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The resumption of the Cold War in the 1970-1980s after the invasion of Afghanistan by Russian troops and the ensuing period of renewed tension between the us and the Ussr
, which was mainly due to harsh military competition, were marked by two remarkable episodes, namely the boycott of the Moscow and Los Angeles Olympic Games by each of the two protagonists in turn, and what was to be called "the Siberian gas pipeline affair" which suddenly monopolized the attention of specialists, diplomats, journalists – and of readers interested in such forbidding matters. In this paper, our aim is to scrutinise that case in order to determine the interactions of business and diplomacy, and analyse the positions of companies – not only in terms of turnover and market shares, but also as actors of lobbbies – in order to assess whether traditionally "neutral" business interests could possibly be promoted whatever the geopolitical environment, or if, conversely, businessmen and corporate leaders had to take the geopolitical impact of their decisions, i.e. investment in the Ussr, a then totalitarian state, into consideration. The approach we have adopted in this analysis is not from the point of view of an historian specialised in international relationship
, but rather as a specialist of European business and economic history.

The present study focuses on the challenges that companies had to meet in their strategies, as any form of "neutral" economic involvement in East-West relations seemed to be impossible. Competition between German and French companies could not develop according to purely capitalistic and free-market criteria. The breakthrough of us competitors into intra-European exchanges and the necessity to account for us geopolitical interests meant that the "business as usual" motto was no longer a valid concept. What proved crucial was the sudden rift between the us and Western Europe in their relations with the Ussr – the second great divide in contemporary history between allies
 –, which led both France and Germany to balance and merge their geopolitical and business interests, all the more so as the problem of imported energy had been – and is still largely – regarded as a key issue in recent European economic history. This case study will deal with the impact that the newly discovered gas reserves in Central-Eastern Ussr had on Western European energy projects. We propose to assess the involvement of gas and equipment goods companies in the development of these projects and then analyse the relations between the us and Europe as regards their dealings with the Ussr, at a time when the state of the economy urged the European governments to reinforce exports to the Eastern block as a tentative solution to the worrying problem of record-high unemployment. We shall gauge the networks of interests representation which helped companies to go through thick geopolitical, diplomatic and even political arguments and to short-circuit barriers fixed by the embargo. We shall also determine how business circles succeed in gathering trade union and partisan forces in order to bolster their positions. Banking history will be involved in business history because the keys to success in East-West industrial relations were altogether the technological equity avalaible to balance energy (future) imports and credit brought by European bankers. While East-West relations were submitted to tense hardships
, alonside some kind of new diplomatic “thaw”or a refreshed form of “Cold War economic”
, business story went on because markets were at stake eastwards. 

1. Help wanted, on both sides

The second largest world gas producer with 422 billion cubic metres - compared to the us's 548 billion cubic metres in 1978 -, the Ussr considered exploiting and developing more extensively its huge gas and oil deposits in Siberia and Kazakhstan.

	Table 1. Gas production (in cubic meters)

	
	usa
	Ussr

	1955
	266
	9

	1968
	546
	171

	1970
	621
	198

	1974
	611
	261

	1976
	
	320

	1980
	411
	435

	1981
	
	465

	1982
	502
	501

	1983
	450
	536

	1984 (world production: 1.767,5)
	463,5
	646

	1990
	505
	815

(641 for Russia)

	1991
	483,6
	796


It was consequently obliged to increase its investments in a context of economic crisis due to lagging productivity and an extensive type of growth, largely cash overconsuming capital. But in the 1970s, the country lacked capital to reach the ambitious objectives of growth set by the Brejnev administration who intended to keep the country as a great economic power and one of the key actors in world geopolitics, together with the us and Japan. To help its new industrial sector gather momentum and bridge its technological lag, the Ussr thus had to import technologies and capital; it bought ready-made plants (chemicals, cars, aluminum, etc.)
. The country also had to cash currency resources so as to finance its imports, and more particularly the huge amounts of commodities it needed on account of the enormous variations in its cereal, meat and dairy product output - the proof of it being the accumulation of dollars, which were to become an important part of eurodollar trading in Western Europe. The Soviet "reformist" strategists, who conceived strong economic growth as leverage to quell the people's demand for welfare – not to speak about freedom – had to rely on fast developing technological imports from the West. Strong economic relations with the West were consequently a key strategy for the Ussr – it had in fact been the case ever since the 1960s – in spite of the realities of East-West politics.

Western multinational companies saw in the East-West commercial and technological relations a means to further the internationalisation of their activities and to increase economies of scale owing to sales of plants, technologies or equipment goods – a sector where the return on output series largely depends on a few more, or less, orders. Many firms thus became specialists in exporting patents and goods – like French ones as Pechiney, Rhône-Poulenc, Charbonnages de France, for instance
 because since the mid-1960s economic contacts had been developed between France and the Ussr
, as it was the case for several Italian firms, like fiat
. But the Siberian gas pipe brought to the fore the problem whether these firms could do "business as usual", as they were wont to do. As the diplomatic environment had suddenly changed, could multinationals go on trading with the Ussr on a day-to-day basis and follow their "no hear no see" tactics? Could they ignore the new geopolitical situation? Could the invasion of Afghanistan or the new SS20 missiles affair determine the course of trading in pipes or gas purchase
?

It is also useful to mention the economic environment of the period
. The two oil shocks of 1973 and 1979 dramatically pushed up prices from Third World and opec producers and urged many companies to try and find new oil and gas deposits, or diversify their sources of supply. Together with the newly found North Sea reserves, the Ussr was seen as an opportunity to increase gas imports from Siberia and counterbalance imports from the opec
. Companies were thus led to consider favourably any increase in gas exports from the Ussr, all the more that a third of proven gas reserves lied then in this country. Whereas in 1976 only 14 billion cubic metres of Russian gas were exported, these exports grew rapidly to 50 billion in 1980 and 60 billion in 1981, this last year out of a total production of 460 billion cubic metres, with 33 billion cubic meters to the comecon countries, and only 27 billion to Western Europe. But new equipment was necessary to meet these demands. 

Secondly, a large-scale industrial crisis hit Western Europe and the us in the mid-1970s, which led to huge restructuring in heavy industries – particularly in the steel and metallurgical sector –, plant closures, huge redundancies and social unrest. The Siberian contract was consequently seen as an opportunity to alleviate these difficulties, in the aftermath of the period of dire recession between 1979 and 1983. This was particularly true as steel product industrialists suffered yet another shock when the oil economy crisis choked off outlets because of a dramatic fall in oil prices in 1986 – the "oil countershock". Specialised firms were thus very keen on new Soviet orders – pipe producers as well as non-welded pipe producers such as Germany's Mannesmann or Bentler, France's Vallourec, Italy's Dalmine or British Steel. Indeed, Vallourec was forced to close one of its two plants in Anzin (in the North of France) because of recession on the steel market. These firms were consequently eager to look for new outlets, especially on the Soviet market; and it was estimated that a consumption of one million tons of steel was necessary to provide one thousand kilometers of gas pipe.

2. The Siberian gas pipeline project (1980)

Owing to this new economic and sectorial environment, Western European companies embarked on a feverish quest for new resources and outlets, and imports of Soviet gas became a real stake.

A. Soviet gas exports to France, Italy, and Germany

Germany and France decided to import Soviet gas in order to balance their imports from the Netherlands (the Groningen area), in parallel with several development projects for the exploitation of the North Sea oil. Russian gas started to be imported from the Bratislava border through 3,000 kilometre-long gas pipes that ran through Czechoslovakia, Austria and West Germany to the Lorraine region in France in February 1980; and the state-owned French monopolistic gas company, Gaz de France
, intended to expand Soviet imports up to 14% of French imports in 1980 – Soviet gas deposits amounted to 40% of the world's listed reserves. Russian exports of oil to Western Europe, which were only 49 million tons in 1973, rose to 183 million in 1986, compared to 303 million tons from other parts of the world. We should here mention that until 1992 Western companies could not directly explore and produce oil in the Ussr, and had thus to use Soviet oil and gas monopolies to have access to these resources.

	Table 2. The gas economy in 1980 (million tons as an equivalent of oil)

	
	production
	import
	export
	consumption

	Usa
	489
	25
	1
	513

	Western Europe
	160
	93
	61
	191

	Eastern Europe
	416
	
	48
	396

	Soviet oil and gas to 1990, London, The Economist Intelligence Unit, 1980.


The discovery of an enormous deposit in Yambourg, Northern Central Siberia, was a turning point, and the Ussr decided to export most of its gas production to Western Europe, but also to India and Turkey to a lesser extent. This was an opportunity for the Soviet authorities to cash foreign currencies in order to help and develop their ailing oil and gas sector. This was both a priority for the Soviet economy, and a real challenge
, as the Ussr decided to push its gas production from 435 billion cubic metres in 1979 to 640 billion in 1985. The exploitation of the deposits of Medveze - North Western Siberia - and of the Yamal Peninsula took over from the gas production in Caucasus and South Ural (Orenburg), where the Ussr's natural gas economic had first emerged, after the discovery of the Orenbourg deposit in 1969. At that time the Soviet natural gas reserves amounted to only 3,700 billion cubic metres compared to the us reserves of 8,100 billion. While Western Europe already imported one sixth of its gas from Russia in 1980 – i.e. 25 billion cubic metres –, it planned to buy 43 billion more, with 10 billion for the French market. According to a key contract signed in 1980, Siberian gas was to reach Western Europe by 1985-1986, thanks to the building of a new 5,500 kilometre-long gas pipe
. Germany and France were to be the main importers while less than half the gas production was scheduled to be exported to Italy, the Netherlands, Belgium, Austria and Sweden. But the gas grids were so intimately interlinked – so as to ease frequent swaps between companies – that all the afore-mentioned countries were in fact deeply involved in this deal.

B. High level negotiations

Negotiations started between gas importers, such as Ruhrgas and Gaz de France, and the Ussr in 1980 and were finally concluded in the second half of 1981. Gaz de France chairman, Pierre Alby, was given authority to negotiate with Soyuzgas in July 1980; in November 1980, a French-Soviet general economic  conference was held with 75 French representatives, after a meeting between Leonid Brejnev and Valéry Giscard d'Estaing in Warsaw in February. It is significant that the French delegation should have been led by François de Wissocq, the general director in charge of energy and raw materials in the Ministry of Industry, and one of the key Russian representatives was none other than Oroudjev, head of the Soviet Gas Ministry. Yuri Ivanov, head of the Soviet Foreign Trade Bank, was sent to Paris as an official financial representative in order to complete the financial agreements in November-December 1980. Indeed, the bulk of the expenses had to be covered by loans from Western banks or Soviet bonds issues (for a total of $10 to $15 billion). He canvassed financial market places and set up two banking consortia – a German consortium composed of twenty banks with $5.2 billion, and a French one.

The French-Soviet "great commission", which gathered each year to analyse the economic relations between the two countries, held one session – the sixth one – in Moscow on 14 and 15 December 1981, with both Trade Ministers, Michel Jobert for France and Nicolas Patolitchev for the Ussr. The  topic of the session was the Siberian gas pipeline, and the main contracts were reviewed in order to establish a proportional link between orders for French equipment and the value of Siberian gas to be imported by France, as some form of a middle-term swap. In fact France tried to obtain more orders since its trade balance with the Ussr had been in the red in 1980 for the first time, on account of the rapid growth in energy imports. France, which was at that time the third largest Western commercial partner with the Ussr, behind Germany and Finland, promoted its equipment in some kind of competition with Germany and Italy. The Moscow meeting thus helped define the contour of the future agreement on the Siberian gas pipeline.

For its part, West Germany which already imported 12 billion cubic metres of Russian gas, would get another 12.5 billion – an amount which was finally reduced to 10.5 billion, plus 0.7 billion for West Berlin – for a period of 25 years, i.e. 30% of its projected gas consumption in 1986. After a meeting between President Brejnev and Chancellor Helmut Schmidt in Moscow in July 1980, where the agreement (about a dm 10 billion credit by western banks, or about £2,2 billion) was outlined, Brejnev paid a visit to Schmidt in November 1981 and a general agreement was signed on 23 November 1981, after all the technical aspects had been concluded in Essen between Ruhrgas and Soyuzgas on November 20. Gaz de France needed more time to negotiate the rules of price indexation as it was reluctant to suffer the risks of too rapid price increases, whereas the Ussr could argue that the French company had just negotiated a high-priced contract with Algeria, which was in fact a way for France to help the new regime in Algiers. An agreement was finally concluded on 23 January 1982, which stipulated that 8 billion cubic metres were to be delivered each year during 25 years for a total amount of frf 202 billion. Observers estimated that the Ussr would provide 35% of France's gas consumption in the 1990s, which in fact amounted to less than 5% of its energy requirements.

Beyond the purely commercial interests of the contracting companies – Gaz de France, Ruhrgas or Soyuzgas –, economic geopolitics was at stake. Within the framework of the détente policy
, States were conducting large-scale negotiations in order to show and prove that some form of dialogue was going on. They tried to further multilevel agreements to create close East-West links as a means of committing everyone to furthering diplomatic stabilisation. Gas – or any other commodity – was thus part and parcel of a gigantic geostrategic puzzle, in which the Soviet regime was "contained" by numerous agreements which might be perceived as so many Lilliputian ties in order to appease the Russian giant while the Ussr was looking for exports that could finance its civil and military investments. The designs of gas distributors and importers were therefore mixed and merged with the schemes of geopolitical strategists.

3. Business stories: Ussr as a customer of a western supermarket for credit and equipment

Within the general framework of these agreements, the various partners entered into negotiations so as to settle all the technical aspects of the contracts, especially as Western European firms wanted to secure important orders for equipment as a swap for immediate industrial and future gas deliveries.

A. Financial agreements

On the German side of the financial contract, after a first draft in January 1981 was suspended for a while because of a rise in interest rates in the following months, a global agreement was finally concluded between West Germany and the Ussr on 24 July 1981. The financial aspect of this agreement stipulated that a consortium led by Deutsche Bank would grant loans for the purchase of German equipment by the Russians. Industrial firms set up an export credit line for their Russian counterparts for more than dm 5 billion, and they got a refinancing plan from Aka (Ausführung Kredit), a specialised financial institution that was in fact some kind of an export bank owned by Deutsche Bank and other German banks. The Deutsche Bank consortium provided Russian importers with a purchasing credit that was partly guaranteed by the German State for a ten-year period, the remainder being guaranteed by Aka for a period of four years, then by the consortium with the State guarantee
. All the German institutions – the state and the main banks – were involved in this agreement which was finally confirmed on 13 July 1982 when the banks completed the details of the contract with a credit line of dm 2.8 billion, with a possible extension to dm 4 billion (or $1,6 billion).

As for France, Crédit lyonnais led the banking consortium, jointly managed by Bfce (Banque française du commerce extérieur) and Bue (Banque de l'union européenne) within the Schneider group whose subsidiary, Creusot-Loire, was involved in the industrial part of the contract. It was decided to propose a purchasing credit of frf 10 billion (7.75%) that was set up at the end of 1981 within the framework of the general 1980 financial agreement between France and the Ussr, with an interest rate one point under the average minimal level fixed by the oecd members for the export relations with the Eastern block (called the "consensus rate"). At that time, the financial relations between France and the Ussr were significantly strong, and Soviet debts towards France amounted to frf 20 billion. On 9 February 1982, a complementary financial agreement was made between the Ussr and French banks (Crédit Lyonnais, bue, and Paribas, an investment bank) in order to lend $1,400 million for eight years to cover 15% of the amount of equipment sold to the Russian institutions.

B. Gas pipes orders

The companies that were involved in the first stage of the deal were pipe producers. The Ussr needed large 56-inch-wide pipes. The French firm, Vallourec, could only produce 48-inch-wide pipes, so the larger pipes were to be delivered by Mannesmann from Germany (for $390 million) and some other Italian and Japanese pipe producers. Italy's Finsider won a major part of the Russian contract, with an agreement worth frf 18 billion for the delivery of pipes over a period of five years. Vallourec signed a frf 400 million contract for the supply of small pipes in 1982, and some time later, GTS Industrie
 secured another contract (frf 4 billion) on 24 May 1984. This firm was to supply between 15% to 20% (660,000 tons in 1986 and 810,000 tons in 1987) of gas pipes to be delivered between 1986 and 1990, which amounted to half the output capacity of its factory in Pas-de-Calais, and a substantial outlet for the Usinor steel factory in Dunkirk. 

C. Orders for high-tech equipment

An agreement was made for the delivery of 41 compressor pumping stations to pump gas from the wellheads to the terminal on the German border (Waidhaus), and a contract was signed between Russia's Machinoimport, Creusot-Loire and Mannesmann on 29 September 1981 – confirmed a few weeks later in December – for the delivery of 22 stations ($780 million). Nineteen other pumping stations were to be supplied by Italy's Nuovo Pignone, a subsidiary of state-owned eni at that time, for a total of $600 million; according to French sources, the Italian delegates canvassed Soviet experts with insistance, which only intensified competition between Western firms and was adroitly exploited by the Soviet negotiators. Subcontractors to Creusot-Loire and Mannesmann were then involved: John Brown from the uk (in Scotland) and aeg Kanis from Germany, were to provide some units of 25 mw gas turbines to be fixed to the pumping stations, at a unit price of frf 10 million: The contract amounted to a total of $320 million for aeg Kanis (47 gas turbines) and $190 million for John Brown (21 turbines) and various equipment, while Nuove Pignone had to deliver 57 turbines. France's Alsthom-Atlantique would manufacture fourty rotors (to be fixed in the turbines), but only for future spare part deliveries. Merlin-Gérin, Hispano-Suiza, CEM and Dresser-France were chosen as subcontractors too, for the supply of refrigeration stations for a total of frf 1.5 billion (these stations were used to cool the pipes, that were to be slightly heated by the gas flows in order to avoid the effects of the permafrost on the stability of the pipes). In December 1981, a contract for the supply of electronic monitoring equipment to control the flows in the pipelines was won by Thomson for a total of frf 1.8 million. Italian firm Nuove Pignone was to manufacture 57 compressors (linked to and moved by the turbines) with its own technology, German Demag five, French Creusot-Loire (both under an American Cooper patent) and Dresser-France, a subsidiary of Dresser-Texas, twenty-one. 

4. Cold War vs. Soviet gas: Policy vs Business?

Such a north-Siberian project caused enormous technical problems as some gas deposits were to be exploited in the Arctic part of Siberia, 150 miles north of the Arctic Circle, which meant intense pressure on equipment, and required imports from the best Western firms, together with the use of key patents that were even more sophisticated than those developed in Alaska. "Lacking the machinery and the experience to build the project on their own, the Soviets have been seeking out Western contractors and suppliers, who are only eager to help."
 "Sensitive" equipment was also at stake, such as electronic devices to survey the links between the Siberian gas pipeline and other Soviet pipelines. "The deal represent[ed] the largest commercial transaction in history between East and West and a technical challenge of unparalleled magnitude."
 One key issue
 was thus to know if Western European countries – and even some American firms (Caterpillar, etc.) in the early stage of the Siberian gas pipeline project – could transfer any type of technology to the Ussr
. Moreover the early 1980s were marked by the military coup in Poland against the trade union Solidarnosc, and communist leaders, deemed too moderate (December 1981), the invasion of Afghanistan (1979) and the euromissiles dispute, which turned each East-West case into a geopolitical issue.

A. A transatlantic confrontation

All of a sudden the Siberian gas pipeline project became a political stake in the context of the American presidential elections. Candidate Reagan took a hard stand against Soviet threats. In November 1980, his deputies denounced the Siberian gas pipeline as a risk of "energy Finlandisation of Europe", that is the risk that the Ussr could hinder Western Europe's production through restrictions on gas deliveries. Finlandisation meant that, as had been the case of Finland during WWII, Western Europe could be forced into accepting political or even military concessions in favour of the Ussr in order to keep gas flowing to its factories – and the risk of Sovietisation of Finlandisation was the core theme of severy studies in the early 1980s
. Indeed, Western Europe would be close to getting one quarter of its natural gas from the Soviet Union after the completion of the pipeline, compared to 9% in 1980. "We think it will be very unfortunate if the net overall European dependence on Soviet energy increases as much as it probably will when the pipeline is complete"
, declared one us Energy Department official. Even in Germany, the opposition expressed concerns at the Bundestag about such risks

On 20 November 1979, President-elect Reagan had a private meeting with German Chancellor Helmut Schmidt in Ottawa and, among other topics, evoked the case of the Siberian gas pipeline. A special us envoy, Myer Ranish, Under-Secretary of State in charge of economic affairs, travelled through Europe in May 1980 in an attempt to persuade the European authorities to consider the prospect of importing more American coal instead of Soviet gas. The attention of numerous American analysts was drawn to the problem and the Siberian gas pipeline thus became a key geopolitical problem and a challenge for us-Europe relationship. On 8 January 1980, President Carter decided to put an embargo on American exports of technology to the Ussr.

It seemed as if Western European industrialists, and more particularly the French ones, intended to replace us exports and increase their market shares on Eastern Europe import markets. "The fate of the Soviet-Europe agreement will be a good indication of the new balance of power in the West after the election of R. Reagan."
 "Siberian gas to warm Europe causes some shivers." In December 1980, a us Senate Energy Committee report warned that "the Ussr [could] strengthen its economic influence over the West and reduce cohesion among the United States and its allies on political, economic and military matters to the extent that it [could] increase its gas exports to Western Europe"
. In response to that threat, Germany's Economy Minister, Otto von Lambsdorff, declared that he had "complete confidence that the Soviets [would] fulfil their responsibilities." At the Ottawa summit that gathered the Western World leaders in November 1981, the American position was rejected by the Europeans who considered that it was non justified according to criteria of real assessment and even verged on interventionism into their autonomous choices. 

But a harsh argument took shape all over Europe about the legitimacy of such a contract with the Ussr; even the London weekly The Economist, for example, chose to adopt a hard stance on this matter and welcomed several key articles which criticised the open-minded position of business circles as unconscious of true western geopolitical interests and denounced the attitude of “supping with comrade Devil”
: “A deal of this size must not only be commercially viable, the risk involved must be strategically acceptable. Mr Brezhnev needs westner help to get the gas out of the ground. But, once it is flowing, he could countrol more than a quarter of western Europe’s natural gas supply. Mr Brezhnev has nedver claimed that detente is more than an interlude in the historic struggle between two systems of ideas. To tie western Europe’s energy needs so closely to Soviet supply gives Russia a valuable weapon.”

B. The Siberian gas pipeline and the Cocom
Business was all at once shown as a leverage force against Western solidarity and economic power. For instance, on a fist stage, Carter intended to submit any export towards eastern Europe to a process of "advisory licence", case by case
, which was intended to enlarge the range of technology and knowhow submitted to an analysis by the Cocom [Coordinating Committee for Multilateral Exports Control
], the informal Otan institution which, since the 1950s, overlook technological exports to sensitive countries. Such a scrutiny should help tighten its grip on critical exports, and business had to submit to geopolitical criteria, which raised discontent in western Europe: “America’s allies – especially West Germany – would not be happy to put energy technology on a new Cocom list, so it will take several months to work out a common policy. West Germany has just signed a 25-year trade agreement with Russia which includes co-operation on energy exploration.”
 

When Reagan seized power and reinforced the embargo in sensitive exports, the us conservative intended to hamper us multinational companies to leave their European subsidiaries to take part to the pipeline project, in the sake of an “extraterritoriality” principle which should have allowed us authorities to have a say on us companies abroad. Such a stance was followed by harsh outcries all over Europe political and business circles. Reagan pushed a project alongside which the range of products submitted to Cocom’s scrutiny should have been enlarged and the triennal Cocom meeting in January 1982 in Paris pondered the relevance of such a proposal to tighten controls on sensitive exports: “Washington seems determined to shape Cocom’s rules around its notion of critical technologies.”
  Should business be submitted to geopolitical criteria and lose its freedom of decision-making and trading? “Some American and European defence observers [...] have long railed at the west’s shortsightedness in selling its technology to Russia fort short-term profit. Technical superiority has always been nato’s trump card.”

The us authorities threatened to take reprisals against the European firms that were involved in the Siberian gas pipeline project. On February 9, 1982, Under-Secretary of State for external trade Lionel Ulmer mentioned such retaliation measures, that would imply the constitution of a "black list" – which was totally contrary to the gatt rules – and the suspension of license agreements with us companies. The us had already imposed a general embargo on technology exports to Eastern countries on 30 December 1981. A ring of “hard-minded” experts became influential among the Reaganites, especially Richard Perle – a future member of Georges Bush junior’s neo-con team, who is considered as “the principal architect of the sanctions war”
 and of economic warfare –, and critics about “naïve” European stances were expressed, for instance in the journal Foreign Affairs
 because civilian technological transfers helped indirectly reinforce the Soviet military power. Could thus Western European firms run the risk of jeopardising nato solidarity if they maintained their business relations with the Ussr? Experts debated on this crucial question and wondered if such exports of “sensitive” equipment might not help the Ussr strengthen its military capacity, which implied, in other words, the possibility for Nato to curb the development of the Soviet 11th Plan (1981-1985)
.
On 4 January 1982, a meeting was held in Brussels that gathered ten European countries; in their final declaration, they called for the return to sound governing principles in the East, and more particularly in Poland, but rejected any idea of a rationalised programme of economic sanctions against the Ussr. According to numerous experts, such sanctions would only delay – but not prevent – technological progress in the Comecon countries. And in January 1982 German Chancellor H. Schmidt confirmed to President Reagan in Washington that Germany would not renounce the Siberian gas pipeline agreement. Even Margaret Thatcher stuck to the gas projects when she met Haig in London on 29 January 1982. “Sixteen months later, in June 1982, Thatcher, on one of her numerous visits to Washington, continuously harangued the President and his advisers about the extraterritorial application of us sanctions agains recalcitrant allies in the pipeline crisis.”

There was some hypocrisy in the American position, as the us was in fact the second supplier (cereals for instance) of the Ussr. But President Reagan adopted a hard-line stance and on 18 June 1982, imposed an embargo on foreign firms exporting equipment involving American technology. Such a decision drove a wedge between the us and Germany and led Otto von Lambsdorff, the German Economy Minister, to express his discontent. "The transatlantic confrontation over East-West trade reached a new peak of bitterness when France forcefully declared the French firms would honour their pipeline contracts with the Soviet Union. The government announced that it would ignore Washington's sanctions against the project, forbidding American or American-licensed equipment to be sold to the Soviets, and ordered the heavy-engineering firm of Alsthom-Atlantique to proceed with the manufacture for the Soviet Union of sophisticated turbine rotors developed by the American General Electric Co. At the same time, American Ambassador Evan Galbraith was summoned by French Foreign Minister Claude Cheysson and reprimanded for the envoy's recent public warnings about the penalties for defying American law." 
 In spite of its pro-Atlantic positions, the French government sided with those who feared the us tendency towards unilateral hegemony and imperialism
, which only added to the general atmosphere of misunderstanding
 between the United States and Western Europe
.

	Table 3. The main suppliers of the Ussr in 1981 (market share in the Ussr)

	West Germany
	18,7 %

	United States
	11,2

	France
	10,4

	Japan
	10,3

	Finland
	0,1

	Italy
	5,7

	United Kingdom
	4,8


C. France between business interests and geopolitical urgency

In the second half of 1981, for instance, there was much controversy about the sensitive equipment that France intended to supply to the Ussr – mainly electronic devices, such as automatic machines, computer-aided machinery, a telecontrol system to monitor the gas flows, for a total amount of approximately frf 1.8 billion. Matra won the contract, but there was strong opposition from the French ministries of Defence and Foreign Affairs as they considered that it was essentially a geopolitical matter. They insisted on the fact that such contracts should first have been submitted to the Cocom. Indeed the electronics devices that were to be exported to the Ussr had generally been underestimated as regards their real technical and financial values, which might favourably influence the Cocom, but both ministries argued that the equipment in question was particularly sensitive, and that the issue went much beyond purely commercial considerations. “Economic containment”
 was at stake all this “pipeline politics”
 argument long.

Thus, on 28 September 1981, French authorities ordered Matra  to postpone the contract, which rejoiced hard-liners in Washington and at The Economist
. But within a few hours, Thomson, Matra's main competitor, renegotiated the contract with the Ussr and concluded the deal! Thomson's international department manager, Philippe Giscard d'Estaing, a cousin of the French president, signed the agreement on 30 September, and the French authorities were somewhat taken aback by such a bold move. Strong opposition was voiced among France's high circles, in a context of political changeover as a new left wing majority had just been elected under Socialist President François Mitterrand. The French decision-makers were clearly divided on the subject, the Socialists favouring good relations with the us while the right-wing Gaullist party had advocated a more autonomous approach since the mid-1960s, as exemplified by their strategy with nato
.

The Siberian gas pipeline affair thus became a real bone of contention for French politicians and decision-makers. In such a context, companies that intended to do business with the Ussr had to join lobbies in order to further their interests, amid squabbles with their national authorities. There was indeed a clear cut difference between trade between free states through liberalised circuits on the one hand, and trade with a dictatorial regime on the other, which implied deeper political implications than mere commercial considerations. In a way, Socialists typically favoured a solution that would take into account the American interests, in accordance with their long standing opposition to the Gaullist stand against nato
. But the new leftist majority included Communists – obviously favourable to economic relations with the Ussr – and some Socialists, close to the traditional French "neo-Colbertist" groups of interest, who were attached to the reinforcement of the State economic structures – in that particular case, to the promotion of state utility Gaz de France's interests. The Secretary General of the Elysée administration, Pierre Bérégovoy – a former Gaz de France executive who was to become France's Prime Minister some time later – and President Mitterrand's adviser for energy affairs, Gérard Renon – who had also worked as a former Gaz de France executive in charge of gas purchase – led the lobby for the Gaz de France- Ussr project against the Foreign Affairs administration. This was yet another illustration of the influence that the technical pressure groups, composed of high civil servants and managers of State energy companies, had had on French public affairs since the 1950s and their part in French business history
.

A compromise was finally found on 10 December 1981. Thomson managed to convince the Soviet authorities that a huge centralised and computerised control system would be difficult to manage and probably inefficient, and the Russians accepted to be supplied with less sophisticated - and less sensitive - equipment, which was a solution that bypassed the main political problem. The Gaz de France-Thomson lobby seemed to have won the day as Prime Minister Pierre Mauroy decided to give the frf 1.87 billion contract the go-ahead, which meant the transfer of supposed-to-be sensitive equipment, without even referring the case to the cocom.

D. Western interests and Poland's dictatorial regime

With the 13 December 1981 military coup in Poland, the geopolitical question of whether companies should go on negotiating and doing business with the Ussr came to the fore once again. Italy suspended its relations with this country whereas France chose a very controversial position as it signed a contract only a few days later, on January 23, which caused a great part of the Poles to think that France took no real interest in their predicament. Realpolitik prevailed over moral considerations. The renegotiations about the rescheduling of the Polish debt was yet another key issue. No French diplomat was ready "to die for Danzig", in reference to WWII when the Western European governments had wondered about the necessity to declare war against Germany in order to defend Poland in 1939, even if the anecdote goes that one of the Socialist leaders, Michel Rocard, thought about sending a warship off the Polish coast...

Not only was it a matter of importing gas, but also of securing huge contracts with the Ussr and Poland
, which meant thousands of jobs, a lifesaver for France caught in a very difficult economic situation. Was it really possible for France to "share out the loot" with German, Belgian or Japanese firms at a time when the French government had pledged to reduce unemployment? The Russian leaders and decision-makers cleverly exploited this dilemma, which resulted in a rather paradoxical situation in which Cold-War-style rhetoric was reactivated, while the economic milieus rather opted for the détente policy – as analysed by a Paris daily newspaper
. In fact, the French opposition party leaders decided to attack the Socialist government's decision while some leftist and non-Communist trade unionists spoke about France's betrayal of humanitarian principles. Besides, the us Department of State condemned the agreement, and, more generally speaking, the whole Siberian gas pipeline project. For their part, the Communists strongly reacted and accused the opponents to the project of blindly following Secretary of State Alexander Haig's position. These fierce political controversies were indeed a good illustration of the tactics used by dictatorial regimes who cunningly exploited every possible method in order to play Western interests one against the other with a view to gaining substantial advantages and rallying larger concessions from their partners. Companies were thus forced to embed their commercial strategies within larger political tactics and power circuits as a way of masterminding the contents of pending bilateral agreements. 

"If you wish to hear me say that the timing is not adequate, I do agree. But technical problems sometimes impose a calendar that may not fit with the political calendar of the great world events [...]. We think that suspending commercial exchanges and imposing an economic blockade in fact equates to declaring a state of war. I know that such problems could well appear should we be confronted to a more serious situation than at present. But - and I have already declared in Parliament - the government has decided not to adopt such an extreme position [...]. We will defend the security and independence of France. We will also assess the political evolution and take into account what happens, or not, in Poland. We may come to reappraise our commercial exchanges, notably what pertains to that gas agreement", declared Prime Minister Pierre Mauroy in January 1982. Lionel Jospin, First Secretary of the Socialist Party, followed in his footsteps when he specified that "we must differentiate the human rights logic from the economic logic." On February 3, 1982, the leftist members of the government demanded that the huge gas contract with Algeria – over 9 billion cubic metres a year to be exported as from 1983 - should be signed as a token of their commitment to humanitarian principles and to France's cooperation policy with the Third World countries.

E. US geopolitical positions and equipment orders

The Italian government quickly joined the French authorities in their rejection of the American sanctions and embargo, while German Chancellor H. Schmidt declared that his country would honour its contracts, during a private visit he made to the us at the end of August 1982. The us administration was also divided on the subject and frequent clashes occurred between the supporters of a more flexible position and the hard-liners who mainly came from the military and Foreign Affairs milieus. The replacement of Alexander Haig by George  Schultz in Summer 1982 was significant in that respect, as it heralded greater cohesion within a us administration that was more bent on anti-Soviet postures than on transatlantic friendly relations. "The ten-nation European Community, which accounted for about two-thirds of the Soviet Union's $23 billion foreign trade with the industrialised nations in 1980, is now challenging the right of the United States to impose its leadership on a key issue, East-West economic relations [...]. Washington is resented for trying to force sacrifices on European industry at a time of record unemployment in Western Europe - more than 16.5 million people are out of work, the highest number since the Depression - while the United States continues to sell as much grain to the Soviets as it can"
: Such was the analysis of the situation by Time in August 1982. Indeed the us sold 14 million tons of grain between October 1981 and September 1982. The key question was thus to know "where [was] the West's true interests in dealing with a Communist system that is failing on a socio-economic level, but has turned into a mighty military power on a par with the United States. Should the West lend a helping hand in the economic development of the Soviet block in hopes of influencing political evolution behind the Iron Curtain? [...] The pipeline has suddenly become the concrete symbol around which swirls the present intra-allied polemic. For the Reagan Administration, it has emerged as a test of Western European loyalty to American leadership in the alliance."

Both governments and firms in Western Europe maintained their "business as usual" approach. They indeed considered that East-West relations had to be maintained in a context of normalisation as a way of easing tensions in Europe and promoting a more relaxed diplomatic and military approach from the Ussr. The link between trade and détente had to be preserved, if only to deter the obsidian psychology of neo-Stalinist Brejnevians
. Conversely, the us doctrine became more and more aggressive – a strong and coherent anti-Soviet coalition could help rapidly weaken a decaying Soviet economy and eventually cause a turnaround in policy-making that might urge the Ussr to renounce its hard-line strategy
. What was at stake in the Siberian gas pipeline project was of geopolitical importance, i.e. an economic war with the Soviet Union, which both French President François Mitterrand – as he clearly expressed in an interview with The Washington Post on 15 June 1982 – and Germany strongly rejected. On top of that, the possibility that 300,000 prisoners from the Soviet Gulag might be forced to work for the building of the Siberian pipeline had a devastating effect on the Western European public opinion, even if no hints were provided to confirm such a hypothesis.

"Certainly we can delay the pipeline, and we may bring the Europeans around to stopping it altogether", declared Lawrence Brady, us Assistant Secretary of Commerce in July 1982. But in concrete terms, us retaliation did not have much impact: ceilings were imposed on imports of European steel in Summer 1982, and some American firms  and their European subsidiaries had to keep out of the Siberian gas pipeline project. Caterpillar Tractor had expected to supply $1 billion worth of road-building and pipe-laying equipment, but was replaced by Japanese Komatsu and German Liebherr. In fact, the us embargo and restrictive measures only influenced the evolution of the contracts. As General Electric Co (ge) could not give aeg Kanis, Nuove Pignone and John Brown the right to build gas turbines under its own patents
, Western firms were caught in a deadlock, as they needed key parts (the rotors) from ge’s licences. For example, the deadline that aeg Kanis had to meet for the delivery of the first five 10 mw turbines was August 1982, and the 25 mw turbines were scheduled for October 1982, whereas it became obvious in February that it would not get the ge rotors. The concrete consequences of the us measures could have thus caused considerable delays in the building of the Siberian gas pipeline. Only Alsthom-Atlantique had the ge patents for the manufacturing of such rotors – while Howmet, a subsidiary of French Pechiney, held patents for the cobalt alloy for the production of the rotor fins and the necessary expertise to build the whole turbines in its Belfort factory, thus avoiding the effects of the us embargo; but it lacked cash to invest in the equipment to start producing them, which should impose almost a one year delay. This new situation led the Russians to consider ordering turbines from Rolls-Royce or Fiat – with no us technology – but as early as February 1982, it appeared that a two-year period was necessary for the manufacturing of these machines.

Similarly, Creusot-Loire, Demag and Dresser-France depended on ge or Cooper technology for the production of compression and refrigeration stations. But the French Industry Minister ordered Dresser-France to honour its order for 21 compressors, which led to blacklisting that firm in the United States. Indeed, any us ban on technology exports could severely affect France's global energy policy, especially its nuclear strategy – which was first launched in 1973 –, as Creusot-Loire and Framatome, the key nuclear equipment firms, heavily depended on us Westinghouse, Rockwell, Texaco or Allison technologies. On 26 August 1982, Creusot-Loire and Dresser-France were blacklisted, which meant that they were not allowed to import anything from the United States. Even if the us authorities announced their intention to limit the scope of their reprisal measures, these were clearly intended to intimidate and deter other firms from developing trade relations with the Soviet Union any further.

F. Whom to business obey?

The famous principle of extraterritoriality – e.g. the ability of us authorities to pave orders to us firms abroad – was strongly disavowed by European governments. A 1980 British law protecting trading interests and British companies from American antitrust suits was invoked by Britain trade secretary Cockfield on 2 August 1982, which opened doors to John Brown to start producing turbines even without the ge-patented rotors. In parallel, in Summer 1982, Dresser-France submitted to the French government's ukase: It forwarded its first three compressors on board a Soviet ship and launched the building process for the other 18 machines, with the support of the cgt and cfdt trade unions who defended the interests of the 800 employees of Dresser-France in its Le Havre factory. Companies decided to follow up governments’ decisions to ignore the us embargo and sanctions-to-be: there was “no compromise in the pipeline”
. 

“Whom does business obey?”
: Corporate executives had to balance the social and financial interests of their company and geopolitical constraints. John Brown’s dilemma was clearly set by The Economist: “John Brown’s turbines division, which depends entirely on rotors supplied by American ge, provided 14% of the group’s £680m ($1,3 billion) sales in the year to March 31st and 12,5% of its £14,2m pre-tax profit. The Siberian order to supply a total of 21 turbines is worth £104m ($182m); turbine order for Abu Dhabi, Oman, Papua New Guinea and elsewhere are worth another £150m. If John  Brown obeys the sanctions, it will lose its biggest single order, pay huge penalties to the Soviet Union and – in theory – face fines by the British governement. If it fulfils the Siberian contract, there may be no rotors for its other orders. Its turbine division, employing 1,700 workers, could go down the tube. And John Brown’s 11 American subsidiaries would face the immediate wrath of American law.”
 High tension was reached on the Clyde area all the more because John Brown Engineering was recovering from the crisis of its group and trying to emerge as a viable company
. It became a large issue among business circles, and even The Economist, when it draws the lessons of the argument, conceded that the us government committed errors, among which “to impose, without any hint of compensation, sanctions against Russia that hit hard at European engineering, an industry that is as depressed by lack of demand as American farming is by overabundance of supply. For several of the European contractors, loss of the Russian orders, plus resulting damages for breach of contract, could mean something perilously close to brankruptcy. To West Germany’s aeg Kanis, for example, the Siberian pipeline represents half of the order book”

Such considerations explain that the first orders were completed as soon as Summer 1982 when equipment left western Europe to the Ussr: “A Russian freighter was due to sail from Le Havre on Friday, August 27th, with Dresser France’s first three compressors on board [...]. With less fanfare, Britain’s John Brown Engineering prepared to export on August 22th six turbines designed by American General Electric Company. On August 25th, West Germany’s economics ministry ordered aeg Kanis to ship by rail the five completed American-designed due for delivery by the end of September [...]. The Italians were to dispatch four compressor stations and seven turbines made with American knowhow from Florence [Nuove Pignone plant] on August 27th”
: “It’s business an unusual with the communist word”
. The Siberian gas pipeline carried the first flows of gas in January 1984, but it was only a token delivery as only four pumping stations were ready and the eighteen others not entirely completed. In April 1985, six months ahead of schedule, six gas pipelines started functioning and carried gas from Northern Siberia to the West – to Russia through five pipelines, and to Western Europe through the sixth larger one. The Siberian gas pipeline project was thus a success, and the Ussr overtook the us as a gas producing country, owing to the immense efforts and investments of its 10th and 11th economic plans. It indirectly helped Western Europe diversify its sources of gas supply. It widened its market and opened to Black Africa and the Middle East with the shipping of liquid gas. It also tackled the North African market – which was not self-sufficient – and provided gas through trans-Mediterranean pipes
.

Conclusion. Much ado about nothing? Business and economic history within diplomatic history
We may say that the Siberian gas pipeline case was used by the us to stress the political changes brought about by President Reagan who succeeded Jimmy Carter; he would from now on advocate a hard-line geopolitical strategy and call for more vigilance in East-West policy-making. Anyway, the confrontation between the United States and Western Europe came to a close on 13 November 1982 when President Reagan decided to lift the embargo – which was actually lifted for the pipe-layers (such as Caterpillar) in August 1983. He thus acknowledged the fact that us-Europe relations had been seriously deteriorating for months, which was detrimental to the transatlantic alliance. In fact, the cia and various other experts and institutions agreed that the us sanctions could not be durably effective and that they would just delay the building of the Siberian gas pipeline for two or three years, at the utmost, while widening the gap with the European public opinion and within Nato. And we cannot here argue about the question whether such economic embargoes are relevant and effectual because such means to short-circuit them have been used that their efficiency could be questioned indeed
.

As explained in the introduction, the key question of the present study is to assess whether trade may remain neutral, aloof from any geopolitical considerations. In other words, could Western firms take part in such huge contracts and consequently help the Soviet economy, favour currency revenues, sustain the growth of the Ussr and be eventually instrumental in the strengthening of Russia's military power? Could they be accused of helping maintain the Brejnevian totalitarian regime, against Nato and the Free World? Trade unions contended that they solely fought for employment; firms were mainly concerned by their industrial and commercial activities, their factories and their technological development. The paradox is that the United States tried to blackmail Europe by imposing a ban on technology exports while explaining at the same time that its main goal was to protect European countries from a potential blackmail by the Ussr through a future ban on gas exports! The study of this case clearly shows the existence of strong and intimate links between firms and national authorities' interests - even in the us – as happened in the 1930s and 1940s when firms were involved in larger State considerations and strategies. It also points out the profound ties and interdependence that existed between European and American industries through numerous technological links – as exemplified by the Airbus case some time later –, a situation that the us administration somewhat failed to acknowledge.

From an historian's point of view, this study also highlights the shortcomings of any embargo policy – as proved during the Napoleonic times, in Ethiopia, Spain, or South Africa. Could the Reagan administration seriously envisage imposing such a ban on technology exports to Europe? Was it merely lip service, or some form of recklessness? Conversely, we may retroactively note the pathetic efforts deployed by Europe in its attempt to fight against unemployment by resorting to Soviet contracts, without really reappraising its industrial and services strategies (the drift towards the third industrial revolution
). Some time later, it became obvious that, from a financial point of view, the Ussr could not go on importing equipment and technology as its own economy was crumbling. The Comecon countries' external debt reached $70 billion in 1980 and they began restricting their imports because of the contraction of investments
. The Soviet system had already started its slow and progressive decline, which condemned Europe's hopes of using Soviet dollars.

The final conclusion we may draw from our analysis is that the Siberian gas pipeline case was nothing more than the Siberian gas pipeline project, that is the building of a pipeline that was to carry gas from Siberia to Europe, in spite of the geopolitical stakes envisaged by the United States or the diplomatic postures adopted by the Ussr. It was a mere business deal in steel pipes and machinery worth $10 billion, and in no way a challenge for East-West balance of power or a leverage to gain some key advantage for the Ussr in the hypothesis of a future war. These pipes – whatever their diameter – were not to funnel any armoured vehicles or tanks! The initiatives of the firms involved in the project were essentially oriented towards short-term concerns about profit and revenues. They favourably considered economies of scale through the increase in their sales to Eastern and Comecon countries, especially in the case of companies in the sector of equipment goods production; they had to recoup the cost of technological innovation and R&D; they also had to preserve their skilled labour force - all factors that are part and parcel of global profitability. This may globally explain the "business first" creed that was adhered to by the competing community of companies that exported factories or equipment to Eastern countries, all the more so as the political stability of these regimes, the "bartering" habits, the solvency of combinates or State trade or finance entities, the recurrent rescheduling of State debts and the exchange controls provided solid guarantees compared with the instability of numerous Third world outlets. 

While economic and financial risks were thus alleviated, Western managers had to ponder on the risks linked to the geopolitical and diplomatic environment. Indeed, trading with these totalitarian regimes meant crossing a moral borderline; it implied doing business with "the Devil" – at a time when the Ussr was being demonized by the us, Nato and sometimes Cocom. And this, in spite of the somewhat ambiguous attitude of the United States and the active trading relations between the us food firms and the Soviet Union. Companies were therefore obliged to consider various ways of promoting their interests through the numerous lobbies, political circles and clans, either in France or in Germany, in order to undermine opposition to intense trade with dictatorships. They had to win over public opinion, while battling for their commercial and financial interests. And the obstacles they met were numerous – Cocom's reluctant attitude, us embargo, dependence on American technologies and patents, etc. Free trade was hindered and delays – from two to four years – had to be dealt with.

In fact companies had the support of their own national authorities. National solidarity was turned into the promotion of the countries' interests – employment, currency revenues, energy supplies, trade balance, etc. Lack of morality, the sad privilege of wild capitalism, was assumed by the State and became Realpolitik. Political and geopolitical considerations, which were first seen as obstacles to the companies' commercial strategies, eventually became assets as the State economic and diplomatic apparatus was called upon to preserve national interests against us pressure. Firms were granted some sort of a "patriotic label" and acquired their commercial and financial freedom. They gained the legitimacy they needed to go on trading with Comecon dictatorships. Thus was confirmed the idea that the activities of multinational companies cannot be isolated from the political choices of the States, whatever the regime be. Furthermore, several governments considered that the intensification of commercial links between the East and the West could contribute to the acceleration of industrial growth and thus favour the improvement of living standards - and eventually social appeasement. The concept of "convergence" of the political regimes thanks to the growth of per head revenues – a modern version of "goulash socialism" – and the idea that the establishment of a consumer society in the East could pave the way to democracy, would eventually lead to the dismantlement of the ossified mentalities that formed the bases of the Cold War. Multinational companies were therefore endowed with some kind of a mission in this political process, and geopolitical interests met business interests. But, since revolutionary events occurred in Russia in 1989-1991, we can question the relevance of this “convergence” theory: to mix business and geopolitics has always developed dubious effects; we cannot even deliver morale lessons about short-term interests or greed shown by corporations. The ultimate ‘morale’ has been drawn by The Economist itself
, which insisted on the necessity to elaborate actual co-operation process between governments confronted to issues mixing business and geopolitics instead of uniletaral stances by the us authorities; but such a morale might still been invoked in the present times because no efficient and consensual means have yet been met to define some kind of international business law...

Abstracts
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