conflict in thc Mid-East was. such

'arfl,cvcn £ the first time, we were in a situation

where the Soviet Fleet in the Mediterranean out-
nﬁf?e‘r?d”he U_S. Sixth Fleet.

Had the Soviet Mediterranean Fleet been ordered to
challenge the Sixth Fleet, who would have won? From

the limited informarion available to me, I do not think

the Mwﬁn@gﬂ Would such a: quesnon have
been seriously asked ten years ago? Perhaps this thought
will give you an inkling of the change that has taken
place in the balance of naval power over the past
decade.

This change underscores the urgent need we, as an-

island nation, have to'build a Navy strong enough to
protect ournational interests, and our economic and

-political survival. To me, it is clear that the striking

force ships we build for such a Navy must have nuclear
power.

Yet, despite its demonstrated superiority, there is no
firm long-range building program to convert our major
combatant forces to nuclear power.

I suppose that, to some people, any rate of transition
to nuclear power, or to any other new weapon, is
unreasonable. But many have taken a stand against
nuclear power for the Navy before they even investi-
gated it. Their tendency has been to fit facts into their

=
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preconceptions. They have failed to see that the essence

of all progress is a shedding of preconceived ideas and

accustomed ways of doing things. In the" past, this

failure has prolonged military ideas beyond their time. -

Changes in the Navy often come at a distressingly
slow pace. It took two-thirds of a century for our Navy
to change from sail to steam. In 1814, Robert Fulton
designed and built for our Navy the world’s first
warship propelled by steam. It was named Demologos.
Over the next 20 years the United States built some

700 steam merchantmen while the U.S. Navy built

only one steam vessel.
It might interest you to know that in 1869, 55 ycars

after the Demologos, the Navy Department issued a

General Order requiring all warships to carry a full set
of sails. The concern over cost was so great that specnﬁc
instructions were issued as to when the steam engines

" could be run. The order warned naval commanders

that: “They must not be surprised, if they fail to carry
out the spirit of this order if the coal consumed is
charged to their account.’

After conversion to steam had bccomc a reality we
went through another period when there was great
reluctance to shift from coal to oil. At the beginning
of the 20th century it was generally accepted that
oil-fired warships offered substantial military advantages
over coal-fired warships. But since they were more
expensive, there was great resistance to building them.

It took Winston Churchill’s command decision as First.

Sea Lord to give Britain’s Royal Navy the position of
world leadership in converting warships from coal to

~oil. As it later turned out, this was a significant factor .

in Britain’s naval superiority in World War I. Churchill
said:

“Shocked at the expense, the Admiralty had reverted
for two years to 27-knot coal-burning flotillas. It was
too late to stop the last bevy of these inferior vessels,
"but I gave directions to design the new flotilla to
realize 35 knots speed without giving up anything
in gunpower, torpedoes or seaworthiness. Build slow
destroyers? One might as well breed slow race
horses!”

When one talks about the delay by the” Navy in
going from sail to coal, or from coal to oil, everyone
today agrees that those responsible were stupid not to
make the change faster. As Goethe said: “It is the truth,
but not for us.” With hindsight they can easily see
the traps their predecessors fell into, but they cannot
recognize that a generarion hence they themselves will
be classed along with the other shortsighted leaders
who refused to go from sail to coal, and from coal
to oil.

Inertia seems to be endemic to naval development.

AT YO i PR
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Curiously, the lethargy is most often felt by the nation
which has the greatest navy. On 4 March 1858, the
French, on one day, laid the keels of three frigates.
These ships were to have iron plates bolted to their
sides to protect them against shor and shell—they
would be far better than anything the more powerful
British Navy possessed. In June of that year a high
British naval official reluctantly admitted that his coun-
try had to accept the challenge. He said:

“Although I have frequently stated it is not in

the interest of Great Britain, possessing as she does

so large a navy, to adopt any important change in -

the construction of ships of war which might have
the effect of rendering necessary the introduction of
a new class of very costly vessels until such a course
is forced upon her by the adoption by foreign powers
of formidable ships of a novel character requiring
similar ships to cope with them, yet it then becomes
a matter not only of expediency but of absolute
nccessnty

+ Half a century later, however, another responsible
British official argued that his country was wrong to
build the Dreadnought—the all big-gun battleship

“which made all other barttleships obsolete. He said:

Britain “ought never to lead in ship construction, but
always to follow with something better.”
For a leading navy such an attitude appears to have

some merit. It coincides with all the natural instincts’

to preserve. a familiar and comfortable way of life—-a

- way which recalls hard-won victories of the past. Also,

this attitude can be defended upon'economic grounds

\

because it keeps costs down by preserving existing
ships, equipment, and naval skills. But development
never ends. To believe that advances can be deferred
and that a nation can make up lost ground can be
fatal. Such a cast of thought is what Mahan recognized
when he wrote: "Finality never will be reached in
anything 'save death. . . .”

In each of the instances I have mentioned, changc
was demanded of an organization; change in leadership
and in training. The fault was inertia—a comfortable
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faith that lessons and ways of the past will hold in
the trials of the future. In its broadest sense this is
an undemanding mental attitude which is opposed to
change. It is a vested interest.

Those outside the professional ranks, such as the
press, citizens, and Congrcss can recognize the danger
of such blindness—if they but know the facts.

You might properly ask why I, an engmeer am the
spokesman for nuclear warships. The answer is that
there are two roads which must be traveled to accom-
plish change in our military: the road of action and
the road of words. I would prefer to devote my energies
entirely to engineering. But since no one in the Navy
was devoting his effort to the words, I was forced to
do both. This was true in 1946; it is still true today.
Perhaps, by the next century, the Navy itself will finally
realize che importance of nuclear power, but this is not
yet the case. It should have come in the 1950s. This
is 2 sad commentary on the lack of foresightedness of
all but a few of our naval leaders over the past quarter
century.

I would like to suggest that we must—from the
standpoint of national safety—avoid proving again the
old adage that, “history repeats itself.” Congressional
concern in this regard has been clearly indicated by a
House Armed Services Subcommittee on the Middle
East. In its December 1973 report the Subcommittee
stated:

“The Committee on Armed Services has in the past

consistently urged nuclear propulsion for naval ves-
sels because of its operational advanragcs—the virtu-
ally unlimited range such power gives a ship. Now
nuclear propulsion has become a must because of
logistic realities. In addition to the danger of a
shortage of oil for ships, the rising cost of oil, when
_ available, has made scrap paper out of past compara-
tive cost estimates for nuclear and conventional
power. -

“The wisdom of the committee’s past posmon has

been borne out by time, and the committee should
" question carefully the construction of further oil-

powered ships where the technology exists to make

them nuclear-powered.” '

What must be done? We need a permanent program

to build nuclear-powered ships—a program that will -

not be drastically changed every year or two as has
happened in the past. Admiral Moorer, former Chair-
man of the Joint Chiefs of Staff, and for many years
an eloquent proponent of nuclear power for our strik-
ing forces, agrees with me that we must build these
first line ships. during peace.

The excuse for not building bcrtcr shlps is always
that they are “more expensive.” But all weapons of
war are expensive. Cheap weapons will not win us a
war. And if we cannot win a war, there is no sense

" in spending money on weapons at all.

Rarely in naval history have the leaders looked far
enough ahead. They generally build ships that they
consider to be adequate for the present. That is why,

‘frequently, naval leadership has been rcplaced when war
“broke out.

We should be planning now for war that may erupt
15 or more years from now. Therefore, it is time to
establish a firm program for making all new major
combatant ships for our striking forces nuclear-
powered. It is a matter of national priority.

. Admiral Rickover grad‘unrcd from the U.S. Naval Academy in 1922. He
had consecutive duty on the USS La Valletre and the USS Nevada until
April 1927. In December 1929, he received the degree of Master of Science
in Electrical Engineering from Columbia University. Berween 1930 and 1933
he served on board the ‘USS $5-9 and USS $-48, becoming qualified to
command submarines in August 1931, From July 1933 undl April 1935

-he was attached to the Office of the [nspector of Naval Material, Phila-

delphia. Service as Enginecering Officer aboard the battleship New Mexico
followed. In the fall of 1937, he assumed command of the USS Finch on
the Asiatic Station. Upon selection for Engineering Duty, he was transferred
to the Navy Yard, Cavite, Philippine Islands, serving there until June 1939.
In August 1939, he reported to BuShips. later serving as Head of the
Electrical Section there. In 1945 he was assigned as Induserial Manager,
Okinawa, with further duty as CO of the Naval Repair Base, Okinawa
where he was in charge of building the base and facilidies. In- December
1945, he reported as Inspector General, Nineteenth Fleet, with headquarters
ar San Francisco, California, remaining there until May 1946 when he was
assigned to the Manhacan Project at Oak Ridge, Tennessee. From September

1947 to February 1949, he had duty in connection with nuclear ship propul-

sion.at BuShips, He next reported for duty ‘with the Division of Reactor
Development of the’ A.E.C.. with additional duty at BuShips. Admiral
Rickover is now the Director, Division of‘ Naval Reactors, U.S. Atomic
Energy Commission, and Deputy Commander for Nuclear Propulsion, Naval

 Sea Systems  Command.
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Delays in Tapping Energy Sources

The public continues to enjoy adeqhatc supplies of ehergy, but severe
shortages lie ahead. Consumption of energy goes on unabated in spite
of a recession, higher prices, and presidential appeals.- But domestic

reserves of hydrocarbons are being depleted rapidly and the stage is .

being set for cmpty gasoline pumps, cold homes, and large-scale un-
employment unless there is a drastic change in attitudes soon. A" major
factor is the long time span involved in creating new sources of energy.

This country’s experience with nuclear energy is an example of the

time necessary to develop a major new source. The first reactor went
; mber 1942, In 1973, nuclear e '

. sev A
critical in December 1942, In 1973, nuclear energy accounted for only

1 percent of the nation’s energy consumption. Ten years from now,
nuclear energy will meet at most 7 percent of the nation’s needs. More-
over, the energy will be made available as electricity and not in forms
that will be in short supply. Prospects for quick, large-scale utilization
of geothermal energy, fusion, and solar energy are even dimmer than
those for nuclear energy.

Thus, for at least the next decade, encrgy horizons will be hmlted by
oil, natural gas, and coal. But available domestic supplies of oil and gas

are diminishing, at the rate of 4 to 6 percent per year for oil and about
"7 to 8 percent per year for natural gas,* and barriers have been erected

to obtaining more oil or gas and to the use of coal.

Perhaps the most scrious and certainly the least recognized probkms
lie in the supplies of natural gas. It heats 55 percent of the nation's
homes, is widely used as a feedstock for petrochemicals, including
fertilizer, and is by far the largest source of energy for industry. The
energy content of the natural gas used daily by industry is equivalent to
that of about 5 million barrels of oil. National policy accords priority
to residential 'demand for natural gas, taking it away from- industry.
Already, shortages have caused layoffs, During the period August 1974

ugust 1975, industry will use 400 million additional barrels of oil

because of gas curtailments.7 The rate of decay of supplies is such that

by 1980, with a few exceptions, industry will be prevented from using
natural gas. This would have enormous effects on the economy.

In large measure, although not entirely, future natural gas supplies
will be tied to those of petroleum. There are good reasons to believe that

onshore and undiscovered gas reserves of the 48 contiguous states are .

comparatively small.t New supplies could come from the outer conti-
nental shelves and from Alaska. At best, 4 to 6 years will clapsc before

these can be made available. However, at the present pace of resolving

environmental disputes, supplies will be much longer in arriving.

An important aspect of the decaying position is that the kind of
conservation that was achieved in 1973 and 1974 would make only a
small dent in the problem. Then the public cut its use of natural gas by
6 to 8 percent, that is, 3 to 4 percent of total consumption. If the public
spent many billions of dollars on storm windows and added insulation, 1

.year’s decay in the supplics of natural gas might be compensated for. -

Conservation_is_not_enough. To_make_ good_the_energy deficit due to
decay of natural gas alone, a doubling of coal production_during | thc

next 6 years_would be required. But to open a new underground mine

requires about 5 years. The quickest path toward relief is expansion of .-

surface ‘mining of low-sulfur coal in the Rocky Mountain States. But
with various delays connected with changeovers from gas or ail to coal
and with environmental controversies, heaven only knows when this
country will emerge from the years of travail and discontent that it is
now entering.—PHILIP H. ABELSON '

* Qil and Gas Journal, 4 November 1974, 1 0il and Gas Journal, 25 November

1974, - 1R. Gillette, Science 185, 127 (1974).
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By Michael T. Malloy

IL.. PROFITS. They are big. They are |

controversial. Some even say they
are “obscene.” When the new Con-
gress gets rolling, there will be a burst of .
talk about windfall-profits taxes, new

price ceilings, a Government-cwned oil :

-company, excess-profits taxes, and even

nationalization. S :
The charges and countercharges will

be hard to follow because the actual size,

origin, and disposition of the oil indus-

try’s profits are clouded.by the very com-
plexity of the .business that generates
them. We will nevertheless-make a stab
here at trying to answer these questions
about “Big Oil's” big profits:

Just how big are they? Why are they
less than they may seem? How much
profit is in a barrel of 0il? What do the

‘companies do with all that money? What
about those tax loopholes? What are
some implications of public policy—pres-

ent and future? Why should you be
skeptical of everything that’s written in
* this story? : .

‘How big are those profits?

Plenty big. Enormous. Some 27 big
American oil companies made almost $11
billion in the first nine months of last
year. That’s about one-fifth of .all the
profits made in that period- by all the
- thousands of other corporations in the
United States. : '

‘Most of that $11 billion went to jdst’

six mammoth companies. These giant
multinational corporations—not the pro-
verbial: Texas wildcatter with "a wide-
" “brimmed hat and lavish spending hab-
. its—make up Big Oil. These six com-
_.panies absorbed perhaps 10 per cent of
" all profits earned last year in corporate
- America. '
Exxon is the biggest. It cleared $2.3

billion-. after taxes in the first nine .

months of 1974. That’s five times as much
as was earned by General Motors in that
period, six times as much as Du Pont.
. From the heights of Exxon, an executive
looked down last month and referred to

B ,“these minimajors . . . your Standards of
Indiana and Shells and so forth.” Yet

g
.
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Shell made more money than U.S. Steel

in the last reported financial quarter, and -
- Standard of Indiana boasts that it is the
12th largest industrial company in the -

United States." . :

- Giant investments are supposed
to yield giant returns. But oil-indus-
“try critics are especially upset at
the speed with which oil profits are -
becoming even more gigantic. Prof- -
Ats of 27 major companies followed

by-the Oil & Gas Journal were up .

98.5 per cent in the first nine
months of 1974, compared to the .
like period of 1973. For five of the Big
Six companies,” profits in those nine
mon@hs were higher than in all of the
previous year. For some middle-sized com-
panies — ARCO, Conoco, Sun, Phillips,
Getty, Occidental, and others — profifs -

were coming in at a rate more than 100

per cent ahead of 1973. =~
And this was the second year -of ex-

- plosive growth. Compare the first nine

-months of 1974 with the like period of
1972, and you get Exxon up 120 per
ce_nt, second-ranking Texaco up 130,
third-ranking Mobil up 120, and so on

down the line. It Is this_galloping pros- .

.perity, when_most everyone else is feel-

ing an_economic. pinch, that makes.critics..y}
such_as Washington state’s Democratic

Sen. Henry Jackson call oil profits ~ob-
stene.” : e

. Or worse. Critics are suspicious of the
oil companies” welterof Joint_ventures

anid subsidiaries and are baffled at the

way _corporate

>__bookkéeping  practices
vary from country to_country, so these
Critics often conclude that profits are

higher but Fidden T

“You don’t know how much the real
assets are. You don’t know how big the
profits are. . . . You do know there have
been efforts this year to hide reported

profits,” says Sheldon Bierman, a former

Securities and Exchange Commissi '

torney who spent mostg of last yearon *

trying to unsnarl the oil-profits pie- -

ture for the Cornel (University)

Energy Industry Study in Washing. "5

ton, D.C. “Profits on joint ventures -
Please Turn to Page 14, Column 1 ’
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:  if they're less than 50 per cent owned,

. . may never appear on the [parent _cgrp;
any’sl booKs until they are passeéd
I;)nong as dividends. Income on tankers.
doesn’t show up in the ‘annual report
" until it comes home. Y'ou can hide
profits in oil better than in other bu51-,-l

nesses.”

Why these profits may not
be as big as they seem

“We -aren’t hiding. anything,”” ob-
jects Archie Monroe, Exxon’s control
ler. A lot of oil-company critics got
started by protesting the industry’s tax
preaks, and Monroe says they have
confused  what’s not on compan}es' in-
come-tax returns with what'’s 'made
public in their annual reports. It’s true
that corporations don’t have to pay
taxes on the earnings mer;noned by
Bierman until the money 18 brought
. back to the United States. But Monroe
says the income from Exxon’s tanker
fleet- is nevertheless lumped into th,e
total profits shown On the company’s
" annual report as aré MOst earnings
from Exxon’s share of partly owned
“subsidiaries. In fact, 01} men say th_at
- officially reported profits aren’t mis-

leadingly low but the other way around. ! :

s 1

' For the stockholders who own .thegl
oil, companies, the important thing|
about profit is the } .
their investment, From that point 'ofvg
view, the recent upsurge only makes:
up for what the rest of us

as the good old days of cheap oil. Oi}l'..i

\

: ired, but partly for other reasons too.
“quired, but p tly A50nS 100,

rices didn’'t even keep up with mf}a—
gion for a decade or so, and the In-
_dustry’s rate-of-return- lagged 2 little
© behind ‘that of business In general..A_

study by the Federal Energy Admin-

istration (FEA) shows that oil-company

stockholders would have been better off

in soap making, publishing, or a host
., of other businesses.:

return it brings on:j

' I PRy *
/I;ldeed, oll THen are fond of insiefing

Profit Jump

. Most studies show that the oil in-

dustry in the decade before 1973 earned .’

an average of 11 or 12 per cent on the
money invested in it. This was about

the same percentage, or a little less,-as -

-earned by business in general. The big
profit jump of 1973 boosted this return

to about 15 per cent, but business gen-,

- erally enjoyed the same -upsurge. It is
only in the last year or so, with oil’s
return touching 20 per cent on the aver<
age and more than .30 per cent for

some companies, that the oil business .
has become so much more profitable ;

than other industries. . .

And those profits are rather slip-
pery. A chunk of 1973’s gains came be-
cause the U.S. dollar was devalued.

That meant income earned in marks or '

yen or whatever showed up on the mul-
tinationals’ books as higher dollar prof-

its even though it might not be worth a °

pfennig more in the country of origin.
A bigger chunk of income consisted of

“inventory profits.” Amid the soaring’

prices of the last two years, oil that

-, ‘was worth, let’s-say, $4 when it went in:

| the company storage tank might be

sold for $6 when it came out again..
That dipping into inventory brought a-

_real profit, but no joy when the com-
. pany then had to pay a Middle East
nation $3 a barrel to fill the tank again.

that long-run profit levels may not be

remember. ! - high enough yet to attract the invest-

ment they will need to meet the energy
demands of the 1980s. This is partly
because such .huge sums will be re-

i
|
1

"Money Tied Up

. Monroe, for instance, says industry .
. expansion into hard-to-develop areas
, like the ocean and the "Arctic means
| the companies’ money must be tied up
i much longer before it generates any
return at all. It will be nine years from
the time the project started, he says,
" before Exxon ‘gets anything out of its
| ofl development in California’s Santa .
* - Barbara Channel. It will be 1977 before
the industry gets a drop of oil from the
billions of doilars it has invested in
Alaska’s North Slope. :

And the risks may be higher too, now

that rising oil prices have made the oil

. companies so unpopular. The produc-
ing countries are nationalizing the

oil fields, the consuming countries have

* ‘price controls, and the U.S. Federal

Trade Commission has sued to break

- the companies up. Investors don't put

money in a riskier-than-average ven-

i ture unless they can get a higher-than-
i~ - average return. Monroe thinks 16 to 18

" per cent would be all right.

Investors are the ultimate judges of
whether profits are too high or too low
because they put up the money and
take the risks. Lately their judgment
has been that they are on the low side.
As Big Oil's profits .have soared, the
pfices of "its_companies’ stocks have
plumtieted, sometimes to fractions of
thelr former values. It's true that -most
other industries’ stocks have gone down
too, but Exxon, Texaco, and Mobil, the
three biggest members of Big 0il, all
fell a little faster last year than th
Dow Jones industrial average. :

i

1
l
tl Where do profits come from?
| In setting Government policy, this
may be more important than the sheer
size of the companies’ profits. The cor-
. porate members of Big Oil dig coal,
. mine uranium, sell real estate, sail
i ships, sell tires, own department stores,
manufacture chemicals, and fifth-rank-
ing Gulf inquired last year about buy-
- ing a circus. If the companies make a
killing in chemicals, that hardly justi-
fies an excess-profits tax on oil. If they
lose their shirts overseas, that doesn’t
excuse rip-off prices in America. If the
profits come from refining and retail-
ing, it would be pointless to try to re-
strict them by tinkering with the price
of crude oil. o :
: Big Oil is not very helpful about this.
. The companies’ public reports don’t
- ‘break down their incomes into seg-
. ments like refining, marketing, and so
. forth. Many things, like that tanker in-
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As you might expect, Big Oil made
its biggest 1973 profits overseas. The 30

. companies that Chase Manhattan regu-

larly analyzes had made 53 per cent of

" their disappointing 1972 profits in the

come, are just lumped mysteriously to- |
gether. But here are some broad out-
lines that are widely "agreed upon.
Until 1973, the growing flood of very
cheap Middle - Eastern oil kept prices
relatively- low for oil and gasoline. |
These prices were further held 'in -

) a4 me s . s
. CinieCK, at nome, by Gpvernment price,

. controls that were imposed in 1971, and'

checked abroad by American import .
quptas that limited the market where-
Mideast oil could be sold. By 1972 the| -

. 0il industry’s rate of return had fallen

: to its lowest level in more than a dec-’

ade. The number of drilling rigs at
work in the United States had fallen to
less than half of what it was in the late
1950s as operators despaired of making -

. money on the oil they might-find.

Everything Changed .
But 1973 changed everything. A

United States; they made only. 37 per
cent of their big 1973 profits here. Indi-
vidual companies showed the same pat-
tern. Exxon says its 1973 earnings from
oil and gas rose 16 per cent in the

TInited States, 48 per cent in the rest of
the Western Hemisphere, and 83 .per
cent in the: remainder of the world..

" Refining Is Profitahle

Another rough index can be made
by comparing profits of international
majors with those of companies more
concentrated in the United States: Mul-
tinationals Exxon and Texaco were up
59.5 per cent and 45.3 per cent respec-
tively. Comparative stay-at-nomes Shell
and Standard of Indiana gained only

.28.1 and 36.3 per cent, Oil companies

made quite a point of telling American
audiences that the profits came largely
from overseas operations.

There was also a change in the prof-

. itability of the different processes that
-0il goes through between the well and

your gas tank. Traditional wisdom Sug-

- world-wide boom had already set de- \ gests that companies make most of
- mand soaring for oil, and New Year's. \\

Day marked the take-over by several

. Arab countries of a one-fourth interest

in their oil production, the first step in. .
a process demonstrating ‘that the oil
producers had gained the whip hand
over the buyers. Then dwindling U.S.
production forced the United States in.
the spring to abandon its oil-import
quotas, adding another batch of po-
tential customers to those -already
scrambling for Middle East production.
And finally the Arabs halted oil ship- -

* ‘ments during the Arab-Israeli war.

The result was a price panic as com-

. panies and nations scrambled for oil

and tankers to haul it in. Prices soared
to undreamed-of levels, especially in
_Europe, where almost all oil must be
imported. The Chase Manhattan Bank’s
figures for wholesale prices, based on
bargeloads of oil in Rotterdam, rose
during the year to about 48 cents from

.12 cents for gasoline, to 58 cents from

- raised their prices.

-. 12 cents for heating oil, and to 46 cents -
-from 8 cents for boiler fuel. On top of

this lay the U.S. dollar devaluation
and a convoluted price structure that

. tended to increase oil-company profits

every time the oil-producing nations

their money by producing crude oil—
\which is where the tax breaks aré—
bnd less by refining and marketing it.

Demand for the refined ‘“‘product,” in -

fact, was long so soggy that an entire

/industry of “independent” gas stations .

grew up to sell the surplus gasoline the
big companies couldn’t unload. But
1973 tightened demand for gasoline,
sent product prices- soaring, pushed
the independents to the wall, and made
refining profitable indeed.

The majors can’t or won't break
down their profits on a process-by-pro-
cess basis, but you can get an idea by
looking at two big refiners with only
negligible crude-oil production. Profits
of Clark Oil & Refining rose 266 per
cent in 1973; those of Commonwealth
Oil Refining rose about 1,000 per cent.

But 1974 changed everything again.
The Persian Gulf states, for one thing,
began to alter the complex pricing sys-
tem there in a way that shifts the prof-
it on their oil from the companies’
pockets to their own. The world-wide
boom turned into a world-wide bust
with demand falling so much that sur-
pluses have begun to appear. Those
Rotterdam wholesale prices plunged

. from the 40-cent and 30-cen{ level last
winter .to barely half as much I_ast-Sep— -

tember.

In the United States, however, price
controls had been lifted in late 1973 on
“new’’- domestic crude oil—that from

sources developed since May 1972—and
" its average price has shot up since

then to almost $11 a barrel. The price
ceiling oni ‘‘old’" oil increased during

1973 t0 $5.25 a barrel {from less than $4

a barrel. These events took place too
late to have much effect in 1973, but

made 1974 a bonanza year for U.S. oil. -

‘Earnings Not So High Abroad .

Exxon made almost as much profit
in the first three quarters of last year
as in all of 1973. Its president reported
in December that earnings had grown
“more so in the U.S. than abroad.”
The 27 companies followed. by Oll &
Gas Journal also made more money
in those nine months than in all of

1973. The European multinational, the

Royal Dutch/Shell Group, said- “oil
business outside North America gives
cause for serious cencern,” but Ameri-

. can subsidiaries helped keep over-all

earnings high. , o

compare the multinationals and
stay-at-homes again, and for the first
nine months of last year, yowll find
Exxon's and Texaco’s profits up 38
and 70 per cent respectively, Indiana
Standard’s and Shell’s up 104 and 82
per cent. There is much less talk now
about inventory profits and the like.
Exxon’s president said the big jump in
U.S. oil and gas earnings was ‘‘due
mainly to higher prices for domestic
crude.” - | PR

t

“The big jump In refinery profits
also seemed to -reverse itself. The
many 1973 announcements of_soon:to-
be-built_refineries were replaced_late

- Tast vear by announcements that many

‘of_tnem_won't_be_built_after -all.” Re-
finers began to pay much higher crude
.prices after controls on “new” oil were
- lifted, but they remain under price
controls themselves. Buyer resistance
made it impossible to raise “product”
prices anyway.

_The industry is said to have

“panked,” or held back until a future

. date, between $1 billion and $2 billion

in price rises that are legal under

" price controls but above what the mar.

ket will pay. All 25 other companies
- followed by the . Oit & Gas Journal
. through the first nine months of 1974

" had rising profits, “except refiners

commonwealth and Clark. For' the

last reported quarter, they both had’

losses running into the millions.

LAYy



.~ Okay, so0 profits now seem to bhe
coming most heavily from production
of crude oil in the United States for
use by Americans. Are Americans be-

ing overcharged? How much profit is -

i

- there in the average barrel of Ameri-

can crude? Inquiries to a variety of
0il companies, several officials .of the

Federal Energy Administration, and -,

some trade associations, don’t turn up
such a figure. Archie Monroe says he

* knows how much it is for Exxon, but
« he won’t™tell; It’'s “‘a little more,” he

- says, than his company’s world-wide
_average profit of 92 cents a barrel. _

.~ corn

.sive, it gets.

How much profit in a barrel?
The -harder you look the more elu-

much. Some cheap-to-produce' ‘old”
oil is very profitable at a price-con:

. trolled $5.25. Uncontrolled oil from de-

clining “stripper wells’’ or disappoint-
ing new . fields can lose money at

" a “new’ oil price of almost-$11 a bar- .

rel. Yet this confusing area is where

~much of the controversy lies. Some

critics want to roll oil prices back to
a price per barrel that will yield a
“reasonable” profit. .Others want a

E windfall-profits tax to 'be levied on

each barrel of oil that sells for more
than a ‘reasonably profitable” price.

There are different ways of looking
al that profit. Let’s take an unusual

' ahd revealing aucticn that .was held’
" by the Government in October. Instead
| ‘of asking companies to offer competi-

tive cash bonuses for the right to drill
for oil, the Government had the com-

. panies compete over the 'size of the

royalties they would pay for the oil
they might find on 10 tracts of sea bot-
tom off Louisiana. The winning bids
promised royalties to the Treasury of
as much as 82 per cent of the oil.
You can- look at-this and say the
companies are running on a paper-thin

profit margin. To give up 82 per cent :
of ‘the oil at the present price of almost. |

$11 leaves. less than $2 a barrel for off-
shore drilling, laying pipeline to the

¢ well, making up for the risks of not

finding anything, and paying interest
while all this money is tied up. Only a

fraction of $2 would be left for taxes

and a proiit.

Price doesn’'t tell you !

New Oil and Old Oil

You can also look at this and con-

clude that the companies aré making
. enormous profits on all the similarly
situated oil leases they have accumu-

- lated in the past. If today’s prices-

' make it possible to give up 82 per
. cent of the oil and still make a reason-
able profit, what kind of return must
, these companies now make on older
“leases where the royalty may be only
about 17 per cent, and the cash bonus
was'keyed to a market price of less
than $4 a barrel? It would seem that
- profit makes up most of the price of
. some new oil and even some old oil.

i .Both of these ways of looking at

it are probably correct. There is cer-
tainly a “‘windfall” to be earned now
. from oil that would have been profit-
“able when the price was only $3.80
.a barrel. Former Treasury Secretary
"George Shultz calculated last year that
this additional profit would be $1.7

" billion for the industry if prices aver-.

! aged $6.50 per barrel for domestic oil
in 1874, and $5.6 billion if they aver-
aged $10. The average now is about

87 for new and old oil combined. But

- there is a constant erosion of that wind-
fall as companies invest money. in oil
that would have brought no profit a
all under ‘the old prices. .

So profit per barrel is a kind of,
moving target, and ‘the size of any
windfall will depend as much as any-

.

m—
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thing upon the speed with which in-
" vestment is diverted into producing
high-cost 0il. This is why Shultz’s pro-
" posed windfall tax (still languidly sup-
ported by the Administration) at first
would have siphoned $3.65 out of each
barrel of $10 oil, and gradually re-
-duced this tax over three years to only
$1.53 a barrel. .

Where is the money gom«r" '

- To _hear them tell it, the oil com:
paniés are pouring everyth_x_qg“they ve
E‘Urr’ft“o"d"llmg for oil t6"make us in-
Ndent of Arab_supplies. Afid they
r am y have put a lot of money into
that kind of thing. But there is a se-
vere shortage of drilling rigs, drilling i,}
- pipe, and other_equipment that went Lt
into relative disuse when the business .
was in the doldrums. So the companies
.can’t put all thejr current ¥ Nt profits into
"American oil exgoratlon even if they
want to.

-Drilling for oil has increased at a
record pace, but it is still up less than
25 per cent over last year, if you mea-

- sure by the number of drilling rigs in
use. This pace will pick up, however,
because the companies are willing to
pay as much as two or three times last
year’s prices for some oil-field equip- .
ment. Production of heavy drilling rigs
is expected by the Commerce Depart- ‘
-ment to reach 104 this year; only 54
were produced in 1973. The oil com-
Panies are bidding feverishly for land
to use them on. October’s offshore

uction brought in $1.4 billion in con.
entional bonus payments for Govern- .
nent oil leases. Three previous auc-
t']ions brought in more than $5 billion.
, But the companies are also spend- ,
fing their big new profits in other ways.
"Some have gone shopping for coal
-mines. The sixth Iargest oil company,

3 Oil workers’ union
. wants a piece of

e

the profits too,.”|

MMMW s
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\ the oil-producing nations lowered-their

All of which brings us back. agail
to the price and profit in a barrel of oil.
How high must the price be to justify .

. dthis {nvestment? The FEA’s ‘‘Proj-

. ect Independence” study suggested that
1 a barrel and the right Government
i programs could make the United States .

| _self-sufficient T —ofl by 1985. Exxon |
|

|"questions whether we could be self-suf- '
| Jictent al_any price. A 1972 study now

|

1

i haunting the oil-industry trade group"

i that made it suggests that Afnerican - |
' cent, to $269,750 from $223,178. Exxon’s

{oil production could be increased sig-

" ! nificantly _at prices of less than $4 a

' barrel, /President ¥red Hartley of thé™
~Uiilon Oil Co. said early last year that
. $5.25 for old oil and $7.90 for new oil.

should be sufficient.

Windfall Profit ) :
;. Again, there are different ways -of
! looking at this. No matter what the
i price—$7 or $9 or $11 a barrel—it will
! mean at least a temporary. windfall
| profit on oil that costs much. less to
i produce. Ralph Nader’s FEA watch-
. dog, Gary DelLoss, calculates that some
- higher priced oil may cost $280 a barrel,
. if you reckon what the consumer must
pay for all the other: barrels of oil -
_whose price must rise to make this new
-oil .profitable. There is also a ques-
- tion whether any price can make self-
sufficiency safe or profitable for the
" multinational. 0il companies. If expen-
sive investment made the United Sfates
‘ ig’d’e;pendent of high-priced Arab 0il, the
multinationals that produce it for them-,
~would have Tewer places to sell it&l‘f/

! . /

prices; it would make thal U.S. nvest-
ment-worthless: - T ,

One thing the companies are noty
doing with their profits is lavishing/
them on their stockholders. While. their
profits more than doublegd from 1972
through 1974, the three biggest compa-
nies raised their dividends by less than
30 per cent. Executives did better. Fig-
ures collected by the Oil, Chemical,
and Atomic Workers union show chief
executives of 28 big companies received
i average raises in 1973 alone of 32 per

i top 62 executives made $7.8 million in
i salary and bonuses that year, includ-
"ing $396,666 to chairman J. K. Jamie-

son. :

What about those taxes?

The notorious tax benefits that the
oil companies enjoy, -and which the
newly elected Congress is likely to
stamp out, do not have much effect on
Icng-term profits. Investment in higher-
cost 0il tends to rise until the profit
left after taxes is about the same as if
there were no tax breaks at all. '

According to Thomas Field of Taxa-
tion with Representation, a citizen’s
lobby that has criticized the tax breaks,
the main result of these breaks is to
increase the money the oil companies
are willing to pay landowners for drill-
ing rights and to reduce the price at
which they sell gasoline and other prod-
ucts. Lately the biggest beneficiaries
oi this have been the governments that
own the offshore and Alaskan oi] fields. .
The main objections of informed crit-
ics to .these tax breaks is that they
subsidize oil consumers at the expense
of taxpayers in general, and that they
attract investment. into the oil business
at the expense of industries that have,
to pay a fuller tax load.



ome policy implications
Price controls keep the price _t_)__f
! oil down in the UTited States but'have
" thé erfect of sg_lggjdi_z_lpg__ﬁhe Mlcgégit ‘
oil producers and making us more de-
: "p'_gi’él?nﬁfﬂféggg_aliel. “We buy (their
"¢ oill at §i2, mix it with price controlled
¢ oil, and sell it for $9,” complains Ger-
" ard Brannon, professar of economlcs‘
at Georgetown University and support--
+ er of a windfall, tax. Controllls"also f.n
. courage waste, he says. il & BUY
1 . as
_drives a_gas guzzler be gets twice as
““much benefit from price controls as a

guy who drives an economy car.”

i A windfall-profits tax levied on
hig(_;;?i'é‘e?d'"éiltﬁé@a_jgﬁ}p_xtjrlve’_s_miept _
in hlgh-cost Sources such as il shale.
If such.a tax emerges from Congress
this year, it is likely.therefore_tq have
a ‘“‘plow back’’ provision remlt_tlng to
the companies the tax from income
that is plowed back into new oil de-
velopment. Some observers c_oncl.ude
thls will i guarantee the big oil com-
panies a monopoly of shale and other-

'>exotic fuel sources to add to their grow-

ing control of coal, gas, and uragium.
Potential competitors from the mining
. industry could not compete with oil
companies using plow-back dollars that,
in effect, cost nothing because they
would otherwise be taxed away.

»~ Oil companies bid higher for
equipment and drilling rights vyhen thgy‘zv
see or expect a rise in the price of oil. |
“1f you expect a price of $10 per barrel, !
you're willing to pay up to $8 a barreli_jv
to acquire the land,” says Arlon ’I‘usi
sing, economist for the Senate Interior;.
Committee. So price-control advocates%
say industry predictions of higher costs;
may. be seli-fulfilling prophecies unless

prices are held down. “If the industrxi,;
" expects the price of oil to be $10,”;

. Tussing says, “‘then you’u find the costs A
" will rise. to almost $10.” ;

(¥ Becoming independent _of Arab.
supplies may require more than s_pegq-
‘ing huge Tsums” to_develop Tenergy

e ——

J
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sources in the United States. A self-suf-
_iicient America  would diminish _the.
world market for Mideast oil,and very
POSSibly push down its price from its
-CurTent Ievel Theil some_scheme of

*c@‘rﬁer or taxpayer subsidy would .
De néeded to prevent the collapse_of 2

3}
“gelfsuificient’” American_ indusrt.ry.;'
producing oil for §7.0r more. It’s uncer- ¢
taimWiether taxpayers would be will- i
ing to heavily subsidize the unpopuiar 3
j oil business, or if consumers would be
! willing to-pay $10 a barrel if the Arabs

| are willing to sell oil for $5.

i . v All the talk _of taxing away the
oil companies’ *“windfall” or. eliminat-
ing it with price controls assumes a
jprinciple thaf is new to our economic
.system—that good luck belongs only to -

. the Government. If Government is to

take away the earnings of exceptionally
good years in the oil business, equity
would seem to require that other indus-
tries and individuals be penalized for
unusual good fortune, .

_'Is skepticism still in order?-
Don’t take any of this too seriously.
‘“‘Any time you add up two companies’ .
results, you’ve told a lie,”” says Sheldon
Bierman, explaining how compaiijes
keep their books in different ways.

Take LIFO and FIFO, accountants’
ferms for two ways to keep track of
inventories. During an inflationary pe-
riod like ours, FIFO tends to exag-
gerate the profits that appear on a
company’'s books. A switch to LIFO
can reduce them. Texaco switched from
high-profit FIFO to low-profit LIFO on
Jan. 1, Monroe says Exxon has used
LIFO in the United States since 1940,
but adopted it in the Netherlands only
last year. “It’s changing all the time,”
he says. . B

grt)/ tndesty Pregrom ] Brisgy. wiperelded. —
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Expense or Investment

Take “successful efforts” and “full
‘cost.” These are two different ways
- In which extractive industries account
" for the exploration expenses that can
make up 30 or 40 per cent of the cost
; Of producing a barrel of oil. One way
makes profits appear lower but the
-long-rangé rate of return seem larger.
The other way produceg opposite re-
sglts. Most big American oil compa-
nies use ‘‘successful method” account-
.Ing and this, say their: accountants,
makes _the industry’s rate of return
seem higher than it really is. “The
investor.is not to compare the relative
success of an oil company (by] looking
at the financial statements alone,” con-
cludes a partner in the accounting firm
that handles Exxon. ’

Take “transfer prices.” A lot of oil
business consists of Exxon selling to
_I_L‘xxon and Gulf selling to Guif. There
1s a lot of suspicion tnat profits are
creat‘ed and hidden away by having
the right hand charge unrealistic prices
to ghe left. The FEA has been investi-
gating transfer prices, it has rewritten
the reporting rules, and it is working
up a new generation .of forms for the
companies to fill out quarterly in re-
porting the prices ‘they ‘charge them-
selves. ‘“There probably are a few
cases of significant abuse,, but my im-
bression is that it's not on a large
scale.," Says an FEA official who is
Working on this. “In a couple months
you'll have a much fuller story.”

-But by then oil-company profits.’
may have turned around. We've al-
ready noted declining wholesale prices
in Europe, ‘‘banked’’. price rises in the
Umted States, profit pinching by the
Ml_ddle -East nations, and the hostile
attlt_ude of the "incoming Congress.
Chairman__Jamieson of Exxon _last
month said” thaf refining, tanker traf- -
fic, and_world:-wide production were
all running at_less.than capacity and
thai_a drop was likely in the industry’s

historic growth rates. The profits may

i

* ‘no_longer look So_high_when_Congress
. gels around to dealing with them.
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in RNaval

By Captain Howard C. Bucknell, 111, U. S. Navy (Retired)

The traditional interdependence of the military
and the State Department—as was smilingly
reflected in the faces of Robert McNamara and
Dean Rusk in a 1962 meeting of the Senate
Foreign Relations and Armed Services Commit-
tees—has become increasingly subject to bar-
riers which threaten the vital rapport betiveen
soldier and statesman and lead, predictably, to
militarily unsupportable commitments.

In an earlier and more simple day, Pennsylvania and
Constitution Avenue were not very far apart. It was
possible for a Foreign Service officer to stroll down
Seventeenth Street and, in the course of an afternoon,
to arrange with a naval officer for the loan of some
Fleet broadcast time, some communications ratings, a
few meager pieces of equipment—and practically in the
time required for the telling—rchus to inidiate through
command interest and personal relations 2 daily radio
information service to our embussies and legations
abroad. ,

For one reason and another, while global ‘distances
have been foreshortened by the technology of our
times, Washingron distances have not been similarly
affected. It is no mean scroll, after all, from che new
State Deparcment Building to the Pentagon and the
effort alone would probably not suffice to establish
productive relations; for there are greater barriers in
existence today to the meaningful exchange berween
“State” and “Navy” than mere distance.

All of this is something of a pity because, at this
time more so than ever before in our century, we mav
discern the need for the closest sort of liaison, under-
standing, -and “murual support, between these two
branches of our government.

The Navy finds itself in a dilemma of historic impli-
cations. It has arrived at a complicated sort of cross-

roads. Practically speaking, its size, that is to say its

number of ships, and its very nacure, are being re-
decided. The vast bulk of the ships in service in 1966,
with the exception of the Polaris fleet, were obsoles-
cent. The various artifices of renovation and modérn-
ization had alreadv about run their course. ‘But the
answers to the inexorable questions of replacement on
a very large scale or progesssive abandonment were
deferred in the face of Vietnamese war requirements.
Even in 1966, replacement in kind was not perceived
as a simple alternative to abandonment. There was then,
and there is even more cogenty today, the very in-
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volved matters of functional warship types to choose,
a wide variety of murually exclusive equipments and
weapons to consider and, of greatest importance, the
decision as to nuclear propulsion or no. All of these
questions arc operative against a backdrop of great
change in our international and domestic situations.
The Navy, in common with her sister services and the
Foreign Service, has been drastically affected by the
proportionate share of the budget now available for
other than internally oriented affairs.

A specialized aspect of the Navy’s problem, addi-
tionally, derives from having been forced since World
War 11 to specialize to an extraordinary degree in its
officer corps because of far-reaching technological
changes. It has been urged, within the profession, that
ofhcers reaching a given level of seniority go about the
business of dispensing with their “wings,” “dolphins,”
and (presumably) “black shoes,” and rise above paro-
chial outlooks as aviators, submarine officers, or de-
stroyermen, in assessing the various means applicable
to given ends. _ )

It is obvious, nevercheless, that apart from the
Navy’s internal problems and the general problem of
moncy, the question of “how large” and “what kind
of” a navy should not be answered withour detailed
correlation with operational foreign policies—in addi-
tion to correlation with broader national strategies
resting, in turn, on basic aspirations of our people to
the extent that they can be perceived and articulated—
principally by the President. The policies to be evolved
will not be viable in their turn unless correlated with,
and supported by, an adequate and suitable military
establishment—including most specifically an appro-
priate Navy.

The Interdependence of Military and Forergn Affairs. It
is' by no means the function of the military establish-
ment in this country to prescribe the foreign policy
of the United States. It has been traditionally beneficial,
however, for each of the military services to study
closely this policy in order to anticipate, if possible,
its military demands on the foreign scene. This has been
a necessary adjunct to the military responsibility . for
the defense, in fact, of our homeland. It has been
reflected, for the most part, by persistent, if not equiva-
lent, interest on the part of the State Department and
its Foreign Service officers as to the realities of our
various military capabilities. This interaction is an ex-
traordinarily useful ingredient in the complex business
of adjusting operational foreign policies to available
forces and to the more serious business (in a long range
sensc) of erolring forces to support sustained (or sus-
rainable) policies. 1t takes place ar the professional level
among the officers concerned even though the formal
aspects of consideration and decision take place in the

rareficd levels of the National Security Council and its
offspring committees. '

For many years, the intermediary between the State
Department and the Navy was the ubiquitous naval
attaché assigned to the various embassics and legations
abroad. Today. this officer is often a product of special-
1ized intelligence training rather than “of the Fleet.”
In any case, whether because of the technical specializa-
tion mentioned earlier, a possible tendency of the at-
taché to identify himself with the large U.S. military
“communities” to be found abroad, or because of the
increasing propensity in our government to treat - all
intelligence matters—and the people connected—as
something apart” from any other operational field, the
naval attaché provides less and less often, from first-
hand experience, the broad education on current naval

affairs that his predecessor was able to transmit to our

Forcign Service ofhcers of an earlier era.

In a rapidly fluctuating international situation, it is
of vital importance that operators in the foreign policy
field have the most sensitive and accurate picture of
the actualities of our military situacion in various parts
of the world—as opposed to the “official” position of
the government, assumed when discussing the condition
of military forces with the P.P.P. (Patriotic Popular
Press). A failure to achieve this sort of perception
(which comes from sustained interest and association
between professionals) can result eventually in the
unsupportable commitment to a Suez-type venture by
the super-levels of government. Recenty in our country
the importance of conventional forces was reaffirmed
bv one President who then promptly stressed this
theme by its application in, as we now preceive, a rather
unlikely concept of combar. High-level pronounce-
ments as to the newly discovered importance of this
or that mode of warfare are diverring enough for the
press on a slow news day but it should not be supposed
by professionals that the mere statement of policy at

_even the highest executive level causes long-neglected

capabilities to spring into being overnight. To do so
in the making of foreign policy decisions is to invite
being unmasked in reality as a “paper tiger”—which
was, essentially, the unhappy lot of Great Britain and
France following Suez. In our country, no military
svstem (conventional or otherwise) of practical and
sustained import can be brought into being and main-
tained in a viable state today withourt a substantial and
long-term commitment of the art, treasure, science, and
manhood of our nation. Thus the substantial reduction
of our Navy which we are witnessing today cannot,
in sober fact, be recouped in the short term. The re-
constituted Navy that will appear must be tailored to
those foreign policies resting on the most secure of
national convictions. The importance of sustained asso-
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ciation between “soldier” and “statesman” during this
period of reappraisal and adjustment rests on the fact
that in a changing technological environment, lessons

learned a generation ago are seldom entirely appropriate |

in detail to the exigencies of the moment or the pre-
dictable requirements of the future.

The Defense Complex. To avoid leaving the full re-
sponsibility for a breakdown in communications on the
hapless attaché, however, it must be recognized that
several other factors have contributed to the schism
between “State” and “Navy” (and probably the other
services) in recent vears.

For one thing, since World War 11, we have cngagcd
in sustained occupations of various foreign territories.
These occupations have, in general, been conducted
under military pro-consulships—responsive actually to
the President, the Pentagon, and the Senate, rather than
to the Secretary of State.

For another, the creation of the Department of De-
fense removed all military services from cabinet repre-
sentation. As interpreted in practice, the Reorganization
Act of 1947 requires that sustained contact with the
upper echelons of the State Department by all military
services be conducted through the Office of the Secre-
tary of Defense—notably through the Assistant Secre-
tary of Defense for International Security Affairs (I1SA).
There is considerable economy in this arrangement and
it is by no means to the Navv's credic that, for a
number of years, it, for all practical purposes, stood
sullenly in the wings complaining instead of joining
the new order with its best people.

Finally, the division between the Defense Depart-
ment’s responsibilities for National Defense through
the coordination of military procurement and technical
support of the Armed Forces, and the State Depart-
ment’s responsibility for the manipulation of foreign
policy, was often more than blurred on occasion during
our last administration by the personal ambassadorial

duties assigned bv the President to the Secretary of

Defense. The President of the United Stares is free to
choose any individual in our nation to represent him
personally and to “trouble-shoot” for him as he deems
necessary or expedient. But, when this individual hap-
pens also to be the Secretary of Defense, whose “weight
in council” reflects the approximately 50% of our na-
tional budget at that time accepted as the military’s
“lot in life”—more than simple and transitory side
effects could be expected to and did occur in the field
of Defense’s impact on foreign affairs. Some of these
effects were as they should be. Some  were not.

" But, without reference to the problems inherent in
the Defense Department’s practice of operational diplo-
macy abroad, each of the military services in its own
peculiar sphere of cognizance has a legitimate and

“job of
The general reasons for chis inherent adapuability of

Modern Realities in Naval and Forelgn Affairs . 3%

sustained individual need (above and bevond thar
served by the Joint Staff and the Office of the Secretary
of Defense) to counsel State Department operational
personnel and, in turn, to receive their advice.

For the Navy’s part, this mutual need is a product

~of factors such as: our national geographical situation;

the Navy’s fortuitous “marriage’ to a magnificent Ma-
rine Corps; the vigorous existence of a specialized naval
air arm; the unique adaprability of currendy vital
weapons systems (such as Polaris) to the Navy’s natural
habitat—the sea; the continuing importance of sea-lift
in world affairs; and the acute current dependence of
the world’s modern nations on oil.

Concerning these factors, the general tendenrv is to
forget the Marine Corps and to ignore oil.

As to our relations wirh the Marines, one may say
thac it is not unusual for a husband to overlook on
occasion the possibility that his welcome in high circles
may be owing to his talented wife racther than solely
to his own sterling attributes. On the other hand, the
Marine Corps’ espousal to the Navy, beset as it may
be with marital “ups and downs,” is not likely to be
terminated by the Marine Corps. Not when “she™ is

confronted daily with the example of what happens

e

to other “widows”
trolled air power.
As for oil, we must discuss it at furcher length.
Survival Without Nwclear War. One of the most
important revelations of the last 15 years has been that
the threat of nuclear war is not necessarily paralvzing.
Life does go on. And as it does so, it becomes ever
more apparent that there are great incentives for the
successful pursuit of policies aimed at avoiding or
preventing nuclear war. During these same years, how-
ever, we have also had evidence that for the United
States these policies must be complete national expres-
sions in their own right. They cannot be supine or
emasculated policies of retreat or pacificism. Nor, we
have learned more recently, can they be single-minded

bereft of their own tactically con-

-and rhetorically over-postulated determinations to in-

terfere everywhere at all cost. It has been demonstrared
that a policy of avoiding nuclear war carries with it
the need to ensure our government’s ability to wage
other sorts of war (within reason)—-—and to retain, abso-
lutely, the ability for waging nuclear war in the last
resort. It may be said, however, that it is also becoming
more clear that this last resort is postponed or avoided
in almost direct proportion to the number of peaceful
and warlike alternatives available. The Navy is as in-
herently suited to this task of providing—and of en-
suring—alternatives as the Army, in conjunction with
the Air Force's Tactical Air Command, is suited to the
“making them stick.”
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the Navy to a wide spectrum of action have already
becn touched upon. The underlying key to the Navy’s
peculiar “rapid response” application to foreign policy
support in our present age, however, is found in oil
and its transport by sea.

Oil and Antisubmarine Warfare. Modern industrial
nations can neither produce, nor feed, nor transport,
not defend themselves without oil. Nartions seeking
adulthood in our current civilization are forced, first
and foremost, to acquire oil. Yet only a relatively few
nations, industrialized or not, possess this precious
commodity in sufficient quantity within their own
borders. And, in general, few of these nations are mem-
bers of the Free World (maritime) alliance system. It
may be said that this fact is found at the root of most
of our foreign alliances (or entanglements, depending.
upon the viewpoint). In practically all of these al-
liances, somewhere, lies the need—the desperate
need—of some nation for oil. Articulated recognition
of this point, typically, has only occurred as energy
demands on this continent and in Europe begin to
overrun fuel capacities.

How long this excruciating dependence on oil will
persist is a marter for technological advances as well
as gas and oil exploration to decide. But it would be
a self-delusion of the first magnitude to ignore its
tremendous importance at the present time and proba-
bly through this decade.

A substantial proportion of the same 70-0dd foreign
nations with whom we have contracted either treaties
or agreements for military assistance obtain their oil
from outside their own borders; mostly by sea. Lest
at this point the reader conclude that it is good thac

- a merciful Providence chose to make oil-by-sea depend-

ence a problem for our friends (whom we can help if
we want), reference should be made to Figure 1—
which apart from highlighting the oil dependence of
our friends—also reveals some sobering aspects of
the U.S. dependence.! All in all, however, it can be
acknowledged that whereas important interests are in-
volved for our country, the real issue at stake for our

‘maritime friends is their absolute survival as national

entities. It is, of course, a fact that the loss of these
friends would drastically cureail the social, economic,
and political options of our children.

For many years, our Navy was the only force in the
world intrinsically capable of safeguarding this blood-
stream of civilization. One hesitates to say simply "ca-
pable” of performing this task because of its extraor-
dinarily far-flung nature (in view of the multiplicity

1Today aver 50% of rotal East Coast petroleum product requirements and
almost 100% of crude oil requirements in this sector are provided by sea-

borne transport.

of our commitments) and because of the fact that the

most apparent threat to its integrity lies in the exist-

ence—and continuing modernization—of the four
Russian submarine fleets. Succinctly stated: tankers are
a submarine’s “meat:” and, where there may be some
basis to the perennial professional naval argument as
to the submarine vulnerability of this or that man-
of-war, no one has ever argued the point with respect
to tankers. And each single tanker today may carry
approximately the quantity of oil carried by an entire
convoy in World War II!

Antisubmarine warfare has long been acknowledged
by our Navy as being one of its major “problems.”
Unequivocal action toward its solution, however, has
not necessarily been a major preoccupation of the Navy
until very recently.

The end of World War II left the Navy endowed
with a tremendous capital investment in carrier warfare.,
To understand the real extent of this heritage it must
be realized that it comprised not only many large and
expensive ships plus vast armadas of aircraft, but also
great numbers of officers and men skilled in cheir use
and confident of their wartime value. Too, there were
extensive shore-based estates supporting the mainte-
nance and training requirements of this huge fleet, a
well-integrated supporting block in domestic industry,
and the far-flung administrative apparatus to tie all of
these factors together. Such an endowment is not
lightly nor prudently cast aside. More than naturally
it has been the Navy's subsequent propensity to build

‘largely upon this basic edifice of naval aviation and

to adapt it, wherever possible and feasible, to the
various requirements that became apparent thereafter—
in short, to hang the Navy on whatever strategic peg
might seem capable of bearing the traffic.

On occasion, this effore, as applied to antisubmarine
warfare at anv rate, has had a somewhat makeshift
appearance, as was the case toward the end of the
decade of the 1950s when naval leaders implied in their
testimony to the Congress that our Atrack Carrier
Striking Forces were in fact the strong-right arms of
our antisubmarine capability inasmuch as they could
be thus used in the attack of enemy submarine bases.
This sort of hyperbole has been largely dropped in more
recent years because of the increasing understanding
that, in view of nuclear warfare’s carastrophic proba-
bilities, nations possessing atomic weapons would, by
such possession, be foolhardy ro strike /s any fashion
at the homeland of any other nation similarly equipped.
This realization that it is, after all, better to fight
abroad—or a¢ sea—than to burn at home is undoubt-
edly the genesis of the atomic weapon proliferation
urge which is exhibited by various nations around the
world today.
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Figure 1
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There is no intention whatsoever of decrying here
the value of naval aviation—nor, specifically, the merit
of carrier warfare. This mode of naval warfare is pecu-
liarly necessary where any substantial naval commit-
ment (including ancisubmarine warfare) is to be made
in the vicinity of enemy air power.? It has proven

extraordinarily efficacious in the destruction of enemy

surface units and shore installations alike. Furthermore
it has been developed to its present heights primarily
through American tactical innovations (with notable
technical contributions by the United Kingdom's
Royal Navy, plus a Japanese lesson) and there is no
doubt that our, combined genius exhibited so far in
this field will resulc in furcher progress of great variety
and military benefit. It is, after all, extremely valuable
to the designers and manipulacors of our foreign poli-

cies to have at their beck and call the naval capacity -

to strike, to blockade, to convoy, to scarch, and o land
on short notice—all under sclf-provided air cover.
Nevertheless, as things stand today, although ob-

“scured occasionally by the well-meant cfforts of Navy
public information specialists (whose glasses are of -
roseate hue), the bulk of our aging fleet is ill-adapted.

2 ) " . . .. . .
= An aberration of this point of view led to the situation where our surface
escorts and cruisers are individually -outranged by the surface-to-surtace

missile equipped ships of the Sovier fleet. Rectification of this error, since

carriers cannot be ommprcv:nt is of Areat urgency.

: - ' .o
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to modern antisubmarine warfare—and it is essentially
oil-fired.

These two factors combine to spell out the un-
pleasant truth that, while our Navy is not badly off
in being able to support a wide miscellany of projects
in the national interest—ranging from the Polaris
Strike Fleet to the government-sponsored transport of
food or medicines overseas—it is not yet attuned to
the preservation of the one element currently essential
to what we term the “Free World”—namely, the un-
restricted flow of oil. And, of extreme importance, this
superannuated fleet and manyv of our new ships under
construction are themselves almost completely depend-
ent upon the sustained availability of oil.

It is useful here to pause a moment while consider-
ing the implications, in more or less concrete terms
and in specific areas, of the apparition that we have
evoked. We describe a sphere of influence whose na-
tional entities are essentially dependent upon the sus-
tained availability of oil: we postulate a threat to this
availability in terms of the Russian submurine fleets;
and we indicate that the ‘military agency at our disposal
for countering chis chreac is (a) obsolescent and ot
particularly shaped to the ‘task and (b) itself readily
susceptible to 1mmobllu:mon by loss of a sustained fuel
oil flow. '

Let us deal with the last statement ﬁrbt The real
dependence on oil of our presenc-day ships may be
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made clear to the landsman by saying that, in the case
of a destroyer—a typical antisubmarine ship—sustained
speeds of over 15 knots cannot be maintained without
at least weekly refueling. As these ships operate with
carriers, for instance, where higher sustained speeds are
often necessary due to aircraft launching and to coinci-
dent deparctures from a given track to seck favoring
winds, sea aspects, and so forth—the refueling rate
approaches that of twice weekly. The quantities of oil
involved are stupendous—the uninterrupted shuttling
services of several large tankers being required for the
operation of a single carrier task group. Our Navy’s
critical bondage to oil is a very real thing. Wholesale

conversion to nuclear power is of the utmost urgency

and is a matter vet to be faced realistically by either
its technical proponents or operational naval officers.3

Concerning the adapration of the existing fleet to
the containment of a submarine threat, we have already
touched upon the rationale associated with our efforts
to apply naval air power in this direction. It should
be noted that against submarines normally operated on
the surface—diving only in daylight to initate (or
escape) attacks—the great mobility and search potential
of the naval aircraft made it an idcal antisubmarine
weapon. Against the next generation of submarine
which exposes itself on the surface only periodically
by extending a small tube (snorkel) to recharge its
batteries, the aircraft diminished somewhat in intrinsic
effectiveness. By dint of magnificent flying on the part
of truly dedicated officers and men, however, and with

. the commitment by the Navy of a very considerable

supporting technical effort, naval aviation has retained
a demonstrable level of usefulness in this area. But
against the true submersible (of the nuclear-powered
genre, for instance) the naval aircraft tends to suffer

a severe loss of wnilateral effectiveness. Its continued

antisubmarine application in this case is justified by its
susceptibility to coordination by antisubmarine ships,
submarines, and shore bases, by its capacity for quick
reaction against submarines who must surface to launch
missiles, and by the desperate need for numbers im-

‘posed by the shortage of ASW ships in a navy primarily

oriented toward aviation.
The truth of this becomes apparent when it is pon-

dered that many devices created to help the aircraft find

its submarine prey are essentially expensive modifica-

3This question of whether the U.S. Navy “"should or should not" take
advantage of its lead in nuclear power ship propulsion has finally been
overtaken by the argument over whether it "can or cannot afford” to
mainain this advantage. The monetary price tag of nuciear propulsion
figures in this argument but not largely in the minds of knowledgeable
men. More acention is now being paid to the matter of whether or not
we can meet the stringent personnel quality requirements that have very
necessarily been placed on the operating crews for these ships.

tions of tools otherwise more profitably employed on
a ship—or another submarine. On top of all this we
are becoming uncasily aware that any basic scientific
breakthrough that we may achieve in the general area
of ASW, besides not being exclusive to the United
States, may well end in proving more advantageous to
the submarine itself than otherwise. The appalling fact
1s that withour reference to a nuclear holocaust, we
are very likely faced, at sea, for the third time in this
century, with a situation where if war comes, numbers
and brute strength must be repelled by numbers and
brute strength plus whatever scientific resources we can
muster. The need for a firm and viable system of
ASw-oriented maritime alliances under these conditions
is painfully obvious,

Geography, Oil, and the Russian Submarine Fleets.
When we come to an assessment of the Russian sub-
marine fleets we are struck by a facet of geography
which is, on the whole, peculiarly advantageous to us.
By turning a mercator projection of the world on its
side (See Figure 2) we perceive that the deep water
exits available to the U.S.S.R. are guarded, in all cases
except possibly one, by narrows susceptible to the
establishment of prohibitive cordons of varying types
(and varving effectiveness). The possible exception,
Petropavlosvsk, stands on a remote peninsula and falls
into a special (and vulnerable) category of its own as
concerns the affairs of the Pacific Ocean area—
Petropavlovsk’s access to the Pacific is nonetheless di-.
rectly affected by our situation in the Aleutian chain.

"The importance of the southern tip of Africa and Cuba

are obvious.

The international political atmosphere which makes
feasible the establishment of cordons in these pregnant
narrows of the world—as well as the prior acquisition
of contiguous and advantageous repair and replenish-
menc bases so helpful to the mounting of escort systems
necessary in the sustained prosecution of an ASW cam-
paign—is just as much 2 valid function of our Foreign
Service as is the winning of friends and the influencing
of peoples in the course of generally advancing man’s
lot while improving our “national image.”

Turning again to the question of oil, the USS.R.
might one day find itself impelled to unleash its sub-
marine fleets against the seaborne oil lines of the Free
World, say of Western Europe, in 2 manner which we
have not elected to do in our embargo of Cuba. If
this were to occur, what, briefly, would be the conse-
quences? :

Militarily, one might calculate with some degree of
refinement how manv days guns could be fired, missiles
launched, aircrafe flown, or troops moved—including,
especially, those flown over as an emergency measure—
sans fuel supply.
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Politically, however, a naval officer cannot assess
with any hope of exactitude how long allics deprived
of fuel would continue as allies—nor, for that maccer,
what unilateral arrangements otherwise staunch friends
must contemplate if threatened by the loss of oil.

The Navy is quite capable of working out the nature
and extent of forces (including those of potential ASW
allies) required for the containment of the Soviet sub-
marine fleets. It is also capable of providing to the State
Department, for operational reference, specifics of the
geographic necessities for the xmplcmentanon of such
forces.

But, besides being instrumental in acquiring allies
with ASW forces or suitable bases, on/y the State De-
partment (assisted by the Cl1A) has the facilities and
the background to evaluate the vital question of time

in the ASW syllogism of naval force, geographic posi--

tion, and time available. The import of time here
revolves about the question of how long, in the event
of a struggle—since ASW is neither a one-day nor a
single-avenue affair—would the temper and vital inter-
ests of our allies permit the outcome of such a war
to remain undecided?
That this question is not one of idle curiosity be-
- comes obvious when it is considered that this factor
of “time available™ fundamentally decides the number
in being of ASW forces required (as opposed to the mere
nature of such forces). Primed with this time-available
information the naval planner could be equipped to
examine the validity (or nonvalidity) of a number of
mobilization schemes supporting *standing” forces.
"And, finally, using this information within the context
of overall Defense Department financial estimates, we
would be able to provide the Secretaries of the Navy
and of Defense, and, through the latter, the National
Security Councit and the President of the United States;
some now-badly-needed, reliable indices of where our
foreign policies and homeland defense requirements are,
or are not, mutually complemencary. Obviously, in the
larger course of events, with all services participating,
that is just the picture that must eventually emerge
at the Presidential level. Such a picture would show
whether our economic, foreign, and defense policies,
taken together as a national posture, supported our
people’s long-term determination to survive as a politi-
. cal, social, and economic entity of their own choosing.
In the case of each milicary service, close professional
relations with State Department officers must lay the
groundwork for this examination. In the Navy's case,
ASW offers as good an example as anything else upon
which to base our discussion since upon this mode of
naval warfare is predicated not only our ability to bold
allies—but also the ability of any of the other services to
operale overseas.
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Figure 2

By turning a mercator projection of the world on its side. we
see that. with the possible exception of Petropaviovsk, all the
deep water exits available to the Soviet Union are guarded by
narrow seas which are susceptible to the establishment of
probibitive antisubmarine cordons.
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To postpone further the re-establishment of profes-
sional contact and the detailed reappraisal of military
and diplomatic ways-and-means abroad could be dis-
astrous. For the Navy’s part, it might act to prolong
the perilous circumstances where we build too few
misarmed ships, of not necessarily the right type, need-
lessly bonded to oil. in order to implement possibly
unsupportable, and not necessarily vital, foreign poli-
cies. For the State Department’s part it might act to
continue a dangerous euphoria where it is -accepred
as a matter of course that any U. S. foreign policy can
necessarily be supported by the Navy or, in any case,
at least the Air Force, if not the Army.

As a nation, we are rich and powerful, but we are
neither so rich nor so powerful that we can recoup,
for an indefinite period, from a failure to take first
things first.

Conclusion. At the beginning of this essay, reference
‘was made to the parochialism of the intra-Navy rivalry
which, in its cenvolutions, periodically reaches peaks
of intensity and recrimination that would lift even the
heart of any city editor sated with hackneved stories
of inter-service squabbles. Our internal Navy differences
usually, however, are based on considerably more than
dreams of personal aggrandizement, urges for empire
building, or gross intellectual lethargy. They spring
from deep-seated differences in opinion, based on fun-
damental differences in outlook—made inevitable by

complete differences in personal service experience. The
bitterness wich which chese differences occasionally find

expression is very largely the product of a devotion
to the United States which the naval officer (and, for
that martter, the Foreign Service officer) understand-
ably finds difficult to put into words. As a young man

the commissioned officer takes a solemn oath
to . .. “support and defend the Constitution of the
United States against all enemies, foreign and domes-
tic . . .” For the remainder of his adult life, this officer

seeks to carry out this promise, and grows each day
in his understanding of its implications. He becomes
vested with, and conscious of, a personal responsibility
for the safety of the United States which is shared by
few of his fellow citizens. In the final analysis, when
faced with decisions of fundamental import, the com-
missioned officer, like any responsible man, is forced
to rely upon his best personal judgment—which is,
inevitably, colored by his personal experience. Respon-
sibility, if it does not make us cowards, certainly tends
to encourage conservatism. We are forced to concede
the aptness of the British General (then Colonel)

J. E C. Fuller’s words, . . . "an improvement in weap-
ons is due to the energy of one or two men, while
changes in tactics .have to overcome the inertia of a
conservative class.” To “tactics” we may add “atti-
tudes.”

Yet, we find that, in our time, the record shows that
the professional officer corps of the U. S. Navy /s capa-
“ble of facing facts and making logical and far-reaching
decisions on a basis far removed from any petty consid-
erations and limitations of personal experience.

Admiral Arleigh Burke and his immediate associates
of the time were uneducated as to missiles and, for
all praccical first-hand purposes, knew next to nothing
about the operation of submarines or the intricacies
of nuclear power propulsion. And vet they were able
to make, and to follow through on, the decision to
establish the encire Polaris system. The true magnitude
of this decision can be grasped, perhaps, when it is
realized thar for an aviation-oriented navy—headed, for
the most part, by officers specialized in flying—the
commitment to the Polaris system represented approxi-
mately the capacity to replace completely our 15 first-
line artack aircraft carriers of thac day. But any half-
‘hearted commitment short of this—anv attempt to
"hedge”—would have resulted in no real strike capabil-
ity at all. .

We have every reason to believe, then, especially
with new and vigorous naval leadership, that the next
major decision as to the composition and extent of
our Fleet will be made with maturity and firmness. The
aptness of this decision to our viral national needs,
however, will largely be determined by how well the
career professionals in “Navv” and “State,” as well as
their leaders, are able to make contact and to achieve
and maintain a genuine meeting of minds.

A graduate of the U.S. Naval Academy in 1944 as 2 member of the
class of 1945, Captain Bucknell served in LSMs and LSM(R)s and
commanded the USS LSM(R)-514 in 1946. Subsequently, he served as a
Gunfire Support School instructor and entered the submarine service in 1948.
He served in the USS Cusk (SSG-348) as onc of the first shipboard guided
missile officers. Between 1952 and 1954, he acted 3s a rechnical aid for
underwater ordnance in the Office of Naval Rescarch. After serving as
executive officer of the USS Powfret (55-391. he commanded the USS
Remora (55-487) in 1956, and in 1960 was commissioning captain of the
nuclear-powered attack class submarine USS Snaoé (SSN-592). He com-
manded the USS Thesdure Rovsere/t (SSBN-600) from 1963 to 1967, and
then became Chief of Nuclear Operations and Safety Branch on the Staff

-of CinCPac. From 1969 o 1970. he was Assistant Chicf of Seaff for

Administration (o the Commandant, Fourteenth Naval Disceice. At the time
of his reticement in October 1971, he was Director of Research, School
of Naval Warfare, Naval War College, Newport, R.I. He is presenty a
graduate student of Political Science at the University of Georgia.
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U.S. Becomes World Trader
| By Necessity

On 7 November 1973 the President
of the United States announced publicly
that the country was in the midst of a
severe energy crisis, The Arab states of
the Middle East, by withholding a por-
tion of the oil they sell to this nation,
had accomplished what the facts of the
"~ matter, private and public predictions,
and the testimony of cxperts had not
been able to do — maka the reality of
our cnergy deficiency clear to both the
administration and the public.

The thrust of the President’s energy
speech was to announce the emergency
and to dircct and propose mecasures to
reduce its severity in the short term.
The emergency bill, which one hopes
will be enacted in the present Con-
gressional scssion, will represent a com-
promisc bctween proposals made by
Senator Jackson on the 18th of October
1973 and the gencrally less far-reaching
provisions proposed in the President’s
specch. [t will implement a conservation
program felt by muny te have been
sorely needed even before the impact of
the Middle Last war,

The latter part of President Nixon's
speech addiessed loneer range measures
necessary to return the country to a
sclf-suificient stutus vis a vis energy
through the development of a capability
to use resourees other than oil — pri-
marily coul, shale, and an expedited use

AY WP lownlol T oo o e 2 ar . a

~ Captain Howard Bucknell, III

United States Navy (Retired)

of nuclear power for the generation of
electricity. The President expressed the
view that such measures, under the
ceneral title of “Project Independence”,
would place us in the position, by 1980,
where we would “be able to meet
America’s energy needs from America’s
own energy resources”, ‘

In terms of increasing cnergy
demands spurred by the requircments of
an inherently expanding national
economy, there are signs that the con-
servation program - now to be under-
taken will by no means prevent acute
shortages of energy overall in the short
term — and, in particular, on a regional
basis due to the pecularities of our oil
distribution and refinery systems which
arc heavily tied to deliveries by sea on
the Eastern scaboard.

All other factors being considered,
our national situation demands, and will
continue to demand,’/increased imports
of oil on a larger scale. The absolute
dependence of the country on imports
and the necessity for their facilitation
{by the building of deep water ports for
supertankers. for instance) was not
addressed by the President in his speech.
Cleurly he expects, through diplomatic
etforts, 1o recain access 1o the Arabian
oil sources. As his experts will 4aubtless
have informed him, the other sources of

e T

our imported oil (which provide on the
order of 30% of what we consume) are
already close to peak production,
mirroring the case of our own domestic
fields with the exception of the rela-
tively small (160,000 barrels per day)
out-put expected from congressional
authority to produce from the hereto-
fore sacrosanct Naval Petroleum
Reserves. ’

In terms of\encrgy dependence, it is a
far cry from 1973 to 1980 and, in any

event, even should “‘Project
Independence be promptly imple-
mented through Congressional and

Administration compromise, plus strong
private " industrial support, it can be
expected that its 1980 resulis, in most
cases, would be “pilot efforts” and not
a comprehiensive national industrial
ability to meet our energy demands. In
general, it can be expected that our
substantial liberation from acute
dependence on oil, and this now means
imported oil, will persist well into the
1990s. Win, lose or draw — the United
States has become a trading nation
overnight.

THE SHIFT IN OUR TRADING
STATUS '

The import and export of guods on a




large scale has long been 'ch:lr.uc(.cristic
of economic and commercial Life in the
United States due to her large size and
pluralistic society.

Forcign trade, however, has, until
recently, not been a matter of {irst
order priority for the United States.

Now, very suddenly the U.S. has seen
her trading role shift from that of the
“casual trader™ to that of the *“trader-
by-necessity ™. This situation, as we have
indicated, has been brought about by
the change in the United States’ import
situation vis a vis petroleun.

A net exporter of the petroleum
through World War 1, the U.S., follow-
ing that time,. as a matter of con-
venience and frugality, gradually
increased the import of oil. During
President Eisenhower’s administration
the amount of this import of relatively
cheap foreign oil was decmed 10 be
menacing to the licalth of the domestic
industry. There was, furthermore, the
national defense question involving the
wisdom of relying unduly upon the
importation of oil — particulurly when
it was available from domestic sources.
A system of mandatory “quotas’™ was
set up in 1959 to regulate and restrict
the import of oil.

Today thie United States must import
about 6 million barrels of oil per day
which is about 35% of tl.c steadilv rising
17 million barrels per day she consumes.
(Oil usage zccounts for about one-half
of our total national energy consump-
tion.)

The necessity for this large scale
importation now denies the United
States her once cherished option of
~“going insutar™; of disengaging herself
from the international scene; and of
reverting to a “Fortress America™. We
have arrived thus at the situation in this
country where we  must  export
vigoroush in all possible catceories of
agricultural, industrial, and service com-
nmoditics in order to achieve even a
nominal “balance of paviments”. We
depend now wpon foreign trade for our
sational survival as an cconomic, politi-
cal, and social entity of our own choice.

How did this situation arise and how
long will it persist - given the point that
it is undesitable, possibly  dangerous,

—and, in any eveni, far removed from our
teaditonal  position  of
cconomic independence?

substantial

THE ENERGY CONCEPT

Reference to “encrgy™ per sc instcad
of specifically mentioning coal, oil, gas,
hydro- or nuclear power is a new
vocabulary approach. It was in the days
following World War 11, during the
planning involved in the development of
the Maurshall Plan, that the concept of
reviewing a nation’s  fotal cenergy
resources  became prcvalcnt} It was
recognized that the recovery of the
acneral European economy was based
largely on the ability to acquire large
sources of energy. [t became apparent
that this was a fundamental point of
political economics. From Marshall Plan
experience, the concept of assessing a
nation’s energy consumption (and
resources) became common. During the
fifties and sixties cach time it appeared
that we ourselves niight encounter an
energy shortage, our domestic oil and
gas resources, upon reassessment,
proved more than” adequate to our
demands. During the Suez crisis, for
instance, we were even able through
export, to-make up the losses in Europe
occasioned by the temporary loss of
Arab oil. This situation not only
delayed a thorough evaluation of our
future energy needs, it also madde it
politically difficult to voice real concern
over our energy situation. In the mean-
time, we experienced an unparalleled,
and generally unexpected, increase in
our energy consumption.

THE ENERGY SITUATION IN THE
UNITED STATES

In February 1970 a Cabinet Task
Force on Oil Import Control, appointed
earlier by the President, presented their
findings and recommendations on the
oil import question. They reported
essentially to the effect that complete
abandonment of import controls at that
time would not be consistent with the
national  security. They advocated a
tarifl system as a preferred alternative
to the existing quota system. The
emphasis was still on protecting our
domestic oil firms against the inroads of
cheaper foreign oil. The Secretary of the
Interior, the Secretary of Commerce,
and the Chairman of the Federal Power
Comutission issued a dissenting report.

No changes in the quota system were

undertaken by the administration at the
time. In reviewinyg avinlable statistics to
support their report, the Tuask Force
assumed  that the United States would
remain essentially self-sutficient in oil.

It projected a domestic demund in 1980
of around 18.5 million barrels per day
and assumed that of this, only five
million barrels per day would need be
imported — and that mostly from the
Western Hemisphere.

As pointed out by Ambassador
James E. Akins in the April 1973
edition of Foreign Affairs. these projec-
tions were ‘“‘spectacularly wrong”. Total
imports for 1973 will now be about six
million barrels per day — well above the
level predicted for 1980, Imports from
the Eastern Hemisphere alone will reach
about 12% of a 1973 consumption rate
of a steadily climbing 17 million barrels

or d
per Gay.

On April 18, 1973, in the face of
increasing petroleum product scarcity,
President Nixon, by proclamation,
removed all tariffs and quotas affecting
the import of oil,

As President Nixon indicated in his -

Apri) 1973 proclamation, although our
oil production is inadequate to our
needs, our energy reserves, mostly in the
form of shale and especiallv coal, are
enormous. They are certainly sufficient
to meet our needs, if they can be
utilized, until that time in the future
when energy sources other than fossil
fuels are universally available. Why,
then, don’t we use the coal and shale?

Gasoline, as a petroleum product, is
ideally suited to transportation involv-
ing the use of the internal combustion
engine. Internal combustion engines
which have been modified to reduce
atmospheric pollutants burn more
gasoline. Natural gas burns “clean™ and
our reserves are being rapidly depleted.
A large number of electric utilitics have
converted from coal burning to gas or
oil in order to meet ecology require-
ments. “Strip” . mining, to which
environmentalists object, is the most
economical way to. get at our coal and
shale rescrves.

The position of the ecologists regard-
ing our atmospheric pollution situation
from coal and gasoline buming no

longer (in the case of major cities)

involves only a “‘desirable™ ugainst an
“undesirable™ condition. As pointed out
by Ward and Dubos in
commissioned hook Oaly Onc Farth,
our larger urban concentrations, in some
cases as in other industriatized nations.
have already arcived at the air pollunion

-point where inereases in pollution could

entaif serious, massive and direct adverse
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health cffects. In other words, their

- atmospheres are not o far from being
“lethal and the resumption of coal burn-
ing proposed for clectric power pro-
ducers in the President’s 7 November
1973 speech will necessarily be effected
most gingerly and on a case-by-case
basis. In the longer term, production of
oil from shale and gas from coal rather
than its direct burning is vital to our
health and economy.

Nuclear power, it has been estimated,
in Jess than jocular terms, produced less
encrgy in the United States last year
than was produced by the burning of
wood. What happened to the predic-
tions of the fifties that nuclear power
would dominate our energy producing
system by 19757 An unreasonably low
‘price for oil, gas and coal generated
electric power, ecological objections to
“thermal pollution” of cooling water
sources for the nuclear plants, a failure
on the part of the Atomic Energy
Commission (AEC) to fully test various
emergency cooling safety devices — are
all responsible. Heavy empbhasis on the
safe building of nuclear plants is very
much a requisite of our emerging energy
picture for the scventies, cighties and
nineties of this century. President Nixon
has recomnmiended that the AEC hasten
the licensing of new plants in the next

six months without public hearings.

This" shouldn’t. however, obscure the
point that we are still some ten years
from the situation where nuclear power

can absorb a sizeable proportion of our

national demand for electricity.

Plants designed for the extraction of
oil from shale must be built and fand
restoration after surface stripping must
be included as part of the price.

Plants designed to produce “pipeline
qualit»”* gas from coal must be built,
The basic process for this is well known,
The technique (as yet unmastered in
quantity production) is to produce gas
of a high enough BTU quantity to
warrant its long range distribution by
pipeline — this is the meaning of the
term “pipeline quality”. The develop-
ment of these plants rapidly, and on a
scale reflecting our ‘national needs,
cannot be undertaken on a purely com-

mercial basis. The costs and problems

involved indicate, as Senator Jackson
has pointed out in various proposed
bills, a joint federal-commercizl under-
taking al: least on the scale of the
Manhattan Project. Large encrpy corpo-
ritions Wave indicated their willingness

to undertake this joint effort, but time
is rapidly passing.

None of these efforts will come to
fruition in the next few years. Addi-
tionally, it can be safely predicted that
large scale application of the more
esoteric energy producing systems, such
as solar and- “breeder” reactors, for
instance, (although vital to our future)
will probably not make a really sub-
stantial impact on our national cnergy
situation during this century.

For the present, and possibly the
next twenty years, we will be acutely
dependent upon oil and even with vastly
increased production from our off-shore
areas (which must be pushed) we will
remain, in the final analysis, dependent
upon oil imports from abroad.

WHAT ABOUT OTHER COUNTRIES?

Clearly the United States is by no
means the only industrial nation
involved in an energy crisis. The growth
in energy demands in Western Europe
and Japan have been on the order of
12% per annum as compared to 6% in
the United States.

Western Europe is dependent for
over 80% of her energy requirements on
Mid-Eastern oil. Japan’s dependence on
the same source far exceeds 90%. As
pointed out earlier, it is only the Arab
oil fields that can meet increases in our

own and allied energy demands for the

time being.

These factors, together with what is
predicted as an intensive export effort
on the part of the United States will, it
appears, combine to introduce a sharp
competitive edge to U.S.-Common
Market-Japanese trading relationships.
That this will be reflected in political
relationships would be entirely natural.
A strong case can be made for superior
trade cooperation and diplomatic
mutual assistance in our relationships
with these countries. Perhaps basic to
our ability to arrive at viable quid pro
quo understandings will be the demon-
stration of the United States” detemina-
tion to climinate waste in our uses of
energy.

Not too long ago the cutback of
Arabian 0il to the Western European
nations would have been the occasion
for moral protest and  popularly
supported sharp military action against
the Arabs who, as it has been said,
“cannot drink their 0il”. Indced, at one

stage the United States might have
undertaken such action on a unilateral
basis.

We seem to have passed the point
where military action could be justified
in the face of woild opinion. More to
the point, however, is that the Soviet
Union now maintains a naval piesence
in the Indian Ocean close to the oil rich
Persian Gulf, and is presently operating
ships in force, with naval infantry
embarked, in the Mediterranean. The
USSR’s position in the arca of energy is
still to be unfolded. Western European
nations are now reaching to her for
access to the oil under her control and,

country, we speak of importing
liquified Russian natural gas. There are
some indications also, that barring the
discovery of substantial new fields, the
Soviet Union itself may in the next ten
ycars or so, become dependent upon
imports of petroleum.

2o Lo
in tnis

CONCLUSION

The President has proposed inter-
national cooperation in the develop-
ment of synthetic fuels (e.g., gas and oil
from coal). [t is clearly to the advantage
of all nations heavily dependent upon
Arabian oil to foster such a program. [t
will not reach fruition overnight nor, in
the final analysis, will Arabian oil be-
come less valuable. With continuing
advances in such diverse petroleum-
based industries as plastics, medicines,
and animal feed it can be predicted that
we will eventually look upon oil as a
commodity too precious to burn; but
we must have other substantial sources
of energy before this comes to pass. The
spur to our efforts must be that
petroleum is irreplaceable on our planet.

The Western industrial world and
Japan, not just the Unites States, are in
the midst of an energy crisis. It can
probubly be most readily solved through
international cooperation. The United
States now enters into an era in which
she must perform largely as a trading
eaual to the other nations or blocs of
nations, This simple fact will lieavily
influence our lives in this country for
perhaps in the next twenty years.

Captain Howard Bucknell is a retired
naval officer presently studying as a
graduate student in political science at
the University of Georgia, '

{This article does not necessarilv reflect
the views of the Sceretary of the Navy
or the Navy Deparnnent.)
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The Honorable James E. Carter
Governor

State of Georgia

State Capitol

Atlanta, Georgia 30334

Dear Jimmy:

I thought our Executive Commlttee meé 'ngs in Washington
December 8-10 went particularly well. ©Not only did we
have really good discussions at the meetings among our-
selves, but there was also real substance rather than
just "politesse” in the meetings with the President,
Henry K1551nger, and Rogers Morton and also, though more
briefly, in the meeting with the Senate Committee on
Foreign Relations. The President and also the Secretary
of State in discussion and in their answers to questions
alleviated considerably some of the concerns of our
European and Japanese colleagues about U.S. foreign policy,
and especially on the gquestion of cooperation rather than
confrontation with the OPEC countries. I also feel that
our emphasis on the complementary and not conflicting -
character of the French and U.S. positions on energy was
of some relevance to the cutcome of the subsequent Ford-
Giscard meetlng in Martinique.

I‘feel our meetings have now answered clearly one of the
principal questions we had when we started the enterprise:
whether a group of men and women of very different bacik-
grounds and experience and from three different regions

"of the world could, in fact, reach conclusions specific

enough to be meaningful. In this connection, I am enclos-
ing the Resolution adopted by the Trilateral Commission's
Executive Committee at the end of its meetings. The
Committee also approved issuance of the enclosed prelim-
__inary report on r relatlons with the developing countrles
report which was prev1ously sent to you for comment and

of which you will later receive a printed copy.

EUROPEAN OFFICE
CENTRE FOR CONTEMPORARY EUROPEAN STUDIES
UNIVERSITY OF SUSSEX
FALMER, SUSSEX BN1 9RF, ENGLAND



The most interesting recommendations in the reports and

- resolution, 'in my opinion, are the following:

(1) a new bank for fund recycling with equal control by producers
and consumers. If this could be created, it would not only
further the necessary process of cooperation betwes: consumers

and producers, which the Executive Committee felt to be so
important; but it would also mean that producers and consumers
would share any bad bts, rather than having most of them

borne by the United States and West Germany;

(2) a recommendation that the annual growth of energy con-
sumption be held below two percent in North America, three
percent in Europe, and four percent in Japan;

(3) a new international development agency to borrow $3 billion

- a year from 1976 to 1980 from the OPEC countries at eight

percent, and to make it available to the most needy developlng

. countries at three percent. The total cost of the necessary

interest subsidy from 1976 to 1980 would be $900 million a
year, of which the U. S. share might be about $170 million,
a sum small enough so that it should be politically feasible;

(4) a Middle East peace settlement guaranteed by the United
States and the Soviet Union.

I hope these will interest you.

We have very much appreciated your support, and if you have

- any questions on this material .or any other aspect of the

Commission's work, I shall be glad to try to answer them.

Sincerely,

Zbigniew Brzezinski



TRILATERAL COMMISSION
Executive Committee
Resolution

December 10, 1974

The international system is undergoing e drastic transforme- |
tion thrbugh a number of crises.~_Wori&wide inflation reflects;
transmifs and magnifies the tensions of many‘societies, while the 
diffieulfies produced by the abrupt change in oil prices’are |
accompanied_by the entry of major new participants onto the
world scene.

Confrontation in an attemptvto meintain the uhderlying assuﬁpfl
"tions of the old sjstem could lead to a general'breakdown. On the
other hand, creative policies to adapt it to the new partners and
conditions could extend the area of effective cooperation more
.widely.than evef‘before.

Such cooperation must be based on the principle of equality.
This is the-core of any fuﬁure political understanding. |

This applies notably to the most uigent challenge, the one
posed by fhefﬁnds being accumulated by the oil producers. Theee
could dislocate the system if they are not.properly-absorbed.
Cooperetively used, on the other hand, they are a potentially
massive new source of investment in a world which will be in
desperafe need of_capital.

In view of the proposals Which.have been put forward for

coopefation between the oil consuming countries, and the need

-~

for cooperation alsowith the oil producers, the Executive Committee



of the Trilateral Commission calls on the major oil consuming
countries to approach the OPEC countries in order to find out

if they would consider:

- Setting up a new Bank for Fuﬁa Recyecling, with .
subscriptioﬁ of an equal amount of capital and
Jjoint control by oil consumers and producers,
Such'parity is essential to create confidence and
stability, enabling the bank to borrow funds from

the OPEC countries on an acceptable debt instrument.

- Creating a new internationai agency associated with
the World Bank to su@ply the extra $3 billion a year
urgently requiréd by the most needy developing countries.
This agency should bdrrow $3 billion a year at 8%
interest from OPEC.countries and lend it to low -
income countries at 3%, in loans with 20-year
maturities and four-year grace periods, in each
of the years 1976-1980. The total cost of the‘
interest subsidy required for these 1oans would amount
to $900 million a year for the years 1976-1980, a sum _
small enough so that it should be politicaliylfeasible

to raise it among the OECD and OPEC countries.

These short term solutions are complementary to the need simul-
taneously to develop a longer temm framework for international coopera-

tion. The Executive Committee believes that this should involve a
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tripértite zlobal stfucture in>which the oil prqducers are encouragéd
to invest in low income areas by joint guarantees with the highly
. industrialized countries. To prepare the neceSsary loﬁg term frameworkﬁ
‘for cooperation, é tripartite conferen¢e5 or series of conferehces,
should be organized, involving some of the highly industrialiied
cbunﬁries from each of the'threevtrilateral regions, some of thé
01l producers and some of the low income countries.

The solidity of the long term framework also requires that the
ﬁajor oil consuming countriés éooperaté on energy policies.

The Eiecutive Committee welcomes the agreement on an International
Energy Agency able to organize crisis cooperatidn and hopes that
other countries_of their regions will join the grdup.‘ |

It also endorses the recommendations for joint action containéd
in.the report on "Energy: A Strategy for internafional Action"_submiftéd
to it and particularly the proposals for (i)‘the reduction of dependence
on imports, (ii) holding the annual growth of energy‘consumptiéﬁ beiow' 
2% in North America, 3% in Europe and L9 in Japan; and (iii) cqoperétion
.in developing the extensive energy resérves, acfual or potential, of |
the trilateral area; |
| The success of measures to fejuvenéte the infernational economic’
system are umbilicélly tied to successful progreés towards é lasting
péace in the Middle East. Such a peace séttlémenf must be guaranteed
by the United States and:the Soviet Unibn; other cduntries, especially

the Eurobean states, should be ready; if required, to associate theuw-

selves with them,



The Executive Committee has discussed,means by.which the
Trilateral Commission could ié:?uture further the proﬁoséls.in
this resolution. Also, it has initisted a trilateral policy
program on a Renovated International System; to be completed by
1976.

The Commission will hold its first Plenary Séssion:in Tokyo

in May 1975.
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THE TRILATERAL PROCESS
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Israel Klabin, Klabin Irmaos & Cia., Rio de Janéiro

Emile van Lennep, Director-General of OECD

Joseph Luns, Secretary-General of NATO .

Robert S. McNamara, President, International Bank for Reconstruction
and Development ]

Benedict Meynell, Director, External Relations Division, Commission
of the European Communities




Cecilio J. Morales, Manager, Economic and Social Development
Department, Inter-American Development Department
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J.J. Polak, Director of Research Department, International
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OPEC, THE TRITATERAL WORLD AND THE DEVELOPING COUNTRIES:
NEW ARRANGEMENTS FOR CCOPERATION 1976-1980

Summagz

An extra $5 billion a year in Official Developmeht Assistance
(ODA) will be needed in the period 1976-80 to assure a 2% growth
rate in per capita income in the approximately 30 low-income dévélop-
ing countries containing one billion of the world's péoplé. Although
it will be tempting to "write off" these countries as the economic
and political crises déepen in the Trilateral regioh, such a'policj':
would be politicall& unrealistic as well as morally unacceptablé.
Moreover, a joint Trilateral-OPEC initiative fhat brihgs forth more
aid from the OPEC countries would serve some very immediate Trilateral
country interests. In a time of stagnant growth and rising unemploy-
ment, it is obviously advantageous to move funds from OPEC éountries
which cannot spend them on Trilateral country exports to developing
countries who will.

Knowledgeable officials estimate that ODA from OPEC countries
might reach $2 billion a year in the 1976-80 period. In these same
years, the Trilateral countries should increase the size of their
own ODA (about $9.4 billion in 1973 dollars) to keep pace with infla-
tion. This will still leave $3 billion a year of ODA to be found.

To meet this need, it is proposed that a new international
agency associated with the World Bank should borrow $3 billion a year
at 8% from OPEC countries and lend it to low-income countries at 3%,
in loans with 20 year maturities and h-year grace periods, in each

of the years 1976-80. This would require an annual interest subsidy



Summary - Page 2

of $900 million, of which $100 million could be raised from
World Bank earnings, $500 million from Trilateral countries,
‘and.$300 million from OPEC countries.

The $3 billion-a-year fund should be managed by a tri-
partite governing body, with representation and voting power
equally shared between Trilateral countries, OPEC countries,
apd other devéloping countries. Moreover, to facilitate OPEC
participation in the regular activities of the Bank and Fund,
OPEC quotas and voting rights should be raised from_the present

5% to between 15 and 20%.



OPEC, THE TRILATERAL WORLD AND THE DEVELOPING COUNTRIES:
NEW ARRANGEMENTS FOR COOPERATION 1976-1980

In its report entitled "A Turning Point in North-South
Ecoh&mic Relations" the Trilateral Commission Task Force on
relations with developing countries prdbosed a special effort -
of cooperation between the Trilate;al world and the OPEC countries
to meet the emergency needs in 197h4-75 of some thirty low-income
countries of the "Fourth World" who have been particulafly hard
hit by skyrocketing costs of oil, food, feftilizer and - industrial
goods. It also outlined some basic concepté-that might provide a
framework. for cooperation between developed and developing countries
in the period beyond fhe short-terﬁ emergency. The task force
promised to present a specific program to strengthen the multilateral
development system in a second réport to be issued in thefépring of
1975.

To meet the emergency needs of the "Fourth World" in 1974-75,
our first report envisaged an emergency program of $3 billion in
extra concessional aid, one-half from the Trilateral world, one-
half from the OPEC countries. 1In the six -months since our report
was issued, the proposed Trilateral;OPEC negétiation to produce this
shared effort of collaboration has not occurred. Névertheless, the
~United Nations has made some progress with its emergency program,
launched by the General Assembly at the special session df March-

April 1974, to help the most severely affected developing countries.



&

As of November 1, commitments of emergency assistance to the
most severely affected countries amounted to $2.7 billion,

- compared with the total of $L4.6 billion estimated by the UN

to be needed in 197h4-75. (The deterioratingvecénomic situation,
together with a somewhat broader definition éf concessional aid
and of severely affeéted countries, caused the UN's estimate to
be higher than that in our report éf last June.)

Of the $2.7 billion in commitments to the emergency program,
‘OPEC commitments account for about $2 billion, Trilateral commit-
ments for about $700 million, The European Community has made a
commitment of $150 million, with a promise of an additional $350
million (not céunted in the $2.7 billion total) provided appropriate
contributions are forthcoming from other donors. Japan has committed
itself to a "minimum contribution" of $100 million. The United States
has made no specific commitment, but has indicated its intention to
increase food aid substantially above previously budgeted levels.

Were the U.S. to increase ips food shipments in 1974 and 1975
by»$250 million each yéar over 1973 levels, were the Japanese govern-
‘ment to increasé.its commitment to the emergency fund by another
$200 million, and were the European Community to provide the addi-
tionél $350 million it has promised on a conditional basis, the target
of the emergency 0peration.would be quite close to being met. Implementa-
tion of the decisions taken a£ the World Food Confefence for additional
food andifertilizer aid and for an agriéultural development fund to

be subscribed by OPEC and Trilateral countries would also hélp to



assure the success of the emergency program; However, it would
still be necessary to assure that the committed funds were actually
disbursed in 1974-75 and that these funds were distributed among the
eligible recipients in accordance with their estimated needs. This
latter problem ﬁill be particularly difficult since the_bulk of the
$2.7 billion that has been committed is in the form of bilateral aid
and only $224 million is "free money" committed to the Secretary-
Genefal's special account. (Details on the estimated needs of the
most severely effeCted countries, on the commitments to the emergency
program, and on commitments to the special account are provided in
Attachments 1-3 at the end of this paper.)

The problem of North-South cooperation in development beyond
the emergency period is eveﬁ more formidable. In his address to the
~annual meeting of the Board of Governors of the quld Bank Group on
September 30, 1974, Robert S. McNamara estimated that unless ways are
found to increéase the present level of Official Development Assistance
(ODA)l in terms of real purchasing power rather than just in money
terms the billion people in countries with average incomes under
$200 mil%égn per capita will face a decline in their standard of
living amounting te 0.4% per capita per year between now and 1980.

To make possible a 2.1% annual growth in their per capita GNP -- a
modest rate of growth bj any(standard ~- would require an increase
in ODA, in terms of 1973 dollars, from $9.4 billion in 1973 to $13.5
billion in 198Q, an increase of about $4 billion. At present rates

of inflation, the level of ODA would have to reach‘$2h billion by

1. Official Development Assistance is defined as aid with at least
a 25% grant element as compared with commercial loans.



© 1980 in terms of then-prevailing prices. Taking account of antici-
pated inflation, not to hention a further deterioration in the world
economy aggravating still further the problems of the -low-income
countries, an increase in ODA by $5 billion a year for the yearé
1976-80 at then existing prices is the very minimum that seems to
be required., (McNamara's detailed estimates on ODA requirements

are set out in Attachment k4,)

The case for supplying that additional $5 billion per.year
of ODA for the one billion people in the low;income countries is
based on the considerations set forth in the first report of our
task force. As we noted there, the Triléteral countries need the
developing countries as sources of raw materiais, as export marketé
and, most important of all; as constructive partners in the building
of a safisfactory world economic and political order. - The world's
interrelated crises of population growth, environmental deterioration,
mass poverty, mounting unemployment, growing social and political
instability, proliferating nuclear and conventional weapons, and
escalating terrorism and international conflict cannot be solved
without attentidnnto the needs and priorities of the developing as
well as the developed.world.

It will be increasingly tempting to "write off" some of the
low-income developing countries in the Indian subcontinent and Africa
if the economic and political crises deepen in the Trilateral world.
But it is doubtful if the people of fhe Trilateral countries would
find such a policy to be either morally acceptable or politically

realistic if the moment ever came to carry it out. In terms of the



long-term interest of the Trilateral world, it-would:prove ultimately
self-destructive.

To these considerations there can now be added'another veryb
practical argument. vIn a time of stagnant growth and rising unemploy-
ment, it is clearly in the interest of the Trilateral countriesvto
move funds from OPEC countries which cannot spend them on Trilateral
country exports to othér developing countries whq will. To the extent
that aid contributions from the Trilateral world bring. forth additional
aid contributions from the OPEC countries, they have e multiplier effect
on exports,‘employment and income, also helping the balance of payments.'
Indeed, we need to think in terms of a seéond type of "Trilateralism" --
by which OPEC countries transfer a portion of their liquid balances
in the Trilateral world into long-term loans to the LDCs, who in turn
spend the proceeds on Trilateral country exports.

ASsuming this case for increasing ODA is sound, two central
questions remain to be addressed: First, where is the extra $5 billion
a year.to come from? Second, what changes in the structure of multi-

lateral development institutions seem to be required?

The Financing Problem

A solution to the question of long-term financing is clearly
‘ going to require a major act of cooperation between the Trilateral
countries and.the OPEC countries. To be sure, the OPEC countries
have already taken a number of initiatives to increase the flow of

concessional aid. Xuwait and Venezuela have substantially increased



their existing aid programs. Iran and Iraq are selling large amounts
of o0il to India on concessional terms. Saudi Arabia has set up its
own Development Fund and has made large commitments of aid to Egypt
and other Arab countries. Libya, Abu Dhabi, and the Emirates are
-increasing their bilateral efforts. In addition, some major multi-
lateral ventures among OPEC nations have beeh'announced -- a $200
million Special Arab Fund for Africa, an Arab Bank for Industrial
and Agricultural Development in Africa with an initial capital of
$200 million, én Islamic Bank with an authofized capital of $2 billion,
and an OPEC Fund. The cafital of the already-operatigg Arab Fund for
Economic and Social Devélopment is expected to be increased substan-
tially. While it is difficult to make precise estimates of what all
this is likely to mean in actual aid disbursements, conversations
with knowledgeable officials suggest that total OPEC disbursements

of ODA are likely to reach $2 billion a year in the 1976-80 period.
This will still leave a shortfall of $3 billion from the $5 billion
of additional ODA each year that is estimated to be required to
achieve minimum development goals. -

It is highly unlikely that this additional $3 billion a year
can be raised between Trilateral and OPEC countries by any of the
traditional aid-giving methqu. ODA is already in deep trouble in
the Trilateral world. During the ten year period l963-73,_whi1e the
real income of citizens of the countries who are membefs of the OECD's
Development Assistance Committee was growing by 60 percent, the real ,

value of ODA supplied by these countriés was actually declining by



seven percent. During the past year, a number of Trilateral

countries have further reduced their ODA in real terms. If the

Trilateral countries are to have any credibility in aid discus-

sions with the OPEC éountries and the rest of the developing world,

they éhould égree at a minimum to maintain the real value of their

ODA for the remainder of tﬁis decade, applying an automatic upward

adjustment of bilateral and multilateral financial flows to keep

pace with inflation. Just to do this will require a formidable

effort of political leadership. It is hard to envisage the Trilateral

countries increasing their existing programs ﬁo cover any substantial

portion of the $3 billion a year ODA shortfall that will still remain.
The prospect of securing the $3 billion shortfall in ODA from

the OPEC counfries is not much better. This shortfall is already

estimated on the basis of a $2 billion annual ODA effort of the OPEC

countries through their own bilateral and regional programs. A

$2 billion annual aid program wouldvrepresent‘over 1% of the com-

bined GNP of the OPEC countries (a good deal more for indidivual

OPEC donors like Iran and the Persian Gulf states) compared to average

aid levels of.30% of GNP for Trilateral countries. To put it differ-

ently, the combined GNP of the OPEC countries (exclusive of Nigeria

and Indonesia, whose income of around $100 per cépita-even with in-

crease@ oil revénues will exempt them from any substantial aid-giving)

is forecast by the World Bank at only 6% of the combined GNP of the

Trilateral countries as late as 1980. If the OPEC countries give

$2 billion a year of ODA in the years 1976-80 and the Trilateral



countries maintain the real value of their existing aid levels,
the ODA of OPEC countries will be about 10-15% of Trilateral
levels during this period.. If they are challenged to increase
their ODA substantially to take up ail or even half of the $3
billion shortfall, they are likely to repl;hthat they are already
doing much more than their share in terms cf conventional burden-
sharing formulae. Indeed, they will probably make the further
argument that additional ODA burdens for them are particularly
inappropriate, since they involve financial transfers from a
resource base of oil that is being depleted, whereas the Trilateral
cothriee can finance ODA from an industrial base whose output
renews itself‘and even grows with each'passing year,

The conclusion seems inescapable-that an agreed sharing of
the $3 billion in extra ODA per year is unlikely to be found except
through a wholly new approech. Such an approach would start with
the recognition that the relevant characteristics of the OPEC countries
vdiffer so fundamentally from those of the traditional aid donors that
an attempt to»share ODA on the basis of percentages of GNP will neifher
produce a sense of rough justice as between the Trileteral and OPEC
groups or the necessary volume of financial flows. The Trilateral
countries represent an annual GNP of over 2 trillion dollars, but
as & group cennot generate large amounfs of foreign exchange. The
OPEC countries represent $150-200 billion of GNP‘but are accumulating
surplus foreign exchange at the rate of $60 billion a year. A new

approach would proceed on the basis that the OPEC countries, being
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highly liquid but not yet rich, should provide a disproportionately
large amount of the extra financial flows with a disproportionately
small concessional aid elemenf, while the Trilateral countries, be=-
ing still very rich but not very liquid, should supply a dispropor-
tionately small amount of the extra financial flows with a dispro-
portionately large amount of concessional aid element.

One of the most politically attractive‘ways of combining OPEC
and Trilateral resources along these lines would be through an inter-
est subsidy, subscribed mainly by Trilateral countries, to trans-
form large amounts of lehding from OPEC éountries 6n commercial terms
into ODA on terms suitable to low-inépme countries. To be specific:
a new international agency associated with the World Bank cquld borrow
the $3 billion estimated to be required each year from OPEC couﬁtries
at an interest rate of 8% and could lend the money to low-income
countries at 3% (very easy terms at present rafes of inflation);

According to studies by tﬁe World Bank staff, it requires a
subsidy fund of 23.45% of the face value of-a loan to subsidize a
5% interest differential for project lending (slow disbursement) and
a subsidy fund of 34.61% of the face value of a loan for program
lending (more rapid disburseﬁent),'assuming loans to low-income
countries with 20-year maturities and b-year grace periods. The
required subsidy fund increases, of course; if easier repayment
schedules are permitted. But lending on the basis described above
could meet the needs of the low-income countries in view of the fact
that the present rate of inflation reduces the burden. of repayment'

and of the fact that the IDA would cbntinue its own more concessional
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lending program of 50 year loans with 10 year grace periods and
only a 3/h percent service charge. Given a blend of project and
program lending under the new $3 billion program, the subsidy
needed would be about 30% of the annual lending or about $900
million a year. (For calculations of the subsidy %equired under
different assumptions of interest-rate differenfials, matufities
and grace periods, see Attachment 5.)

Some $100 million of this amount could be provided each yéar from
the profits of the World Bank's regular loan operations., Of the
remaining $800 million a year, $500 million might be provided by
the Trilateral csuntfies,$300 million by the OPEC éountries._Since
the Bank's profits are mainly attributable to resources made avail-
able by the Trilateral world, the effeétive division of the subsidy
fund would be two-thirds Trilateral, one-third OPEC;

The most obvious political advantage of this proposal is that
comparatively small amounts Qf additional resources would be required
from any one couﬁtry. For example, based on the burden-sharing
formula used in the fourth IDA replenishment, the United States
share of the subsidy fund would be $170 millionla year. An American
President could point out to Congress that this relatively small sum,
supplemented by contributions from other Tfilateral countries, was
moving $3 billion of extra OPEC funds to the low-income countries.
Further in support of the proposal it could be argued that moving
$3 billion from OPEC countries unable to spend it to'low-income

countries who can do so would stimulate empldyment and income in
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the Trilateral world. Based on the fact that about one-third

of procurement from World Bank group lending has been in the

U.S., the $170 million U.S. contribution would add about $1
billion to U.S. exports. Other Trilateral countries could enjoy

a similar "multiplier-effect” on theif exports from their contri- -
butions to the interest subsidy.

With all proposals of this type, one is tempted to ask what
the "catch" is. How is it possible for such a modest subsidy fund
to finance such large amounts of cépital flows? The answer is that
if the subsidy fund is made available each year in the specified
amouﬁts only a small portion will actually be needed to cover the
interest payments and the remainder of the subsidy fuﬁd can be in-
vested at commercial rates (8% is assumed in the estimates given
abové). Moreover, and this point should be faced frankly, the
estimates assume, in accordance with normal wdrld Bank group lend-
ing experience, that there is some lag each year between the new
money being made available by OPEC and the actual disbursements of
the ﬂew agency. Thus there is an 8% interest cost only on that
portion of the $3 billion annual borrowing that is actually dis-
bursed to the low-income countries. In short, the only "catch" in
the proposal is that the traditionally slow disbursement schedule
of multilateral lending agencies means that something less than the
full $3 billion will be coming to the low-income countries in the

first years of the plan,



To take care of this problem, somé increased short and
middle term lending might be needed from the IMF recycling
facility. To facilitate IMF lending to the low-income countries
at rates well below the 7% IMF rate, another much smaller "subsidy
fund" might have to be contemplated. This could be financed from
‘modest sales of IMF gold holdings on the private market. (Such
gold sales could not be used to supply the $900 million subsidy
needed each year for the long-term lending program without unduly
depressing the free market gold price and quickly depleting the
IMF's gold holdings which are now $6-1/2 billion at the official

gold price.)

~ The Restructuring Problem

The probleﬁ of institutional restructuring is directly related
to the financing problem. The OPEC countries are unlikely to parti-
cipate in the kind of multilateral venture described above unless
they come in as equal partners with the Trilateral countries, with
voting and other arrangement; reflecting the financial contributions
.they are being askedito make. In the Fund and Bank as they are pre-
sently organized, the OPEC countries have quotas and voting rights
equal to 5% of the total. The Arab memberé of OPEC have quotas and

voting rights equal to 2% of the total -~ roughly the share of Belgium.

The OPEC countries are not likely to regard these arrangements as

satisfactory in any new venture in which they are asked to put up

the bulk of the financial resources. (The distribution of quotas
and voting rights in the IMF is given in Attachment 6. The quotas

and voting rights in the World Bank are substantially the same, )
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One approach to this structural problem would be to increase
the quotas and voting rights of the OPEC countries in the Fund and
Bank to reflect their néw egonomic power. In the gquinquennial re-
view of‘Fund qnotas'that is now underway, those close to the negotia-
tions envisage an increase of the total OPEC percentage to about.
9-10%, of the fétal. This would be less than half of the voting power
presently enjoyed by the United States alone or by the countries of
the European Community as a group.

A larger increase in the OPEC share seems to face opposition
for several reasons. First, the traditional "objective" indicators
relied on most heavily in these quota reviews (GNP and trade statistics
but not including foreign exchange reserves) do not justify a larger
increase., Second, and clearly more important, there is great resist-
ance on the part of mostlFund members (developing as well as developed)
tp accept reductions in their percentages to make possible more than
modest OPEC increases. The United States, in particular, which now
has 20.80% of the votes in the und, is reluctant to lose its present
veto power dn amendments to the Fund Articles, which require three-
fifths of the members with 80% of the voting power. Third, there
appears to.be some fear that a more substantial increase in the OPEC
share -- to 15% or more, for example -- would raise the spectre of an
"OPEC veﬁo" on important financial questions'(such as the issuance or

cancellation of SDRs, which require an 85% vote).
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The general interest of the membefship of the Fund and
Bank, including that of the Trilateral countries, would seem
to indicéte a m;relforthéoming attitude toward increases in the
quotas and voting rights of OPEC countries. Traditional indica-
tors used in pfevious quota reviews are simply not sufficient
guides in the radically new situation in which the world now finds
itself, where the OPEC cduﬁtries will soon dispose of at least half
the world's monetary reserves and where they are being asked to make
major finahcial contributions to IMF fecycling plans and to the
puichase of World Bank bonds. In the light of these considerations,
an increase in the OPEC share to between 15 and 20% in the Fund and
Bank would seem more appropriate than the 9-10% now envisaged. The
larger quoté increases would méan more OPEC funds available for the
Fund and Bank's regular operations. Thé increased voting power of
OPEC would pose no real threat of an "OPEC veto" over SDR issuance
and iMF‘amendments since the OPEC countries have not voted as a bloc
on such matters and are not likely to do éof In the World Bank,
similar "veto" problems do not arise -- the voting majority required
for the approval of loans is 504 (actual votes are very rare). As
major contributors, OPEC countries are likely to be prudent in their
judgment of loan proposals. In any event, a 15-20% QPEC voting share
wéuJ__.d not fundamentally alter the balance of power in the Bank's
Executive Board; the Trilateral countries would still have about
half the votes on a weighted-voting basis.

Yet even a 15-20% share for>OPEC countries in the Fund and

Bank's regular operations would not solve the problem of providing
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them with an equal voice in the management of the $3 billion-a-
-year program for the low-income countries‘ﬁhat has been propésed
above., Putting the $3 billion in the hands of the Worid Bank's
"second window," the International Development Association, would
not be the answer either: voting in the IDA is related to cumulative
contributions. Since IDA began operations at the beginning of the
‘1960s, the OPEC countries would have an even smaller voice than under
the 15-20% share proposed for them in general Fund and Bank manage-
ment. What seems to be required, therefore, is a "third window" for
the $3 billion-a-year fund with its own special management arrange-
ments,

These épecial arrangementscould be modelled after those sug-
gested by the Shah of Iran at thé beginning of 1974. The Shah pro-
posed a special fund assoclated with the World Bank which would have
a governing body composed equally of representatives from developed
countries, from OPEC countries, and from other developing countries.
The governing body wouid choose an executive board from a list of
qualified persons nominated by the Bank and Fund. This tripartite
approach would seem to be a reasonable one, considering the very large
OPEC contribution to the special concessional aid operation here pro-
posed (all of the $3 billion each year plus $300 million of the $900
million annual subéidy), and considering also the legitimate interest
of other developing countries in the management of the special aid
program., The actual administration of the aid program would be carried
out by the officers and staff of the World Bank group, which represents
a2 concentration of experience and téchnical skill that would not be

easy to duplicate.
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More than changes in voting arrangements and formal
managerial structures may be required, however, to provide
the OPEC countries, and particularly the Arab members of OPEC,
with confidence iﬂ the World Bank group and its new "third
window." The adoption of Arabic as one of the working lénguages
of the Bank and Fund wquld help, as would greéter attention to
Arab sensibilities in the scheduling of meetings (this year's
aqnual meeting was scheduled on Ramadan). Special courses,
some of them in Arabic, should be organized by the Bank's Economic
DevelopmentvInstitute in a major effort to train bright young
leaders from OPEC countries for service with the World.Bank group
or for cbmpafable responsibilities in their own governments.
Gradually, the top management of the Bank and Fund ought to in-
plude a larger number of OPEC country nationals, including nationals
from Arab countries.

Such a restructuring of the world's major international
financial institutions will not be easy -- no major adjustment
of established organizations ever is. It will provide a major
test of the willingness of the Trilateral world to come to terms
with new economic realities and to share power with those whose
cooperation is now essential to preserve a working world economy.
Both the Trilateral countries and the OPEC countries, it should be
remembered, have a shared interest in facilitating’fhe latter's
participation in multilateral deveiopment institutions. The
Trilateral countries benefit fecausé the multilateral institutions

secure the increased resources they need to function effectively
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and to avoid being gradually eclipsed‘by OPEC ipstitutions with
aid programs that are not only geographically limited but often
politically linked. The OPEC countries benefit by being able to
invest in the obligations of multilateral institutions backed by
the guarantees of the rest of the world's economic powers; they
also get a "buffer" between themselves and low-income developing
countries who might prove difficult when it comes to repaying loans
or using éid effectively. Both sides also get a chance to develop
a working partnership in the financial field that may eventually
lead to more satisfactory negotiations iﬁ other areas,‘including ‘

energy questions and oil prices.

Other Questions

There are a number of other questions that have not been
considered here that should be examined in the second report of
our task force. Among them are the following:

1. Trilateral-OPEC aid coordination. Even with a major new

effort of multilateral cooperation along the lines proposed above,

the bulk of Trilateral and OPEC ald efforts will continue to be
through bilateral and regional channels. It would be useful to

have a forum in whicﬁ the Trilateral‘and OPEC countries could examine
their aid programs with respect to levels and types of assistance

and distribution among recipient countries. Poésible forums to be
considered for this purpose are the new IMF/IBRD Development Coﬁmittee,

which includes recipient developing countries; the Development Assistance

Committee of the OECD, which includes only Trilateral countries, but
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which could be broadened to include OPEC donors; ér.some new
Trilateral-OPEC forum to be specially created. Pending the
decision on such a forum, OPEC countries could bé encouraged

to participate-on an ad hoc basis in OECD and World Bank consortia
and consultative groups. Moreover, if the mandate of OPEC could be
broadened to include aid questions, useful cooperation could be
developed between the OECD and World Bank staffs, on the one hand,
and the OPEC secretariat on the other.

2. The special problems of the "middle class' countries.

There is a real danger that in concentrating on the approximately

30 low-income countries of the "Fourth world" we will neglect the
very real problems of the new "middle class" -~ countries like
Mexico, Brazil, Turkey, Malaysia and Korea. These nations have

made rapid progress in the past, but they are likely to‘face serious
financial problems in the future due to the higher cost of food and
fuel, particularly if slow growth in the Trilateral world dims pros-
pects for their exports. Substantial amounts of financing in between
commercial lending and ODA may be needed if the receht gains of these
countries are not to be jeopardized. Should this take the form of
convenfional World Bank lending, loans from an IMF ﬁoil facility,"

or something else?

3. Soviet participation. In our first report, we emphasized

the desirability of including the Soviet Union in multilateral efforts,

not only in the interest of detente and global solidarity, but because
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the Soviet Union has substantial economic capabilities and has
benefited from the increase in raw material prices. Fﬁll Soviét
membership in the Fund and Bank system seems unlikely, But could

the U.S.S5.R. be induced to participate in the interest -subsidy

for the $3 billion fund in the World Bank's "third window"? If

not, could the U.S.S.R. be persuaded to contribute to some parallel
UN effort under the auspices.of the General Assembly, whose activities
‘could be coordinated with those of the World Bank group? Or should
the Soviet Union simply be urged to expand its own bilateral aid

programs?
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Most seriously affected countries: balance of payments projections, 197k and 1975, as at 1 September 197k
: (Millions of dollars) : '

Net inflow

Projected Current Projected deficit

over-all , account as percentege of

deficit® deticit? capitar? imports {c.i.f. )
197k 1975 197k 1975 197% 1975 197k 1975
Bangladesh .ceeececceccnsesscsoee 375 Lo7 612 657 237 250 . 28.3 30.0
Central African Republic ss.eeve 19 25 39 L9 20 2k 21.6 25.0
CNBA sesveescrsccnsonccsssnnae . 16 30 68 80 53 50 10.1 17.1
DANOMEY covecrooconsvocscsacnces 9 1k 23 30 1L 16 5.5 7.7
Democratic Yemen eeeeecsesaosces L5 vee 70 cee .25 ee 12.2 ‘e
El Salvador «........ teerneens .- L8 & 30 10.0
Ethiopia sceeeeecesee P .o aee
GhaNA seeeersoscsssssnses 23 82 -7 85 -30 3 3.6 10.9
Guineg ..... tersemecsessnesannses 21 -10 92 70 T 80 " 13.9 -5.8
CUYaNs eseess ceseasenanaas tevers 16 16 i 48 58 32 5.9 5.2
Haiti cevecenese teressioan 8 -8 50 67 L2 75 T4
Honduras ecececes vereeen ceeenos 33 by 8y 104 51 : 60 8.9 10.2
INA18 eeesancrasssrvssnsvsnncnce 820 880 1,919 2,270 1,099 1,390 16.8 15.7
IVOTY COBSt eevevevrcroncansas .. 57 77 153 203 % 126 5.7 6.7
Kenya «sceseess eeesescscssennae . 8l 137 197 27k 113 137 8.9 12.3
Khmer RepubliC eeeveeses P
L20S seesecescscnns cssccocsenrse oo coe eoe cee oo . cos .o oo
1esotho secececesn. ceecerencases 87g 9‘;‘-9/ vee
MadagascCar e..ee.ovson teeesrenes 32 25 88 82 56 57 10.3 7.6
MALL oeevnvnnrceenanncennciannane 42 32 53 L6 11 b 30.9 24.6
Mauritania e.eecevecsocseeceoens 17 16 26 28 9 12 9.6 8.3
NIZET svevvrorencransncscnnnonne 30 22 31 23 1 1 21.1 19.6
Pakistan ceecvoensens crienreseenn 155 78 185 513 330 L35 8.6 3.8
Senegal v...ccececcnccaces ceeees 69 67 133 109 64 42 13.0 11.5
Sierra Leone ........ ceertioiane 31 20 70 62 39 L2 14.8 8.7
SOMALIA +evivacarernnsencnosonns 27 29 56 59 29 30 18.6 18.7
Sri Lanka seeeveveccrceoasans ees 69 100 152 185 83 85 9.7 13.0
SUdAn eeseca.s Cateesseseieecanas 46 30 90 122 bl 92 8.5 h.9
United Republic of Cameroon .... 25 L2 43 67 18 25 5.6 8.2
United Republic of Tanzania .... 120 124 229 218 109 97. 16.4 16.5
Upper VOlts cevseravencsesascnne 10 17 82 3 72 56 Tl 12.6
Yemen .occeceee.en tetestessanees 11 5k vee 43 cee 5.0 vee

ToraLY 2,257 2,293 5,04k 5,524 2,787 . 3,231

Source: United Nations Emergency Operation, based on date and analysis supplied by the staffs of FAO, IMF, UNCTAD and IERD.

a/ Minus sign indicates surplus.

b/ Mimus sign indicates net outflow.

o/

Balance on trade account.

g/ Sum of listed amounts, excluding Ethiopia, Khmer Republic, Laos and Lesotho.

Source: United Nations Doc. A/9828, 6 Noﬁember 1974
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Summary of emergency assistance officially reported as at 1 November 1974

Contributors

Total
commitments

Intended
_disbursements
~in the year

Grants ’ Loans

ended 30/6/75

(In mil.ions of United States dollars)

Observations

I. Countries:

1. Algeria 51
2, Australia L9
3. Canada 101
4, Denmark 1
5. European Economic
Community 150
. ' Finland 1
7. Iceland -
8. Iran 1,577
9. Japan 100
10. Kuwait o
11. Netherlands 16
12. New Zealand 9
13. Norway 17
14. Saudi Arabia 30
15. Sweden 37
16. United Arab Emirates 127
17. United Kingdom of Great L8
: Britain and Northern
“Ireland
18. United States of cie
America
19. Venezuela 100
20. Yugoslavia T
II. International agencies:
l. African Development
Baxk
2., Arab Fund for Econcmic T2
and Social
Development
3. Internationsl Development
Association 100
4, TLeague of Arab States 121
TOTAL 2,724

L3

kg

17
30

3l

19

W

8 51
o . 49
16 101
0 1
0 150
11 11
vee 380
0 16
0 9
17

30

3 37
29 48
20 100
N ...
72

68

In addition to $107 million contributed
to Arab regional funds and African
Development Bank

Excluding contribution to Papua New
Guinea
Excluding contribution to Jamaica

In addition to the share in the European
Economic Community (EEC) contribution

$40,000 paid into the Sp=cial Account

Intended disbursements by the end of
1974

Represents minimun ccasribution

Has contributed 03 wiliion to Arub
regional funds and over $500 million
bilaterally

In addition to the share in the EEC
contribution

Has contributed $50 million to Arab
regional funds

In addition, assistance is given to
drought and flood stricken countries

In addition to the share in the EEC
contribution. Emergency assistance
disbursed prior to 30 June 1974 amounts
to $36.L4 million

Non-project assistance for fiscal year
1974 was $628.3 million and for fiscal
year 1975 is planned at $689 million
subject to Congressional approval

In local cﬁirénéy

Intended disbursement $86 million
provided Arab Fund for alleviation of
the effects of high oil prices is
transferred to the Bank as requested by
OAU Council of Ministers

Intended disbursements by the end of
1974 from the Organization of Arab
Petroleum Exporting Countries (OAPEC)
special account

Source: United Nations Doc. A/9828, 6

November 1974
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Secretary-Ceneral's Special Account as at 1 November 1974

, Commitments Receipts
Contributors ) in 1974 to date Observations

(In millions of United States dollars)

10.

11.

12.

’

Algeria 20 Of which $10 million is
' earmarked for specified
countries

European Economic

‘Community ' 30
Iceland | 0.0k 0.0k
Iran ' ' 20
ﬁetherlands 16.35 6 $10.35 million allocated for
: the purchase and transport of .
n _ fertilizers
Norway - - 2.8
Saudi Arabia 30 30
Sweden 11.41 il.hl
United Arab Emifates 10 _ 10 $500,000 earmarked for Honduras
Venezuela / 80 30 $50 million promised for early
‘ 1975
Yugoslavia ) 3.2 In local currency
Private donations - - ‘ Received $100
TOTAL 223.80 87.L45

Source: United Nations Doc. A/9828, 6 November 1974
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Flow of Official Development Assistance
Measured as a Percent of Gross National Product®
‘ 19804
L ) Required for
1960 1965 1970 1971 1972 1973 1974 1975 Casel Case ll

Australia 38 53 59 53 59 44 53 .54
Austria a1 07 07 08 13 13 .13
Belgium 88 60 46 50 55 51 56 .62
Canada 19 19 42- 42 47 TT437 151 - 51
Denmark 09 13- .38 © 43 45 47 49 50
France 138 76 66 66 67 .58 .55 .51
Germany 31 40 32 34 31 32 30 .28
Italy 22 10 16 .18 09 14 .10 .08
Japan 24 27 23 23 21 .25 24 24
Netherlands 31 36 61 58 67 54 .61 .65
New Zealand® .23 27 36 47
" Norway 11 16 32 .33 41 .45 .63 .65
Portugal 145 59 67 142 179 .71 47 42
Sweden 05 19 38 44 48 - 56 69 .70
Switzerland .04 .09 15 1 .21 15 .15 15
United Kingdom 56 47 37 .41 39 35 34 .32
‘United States® 5349 31 32 29 23 21 .20

GRAND TOTAL )
~—ODA $ millions

(current prices) 4665 5895 6832 7762 8671 '9415 10706 11948 16760 - 24400
—ODA 1973 prices 7660 9069 9346 9976 10059 9415 9391 9452 9259 13480 -
—GNP $ billions . R

(current prices) 898 1340 2010 2218 2550 3100 3530 4700 8200 _ 8200
—ODA as % GNP .52 44 .34 .35 .34 .30 .30 29 .20 .30
—ODA Deflator 609 650 73.1 77.8 86.2 100.0 114.0 126.4 181.0 181.0

aCountries included are members of OECD Development Assistance Committee, accounting for
more than 95% of total Official Development Assistance. Figures for 1973 and earlier years are
actual data. The projections for 1974 and 1975 are based on World Bank estimates of growth of
GNP, on information on budget appropriations for aid, and on aid policy statements made by
governments. Because of the relatively long period of time required to translate legislative
authorizations first into commitments and later into disbursements, it is possible to project
today, with reasonable accuracy, ODA flows (which by definition represent disbursements)
through 1975.

New Zealand became a member of the DAC only in 1973. ODA figures for New Zealand are not
availabie for 1960-71. o

°In 1949, at the beginning of the Marshall Plan, U.S. Official Development Assistance amounted
10 2.79% of GNP, '

4Case | leading to a —0.4% change in GNP per capita per annum in countries with incomes of
under $200 per capita would require ODA of $16.7 billion (.20% of DAC GNP) in 1980; Case Il
with 2.1% growth in GNP per capita would require $24.4 billion (.30% of DAC GNP) in that year.

Source: Robert S. McNamara, address to the Board of
Governors of the World Bank Group, September 30, 1974
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SUBSIDY FUND REQUIRED )
" (% of face value of loan)

MATURITY GRACE

LOAN TYPE } (years)

PROJECT | ’ 20 4

PROGRAM 20 4
(more rapid disbursement)

PROJECT | ‘ 20 7
(extended grace period)

PROJECT _ 35 4
(extended maturity)

PROJECT 35 10

(extended grace and maturity)

Source: World Bank staff study

INTEREST PAID BY
SUBSIDY FUND
3% 4% 5%

14.07% 18.76% 23.45%
20.77% 27.69% 34.61%
15.33% 20.44% 25.55%
21.40% 28.54% 35.67%

22.36% 29.81% 37.26%
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Informat,on Bulletin No. 1

VOTIRG POWER AND SUBSCRIPTIONS
OF MEMBER COUNTRIES

(As of September 30, 1975)

(four pages)

Voting Power . Total Subscription
~ Number Per Cent Per Cent
Member . of . of Amount of

, Votes Total & Total
Afghanistan | 550 A9 30.0 .12
Algeria 1,359 LT 110.9 .43
Argentina : . 3,983 1.39 373.3 1.46
Australia 5,921 ° = 2.06 - 576.1 2.22
Austria 2,55k - .89 230.4 .90
Bahamas 421 .15 . 17.1 .07
Bahrain 335 S W2 8.5 .03
Bangladesh ' 1,317 - L6 106.7 b2
Barbauwos ’ 361 A3 1.1 .0l
Belgium 5,795 2.02 - 554.5 . 2.17
Bolivia . 460 .16 21.0 .08
Botswane 293 .10 4.3 .02
Brazil ' 3,983 1.39 373.3 1.46
Burma 157 : .26 50.7 .20
Burundi Loo - .14 15.0 .06
Cameroon k50 .16 20.0 .08
Canada 9,668 - 3.37 941.8 3.69
Central African Republic 350 12 10.0 .0k
Chad ' 350 .12 10.0 .0k
Chile 1,193 b2 94.3 .37
China 7,750 : 2.70 750.0 2.94
Colombia ° 1,183 N5} 93.3 .37
Congo, People's Republic of 350 .12 10,0 .ok
Costa Rica 357 .12 10.7 .0k
Cyprus : ' L72 .16 22.2 .09
Dahomey 350 - 12 10.0 .0k
Denmark ’ 2,k61 .86 221.1 87
Dominican Republiec - = 393 - JAb 1L4.3 06
Ecuador ' bl - .15 18.1 .07
Egypt, Arab Republic of 1,671 . .58 ‘142.1 .56
El Salvador 370 .13 12.0 .05
Equatorial Guinea 314 Jd1 6.4 .03
Ethiopia 364 .13 1.4 .0k
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Voting Power

Total Subscription

Number  Per Cent Per Cent
Member of of Amount of
Votes Total X Total
Fiji 361 A3 11.1 .0l
Finland 1,871 .65 162.1 . .63
France 13,042 L,55 1,279.2 5.01
Gabon 370 .13 12.0 .05
Gambia, The. 303 Jd1 5.3 .02
Germany, Federal
Republic of 13,903 4.85 1,365.3 5.3k
Ghana 98l .34 3.4 .29
Greece 986 .34 73.6 " .29
Guatemala 373 .13 12.3 .05
Guineg 450 .16 20.0 .08
Guyana k21 .15 17.1 .07
Haiti Loo .1h 15.0 .06
Honduras 334 A2 8.k .03
Iceland L3L - .15 18.4 .07
India 9,250 3.23 900.0 3.52
Indonesia 2,450 .85 220.0 .86
Iran 1,830 6L 158.0 .62
Iraq 948 .33 69.8 27
Ireland 1,282 L5 103.2 Lo
Israel 1,358 A7 110.8 43
Italy 8,775 3.06 852.5 3.3b
Ivory Coast 615 .21 3.5 . .1k
Jamaicsg 696 .24 L .6 17
Japan 10,480 - 3.65 1,023.0 © 4,00
Jordan 437 .15 18.7 .07
Kenya 650 .23 Lo.o .16
Khmer Republic L6l .16 21.L .08
Korea 932 .33 68.2 27
Kuwait 9Ll .33 69.4 .27
Laos 350 W12 10.0 - .0k
Lebanon - - 3ko .12 9.0 .0l
Lesotho 293 .10 L.3 .02
Liveria 463 .16 21.3 .08
Libyan Arab Republic Lso .16 20.0 .08
Luxembourg 450 - .16 - 20.0 .08
Malagasy Republic 469 .16 21.9 .09
Malawi L0o b 15.0 .06
Malaeysia 1,837 .64 158.7 .62
Mali L23 .15 17.3 .07
Mauritania 350 .12 10.0 .0k
Meuritius 438 .15 18.8 .07
Mexico 2,530 .88 228.0 .89
Moroeco 1,210 - 42 96.0

.38



- 3 = Bank Information Bulletin NWo. 1

Voting Pover Total Bubscription _
~ Kumber Per Cent ' Per Cent
Member of. . of - Amount of
Votes . Total - ' Total
Nepal : 362 .13 1.2 Ok
Netherlands S 6,173 2.15 592.3 2.32
Nev Zealand 1,966 0 . .69 17.6 .67
Nicaragua : 341 .12 9.1 Ok
Niger ' 350 .12 10.0 .0l
Nigeria , 1,%02 b9 115.2 45
Norway : 2,298 .80 204.8 .80
Oman ' 310 A1 6.0 .02
Pakistan 2,250 .78 200.0 .78
Panama 426 .15 17.6 . .07
Paraguay ‘ 310 W11 6.0 .02
Peru 985 .3’4 T3.5 ’ . .29
Philippines : 1,572 .55 132,2 52
Portugal . 3 1,050.. . . .37 60.0 .31
Qatar ' . L1 15 - 17.1 .07
Romenia 1,871 .65 162.1 .63
Rwanda 4oo : JAb - ~ 1540 - - .06
Saudi Arabia 1,393 - LJhoo 11b.3 ¢ 5.
Senegal 583 .20 33.3 .13
Sierra Leone = - koo - k. . 15.0 .06
- Singavore ST0 .20 32.0 A3
Somslia 400 .14 15.0 .06
South Africa 2,980 1.0L 273.0 1.07
Spain 3,621 1.26 337.1 1.32
Sri Lenka 1,077 .38 82.7 .32
Sudan 850 .30 60.0 .23
Swa.zjiland 318 A1 6.8 .03 .
Swedsn 3,023 . 1.05 277.3 1.09
Syrian Arab Republic 650 .23 40.0 .16
Tanzania 600 .21 35.0 .1k
Thailand 1,393 .49 114.3 R
Togo 4oo .1k 15.0 .06
Trinided and Tobago 785 .27 53.5 .21
Tunisia - 623 .22 37.3 .15
Turkey 1,536 .5k 128.6 .50
Uganda , 583 .20 - 33.3 .13
United Arab Emirates 378 .13 12.8 .05
United Kingdom 26,250 9.15 . 2,600.0 10.18
United States 64,980 22,66 6,473.0 . 25.3)4
Upper Volta 350 .12 10.0 .0k

Urugusy 661 .23 41.1 .16
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Voting Power

Total Subscription

Number Per cent Per cent
Member of . of Amount of
Votes Total b Total
Venezuela 2,222 TT 197.2 LIT
Viet-Nam 793 .28 54.3 .21
Western Samoa 267 .09 1.7 .01
Yemen Arab Republic 335 S V- 8.5 .03
Yemen, People's .
Dem. Rep. of ko8 A7 24.8 .10
Yugoslavia 1,428 .50 117.8 146
Zaire 1,210 A2 96.0 .38
Zambia 783 27 53.3 .21
Totals 286,739 100.00%  25,548.9 100.00%

& Millions of U.S. dollars of the weight end [ineness in effect on

July 1, 194k,

% May differ from the sum of the individual percentages shown because of

rounding.
125 Countries









