| CONFIDENTIAL |

THIS DOCUMENT IS THE PROPERTY OF HER BRITANNIC MAJESTY'S GOVERNMENT

JD(80) 1st Meeting COPY NO 4 2

CABINET

DEFENCE AND OVERSEA POLICY COMMITTEE

MINUTES of a Meeting held at
10 Downing Street on
TUESDAY 22 JANUARY 1980 at 9.30 am

PRESENT

The Rt Hon Margaret Thatcher MP
Prime Minister

The Rt Hon William Whitelaw MP The Rt Hon Lord Hailsham
Secretary of State for the Lord Chancellor
Home Department

The Rt Hon Lord Carrington The Rt Hon Sir Geoffrey Howe QC MP
Secretary of State for Foreign Chancellor of the Exchequer
and Commonwealth Affairs

The Rt Hon Francis Pym MP
Secretary of State for Defence

THE FOLLOWING WERE ALSO PRESENT

The Rt Hon Sir Keith Joseph MP The Rt Hon Michael Heseltine MP

Secretary of State for Industry Secretary of State for the
g Environment

(Item 2)

The Rt Hon David Howell MP The Rt Hon Sir Michael Havers QC MP

Secretary of State for Energy Attorney General
(Ttems 2 and 3) (Items 2 and 3)

Earl Ferrers Mr Cecil Parkinson MP

Minister of State, Ministry of Minister of State
Agricul ture, Fisheries and Food Department of Trade
(Items 2 and 3)

SECRETARIAT
Sir Robert Armstrong

Mr R L Wade-Gery
Mr R M Hastie-Smith




[CONFIDENTIAL

CONTENTS

Subject

STATEMENT ON THE DEFENCE ESTIMATES 1980

AFGHANISTAN

IRAN

CONFIDENTIAL

| CONFIDENTIAL |

CONFIDENTIAL
STATEMENT ON THE DEFENCE ESTIMATES 1980

The Committee considered a note by the Secretary of State for Defence

(on(80) 3) covering the draft Statement on the Defence Estimates 1980.

THE SECRETARY OF STATE FOR DEFENCE said that this Statement on the Defence
Estimates sought to offer a more coherent basic explanation of policy and roles
than those of the previous Administration. It emphasised the importance
attached to defence, pointed up important areas of policy such as nuclear
weapons, and the Soviet threat to United Kingdom interests outside the North
Atlantic Treaty Organisation (NATO) area, and it reflected the views expressed
in the discussion on future defence policy at the meeting of the Committee on

3 December.

In discussion there was agreement that the general balance of the draft Statement

was right. The following points were made —

a. The section on detente and arms control was too slight, and merited

some explanation,

b. In regard to the section on "The British Contribution to NATO's
Conventional Forces" such phrases as "flexible response" and "forward
defence" had now become imprecise in meaning, and related more to the internal

politics of NATO than a clear military doctrine.

Co The definition of the threat represented by the Warsaw Pact, as

stated in the Defence White Paper, did not fully reflect the growing dangers
of subversion outside the NATO area as exemplified in Afghanistan, although
it was accepted that the description of the threat correctly matched the
present military posture stemming from the decisions taken by the previous
Administration in 1974/75. It was for consideration that the draft
Statement should be ‘revised accordingly.

d. The United Kingdom requirement for a military intervention capability
outside NATO should be considered as a matter of urgency, not in the context
of the Statement but in conjunction with the wider study on the order of
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elements of defence policy, which
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g. The Government were likely to be faced with a difficult situation
over civil defence, on which current expenditure was small. Tl:ler('} was
a good case for doing more, and public pressure for this was building up.
But the necessary financial resources were not likely to be available to

either i central or local government.

THE PRIME MINISTER, summing up the discussion, said that the Committee agreed
with the draft Statement on the Defence Estimates 1980 subject to the points
made in discussion. The Defence Secretary should revise the draft for
consideration by the Cabinet. consulting the Foreign and Commonwealth Secretary
the section on Detente and Arms Control and the Secretary of State for
Northern Ireland on the Tevision of the section on Northern Ireland. The
Afghanistan situation had given an additional urgency to the work already being
undertaken within the Ministry of Defence on the priority to be accorded to-the
four main elements of defence policy. -This task should therefore be completed
within six weeks. A study was also in hand of the requirement in the changed
international circumstances for the United Kingdom to recreate a military

intervention capability outside the NATO area. This study should be completed
in the same time-scale.

1 e
Ministers would wish to give deep consideration to0 @
results of all this work,

perhaps at a weekend meeting to be held at Chequers:
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The Committee -

1i Invited the Secretary of State for Defence to circulate the
final draft of the Statement on the Defence Estimates 1980, amended
in the light of their discussion, and in consultation with the
Foreign and Commonwealth Secretary and the Secretary of State for

Northern Ireland as suggested, for consideration by the Cabinet on
31 January.

2; Invited the Secretary of State for Defence to accelerate the

study into the priority to be accorded to the four main elements of

defence policy so that its outcome would be available in six weeks'
time,

£ Noted that the Secretary of the Cabinet had set in hand an inter=
departmental study of the political case for a United Kingdom military
intervention capability outside the North Atlantic Treaty Organisation
area in the light of changes in the international situation.

kL, Invited the Secretary of State for Defence to examine, once the

interdepartmental study was complete, the feasibility and cost of
providing United Kingdom military intervention capability outside the
North Atlantic Treaty Organisation area and the implications of doing so
for the four main elements of defence policy.

Ds Took note, that the Prime Minister would in due course arrange for

Ministerial discussion of all these studies, perhaps at a weekend meeting
at Chequers.
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Fra e a letter of 21 January to the Prime

s Private Secretary q\nclosim
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with the Soviet Union and Eastern Europe; : '

Minister's Private Secretary from the Foreign and Commonwealth Secretary's Priy,
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Secretary enclosing a draft statement to Parliament; and a further letter of

21 January to the Prime Minister's Private Secretary from the Foreign and

Commonwealth Secretary's Private Secretary

British Olympic Committee and to President Carter.

enclosing draft messages to the

TEE FOREIGN AND COMMONWEALTH SECRETARY said that the four major conclusions frop
his visit to the Middle East were that the threat lay in Soviet subversion rathe
than overt aggression; that Arab and other Moslem opinion saw the Camp David
agreement as an obstacle to the development of a more unified response to the
Soviet danger; that opinion in the area increasingly feared the break-up of
Iran; and that American action against Iran was deplored both for contributing
to this danger and for detracting from the condemnation of Soviet aggression by

providing an alternative target for local criticism.

In discussion there was general support for the proposals in the Foreign and

Commonvealth Secretary's minute of 19 January, and the following points were
made -

a. In the light of President Carterfs skilfully worded pronouncement o0n
the Olympic Games, the Prime Minister would need to write to the Chairman

of the British Olympic Association without delay and in terms designed t0
have maximum public impact,
far as President Carter had i

While the Government would not need to go 88
n all respects, it was important to convince
the Russians that Britain fully Supported the United States. The jmmediaté

aim should be to bring maximum pressure upon the International Olympic
Commi ttee to transfer the Games awvay from
several other locations,

thing possible to damage th.
as ensuring that there were
considering whether British

Moscow, to another or possibly %
If that failed, it would be necessary to do evefl
€ Prospects for the Moscoy Olympics. As well

no British official visitors, this would invol?

ob
athletis should be advised not to attend. Ly
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advice would be more likely to be heeded if it came from Parliament as well

as from the Government, Subject to the advice of the Chief Whip on the
prospects of securing a convincing majority, therefore, the Government might
seek a formal Parliamentary vote endorsing its attitude to the Olympics.

Useful suggestions had also been put forward in recent letters to the

Press from Sir William Hayter and others: these suggestions could be reflected
in the Prime Minister's letter to the British Olympic Association. The
British Olympic Committee's need to appeal for funds might provide a means of
pressure; but it would not be right to involve The Queen in her capacity

as the Committee's Patron.

b. There was general agreement that the Government should continue to oppose
subsidised food sales to the Soviet Union by the European Community; should
pursue with Britain's allies the possibility of tightening and widening the
restrictions imposed by the Co-ordinating Committee on the International
Strategic Embargo (COCOM), while recognising that agreement on significant
steps was unlikely and that unilateral British action could not be contemplated;
and should refuse the Soviet Union credit terms more favourable than the
Organisation for Economic Co-operation and Development's Consensus, provided

that other relevant members of the European Community did the same.

G Caution was expressed about giving too much political or military support
to Pakistan, given the weak intermal position of General Zia's regime, and the
danger of adverse Indian reaction. The threat to Pakistan was in any case not
primarily military, On the other hand, the first consideration must be to
enable Pakistan to preserve her territorial integrity. The United States
Government had reaffirmed the guarantee given to Pakistan under the

1959 Agreement: Her Majesty's Government were not called upon to do more than
noting this guarantee.

d.  There was no doubt that the Pakistani armed forces were badly under-
equipped, and their morale was important. United States military aid was
likely to be inadequate. Since there were difficulties over financing ‘any
British arms supplies by means of an increase in the Export Credits Guarantee
Department's cover limit, it would be worth exploring the possiblity of Saudi

money being made available.
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to the British Olympic Committee would be redrafted in the light of the
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i d she would arrange for it to be delivered as soon as possible,
discussion, an

She would at the same time inform President Carter as proposed.

hould be given .to the possibility of seeking Parliamentary endorsement for the
sho ;s

Government's attitude to the whole Olympic problem. The Government would
continue to oppose subsidised food exports to the Soviet Union by the European

Community; would explore with other countries concerned the possibility of
’

Further thﬁuglr

tightening and widening the COCOM restrictions; and provided others did the sa
would not go beyond Consensus terms for credit. The Foreign and Commonwealth
Secretary would pursue the various proposals for political action in the area, &
would bring forward a separate paper on the possibility of a European initiative
on the Palestinian question. Certain of the proposals would require further
consideration between the Foreign and Commonwealth Secretary and herself.  The
Foreign and Commonwealth Secretary would revise his proposed statement in the
House of Lords, which would be postponed until 24 January when the Lord Privy
Seal would be available to make a corresponding statement in the House of C ommoP
She herself would meanwhile arrange for an announcement, either in Parliament

in the Press, about the Government's approach to the British Olympic Committees

The Committee -

< it
: Inv'i'.ted the Secretary of State for the Environment, in consultatmnt"’
the Foreign and Commonwealth Secretary and the Prime Minister, to redraft
the proposed letter to the British Olympic Committee and to discuss with i

Chief.whip i e A Parliamentary endorsement for the Governmen®
Olympic policy.

2. Invited the Foreign and Commonwealth S
the Prime Minister and other Ministers as appropriate, to arrange for i

other measures Proposed in paragraph 4 of hi ; coed in the
light of the Committee's dincuafxi'oﬁ. AT B

: ith
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6
CONFIDENTIAL

Vs

4, Invited the Foreign

| CONFIDENTIAL |

% Invited the Foreign and Commonw

‘ ealth Secretary and the Lord Privy Seal
to report the Government's

position to Parliament on 24 January,
Y and Commonwealth Secretary to draft a reply for

the Prime Minister to send to President Carter's message of 14 January.

7
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The Committee considered a note by the Secretaries 8
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and of certain allied Governments on a pumber of specific issues; and a
inute of 21 January to the Prime Minister from the Attorney General,
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i i fleet replenishment
i legal issues in the case of the
, concerning the leg

ship Kharg which was shortly due for delivery to the Iranian Navy,

THE FOREIGN AND COMMONWEALTH SECRETARY said that the United States

policy of applyi.'z_ig' sanctions to Iran, in the absence of a mandatory resolutig

of the United Nations, seemed to be ill-conceived in terms of the&ob‘jective
of securing release of the American hostages in Tehran and ill-adgpted

to the new international situation resulting from the Soviet invasion

of Afghanistan. There were signs that the United States Government

were beginning to recognise this and to incline towards a policy of
carrot Mmere than stick; but they were constrained by strong domestic

pressures.

THE ATTOBNEY GENERAL said that he had not yet completed his study of

the Eharg case, but it seemed likely that property in the ship had already
passed to the Iranian Government, and it was clear that,if the Government
wished to prevent delivery, the Iranians should be given early notice

that commissioning would not be permitted and that an export licence would
be required and would not be granted. In discussion it was pointed out
that, while the United States Government might understand the reasons
for general British failure to apply voluntary sanctions, they would be
gravely disturbed by a decision to release a major ship to the Iranian
Navy. The French Government Were saying that in present circumstances
they would find ways of
for the Iranians in France; and the
Plead that military equipment built
because American components were involved, which gave the Americans

the power of :
veto. There were, however, Very strong arguments in favour

of all
; owing the nu.r‘ g to be delivered on the due date, Britains inter-

Italian Government hoped to be able to0
in Italy could not be handed over :

.-
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national reputation as an arms supplier was at stake. To frustrate delivery
was not likely to improve ‘SK for the American hostages, and would
el ol

damage the prospects for future &eeﬁ-en?with Iran. As Her Majesty's
Ambassador in Tehran had pointed out, the Iranians seemed certain to
regard the Kharg as a test case. If the ship was not handed over, they
were likely to take damaging retaliatory action against British
interests. It also seemed possible that even some American companies

were managing to avoid applying sanctions.

THE PRIME MINISTER, summing up the discussion, said that the Committee
agreed to reject the American proposal for Britain to apply on a
voluntary basis the sanctions against Iran proposed in the United Nations
Resolution which the Russians had vetoed. Limited economic measures,
such as a ban on food exports by the European Commnity and a ban on
Iranian civil aviation, could be contemplated only if agreed onm by
Britain's European partners. In the light of the latest views of

Her Majesty's Ambassador, no action should be taken to impose a visa
requirement for Iranians visiting Britain or to limit the size of the
Iranian Embassy in London. The most difficult problem concernmed arms
exports. Existing contracts and possible new contracts would each have
to be considered on their merits. The Committee would examine the Kharg
case further at their meeting on 29 January, at which the Secretary of
the Cabinet should arrange for a full report to be available on the
facts of the case, on the legal position, on the intentions of Britain's
relevant allies and on the deadlines within which specific decisions
needed to be taken. Decisions should not be made public until the last
possible moment, in the hope that the hostages might in the meantime be

released.
The Committee -

1. Took note, with approval, of the Prime Minister's summing

up of their discussion.

2 Invited the Foreign and Commonwealth Seerott:!-y to arrange for
the Government's decision against voluntary sanctions to be
conveyed to the United States Government.

b 4 Instructed the Secretary of the Cabinet to ll.lhlit a further
report on the Kharg case for consideration at their meeting on

29 January.
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1. On 9-18 January I visited Turkey, Oman, Saudi Arabia, Pakistan
and India, primarily to discuss with the governments of these

PRIME MINISTER

countries the Soviet invasion of Afghanistan and their reactions to
it. I had discussions with the Foreign Ministers and Heads of
Government of all these countries. I also had a brief meeting
during a stoﬁ—over on my return journey with the Foreign Minister
of Bahrain. The following are my impressions and conclusions.

A. IMPRESSIONS
General

2. All the countries I visited, except India, agreed broadly with
our own analysis of Soviet motives for their imvasion and with our
estimate of the dangers to the sécurity and integrity of other
states in the region, and with the need for a significant and sus-
tained response, both from the Wést and from those countries which
feel threatened. The Western reéction so far has disappointed them.
Oman, Saudi Aralia and Pakistan probably underestimate the threat of

internal subversion. India's attitude is influenced by her traditionzal

tendency to give the Russians thé benefit of the doubt and her dis-
trust of Pakistan. -

Individual Countries

3. (a) Turkey: The Turkish economy is in a parlous state and
internal security is bad. The Turks are especially concerned about
the maintenance of the integrity of Iran. They fear that Khomeini's
policies could lead to the country s disintegration stimulated by
Soviet subversion in Azerbaijan and elsgwhere, The Turks will

require large-scale financial help over the next few years.

(b) Oman: Sultan Qaboos is not a natural leader and receives
in thaw, the Tedig tecticn s o
conteat will grow. et
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B
indifferent advice. But Oman is prosperous and Qaboos is likely to
e Survive for some time longer. He remains anxious about the threat
from the PDRY. The Omanis are discussing the possible provision of

facilities for US forces but do not want Western personnel on Oman's
territory. Their initiative for the establishment by the Gulf States
of a minesweeper capability in the Straits of Hormuz was mishandled,
but this could be rectified.

(c) Saudi Arabia: The Saudis are ready to help Turkey, eg over oil.
They are also prepared to offer financial help for strengthéning the
military capabilities of the countries in the region under threat,
though they are opposed to any Western military presence. They are
playing a léading role, together with Pakistan, in mobilising Moslem
opinion against the Soviet action in Afghanistan. But they regard
the Camp David Agreement as an obstacle to full-hearted co-operation
between the countries of the region and the United States. They look
for a new move on the Middle East problem when, as they epect, the
Camp David process runs into the sand in April/May; (th}s view was
shared by the Bahraini Foreign Minister). The Saudis are concerned
about Soviet influence in both the PDRY and the YAR and about possible
subversion through the many expatriates_in their.own country. The
Mecca incident was a shock to them.

(d) Pekistan: The Pakistanis are deeply concerned at the new threat
on their western frontier. They feel squeezed between the Russians
in Afghanistan and the Indians on their eastern border. They part-
icularly fear the possibility of Soviet ''retaliatory'' raids from
Afghanistan into their own territory. They are painfully aware that
their military equipment is out of date. They were affronted by the
meagréness of the US offer of credit. In both respects their attitude
is justified. Moreover, the refugees from Afghanistan, who they'
think may number onc million by the Spring, are an increasing burden.
But their reaction to the Soviet invasion was dominated by their
complex over India, who, they are convinced, still wants to establish
hegemony over the sub-continent. .Nonetheleés, they are ready to .
resume the process of '‘'mormalising'' relations with India as a means
of sanitising their eastern frontier. President Zia is in a dilemma
~ over elections: if he holds them, the Bhutto faction will win; and

if he does not, popular.discpqtent will grow.
! Y= oy ik T
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(e) India: The

Afghanistan poses a danger to the sﬁb—continent.

Indians accept that the Soviet invasion of

But they are
anxious to find excuses for Soviet behaviour in the policies and
China and the United States,

to feel surrounded.

activities of Pakistan, by whom they

profess They resent the possibility of a super-
power confrontation so close to India, not only on grounds of
national security, but also because of the effect on the Non-Aligned
They

were somewhat shame-faced and defensive over the Indian statement

Movement and India's role in it if she had to make a choice..

at the United Nations and apprehénsive about the Islamic ‘line-up
‘against the Soviet action. They are also preoccupied with their

domestic economic problems and with unrest in their north-east and
They are ready to talk to the Pakistanis but

given the weakness of

eastern border areas.
with little enthusiasm or hope of success,
Zia's position and above all their congenital distrust of Pakistani
promises against the background of three Indo-Pakistani wars, which
leads them to express apprehension about any revival of a closer

US/Pakistan military relationship.
B. CONCLUSIONS !

4, My talks in!the capitals I Yisited confirmed my view that the
Soviet invasion of Afghanistan is a most serious challenge and unless
the West reacts with vigour, any repetition of it eg, in Yugoslavia,
We must urgently pursue our discussions with
The following

could be disastrous.
the Americans and with our principal European allies.
are among the actlons we might undertake -

(a) We should pursue the polltical and economic measures d1rected
at the Soviet Union which we have been discussing in NATO, even :
though for the most part, apart from a boycott or the removal of the
Olympic Games (See Annex), these are unlikely to cause the*Russians
major difficulties or embarrassment. &

(b) We should encourage the non-aligned coﬁntries, and particularly
the Moslem countries, to continue their denunciation of the Soviet
action and, if possible, to tdke-medsuf58<!§htn8ﬁ the Afghan regime.
We should continue to nrge tm Mm,tq handle the Iran crisis in




‘-

such a way as not to hinder this.

*(c) We should encourage the United States formally to guarantee

Pakistan against aggression from Afghanistan and to meet Pakistan's
legitimate military requirements up to a level which would give the
Indians no justifiable grounds for concern. We should also support

the Americans in their search for suitable defence facilities in the
region.

(d) We should conclude as rapidly as possible negotiations over
our own sales of defence equipment to Oman, Saudi Arabia and other
states in the Gulf and to Pzkistan.

B

(e) We should prepare a European initiative amending Resolution 242
to provide for the acknowledgement of the Palestinians' rights in
return for their recognition of Israel. This proposal could be put
forward when, as seems likely, the Camp David process comes to an end
~ e e

(f) We should provide friendly states in the Gulf and Pakistan with

in April/May.

more information about our assessments of Soviet activities and

intentions in the area.

(g) We should also provide these states with assistance in counter-
subversion.
(h) e -should encourage clcser co-operatioxn among the Culf States,

eg over the security of the Straits of Hormuz.
(i) We should work carefully for an EEC/Gulf dialogue.
(j) We should increase Western and Saudi/Omani ipfluence in the YAR.

(k) We should consider the précticability of promoting insurgencx

in Soviet-dominated areas such as the PDRY, Ethiopia and Afghanistan

" itself. . »
‘(1) We should participate to the extent possible in further
financial help for Turkey.

(m) We should encourage the Indians and Pakistanis, despite their

1 e ; L
d pathological distrust of one another, to normalize their relationship.

" (1) We should review with others our policy towards China including

arms sales.




* (o) We should review with the others ‘concerned possible support
Yugoslavia,

5. I am copying this minute to the members of OD and to Sir R

Armstrong.

A

(CARRINGTON)

Foreign and Commonwealth Office
19 January 1980

for




OLYMPIC GAMES
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ANNEX

1. Following the meeting of Ministers on 16 January, we have

asked the Germans and Italians whether they would join us in a

formal approach to the International Olympic Committee to suggest

moving the Games.

The Germans are very cautious but Dr Genscher

is expected to discuss the Olympics with Mr Vance when they meet

on 21 January.

The Italians have yet to react. Sir N Henderson

will put the matter to Mr Vance on 19 January.

2. The Canadian Prime Minister said on 18 Januaiy that Canada

would approach the IOC about moving the Games and that the practical

difficulties at Montreél might be less than the city authorities

have said.

accept part of the Games.

The Japanese would probably be extremely reluctant to
The Mexicans and the Germans would also

be likely to see political objections to using their Olympic

*facilities.

The Australian Government is reviewing the subject and

the difficulties at Melbourne might be less than elsewhere.

3. The chances of getting the blympic Games moved are very slight.
‘On the other hand the Russians might be glad to have Britain
excluded from the Games on the grounds of Qur'sporting contacts

with South Africa.

4. The Winter Olympics begin next month in New York State, put the
United States Government do not intend to take any action on this

front, such as denying visas to the Soviet team.

5. Another idea,

not yet discussed with our Allies, would be a
Western proposal to the International Olympic Committce that the

Olympic sailing events should be moved from Tallinn in the Baltic

States to another country.

This would have political attractions.

’Summer 1980 is the 40th anniversary of another Soviet act of
aggression, the annexation of the Baltic States. A number of Western

countries, including the UK, France, Germany and the US, do not

recognise the annexation de jure.

Moreover,

the relocation of the

sailing alone would present far fewer practical difficulties than

" moving the entire Games.

On the other hand, the response of the

International Olympic Committee would probably be negative.

1; \
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6. Yet other options include a Western boycott of the Moscow

Games, or a boycott by the Western contingents of ceremonial events
such as the opening and closing parades and official Soviet receptions.
The British Olympic Committee would resist the first and probably

the second. One thing in the Government's power is to decide that

the Duke of Edinburgh and the Minister for Sport should not go to
Moscow.
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The Prime Minister is to discuse the situztion in South W est Asia with her
colleagues most closely concerned at 4, 00 pin tomorrow, 16th January, at
10 Downing Street.

I attach fcr consideration at this meeting the report commissionad at
Cabinet last waek on the extent of Britain's and the Furopean Community's
economic interests vis~a-vis the Soviot Unicn ans Fastern Europe.

I arn copying this letter and its attachment to the Private Sscratari=s to
those attanding tomorrow's meeting, namaly the Home Secratary, the Chancellor
of the Exchequer, the Secretary of State for Defence, the Secretary of State for
Industry, the Lord Privy Seal, the Minister of Agriculture, the Sacretaries of

. State for Trade and for Energy, the Attorney General, the Parliamentary Under
Secretary of State, Department of the Environment (Mr. Monro) and the Governnr
of the Bauk of Fngland.

Since the report fulfils & remit from Cabinet, coples go additionally io all
members of the Cabinet not specified above, to the Minisiar of Transport 2nd the
Chief Whip.

M. J. VILE

(M. J. Vile)
Private Secretary

M.O'D, B. Alexander, Fsq.
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AFGHANTSTAN:  POTENTTAL COSTS OF MEASURES AGAINST THE SOVIET UNION
INTRODUCTION
1. This paper gives a preliminary assessment of the potential economic

costs to the United Kingdom, either directly or through retaliation, of
measures which might be taken against the Soviet Union in the context of
its intervention in Afghanistan. The measures considered are those set
out in paragraphs 3 and 4 of the minute PM/80/4 of 8 January from the
Foreign and Commonwealth Secretary (other than the suspension of visits

and exchanges).

GENERAL CONSIDERATIONS

2, i, General Testrictions on civil trade would fall within Community
competence and could only be adopted by agreement of the Nine.
Several of the Nine export more to the USSR and East Burope than the
United Kingdom and for economic (and other) reasons might be vnwilling
to agree to some measures which might involve relatively lower costs
for the United Kingdom.

ii. Although any measures would primarily be directed to the USSR
account must be taken of the varying scope for evasion or retaliation
by the USSR using East European countries and of ccsts which might

arise vis-2-vis those countries.

iii. Soviet retaliation conld take a variety of forms and need not be
confined to the field of any particular western measure. The United
Kingdom must act in conjunction with other countries relevant in each
field for measures to be effective. Also the cost to the United Kingdom
would be likely to be much increased if it was identified as a prime
mover in action against the Soviet Union. That cost would be risked

and might materialise even if measures advocated by us were not (after

discussion with our western allies) eventually adopted.
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iv. Britain, which is relatively more highly dependent on overseas
trade (30 per cent of GDP) and international investment than other
major countries, has long been opposed in principle to the use of
civil economic weapons for political purposes, except under the
authority and with the near universal applicability entailed by a
mandatory United Nations resolution (and even then possible
implications for our policy in Southern Africa must be kept in mind).
The experience of such weapons is that they have had little success.
And their use unsanctioned by international law has serious
implications for international economic relations. The United States
has a tradition of readier use of these weapons, Her recent
tendency, albeit under great political pressures, to act first and
then seek reinforcing actions from her allies, presented serious
problems in the case of the Iranian assets freeze; and in relation ‘)
to the grain embargo on the USSR, though the United States interest
in this trade is the dominant one, is not without these disturbing
wider implications. To the extent that the Community nonetheless
decides in the Afghanistan situation to take action on civil trade,
there will be least conflict with our general position if measures
adopted: invelve withdrawal of Governmental treatment arguably
favourable to the USSR (eg withdrawal of EEC restitutions on grain

or butter sales), rather than direct interruption of normal civil
trade flows; in the field of technology are fally justifiable on

strategic grounds.

.

)
s

v. Any measures which lessen the Russian comtribution to world

energy supplies will hurt the west as well as the Soviet Union.

POTENTIAL DIRECT COSTS

3. A, Ending credits to the USSR at lower than OECD Consensus rates

No costs, provided other western countries also offer no rates below the

OECD Consensus (see Annex A). To the extent they did not conform and
undercut our rates United Kingdom companies would be seriously disadvantaged.
The Anglo-Soviet 1975 Credit AgreementA?xpiygs on 16 February. Those of
France, Italy and Canada have already eiﬁiréa; " Refusal to remew the
Anglo-Soviet Agreement would not involve costs to éﬁ§¢ﬁiiteﬂ Kingdom if others
did not renew but if they did our exporters would also be at a disadvantage.




| CONFIDENTIAL |

B. Tightening COCOM Restrictions

The loss to United Kingdom exports would be around £14 million (1979) it
all COCOM countries agreed to suspend present procedures for exceptions.
However some member countries are likely to resist complete suspension
and the end result may fall short of this; the United Kingdom export loss

would be proportionately less. See Annex B.

The Americans have said that they wish to pursue a differentiated policy
designed to encourage signs of independence in Eastern Europe. This fits
with our own views. Although there is always some risk that technology
sold to Eastern European countries will be passed on to the Soviet Union,
this risk is limited by the COCOM requirement for end use certificates.

A stricter COCOM embarge on exports to the Soviet Union should not involve
significart extra costs for the United Kingdom in terms of reduced exports

to Eastern Furopean countries,

Widening the scope of COCOM would require detailed and difficult technical
study. Much will depend on what the Americans envisage. We understand
that they have not yet reached any conclusions on what new products might
be covered by an extended embargo; we have been told informally that they
see this as a second phase which would have to be taken more slowly than
tightening the existing rules. At this stage it is not possible to make
even a rough guess at the possible cost to the United Kingdom of the
widening of COCOM's scope. cf C, below.

C. Extending the scope of COCOM

The United States has proposed significantly extending the scope of present
COCOM controls to prevent the transfer of a wider range of civil technology
to the Soviet Union. The United States could do a certain amount of this
unilaterally by refusing re-export licences where equipment provided by other
countries incorporated American technology. The effects of this, and of a
wider ban on exports would of course depend on the extent of new
restrictions but they could seriously affect United Kingdom exports to the
Soviet Union which mainly comprise specialist chemicals, plant and other
advanced industrial products, Other countries can and do supply most of
these products so the ban would be ineffective unless applied in conce.rt with
our allies and the Soviets could make much in propaganda terms of less than

. .
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concerted action, Restrictions on particular areas of technology could
raise broader policy considerations such as the implication for future
world energy markets of limiting Soviet o0il and gas development, See

Annex C.

i FEC restrictions on food sales to the USSR

5 U5 Grain

Any restrictions on grain sales to the USSR would be a matter of
Commnity competence. The Commission have just proposed a change
in the system of export restitutions which, if confirmed, should
shortly prevent any future sales of EEC grains to the USSR except
at the full Commnity price - ie well above the present world price;
monitoring of restitutions on grain sales to East European countries

would also be extended to cover all such countries.

There would be no significant cost, unless withdrawal of export
restitutions were extended to East European countries (though France,
the principal Commnity cereals exporter, claims that she stands to
lose some trade with the USSR). If however the United States or
Community were to seek to seal up every gap and as a consequence
restitutions for East European countries were withdrawn United Kingdom
grain prices would be severely hit by the loss of feed barley sales to
Poland (which is a major market for the United Kingdom's current
surplus of about 1 m. tonnes). See Aunex D.

NB The United States unilateral action may already eatail United Kingdom
costs if world prices are thereby lowered. [Each $1 fall in world prices
would mean a net increase of £1,25 million by the United Kingdom to the

EEC budget. See Addendum A to Annex D,

Shipping freight rates have already fallen as a result of the United States
action and this could affect the profitability of United Kingdom shippers.
See Addendum B to Annex D,

)
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An effective United States food embargo will result in an increasing
meat shortage in 1980/81, Communi ty exports of meat to the USSR
have fluctuateq substantially in the past, Recently they have been
mainly poultrymeat: unti] last year (when it reached 10,000 tonnes)
the United Kingdom's share of this trade was negligible,

poultrymeat, They are expected to propose reductions in the level of
refunds and the exclusion of the USSR, while seeking other ways of

regulating this trade,

What support is likely for these Proposals is not clear, The Communi ty
has a surplus of poultrymeat, Member States are therefore concerned
about the Tepercussions on the EEC industry, for which there are no
alternative support measures, To attempt to maintain the Communi ty's

level of exports it would be necessary to increase expert refunds, thus

iii. Butter
Ending subsidised EEC sales, beyond the quantities already contracted
for this winter, would Produce a saving to the EEC budget in the short
term, since mmch of the butter would be offered to intervention, and
storage costs the community less than export refunds. But in the longer
term continuing restrictions on butter sales to the USSR would require a
shift in EEC policy towards lower Producer price levels, allowing higher
unsubsidised consumption; if this did not occur there would be ma jor
new costs for the Community with increased expenditure on subsidised
internal disposal and on export refunds, Préssife for higher refunds
would be greater if New Zealand a’ls’di"estri'ete(i. gaigg to the USSR, since
this would increase the quantity of "b&'&‘{e‘f «s"i;?éf\;a;to‘requirements on the
. v werkas PR w 1
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world market. Officials' estimate of the cost of clearing 100,000
additional tonnes of butter on present EEC policies is of the order

of £16-17 million for the United Kingdom. See Annex E.

iv. Sugar

The Russians generally import about 4 million tonnes a year and usually
get most of this sugar from Cuba, This year, following a poor Cuban
crop, they have bought about half their needs from the free world
market and have contracted already to buy a fair quantity (which Tate's
now think may be as much as 1 million tonnes) from the EEC. Because
of the large numbers of importers and exporters and the multiplicity

of trade flows the Community has little possibility of hurting the
Russians by restricting their purchases from the EEC in future should
they again need to make substantial imports from the free world market;
though it could force them to rely mainly on raw rather than white
sugar. However, action to withdraw EEC subsidies from sales of sugar
to Russia could not be achieved without substantial changes in the
present EEC regime, would not prevent the substantial EEC sales of
unsubsidised quota C sugar (likely to total nearly a million tonnes
this year), would be strongly opposed by the French and would be
particularly costly to the United Kingdom in terms of increased

FEOGA contribu*ions. It is estimated that, for every ECU per tonne
that the world price dropped relative tc Commmnity price and the

export refund increased, our United Kingdom expenditure via our share
of Community expenditure on export refunds would increase by about

£3 million.

POTENTIAL COSTS FROM RUSSIAN RETALIATION

4, A, Trade: raw materials and manufactured goods

Russian retaliation would be limited by the country's overriding need to

earn hard currency but, at a cost to itself, the Soviet Union could use its
central planning machinery to steer orders so as to damage the interests of
particular suppliers. The effect could be increased, to a limited extent

as far as the Uniteéd Kingdom is concerned, by co-ordinating action with other
East Furopean countries. Exports of raw materials could not be manipulated
as specifically because the Western market mechanism would generally spread




| CONFIDENTIAL |

the effect over the market as a whole, Nevertheless withholding supplies

could disrupt particular markets and interests. While the importance of
Russian supplies of strategic metals such as chromimm, vanadium and manganese
to the West should not be exaggerated, it could create difficulty in the
future that in each case South Africa is a very important alternative
supplier, The situation over platinum group metals, used in industrial
catalysts, could be more serious; here South Africa dominates supply.
Diverting supplies of industrial diamonds worth some £200-250 million a year
from the United Kingdom market would lose us a valuable entrepot trade.
Previously the USSR has supplied about 2 per cent of the free world demand
for 0il but shortages at home and in other CMEA countries suggest that this
proportion is likely to drop anyway. As regards manufactured goods, the
USSR is an important supplier to the United Kingdom of methanol and
particularly naphtha, Withholding Soviet supplies would cause ICI

serious difficulty and Eastern Europe as a whole supplies 60 per cent of

the methanol used in Western Europe. See Annexes F and G.

B. Agricultural trade and fishing

No significant costs or difficulty from losses of imports from the USSR.
See Annex H,

Ce Credit Exposure

ECGD has at risk on the USSR some £20 million on up to six-month credit

and £860 million (including interest) over 10 years, In addition

United Kingdom banks have outstanding against the USSR uninsured lending

of some £500 million, But it seems likely that the USSR would be reluctant
to abandon its excellent repayment record by defaulis, particularly in view
of the implications for the credit worthiness and requirements of its

East European allies. See Annex I.
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ANNEX A
ECGD CREDITS AND THE OECD CONSENSUS

THE CONSENSUS

| % The OECD Consensus sets out guidelines related to the relative wealth

of importing countries for maximum credit periods and minimum interest rates
which may apply to officially supported export credit of 2 years or more. The
United Kingdom, all other EEC countries and the major Western trading countries
subscribe to the Consensus. The minimum interest rates currently applying to

countries in the category in which the USSR is placed are -

for credits between 2 years and 5 years inclusive 7%

for credits of over 5 years 73%

THE ANGLO-SOVIET CREDIT AGREEMENT

2% The Anglo-Soviet Credit Agreement was signed in February 1975. It

provided a framework for ECGD support for export credits to USSR. ECGD indicated
willingness to support contracts of up to £950m over a 5-year period on up

to 8% years credit terms. In order to match the French, lower than Consensus
interest rates (7.1 per cent to 7.45 per cent) were indicated. So far firm
contracts for some £540m have been financed under the Agreement. The Agreement
comes to an end on 16 Fabruary 1980. There is no provision in the Agreement

for its renewal, and ECGD could continue support trade with the USSR cn a case

by case basis without a formal Agreement. On the other hand it is Russian
practice to operate with Agreements of this nature and it is likely that other
Western countries will renew existing Agreements. Every effort is being made

to ensure that if they do so the interest rate charged will be on at least
Consensus terms. If other countries renew Agreements the United Kingdom could

be at a disadvantage in future trade with the USSR if a new Agreement was refused.
Similarly United Kingdom exports would suffer if we offered less favourable credit

terms than the USSR could obtain elsewhere.

OFFICIALLY INSURED COMMITMENTS ON THE USSR

3. i. ECGD has at risk on the USSR some £20m of business on up to six
months credit and £860m, including interest, on business on terms in
excess of six months., This latter figure is repayable over the 1980s.
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i1, other EEC countries have collectively £230m at risk on terms
up to six months credit and £7,142m on terms in excess of six
months. O0f this latter figure French commitments amount to £2,928m

and West German commitments to £2,495m.

OFFICIALLY INSURED COMMITMENTS ON EASTERN EUROPE
EXCLUDING USSR

4, i ECGD has at risk on all other East European countries some
£44m on up to six months credit and £1,540m on terms in excess of

six months.

ii, Other EEC countries have collectively £110m at risk on up to

six months credit and £5,191lm on terms in excess of six months, O0f )
this latter figure French commitments amount to £2,545m and West German
commitmenis to £954m. The West German figure excludes commitments on

East Germany.
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| ANNEX B
TIGHTENING COCOM RESTRICTIONS
1 Jication of the "full rigour" of COCOM regulations would affect -
’ App
1
. goods caught by COCOM's embargo on strategic exports, but which member
a.

ountries agree unanimously should be exempted (General Exceptions Procedure);
¢

g goods caught by the COCOM embargo but of low strategic importance, for
which individual member countries may issue an export licence without reference
to COCOM (Administrative Exceptions Procedure ). Spare parts etc of goods
already approved under the General Exceptions procedure can also be approved
administratively.
\
¢~ British goods, for which application was made for export to the Soviet Union
wder category a. were worth a total of US$ 13.51 million in 1979. Much the biggest
item was a crop forecasting system worth $8.75 miliion, for which approval is still
pending.  The bulk of the other cases were computer-related. British goods,
spproved administratively under category b. in 1979, were worth $18.66 million. O0f

these, computers and related equipment accounted for $16.75 million.

o If no exceptious were made under either category, either by unilateral United
fingdom action or as a matter of (unanimous) COCOM policy, the cost in terms of.
British exports to the Sovie: Union foregone would be of the order of £14 millioa.

Te Anericans are likely to aim for the exclusion of all exceptions and have the
“ictions both of a veto on exceptions and of the refusal of an export licence for
“sential components of United States origin. But other member countries of COCOM
et be wwilling to accept a policy so rigorous as to exclude all exceptions. For
"mle, the French, who seem particularly lenient in their application of cocoM

e . k

l@llatl(,ns to computer exports, might be expected to resist a complete ban. In the

ast, Tesort 0oc
| th
\

.

‘ lon ms
i <
'lpplie St retaliate in some unrelated area.

an OM must operate on the basis of consent and the end result may be less
complete suspension,

I s 3
Van SOuH countries agreed to apply the regulations more rigorously the Soviet
Also if only certain countries

d 3 3 K3
ligh g ° regulations rigorously not only might the Soviet Union's ability to obtain
~ta ; :
" the Chn01°gy €oods be little affected but it might discriminate against the goods
C s 7
| bag OUntrjaeg which had applied the regulations rigorously even after the rigour

e
25 Telaxeq,
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5 The Americans are now seeking our support for a differential
el b L d ial in f
of Chine within COCOM. A differential has Yong been an 8 avour
ok . ive of iti
' policy sn order to facilitate our defence sales to China It will British
. o . wi be
3 . nsure that British 1i
jmportant to emsure policy on exports of te
chnology to the Sovi
Soviet

Union takes account of the requirements of our policy towards Ch
s China,
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ANNEX C
EXTENDING THE SCOPE OF COCOM

The United States has proposed a significant extension to the scope of

1.
the present COCOM list to cover sales to the Soviet Union of items closely
allied to those already on the list (eg additional computer equipment and

pachine toolss, new areas of technology (eg 0il extraction technology) and to
deal effectively with inadvertent transfer of technology though sales which,

while being individually unimportant are much more significant when taken

together.

2, The extent of these proposals still has to be defined but, as a rough

guide perhaps one-third of total United Kingdom exports to the Soviet Union
involve some transfer of relatively sophisticated technology. Looked at in

terms of sales under the 1975-80 credit agreement, the proportion is even Higher -
perhaps £300 million out of a total of £500 million. Such sales include some
items covered by present COCOM controls but as shown in paragraph 3 above, these
are relatively small. Thus it seems likely that United Kingdom trade interests
would be considerably affected by extending the controls and, unless other
countries observed the same restrictions, the Soviets could readily place the
business elsewhere. Germany, France and Japan have potentially even more to lose
because their sales of technology-based equipment to the Soviet Union are larger
than the United Kingdom's. A further factor which is difficult to quantify

would be the effect of a United States decision to impose more stringent conditions
on the issue of re~export licences for equipment containing some element of
American technology (as is the case with nearly all computer installations and a
significant proportion of process plant). Re-export licensing is burdensome for
firms; to tighten it would be liable both to create greater uncertainty for them

and increase the risk of circumvention.

12
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ANNEX D
GRAIN SALES TO RUSSIA: CHANGES IN THE EEC RESTITUTION SYSTEM

1, Export restitutions are provided in two main ways. The bulk of the
Community's exports are made under a system of weekly tenders which are awarded
to those traders who bid for least subisdy. In order to take account of

market conditions in different areas the tenders are held on a regional basis,
This system is designed to enable the Commission to minimise the FEOGA cost of
export restitutions and to control the quantities exported, Because subsidy
payment is not made until the trader has produced evidence of delivery at the
destination specified it could also provide a measure of control, but only

post hoc, of destination. In addition to the tenders there is a less attractive
standing restitution which normally operates on a general basis though currently
restitutions are available only for certain near destination in Western Europe
and for East Germany (which for legal reasons has hitherto been excluded from
the tender system). All exports require an export licence: but licences are
transferable and do not provide information about destinations. The Commission
thus relies mainly on trade sources for information about exports to individual
countries though the tender system provides information about exports to the

various zones,

2.  The information available suggests that so far this year the Russians have
not bought up sigrificant quantities of EEC grain though, since Russia is at
Present covered by two of the tender zonmes (for Baltic and Black Sea ports) they
may, to the extent that pressni licences have not been taken up for other
destinations, be able to benefit from tenders already held. The Commission
hovever believe that in practice there is little scope for Russia buying: so
far as the standing refund is concerned the Russians could have obtained no
Subsidised EEC grain because they fall into the class of destinations for which

8 Zero refund is set,

oo Ingtrdey to prevent Russian purchases of subsidised EEC grain in future
4 %o monitor more effectively the supplies of grain going into Eastern Burope

t s
he Commi sgj opy have proposed =

8 to take Fast Germany out of the standing refund which would then

exclude all Eastern bloc countries;

13 E
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b, to rearrange the zones for the weekly tenders so that Russia is
removed from the tender system and the satellite countries including
East Germany are all brigaded into one group including no other

countries.

I ehb The effect of this will be that export restitutions will not be available
in future on exports to Russia though of course they will not be prevented
from buying Community grain without restitutions at the full Community price
(which is at present substantially higher than the world price), A total
embargo on sales to Russia could only be achieved by imposing a comprehensive
destination control through export licences and enforcing it with stringent
penalties eg by requiring payment of substantial caution money: this would

represent a major interference with normal trade,

5. The Commission is not proposing at this stage to lay any fresh restraints
on trade with the satellites. There is obviously a danger that the Russians
may seek to divert such supplies to their own use but this will be resisted
by the East European countries who have considerable need of Community grain
particularly barley this season following a poor harvest, Moreover no such
restrictions have been proposed by the United States and politically it would
seem unwise to take action which would unite rather than divide the Eastern
bloc.

6. So far as Uniied Kingdom interests are concerned we rely heavily on outlets
in Eastern Europe, particularly Poland, for our exports of feed barley, likely
this year to amount in total to about 1 million tonnes of which Poland could
take a substantial share., Because the French are nearer to the main alternative
outlet they have the edge on us in the Mediterransan market and, since we have
only a limited intervention capacity, any restriction.of Community exports to
Eastern Furope would have serious effect on United Kingdom grain prices.

7. Most other Member States have supported or gone along with the Commi ssion
Proposals except France who took the unusual step of refusing to participate
in the Management Committee discussion and voting on them. It is evident that
this attitude is governed not only by her interest as the largest Community
cereal g exporter but also by her general political coolness towards sanctions
8ainst, the Russians,

14
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Addendum A to ANNEX D

FINANCIAL CONSEQUENCES OF THE UNILATERAL UNITED STATES ACTION

{aagtTLe unilateral United States action on grain exports will have financial
consequences for the United Kingdom and other EEC countries quite apart from any
costs associated with EEC support for the United States action. But these-
depend on the effects on world grain prices and cannot be realistically
estimated at this stage. World prices could firm slightly if the United States
takes effective steps to withdraw from the market quantities of grain

equivalent to those being denied to the USSR and if other grain exporters do not
£ill the gap. But if these conditions are not fulfilled® there could be a fall
in world prices. This could affect the United Kingdom contribution to the

EEC budget in two ways. First by increasing income from import levies on

grain, it would increase what the United Kingdom has to hand over to the
Community and decrease the need for VAT contributions from other Member States:
secondly it would increase the unit cost of the export restitutions needed to
dispose of the Community's grain surplus - expenditure from which we benefit less
than most other Member States, Both effects would be likely to be adverse for
the United Kingdom contribution.

2.  On the assumption that there was no change in the volume of Community
grain imports and exports and that the prices of all grains were affected to
the same extent, a rough estimate suggests thatv the United Kingdom contribution
to the budget would rise by £1.25 million net for every $1 fall in grain prices.
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Addendum B to ANNEX D

SHIPPING CONSEQUENCES

Restrictions on grain sales would have significant implications for our
shipping interests. There is minimal involvement of United Kingdom and
United States ships in the Russian grain trade at present but cargoes carried
by other countries' ships could have an appreciable effect on the market
for charters and consequently on bulk freight rates, which in turn would

affect the revenues of our shipping companies,
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ANNEX E

EXPORTS OF BUTTER TO THE USSR

1, reTtiis estimated that between 75,000 and 100,000 tonnes of Community butter
might be sold to the USSR over the winter of 1979/80. 70-80,000 tonnes would

be a more normal figure but Community stocks are higher than usual and the

USSR has an increasing deficit as butter consumption rises faster than production,

New Zealand also sold exceptional quantities to Russia in 1979 because of this

situation. We do not know how many of the winter deals remain to be completed;

it would be prudent to assume that the bulk has either been delivered or is
contracted for. On the assumption that, while Soviet deficit lasts, Russia
could purchase up to 100,000 tonnes.a year, any restric¢tion would only affect

sales from the second half of 1980 onwards, say, 50,000 tonnes this year,

2. It is reasonable to assume that the Fussians would not take up butter
which did not receive a large refund, since they would be unwilling to
establish the precedent that they were prepared to purchase at full Community
prices (although in practice they sell at over Community prices to Russian
cousumers ), Any butter which was prevented from going to Russia is likely

to go into intervention in Member States other than the United Kingdom

(our butter is too salty for the Russian market and is not therefore at issue).

3. The storage and interest charges for a tonne of butter in intervention fow
the year amounts to about 357 ECUs, whereas the cost of disposing butter by
means of export refunds is 1880 ECUs per tonne. The purchase price of
intervention butter is borne by the Member State until the butter is sold.

If 50,000 tonnes of butter which would otherwise have gone to the USSR

went into intervention the cost to the Community's budget for storage would

be 24 MCUAs of which 4 MCUAs would be borne by the United Kingdom. Assuming
the USSR imported 100,000 tonnes in a full year the cost on storage alone to
the United Kingdom would be £5m.

17
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s, In the short term the budget would gain from the saving (some 100 MCU~. )
on refunds on sales to Russia, However this benefit would be lost in
subsequent years as the butter had to be disposed of, and the prospect of

this old butter going by the cheapest route, ie export, would be significantly
reduced with further adverse budgetary effects in subsequent years, The cost

to the United Kingdom in those circumstances could be £20m per annum,

5. Moreover the effect of restrictions on sales to the USSR on the cost of
the Community's export policy as a whole would depend on the actions of

New Zealand, who is virtually the only other major supplier of the world
market. Clearly if New Zealand supported the Community policy and avoided
increasing her sendings to the USSR, increased pressure on world prices would
result. This process would put great pressure on the Commission to increase

export refunds, if not immediately then in 1981, at.a time when we are

N’

campaigning to reduce them by substantial amounts. Every £100 fall in
the world price of butter could involve an increase in the United Kingdom
contribution via the budget to the cost of refunds of £7m additional to

the costs cited in paragraph 4,

6. If on the other hand New Zealand made up the assumed shortfall of 50,000
tonnes to the USSR to the limit of her ability (say 25,000 tonnes) the surplus
of butter on world markets would be significantly reduced, and Community

traders would find it easier to place exports at existing refund levels.

7_- Community exports to Eastern Europe are normally small, under 10,000

tonnes, to Poland and it should be possible to monitor exports to prevent

any unusual increase which wouid indicate Poland importing on behalf of e
the USSR,

18
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ANNEX F

SCOPE .FOR SOVIET RETALIATION BY WITHHOLDING RAW MATERIALS

The Soviet Union is a major producer of essential ray materials, They could

retaliate against the West by withholding or decreasing supplies of the following - uv

Metals — The Soviet Union is estimated to produce over 30 per cent
of the world's gold and about 45 per cent of the world's
platinum group metals (importa.nt as industrial catalysts),
It is also a significant supplier to Western markets of
chronium, manganese and vanadium, . By withholding supplies
of any of these materials, the Soviet Union would increase
Western dependence on South African sources, Other
consequences would include a further upward movement in
gold prices and, in the longer term, the need to cut back
Western consumption of platinum group metals, particularly

palladium,

0il - The Soviet Union is not a major supplier of crude oil to
the United Kingdom and supplies only 2 per cent of free
worid oil demand. Nevertheless, the withdrawal of Soviet
supplies could lead to a material increase in world oil
prices, assuming that the Soviet Union were willing to
forego vital foreign currency earnings by such a move.
The Soviet Union is an important source of United Kingdom
supplies of semi-processed crude oil products (about 10
per cent of our supplies) and of napthas (about 7% per cent
of our supplies); in the short term, we should have difficulty

locating alternative sources.

Diamonds -~ The Soviet Union is after South Africa the United Kingdom's
largest supplier of diamonds (mainly industrial). The trade
is extremely valuable to the United Kingdom in view of the
value added in this country before many of the diamonds are

re-exported,
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Monetary - If the Soviet Union restricted sales of monetary gold it would
Gold be quite as damaging for itself as to others on account of the
hard currency foregone., There would be little effect in

foreign currency markets on speculative gold prices,

Uranium Enrichment

The electricity generating boards have placed contracts for the enrichment of
1000 tonnes of United Kingdom uranium in the Soviet Union over the next 10
years at a cost of $100m. The work could be switched to United Kingdom
processing facilities, although there would probably be a resulting financial
penalty. If the Soviets refused at any time to release uranium in their hands,
a relatively small (but nevertheless valuable) quantity would be affected.

Additional uranium is being processed for German and Austrian users, Ii)
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| ANNEX G
f UNITED KINGDOM~USSR TRADE : GENERAL

1. The Soviet Union ranks about 20th in the league of Britain's export
markets accounting for around 1 per cent of our total exports., Trade
figures for 1974-78 and January-November 1979 are set out in the Addendum
as are figures for the same periods for our trade with the other Eastern

Bloc countries.

2, Both imports from and exports to the Soviet Union are concentrated in
relatively few sectors. Timber, furs, oil and non-metallic minerals
(mainly diamonds) account for over 80 per cent of our imports from the
Soviet Union. A significant proportion of the furs and diamonds is
re-exported. Plant and equipment account for over 25 per cent of our

exports to the Soviet Union.

3. A wide range of companies, large and small, conduct regular business
with the Soviet Union including Shell, Courtaulds, ICI, Davy, ICL and
Rank Xerox. The market has been and will continue to be important for the
process plant and engineering sectors. The largest contract currently
under discussion (worth approximately £175m) is for oil rig fabrication
yards at Baku and Astrakhan on the Caspian Sea. The United Kingdom bidder
is the International Offshore Consortium (BP, Wimpey and Brown and Root).
A Russian decision on placing this contract is expected this year. Other

major projects under discussion, mainly for plant, are worth about £300m.

4. The Soviet economy is at present in the doldrums and, the Afghanistan
situation apart, it is unlikely that there would be a significant expansion
of trade with Western countries. However, the United Kingdom could expect
continuation of the current level of exports. Also emergy is expected to
be given high priority in the next Five Year Plan (1981-85). The United
Kingdom' s experience in the North Sea ‘and elsevhere puts her in a good
Position to bid for emergy projects, particularly in the offshore oil and

gas sectors.,

5. The United Kingdom's main competitors in the Soviet market (all with
higher shares of the market) are the USA, West Germany, Japan, France,
Italy and Finland, There are very few areas in vhich the United Kingdon
has 5 clear competitive advantage so that any unilateral action by Britain




CONFIDENTIAL

to withdraw from business in the Soviet Union would result in opportunities
peing quickly taken up by our competitors with little or no loss to the

RussianS-

6. As the second page of the table shows, which also deals with visible
trade, Pastern Burope other than the USSR and Yugoslavia is a rather more
significant market for United Kingdom exports than the Soviet Union, but
our imports from the Soviet Union exceed those from the rest of Eastern
Europe. The proportions of Soviet and other Eastern Europe exports and
imports in United Kingdom manufactured trade follow a very similar pattern
to trade in total. Imports of manufactures from the Soviet Union are

dominated by precious stones,

38
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Addendum to Annex G

UNITED KINGDOM - SOVIET TRADE

7% 1975 1976 1977 1978

Ja.n—Nov* £ million

1979
EXPORTS:
Manufactures 99 196 227 326 373 N/A
Non-manufactures 10 12 11 18 47 N/A
Total 110 210 240 347 423 381
IMPORTS:
Manufactures 231 229 278 319 275 N/A
" Non-manufactures 164 179 389 461 413 N/A
Total 395 408 667 781 688 752
BALANCE
Manufactures -132 - 33 -~ 51 + 7 + 98 N/A
Non-manufactures - 154 - 167 - 378 - L43 - 366 N/A
Total - 285 - 198 - 427 - 434 - 265 - 371
*provisional

UNITED KINGDOM/EAST EUROPE TRADE (EXCLUDING USSR AND YUGOSLAVIA)

UK Imports 283 282 375 464 499 529
UK Exports 319 374 416 488 553 499
Balance 36 92 40 24 54 - 30

[After the Soviet Union Poland is the United Kingdom's only other
substantial market in Eastern Europe]

EEC_TRADE WITH THE SOVIET UNION

£ million in 1978
orts : orts Balance
EEC total
(excluding UK) 3314 -198
France 757 +121
West Germany 1636 233
Ttaly 590 -278




CONFIDENTIAL |

PROPORTIONS OF TOTAL UNITED KINGDOM VISIBLE TRADE WITH THE
USSR AND EASTERN EUROPE (EXCLUDING USSR AND YUGOSLAVIA)

Per cent
—_——cent

1974 1975 1976 1977 1978 71979

USSR (Jan-Nov)
Exports 0.7 1.0 0.9 5 b | sk 1.0
Imports 1.7 1.7 2.1 2ol 07 137

Eastern Europe ;
(Less USSR and-Yugoslavia)

Exports 1.9 1.9 1.6 - 1,5 1.5 125
Imports 1.2 152 d.2 143 1.2 149,
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ANNEX H

AGRICULTURAL TRADE: SCOPE FOR SOVIET RETALIATION BY WITHHOLDING EXPORTS

GENERAL

1. Details of trade in agricultural and food products between the USSR and
EEC and with the United Kingdom are given in tables A and B of the Addendnm,

2. Trade between the USSR and the EEC is substantially in the Commnity's
favour., Dairy products, cereals and sugar products accounted for some
50 per cent by value of EEC exports. For these products the possibility of
action to restrict exports is being examined. Meat and meat products were

the largest element of the balance in 1977 due to an exceptional quantity of

poultry meat exports.

575 Table B gives the corresponding figures for United Kingdom/USSR trade in both

1977 and 1978. The substantial United Kingdom surplus in 1978 is attributable to
exceptional shipments of unmilled barley and to fish exports, mainly mackerel
trans-shipped from United Kingdom fishing vessels. This surplus compares
with a more customary deficit in 1977, when United Kingdom imports and exports
were, respectively, some 24 per cent and 1.8 per cent of total EEC trade with
the USSR, ‘

4, Imports from the USSR are not significant as a proportion of total
United Kingdom and EEC supplies. The effect of any Soviet retaliation on
exports in this sector would therefore be very limited. Comments on the motve

significant commodities follow.

Meat and Meat Products

5. Minimal quantities of Beef and Pigmeat and more significant amounts of
poultry meat are imported into the Commnity from the USSR. Any shortfall
could be made up from a variety of alternative sources without any problem, and

there is no likelihood of any effect on prices.
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Fruit and Vegetables

&t The United Kingdom does not import any significant amount of fruit and
vegetables from the USSR, and would have no difficulty in finding alternative
supplies. Information on imports by other Communi ty members from the USSR
is not readily available, but it seems most unlikely that withdrawal of Soviet
supplies would have any serious impact, since there are many alternative

sources.

Sugar, Sugar Products and Honey

T The quantities involved are negligible in relation to total supplies.
The Community as a whole has a substantial surplus over consumption. Small
quantities of honey are imported for blending and could be replaced without
great difficulty.

Coffee, Tea, Cocoa and Spices

8. Imports into the United Kingdom are entirely of low grade tea. The 8,075 mts

imported in 1977 were only 3 per cent of Botal imports, Withdrawal of Soviet

supplies would have a minimal effect on the market. The United Kingdom

accounted for some 75 per cent (by value) of total EEC imports of these

commodities from the USSR in 1977. The Netherlands was the only other

substantial importer, taking 6 per cent (by quantity) of its suﬁplies from the

USSR in 1977. g

Beverages

9. Vodka imports are not particularly significant to the United Kingdom
(9,476 proot gallons in JanOct 1979, valued at £45,112) and domestic and other
supplies could make up the shortfall both in the United Kingdom and the rest of I
the Community. Certain flavourings for gin and liqueurs are imported from the

Soviet Union: information on alternative supplies is not readily available.

There could be some risk that the Soviet Union would retaliate with barriers ' 2
against Scotch whisky, although their imports (£541,000 worth in 1977) have in

any case been small.
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Fish and fish products

10. These are the largest item in Soviet food exports to the Commmuni ty,

In 1977 they accounted for 60 per cent by value of the total and 47 per cent
in the case of the United Kingdom. France was the largest importer of Soviet
fish products, taking some 38 per cent of the total, The United Kingdom's
share was 19 per cent, the products involved being canned salmon, prawns and
cod.  However, Soviet supplies have Tepresented only a tiny fraction of total
United Kingdom (and EEC) imports around 2 per cent in 1978. Curtailment of
this trade would therefore have negligible effect on our importers, except

possibly for those committed to Soviet supplies of canned salmon,

11. EEC Member States have no fishing rights in Soviet waters and the only

possible countermeasures Russia could take would be harassment of United Kingdom

vessels fishing, by agreement with Norway, in the 'grey zone' which is the 6
subject of a formal dispute between Norway and the USSB. There .would also be

scope for the USSR and its Baltic satellites to withhold co-operation in the 7
Baltic Fisheries Commission (of Baltic States).  Further afield, the USSR

could obstruct, or even withdraw from the International Whaling Commission.

Any such public moves, however, would cause the USSR itself some embarrassment. 8
(The USSR has no fishing access to United Kingdom or other EEC Member State g
waters and the scope for measures against Russia is limited to facilities such

as transhipment, )
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TABLE A

Addendum to Annex H

EEC/USSR AGRICULTUﬁAL TRADE IN 1977

Meat and Meat Products

Dairy Products and Eggs

Fish and Fish Products

Cereals and Cereal Products
Fruit and Vegetables

Sugar, Sugar Prpducts and Honey
Coffee, Tea, Cocoa, Spices
Miscellaneous Food Products

Beverages

TOTAL

TABLE B

(£000s)
EEC_DMPORTS
2,738
28,726
16
3,545
801
6,901

6,101

—

48,828

UK/USSR _AGRICULTURAL TRADE IN 1977-78

Live Animals (Chiefly for food)
Meat and Meat Preparations
Dairy Products and Eggs

Fish and Fish Preparations
Cereals and Cereal Preparations
Vegetables and Fruit

Sugar, Sugar Preparations, Honey
Coffee, Tea, Cocoa, Spices - .

Animal Feedingstuffs
except unmilled cereals)

" Miscellaneous Food Products

Beverages

Total Agricultural Trade
Total Trade .
% Agricultu;al Trade

(£000s)
IMPORTS

1977 1978
9 5
5,491 3,842
B &
860 319
1164 0 ndlls
5,192 1,214
= 20

58 49

EEC_EXPORTS
42,650
26,524

101
11,739
6,512
43,022
13,578
2,574
6,887

—

153,569

EXPORTS

-1977 1978

58 264
18 5]

59 4,438
15,398
65

[ BN |

160 1,139

1,866 3,94

548 600

11,1735/ 154565

2,721 25,944
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ANNEX T

BANK CREDITS
1. As can be seen from the following table, United Kingdom banks have a
siguifim“t net creditor position vis a vis the USSR, and there are further
potential claims of varying degrees of formality in the form of as yet unused
credit lines. Thus, if the United Kingdom took action against the USSR in the
financial field, USSR retaliation could result in substantial direct losses
for United Kingdom banks. The possible damage to London's role as a financial

centre would also need to be considered.

2. The possibility that the USSR might take extreme action, such as
repudiation of debts, would presumably be increased by the fact that, deprived
of the possibility of at least some imports of capital goods and grain, the
USSR would have less need of credit in the future; moreover, the current gold
price and rising prices for Russian oil exports (as long as these can continue)
are further factors reducing the USSR's need for Western credit, and hence

reducing the potential cost of repudiation.

3. In the case of Eastern Europe, the considerations are somewhat different.
Net claims of United Kingdom banks are very much greater than those towards the
Soviet Union. The Eastern Europeans, who have been notably reticent about the
vhole Afghan adventure, are far less self-sufficient than the USSR and are hence
in greater need of Western credit - assuming that they could still get it in the

changed atmosphere prevailing, after Afghanistan.

4 Action directed solely against the USSR would have implications for the

other East Europeans. First, as some United Kingdom banks lend under the "umbrella"
theory, countries such as Bulgaria who are particular beneficiaries would suffer

if Western bankers assumed that the USSR would no longer tacitly guarantee debt

to the West,

5. Even if it were felt that the risks of retaliation were not too great, it
is not entirely obvious what course of action in the credit field would most
hurt the yssp at the present time, particularly if it is hoped to avoid hurting
the othep East Buropeans. If the USSR cannot buy the grain it had expected,
then ¢ will save foreign currenmcy not only for the grain, but also for shipment
Ste. T might, therefore, be able to reduce gold and oil sales still furtht‘ar,
thug further improving its terms of trade by putting up their respective prices.
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g the OD meeting tomorrow
tement to be made in the
eing submitted to Lord

y of State has not himself

Afghanistan

The Prime Minister and those attendin
will wish to see the attach draft sta
House of Lords tomorrow. This is b
Carrington overnight. The Secretar
seen this draft.

I am copying this letter to the Private Secretaries to the members

of OD, the Private Secretaries to the Secretaries of State for
Industry and Energy, the Private Secretary to the Attorney-

General, the Private Secretary to the Parliamentary Secretgry
at the Dept of Environment and to Martin Vile (Cabinet Office).
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Noble Lords will expect me to describe the Government's
position about the Soviet aggression in Afghanistan, in the

light of my visit to Turkey, Oman, Saudi Arabia, Pakistan and

India, and a brief call at Bahrain, between 9 and 18 January,

The view of Her Majesty's Government, which I expressed
“to all whbm I met on my 'touxl"is that set out in Some detail
by my honourable friend the Minister of State for Foreign
and Commonwealth Affairs, when he spoke in another 'place on
14 January. Briefly, _.the Soviet Union acted for selfish
reasons to establish a; military hold on a soverei"gn" country.
The invasion cynically violated all the international
principles which the Soviet Union constantly calls on others
to observe, It was a demonstration of the Soviet drive to
gain wider influence vii;erevér possible and to use force for
the purpose. The geographical position of Afghanistan and
its presence in the Moslem world give the events there the
greatest signifj_cance. I found that most of those to whom I
talked shared our assessment of Soviet objectives, and our
estimate of the dangers to the security and integrity of
other states in the fegioh, and with the need for a
significant and sustained response, both from Fhe West and
from those countries which feel meatgged.

Naturally the leaders in different countries ‘all viewed
the crisis and Soviet actions from their own s‘ﬁandpoints, but
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portant points of agreement eémerged. One was that
its of Hormuz are now a region where the

tries of the area and the Western powers

i e - .
inb cal: there is a pressing need for stability and
p ldentl
|
nst attacl
dom agal
free

A second impor tant point was the urgent need for
tan's friends to recognise that the Soviet threat
[Pakis

sires their full support for Pakistan in the face of the
ired

bconomic; political and now military problems which this
Lountry mew faces. : A

A third and very important consideration is the real
peed for Pakistan and India each to lose the fear and _ _
gistrust which it has for the other's motives and intentions.
fhey have a common interest in the stability and prosperity of
the Sub-Continent. The achievement of this will be the best
fierantee of the region's future stability. ;
B visited Turkey first, a NATO ally deeply concerned
ghout events in the region. It is clear that Turkey needs
te comni tment of Western support as much as ever under
Present Circumstances,

I went on to Oman and Saudi Arabia' countries very
Fncerneg at the Soviet attack on another Islamic country.

the
“s a8 Turkey, I also discussed Iran, There was a

fene
el feeling that the real threat to Iran's recent
Vol

Wtion and to her future security lay not in the past
atj

"Onship of the US to the country's former regime, but .

e
Present Menace from the Soviet invasion.

X
. Slenificant talks with President Zia and his

Pe
Affairs adviser Mr Agha Shahi. As Noble Lords would
t
kist, "°Y L.gre deeply concerned at the new threat on .
._Aa.n|
legp, "’estem frontier. Their resolution to defend

ch‘,l
try 4s emphatic but they made it olear that ?hey

. | i /need

- \
—

———
SoEsE e ——— - = Spieagaet e —m——




neéd the support of their friends materially as well as
poiitically.

I also went to see the Afghan refugees in Pakistan,
President Zia told me there were over half a million already
there. This is a serious problem for Pakistan. We have

sent aid from Britain in the form of blankets, tents and

wi o

medicines. The UN Commissioner for Refugees is seeking more 3

world aid. But the problem for Pakistan is not Just dealing ?‘r“’
with the humanitarian needs of the refugees. Amongst < 73
these refugees are Afghans bitterly opposed to the Soviet FT- :
conquest of their country and determined te return to 5 |
Afghanistan. The Pakistan Government are worried that the
Soviet Union might make this a pretext to make attacksAinto ]

Pakistan or for Soviet-inspired subversion. There were

similar worries expressed elsewhere during my tour about a i l
regional threat. t ]
In India, a country with which we have had long close 8 i

and friendly relations, I was particularly pleased to be 'r"r:
able te see Mrs Gandhi and members of her Government so soon 91

. s ;
after they had taken office. In Pakistan President Zia had ‘TT:

assured me of his wish for the process of better under- 10 l
standing between the two countries, begun under the Simla I
agreement of 1972, to be continued._ I found a similar wish S i r
on the part of the Indian Government, and this is LI
encouraging. However, I must tell Noble Lords frankly that '2“}
the Indian Government is concerned with the effect on the _‘»";j;
Sub-Continent of the provision of assistance to Pakistan “ ‘
from the US and other Western countries. On this the

British Government is quite clear that any support to J

Pakistan would not reduce Indian security: it is a direct

. Thi
consequence of the Soviet action in Afghanistan s

oy se as well
creats a very special case for a generous ”533:“ Srel 5'

CE -
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standing on the part of the Qmmt of India,
,/ﬂer
5 | y )
! . government are urgently considering. a range of
e peasures that will help countries of the region - the
s

'ost urgent need is to respond to Pakistan's request for

tances We are consulting with allied governments about
lﬁsl:e can play our part in helping Pakistan. I am also
w:king to strengthen cooperation with Turkey both bilaterally
:d pultilaterally in as many fields as possible., I will keep
he House informed of progress. But it is axiomatic that all
pe countries themselves must make up their own minds how to

¢t to meet the ﬁresent dangerous situation. A firm political

pmitment to the security and independence of the countries of

bis area is perhaps the most reéssuring thing the West can
ive, ' . »

I turn now to another important adsect of the situétion
fcing the world after the Soviet aggression in Afghanistan:
fe effect on our relations with the Soviet Union. The
ediate motive for the Ru351ans' move may have been to
Bsolidate their iufluance in Afghanistau. But if the Soviet
lon ig to be deterred from similar aggression in the future,
haps g countries of great importanct; to us all, it is
Bntial that ye show that their action affects the whole
Ige ¢ the world's contacts with the Soviet Union.

Reree Steps ‘are needed. Noble Lords will know that Britain

| POsed the intensive
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dlocu5810nq which have been tahng Place in the North

Atlantic Alliance and among the members of tne European
Community. Some of our Alljes, notably the Unlted States

have already announced measures in thelr E relatlons )
Wth the Sov1et UlllOn I expect others to follow suit.
I shall now announce the measures whlch the Brltsh

Govetnment have 50 far decided to take.
The Brltnsh/SOVIet credit agreement, concluded by the

Its terms were too favourable to the Soviet Um.on for the
export’ credlt was subsidised more than tnat wh1ch we

extend to other _countries. Tne Government s mlew is that
a1l trade should be pursued on a basis of mutual advantage

and we shall aooly that prmclple to Br1t1<h/SBV1et 175 ade.

We do not propose to renew the credit agreement when 1t
expires. Assuming that otha'Western countries do 11keW1se -
#it is very much to our coll"ctlve advantage, that wex all
BXuwx do so. We shall not pronde export cred:.t to the
Soviet Union at rates more favourable than those o& by

the international consensus on credit terms. i ;

R ;
tighter application of the COCOM rules for controllmg{ :
the transfer of sensitive teclmology_ to the Sov:.et Union.
The European Community has decided not to export food
to the Soviet Union which directly or idirectly would takej
the place of the suppliea denied by theﬂ United ‘States.

The Community ha thus decided to ourb exports or grain
i r:l . Britain also ravem an end to SubS:Ldlsed

B
‘e

butter, med: and sugar sales and we #m press 58 f°r thls

Labour Government in 1975, expires on the 16th of February.

On technology we are studying with other countries the
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8 Government have also decided to avoid high level

'and mj_nist'i’l“'-’” contacts with the Soviet Union for the

¢ime beings to cancel milita;y exchanges which were
ander consideration and to avoid the 'kind of cultural
apd other events which would givexm zan impression §5 4
that nothing has changed and thus appear to. condone

soviet aggression.
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As Noble Lords will have seen from the statement of
my Right Honourable Friend the Prime Minister in another
place on 17 January, Her Majesty's Government is deeply
concerned at the prospect oi the Olympic Games taking place

in the Soviet Union,

Sadly, one can no longer divorce sport from politics

as was the case in 1936. So now for the Soviet Union the

Olympic Games are a major political undertaking designed to

gain prestige in the world. It would be wrong for those
people and countries which deplore aggression to cooperate
in giving the Soviet Union the success it is seeking. To do
so could give the appearance of condoning what is happening

in Afghanistan.

The practical difficulties of moving the games are
formidable but should not be beyond the capability of the
104 countries which céndemned the Soviet Union in the United
Nations. If necessar# the Games could be held in mecre than
one cocuntry. We ourselves have some facilities: we would be

particularly well equipped to help over football.

t

Noble Lords will know that President Carter has asked
the National Olympic Committee of the United States to
approach the International Olympic Committee urgently to

propose that the Summer Games be relocated. My Right

Honourable Friend the Prime Minister has addressed a similar
request to the British Olympic Association.

Britain has outstanding sportsmen and women who have
been training for years:for these Olympics. The Government
want to see them win as many medals as possible in Games
which give no comfort to the Soviet Union. ;
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