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QUTLINE
SECTION I
1. The first section of the paper will define the scope of the
paper; our typoleogy will be based on the overall energy policy options,

broadly defined, of groups of developing countries. On that baSJJ, we
will analyze the issues and options for three case types:
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(i) developing countries which are marginal oil and gas producers
with the potential for continued self-sufficiency, exports,
and even deficits depending on domestic policies and trends
(Egypt, India, Colombia);

(ii) o0il deficit middle incomce semi~industrialized countries 3
(Turkey, Brazil); and 7

{iii) oil deficit low income agricultural based countries (Central
America, West Africa).

TR PR R Sl

It is our contention that the issues and options facing countries which
are described by the above types are very different. Thus, for
ccuntries in group (i) the basic issues is one ¢f demand management:
e.g., options may exist to control domestic Consumptiod, and even to
generate a marginal exportable surplus for balance of payments purposes.
Equally, domestic trends could push these countries into a deficit
position. For group (ii) flexibility is limited due to the demands of
a_more advanced _stage of industrialization, and the concomitant heavy
dependence on imported energy stock. Policy options are ccnstrained by
‘these import needs. The need for private capital flows to finance
imports will continue to grow. Group (iii) countries also face
difficult balance of payments problems_in the wake of rising energy
Prices, with 1imitad FiTAmcial a@bility to manage deficits. In addition,
due to relatively low levels of industrialization, a high percentage of
energy needs continue to be met through traditional sources. The medium
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term structural shock therefore may be less; however, the implications
for longer term growth may be more severe. In these countries,

Aalternative energy source_development will be important as a medium

and longer term soluticn to energy deficits. We would like to note
that as with any typology not all NODCs will be exactly described by.
our cases.

SECTION TI ‘

2. The second section wi'l discuss the.linkage between the inter-
national energy "crisis'" as described i Scenﬁfgéjll, and the above case

types, outling the major domestic finanéial and developmental issues.

Our concern will be to describe the macroeconomic implicaticns, in terms
of two major variables: first, balance of payments constraints and
second, domestic resource allocation as it affects income growth, economic
structure, and development expenditures and equity considerations. We do
not anticipate preparing new quantitative projections of the above factors
for our case types or individual countries as this work has been completed
elsewhere and is outside the scope of this paper. Rather, we will focus
on the broad outlines of the problem and the policy implications. We will
argue that all oil deficit developing countries will face obvious growing
current account Jifficulties as a result of the increased costs of imported
energy. The implications of such a trend include:

(a) overall slow-down.in the ability of developing countries to
. e LT

borrow in international capital markets;

T e b

(b) and ever growing need to press for the expansion of exports
or suppress.imports. =
I

Such efforts may run directly counter to developed countries efforts at

" protectionism which may develop due to similar pressures. In terms of

domestic issues, growth rates in the developing countries will be adversely
affected. Domestic policies will be affected by the politics of immediacy/
scarcity. The need to export will influence patterns of internal rescurce
allocation. Gevernment policies designed to address equity considerations
may be constrained by more immediate ravenue considerations and demands,
Possible negative effects of a mini-recession in the developing countries
will be different thag.thoge experienced in the developed ceountries.
Unemployment rates in OfﬁE§>are in general high and will continue to be
high; more important will be the impact of declining government revenue
available for development and welfare purposes.

SECTION TIII

3. Section IIT will analyze the main energy policy issues for each
case type, citing general examples from illustrative countries. For each
group we will pose key questions meant to describe a major issue:

(a) For group (i), ccuntries which maintain a precarious energy
balance are faced with a policy option; given high inter-
national petroleum product prices and growing demand, will
governments attempt to control the growth of internal energy
demand in order to maximize both the volume and value of

-

T el s D

R A L A AT T 7 A I 4

B P ST ey WW;}Y

T e ST IR , pr evon A L



Hroee oW

.
—_ o F Py

-3 - o .

exportable surplus? There are two elements to such policy: first,
the overall dampening of the expansion of domestic demand

and second, a substitution of lower value energy product
alternatives for higher value exports. In addition, governments
will be faced with the need to both closely monitor and control
domestic demand even in cases where exports are not an option -
in order to avoid possible deficit/import requirements, '
Domestic price policy for products will be the most important
instrument in this context.

(b) For group (ii), the overwhelming question will be how to
sustain and finance imports of required energy needs,
industrial feedstock and consumer gocds, These countries

"will exert pressure on the international trade and financial
system. The demand for capital flows will continue as will
problems of repayment of existing debt (Turkey). Access to
developed countries' markets for their exports will become
increasingly important (Brazil). Case (ii) countries could
benefit most frum the development of industrially suitable
«alternative energy technologies including biomass, nuclear
and synthetics;

(c) TFor group (iii), the main issue will be hew tc develop

commercially feasibly alternative energy sources which

would be suitable for power generation, cooking/processing -
and transportation, while managing the medium term balance '
- of payments crisis brought on by rising imported energy

costs. In addition, these countries also face an "alternative"

enew.gy crisis, as traditional fuel sources hecome scarce and

expensive (deforestation).

SECTION IV

4, In Section IV we will attempt to outline the constraints which
the 01l deficit developing countries face in addressing energy issues.
The coverage will be limited to the energy issues {ref. Section III) and
not the ovegall economic issues detailed in Section II. We feel that the

constraints to action can be categorized as follows:

(i) : Financial: including lack of capital for investment in new,
alternate, or even domesiic oil and gas development, and the’
shortage of foreign exchange for technology imports.

(ii) Resource: prospects for major oil and gas development are limited,
and there is little commercial interest in developing the small
or rather limited potential which might exist. (Linkage to the’
financial constraint (i) particularly for oil and gas exploration.)

N

LR R N P L ) - - BT e ot et et e

- N . - . . - a



-4 -

(1ii) Technology: for alternate or new scurces there is little actual
progress to date in moving from the laboratory to the market
shelf. ¥For oil and gas? ({See issues, e.g., small-scale
refineries, product mix issues? Distribution issues? Other?)

(iv) Planning: 1LDC response to the energy problem is hampered by a
general lack of data and overall energy assessuwents; by a
shortage of skilled manpower in energy assessments; by a
shortage of skilled manpower in energy planning; and by an
inadequate institutional framework capabie of linking planning
and forecasting to decision making processes.

SECTIOR V

5. Our conciuding section will assess the impact of these issues and
trends on developed countries. Our conclusion will be that as oil deficit

LDCs comstitute only a small percentage of world energy trade, they will

not be dominant actors from the point of view of overall energy supply/

demand. There will be a growing pressure for market access by 0IDC's

exports and certain OIDCs will present difficult financial situations.

However, it is also in the political domain that the 0IDCs will present

serious concerns to the industrialized countries due to the possible domestic
instability and pressures which national energy policy decision: and options
may create in these countries in the decade to come. Slower srowth in inceme,
reduced resources for investment cften ror sectors with equity considerations,
possible attempts to contrcl domesiic demand, priority given to export sector, -
may all cut into development and equity gaing of the past years. Structural '
adjustment may be difficult and politically painful. Tu an age of rising
development expectations, the political management of these issues will take
place in increasingly volatile situations. It is therefore in both the
economic and socio-political context that high priority must be given to

the resolution of the energy poliey problems. of the oil defi:it developiny
countries. ' :

-
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I Adjustment Process of Japanese Economy to the First Oil Crisis.

[

1. Japanese Economy before the First Cil Crisis

To understand the peculiarities of adjustment to the first oil crisis,
one ought to take many factors, unique to the Japanese econouwy, into
consideration. The following are the most crucial of all;

(1} After the miracle 1960's with an average 10% per annum economic
growth the trénd toward lower growth started at the beginning of the 1970's.
This transitibn, bringing with it a sharp reduction of capital ihvestment,
unavoidable large demand/supply gap and a large current account surplus,
without any other turbulance, was burden enough to the Japanese economy.

(2) As a result of the high growth of the 1960's, the size of the
Japanese economy had become second only to that of the United States among
non-communist countries by fhe beginning of the 1970's. Despite the
low-posture foreign policy of Japan, it has been ineﬁitable that even a

slight fluctuation of the Japanese economy exerts a large influence over

“other small countries. Yet the Japanese did not properly understand what

otﬁer countries expected Japan to do under the changing conditions of the
international economic system.

(3) Before the first oil crisis Japan was takiﬁg part-inlthe syn-
chronised upturn of the economies of the majdr OECD ccuntries and the -
economy was at the climax of an upturn of 22 successive months when the oil
crisis came. The government continued to foliow a lax monetary policy out
of its concern about the deflationary effect of the "Nixon Shock" in mid'
1971. The rate of increase of M2 in 1971 was 24%, 24.7% in-1972 and between
January to chober 1973, M2 was running-at éver 20% p.a.. The Japanese
economy, therefore, has already‘been headiag forrfhe explosive inilation

of 1974,

‘2. Japanese Adjustment Process

The real issue of the first oil crisis was not a cuf in the quantity

L

of o0il supply but zn unprecedentedly rapid price rise and an intolerable




-

crisis situation created by a latent fear that Japén'; oLl supplé\wquld
end. Co -

The o0il crisis imposed an internal shock to the system in the form 6f a
350% price hike and the adjustment te¢ it means the process of regaining new
equilibrium for the system which was severely disordered. As a consequence

of this oil price hike, four major disequilibria were introduced; (1) extremely

high inflation, (2) large balance of payment deficit, (3) very low economic

~growth and (4) ﬁigh unemployment. The economy was forced to recover fron

this disorder, (often called a trilemma or stagflation) and restore the
equilibrium on these four fronts. Although all countries had to aim basically
at thersame target, the Japanese adjustment process haslbeen regarded as a
rather smooth and sucessful one. The characteristics cf the Japanesé'adjustment
proceés'can be summarized as follows: . -

Firgt, Japan sought to achieve the four policy targets one by one;

a step-by¥step approachrw;s followed instead of geeking a simultaneous solution
to more than one target.

Second, although these four problems came to the Japanese economy
viffually simultaneously, a step-by-step approach to economic pdlicy meant
that equilibyrium was tried to be restored first in inflation, then in the
balance of payments, then in growth and finally in the labour market, matching
with the.order of the length of response delay 0% each variable.

{1) VWhen the first o0il crisis came in 1973, the Japanese goverﬁment
perceived this as a problem of inflation rather than of employment.or-of any-
thing else, The Japanese government, therefore; concentrateq on anti—infiation
policies to the virtual disregard of the other three difficulties.

_ One of the underlying factors for thislchoice was the fact that the
first conspicuous symptom of the“oil'crisis was an éxtremely high rate

of inflation, which came to be call Kyoran Bukka (inflationary craze).

"It was particularly traumatic because sharp price rises were accompanied by
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panié buying resulting in sudden shortages of goods 1like wéshiﬁé'
detergent and toilet paper. As a result the social and political
congiderations for calming down this explosive inflation were more
important than the purely economic ones.

In addition,‘the Japanese economy had already been gathering a

great deal of inflationary momentum in the period before the 0il crisis.

"Even without oil price increases, it woeuld have required drastic treatment

to reduce fﬁtufe inflation.

Fortunétely, fears of unemployment were mitigated by the iapaneser
employment practice-based on 1ife'long employment and seniority wage
systeﬁ. Thus, the fourth target of diminishing unemployment could be
left aside until a later stage of the adjustment érocess.

As a result, the Bank of Japan took very siringent moﬁetary policy
measures with a 2% rise of official discount rate to 9% at a stroké and
restraint on private bank lending through tight window guidance.

With the stringent money supply policy, the workiné of the competitive
market mephanismrcarried out the process of calming down the inflafion.
Bargaining on price between suppliers and users of.raw materials and
componentS‘ﬁecame tough. An upstreanm sectdr coulﬁ only pass on to
downstream sectors a part of the production costs, c#uséd gy the o0il price
hike, the proportion depending inversely upon the level of excess supply in
each sector.

Nevertheless, the effect of thé tight monetary policy on wage rates

was delayed, which continued to increase by 26.2% 1974, consequently the

- corporate sector was forced to bear the initial burden of adjustment through

a sharp reduction of profit between 1973 and 1975.7

“As the rate of‘unemployment rose gradually, the 1abour market began
to behave ip accordance with the Philips curve. Thus, after 1973, the
wage increase -showed z marked moderation.

(2) The second target to be aimed for which is balance of payments
) ” ‘
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was achieved as inflation calmed and economic growth fell shaﬁélyf
Reflecting the sharp decline in industrial activity imports redu;ed sharply
in real terms in 1974 and i975.

On the other hand, exports kept increasing partly because of the
weskening of the yen.and strong export drive due to the emergence of exXCcess
supply in Japan and ever—growinglnon—price competitiveness. The current
account turﬁed to surplus in 1576 which shafply increased in 1977 and
stimulated préteétionist sentiment on both sides of the Atlantic. There is
no‘doubt that-the adjustment process in this sphere did bring about an
excessive improvement,

(3) During the struggle against inflation the Japanese economy
experienced negative economic growth in 1974, for the first time sincé-the
end of the war. In 1974 and 1975, exports were the only buoyant factor in.
the economy. Until 1978 the autonomous demand, i.e, ¢apital investment and
private consumption, did not play an important role. Between these two
periods the demandrfactor which was dominant was public investment. The
expenditure on public works was kept low in 1974 and 1975, but after inflation
had receded, it was massively increased from 1876 onwards. As =a coﬁsequence the
Japanesge econoﬁy gfew rapidly Quring 1976, 1977 and 1978 at €.5%, 5.4% and 6.0%

respectively. These rates, however, were slightly lower thau the levels

. expected by other members of the Summit meetings.

{4} In contrast to the rather smooth achievement of the other three

targets, the employment situation has kept deteriorating. ‘The‘unemployment

rate climbed continucusly from 1.3% in 1973 to 2.2% or 1.24 million unemployed

in 1978._ Employment related indicators for 1978 did not recover to 1973 levels.
This deteriération is partly explained by the refraction of growth trend.

The adjustment pfocess to the oil crisis from 1974 to 1978 took ﬁlace
relatively sﬁoothly, but at the cost of a deterioration in empioyment in

manufacturing.

o
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II Structural Changes under the First 0il Crisis. .

The first 0il crisis led not only to the repeatable and reversible
changes éiscussed in the previous. section but also to structural changes of
‘a non—repeat;ble and irreversible nature which have changed the initial
.conditions for Japanese économy in ﬁhe 1980's as it is faced with a new round
of oil crises.

Following-;;e the major changes in the 1870's which would influence the

course of development in the 1980's.

1. Refraction of the Growth Trend

Since the beginning of the 1370's it has been fashiqnable'amongst
some Japanese to talk about the refraction of the growih trend of Japan and
the end of the miracle 1960's. |

The o0il crisis made the refraction of the growth trend a reality instead
df assumption. The reduction of the expected growth rate has been confirmed
by surveys of businessmen's sentiment, but was giveqran official seal of
apprdval by the reduction of target growth rate in the goveruments's medium
term economic plan which is often used by corporéfe planners. ”Thers year
plan of the Miki Government in 19876 reduced tbe target rate to 6.25% from the
Tanaka government's 9.4%. Then, in 1979, the Ohira government's seven year
plan set 5.7% target for the years to 1985.

A reduction of growth trend is accompanied by a negative accelerator:
effect. As a consequence, private investment has dropped substantially. The
downward shift in the medium term growth rate delayed the »ecovery of
capital investment because of persistence of excess capacitf.

2, Changes of Industrial Structure

The change of industrial structure since 1973 can be characterized as

follows:
{1) ‘The share of manufacturing industries decreased and the share of

total production and employment of the tertiary industries increased

significantly.
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{2) Raw and intermediate materials supply industries such és steel
and aluminium, decreased in importance whilst processing indu;tries such
as machinery and pharmaceuticals became relatively larger.

(3) Emergence of structurally depressed industries and their adjustment
and restructuring.

The whole process of change in the industrial structufe can be interpreted
as movement‘from high energy consuming econoemy toward a more energy conserving
and more energy Efficient system at the expense of a painstaking adjuétment
process in structurally depressed industries., This change iﬁ itself shows

the highly adaptive and flexible nature of Japanese economy to new situations.

3. Changes in the Employment Etructure

(1) The manufacturing sector reduced the number of regular workers

by 10 per cent. As the economy began to recover from the middle of 1978

" this decline came to the end. And yet, Japanese companies hawe maintained

a very cautious attitude fo recruitment of regular workers and when the
econonmy picked up again they ténded to rely on increase of the hours worked
by regular workers and to increase the number of part-time workers,
pérticula:ly of women.

- (2) The Philips curve shifted upward because of a rise in inflationary
expectations as shown in Figure II-1. However, the basic relationship
between the unemployment rate and the rate of wage increase has been vadis-
turbed, and has been returning to that obtained bocfore the o0il crisis.

{3) Adjustment also brought about a change in gqualitative aspects of'
Japanese employment. Among the Three Sacred Treasures of the Japanese
eﬁployment system, pressure for the abandonment of the lifetime employment

system has been eased at the cost of the seniority wage system whilst the

" third treasure, company trade unions, were leit unaffected. The absense of

job opportunities for old and middle aged employees outside their present
employment has meant that the threat of unemployment is taken very seriously
by these people leading to their ready acceptance of even modest increases

in wages. The introduction of new employment schemes, such as a selective



-

retirement scheme, will exert influence on the distribution oi'iﬁgome
é ) between the old and middle aged employees and the younger. ‘ .

(4) A brighter aspect on the empioymeht front is the. increasing
importance of tertiary industries which are relatively labour intensive.
Thig pértly explains why the problem of unemployment did not become serious
in Japan, despité the sharp deterioration of the manufacturing Sector. In the
late 1970's, of those made redundant by secondary industry, as well as school

leavers, were‘abéorbed by the tertiary sector.

4. Changes in Fiscal Structure

The public sector played an important role in sustaining economic growth
in the absense of private capital investment. In this process public finances

underwent a sipgnificant structural change:

(1) The size of public expenditure in proportion to gross national product
increased substantially.
(2) The share of central government expenditure devoted to debt

serviecing is increasing rapidly,.

sl e g e R = s g - g

(3) Due to the increasing social welfare spending and stagnant tax

revenues because of persisiant recession, the government deficit has risen.

Public sector borrowing has increased significantly »nd the proportion of the

— e el e e B

; national budget financed by bond issues now amounts to nearly 40%.
The large public.deficit is of more than cyclical nature. The slow down
of increase in tax revenue, continuing increases in social welfare spending

due to aging of the population and increased debt services are the factors which

- contribute to the structural nature of budgét'deficit. New sources of revenue
are needed unless a drastic rationalization of public spepding is implenmented.

_ However, the result of the general election in the autumn of 1979 suggests that
the option of increasing taxes, ;hether direct or indirect, to reduce the
budget deficit, is politically limited.

5. Changes in Energy Demand and Supply Structure

74 per cent of total primary energy is satisfied by o0il in Japan and

88 perxr cent of all erergy is imported. It was natural, therefore, that after the
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first oil crisis strenuous efforts have been made in Japan téﬁindrease the
level of efficiency of energy ﬁse, hence it was not a totally whsted five
years.

Imports of crude oil declined slightly from 238 million tons in 1974
to 230 million tons in 1978, despite the fac£ that GNP: has grown on average
5.1 per cent. The total final energy demand increased at an average annual
rate of 1.2 per cent between 1973 and 1977 though GNP increased at 3.7 per cent,
so ' that the enefgy demand @lasticity to GNP was only 0.32 in 1973-77 in
contrast to 1Li7 between 1965 and‘1970. The oil consumptioﬁ per unit of ENP
fell by 14.2 per cent during 73~77 period., West Germany and France reduced
this index by 14.3% and 18.9% respectively but the reduction in the United.
States was only 1.9 ﬁer cent for the same period. In 1873, Jépan wés the iargest
importer of oil in thé world, but now Japanese 0il imports are only 67
per cent of those of thé United States. |

The following factors are cited as responsible for improved oil
efficiency of Japan.

(1) Japanese companies, especially in high energy consuming industries
such as aluminium, steel, cement, sheet glass and pulp and paper have
achieved considerable economy in the use of energy. |

(2) Efforts are also beiug made by the manufgcturers of ccnsumer
durables such as TVs, air-conditicners and cars to improfe the energy

efficiency of their products. The average fuel efficiency of Japanese 1600cc

‘cars was improved by 33 per cent from 9.6 km/litre to 12.8 km/litre between

1975 and 1978, according to 10 mode running tests by the Minisfry of Transport.
{3) Japanese economic system as a whole adapted to the high relative
priqe of.energyrthrough a decrease in the importance of manufacturing,
espécially energy consuming, raﬁ—material-related‘industries, and a dramatié
increase in the importance of the lowrenergy consunming tertiary séctor,
especially service industry.
Japanese Government is also endeavouring to improve the energy situation

through the Sunshine Project on new-enefgy development and Moonlight Project
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'aiminé at long term conservation.

However, there are‘éome worrying aspects on the Japanesefenergy scene,
First, salthough the ehergy efficiency of the industrial sector hés much improved,
the efficiency in the transport sector haé changed little in the last few years
and the energy consumption per unit of income of the housgho]d sector is
increasing at alﬁost the same pace as the period before thé first oil crisis. .

More significantly, the most worrying is the change in the structure of
the supply ofrcrgde oil to Japan. Refiecting the changing structure of the
world oil market, which was triggered off by the Iranian Revolution, the
share of Majors o0il decreased dramatically in 1979. In the second qﬁarter
of 1978, G8.1 per cent of crude o0il was supnlied by the Seven S}sters but
by the second quarter of 1979, this figuré decreased ﬁy 11.6 per cen% points
to 56.5 per ceht. This reduction caused by the application of fdrce majeure
clauses must be compensated by other sources,rif not, the Japanese economy
will suffer from a genuiné oil supply shortage. Japanese general tfading
companies, Sogo Shosha, tried t; fill the gap, as a result, DD and GG oil
increased by 12.3 per cent to become 31.7 per cenf ot Japanése supplies.

This seemns to have significant implications for the cost of o0il and the

stability and reliability of the supply of oil.

-; Figure II-1 Shift of Philips Curve

% Source: 1979 Fronomic

White Paper
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ITI., Limit to the 0il Crisis.

1. Classification of the 0il Crisis

The Iranian Revelution and succeeding political turmoil in the Arabian
peninsﬁla and the northern tier suggest that the world oil market will be

turbulent during the 1980's. In order to identify the type and magnitude of

oil crises cne must have a comprehensive takonomy of them.

0il criséé[;ave two dimensions. (see ‘Table I1I1-1). fhe first is the
form in which the crisis presents itself shown vertically. This may be
related to oil production, production capacity, distribution or price. The
other axis is related to whether the policy of OPEC countries is the cause
of the crisis or not. ‘

2. Arithmetic of an 0Qil Supply Crisis

The most important question, in considering Typé A crises, is whether
0il supply will be totally suspended or not, If this fear became reality,
consumer countries must uwltimately either: (1) increase energy efficiency or
(2) increase their energy supply from non OPEC sources, or, (3) reduce
economic growth or perfofm some combination of the three. However, the
pressure for these actions will be reduced if consumer couﬁtries build up oil
stocks. The bargaining position of consumer count?ieS'vis—ﬁ—vis OPEC has-been
strengthened since the first oil crisis by the increase of Qtockpiles (targeted
at 90 days use) and the emergency sharing system gmong‘the 20 member countries
of the International Ensrgy Agency. Japan, at the time 6f the first oil crisis,
had an o0il stockpile of merely 49 days, but now the private sector and
government stockpile together is running at more than 100 days.. The resilience
of consumer couﬁtrieé to supply cuts through holding oil stockpiles for-a given
magnitude of crisis, is analysed in Figure III-1,

for each Jevel of oil stockpile the length of time that change in oil
consumption can be resisted depen@s upon the extent and length of the oil supply
cut. The parabola CC indicates the combinations of amount by which oil supply

is cut and the period the cut lasts which a 80 day 0il stockpile can cffsect



' Table III-1

Classification of 0il Crises

(X) Independent from the policies

{Y) Caused by deliberate policies

cost" to official price,

of OPEC, of OPEC countries.
(A) 0il Production related 1. Technical fault,accident. 1. Pro rata production control organized
2. Natural dis&ster{earth- by the OPEC secretariat.
quake, cyclone). 2. De facto production control conducted
3. Strike,sabotage,guerrilla activities. by individual country independently.
4., Domestic,peolitical and social 3. Production geared only to domestic need:s
turmoil(revolution,intestine warx). 4. 0il embargo as 'oil weapon' strategy.
5. War (bilateral,multilateral).
(B) ©il Production 1. Limitation of recoverable reserve 1. Suspension of,or constraint on invest-
Capacity related of oil. ment in the expansion of production.
. 2. Destruction of production'capacity by 2. Suspengion of, or constraint on, ocil
sabotage,revolution,war etc, field exploration activities,
3. Decline of production capacity 3. Freezing a part of production capacity.
by lack of appropriate maintenance. '
4, Natural depletion of existing production
capacity.
(C) 01l Distribution related 1, Major incident at port facilities 1. Suspension or cut of supply of DD oil
: ‘ : and on tanker routes{Hormuz,Malacesa) and GG oil,
2. Guerrilla activities,war in port
facilities and on tanker routes.
(D) 0il Price related 1. Wild change of price in the spot market,. 1. Sharp price rise in real terns,
‘ 2. Increase of "hidden cost'" or "additional 2. Drastic manipulation of real price of

0il to disturb the development of
alternative energy, -




Figure ITI-1 Effectiveness of 90 days Stockpile

Daily amount of oil supply cut
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(1) Daily amount of oil supply cut is measured by the percentage of.tofal
domestic oil consumption of IEA member countries plus France expressed
in bafrels per day.

(2) Line 00 and Line AA move upward or downﬁa%d every year. This Iigure is
drawn using the numbers for 1976. -

(3) Here, the stockpile is 90 days of effectife oil stockpile.
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without any reduction in o0il consumption. The area to the riéﬁthgf'cc iﬁ the
crisis zong_which represents cuts which the stockpile cannot toéally cover.
However in reality the #risis zone is not the whole area to the right of CC.
So long as non-OPEC oil can be secured we can disregard the area above the
line 00 which indicates the share of OPEC oil in total oil sqpply. if we’
bglieve it is only the Arab member countries of OPEC which pose a real threat
of.a supply cut, the crisis zone is further‘reduced to the‘double shaded area
“below line AA#wﬁiéh represents the Arab oil exporters share of total supply.
In retrospect, the 1973 CGAPEC embargo (plotted-as(:)on the chart) is far
from the crisis zone if we had had 90 days stocks. In the samé-manner; the
supply‘disruption of 1979 caused by the Iranian revolution, which was equivalent
to the léss of the whole production ¢of Iran, 5.3 mbd, for two and a half
months (plotted as * in the chart) can seem to be about the same level of
crisis as 1973. If it ﬁ$,supposed that this supply cut continues further, it
will take 2 years to eat up tﬁe whole 90 days stockpile of consumer comntriss.
However, examination of these two cases does not assure us that we can always
manage a supply crisis. We have only examined once-for-all crises, but not
" a succession of supply crises.

In a oncé-for—all crises consumer countries reduce oil stock by the arez
of the rectangle opgr. The line CC shifts dOanard-in propertion to opqr to =z
new line C'C'{ This shift widens the crisis zone. In order to keep the area
7 of the crisis zone constant, consumer countries must snift the line CfC' back
towards CC, i.e. build up stocks once more.

However, if érises come in guick succéssion, stocks cennot be replenished
and C'C' shifts down further, and the crisis zone is further‘widened. This is
the most serious crisis and will continuously weakén~consumer countries’
resilience to further crises,

This is the reason why type X (non—OPEC generated) crises must be

distinguished from type ¥ (OPEC generated) crises. Ve do not expect type X




~14-

crises to occur successively, they are normally once-for-all. --But in the

case of type Y crises, producer countries could deliberately deploy this

i - successive crisis strategy.

So far only type A-X and part of A-Y crises have been discussed, but the
analysis can be extended to ali types. In the interests of brevity, however,
I shall only present here the main conclusions of - the analfsis.

(1) 90 days stockpile of oil is a ver# effective measure against oil
supply crises:fdi

(2) Whether the producing countries are hostile to consumer countries

or not is erucial. If friendly, most of the potential crisis can be managed
by using a part of the stockpile. If a hostile relationéhip preyails, the
crisis may not be once-for-all, but could be successiye. A succeséive crisis
situation seriously undermines the resilience of consumer countries to supply.
cuts.

(3) As long as the cut is limited to the production of“a'single country, it

is unlikely to .lead to an absolute o0il supply shortage.

{4) Potentially, the most serious case is the war among nore than two

e T L LR

large oil producingrcountries. Therefore, paying for political stability in

the Middle East is an important assurance against an absolute oil supply shortage..
(56) It should be emphasised that consumer countries should calmly

analyse fhe magnitude of the crisis and avoid panic reactions.

(6) The limitation of recoverable reserves of oil certainly exists but

¢ b T kP L A e e P e

this problem wili not be serious in fhe coming decade.
{7) If OPEC coutnries follow conservationist policies, it ié certain
f that demand for OPEC oil will come dangerously near to the production capacity
i of OPEC sometime in the 1980's.
{8) tﬁe notional gap foreca;t by IEA of 10 mbd in 1996 and 28 mbd in
2000 must be filled up by the éccelerated developnent of alternative'sources
of energy and energy conserxrvation at a faster pace than IEA presumes, unless the

world accepts the ultimate solution of lower economic growth., If the gestation
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perioecd of enerpgy development is on average, 7 years, by not making o decision

L

now we are faced with a supply crisis in 1987. . .
(2) The adjustment by consumer countries to the changing‘oil distribution

system due to the decreasing role of Major oil companies, should be made

carefully., Even if consumer countries make this transition smoothly, increased

shares of DD and GG o0il will give wider room for manoeuvre to OPEC countries.

3. Limit to 0il Price Change

The emergence of 'additional cost' such as signature bonuses and key money
and the increased size of the spot market inflates and increases the volatility

of the o0il payment bill for consumer countries. However, the effect of

additional costs on the oil payments burden should not be overemphasised. For

example, if the share of spot ¢il is 10 per cent, and the spot price is
running 15 dollars per barrel higher than cdntract oil, it only raises the
average price by 1.50 dollars per barrel. These type D-X criseé are relatively
ménageable, although they have important balance of payments implications.

The more representative type D crisis is a sharp increasé in the real

price of oil. In theory, the upper limit of the price increase is the cost

"of alternative sources oFf energy. The mcre the real oil price is allowed. to

rise by consumer countries limiting the repercussions of the o0il price rise on
their domesiic inﬁlation, the faster the price of oil approach'to the cost of
alternative energy. Detaching ghe 0il price increase from the rise of generzl
prices and thus raising the relative price of o0il is. very important in.setting
limits to increases in the price of 0il themselves.

The floor price of o0il is as important as the ceiling price,'because'it
indicates the extent to which OPEC countries can lower the price of o0il to
undermine the viability of alternative séurces of energy. This floor pfice
is determined by thg revenue required by the majority of OPEC countries to

sustain an acceptable minimum standard of living., This is further complicated

by uncertainty over what OPEC countries might do when. they recognize that large-

"scale development of alternative Sources of cnergy in consumer countries is
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inevitable, yet seek to take advantage of the long gestation périod of
investment in alternative energy. In the short run, QPEC can impose virtually ’
any price it wants. If this is the case, international politics may be the

only means to solve this problem.
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IV. Japanese Economy in the 1984's and beyond under Energy Const?aints.

The 1970's was the period when the Japanese economy was exposcd to many .
fundamental problems, none of which was solvedi The 1980's will be the period
when Japan will be forced to respond to problems such as (1) energy,

(2} distribution‘of income both domestically and internationélly and (3) defence
and national éecurity. In analysing the'perspectives cf the Japanese economy

in the 1980's;ﬂi§ may be necessary to look at the decade in two stages, because
the early years of the 1980's have already been resérved fof adjustment to;

and recovery irom the second oil crisis.

1. ©Stage I - Adjustment to the Second 0il Crisis

The Iranianirevolution has brought asbout several changes in the world
0il market, such as (1) decreasing role of Majors in tﬁe distribution of.oil,
(2) increased importance of spot market, DD o0il and (3) collapse df the normal
pricing system. The addition to the o0il bill of consumer countries is larger
this' time thon in the first oii-crisis. However, in contrast to 1573, this
time the price has increased in a series of sharp steps through 1979.

One should recégnize that this time tlie 0il crisis hit the Japanese
econony at a fa;'more favourable stage of the busines§ cycle than in 1873.

(1) This time the business cycle was in the early stages of an upturn
ra't.her than at its peak.

(2) The rate of inflation was decelerating and the money supply well
controlled. |

(3) The labour market has weakened despite a short-lived upturn in 1979.

Assuming that another 'oil crisis' of thié scale will noé recur within thrse
years, we expect that the adjustment process of'thg Japanese écbnomy to the
second oii crisis will be characferised as follows:

(1) There has been no panic because of the step-by-step nature of the
increase in oil prices and the experiences of the fi}st oil crisis.

{2) Although the rate of inflation in Japan is accelerating at present

it will be contained by tight monetary policy. The Bank of Japan,'in conmpany
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with other central banks, is following the precepts of monetarism. M2 has
been controlled within the range of 10.7 to 12.7 per cent increasé yéaf on year
and the target will be further reduced. . .

(3) Because of the structure of the labour market, a Philips curve seems
to have worked in Japan in the past. Tight monetary policy will ensure that
inflationary expectations will be contained and that-the Philips curve will
not shift upwards. As a result, wage increases will remain moderate as
exemplified by"ap expedted 8% increase in thé 1680 Spring Offensive.

{(4) Thi;'t;me the initial lead to recovery given by exports will bhe
weaker and shérter lived.

(i) Because all industrialized countrieS'have-tightened monetary policy.
simultaneously during 1972, a syncﬁronized-world—wide recession will occur in
1980, leaving little room for Japan to take adﬁantage of expanding overseas
markets.

(ii) Since Western industrialized countries increéasingly. followed
protectionist adjustment to the. first oil crisis, there is a temptation for.
this tendenéy now to be strengthened.

{iii) ' Excess capacity in Japan is smaller than before as a‘consequenca
of the adjustment of the Japarese economy to the reduction of its trend. Thus
the export driQe will be dampened.

‘(iv) Internal disturbances in OPEC countries, such_ag(the Iranian-
‘revolution and the seizure of the Great lMosque, may lead to a slowdown in
development projects which will reduce opportunities for Japanese exports.

‘(5) The role of ﬁublic works spending in sustaining the initial export-
.1ed recovery will be less important than after the first:oil crisis. This
és because the government will be preoccupied with reducing‘tﬁe budget deficit.\

(6) Because of poor export prospects and a-trend for higher imports,
the current accoun£ will remain weak, The need to_finénce this proposifion will
increase préssure for more internatiénalizationrof,Japanese-money and capital
markets.r

(7) The signs of strain on Japanese employment. practices, which emerged

in the last cycle of adjustment, will be further enhanced.
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2., Stage I - Towards an 0il Crigis Free Economy.

1) Three Types of Approach for‘Euergy Problem-sblving: .

Qur analysis of the nature of oil crises- leads to three types of approach
by consumer countries to a solution of the energy problem. (see Table IV-1).

{i) _Crisis Management: Here the fundamental sclution of the energy
problem is regarded as imﬁossiblet An oil crisis is accepted as fate and
- hence the most appropriate policy is to minimize the damage to the Japanese
economy, should aicrisis occur. The first prioritylof national energy policy
is placed upon c¢crisis management measures in a narrow'sense consisting of:

(1) Keeping the oil stockpile at a high levei and,
(2} preparingremergency measures such as restraint upon gas and electricity
consumption and a petrol rationing scheme.

(ii) Structural Adaptation: This policy aims at incréasing the counter-—
vailing power of consumer countries vis-a-vis OPEC. This approach requires
strong government intervention to shift resources into energy, especiélly oil,
saving uses; and into the develo?ment of alternative energy sources, Thisg
implies renlacing expensive energy by relatively less expensive factors,lsuch
as éapital, technology and skilled labour. |

{iii) Folitical Action: The third approach is based upon the belief that
the source of o0il crises is the hostile relationship between OPEC and consumer
countries. ZTmprovement of this relationship, and the establishment of an
acceptable agreement on the stable supply of, and reasonable return from oil,
should, tﬂerefofe, be the ultimate objective of energy policy. This approach
aims at removeing type Y crises (OPEC génerated) through collective political
actions of consumer countries. Several measures have been suggested, varying
from massive economic and technical assistance through the develépment of an
institution for collective bafgaiﬁing on oil prices ﬁetween IEA and OPEC to

a military threat.




Table IV-1

Profile of Three Types of Apﬁroach for Energy Problem Solving

(I) Crisis Management

(II) Structural Adaptation

(III) Political Actions

1. Type of Approach -Preparing only for mini- ~Inducing the substitution ~Establishing agreement
: mizing damage to the of scarce energy resources between consumer countries
economy when a crisis by relatively abundant & OPEC on stable supply of
occurs. factors,capital,technology, 0il & reascnable revenue.
middle & older aged exper-
ienced manpower.
2, Measures . -Stockpiling. ~Energy conservation Political action to remove
-Emergency measures ~-Development of new sources the hostile relationship.
of energy. ~Magssive economic & technical
~Institutional development assisatnce, :
"for this purpose. -Institutional development for
collective bargaining of
©0il pricing between IEA & OPEC.
~Military threat.
3. Nature of Approach ~Internal adjustment “to -Internal adjustment to ~External solution to
’ ' external crises. external crises external crises,
4, Time horizon of the . ~Short lead time -Long lead time -Discontinuous
measures ~Immediate effect ~=Taking long time to have " -Taking little time to have
cffect, effeect,
5. Perception of the . -Energy problem is one of -Energy problem is the most ~Energy problem is a pplitical
Energy Problem ' '~ the relatively important important problem. Even the problem and it is a problem

problems but not the
most important.

whole 1980's should be
reserved for the period for
the economy to cope with it,

of an international nature,
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2} Implications for the Japanese Econony. .

The recovery from the second oil crisis will be marked by th; emergence
of the Crisis Management approach in Japan. The oil stockpile is now (early in
1980) running at more than 100 days level. What is required is a sound consensus
in both government and the private sector the oil stockpile is not merely a-
buffer stock for smoothing a short-term fluctuation in price but a contingency
réserve to secure the long-term security of tge econoimy. The Japanese government
is reported tp ;édformulating emergency measures including a petrol rationing
scheme, Therefore, before the next cil crisis occurs, Japan will have completed
the measures necessary for Crisis Management.

The future of Japan will be very different depending upon whether Japan
regards Zrisis Management as the ulfimate measure against thé energy problem

or whether such an approach is accompanied by other policies. If the former

‘is the case, the Japanese economy in the 1980*s and beycnd will be characterized

as follows,

(1) As the world economy grows, so will the demand for oil, and the
demand and supply gituation will become tightef. Before long, the real price
of 0il is raised by OPEC. The economies of consumer countries again f£all into

recession, which is synchronized and is accompanied by tight monetary and fiscal

~policy. to control inflation. The cycle begins once inflation is brought under

control and economies are again reflated. The long term trend of the
business cycle will be constrained by the oil supply ceiling. In addition,
this cycle of oil erises adds a new dimension to the normal business cycle which
ﬁill overwhelm the normal stock adjustment and capital investment processes.

{2} Given a sufficient oil stockpile and eﬁefgéncy méasures, panic will
be avoided. Persistant pursuit of monetarist ﬁolicy willlensure inflation being
controlled.

(3) Japan must keep‘bearing tﬁé burden of‘heavf oil payments. To cover
this, Japan must increase exports, which may.lead t; ; c&cle of protectionism.

In these circumstances, further international cooperation on energy is unlikely.
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(4) The greatly increased amplitude of Japanese business'é&clés will
Jjeopardize longstanding employment practices as the periodic visié of crises
requires the employment structure to become more elastic in the short term.
However, the fact that these crises will become more intense in time, will
increase pressure on the employment practices that traditionally have enabled
Japanese industry to smoothly adjust its structure.

{5) Structu;al change Qill accoﬁpany thé controlling inflation and the
upturn of the e;ééomy. This will increase the problem of the distribution of
income between various groups. Hence this scenario implies that the source of
cfisis will be diséharged from the economic sphere into fhe political arena,

(6) Increased uncertainty brought about by these turbulant conditions,
will retard long range‘planning by companies, the government and even.consumers.
As a result, the Japanese economy iay suffer a further reduction in its growth'
trend, |

The development of Japanese. economy. under this assumption‘in which the
resources devoted to preventing an o0il crisis are kept to a minimum, will be
dominated by the cyclical wisitation of o0il crises. Theré will be a subdued
and staghant mood abouf the economy and society. Relying on merely Crisis
Management, thefefore, should not,‘and will not be‘the optior for Japan, althoughk
it'is inevitable that she will enter the 1980's with such. a péiicy.

A more constructive aftempt to attain an 0il erisis free ecoromy is the

Structural Adaptation approach.

. AT e Ty

(1) This approach reguires a-determined government initiative to enhance
‘the countervailing power of Japan and other consumer couhtries vié—a-vis OPEC.
The government induces capital investment in, and sets up an institutional
framework for substitution energy and energy conservation. The private sector
is expected to respond éensitively to the high relative price of oil.

The greater this surge of investment, the less serious will be the future
0il crises. Once the totai'amount 6f 0il savirg is perceived by OPEC as a threat

to its future, the power of this approach to .reduce OPEC pargaining strength
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will increase exponentially.r . ;

(2) To make this approach possible, a strong domestic consensus that
the fight against o0il crises is the most important objective in the 1980°'s
nust be estahlished. In addition,. the policy requires strong interngtional
cooperation among consumer countries, After all, saving of pil by individual
couﬂtries can be easily nullified by increased consumption by others.

(3) The development of new frontierS‘wiil expand émployment opportunities
which will mitiéaée to some extent, at least, the deteriorating employmént
prospects, Thié approach involves greater use of the experience énd expertise
of older workers,'and so may reinforce traditional Jaﬁanese employment practices.

(4) OPEC countries may disrupt this policy by allarge, sudden reduction
in real o0il prices once 6il energy substitutes have been formed. In these
circumstances consumey countries may have to impose a tax/subsidy system to
equalize the price of oil to the cost of alternative sources oi energy. The
sane system could also be employed when the difference bétween the cost of
non-o0il energy and the o0il price has decreased but not to the extent that the
private sector is justified in investing in alternative energy sources and in
conservation,

(5) The cfuéial problem in taking this approach lies in the transition
frcm the period of Crisis Management to the time when the threat to OPEC posed
by Structural Adaptation measures i; sﬁch that OPEC adjusts its policies.

(i) From an energy econcomist’'s point of view, monetarism imﬁlies neans
allowing an increase in the price of cil when an oil crisis oceurs, so0 narrowing
the gap with substitute energy costs. Monetarism will, therefore, accelerate
Structural Adaptation. However, strong government interventidn which is a 'pre-
conditioh for a Structural Adaptation programme, éontradicfs the free market
world of monetarism. |

{ii) Increased uncertainty brought by the potential threat of o¢il crises,
will keep the saving ratioc of Japan at its traditionally high level. However,

becausé the economy cannot provide good investment opportunities there wilil be
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an exceés supply of capital. Thé Structural Adaptation approach aims at

'employing_this capital dramatically, and it implies delaying the full inter-

nationalization of the Japanese capital market.

On the other hand, in thé world of Crisis Management which involves
¢yclical visits of protectionism as well as oil crisés, the pressure oﬁ further
internationalization of the Japanese capital mafket will be strong.

In order to undertake the transition from .Crisis Management to Structural

- -

Adaptation, a neﬁﬁparadigm of economic policy which links these two different

e "

dimensions will have to be established.
Japan will not be able to take any imitiative under a Political Action

approach. It is unlikely that Japan will entirely change its traditional low

posture foreign policy and quickly restore the asymmeiry between economic and -

military power, although symptoms of change can be detected. Therefore, in tﬁé
earlier part of 1980'x, this option is not open to Japan.

However, this does not necessarily mean that other Powers, politicnilly
more influential, will not be tempted to take hawkish Political Action. An o¢il
crisis is cavsed by increased politicization of the oil econcimy by 'OPEC. Consumex
countries have endeavoured to cope with the problem so far only by mobilizing
econoaic instruﬁents. However, in time, excessive politicization of the oil
economy could lead to the politicization of means to solve the oil problems.

If this Political Action approach is attempted by other countries, Japan

will be affected by the impact of this action, not only on Japanese oil supplies,

. but also on international relations in general. Japan will be forced to support

such action probably only dndirectly. The more hawkish is tae action, the

higher the risk of a supply cut and a price increase, The vulnerzhility of the

Japanese energy supply structure will make Japan try fo'stay out of trouble.
Howeyer, should this action be taken by others, its economic implicationé
for Japan are enormous:
{1) The extent to which Structural Adaptation has been achieved in Jqpan

when Political Action is takenm is crucial. The worse is the bargaining position
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of consumer countries taking political action in terms of theifrreiative
dependence upon OPEC oil, the more hawkish that action will be ana the more
difficult and costly it will be to maintain any equilibrium that is attained
with it.

Japan will never be in a position to pfomote or participate directly in
Political Action in the early stages of its Structural Adaptation. However,
in later stages, in which the resilience of fhe Japanese economy to an cil
crisis will be éréater, & higher degree of. commitment by Japan torPolitical
Action of a relétively doveish nature is likely. -

(2) The economic benefit of Political Action is the stability of supply
and price of o0il and not cheap energy. As a sweetener for OPEC cooperation,
it is 1likely that the real price of oil consumers pay will have to rise, so
that the balance of payments burden will be higher-than it would otherwise be.w

(3) Thié approach will accelerate the development of oil resources
otherwise explcocited nmuch later in the century. The solution to the oil shortage
is regarded as the further development of oil not ol o0il substitutes. However,
it does not solve the long term problem of the absolute limit of oil resources
and this approach could advance the date at which this iimit becomes a pressing
problen for Mankind.

Ip conclusion, the likely course of development of fhe Japanese attempts
té attsin an oil crisis free economy will be as follows. In the beginning of
the 1980's, it is unavoidable for Japan to rely upon the Crisis Management. But
before long, thé consensus will emerge among.Japanese that meré Crisis Manapenent
is far from desirable, Then, undergoing the difficult transition period, for th=
navigétion of which creative economic policies as well as'strong government and
a responsible private sector are nee@ed, thé Struétural Adaptation approach will
be accepted. At an eveﬁ later stage, Structural Adaptaticn will be accompaniéd
by doveigh Political Action.

No matter which approach is taken, international cooperation-and solidarity

among consumer countries is necessary to cope with the common preblem of future
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oil crises. After all, the energy problem is global by nature;.and naturally

requires international collective action for its solution.
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i Tentative outline of W. D. Nordhaus,
| "Energy Policy and Fconomic Growth:

Past Performance and Prospects for the Future"
|

The basic purpose of the paper is to examine the linkage
between the energy market and overall economic activity. Consig-
erable attention is given to recent behavior in both areas, as
well as to developing an analytical view of how the interaction
takes place. The centrai question is an analysis of the effects
of alternative energy policies on overall economic performance.
The four policies are: laissez~faire, aggressive energy taxation,
slowing economic growth, and efficient pricing. Policies are
evaluated in a small aggregate empirical model of the industrial
{OECD) countries.

The following outline gives a rough idea of what I intend to
pursue over the next few months. It is unlikely that everything
will be accomplished, but a good deal surely will.

1. Introduction

Outline the perspective taken here; why energy is an
important macroeconomic guestion.

2. Historical Review

a. Review broad trends in energy market and macro-
economic performance, focusing on break in 1973.

b. Energy market--mainly oil.

--demand: outline evidence of responsiveness.
of energy demand to price and income, motivating
its very great importance lays in response to
price.

-=-supply: chart trends in o0il market, reviewing
particularly recent CIA study. Discoveries,
pool size, U. 3. funding rate. OPEC conservation-
ist tendencies. Outline views on OPEC as cartel
and projections of OPEC prices from different
studies. Outline the view of OPEC held here.

-

c. Macroeconomic impacts. Survey briefly earlier

work on the subject-~Jorgenson and associates,

CONAES, several macroeconomic studies.,
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3. Perspectives on policies

a. Outline the major options for energy policy:

i 1° TLaissez-faire (decontrol with no taxes or
subsidies and no curb-on macroeconomic
activity).

2° Curb economic growth to slow energy demand.

3° Energy sector policies (curb imports, tax
energy use, or, through price controls,
subsidize imports).

4° Break up cartel to return oil price to
efficient level.

b. Discuss historical policy actions in U. S. to
. see how they correspond to each of these.

4, Modeling the effectiveness of policy

Present the results of a small econometric model of

the OECD economic and oil market through which effects

of alternative policies can be estimated. The components
are -

'a. The macroeconomic model (8-10 agaregate equations
for OECD).

b. The energy sector (basically a 3-5 equation model
of the oil market).

c. What are the objectives of economic policy. Macro-
economic policy response (how policies do or o not
accommodate inflation).

dé Alternative energy policies (quantifies those
policies outlined in 3 above).

[It is not envisaged that the gory details of the
econometric estimation will be presented in the paper.
Either summary equations, or charts will be used instead.

. Depending on time constraints, it may be possible to
separate U.S.from the rest of OLECD.]
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Quantitative estimate of the effects of alternative energy

Eolicies

Uses the econometric model outlined in 4 to estimate
the effects of alternative policies on:

|
--The energy sector
-~-Macroeconomic performance

--Real incomes

For these, we again focus on OECD countries.

Conclusions

Drawing upbn the analytical and empirical work here,
conclude about:

--The most likeiy future course of energy and macro--

‘'economic events. :

~~The possible risks given the nature of potential
shocks.

-~How alternative energy policies might affect the
future.; Here we will draw conclusion for both the
U.S. and OECD.

rag

R Akt i

PEE AT

JRR—



ptrs mmmm o mMmena e meein mmiem . memmm . e mkm ek an b v eefe mman e e e e

3 January 1980
G.F. Ray PR
National Institute of Economic & Social Research
2 Dean Trench Street
Londeon
SW1P 3HE o .

'Energy and Global Security!

Paper 4: Macroeconomic and structural implications - Western Europe
(provisional outline)

(It is assumed that the basic world energy situation and outlook will be dealt

"with in Paper 1, aspects of wurld trade, payments and investment in Paper 7, the

socio-political future of Western Europe in Paper 10, and global views on political
implications - cohesion/disruption and the balance of power - in Papers 11 and 12.
This paper therefore does not discuss these aspects in detail; howeVer, brief
mention of them may in some cases be unav01dable )

1) 'Western Europe' is a convenient concept for a chapter heading — but not for

much else. The macro-economic and industrial structures of the score of independent

countries — and even those of the four major countries — are different.

2) Equally different is their endowment with energy resources and, consequently,

their energy policies.

3) The existence of the European Communities has so far not changed much this
situation of divergence; there has been no lack of honest attempts to achieve
significant harmonisation — particularly in the ares of energy policy — leading,

however, to the recbgnition and better definition of the naticmal differences

(mincr steps forward being the exception) rather than to the formulation of an

EEC poliey. Reforming the industrial siructure has been ancther objective; but
although there has been some modest progress, commercial and trade policy alone

appears L0 have come up to the high early expectations.

L) . The first step, therefore, is the 'mapping' of Western Europe, starting with

--4the main struetural indicators which demonstrats the differences.

ot m——

5) Some of the European countries rely very heavily on. imported oil or other enerzr,
others less so, and again others hardly af ell (though this situation may change

after 1985). It is therefore important to see the extent to which existing domestic

energy sources, with the lik ely addztwons, ma2y be able to cope with foreseeable

demand and vice versza, as well as the order of excess *eqnlrbmentg to be covereu-uy

*Mpcr+s — still sssuxing availability.
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6) This is a tentative forecastlng exercise which will be basedﬁon the
ind1v1dual countries' own plans, supplemented possibly b& estlmates; A further .
important point is a breakdown by the main types of primary eﬁergy (oil, coal,
gas, primary electricity). It will also requirerthé eritical examination of the

Buropean countries' nuclear programmes, with special regard to anti—nuclearism

{referenda, etc.).

7) What is energy used for? Again, differences among countries are large and

it is probably a minimum requirement to compare them, indicating the- pattern of

e

flnal use Jin industry (p0551bly genaratlng the iron and steel 1ndustry) tran;por*

e A1t t T3 22 T

other sectors, as well as non—energy use.

VIR e ) i e I

8) Eriergy requirements of the various branches of industry show large variations
and any shortage of energy supplies may have ﬂorrespondl wgly varying effocts on
their operation. A crude ranking of irdustries by specific (per unit of output)

energy requirement - from input/output tables — would help in the later phases.

9) The scenarios for the 1980s expect a2 "minor shortfall" éf energy supplies in
1985; gradually rising to zuvpreciable proportions by 1990 and the gap would be
widerning répidly as from thgn onwards. In fact, however, théfe maf be a la?ge
number. of possibilities in the vexed and rapidly changing energy world. (indeéd,

& considerably modified IEA view.in the near future would not bé at all surprising -
for a number of reasonms, mainly on thé supply side.j At this'ﬁoint,-thérefore,

decisions have to be made on a numbei of aspects; following the guldellnes' thnse

TR

S
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- the time horizon,

c/f"’“”” ®

- economic growth as proxy for demand,
~ ' the energy/GNP coefficient - I )
- domestic energy production,

[ - the availability of imported energy supplies. / E , 6i§p P T
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10) Time horizon: the next decade, discussing the mid-1980s in more detail (and
considering 1985 as a shorthand for the mid-eighties rather .than s éoncreﬁe
‘ealendar year) and the end of the decade {1990 - representlng crudely the perlod

1989-1991). Prospects beyond that will only be hinted at.

11) Eccnomic. growth: the 'guidelines! profoséls are prébabiy on the high side
(3.4% a year); the suggestion is 21-3% a year for ﬁestern Eﬁropé. (If OECD's
estimates concerning the effect of 0il price increases on GDP are to be believed,
and if the 1ikely.future oil price is ﬁaken'into account, even 21-3% may be

cver-optimistic.)

<;%;b4 'ﬂfs;@kﬁptzzéwﬂ)

12) Energy/GNP coefflclent the guldellneq' expect a 'reduction to 0.8¢ ; as a
general rule the reduction is accepted. It is not easy to see the‘extent of the
reduction (i.e. to 0.8 but from what? - presumebly from about 1.0). Furthermore,
the ﬁast recofd of the various countries in Western Europe has been different and
‘ thps a moré detailed tréatment of this aspect is probably unavoidsble; some
countries may already have a coefficient below the 0.8 target. (The ‘ratio' is
in fact.a miznomer: the indicafor in question used to be called the energy/output

coefficient.)

13, Domeétic energy - productiosn: the prospecfs,‘as reflected-byl;he countries’ plens

Or programmes (see zbove), obviously have to be re-assessed in the light of the

changed energy situation. o o _‘ '
et & - » . J . ,/j;7

14) -Imported supplies: it seems very unlikely now that the 38 mbd (and Saudi
Arabia's 15 mbd) will be reached, as foreseen by the 'guidelines'. (A surprise-fré f
scenario is supposed to exclude pleasant surprises as well!) The three West

European scenarios will therefore be based on the following assumptions:

r
¥

(a)  As compared with estimated W. European demand for crude oil imports, nc .
more than minof, almost marginal, shortfall of OPEC (plus other producersﬁ oil
by 1985, becoming considerable by 1990. This, basiéally, is the IEA scenario
given in the ’guidelines'.'-(By now, this seems fery ﬁnlikel&. It is worth

o “;-"‘“"" " .

including it at all?)
st e e e aipr e .
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(b) Considerable shortfall already by 1985, of the o;'derl..lfd?.:t;.seé'n‘for 1990
in (5) above. (If the quantities foreseen by OPEC for productfbn in 1980
are maintained to 1985 this aiready means a conside}able shorffall.)
(c) Some major calamity of whatever nature and origin, reducing ;vailable
QPEC supplies to 50 per cent of the 1979 level, oceurfing some time in the
1980s,
{d) In order to avoid complicating the scénarios éven furﬁhér it will be.
assumed that the natural gas supplies planned will indeed be available but

. there will be no access to additional quantifies under éases {a) and (b)
above. In the 'catastrophic' scenario (c} fhe natural gas quantities {rom
OFPEC Would also be cut by one half,
(g) In view of the special connection between some Wesﬁ Européan coﬁhtriés
andrthe USSR as a supplier, the European East-West o0il/gas trade will réqﬁire
brief consideration; this should include the Polish coal,trédé, as well as.ihe
future of the energy flows between the USSR and thé othér Easf Buropean CMEA
countries on the one-hand, and between the USSR and Western European tountries
on the other.
(f)} Insofar as coal import requirements of Western Europe are concerned, it
is assumed that in scenarios {2} and (b) above the Quaﬁtities nééded =11l be
:avéilable; in case (c¢) there may be difficulties in twolrespects: the ﬁajor

E problem will be that equipment end appliances cannot be rapidly convertéd to
'the use of cbél, whilst the secénd quéstion will be the avallability of ceal
on & much larger scale since output in the main producing areas cannoct bé

suddenly expanded beyond rather narrow limits.

15) 1In assessing the macroeconomic impact of the scenarios in paragraph 1k above,

there aré two aspects to be ccnsidered: price'gnd physical availability. Although
interconnected, they nevertheless fequire separate discussion. Prices will go un

{in féal terms) even in the most favourable cese (a) but of course they will increszs=
much moré in the other two basic cases. As in thé past, thé gradually — but

probably very_significantly ~ increasing cil prices will affect output, and fuel



* inflation, in Europe. In cases (b) and {c), however, there will ‘be additional
o . ‘

difficulties which are - certainly in case (c¢) - unlikely to be autcmatically

v

regulatéd by the price mechanism; these will stem from the physical shortage of
0il, and of energy in géneral. It is indeed unlikely that in the case of a
severe scarcity ever rising energy prices will not be supplemented by compulsory

measures of various force, possibly going—ds far as physical allocation.

16) The impact of higher prices may be tentati&ely estimated on a macroéconomic
basis. Of course, any such estimate will be hazardous. In any case, it would be
aﬁ advantage if the guidelines could be amplified by assumed future prices (or
price ranges) in order to ensure some uniformity in this side of the various
contributions. It will be more difficult to go one step further down;rto the
level of, .the gnergy—using-sectors. The reaction to.higher prices cannot ﬁe-the
éame_everywhere, especially not if the oil price becomes excessively high. This
espect, hoveVef, becomes more important in the case of real scarcity - whéther

_ or not the latter results in some kind of allocation system.

17} 1In case of more serious, and especially catastrophic, scarcity, the developments

- in the various European countries m=y be different, depending ﬁﬁ their degree of
. self;;ufficienéy in energy. 'Aithough it cen be assumed that the pressure on
:enérgy pfoducersrby non—préducers will be hea{y wit@in Eu;ope (and pgrticularly
'withiﬁ the EEC), the outcome of this.political manoeu§ring will only bé to veduce
the differences in endowment and not- to méke them disappear. Thus, in most
European countries ﬁny serious cutback of imported oil and gas supplies V{ll
require Aifficult decisiéns in many areas towards the middlé)or the end of this

' decade, affecting all major sectors as well as the way of life of the average

eitizen,

e Ly

ey



‘18) ‘There'will be many problems tc be solved; only some of thém car be digcﬁssed
and éven thése not more than rather superficially. 1In tﬁe érea of industry the
emphasis will be on reducing activities that are heavy users of energy; this,
however, 1s easier sald than done since most countries would wish to retain some
capacifies, for éxamplé for making steel or other bulk base materials. ‘It is
conceivable that under normal conditions market forces, by way éf sharpening

_ 1nternat10nal competltwon, would sort out the most eff1c1ent produuers, the ‘
likelihood, however, is that if a scarcity- of severe proportions occurred, there
would be no time left for market forces to Hork'themsélves through and

" intervention might follow. Enerzy saving would take precedence over labour-saving:
etergy écarcity and ﬁbundance of labour will be the parallel resource probléms, with
opposite signs!, Every single country will attempt to concentraté on rélatifélﬁ-
energy—-free activities - especially on processing and services; this procéss ig
unlikely to happen in iny harmonised manner and the scramble may take considerable
proportions, guite possibly leading to shortagen of some (non—energyj materials.
In the fransportation sector, private transport will be hampered by lack of fuel
and the past gradual dismantling of the public frail and road) transnort sysiem
w1ll be painfully felt. The private life of Mr or Mrs Averzge Citizen would rnot
escape‘eithgr: their mobility will be affected, a3 will the comtfort cf their
hdme:rbicycles and warnm clothiné wi;l be in great demand. So.will any energy-
savihg device {e.g. insulation materié;s) applicable in the home, on thé roaa or
dn in&uétfy - creaiing new productive activities and contributizg to structural

changes.

19) The most important branch bf the economy towards the end of the decaae or
" in the 1990s will be that produc1n ~ or conserving - energy ir any convent;onal
or new form. It may bé the nuclear indusiry, if the present technology can be
further developed and the ecological opposition overcome. it may bé the coal
industry if new methods of cosl-mining and processing technology can bé implemented.

Tt could be industries producing equipment for capturing renewable energy from

solar, etc. sources on & large scale (or even on & smell scale bub using improved

-
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technology) or any new form of energy, such as alcchol from sugar for motor fuel,
as already carried out in Brazil. Research and development into all these,

and other, directions will be of prime importance (see below).

20} In the longer run,(i.e. beyond the end of this.decade) there is clearly a
need for new energy sources if the present lifestyle in Western Europe is to be
maintained. The 1980s wiil'be a period of transition. The development of new

- sources of energy - and we obviously need sources supplying energy in large
qﬁantities -~ ﬁill take 20-30 years; therefore efforts to solve the future energy
problem of Europe must-be strengthened and more resources cught to be cdncentrated
on research and development in this area. It is hoped that this may bring about
“the desired result.. However, if no solﬁtion can bé found soon, West Eurcpean
lifestyles will be very different in the more remote future, taking an eventual

shape towards which the 'catastrophic' scenario only indicetes the first steps.
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II.

PAPER I: THE BASIC ENERGY SITUATION

Statement of current static picture and brief historical review, including
impact of 1973 -1974 and 1979 price increases,

Consumption, supply, and net imports and exports of each energy form will
be given.

A. OECD

1. United States

2.\‘ European @cc-momi.c; Community y
3. Japan .
4.. Other

B.. OPEC

C. Developing non-0PEC
D. Centrally planned economies
E. To#al world
Review of IEA estimates for 1990 and 2000
4. Demand
1, OQECD
2, OPEC

3. Other developing countries

4., Net CPE
5. Total
B, Su?ply
1.% 0il
a. OPEC

- b. Other developing countries

c. OQECD



III.

2

2.. Natural Gas
3. Coal
4. %ydfb/geo/salar and other new supplies
5. Nuclear
6. Total _
C. Bésic assﬁmptioﬁs vl«-————-*‘"?
1. Crude oil prices
2. Economic growth
3. Price elasticities short run
4, gri:e elasticities long run
5. énergy—gdp ratios
D. Conclusions . ,

1. The IEA estimates show a notional gap of 3.3 mbd in 1985, 9.5 mbd
in 1990, and 28 mbd in nmzono

2. The IEA suggests several methods of closing the gap including increased
energy production, and/or lower GNP and/or greater energy conservation.

Probable variatieons in the IEA estimates of energy supplies. {Each of the
major varilables listed under II will be discussed.)

The IEA shows primary energy demand of 84 mbdoe in 1976, growing to
190 mbdoe by the year 2000. (I obtained mbd by multiplying mtoe by .0X.) Their
base case shows 162 mbdce of supplies in the year 2000; hence the notiomal gap
of 28 mbdoe. They further show a possible change in supplies that would result
in an additional 37 mbdoe for a total of 199 mbdoe. The IEA does not show the
possible changes in the base case that would indicate a lowver supply rather than
a higher supply. .

My preliminary analysis indicates that it is possible that supplies might fall
short of the IEA base case by as much as 49 mbdee, that is output in the year 2000

"k vy LT,

.;ghf‘be 113 mbdne instead of 162 mbdoe and the notional gap mlght e 77 mbdoe
—tnstead of 28 “mbdoe. Even if supplies are Hot as low as 113 mbdoe my Pretiminary
analysis indicates surely they will not be as high as the 162 mbdoe IEA base case.

(The 113 is equivalent to an energy growth rate of l.4 per cent per vear, )

The implications of a notional gap of 77 mbdoe are quite staggering. If
this production level Should actually occur, then there are two ways to close this
notional gap. If the energy-gnp ratio is not improved owver. the number shown in °
the IEA estimates (.84 from 1979 to 1985, .83 from 1985 to 1990, and .67 from 1990
to 2000} then gnp growth would be 1.7% per year between now and 1990 and 2.1 percent
from 1990 to the year 2000. (These numbers were obtained by dividing the cnergy
growth rate of 1.4 percent by the IZA estimated energy-gdp ratios.) In round
numbers this would mean that instead of economic output doubling between 1979
and the year 2000 it would rise only 50% therefore the world would be 1/4




poorer in the year 2000 that it would otherwise be. (1've used the term world but
in fact the economic growth rate and the energy-gdp ratios are only for the
OECDs )} The loss in 1979 dollars would be about 3 trillion dollars.

The only way of closing the notional gap of, of course, would be to
improve the energy-gdp ratip. To achieve the economic growth rates indicated

by the 1EA (3.54 between 1979 and 1990 and 3% between 1990 and 2000) the energy
gdp ratio would have to be .4 between 1979 and 1990 and .47 between 1990 and

the year 2000.
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1;‘.7 If I seem somewhat CddtTth about sticklng my hnad over the parapet to

survey the tnrrain of the romln decade, it is because the oil indust“y is no
respecter of iorecasters. Aa l&ue ag 1973, there were corporate economlats
who Baw 198) 1n +erms of Saual Arabia's producing around 26 mllllon barrels

a day (b/d), Iran nEs m:lllon, Kuwalt 6 mlllion, with further Iraqi end Nigerian
contributions of 5 m‘lllon a piece (Note l). :This, optimien about productive
capabilitles was enough to Dersuade some well-regpected commentators that :

OPEC could be broken and the prﬁce of crude be reduced to the. Dollax—arbarrel
range (Note 2)

2. ; Thls optimlsm was very much a relic of the intellectual climate of the
19603, u&cﬂ oil was. cheap and, for some of the Majozs, the. problem was having
too, mLch ﬂ"ddlc Eastern oil - not too little (Note 3) . Bince: the nid-1970s,
however, wa have 211 been becomlng more pessimistic about likely oil preduvetion
levels in the‘l9803, This pessimism rests partly on a growing a.areness_of

the techmical limitations on what a country like Iran could actually. preduce
should ivs political leaders ever permit it again to producu £l:% out. Fartly,
thqgg@t;tgg;e,ésAa:growingﬁéﬁareness that a number of oil-preducing countries
a;gmgike;yfto ﬁroduoe at weil belcw their tiecoretical capacities, fox: reascns
wﬁicﬁ'éénée frem 'hiéh' rolitics (@ldissatisfaqtion with,attempted'set@;ements
of tne Palestln_an issue) to a simple calculation that oil prices are best
kept hZ gh by Leeptng 011 produciion low, It is thisﬁmixture of political
&qi-ﬁeghalcal factors which makes projections of the 1980s & hazardous business.
Huwever, o Convénﬁional Wisdom is emerging. OPLC production in 1980 is likely
to fell by one to two million b/d over 1979 ievel° A% vest, it misht then rise
by 1085 to 5% million barrels a day above the mid-1979 level of-3l. 6 million q/"
(Note 4). At -worst, it is now conceivable. that OFEC's toval output will never

exceed 1979 levels again (Note 5). Is such pessimicm over—/“awn? Are there

. any conceivable pdiipies of the .industrialized world which might make the

slightest difference to :future preduction levels?

3«;- . . Before looking at.the situation in individual Third World oil-producing
countries, we need to consider the range of issues which are engaging CPEC
members. . Unlecs we do this, we can run into the trap of thinking that thelr

actions are motivated by a single factor--the desire %o maximise thelr

revenucs from-oil, vhatever the damage which might be done e“senhere in the

world.  In ldCu, thelr. motives are much more comp¢ex than uh¢u, an'q the

industrialized world's policy makers must take thic’ 1nnq,account.
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G Above everytbwng e;ueg AIP (Aavdnvcd Indus trLd7 Lountry) reade*s should

reallsc that OPEC members, have,_over the last coupnle of years, 1ncreasmngly
starteu to qaestlon where the oil 1ndu“ﬁzy should ;1+ inte their naticnal
development strategles. ,iho 10@10 of 'th:0 debawe is Dersuad1ng +he plannc*s

and other technocrats_tha+ thpl opilmum trate is ud leuve more 011 in

‘tne ground thqn A1C. CONSUNETS . Wluﬂt 1i kc LOPEL sources refc; to this as

'conservzn 011 whloh is Ja»ner confv"1ng 31nco enpvgv 'conservatlon‘
W1th1n the AICs means cuttlng bdok on the use of enprgy, not cn 1ts Eroduct¢on)
Howeverg thls is not just a debate amohb technoorats. The fall of the Shah
and its aftermath heve shaken the leaders of the other Mlddle Eastern 0il~
produclnr st&tes, hnd aparu from concludlrm that ALC allies. llke nhe Us

cannot be counted on to Drop up, Te ﬂlmes uhlvn are in extremlea thej have

generally draun the lesson that over-rapi d 1n&u rlalwzatlon and modnrn_zatlon

must pose. & serlouu challenge

'Q_taad blOﬂal Teglmeu currently controlllﬁg
much of Wlddle Eastorn 011. Hence, bctn rulbrb and, %eohnocratq are now
unlted in sensxng that there are good domestic rzasons for not allowzng

thelr oml‘to be nroduced au 11% maximum novenuza“ rat

. 5. A selection of recent statements by policy-makers within and around

... O¥EC should indicate how the concept of n:oauc “or limitation is now firmly

-embgﬁﬁe@‘ﬁithin the. oil-producers' rhetorics S
h}llgnvisage that the production polirnies of OihC countrles hlll be
“:attuned o) the requlrements qf.thclr economlc a;d 9001al development
.A.....As such the brocess of economic Lovelcpmeﬂt cannot conceivably
be oompleted 1n o -qorP pefiod dvring oaz, iwo or uhree ;1veuvear
plans...th¢s process wwlT occuny the better oart of a century‘....'
”(Shelkh LS Khatifa al-Sabah, Fuwaiti 011 Minister (Hote 6)).
_.u.lt 18 1n the best interest of OfLC countm_es to follou orudent
”01] produﬂbloﬂ policies; which hoqu not be determined by the uheer
necds of the world energy markeis...they should not be reuldual eﬁergy
suppliers during a transitional period in whlch.rhev may Jose thelr
_ ntlre 01l rescurces before they are able to develop their national
- und rcélonal econom‘es (Dr Ali Attiga, Secretary-General of OAPEC -
”:_(note 7)) S S
[The ove ruhelmlnglv predomlnant MOULve Tor +he 1mp031t10n of
(productloa) 11mltgbnonu in all of ihe COUHtf“CD where they existris
?.to s»retch out the ﬂountry's Te3ouUTces over a pexlgd-of time which at;

o)

presenh appears o bp long encugh %o allicw for transis ion to other forms
P

of econcmic tiu¢'v and national income,! (rlan01svo

i

arra, ex-
Secretary-General of OPEC (Hote 8)).
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These are by no means the cnly recent stetements along theee 31neﬂ to come,
from OPBC clrclee, but. tney glve an idea oi one way the. debate within the oil
producers is gclvg (ﬂote 9)

6. There will be readers from the dIde.uhc‘nemain'ccnvlnced that theee ere
self—eervinﬂ arguments deel gnad to cover a bage concern WIUh keeplng oil
“prlcee aq hlgh ae pcss1ble wlnﬁ seml—respectable Developmental cloek.
Such sceptlclsm can ollnd one to 1eal nroblems which are troubl:ng thc ]eading
11 producere.d Tor one thlng, uaudz Arabla, Kuwait, the Unlted Arao Emlrates
(hencefcruard tnc Uhn) and Iraq are currently producing oil at “ates whlch )
gzve them an 1ncome they cdnnot totally seend Ore Chase Econom:cs analyot
'Suggests that Saudl Arabla maJ be runnlng a Z12 5 bllllcn current account
SuI'pluB in 1979, Ku.\!a:n.'* 512 25 b:LllJ.on, Iraq ,%’9 25, 'b:Lll:Lon, and the UAE 5,.4

bllllon (Hote 10) ' These are sums whlch cannot bewlnvcsted in thelr dcmcstlc
econpmles uxthout rlSklng severe 1n11at10nary (and-otherJ;cc;al) ten81on3°.;
if tney afe 1nvested abroad they Tun the rlsk of belng devalued by declmnea
in key currencles such as vhe Dollar ox, even, of be_ng blocked by AIC actlc“n
It 1e hdrdly surprxslng that t"e Scudl Mlnlster of Flnanoe recently told the
301nt IHP/”orld Bank annual meet;ng at Belgrade' It WOuld be .naive to
pretond that & continuous ero»mon of .our financial reeources through 1nflat10n
and exchange depreC1atlone ﬂould not evoke reactions.’ (Note 11) In *hese
01rcumetances, one can understand people in the oil produclng world whc
queatlon dhetL ar they should run up rapldly-erodlng financial surpluses _
merely %o malntaln the AT0Us with the level of oil supplies to vhich they have

become accuetomed. .

1. . Alongsxde these financial and develovmental issues, there is a eer;es
of worrles ﬂhJCh can perhaps be described as 1nvolv1ng *Good Husbandry'..
Fverycne acccpts ubat 0il is a wasting asset, so there is a grcwing debate
about the optlmaﬁ rate at vhich productlon should run in order to get the
beet longhterm returna from fixed reserves. Future generations are not going
to thank current pollcy—makers should the latter permlt the dralnlng of oil
reservec uithout the sllgh est thought of uhetnev they can be replenlehed.

8. This is a debate which ie.éncﬁing in.intensity as the cil ﬁreducers
realise hou faet the reserves-to—pnoductlon ratlo hes been ialllng._ By OPEC
calculetlons,_thls }a+io was 135 jearo fov hlddlc BaSue*n 0il producers ln
1957, by 1976, that had fallenlto 47 yeax (Mote 12) By most etanualds,

- this is still a generous marglx but the oil prcu*c*nn gevernmenta eIe only

moo awase that Oﬁuﬂ momoe*s aucn as Iran, Fenazu 1 and Llgeria may well
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have resched their peak oil production levels. Again, the Jddle Eas+exnevs

“know that their 'published proved! reserves have bavely inched shead blnue

1973, from %50 billion barrels to 370 billion ia 1978. This inevitably

leaves them f llng acncunat ins suce.

9. 7 now, 1t J ]1helv that bhc 0il proauoer"' pessinism is overdrdwn. For

one thlnr, taere is &u 1Last one Vbry importanit ooagtry (Sﬁudw P abla) Wthh

has a btron seli—pr serving Jntpreet in not being foryeu to annocunce maJor

-3

"new aadltlon to ltq 011 res ves. Seuondlv, the wnole 1ndnbtry has bpen 1n

trans;tlon from the sarly 19708, and the nev i tLonal L11 Companle? have nOu
yot fully uaxen Qver tne exploration rOLb now largely vacated within the OPEC
wovld by the Magors. Accept¢ag that there are a number cf qu llflcatlons

about 1he value of tne ‘d“lll]ﬁg donsluy concept (“Oue 15) there is around

15 1 ratlo metwmen tb@ rclat:ve drllllnﬁ auﬁlvnty found in the AICS and )

the OPLC countrle (s se Table 13 The ratlo between the AICs and thu‘non«‘_

ODL“ developﬁnw countrneq is even morg ona— dnaq  Ultlmutely, though, we
should not gen 00 bogged dovn in such tCuhPlCJllélﬂS. ‘hat matters 1s th t
tHe o0il produﬁexs pcruelve tnau they aro aJIOW1nw thnﬂ; Al to bp p oduced B
rather faster than may be Uia .' In the voras of OP C's Deputy Secrpiary
Genernl.:'Tho urﬂpnoy nf 01L COPSGIV&ulOﬂ Ln t e OPuC °reaﬁstcms from the
deu that deplei1on rates are the nlghe in the world. The lliesnan of 1ts
oil re»ervo;r& is cont1nu%1¢y and dramaclcallv shor%enin¢ as a result of the
fast depletlon of 0+1 reservcs, without such & depletlon heing. coanuer—:
balanced by new commensurate netl additions of wecoverable oil reserves,! o
(Fote 15) | e

10, It 13 argu&enﬁs like these whlch susiain the "Toung Turks' (to use :

Sheikh Yamanl’s term (ifote 16}) within the oil-producing w0r2d. We hame

a*ready geen ‘l:h9 emergence of nat*onal celllngs on 01¢~Droductlovn—: nuwalt

lﬂ 1972 Abu Dhab1 and Qatar in ’9(”- Suuﬂl trubna in 197 dna Iran in 1979

'%ome of these ¢ 11:nds have 2lready been 10WHTGd olHCB they were flrst

formulated (as in ﬁuv t's case). Fowever if the argumﬂnts for produculon
J*mltatlon galn rrouna. then we will provably see further reductlous in them,

with a requltanu 1m3a0u on the worldfs sunply—dnm nd balance,

1. ”1t1mate]v, thou"h, the events of 1979 have re@inded ﬁs:%haifpbli{iéal
turmoll may be JuSu as 1mﬂcrtant a9 ecéﬁomic calculation in rendering our .
progeutlons obbolemg. Ve éar all draw up lists of.coﬁnﬁries under streas
from ovc¢-rap¢d 1nlustr11l17¢taan anit fram'meiigious sd nad ionalist naiong.

Inter-iTab tensions will ncver be far from the surface as long.aa key counzriés
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-, like Saudi Arabia are torn between their commitment to the Arab cauée in

Palestine .and. their need for a working rélationehiprwith a Uniied,Stateﬂ
bent on following a diplematic policy which, erhaps'inevitablyﬁ leaves the
majority of the Arab Vorld dissatisfied. Then,; there is the possibility.of
wars. and terrorist activities which. could cut off oil supplies from the
Persian/Arabian Guif for at-least a short period. Might domestic pressures

force an unwise US military adventure in the .xegion? - Vhat about the Russians?

Can ve: guarantee that a violent struggle. for political. change in Southern

Africa%m;ght:ﬁot:spillaqvgrvto affect the production policies of a Qountpy
like Nigeria?

. 12,.: . This-paper, then; will: examine the most likely production policies ..

vhich the leading 0il producers will follow in the 1980s. It will look at
the' chances of radical breaks in these. policies.. It will conclude Wluh an
examination of policies:which the AICe might follow. eithex to persuade the_.
oil producers to be more generous in their production policies, or to aVOld
some of the worst 'downside' risks we can envisage..

The Middle Fastern 0il Producers

.o soondi Arabla

1%, - Saudi Arabla is. the count:y whose polltlcal %tablllty and 011—producu10n

pollcles will set the tone for the development uf the. world ecriohny- durlnbmu—q_~
+He 19805. The 1ndlcat10ns are that the country's pollcy-makérs will not”

enjoy thls barden, and fhat they will limit Saudi productlon to 10der levels

during thls aecade than, the AICs would like. o L

14. The—upper technlcal limits to Saudl productlon in the mid—19803 will
depend on two sets of‘cpn31derat+ons. Firstly, there is the surprisingly
vexed question of how,ﬁuch.oil is likely to be produced from the existing
preductive facilities. The problem here is that there is §%i11 some doubt
as to how much oil they could actually produce now on 2 suste.nable basis.
As late as Spring 1979, it was’ “generzlly assumed that the Kingdém3£6uld
choose to produce atg arnund 11 8 million o/d In fact, one daw in December
1978, production actually reaoned 12 million b,d (Note 17). However, there
is a growing consensus- tba* nroauctlon at thoze sort of levels would lead to
irreparable damage to the’ Saud; fields and, since we exre deallrp with flelds
like Ghawar {68 biilion barrels reserves) and- Safanlyah (25 billion), which

are so cnormcus that their performances are lﬂle?Luﬂlly important to world

- i01) output, no-oune is 1nc*1ned to toke any xisks, In the °hor!—run, there is
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an appareht need to ‘step tp rToutine development work to stop a steady reduction

in the Kingdom's upper sustainable rate (now sometimes thought to be closer

to' 9.5 millicn B/d, than 10.5 million (¥ote 18)). ° : B
15. - Thetre have been two reporis which have signalled a changing perception

of Saﬁdi.ﬂrabia's productive capabilitics. The first of these was the feport
.from the US Sehate Foreign Relations Committee (Hote 19) which suigests that
the 9.5 million b/d level probably represents the Kingdom's long-term sustainable
- productive capacity. A4 higher rate of 12 million b/d might be sustainable
for 15-20 years before irrsversibly decliring. Attempits to push-prodﬁcti§é:
capacity up toward the 16 nillion b/d mark would shorten the period suéh peak

production could be sustained. The CIA have supporied -this analysis (Mote 20).

16, - The Saudi authorities are reportedly angry with such analyses and have
by no mesans dropped-plane to expand productive capacityi' However, the scals
of" their ambitions' has been drastically rediiced--end there is no guaraniee
that such plans will be preserved should the conséivationistéiévef win tha
uppef hand, Currently; it is being left to the Aramco consortium to finance
capacity increases ocut of its own profit mergins, which thus: 2dds.a further
eiement of uncertainty inte the eyuations.,

Y, . The key point here is fhatlit'will toke a poiitical decision within
Sandi Arabie to authorize the invistments which will meke higher sustainable
production rates pédsible in the mid~1980s, If they do give approval, then
there will be inevitable time-lags. TIn thé cobimistic mid~1970s, Aramce - -
assumed 1t might increase productive capacity by a million b/d per year. "~ -

”In our current cautious mcold, we should assume that the sSaudis are unlikely
'ﬁ67éﬁthqrize capacity increases in steps of move then one million b/& at a
tine}i8hd; even theny: that they would prefer to sce the investment made =
‘relatively slowly. So, we van assumé that the curfent Sustainable.pfoaﬁctibn
rate i somewhere in the 9.5-1C.5 willion b/d range. We can also assumé = *~
‘that, tnless told to the contravy, Aramco will contimue with its plans to
raise this to the 11 milllon b/d renge, but thet this expansion will take a

couple of years to materialize. Decisions to bring cadpacity up ‘to the 12 -

million b/d range are wnlikely to be taken in time for that capacity to be -

reached by the mid-1980s.

18, © However, the chances are guite Wigh thet no furiher—ewpansien-at_all
[ . . . _’wﬂ——‘f N P ' *
talees place in the immediate future. "Yor one thing, the official 8.5 -

million b/d production ceiling is gaining in symbolic importance. ~ Admithedly,
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it has been consciously breathed in 1979, but should demand fall'iﬁ’loso'
then Saud1 productlon could fall below the ceiling with the chance that
pollflcal oplnlon will harden against ever produc¢“g above it agaln excapt in

extreme 01rcumstances.

19, Given  the nature of Saudi decisionwmaking; it is pointless for out-
siders to make firm prédiétioﬁs about the way things will go. A&11 we cen do

is léy'dut‘the factors which may saffect future decisions one wayﬁdr another.

20, The firét.thing to siress is that the Saudis have pro%ed:éﬁytﬁing but
the 'low absorbers'.which-many wéstern'observeré'étill séé them as being.: The
Klngdom i in the m_ddle of a massive p“og*amme to nrOV1de the basic infra~ -
structure needed in a modern state. There are magor plans for industrial '
investment wplch Have not yet got into top gear (ilote 21y, An awareness of"
the country's vulnerability to predatory outsiders has inevitably 1ed'to"
heavy expendlture on the mllltary secior, vhich currently accounts for about
a third of the natlonal budget. Natlonal security con81deratlons have en-
couraged the Saudw leadershlp 10 be even more outwara—looklnb, end to provide
a varlety of nelghbourlng states (Bahrain, Ouman and the Yemen Arab Republlc}
with varying degrees of ?1nan01g1 support. Intwined with purely qecurlty '

conswderatlons is the fact that the Kingdom is the splrltual centre of Islanm,

thlCh thus 1nvolves the Leadership with the Palestinian issue and with further-

flung events such as ‘the FMoroccan- Algerian tensions over the Western Sanara.

‘Once aoaan, Saud1 money is involved,

21, Ve thus have a country whose import propensity for both goéds and '

Zéerviéeé has proved relatively high (see Mable 2) and which is enmeshed in a

Serles of reglonal and religious gntanglemenﬁs invelving further expendltLres
of mone*. U¢ can thus understand how the Saudis were forced to dip 1nto ]
their reserves during 1978 and sarly 1979 when their cil revenues actua;lj_ran
behlnd their overall commitments (Note 22). This means they managed to spend

the 1ncome from an average 8.3 willion v/d priced at $12.64 (Por Arablan nght)

:122,' However, we are now in a different world., For the first nine months”
f'of 1979, Saud1 Droducthn was running at gust under 9.2 million b/d, and was

'E;belng sold 2t %18 per barrel--a price which would inevitably be raised ‘before

the end of the year. The Chase Economics Group eqtimated that the Saudi
payments surnlus qhon¢d rm o ﬁhz 47 billien in 1979 \(readers- therefs
some ambiguity as to whether this is in 1977 do1]arq,; (Note 29) ngher

prlces in 1980 should mare then compenuate for -any cutiing back of p;odu3ulon
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25.,:. It 15 lmpc L to be cnﬂta* abonm bou Lowerjul such expendltu+e
pressures u¢11 bp wn pOl?uy m““ers in the m*d—i9908; because 80 much depo&ds
on the speed with which Szudi ouw-goings contirme to increase. Slnce 1973,
thege havehrisen:hy vcuhd )O per cent per annuz in nomﬁnal terms.‘ Hﬂwever, .
commonsense .tells us.the rate must fdll below this in thn 1380s and,. 1nde d

Saudi impo*+s of rfooﬁ\.;_ nd se”v1ce“ during 1971 and 1Q78 Qld fall to uround

“a 33 percent anrmal agrowth rate. Snowing caution, we must accept thati Thls

rate w1ll faTl &1311 further, even if lt does POu do so precipitately.

After all what we knov .OL Ehﬁ Ln*rd Dﬁvelonment “1hn, whlch starts in 1980,

sug?ests that *he Saudis are +h1nk1ng in te“mo oi es 1"rr.mﬂr‘«:n:tg 5900 billion,

to develonmental expcpuaturp over 1080 85 ( otﬂ 24) the tEEPO of mllltmry
5pend1n§ ;g‘gt leaat being malnLalned, and the mgaox 1nvestments,1n the - .
indusﬁrigllports of Jubail and Yenbo have yed tq;iéach their peak,

4. 1 wnuld the*efort predlct Una4 Saﬁc¢ ﬁrabl“'“ flnanc1al outgomnﬁ“
W111‘grow into the mid-1980a at bCE”WhCro beuveen +5 30 Jvrcbnt ‘per annum,
This means thatslat one exntreme, the Kingdom could live wlth culrenm prlccs
in 198% as low 35_524 vex bér;el, on thc‘assumptlon‘that.outg01ngs grov at.

the slowest rate, and cil exports run at 11.5 million b/d. At the opposite

cextreme, we could see them tryine tp_lec“ 0il vrices at ST6 per barrel, shounld

outgoings increase al 30 percent per annum and should they ury*_ket,plng exports
te. 8,5 million,b/d (see Toole 3 for other variants). It is too scon to
decide which end'of this spscirum s most likely to come about, but the
pilcture clearly is one which shows thot the pressures on Saudi “rabia to |

develop. some combination of higher oil prodvction and increased prices should

not be discounted. If one forecees sitvations In which there is considerable

resistance -to highex prices, *hen “the. Sb1d1¢ mig hﬁ have to increase production

in order to malntaln their revenues at. Dremdetermlncd levels,,,

r -

.

25. . However, cven though we need ic be aware of the expenditurc pressures

.on the Sezndis, we should beware of over-atressing them. Yor one thing, .

- whenever the KLngdom dOCo ggain come clo s te spending its annual 0¢1 revenues

i% will have more sirategies opon to It han merely 1nc*eau1ng 011 producblon.
It could eat into dts finangial reserves \gurrcn,l" in the %70 billion region).

It could push for higher prices. It could slash spendlng.

E
NS

26, LIt s TllS 183t possihili r_thcu uhou 4 sel end h;vnr down the qnlnes

of worla‘: Jbolicy-makers, o wa_are_gzpeqs+nthh ‘ ﬂgdom ao continue on a
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virtually unprecedented 1mpo“t ng spree, On 1978 figures, only ten non~- -

i gommunist countries were importing more; the Kingdom was importing more than
“UAugtria, Denmark; Norway or Sweden--and had very nearly over-hsuled the Swiss
(¥ote 25), Admittedly, the population ranges of these countries are comparable

“:'with that of the Saudis, but we have to ask ourselves how sure we are there

might not be & reaction fd such ‘import-dependence in a country which-is so °

“new ‘to-industrial life. "The chances have to be put qulto hlghn-partlcularly

after the events in Mecca durlng Uovember 1979 ' ' C oy
27. ‘Having sounded this ncte of cauticn, we should point out that there"

are’ technical constraints agairst the Smidis dropping prodiuction too fai below

““the 8.5 willion b/d target. - For one -thing, ‘Saudi export-plans for Natural
1088 Liquids (WGLs), assumé that oil production will be higher:than 8,5'miilion

b/d, and thatthe current 65-55’11ght:%0uhéawy crude ratio will be maintained
(Note 26) Again, ag negOtlatlonu progress with potentlal foreign partners
in’ 1nduutrlal 301nt ventiires: (petrochemlcal ccmplexes et al), it is becommng
cléarer that the ciude entitléments whish will go with such investments will
cutiulatively’ involve some ({* -~ )) #itllion b/d. This is not a massive emount
by Satdi’standards; but will form 'a series of Tird ¢ommitments which will. ”
reduce the dcwvnward flexibility that'%heZSéudié hévé. (These projects also
utilise gas, so they are again linked with oil production pollCLes—-¢n 80 far
as Suudl gas is of ‘the ass001aiod Plnd ) L S

Ee

28. ' "Teking these economic awd technical consideraiions into account, it will # -

prove surprising if the current Sanii- léadership drastically cuts oil production

rates during the 1980s, without severs political aggravétioﬁﬁfrom the AICs,

"Instead, we-would expect production to-hovir within. the 8.5-9.5 million b/a

region for at least the early part of the decade, with a reasonable chance

that it will be raised graduelly toward the 10.5 rezion: The current regime

* has shotm itself responsive to worid ecétiomic needs in the past, as when it
| 4ried 4o Gndermine the high-price policy of the Trest cf OPEC in'the first

‘Lalf 6f 1977, and as when it increased oil production in 1979 4o Soften the

impact of Iranian shorifalls, whilé keeping priceslsignificantiyfﬁéiéﬁ those
charged by the cther producers. - Of course, this moderation wilI'rof “satisfy

everyone in $he AICs, but given the constraints within which Saudi policy -

" makers Work, these have been relatively generous rather than restrictive

“policiés, Their 'genercsity! however could prove fragile and nééds constant

nurturing.
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ssesedran  (Table 3) .. : .
.. 29.5A:,Qniyaa,fpol would +try. to predict Irenian political developments during

13 o
.- the coming decade, though we can make.gome guesses. ..It-is perfectly posaible

thab uhe fundamentalist Khomeini regime will stey in the saddle for most of

_thg;19895,, However, it is likely to be_a‘relatlvely:weak one, pitting religious

zex). against various centrifugal forces within Iranian society (minority

religions and:nationalities). On its currcent showing, it is unlikely to be

a technologicélly sophigticated administration, which means the AICs can o

*

irmore tﬁe poséibility of certain Iranian policies which might ctherwise be
desirahle_for.the world ecoromy (i.e. stesdily increasing Iranjan crude
expérts) Shguld the regime of Khomeini and his followers be 6verthrowng.it
is’ llkely that Irapian 1nstab111ty Wlll continue for a while. However, even
1f a forceful new regime did establish itself, it would most llkely shape its
pollcles_ln the light of the antl~Amer1 anise (perhaps generail. xenophob )
whgch is currently in the ascendant. Economically, this means that it is

extremely unlikely that any Iranian reg gime will want to bring back significant

nuwbers of forelgners to help in oil production. In any case, even if a

. regime in Teheran did so decide, it ig unlikely that the oil-fig1d3woﬁkerg_

3

in Khuzestan would ac.ept such a decision. Hecnomic nationalism is now

running very deeply within Irsnien society.
- o ' "t t‘ ' -

L . . - Lo )

30. ' it is Extremely difficult to see any circumsiances over the coming |
half-decade ‘n which Iran will be produclng mich more than 4 mlllann b/é on
a sustaaned basas. The reaction aga1nbt the Shah's policies of produc:ng at
fvll output runs extremely deep. Official policy scems to hava crystﬂlllse“
round an export celiling of 5.3 million b/ﬁ with domestic nonsumptlon in
1978 running at just over 600 000 b/a (Wote 27), If this ggporthell;ngzls
altered, it‘is.more likely to be lovered, not raised.: ﬂ

x P

31.1 As far as westerners are concerned, it is now gencraily belleved +hat
Tran u111 prove +echnlca135 Ancapable of produuing mo*e than about 4 mllllon
b/d in the’ m1d—l980u, unless substantial further invesiments are:made in ‘the
oil flelds 1n the 1mmcd1aie futule, but that decision is . .ong that vould ,
1nvolve brlnglng 1n more expatriate technicians than public o“lnlcn 1n th°
OllflELdS 18 llkel to accept. We shouid perhaps be a blt C&uGlOU? aboutvr;
sucb oellefs sance Trany of the people currently denigrating Iranlqn€0¢LT¥;,
technolopv were el ler VIOﬂﬂ tc the formex regime ox elngmay be yestgrnars
blinded by the ’buez pilots!' syndrome--the belief that the technical
capabilities of non-'weslerners' zre close to zero. However, thewe are

grounds for suggesting that some pessimism is justified in this area.

. . . . . -
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Throughout the autumn of 1979, there were persictent rumours. (stoutly denied
by WIOC officials (Wote 28)) that Iran was having considerable difficulties
in meetlng its productlon targets. One of the industry 'bidbles';, Petroleum

Intelllgence Weekly, resolutely maintained that production was running half

a million h/d balow the 4 million_b/d-target during much of the Jﬁly—September
pericd (ﬂove 29) Secéndly, there is general -agreement that the Iranian -
ollmflelds vere. 1n growing need of substantial gas injection even before the
.Shah fell. However, one of the very first decisions taken by the Khomelnl/
Ba"argan admlnlstratlon was to stop the ambitious gas relnaectlon programne
which was just starting to gain momentum. This programme aimed to enhance
Iran‘é recovery factor from 18 percent of oil-in-place to.25 percent- Ite

scrapplng is not by itself, sufficient to justify writing Iran's sustainable

)productlve oapaelty down from a pre-revolutlonary nillion b/a to 4 million

b/a in the 1980§.gﬁHowever, decisions like thie and: the expulsion of most
skilled expatria#eﬁworkers will mean~that;¢he,upper linite of the ageing .-

Irépiaﬁ'¢ilfield§.mustrbe assumed to be steadily declining (Note.30). .-/~

52.‘f Ciggrl&,?howevef, wtat matters is not the techniéal debate but fhé e
simpie:gplitical decision about_what production level will givequanfthe o
revenues needed to maintain. the.economy at. a’chosen level. The'sprapping'of
the Shah's nuclear and military plans has clearly lef{ the new regime with a
1ot of lsevay, partlcularly with 011 prices rising so fast duiihg 1979.;

1ntent;qn is apparently still the;e to complete a number of the industrial *

'p?qjeqté,which,were under construction when the Shah fell, but even if such

'complefion is carrieévéut féirly‘smartly (and the lingefing debateﬁwitHiJapan

over . the last bits of the Iran—Jzpan Petrochemical Company project raises
questlono about that), there is little sign that there will be a serious
rregramme of indusirial invesiment tc follow on through the 19805. The
expenditure pressures, therefore, are likely to come from some increase in
military expenditure should troubles with the Kurds and, perhaps, the Iraais
grow.:;Hpstly,fﬁhough,‘thavpressures will come from the import bills needed’
to keep a population of.55gmillion rezsonably. satisfied., These pressures
should not be undefestimate@x since food-imports in the last days cf the Shah
were eatiﬁg up the income from 1 million b/d of exports. Admittedly.oil :
prices have risen sharply since then, but this is a reminder of how eccnomic
efficiency w;thlnlone part_of-jha_Irdhlaqncconomy has been translaﬁedfinﬁd=:
substantial imports. ... e '

33. - It looks as.thqnghrIranian import‘§0luma‘may have fallen by hdlf during
1979. .Hegshould probably assume that it will not regain 1978 levels until
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'axound L985 If thLa is the. udSF, then thﬂve should ta no real economic

presspre on the coun’ Ty'" rulgrs to do more than malnfaln current expoxrt
1ev019 and thp real prLCb of 1ts cvude ewportU¢ Vhat has to be watchedy though,

lS the growth oi tne nouatry‘ﬁ own dome tic consunption of cil pfbduct

_Assumlng that thlu grovus at the rate 1+ was under the Shah (lS that nou alnttmw

redllgtlc a8 5umptlon°), theq Iran could be consumlng nearly 1.5 mllllon b/d
in 1985, and nearly. 2 m1L1¢on b/d in 1990 (Noze 51).: Inev1tab1y this growth
Wlll squeeze thb amount ava:lun]e for export, and, at thls point, the
rechnlcal cons tT&lﬁLq on to :al 0il production becone extremeiy 1mﬁortapt,
34. | Cleaa:ly9 thc chances oi 1ran1an cil cvpnrts 1alllng below hoped—for
levels are much hlgher than the chance of olfh,flCLnt expan51on of the cvrrént
export ceiling dumlng Lhe L980u.\ Pollcy—mak1ng in Iran 1s 1¢k91y to remaln
erratlc as far as economic issues are concnrned The Iranlans mlght, fox
1nstance, decide io cuT exports back ctrictly so as to earn no further
finencial surpluses which are expoged to the kind of flnanclal retaliation
which tﬁe ﬁS launched during the Novewber 1979 Embassy-siege affair. On the
other hand the ethnic and religious situation in the Khmzestan 011f1elds

is complex and at any time could lead to dquuLbaLﬂeo wnlch mlghf ceverely )
rethlc 011 pvoductlon, In addition, onz can easily env1sage Q1tuatlons

in whlch lraq feels beapted to intervene in this area for lto own purposes.

35, All told tnen, the downeside Tis sks a_o high, and 1t 1s ext*emely
dlfflcult to see how the current Khoxelnl Ienlme can be 1nfl enced in 1to
011wproductlon p03301eo Ly conventional dlp;umacy, Probab]y the most that
can be ‘hoped for is to cool the temperature betheen Teheran and Uashlnﬂton,r
on the assumptlon that 1mp11c1t bargalnlﬁf dbout 0il proﬂuctlon p01101es can

be resumed sometime 1n the 1980s.

.....,Irag (Table 4y , |
36. B Of all thﬁ 011—produ01ng countrles un@er rev1ew, Iraq is the most ;‘
enxgmatlﬁ and qu xnatlﬁg.A DﬂGlSlon—maklng lm hlghly centrallzed hnd o
difficult to penetratp. Tﬁﬂ leve of lts “net ric Lﬁ 0il ratteru ia high,
fhough it is uomemhat bei*ed Ly 1ts actual productlon pollcles,. The CIA
argues, that ihls counLry As 11kely to cot p*oductlcn 1evels in +h, early
19809 Jo b910d 1ts 1978 Wuvo? of 2.5 mhiulﬂn b/a (uote 52) Thlq would Scdm
to put too much welght cil a fPW winisterial spcevhes and to ignore a numbe;
of underlying factors which are likely to 1lezd to sliow, but steady 1n01eases
in Tragi p*oiuctlwo C@pmbi}htleao Unless the reglme of Saddan Husain falls

and ig succeedcd b" The klna of poLi%icél and social unrest -seon afber the



- e L

F ol ANl U PR R W i f et r—e r— o —  —

v T

L e

N33

W34

N35

N36

.%o restrict production at all costs.

- 13 -
1958. revolution (orin contemporary Iran), Iraq should be OPEC's second
largest exporter of -0il. durlng most of the 1980s. '

37. - 'There is. general acceptance that proved and potential Teserves in Iraq
will permit considerable expansicn of production over the next couple of
decades, if that is -the policy :chosen by the authorities. “ Production has

been rising steadily during the 1970s.and estimates.put it for the first

. three quarters of 1979 at betweon 3 and 3.4 million b/d~-some’ 50=70 péfdent

up on 1973 levels (Iraqi secretiveness makes estimates.inevitable) (Note 33).
There are some apparent problems with its older fields, but there are still
some ‘production inereases to be-got.from:a field'such as Kirkuk (Note 34).

In addltlon to: this, a S? billion development programme has Tecently been
approved,for the Maanoon field, which has been discovered by ‘the-Brazilian
state company Petrobras and has estimated reserves of 7 billiom: barrels,
maklng it one of ‘the few new 'super-giants!: available for development in the
non~commnist world ((study group:: this conflicts with BP's claim that no
Bupergiants hdve been discoveved since 1%265: sre the Iragis exaggerating”))
The 1ntent10n 1s that this field should start flowi:g at 350,000 b/ﬁ by 1983,
rising to 700,000 b/d at a later stage (Wote 35).- Thé fact that such

developments,are ‘being authorized is hardly a sign of a country determined

L

8. Lyﬂn_the otﬁe: hana, there are few:indications that serious foreign o
éxéhangé p;oblégs will emerge in the-1980s to encourage Irag to speed'qu5il
produc?gop; should the AICs start showing some resistance to high 0il prices.
Available statistics suggest that Iraq's foreign assets had risen tO*ST"'
billion by 1977 (Wote 36) und it has only entered international financial

u_maxkets for an occas*onal loan. Yhat we can see of the"countr]fsfimports“ :

suggests they are runnlng at about a third of the levels sucked in by haudl
Arabia, desplte the fact that the Saudi population is around half that of =
Iraq's, This is a picture of a leadership which is keeping its consumers
relatively deprived of consumer and luxury goods, and which has chosen.not‘L
to go fpr forced econcm;c growth if ‘hat entails: importing" 31gn1ficant
quantlfles of Pxpatrlate workers., "It is possible, ‘then; to arguethat, even
if imports grow about:. 15 per cent o year in real-terms, this country will

still run a comfortable surplus on its internaticnal transactions in the mid-1980s.

39, In thes¢ circumstances, we chould not discownt Iraq's freedom to hold
productlon down, but iits pélicy-makers will probably focus on getting the

maximum political mileage out of _n01ea91ng 0il exports. This means thati:
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the wgstern ©oil companies will be squeezed on the Palesiinian issue {as
was happening during 1979) and, where companies cannot. comply,:oil. which

might have gone through their chennels will be diverted to companies and

.governments willing to take a more positive line on this issue. .

M n Lt N ) X A .
40, . In a roundabout:wey, it is.the political dimension vhich should give
the AICs most encouragement abeut lragl oil developments (unless the current

regime is engulfed in u-tide of Shiite fundamentalism). The Iraqi leadership

_wants. to play a significant regional role, but it has to worry about potehtial -

disruption from;its Iranian neighbour (be this through the Kurdish prébleﬁ'
or through heightened.Shiite awareness). On the other flank, it is being

outaspent;by the less populous Semdi Arabis ang: thus has a strong motive

* for increasing.oil revenues o buy a more important diplomatic stature than

it now enjoys. -The Iragi stratesy could be to invest ever more heavily in-
armaments or to spread more finencial assistance round to potentidl allies

in +the Tefion. or within the Third Vorld in general.

' 41, - Finally, we should remark on the distinctive political links which 7'

Iraq possesses. Relations with the Soviet Union, for instahcég'h3ve aiwéy%;

beén ‘complex, out, should the USSR seriously start needing “to buy Middlg "

‘. Edsteérn oil, then Irag would probably be one of the first countries it vould
‘approach. - Secondly, the Brazilisn conneciion reflects Iraq's‘interés% iﬁ“
'impbévihg-ité relations with-the Third Vorld. Thirdly, Iraq has shown on-~i

- si&erab1e~sk111 in-forging linics with the more peripheral members of the -* -

‘western' camp~-such as Frence and Japen. This means that Iraq is involved

in a mere-complex web of relaticnships than are many other of The oil
preducers,  Although-Irag's possessien of cil.means it will have a strong -

hénd.in‘gll these relaticnships, there will be inevitable reverse obligations

- which will make Irag think twice before taking actions .which williaffect

the whole range of its customers. : R AL

' w;.;.Kuwait"{Tableﬁ5) o

42. = Xawait is likely to prove.-z quintessential 'low absorber! ﬁu}ing‘fhé
coming decade.- The prcblems do noi qoncern_the}potential—availability of ”

0il in this couniry, but rather surround the capabilities of the cne million

.. _popalation (under half Kuwaiti) to-abscrb the revenues which would be

generated if o0il production is maintained at 1979 levels or even increased.

The chances that an oil:ceiling of 1.5 million,b/ﬁ:willﬁbe'imposed and

maintaineﬂgare'relatively.highq,thus keeving. of £, world markete perhaps an ':

exﬁraami'lion b/d_of,oil which Muwait-could produce if it so chose.
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43, Kuwait virtually'floats on reserves of oil which are confofféblyﬁ.q
double thosé of-the United States., In 1972, fhe couqtrylwaé prqdﬁcing

3 million b/d--a rate which could have been easily sustained. However, &
domestic reaction grew against such production rates, and a éeiling was first
imposed in 1972 (2.3 million b/d?°) and this has gradually been made more
stringent. By 1975, it was down to 2 mllllon b/d and we now have clear
warning that it is likely to be orought down to 1.5 million b/d in the near
future {(Note 37). In- fact the Kuwaltls 1nterpreted their ceiling with some
generosity in 1979, alloW1ng production 4o, rise .to the 2.3'million b/d mark.
However; théir éustainable capacity has been falling sharply since they have

felt little need for serious expenditure on petroleum development,

P

a4, There are likely tc be few pressures from the expenditure side, which
cannot be met by rises in the oil price and, perhaps, a gradual relaxation
of the 1.5 million-b/ﬂ ceiling sometime later on in the 1980s. By Middle

. Bagtern standards, Kuwait embarked on oil-led development rélétivély:early‘

_in the geme, thus:.its basic infrastructure is well advanced for the ‘region

and does not need massive furtner investment. Iﬂ“édditian, being a city-state,
1ts infrastructural needs are-less complex than those of its larger neighbours
11kq Saudi Arcbia, with the result that its infrastructural expenditures .

. will plateau considerably earlier. Demand for consumer goods will inevitably

grow more slovly in coming-years., In fact; it is only in the defence field,
vhere Kuwai ti expenditure has ﬁeen low, that it is.possible to see a sector
vhere national spending might vise in a major way. My guess though, is that
an exflosion of'defencg expepditure is yhlikely, unless a war breaks -0G%." .

in the region.
.

. ‘ . - ,.
- . . £ . N

L SR P

s To- ’ ' . . . . A e
45.7,f_ﬂi1 this éuégests thatiéﬁere is scope for a dialogue between Kuwait
and an-industrialized world, ‘which would obviously be happier if Kuwait were
considering proéucing at higher rat2s in the 1980s. 48 'with the Saudis,,
there are two aspects to this potential production incféése.‘ Firstly, there

ie the question of whether Kuwait can be persuaded to ralse its celllng abOVe -~

1.5 million b/d (assuming that this is jimposed in 1980) Secondly, uhate;er

the de0131on abcout the ceﬁllng, the 1ndus*r1allzed world' would be delighted

Lif it could persuade Kuwal* 'to step up investment to increase its maximum ,

sustalnable capacity. -At least, this would glve the uorld a greater safcty

mavgin in future criszes like the 1279 Iranlan one. . . ' L .o

’

a o -

46, leen the eytent to whlch Kuwaltl infrastructure relies on assocxatea

gas, lt is unlikely tnat it would ever be uemptcd %o ‘cut bhack below the o
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1.5 million b/d level (though toe development of non-associated gas. could .
nake some ‘narginal dlfferencu) However, persuading the Kuwaitis to move in

the opp081te direction will be difficult, since expansion of its production

-.is not demonstrably in its immediate intevests. In times of crisis, its -

leadaxship can-be influenced by argumente about the necessity to maintain -
oil production, but, in general, it is less influenced by a concern for the

vell~being of the world economy.than the Saudis (i.e. despite its healthy

. financial si#ﬁation, it has generally bsen gquite hawkish in OPEC's price

woiocUnited Arab Bmivates (Table 6) .

debates). Again, the leadership is acutely conscious of the Palestinians

_vho meke up an important wminority within the country, and it will always

£ind it difficult to be generous to AICs vhich are seen as being hostile to

the Palestinien cause,

47¢.- At the sajne 'tlme9 therp iz .a feellng that Kuwait is seeklnv to- play

e ilnan01a1 resgrves give Kuwait an importance greater than. its population

wauld justify and; in certain arcas,.the Kuwaiti leadership cen move W1thout

riresentment where thg;ﬁcudlp, w;th&rhe;rﬂmaswlvg:wealﬁh, cannot, 0bvrousJy,

. Kuvait is alvays going.to be insecure on the military front, and there is

gome scope for discreet AIC dipiomacy there. However, Kuwait's growing

o .diplomatic assertivenes ss. may well.strengthen its independence. from-the Bib‘

Poﬁers. If its oil production: DOllClG” can be influenced, it hlll be wlthln

a Middle Eastern, not Industrlallzed World, context,

o~

48, _ On paper, this is another low~absorbing country with a populatlon
around Kuualt s level of one million people. It continues to run 2 lelatlvely
healthy balance on curreni account though, like the Semdis, it ran 1nto
dericit in 1978 (once one takes capital transactions into account).’ The brg
contrast with the Kuwaitis-is that the UAE has been an active borrower on

the Eurodellar market for much of the 1970s, though it was opWy in 1977

that b@rrowingé went over the cne billion Dollar nark,

49. ‘LN§7§1eax\§ro&uction policy is emerging for the 1980s. Neither Sharjah
(20,000.b/6 in 1978, and falling) nor Dubai (365,000 b/d) are in'a. positiod
to meke much.difference %o overglliﬁroduotion levels, _They.hoth“qeéd;thé'
money and would expand production if they could--but technical 1imitafi6ns
mean that Sharjeh's production should fall, vaile Dubaifs should remain on

a pl%ﬁgau theough the early 1980s, aften which it should. start falling ‘oo,
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50. The key is Abu Dhabi, which is now the financial lynch—pih of the
federation., On the one hend, it has gome technical problems with existing
fields vhich have led it to cut its allowable production ceiling in i980 — 
by 11050007b/d‘(ﬁot§ 38). This cut is indicativé of* & very cautious approach
to oilfield management, and this might suggest that Abu Dhabi will join the
conservationists within OPEC who want to restrict production. On the other
hend, Abu Dhabi is still pushing shead with a §2.7 billion project to develop
fhe Upper Zakum field; and this expanded capacity should come.on stream in
1981, building up to 500,000 b/d in 1983. There is some talk that further
development of this.field could .eventually add-1-1.2 million b/d to Abu

54, On balance, then, the UAE'S productlve capablllty is llkely to wise
during the- early 19803, though this is no guarantee that it will actuelly

try producing at the maximum sustainable rates. The competitive element.

. between the constituent members of the federation may well determine that .

investment in prestigious, expensive (but not necessarily ecopomic) ventures
cont? nues to bloat the import bills.  However, a lot depends on Abu Dhabi's
developing role within the Federation. Should the UAE break up, then the -
pressures on Abu Thabi to preduce more crude might well be reduczd, thougn
it woﬁld still p:esumably vant to get a return on its Upper Zakum development,
On the wider stage, the UAE plays a relatively low-key role and is probadly
the.country which is nost likglyfto.takezits leadership from Saudi Aradia.
Even if the xclationship can be exaééepétedg,there have still been major
occasions such as the 1977 two-tier price system in OPEC, where the UAE has
aligned its po}igies closely with tﬁat of the’Saudis. This should probably'
give the AICs encouragement that the current leadership within .the Uil mey

well continue to prove responsive to the needs of the world economy. Vhether

. the generation of technocrats below the current leadership would be sc

generous is more of an open question. | S e T ey

.....Qatar and the Sandi-Kuwaiti Neutral Zone

52, Between them, these two sources have a product1ve capac1ty ol around

1.2 nillion b/d. It is unlikely that major new reserves will be discovered

;- in.them. The most probable out-turn is that they will sustain their current

levels of production into the.i9805, with no significant rises or falls in

production, - - AT ‘ . a
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Africa

[ . LI

roeo.hlbza ('l‘able 7) T T ST - . . "‘.‘,‘.
' 5%,. - Somevhat to the surprise 'of many people, ILibya will probably expand

its préductive capabilities during the 1980s. This is despite the fact that

.Colonel Qadafi was threatening in June 1979 to stop all oil exports for up

to four years. It is also despite the fact that oil production has been
falling since it reached a peak of 3.5 millicn b/d in 1970 and, since 1977,

has run at Jugt over the 2 million b/d mark,

54 . The CIAihas produced the most pessimistic analysis; the country's
five~-year plan for petroleun development is behind schedule, at least in part
because of the inefficiency of the state company; new development work will
déhlittle'but'compens te for Geclining production from older fields, and
p;gductive capacity may well decline between now and 1985 (ilote 39): On the
other hand, there_is now clear evidence that the Libyans are positively
encouraging nevw exploration by foreign companies, In October 1979, the Libyan
cil ministef announced the initialling of thirieen new productionwsharing
e#prfatiSn contracts with a varicty of compenies. Clea-ly, Major Jalloud
iq‘being optimistic when he talks .of the possibility of doubling preducticn
by 1985 (HNote 40), but the exploraiion rate does seem to be plcxzng up spesd

again,

55}';,f0bfi5ﬁsly, one has +to be slightly cautious about such develorments.
It ig, to put it mildly, disceucerting vhen the country's president telkst
of shuttlnw off cil exports for. several vears, but, then, there is plenty of

.gy;d@nce that Libya's militant rhetoric often disguises a fair- amount of
“praéﬁatﬁé deéision—making in the economic ield {a significant number of
foreign companies came through the 1970-75 period without being totally
naiibﬁaliZLd) -A further factor urging caution is its 2.6 million population

which is not 1arge enough to force development at all costs. 7+ « *r -

56.  On the other hend, Libya's leaders have lsunched genuinély embitious
devéloﬁment Plans, aimed at transforming society by the year 2000, “They are
puphlng ahead with industrislisz atlon, vithout vaiting (1like.the Saudis) ™

for foreign pawtners to get involved:: In addition, Colonel Qadafi is following

"ar ambiticus foreign policy which has involved him in brinksmanship with

Lgypt and in (allegedly) helping finance the development of an ‘Islamic

nuclear bomb' in Pakisten. There is no sign of any debate in-Libya about
O . . . . - .
the correctness cof such pelicies, so it seems safe 1o conclude that thexe

. [
- . - P RS S
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will be steady pressure on the leadership to meximise oil revenﬁes.. In . -
this context, we should note that Libya nazs not yet entered 1nte“natinnal
eurobond or euroloan markets, so that it is unlikely that it will eubstltute
heavy borrowings on such markets for either price rises or increased pro-
duction. o . '

£

e o AN

57. - Finally, we should note the groving integration of the Lidyan and

_ Vest Buropean gconomies. There is a ceriain amotat” of politice behind this,

28 the ﬁibyans-are starting to reward countries like West Germany and Italy
which”aré}seen-aS"sound? or: the Palestinian issue by diverting cil away -
from American msrkets towards them. Increasingly,; though, Libya is developing
exports of gzs, ;pflneu oildproduste and petzos nﬁchaib whose natural market
is Southern Europz, thus adding an econcmic lntcrdeppnaencc to the growlng
diplowatic links, - oo \, ' L e

F oAt v
LR

essocAloeria  (Table 8)

58. - - There. are few questiormaiks ebout Algerian policies. The intention

is to maintain and' {(if prrsible) expand. cil production which is currently.

rirunning ‘a2t close to its 1.2 million b/4 of sustainable capacity; fGrowth

will come from the steady expansion of gas exporis vhich Algeria's quite large

gas reserves will make pagalble. v

DT

59 - < On theitechniczl side, no one seems to be expecting major nmew oil .

finds within the country, and the planners are assuming that oil production

-.. has 1oughly rbabhed a plateau and should start declining sometime "in the mid-

vora dapere yreewr s

1980s. ° Since .the country's 18 rillion population will be an increasing market
for refined oi) products, the exportable surplus may decline reletively fast
in the late 1980s. However, gas reserves are sufficiently large for the

plannérs. to be expanding productive capacity ten-fold by the mid-1980s,

“and 2-large part of this output is already committed by signed contracts.

60, ‘Thexre would seem to be low chances of & significant deviation from
this projection. .THe country's leadership successfully handled the pqiitical
transition after the death of President Boumedienne ‘in early 19%9. Its main
political worries concern Morccce and the Western Szhara, but the Moroqcan

leadership seems much more vulneradble to setbacks in this dispute,than does

- the Algerian one. At the same.iime, the country is having to borrow heavily

“on internationzl markets——not just to finance imports but to cover invest-

ments within the cil and ges sector. 411 the pressures will be on raising

inoome from hydrocarbén exports.

- — o r e e ko e s rmre e rsm—— e | et i e b = e TR Ay
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61,  Belying the Algerian leadership's championing of radical Third World
causes; is tho fact that about hali the country!s high quality orude has
been exported to the United States. Howover, as with Libya, there is a
deliberate effert to diversify customers, but the increasinggemphasis o
refineries, petrochemical planis and gas exports will reduce the country!s
Flexibility in the future. It is noticeable Lnau flberzaw attedition within

thp gas sector has tumned fronm the United g%aae 4o hrbt Furcpe; and she

' 1ay1ng of a gas pipeline from Algeria to ﬁolognd 1f Itglv is a smgn of Thv

increasing integration of Algeria into the VYest Puropcan economy. J As u11u -
Libya, this should increcse the country's “ens ivity to tnf neels of Lhu“
customers, o S . . - »: o

A o ;
ceoesllimeria  (Table 9)
62, It is quite likely that Nigerian oil production will ease itself wy

LI

during the 1980s frem the 2.2 willion b/d vhich seema fc pe the current
level of sustaineble produciion (though, for e good part of 1979, it wag
Tunning at close to 2.4 nillion b/d). Hoﬁévé&; there sve political un-
certainties surrounding iaternal Eigeriéﬁ.pSiitiea and the impact that
conflict in_Southorn Africa may have on Niéeria‘s welationships with various

custorers such 2s the US znd Brifain,

65._ ‘ The uechnLLal situaticn is that Nigeria has nrobe‘y been straining

'its small, shorf—l;"ed nil fields tJ producing &t extremely ambitiocus levels
) Jurlng 1979 ‘To maintain or 1ngrea¢, roduction levels in the 19808, the

- Nig er1an neéd 1o davodle SldO“&ble elfort Yo secondary recovery end Vater-

oil senaratlon efforvs, and ithey alSO nced o stimulaﬁe a major exploration
effort Voth on end oifehore. On ihe exploratibn front, they have taken

steﬁs to throw opea all unzllocated acrcage ornghore and offshore, and

towdra tbe end of 1979 there wore ngns unaﬁ éome companies wvers being”
attrzcted in (Mote 41). On the enhar noed recdvéry front, adequate” investnents

are not being'made. Being perhaps & b + vncheriteble, it would appear that

disorganization within Nigerian pol1oy»hebﬂﬂg circles was helding action

“back in both thece key arcas~-and this may be the critical factor vhich

64. -With a bhugo population (ercund 80 million) and an inport-per capita

" ratio of one~fortieth of that eutoined by;the Saudis,-there is 6ﬁear1v need

for any inceome wh¢ch can bs gained from 017 exports, However, one has bo be
doubrful if these prossures will be t“rncﬂ into a conerenu; ﬂon&13uent oil

policy during the eaxly 1520s, Compered with countrien like Vnnezuela and
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Alge:ia, vhich have .a well-developed tradition of economic nationalism,
Nigeria has not yet developed a consensus about the exact role which foreign
investment should be given in a key sector such as petroleum. This consensus
will take time to develop and will doubtless -be affected by the .fate of the

new civilian administration which is trying to establish itself.

65, - In additioﬁ to purely domestic considerations, Higerién oil ﬁolic&

is likely to be influenced by foreigﬁ policy as well, The nationaliiation of
BP's interests demonstrates that the developﬁent of the political struggle.

in Seuthern Africa will, to some extent; determine with wp;ch foreign pgp?ners
Nigbria is willing to deél. At the same. time, Wigeria has regional ésPéﬁétions
end will want ftc use oil to consolidate its position as the 1eading poweﬁ;in

Vest Africe. ©Should its leadership prove sophisticated encugh, it may well

< “'have' wider ambitions. There are already signs that it is concentrating on

building up state~to-state:.sales within the Third World. Inevitably, all

this will lead fo some discrimination against the 'West' as qgg%pqu.aqq,w

. “provider of technical services. . .. . . . .. v fhee

Latin America L S

.o...Venezuela (Table 10)

. 66, Phere are a number of similarities between the . posmtlonu in vhich Venezuela

and Algeria rind themselves. They have moderately large populatlons (13 and
18 willion respectively), an oil sector which has reached a plateau thus

forcing the development of less easily exploitable hydrocarbons (Orinoco_

~heavy cil and Algerian gas reserves). Both are relatively naiiqnalisﬁic in

the wsys they are handling such developments, and. both have begn bo;;pwipg

heavily on international warkets.

 67. Venezuela's oil production peaked at 3.7 million b/dlin 1970 bu£ has

since declined sc that its sustainable product;ve capacity is now around

¢4 million b/d. Following a comprehensive nationalization of the 0il

“industry, the country's exploration effort has been steadily increasihg,.with

particular attention being given to the shores off the country's 3,500.
kilometre coastline. There have beaen encouraglng hydrocarbon dlsgoverles
(particularly ong large gas find off the Paria Penlnsular), which should at
least allay Venezuelsn fears that by the mld-19803 they Wllx not have enough

Aight oil even to satis{y their doemestic demand. The geologista, though,
-are pessimistic and suggest that the chances of major new 0il finds are

unlikely, though the gas prospects are good. \hatever they do f£ind as this
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exploration’ effort develops will be unlikely to affect Venezielan production
- polities. during the 19808, = = . - TR
68, The mos$t important event during this decade is likely to be the
initial devélopment of the Orinocd heavy oil beli, which: may hold between
one to two frillion barrcls of oil., There are a number of techneological
problems to be overcome, -but Petroven is planning to spend 3.5 billion- to
N42 . develop production and refining capacity of 125,000 b/d by 1988 (Note 42),
" with hopes of producing beitween 500,000 ‘and one million b/d by the yéarIZ,OOO.
: : Whatever one thinks of the cost estimates (and the initial #3.5 billion sounds
% pemarkebly little given the novelty of the problems which will have to be
overcome during the initial phase), this whole programme is an indication of
- the kind of '{rontier! technoleogies which a2ll oil producers are going o
have to come to teims with as their readily producible o0il reserves run down.
Few countrics have this kiud of heavy '6il belt in reserve, but other countries
will be se¢eking o develop equally exotie ways of maintaining their hydio-
éarbon-production profiles at reasonebly high levels into the 1990s and beyond.
« "Al¥eady, in the Venezueclan case, one can see the emerging role <hat the
international oil companies are playing as advisers to the national-oilj .
company,‘Petrbven, which is charged with developing the new resourcess
Clearlyg the development of heavy oils is one area vhere the expertise of.
- - 'the' national oil company will rapidly.esdbch up with and, in meny cases,. oub-
" strip the-expertisé of the traditional waltinationals. JTnereagingly. one
suspectsg'the'VeneZuelanB will have lessons to teach other parts of the world
nere heavy -0oils have to be developed--an instance of the way technological
interdependence in the 1980s and beyond will not be the- one-way street from
the AICs to the Third Vorld as haé‘béen the case in the vast...

"69.' " Vhat i less clear is just how much emphasis Venezuelan plammers will
‘it on-increasing imporis, and thus increesing the pressures on “hem to maximize
Oil‘productiph.'VOh*the surface, the picture is clear. The Venezuelans . -

" have been in currént account deficit from 1977, and may even have run in

Cthe red in 1979. Theéir international borrowings have increased heavily since
1976, and their external debts had reached the F12 billion mark by mid-1979.
As T write (in November 1979) there is a clear reaction to vhat is now seen

" as the over-rapid industrialization drive of the post-1973/4 years. ' The

- Herrera administration, which tecok power in spring 1979, is. looking askarce
at the state~led attempts to divéésify the cconomy away from oil inte.industries
such as steel.. The complaint is not sc much with the strategy but with the

alleged inefficiency with which it was being carried out.  Almsst inevitably,
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the industrialization momentum will be slowed. it the-same't;@egiﬁhe_rgmoval.-

; of official price éontrols in 1979 has led to a sudden upsurge-in infletion

i "which Has heighitened socizl and. political tensions within the country. In

: - “fhe short Tun, it is not clear. what these developments will mean: for future

i economic planis, but they may make the leadership more cautious about.over-

| rapid éxransion of the economy,. - Hbwever, .it seems nost unlikely that .worries

0§er'thé”ﬁbnioi12edonomy will lead to-a relaxation of the drive to: develop

| the hydrocarbon sector. The kind of fundamental problems which, have. been

emerging may well have been caused by a long-term over-reliarce on the oil
industry. However, in the shoxri-term future, politicians will 8till find it
‘easier 4o o#eicomefsbcialitensions'égainst¢a background .of rising, rather

BRI
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= - their.static, oil .revenues. -

70.=-"ﬁgéinst'this mpretpi;fhéggéﬁe background, there wild be .some more
‘subtle developments,.-Firstly, there. is going to be:a major switch from.
light to?heavyicrudés, vhich will inevitably cause some upheaval in the .
~lighter parts of the oil trade. ©Secondly, it is clear from the couniry's
renego%idfion'of its post-nationalisation supply and service coniracts with
e ghé international majors, that Venezuela is determined to continue with:
diversifying its custouwers and. technical wuppliers, This does not mean.
7% that the majors are.likely to be cut off from all Venezuelan.oil (as.could
.- happen in the case of any newly—radical;sed Middle Eastern oil producer), _
- but it does mean that Venezuela is playing its part in squeezing-the majors
sout of their oil-trading roles. Thirdly, Venezuela is like Wigeria in .
. ﬁantihg,to'pléyJan impoftant regional role; and it is not accidental that
--i% has been one of the OPEC countries which has consistently stressedfthe
oil prodﬁcers' obligations to the cil-deficient LDCs, In fact, Venezucla
“is extremely interestingly placed, with neighbours which vary from one of
theé most industrialized Third World countries, Brazil, to some oi the .
. poorest ‘countries in ‘the'world, “the Caribbean micro-states., Finally, it is
worth suggesting that Venezuela will be watching with interest any US moves
1o :develop .a Horth American euergy market or wider free-trade area. Whatever
' thetpragtibalities of ‘such initiatives, there is.a growing strand of . .
.jﬁﬁéricéiubpinion which believes the Ué.could gain from.them. The Venezuelans
"?“?#iil wétbh with somewhat jaundiced eyes since, as late as 1972, they were
'zi”bibpdsiﬁg a hemispheric arrangement with the US, -but were firmly recbuffed
N43 E(the‘43);“tEven thoughi Venezunelan opinion has since become more nationalistic
~on’ 0il ﬁafteis, it would clearly be ridiculous for the US to ignore Venezuela
in any fiture consideration of regional energy arrangemeniss

- .
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.ooaMexico™ (Table 31) - - - . - : T
"1 Whatever figure Mexicen reserves ultimately settle’ around, this is

" one ¢ountry which will clearly be incteasing its' oil' production through the
" 1980s. ‘'Conventional wisdom' withia the industry suggests thet this country
" will step up production from around 1.5 millison b/d at the end of 1979 to

“ebout 3,3 million b/a@ i1 1985 and 5-willion im 1990 (Wote 44): If one is

' an 6ptimisgt, one con argué that what has happéncd ‘in Mexico-duxing the 1970s,

ig” an indication how éver~increasing’oil prices, combined with growing’

- fochnical competeénce on thé part of national oil companies and Third World

‘planhers, san uncover 2 lot of new -6il.  Howevew, the pragmatist in one’

‘mast point out that policy-makers have to plan for what is- likely, not what

ié’ﬁossiblé; So, for the moment, we must assume that the Mexican discoveries
are a flash in the pen, and that the institutional upheaval which has taken
place in the oil industry during the 1970s has not prévented similar

interesting discoveries elsewhere -in the world (my perscnal guess is that

e

'”-725““-Cléar1y;"th3ré is @till considerable controversy about what the

Méiidans are-actually discovering. The siate of the dcbate can be illustrated

by the discussion sbout the raservos of the Chicontepec Field: Pemex

Cagtimates that it will be sble to redover 17.6 billion barrels, from reserves—

‘insplace: of 106 billion barrelr (Wote 45). This is a claim vhich has been

“erecéived with some derision by a number of non-Mexican experts-—-thoughs there

is no way of verifying'how many of thiem heve -had adequate access to the
data of f which Pemex is working (Wote 46). Clearly, even on Pemex!

‘admission, "this is an extreordinerily complex field which would involve the

- drilling of 16,000 wells--i.e, slightly more than the total numbe?® drilied

- in Mexico duting the wholé period from the nationalization of the Mexican

industry in 1938 through to 1978, It is notiyet clear that the Wexicsis

. ‘are-using the same gtandards for estimating reserves as outsiders. ~ -

- . .- .. . - e . g

"%, + However, whatever the truth behind such a debate, we are.clearly.

seeing & major expansion of the proved reserves within Mexico.  That most

péssimistic observer of the international il scene, the CIA, is' willing

- "to concede the discovery of +two possible super-giant fields ( the A.J, Bormudez

" complex’ and one possible offshore find) (Wote 47).  Comservative US experte

- concede that; by ithe end of the 1980s, proved Mexican oil reserves should

“Hotal betweenr 30-60 billion barrels—i.e. frem about the curfént'pbéition

of the USA €5 #hat of Iran or Xuwait {these latber two are currently the

countries with the third and fourth biggest oil reserves in -the' world).
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If the US can currently be producing 8.5 million b/d off its déplefing
reserves, then there is no doubt that the- hetlcans could be aamlng as hlgh

as that in the 19903——if they so choose.

74ﬁ ....énd'there s‘thé rﬁb.' The Portillo administréﬁioﬁ“ﬁés set a -

.target of 2.25° mllllon b/ﬁ productlon by the end of 1980, W1th no firm

commltment beyond that date. There is an 1mpllclt commltment to rise to
2.5 million’ b/d in 1981/82 but, after that there w111 be a new Pr981dent

* and the Mexitans have a tradltlon ‘of not" commlttlng thelr successors to

fixed targets in a sector as mportant as this, All one can say is thai‘

. Pemex has" ‘been push:.nb productlon up ‘at least on target, and there has been

some consideratlon of gctually ralclng'expo*t goals and thus necessxtatnng
a ralsing of productlon 1evels as well ' ;
7%. -~ On mechanlstlc assumpiions, there should be little doubt that _

subseqpent Wex1can administrations will contlnue to push productlon steadlly

upwards.' Ue are dealing with a population of- some 66 mllllcn which has

only very recently showed Somd s*#ns of growxng 1ess: 1nan its recent 2.2

' percent annual rate (Note 48) “The country is heavlly “indebted and, in ’

19;8, was the largest borrower of eurocurrency bank credits in the world

(Note 49)7—a p081tlon it hgs maintained in the first nine moniths of 1979,

At the same time, oil revenues are tillsrelaiiﬁely insisnificant, only

reachlnb the 31 billion maxk in 1978--a year in which the country 8 insti-

'”tutlons borrowcd nearly 38 blLllon on 1nternatlonal markets.

76.m; It is p0381b1e to argue that, desplte all thls, the Me 1cans Wlll
develop thelr oix extremely cautiously. For one thlng, the Memlcan aconomy
is hlghly dlver51fled by the standards of OPEC's members.(of vhich iexico

"18, of course, not ode) If has healthy exports of ﬁanufa;tures; and a.

particularly buoyant serv;ces secLor (tourlsm and ever—growmng rsmlttances

‘_from legal and ¢11ega1 emigrants to the USAY, The opp051te 51de to this
argument is that the Mexlcanb have traditionaliy run a hlﬂkly—protected

.economy; whlcn.they w111, under U8’ pressure, probably ‘start o liberalise

in the very near future. - Inevitably, ﬁanufacturéd‘iﬁports.will be sucked
in ré@idivﬂiﬁﬁ%%é'%axly‘yeafé of such a programme. Another argument for
MGchan cauﬂlon {5 "that its planners are scared of running into the oil-led

1nflat10nary “boomvwhich Venezuela is allegedly Pac:.ng...Clearly, they are

.rlght to Look a%“Venezuela, but, as we've seen in the preceding section,

oil is a minor part .of Venezuelen ille. 'Hham“VenééuéIé:an& Mexico do have

in common is-the problem of liberalizing oconomies which have hitherto .
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been kept'relatively restricted, 'Increaeing 0il revenues should -give the

"'polificiane;more flexibility in handling such problems.

T Pundamentally, though, there is the question of whether the M°x1cen
'1eadorsh1p can satlefy the demends of its large populatlon,, *neV1+ab1y,
-ecmu of tho ques+lon1ng cP tuo Established Order which has been taking
plaoe 1n the countvleo 1mmed13tely to the south of Mexico must foed back
'1into Menlcan soclety. If one adds to that the Klnd of helghtened polltacal
debate Uhlch 19 found 1n somo of the other oil-producing qtates elsewhere

in the world 1hen we could see Hewlco 8 long—estabjlshed polltlcal 5
0'1nST1tut10ns cha;lenged for the flrst time c1noe the Revolutlon._ If 011
:?productlon is dellberabeiy held back it w111 e because Mexlco's ellte
feels it is moving into uncharted waters and needs tlme to assess uhat
reefe 1:|e ahead. L

‘75; Whetever the Mex1cans do de01de to do9 they will clearly not nake
any particular declslon because that is uhat the United States hanpens
to uant The nldmory of US—HOY1can relations has be en too tense o permlu
‘thls klnd of bargaanlng. Currently, the Mexicano are settlnn a 11m1t to
the proportlon of thelr axports Wthh they are willing to sell to the
tUnltGd States. lee the Venezuelans and a number of the other 0il pro-
"ducers, thev are dcllberqtely |1verSny1nf their customere, even :f th14
'Hmeans that the; lose some income, since the UnA 1s the loglstlcally 1051ca1
destlnatlon of Mexlcan exports. So, the Nexloans w111 gradually beoome
more Jnvolved with the West Furopean and Japanese maekets wwth whom they
should be ahle to have a less cmotlonally-rhgrged relatlonshlp than wlth
th91L Northcrn nelgh“our‘ Flrally, Hexico necamn a spc’eqman for Thlrd
-WOrld 1seues under the former Echeverria admlnlstxotlon and ‘his successor
Pr081dent L0pez Port:llo has continued this rad:tlon by maklpg 1mportant
proposals w1th1n the energy field to the UH General Aseemblyu This would
1ndlcate that Mexlco LS again ootentlally eusceptlble to the energy problems
of the energy—deflclent LICs, A11-1n—all toe L9805 w111 be an eventful
‘decade for the Mey1can  The more their leaders erter it talkding of
'Saudl—style reeerves, the harder they will find 1t to rert*mct Tuture
productlon to 1evelu they nlghc find safast for the countryle polltlcal
t:.tu'tlons° It could therefore be that the world will get increased
7011 and gas export fxom Mex;co, at the expense of gIOW1ng pollulcal :

tensxons wlrhln Mex1can soc1etv
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The Range of Problems

79. The oil producers are not going to set us a unified set of problems.
Saudi Arabia-is not the ‘same kind of séciety as Venezuela, wvhich, in turn;
di ffers markedly from Indonesia. 'Anyéne who fails to appreciéte‘the'comJ
plexity ‘of the range of problems the oil producers are likely to throw-ﬁp?
will Yeact too rigidly, and will almost inevitably walk into avoidable

cX¥ises—gome of which-wili actually have been caused by the AICs. " S0, to-

Jlkgulde the'second half of this paper, vhich will be 1ook1ng at AIC policy

options, here is ‘a list of kinds of problens WhJch could affect 1nternatlonal
oil markets in ‘the 1980s.’ ' . r . .

. F
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80. " It is-‘probably beyond the scope of this paper to consider the chances
of US=S6viét struggles for oil. Howaver, the fact that oil reserves have
been clustered so heavily in the Middle‘Esst means that' oil préduction is’
vulnerable to another Arab-Israeli war, particularly should it lnvolve
Saudi Arabia more directiy than in.the past (and the :fact. that the“Sauala
havé-been ‘arming themselves so rapidly 8ince- 197}/4 will increase Israel'
temptatlon to attéck Tabuk or the oilfields in’ any future conf]agration)
Then, stmcklng to ‘the Middle Eastern’ reglon, ‘there is the p0331b111ty that
neighbours will flght, perhaps dlrectly destrov1ng 0il produc+ion'faclll+ies,
perhaps 1nterfer1ng ‘with 0il flows from third countrles, or pe*haps -leading
to long-term polltlcal destablllzaxlon in one or both of the combatants.
Wlthaut‘thlnklng too hard ‘one can raise questions about future Iranlan—
Iraqi, “and Tragi~Kuweiti relaticns. Then, the radicalism of the PDHY
means ‘that- taere will always be the chance of 2 war with' any_comb;natidn'of
North Yemen, Saudi Arabia and Oman.  Elsewhere in the-oii;ﬁrodﬁcihg‘ﬁoild,
there ‘are” Bgyptian-Libyan tensions which could’get more dangerous as

' Egypi's finencial ‘situation improves as its oil proédction increases, and
as it cen,‘at last, divert troops away from its Eastern front. Further
along Worth Africa, ilgeria's relations with Morocco have been very ‘
strained over the Viestern Sahara issue: a war would be more likely to
deatabilise the Moroccan, rather than Algerlan leadershlp, but the impaet
on oxl—productlon carmot be discounted. ’

81, Vithout putting an exact probability on any of these events,.the

‘chances are clearly'high enough that ccntingéncy'plhnning'has to be ééiFied
out, Any sort of Wwar azound the Persian/Arabien Gulf would cause at

least the kind of cheos in world markets we've seen in 1979--znd would



probably be worse. -

veee.Political Collapse

-.82, Evepfs in Iraq after the 1958 revolution and in Iren after the fall

of the Shah‘abundantlv prove that the collapse of traditionalist regimes.

is 11k01y to be followed by a pexiod of considérable sociai and political
convu181onu' InGV1tab]y, oil production policies will be affected, It

needs very llttlo intelligence to point to regimes such a3 those . in Sandi
Arabla, Kuwait and the UAE whlch are ﬂolng to have to bo extremely politically
SOphlSulcatOd lf thCJ are 1o survive the 19800 in their present form. _In
paxtlcular the fates of these regimes are sc intertwined that radical -

change in one wouwld quite probably lead to a chain reaction amongst. the
others. However, radical political change is mnot just a poss:bllltv 1n tne

case of the {raditionalist oil producers. The current Iraqi regime is

..ewtrem 31y naxrowlv basbd and no one can be confident about political:;

develondents in Indonesﬁa and ngerla during the coming decade.

oo...ﬂatlonallsm znd I eJlnlou' Pu*damenta1¢am

85, Once agaln, evonbs in Iran romlnd us of the rise of funaamentallbt

Islamlc values in the 011-proaucnng world9 wnich are anti-materialistic

and—-perhap not 1nev1tablg—-arﬁl—westarn._ ThJS has already had an effect
on o¢1 f}ous -and, even if it does not lead to the ovcrrhro« of. othex;.
reglmes, 1b \111 inevitably make- them more aui;ous,,qndvth;p:w;ll.feed
back Jnto 1ower p“oductlun rates, There 15,.h6ﬁev9:; a less obvious angle
to this Problcm. We do not just have to worry about consciovs political

decisions to restrain production, we will al<o be affected by the. indirect

3effec+q of a country g decision ito use leas forelgners in the o0il. flGldB,

mor to makc lts natzonal oll company try to do w1thout little or no. help.

irom fOIplQﬂ_COﬁP&ﬂlGS. The effects of over—zealous.ebonomlc,uatlonailsm‘

can be insidiocus.’ . Failures to caryy cut auequdte exploratlon or maintenance

can slowly éap_a country's productive‘capabll¢uyww1thoat any conscious

aecision having been teken to cut it, Co - ¢

.,0..Selecu1ve Embarancs

B4 .- The problcmg here hardly need spnlllng ouu,; The OAPEC oil émbargo
of 1973/?4:was quite effective, and we must assume that any replay would
vork better. One would expect the instructicns given oil compenies about
deSulnatano would be increasingly detailed, and the threats of-retaliation
ana;nqt coapanles redlrectlpg nen—affzeted cimde to embargeed debﬁlnat;ons

might bucome sevions. However, the 'classic! 1973/4 embarge is not- the only
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form this problem may teke. The experience from a country‘such ae.Iraq
is that the contractual restrictions on oil companies as to whlch markets
they can Supply have become toubh enough that the US companles rwsk
offendlng Amerlcan law 1f thcy comply. Ue ehould also- note that Southern
Afrlca 1s now, JOlnlng Palestlne as en issuc which is suleclently emoflve
to trlgger 011 embargoes. Already, many OPEC countries forbld the eale
of their oil to Zlmbahwe/Rhede51a and South Africa. ngerla s ex-
proprlatlon of BP shou1d remind us that we are gettlng close to the- stage
whero ngorle, at least may refueo to sell oil -to compan1cs or coantrles

whlch are seen to be supportlng Uhlte South Afrlca.

.....Productlon lelts: EConomlc Motlves

. 85%'? This issue has been covered at some length earller in thls plece.

He:are aalklng both of decisions to conserve oil reserves for technical.

fieasone, as well as because economics are unable to absorb the relevant
oil rovenues.r However, production-,imitation takes two forms: there is'
the deC1elon to produce at less than productlve cap301ty, and there is
the d901510n not to increase ‘such capa01ty. AIC policy-maliers need tor

take both forms 1nto account

.o...Technlcal Bestructurlnp of 011 Hlarkets

86. . .The’ f1na1 problen to which we should pay attentlon is tnat 011 v
produclng governments are increasingly trying to spcclfy the typee o;
“o0il thcy are willing to s:ll, and the types of customer to whcm thev W111
eell. Cumulatlvely a number of individual declslons at the nat Jonal

‘level nay have a major ¢mpact on global trading patterns. As far as "

"types of crude are concerned both Savdi Arabia and Venezuela have policies

vhichi force customers to teke an increasing pgoport;on ol‘heavy (traditionally
less attractive) erudes along with light onos, Thz Saudi policy curremtly
is that customers have to take light and heavy crudes 1n a 65 5 nropcrtion,
and they will almost certainly switch to a 50:50 formuld in tHs '1980s.

This will ve an irritant to refiners round the world; but such de0131ons
reflect the fact that the world has been nroportlonately over—coneumlnb

the 11ghtcr crudee and such steps are merely trying to lead the way to

an era in wh*ch heavy crudes will become ever more 1mportant One variant

:of this pollcy of tylng conditions. to the sale of de81rab1e crudes will
rcome as the reflneng and petrochemical capaclty of the oil producevs

builds up. Should these products be commerclally unattractlve, the cil
nroducers will tvy to insist that purchabere of crude should ﬁlco take -

L
! certain amount of nrodacts._ -'. P -
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'wnlch hava, in thp nast been too

.though, the motlvailon mqy be to

87, . As uell s b01ng moTe asse

';arc Wllllng to sell the oil prod

about the cllents they soli to.

ivove to dlvor31fy away fron'the i

"the ro-ncgoflatlons of ccntrac»s

leya.
is a con801ouq efFort to deal nor
Sometlmeq, thls W111 1nvolve Pnte
deflclent LDCS° at oth@r tjnesg i

governnental clients’ in coxntr1es

1tlonally been supplied by the majors in their oll—tradsng role.

other than the United stgmes'and_
have been so dominant in the oil
whatever‘thé'moti§§s; this divé:s
in 1979. .
marketing channels during this yg
state-to-state deals (Wote 50)

than .2 quariter of the west's onl
traditional paths (Note 51). ™

Shell argueé ti.at over

.
rtive ovﬁr the Klndb of products they
VCers are also gothlng more choosv
There 1s, fov Jnsbance a qlgnlflcunt
nte“ndtlonal madovs, ag can be seon in

burrentJy t;kﬁng place in Venezuela and

In nolther casc are *ho magors gomb to bo eaected but thore

¢ divectly wlth ultimate cusuomorsz .
1ng qtate-to s+ate deals w1th energy
t w111 mean deallng directly w;bh nen-
llke Jepan and. Germany which have trad-

This

domlnant ?oL POllthml tastes, Da*t“
forge llnkp wwth industrialized countrics

to 10 ser ﬂxtent the UK SlnC“ they

producing world in the past. However,
ificdﬁion of_custbﬁeré has gathered pace

2 wiltion b/d wag taken out of $raditional
ar and put into more-or-less formal
Another ostnmate suggeqts that more
ipErte now AGVE thidugh uch Bon-

desc¢nd1ng order of magnltLue, it is

o

kJapan, France, I+aly Spain and %

urkey which have been most aculve in

91gn1ng suck dlrect uealu. The ?ore such de&ls prollferate, the nore

ATIC polloy—makers st cuostlor mhe effect 1veness of de*enslve measures’

such as the International Tﬁurgy;

L;..,ﬁérfot or Stick? f
88.

co0il prouucer must sfart with c.ccep’sm

Agency's Inergency Allocaticn Scheme whlch

reste heavxﬁy on the abxllty of the international oil cempanies to dlvert

" 0i1 eupplies within their corpor?te netvorks (Vote 52),

UATCG Policy Responses L

A1l dl%cubﬁlono of the AICS’ fufure dlpiomatﬁn 1elablops wwih the

some blunt truths about the 19803°

- ~g¢von Jlkcly supply Tﬁbtralﬁtb duling the l9808, it is unreallotlc
* 4o think of 'breeklng OPEC-

“Zthe AICs
fuil ohoka.
mthe act of tryzng to b 11

canaot fovoe any 1nd1v1aud1 01; nroducor to produve mt

y 011 prodvﬂers lnto 1ncreaSJng pre~ |

duction is likely to be éountel«pzoductlvp. potentzally friendly
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regines. mey be desﬁabiiiSQd‘and‘subbeedéd by rélative chaos,
-no single AIC has such a monopoly of noney, food, industrial or
military technology “that it can blYackmail any producer into in- -
- oreasing production for moré~than the short time meeded by the
producer to.find altérnaiive suppliersy S
~it is extremely unlikely that ary combination of AICs<can be put

" together with & suffidient combined shave of such factors that
they can, as a group; blackmail a producer ‘into’ changing. its

-preferred policiés. S '
~however irritating and, occasionally, humiliatiﬁg it may be, the

© - AICs -should-bage their policiss on persuasion; not on force or
blackmail., . R ' '

" Zhoné of the above'should be taken to rule out the use of.force:
should another-G¥eat Power threaten to use it to-grab oil suppliess
or should an’oil-~producing regime~invite'militéryﬁaid-tOxrepulse

an‘oxtérnal threat which it might otherwisé be unable to handle,

89.- What'we need is a decads of extremely low-k-=y, subtle and multi-
facetted diplomacy. The AICs should abandon the use of rhetoric toward
the leading oil-producers, while understanding that this restraint will
not necessarily be reciprocated. Clearly, there willibe occasions when. -
the oil producers will be best treated as a group (i.e. as OPEC) or as-
sub-groups (i.e. the troditionalist oil producers on the Gulf), .. However,
not too mith hope should be rested on such miltilateral approaches,
Instead; &’ lc¥ of ‘tHe most useful effort will go.in fine-tuning diplomatic
relationsg with' each itidividual oil producing state. Sometimes the best -
approach will be a-bilatcral, inter-goverumentsl onc; at other times, . -
relations will beést Yo left to non-jjovernmental bodies such as private
conpanies,- Hone of this means that AICs ‘should stop plenning for crises
such as wars or exirene political provocation by given oil' producers. .
Yhat it does mean is such measures should very much be maticrs of last
regort. In the past, Teddy Roosevelt made sensz when he said: 'Speak -
softly and carry a Big stick*. ' In the coning decade, there will be
nothing vwrong with the soft-speaking, but sticks will he out, It will be
an era in which the AICs wilil need to tailor incentives 4o the specific
needs of each’oii-prcducere Carrots, not sticks, are what the decade
will be all abouvt.

90, - Before digcussing varicus incentives which night be offeércd to
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producerssr we. shou]u first be L]O&T exactly what the goalo oi the AICs

shrould bee‘ They. should seek: |
1. %o pe rsuade +he loading oil producers, either singly or
collectlelv, to mainiain generous production levels, and, where
‘this is technically possible, to increase them. '

2 to persuade {hose oilmﬁroducers‘in?a,poéition to do g0 to
‘qfincrease their preductive capacity; ‘even if theéy do not intend to

“utlllze this fully on a sustained basiags

3. to persuade the oil-producers to woderste their oil-pricing

. policiesi -

4., ~to persuade as many oil producers ds possible to show productive
flexibility in times of industry crisis. '

- 5. to identify and work with {as closcly as is.wisé) those reginmes
in the eil-producing world which can be persuaded to modify their
0il policies in the interests of the world eccnomy. '

.6° to rémember the interests of western consurers and, if it is
pogsiple9 to play off oil produvcer against oil producer to drive

. Qown prices. However, such a policy should mot be adopted if it
endanggrs geals 1, 2 and 4.

*

Potential AIC Incentives

...‘.Reﬂlme maintenance SRR f*i?ﬂ" f? :f-i:

912 Of all- the potential incentives the AJCs can offer governments to
..prodﬁ091011 reagonably generously, the mosi cthically and politically ’
sﬁspect‘is‘for the AICs to offer understandings tﬁatithéy!wiil'back?ﬁ
parti ular o;l-produ ing regimes. if they run into trounle. If the:AlCs
aré not oareful ~they end up supporting thoroughly discredited’ regimes-
_vhich,. unon they do fall, are succeeded by regimes which must 1nev1tably
be hostile to Qstentatlou31y~close friends of the fallen leadership.’
There is élsbithe very.real dengel in some paris of the world that it is
positively dangerous for a regime to be seen o he too friendly tovard
cértainrAIC§-min which case; too enthusiastic backing for a reglme may‘
aétually be self—deféating,..- o )

it
92. Clearly, the regimes whose falls would apparently matter most to
world oil consunexrs would Le the conservative oil producars round the
Arabiag/Persian Gulf, The chance that the Saudi regime ml"ht be replac ed
;by a iegime which gettled for production arcund the 4~5 m111¢onrb/d.level

JFQ to put i% delnnatbiv, hrofoanalv disturbing., In contrast, there are
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a range of middle—ranking OPEC menbers (Libya, Venezuela, Algerda and.
Iraq) where it probably does not matisr groatly who 1s in power, because

we would expect oil pOllCleS to remain substsntlal iy the same.ﬁ

93.t_ In these olrcumstanccs9 perhaps the 51ngle blggest step whach can

be taken to improve the domestlc surv1v31 of tho tradltlonal M;ddle Eastern

oil producers is to refra11 from puttlng too muoh _pressyre. on them to

- follow 011 pollCles whloh leave them uneasy. Let thcm set produﬂtlon

CElllDGS, even 1f these leave the world market a b t trght for crude. N
Let them develop thelr own pos1tlons on Mlddle Eastern matters, even *f;;
these contlnuo %o be hostile to the Camp Dav1d approach._ Certamnly, 1et
them behome more natlonallstlc in economic natters rf that helps them _

buy off domestlc criticism. To put it bluntly, let them dlstance themselve°
from the United States, and from any other AIC which gets too strident in

demandlng hlgher 011 produetlon irom OFPEC members.

_-94.‘ _ Clearly, such adrioe could be embarrassing for the world-eoonomy

if it 1eads to a lowering of 011 productlon levels through the 19680s, .
but such embarrassment is probably 1nev1table. The risk of 01lﬂproductlon
belng badlj affected by polltlcal .change rcund the Gulf is qulte high,

and the AICs have to ask themselves uhether they might be lncrea51ng the

chances of such change by making polltlcally risky demands:of the system.
At the very least, all AIC policy—makers should ask themselves whether

they are not puttrng proportlona11y more pressures’ on . the 0*1 polloles

ol Middle Eastern OPEC members than They have put on those or countrres
like Norway (why hasn't it opened up itse northern waters more rap1d1y°),
Brltaln (couldn't 1t he pers uaded to try for 8 more anmbitious export
policy by the m1d-l9803°) or Memlco (1f 1t 1s getting US trade beneflts .
from not belng a member of OPEC, uhouldn't 1t be showlng a blt more

generosrty 1n 1t° pricing pollclee°) If the AICs are operatln dlplomatrc

‘double standard in being much more c1rcumspeot with key non—OPEC 011

producers, then AIC pollcynmakors must ask thomselves whether such a d
double—stanoaro (however unanbentlondl) does not indicate that serlous
polltlcal stralns may be being creatod txthrn,the OPEC world by rnreallstic

ambltlous demands.

95, The Ouestlon of prov1dlng hld&lﬂ Bastern oil producers \1th help

) agalnst external abgressors is g vexed one. In general, it would be fair

to say_that the AICs would be happy if some .'over-the-horizon' fire-

fighting force could be developed in a sufficientiy accepteble form.that




et e ——

P U

B R AR

N33

154

. B -

threatened oil-producers werc able to call on it for help (aszﬁﬁwait .
callod{fér'British'help agoinst Ireg in 196 5 and as Zaire, in Africa,
was able to ¢sll on Freneh, Bemulan and Horocean troops in 1978). On-
the other hand,; in the cvrrent febrile stmospherc within the Middle EBast,

no polltlcal leader is going to risk his neck by calling for the c¢reation

‘70f such a force-—purt:culdrly since it still secems that part of Anerican

public opinion favouirs toking over Middle Lasters oil’ fields, whether’ the
local authorltles oa 11 for US aid or not {Jote 53). However, since e
are looking up to a.decade eihead9 it should not be beyond the wit of
diplomats to come up with scme Guif %ec"rify Pact or some multi-mational”
intervention force which is eventually po11tlca11y acceptable (and re- :

asbullnb) to key 0il producers.

950231THOWGver, there'éreﬁbdﬁfroéersial'eleménts'to any offer from AICs

to maintain oil producing regimes. There is the perennial debate sbout
wnat pollcy ong should f0110w on selling arms to a part of the world which
is alreauy so 1nsccure—~but this is a relatively well-worn issue fﬂote 54)
One of ‘the newer contxoverbles is where a Hvﬁan hafhts policy should ¥it-
into o0il 01p¢omacy, since there are not nany de Locravles among the leading
OFEC mumbers. There are voices who st111 argue that oil is %00 1mpofuanu
to’%eépﬁﬁ'atfrz sk by demOﬂofrafﬂonﬂ of liberal 'bleeding-heart! consciences,
énd they soretimes go on 6 blame the fall of the Shah on the pressvres
that President Carter put om him to libéralize. On the other hand,” thére
is the'érgumeﬁf (whick I support) that one of the lesscns from the Shah's
fall‘is 0f7tﬁn dangers which come from the AIC&“identjfyiﬂg themselves’-

too closely t0 leadexs whose posltlon is ultinm at°1y ‘indefensible. Cleaxrly,

it would be crezy for AICS 0 be scouring the Guilf states ‘for frustrated

deriocrats and Qngruntlod teéﬁpécréts. Cn the other hand, it mst bé

made clear thdt no leaders of 011 ‘producing states can expect hacking -ab

1 all" costs if they have lost the aullltv 0 auJust to the changlng soclal

and pollulcai forces oelou them. Perhap. a 1¢8son can be drawm from

recent é%énté in Sduth'Kore In thié'cése;’%ﬁé'us authoritiﬁs made’a'”‘
cleay dis tlnctlor bptwcn +he1r «upuort fér the country’s general ‘1ines-

of developmpnt and “their quall ied QlSdpproval of an unyleldlng dutocrat.,
President Park was killed without triggering a radical break in South Korea's
general_political orientation. Other autocrats might learn a leszon from
this. | Yt CoE . L o I

oL '!-‘AV‘A' . ) . . s .- - - e
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97, ~ Tt would be a nistake if the forecoing paragraphs are read &8 &
Y G P

‘pied for the AICs o concentrate primerily on maintaining the conservative
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Gulf rulers in pover as lobg as it is decent *o do SO."Qtite'ciearly,
though, we'have to come to'%erhs with a ruch wider political apectrun of
oiluproduCing.cbuntries_fhan‘%ﬁesé, and *he cumilative modifications which
cau"bé;won'in'thé;laﬁte”’s oii policies may be Juot as ;mportant a8 tne
chenges ‘vhich’ mlght be W1nngble fronm the conservative Gulf prod uCens.

On the'other hand, it is difficult to sec any of the non- Middle Eastern .
oil producers belné pacticularly susceptible to offers of SECUllty aos¢stgnce
from the AIGs.” The Alﬁerlans Venezuelans and Nigerians probably o not '
see any cxterﬁ;l threat which really worries them (Morocco in Algerla's
case?).” Ph351bly only the 1ndone81ans, who view Vietnam's adventures

1 Sowth Fast Asia with some alarm, are going to be very receptive to

of fers- of"security assistance and, even here, the worries would be ﬁore'
sbout ‘the® po‘l:en‘tlal destablllsatlon of cther ASEAN members, ra'l,her than -
of In&ones;a 1tse1f. o ‘ ' '

e ooV JUSE! Solutions.to the Palestiniar Issue..land to Southern Af;ica?“
98, = It'is probably not worth the AICs (read 'the USA') bullying Israel

into an 'even~handed' Midile Bastern settlement, if it iS'assumed.fhaf :

this will encourage the moderate Arab states to increase oil production: .
above théir self-imposed ceilings. On the other hand, whatever the rights
and wrongs of the Palestinian issue, steady, visible pressure on Israel .
ié'é7ﬂamégéalimiting"policy option which should be considered in- the '

coniext of “the coming decade. . o : S

99. . Thé'reason for rejecting the simplistic arguments for tilting .
toward the Arabs is that theé analysis in the first half of this paper
suggests tha* many of the Arab’ oil-producers have strong domestic reasons
for not pushing production capacity up too fast. On tﬁe other hand, as '
long as the Arab and other Islemic oil producers are unable to accept
the.aOIut;oné agreed between Israel and Egypt, then wé,ére~gqing.to_be o
left with an important force for instability within the Middle Fastern
oilmprodﬁcing world, Ve are deallng with regimes vhich have to be very
gensitive to relipgious opinicn around them, and the less satisfactory,
Isracli concessions are to mainstream Islamic opinion (vhich ic obviocusly
‘moving in z more fundementalist direction), then the more uncertain of
themselves ‘the oil-leaders will be. At worst, inadeguate (in Arab eyes)
settlement of Israeli-Paléstinian disputes could be ome of the final.
stravs leading to the serious destabilization of regimes. At Dest, such
an 'inddequate’ state of affajirs will lead to oil regimes widening the

perceived distance between them and those AIC powers which are heid 4o be
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responeible for thtiHW Israel intc line. Thus, the fact that thle Middle.ﬁ‘
Lagi vern 011 proda0e+s Were united:ih their rejection of %he‘Egypt—Iéraeli.g
peace. treaty‘uhould bc takan sa'lously, even if it is possible to point
to subqequonf stxalaa in this *e1ect10ﬂlst frent. The Saudis were s b°e",
quentiy persuaund io brea ch TbOlr 8.5 uillicn b/& ceiling at least. in part

becauqe yhey vere perugaded that the U5 would keep the pressure on Israel

to, bonave generouslv nuard tbb P&]estlnlanu. ALssuning that they are

dlﬂappolﬁted w1th wnat haa b sen. dollvore& then it is less likely that they
will bp persuaaea to oeh ave moderi iely (Lcc. step up oil production; try to
moderate OPEC price increase ‘) in future erises. It is this range of _
cooperatlon whlch is put at r gk hould xey AICs be seen to-be‘cpndoningl ;
Ikrae71 1r.tranmgcnc,, w*tb thc “eal pO?Slbllluy that.lack of a defensibls
settl ement will leaﬂ to thp destab111zutlon of. k@ﬁ regimes in the region.
Wluh a1m05u 1ncv1table LI@U& tic results for the world econcmy. . Ve should,
however, forget the idea that a satisfactory settlement will lead %o Iiiddle

Eastern oil producers cuddenl dco 1nf tnelr rcaerva ticn about Jncr8351n€
Lerm o)l prod 7 PP

oii 5}6ﬁﬁé%iﬁn;”‘ﬁhe dlgumenib For pTOdqulGn—llmltmtlon do not furn round
this gingle iasuve.
100.  This is:oneAgﬁ_theukey issves where the extremely visible involvement
of the USA in Middle Bastern politios is as much e liability as en asset.
Certainl', if Tsrael is ever gowng to be persuaded to take diplomafic,risks,
lu is Amerlcan support and pressuie whlch will be the key. On the othér
hand, should anything go wrong uvith the US-Tsraeli relationship {séy, the
US loses its nerve for domestic electoral reasons: Israel just remains
intransig enw), dien there is a real risk of a chain~reaction into the

Arab oil—prgduc;ng world,. where yegimes that ere seen as being pro-imerican

will come under sirain.

101. éince we_aré:tﬁinkiﬁg é'dgca&c ahead,-if is posgible to argue that
the stabiiity of tﬁe oil—producihg:world would potentially be imprbved by
tlie Vest ﬂulopeanb and Jdpannbe consclouuly developing a role as friendly.
critic of US volicies toward the Middle Iast. Assuming there is not

much dlsagreemenu oetween the US and the ILC about what kind of overall
setflement i8 deqixaﬁle in the Middle Bast (ote 55), there is plenty of
scope for di isagn eemenm abuut tecilc%, particularly glven the fact tnar the
strength OL the ch*sh electorate in tnu United States may mean that there
Wlll be years at & time in whicn i% is politically iupossible for the USA

to Lahnch uerlouu 1n=tLatlvﬁs in this area., In these_czrqumstances ?here

would seem to be no harm if Europe and, perhaps, Japan became nore active:
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lobbyists for the Arab viewpoint within the Middle Eastern debate (this
assumes that the Israeli cause is well defended within the United Stétes).
At the very least, it should mean thai, suppesing there is. & period of
dendlock or worse over the Palestiriian issue, there would be alternatlve
bloes within the AICs vhich would not be ceen as fundamentally belng w1th1n
the Israeli camp. C1early, the USAwill not be happy "1th the development
of Vest Furopsan or Japanése initidtives in this area9 but these would add
diplomatic variety to an dssue wher:s the diplomatic choices-are currently-

too stark for the political health of +the Middle Eastern oil ‘region.

102.-" The AICs showld alfo consider their attitudes toward political
change in -Soithern Africa, “In the past, they have ‘assumed ‘that this is an
avea which, having little ol of its own, is irrelevant to thé fate of

the oil industry, They have dravn confidence from the fact that a bompany'
like GULF, oiice thought badly endangered through its relationship with the. .
Portuguese colonial regime in Angola, has managed to maintain its pos;t1on'

even under such a radical post-Independence regime ‘as “the #PLA, Houever,

“there should be little grounds for complacency. ‘There has been considerzble

controversy over the disciésures about the role western oil companies piayéd
in supplying ihe »ebel Rhodesian regime in the 1960s and early 197Cs (Hote 56).
Nigeria's nationalization of BP's assets was closely tied up with Britein's
perceived unwillingness to *ake a tough line with Vhite dominated rggimes

in Bolthern Africa, -Host OPEC members now Lan the sale of their oil te

South Africa, end there is a real chance {héi, should the nepotiationé over
Nemibia go wrong; “the United Nations will declare an oil embargo on- Soutb

Afriea.

© 103, - Clearly, each AIC will have its views on how imporitant the Southern

/

Africa issue will be for international oil markets, ITigeria is certainly
going_to be involved and there can be little doubt that its oil policies
will discriminate between friendly ahﬂ%ﬁbstile AICs.on this issue. Howeﬁer,
it is difficuli to see other oil-producing countries determining their
production levels as a direct or indirect result of developments in Southern
Africa., On the other hand, should the gitvation 9lip into majouw bloodsheg,
{surely the most likely outcome?) one can see oil embargoes on South Africa
being broadered to discriminate againet countries which are somehow seen

as being too closely involved with the white regime, Finally,'companies
with large visible subsidiaries in South Africa will be vulnerable to
retaliation elsewhere in the oil producing world — inevitebly this will

1nvolve sone of the 1nternublonal maaors who are already undex pressure L
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104, Toving on frow overtly political ‘carrots', there are éﬁrange ofrj
more technical sctions which AICs could use-as ingentives for the oil
procacers t¢ behave relatively responsibly. Arguably, ‘the first technical ..
step which shouid be taken is, very visiltly, ‘o step up AIC commitment to -
cutting back oil demend. - Clearly, thers is a defensive aspect to this: the
lower world oil démand is, the less pressures there will be on the oil
price, and the less traummatic will years like 1979 be vhen leading cil-
producers decide to produce at well below their potenitial. However, there
are more positive arguments to be made for putting increasing symbolic
weight™on energy conserving measures. If we accept the: analysis that. the -
A£1Cs- sxe straining the political loyalty of those oil-producing regimes
vwhich have stepped up production in the wake of the 1979 Iranian crisisg,
then we should be aware that they are now implicitly arguing that {tuere .
should be two sides to :such decisions. If the leading oil producoers are.
asked 1o couri political vnmpopularity by increasing oil production, then the
léading oil- consumers should te egqually bold in taking positive steps to -
redube‘consﬁmption; This is a theme which has been particularly stressed
ir' Shudi statements this year. To take the viewa expressed by Sheikh
Yameni®in two recently publishel interviews: _
"We incraased our produatibn. Ve did our part. It is now your tuxr
bo. do ‘Something: .....T think we are losing conitrol over everything..
Thig is dos to high consum%tion'and the loss on control of the
Rotterdam maerket and the spot market, The consumers are regponsible
for that. You have to do something about it before it is too late.,
" eesI'don't think the question iz one of increasing supply. The question
5 one of reducing consumption drastically so that you, the consumers,
can corract the balance.....l direci blame neither at OPEC nor the
"0il companies for the energy crieis. :It is the consumer that is to

e

vlame.! (Wote 57). S ' S
105, Such arguments will irritate many in the AICs, who will be tempted -
to respond that the efficiency of their energy end oil usage has been
steadily improving since 1973 {Hote 58)--but .this is %o miss the point. -
4ll this steady progress counts for little if there is immediate squabbling
over symbolic gcals set at meetings like the July-1979 Tokyo Summit. Thev
point is that symbols matter in the ‘era we have enitered.’ We.are not. trying

to convinee the Yamanis of the worldé with technical argumentd, we are trying
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to influence the partly- or ill-informed within the, o1l producihé.world
who: are. convinced thai their 'noble' hydrocarbons are being gratuitously
frittered away by irresponsibly. self-indulgent western consumers. To

allay the suspicions of such people, symbolic acts are important.

106, Clearly, this.is not to argae that the AICs should stop the slow..
improvement of their. existing- energy policies. It is, though,_to.a:gﬁe‘--
that the. AICs should- do nmore- foreward -thinking for the next. year ﬁhen wé
face a crisis like that of 1979. The principie of cutting back oilrimpéitg
by a given percentage within a short time (as the IEA memters accepted 1n ”
the Spring of 1979) may be a necessary commitment which has to be made .
before one even starts trying to persuade key oil producers.to step ap -
production- above their politically-safer, preferred ceilings.. Next timejl
round, these commitments must be strong enough to stick, in.contrast;to‘:;;‘
1979 wvhen -the majority of governments lacked the will to enforce thg@;_ -

. _n"f
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T 107. Money is obvicusly going to remain one of the strongest carrots for

most of the oil producing states, but we will clea:Ay contlnue to. be fdced‘
with the problem of asking some regimes to produce oil at. higher levels

than they believe is. econcmically necessary. In these circumstances, only
the blindest AIC citizen would deny that amassing unsPendable.curxehcy” .
reserves is cu unattractive option for the oil producers. At %be:very leagt,
such reserves are inexorsbly eroded by apparently endemic global inflatiéh;
At worst {in the oil producers eyes), their overseas assets can be grﬁbbedA
by key AICs like the United States in re-runs of the great US-Iranian

money war of late 1979. It is not enough to point to the exceptional

circumstances behind this latter dispute, and it has raised .a whole series

of questions which had better not have been asked. .

108: Clearly, though, there should be continuous thought given throughout
this decade to ways of reassuring reluctant producers that building up

overseas asgets is not a bad economic and political altermative to leaving

.0il in the ground. .This is a debate which has been rattling round world

financial circles for some years now but is none the less pr9551nﬂ Ior all
that. .0ne new agpect which must now be taken intc account is the demon—
stration of US financial counter-measures against Iran. ?hls indicates -
that the EC and Japen might each:congidex developlnp their own 1ndeyad~v,-
ssets schemes for deployment at some iuture stage when scme 011 produce“s

might be interested in modifying their ploductnon pOllCleS as ﬁart of an

15 A 4B v o et e o e
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explicit or impliecit bargain. Thias development. of regional_schq@eé-is.,r
particularly important il we decide that any conceivable indexed secpriﬁf 7 
at ‘the global level wonld be vulnerable %o aggressive 1egal challenges .
from an aggrieved, leading AIC. . '

109. sgdin, we snouvld spend the decade relining our policies toward the .
0il producers'! equity investmonts in AIC companies. There is something
distinctly wroxg vhen Fuwait, one of the counntries with a chronic surpius
problem; feels it shounld limit equity purckases to minor stakes_(around:

2-3 per ceént) in-westein companies, as a result of the public hostility
triggered vhen it %ried meking larpger purcheses around 1974 (Hote 59).-

However, vhere it has been possible for oil-producers to take significant

-equity stekes, .the quality of the companies available for such penetration

have -left-a great deal Yo be desired.  Can we really be sure ?hat riddle.
Eastern end North African exposure in {inancially troubled companies such -

as Krupp, Montedison, Commenwealth Refining or, tc a lesser extent, E;gg
will not lead to at least cne financial disaster which W111 scare off. .
further investments from the oil producing worid? Should no+ AIC governments
be preparing public opinion for the fact thet askingu01l producmpg states

to produce at relatively high rates entails giving them a good-quality

“homé for their money? - Only Italy currently seems to accept the logic of

the new position, bul then is {i:is an economy one would really sdvise

T fledgeling intermational investors to start with? Should we not instead .

be  thinking of encowraging oil producers. to take minoxity stakes in - |
componies ‘like BP and Bxxoa?. -

-
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116, The fact that the AICs axec the fouﬁt of most advanced technologv id.
not & very potent bargaining card, though it is onc which, with a.bit of.
iﬁaginatioﬁ, could be strengthened, Tor one thing, Ayatollsh Khomeini's
¢xample ‘shows there may well be periods in vhich key covntries are led by
people ‘who believe they can wn their backs on western technology.zjln .
any base, there are very few technologies where it is not possible fér.q_ﬁ
rich oil-producing couniry tc acquire them by shopping around among the\AICs
and, dincreasingly, the so-called 'Newly-Industrizlizing Countries! such

as ‘Teiwon of South Korea (Wote 60). Vhen Szudi Arebia can,deal with Ta;wan

for a'fextilizer factory, with Japan for its desalination needs and with

South Korea for & lot of its construction work, we h*ould clearly foxget .

about arguments that such cil-producing slates can nn kept in line, thr ough

their technological dependence on 4ICs such ag the Uplte@_Stateso It is,
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even possible to extend this argument into the military field. Ciearly, any
Mlddle Eastern countvy wantlng planes and missiles to rlval those of Israel
w111 stlll depend heav1ly on the USA-ox- the Soviet lInion. However, if the
w0rry ism 1nternal soourlty or disputes. w1th ‘neigabours (other than Isracl),

then vlrtually all needs can be satisfied from West European sources or, .- .

even, in part, from a country like Brazil,

111, This does not meaﬁ we.should ‘completely write off the. technology card.
Clearly there is an area around ci 1 and. gas. productlon where interests of
oil consumers and producers are very similar. There has be:wn a period of
some years:}n which many. OPEC members have, placed little;stress cr: what we
have earller called 'Good Husbandry'. ZExploration efforts have been half-
hearted= efforts to- enhance the recovery rate from existing fields have been
routlne° anong. the thlgh abeorbers’ there has not always been an gggressive
assessment of ihe opportun;tles high’'oll »rices hawe given to.developlnp. .
non—trad*tlonal energy resources. However, it would be fair to say that
much of the debate within OPEC circles about production-limitation reflects.
a'‘groving awareness that such iosucs now reguire constant and urgent con- -

sideration. B RS : S BT

112, In these circumstances, it should certainly be possible for international

energy companies to capitalize on their experiences on the technological

‘frontiers of ecergy production. - Here, AIC policy-makers should watch . .

developmenis in Venezuela--a comntry without some of extreme emotional
reactions to foreign oil companies eeeo;in other oil pr:ducing states such
as Mexico-—and which is eonsciously.t;yisg to 'fine~tune' the contracts
under which such companies supplyrtechgologies and skills not possessed,@n
Vénezuela, I would argue that the relatively unemotional, calculated
baigain;ng_going'on.there is the model towards which mest other CPEC members
wili'more or less steadily approaoh._LIf I am right, then the AICs should
do @ll they can to sharpen the awareness of oil-producing govermments .that
it‘feally;iS'possible to get access focgorporate technology on terms which
do not inevitably offend national_snsgepﬁibilities. The other side of the .
coin -is that some AIC policy makers need to accept that gervice contracts:

will play an ever-increasing role in the industry, and that this need no%

" add to instabilily in- the industiry.

113. Hore thought needs ic be given to the role that AIC governmepts might
play in the technology field, Certainly, there are bilateral, inter-

goﬁernmental opportunities as instanced by the US-Saudi agreement to cooperate
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on the development of solax vower. Such opportunities are obviously o?en

for exploiting by any ATC government which is distinctively active in some
energy field and which can identify oil-producing states  interested in the
same ‘area. On 2 multilateral basis one can identify the general AIC, push
into enhanced recovery technicues and into synthetic.fuels--areas which are
of growing interest to many of the oil-producers as well, In the longer~run,
one suspects that the AICs! growing experience with energy conservation
techniques may ‘prove interesiing to oil producing states who,; for all their
lectures to the AICs about curbing such usage, seem to.be proving profligate
energy consumers in their own right (though clearly starting from a much . ..
lower basz) (Wote 61)., It is therefore important that AICs devote some

time to identifying those ressarch-intensive aveas in which both they and

the 0il producers have common interests.  It:may not be possibie to draw

on guch dreas to launch diplomatic initiatives specifically calling -on the -
oil-producers to raise productionleveis. -But, on’the other hand, any action
vhich improves ‘énhanced retovery technology will. inevitably allow thé high-
abgorbing oil’ produvcers a chance of increased production fromka given set

of resgerves, thus benefitting both sides. Ve shall come back to this idea.

& few pages further on. . Lo PV

Ll

“Y147 In the years immediately following the 1973~4 oil price explosion it

was 'possible -to put some substance into the Euro-Areb Dialogue by having
detailed discussions on projcetions of industry developments in Petrochemicals
end oil refining (Hote 62). The fact that there were people on both sides

of this exercise who found it useful, should not biind us to:the groving .
ability of 'OPEC and other Third-Vorld oricnted bodies to do incureasingly
sophisticated projections on their own Withkout calling for AIC help.

However, there will always be areas “in vhich ‘there will be henefits from
joint efforts, and there have been svggestions that a joint producer~ . .

conguner consideration of the fulure energy outlook could be one area | |

offering scope for such cooperation (M63). This is not the sort of area

winich ‘offers either side any potential leverage on the other, but no harm
can ‘come from identifying thé common ground in perceptions of the future
and ‘one can hope that such efforts would at least help to avoid simple:
miscalculations (such as under- or over-estimating the extent to which
enexgy conservation measures really can replace the need for sieadily in-

creased oil production). . -

so:s.The 'HOPEC! Card - - ' : e L

“115, The Energy-Defieient Developing Countries (EDDCs) are going to be-
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relatlvely worse affected by the 1979~80 oil price rises than by the 19734
ones, srnce they entered 1979 with con51derab1y higher debta. Relievrng

_ the pllght of these countries is thus becoming moTe, rather. than less,

"'urgent. Although the following comments may 1mp1y a somewhat cynlcal use

of the EDDCs' plight, nothlng should be taken to argue that the AICs should
not be herplng the EDDCS 1ndependently of any JOlnt efforts that the AICs u

3\. J.-\. .‘_..

might enter 1nto w;th the 0il producers.

iiS There 1s no doubt that the oil prcduoere are vulnerable to the. charge
ﬁhat thnxr prxce hlkes hit the EDDCs relutlvely harder than they do the AICs,

- which at least have some waste bullt into their energy usage. The non-

Middle Eastern oil producers w111 know thls because they are ‘an integral
part of reglonal Third World grouplngs " Venezuels cannot forget its Latin
American and Caribbesn nelghbours, nor can Indonesia dlvorce 1tsel£ from .
the needs of ASEAN, The Arabs have found themselves under 1ncrea51ng )
ﬁmessure from the A£r1can stateq o,throughthe Organlzatlon of African
Unlty, have ghown themselves more and more unwilling to follow the Arab

;llne on Middle Ealtern mafters. On an even wider 1evel~ OPEC members are
finding it more difficult to keep discussion of oil policies 6ut of fora

like UNCTAD zud the Group of T7.

117. Hewever, OPEC etillshas the Third Vorid'fairl? weli nnder control.

Tox one thlng, the axd performance of OPEC members is proportlonally more

generous than that of the ‘AICs. Secondly, most OPEL members have gone to
considerable 1engths durlng 1979 to gee that EDDcs have had their supplles

ma&ntalned and 1n many caees9 there have been undlsclosed prlce dlscounts

__and in the Iraql case, loans to compensatf for 1ncreased oil prices.,
' Thlrdly, OPEC members 8till champion most of the causes dear to the heart
'of the Thlrd Ucrld in General, so that, whatever the intra~Third Vorld

ten31ons on 011 matters, the AICs are still seen as COmmon adversaries on“

;"imost other economlc issues. Perhaps the state of OPEC members! thinking - :

1é4

ise best eyempllfled by Iragi proposals for a 301nt OPEC—AIC effort to
oompenaate the EDDCs for the combination of higher oil prlces and .of ..
1nf1a+1on exported from the AICs (Note 64). OPEC members really do not
bellevc that they contrltute much to worlid 1nf1atlonary levels, and they :
do not see uhy they should be expected to carry the blame for the bulk of
the ills of the Third World.

11e. Thls proposal for an AIC-OFPEC fund is almost certaanly a non—starter.

Vhereas most OPEC members could probably be persuaded to accept eome vorslon
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of 1t, 1t is dlfflcult to Beo any AIG agrpe:ng to JOln. 3ﬁt-thié.shéuld
not stop the AICS thlnklng of ways of identifying aspec s of the EDDCs'VV
pllght where a common apnroach might be poililﬂa’ly acceptable. mhe generally
positlve reactlon which the World Bank has wen from both s;des for 1ts
dec¢51on to step up 1end1ng 1n the energy sectoxs of the EDDCB ulearly
indicates vhere this policy search should 6O+ it isg 1n tne 1nterests of
the AICs that more reserves of oil and other energy sources should be
diacovered within'the Third World. At worsi, the lucky LDCs will spoedi]y

develop any discovered resources 81nce,ralmost by definition, these w111

be hlgh aoaorblng countries. At best, spme more ‘Mexico's! or 'mlnl—Mex100‘°‘

will be dlscovered--and though not prcmlslng mlracles, the Ubrld Bankuls
generally bdlllﬁh about ‘the potential for 011 and gas dlscoveraes in the y
non-OPLC Thlrd Eorlu (ﬂote 65) It should however be n0551ble to gencrate
inltlatlves whlch go boyond the mare oil eyploratlon stage¢ Tor 1nstance,
the Imncs have potent1a1 sources uf énergy which deserve more techuological
attentlon, 80, should the 1dea of AICwOPEC collaboration 1n the energy-

"eerarch field be developod then 1t would be a rmdll step {0 involve the

EDICs a8 well (1n facy OPEC would probably 1n01b£ on thelr ‘inclusion anyway)

oeesoli@rket Access

119, 4s the OPEC members continue to industrialize, they will develop an

evernlncreastnb flow of hydrocaLbon»bdsed expo*ts (petrOFhemlcals and rerined
oil produc to start w1th' energy intensive producte like stee] and sluminium
.1n the 1onger-run) As }'vo argued elsewhere (Ioto 66), theré will be a
temptatlon for the AiCs to be ob tructive but, should the AJCs accept thaﬁ
the 011 markot 1s 11kcly to be dangerously btight 1n the 19803, they mlght
con81dcr glvxng some understanu1né;_;ifia;5/;;i prouucers about the treatment
such products w111 be gavcn whcv they gtart to flow in s:gnlflcant quantities
in the later 19805. This W111 mean ope n;ng SOME, 1ndustrlal policy debates

to 011-11nked con813erat10ns, and xhls shoula hapncn sooner rather than later.

For instance, the current dlSPUtp ln petrochemlcal and textl]es about the

‘compmtltlvc advantagc whlch the Uu is gaanlng over tne EC 1ndustry through

its access to cheap guq, is letually 1dent1c 1 wlth tne debate wilich will
come when Middle Eastern gasuba,ed products cmerge.  Some coantrles llke
Japan seen res;gned to persuadlng their 1ndustrxajléts Yo adgust to thls
developwent by taking part in the relevant proaccts in the 011~produC1ng
world., In West Furope, more advance thinking is needed about how Brussels

night r act to dbmands that lt assure oil pro&u01nﬁ states of unfettered -

futuro mark % dCGOQSa
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120;, Yo should also bear in mind uhe gTOWLnG 1mportance of the gas t“ade
for OPEC membors. It scems dlfflcult to bOllOVu that should there be '

. gericus 011 productlon shortfalls 1n tho 1980s, avallable gas supplles

will not be snappcd up. instead., Homever, iheére are countrles 1lk0 Kuwait
with TEG' (quuofled Pctroloum Gaqos) plang for'whloh they have 1ot yet

found " the necessaxy number of fulure clicnis. At the very loast, AICS C

" Bhould” ‘thmk through the implications of opﬁc's greate“ stress on gas,

At the oxtromo, AICs Qhoula apsume that oil p”oducor will 1ncrca51ngly
insist on keoplnb oil productlon down to lovels pormlttlng the dnsposal of
most of the 339001atod gas.' Anything which ¢an be done to dlspose of gach'
gas will thus dispose of one barrier to raising oil production,

iR e e e

ceseoeOil Prlcznp Hochanlsms %@'j

121, One rocurllng complaant from OPEC‘S mombers 1s e fluctuatlng valuc
of “the Dollar and the crodang impact of global 1nflat¢on on o0il prlces. o
The proposed romedlea havo rangod from the Gonova ‘bas&et' of currcn01os:;
to a serics of progr0831volv plannod 1ncreaqos almed at COVQTLBF the offort

of 1nf]atlon and dollar fluotuatlon, along wlth the oxplicit goal for

" the midv19803 of movlng the 011 prlco steadllv toward narlty w1th tho prlce

of alternaulve encrgy sources’ (Noto 67).

:'122. Onoe agaln, thls is a’ elau;ley well worn debate which will un-

doubtedly recur throuéhout the 1980s." It is, of coursc, possible for AIC
policy makers to Jccff at the de51rdb111ty of uUCh stops.' The damage Whluh
mlght be dono to the Dollar 1f b1l transactluns vero aenomlnated 1n other
currcnc;es w111 remain, though fhxs will prosumably deollne rapldly as a
aerlouo cons;deiatlon durlng tho 19805’ How does one derine the alternaiive
energy sources’ who°e p*lce shouwld determine that of 3119 How can one set
future prlces when wa' ave extremely unoloar Tow much il is likely uO "be
available during thé decade under ecven the most favourable assumptlons?
In any cese, the argument goes, OPEC is perfectly capable of unllaterally

adaustlng crude p “1ces, 80 vhy +he need for any automatlc 1ndox1ng9

123, Against this, one can argue that thu unpredlctablllty of uphaxd oil
prlce movements is an 1mportant factor in des+ab111q1ng world cconomlc
growth Allowing 1nf1otlon 1o erode the value of o0il prlces morely means
thot when the compensatory jump comes, it does so in a much more fevered,
unsettling jump than if there was some mechanism for avtomatlca13y (scmi-
anmially?) adjusting the price of markern CerGb 4o take worli cur*oncy and

inflation movenents into account. CloarWy, in o yeax 1¢Kc r9f9, no
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mechanlstlc system wouid have workud with open marhet p*lces 80 rar above
those of offlclal mavker crudes. But ong can dobate whether OPEC mombers'i
dlssatlefactlon Nlth the falling real value oi 013 prlces over. the precedlng
years nay not have been a conbrlbuunb factor to “the somowhat frenz1ed '_
reactions to tho evenus of this year. Jf one accepts that there is causa—;
and~cffect at work here, leading from ero&;ng oil prices, . to OPEC OVuT—_t—N
reactlony to ovcrwdeflaunonaxy rcsponses by nIC economic poilcy makers, then
one mlght vant 1o at 1east indicate to OPEC memborq that the world econoﬁy

mlght perform bﬂtter if they attempted to ralse oil prices by re*uldr 7

~1nstallmonts rather than maklng maaor ad;ustmonts once oveny threc or

four years. o - -

cvoeo 'Olub! HMembers hlp

124. The general argument behind thls paper is that’we “should” “try tO“-‘
malntaln d1p¢omatlr relations between +he AICB and the 1ead1ng cil producers
on as relaxea a level as poasible, ThlS does not mean that elther side
stops argulrg 1ts case, but it should mean that ;t is possahle to Pasm.o*i
creatlve COEPIOmlSPS whic¢h would be 1mposs1ble in times of controntation.
The AICQ can obviously help this process along by treatlng the oil producers!

'preoccupatlons courteously rather than by rejecting them out -of hand.. One

“important further step, though, is gradually to involve the leading oil -

producers in 1nternatlona1 01rc,ﬂs which have tradltlona;ly been the preserve

Lof the AICs. Thus? glven the 1mportance of the Saudls tc the world flnﬁnclal

sysiem, it was only commonsense to give them an &recutive Dlrbbtorshln or

the O, in recognlt*on of the fact that Sandi Arabila has become one oi the
Fuad's two largest credltor ‘members. 4gain, we should approve the facu -
that - *he IHP'S Inberlm Commlttee is ﬁbw wlllmb to perm*t OPmC's Secretavy

General to attend at least some of its dlscu031ons (JOue £8). Mexico has

- been encouraged to Jjoin thb G&TT ‘and there are some indications that Saudi

Arabia may do so as well durlng the next couple of years,

125, Ve should approve all‘such steyé, even if they wiil'not necéssarii&_
lead to decisions to set more generous oil production policies. Ve should
note, though, that most attentlon has been pald to coopting Saudi Avabia

in thls vay. Perhaps uhe tlme has come %o think more about sxmllarly

.'invqlving the next tier of high-surplus 011—producers~—£uwa1t Iraq and

the UaE, Clequy, any initiatives will have to be tailored to the qpeﬂlflﬂ
interests of each: country but, for instance, glvep Kuwait's generally '
constructive role in using its oil surpluses, it probsblv deserves some -~

symbolic recognltlon, At the very least, the AICs should treat such
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.countries. with respect by notefylng them of magor leBHClal deveiopmente .

at least as fast as they notify .othex, AICS (the fact that. the Seudis have
been informed.of imminent US financial ectlona evep before major West Buro-

pean powers seems to. show a defensible order pf_priorities).

A Re51dual Role for Defenelve MeasureSQ .

126,: In putting most of the empha81s on devexoplng 1ncent1ves and raflonal
arguments. to persvade OPEC membexs to follow generous oil policies, I am not
suggesting we shouqutotally reject meﬁe gegetiferpressures.‘ Vhat I am
suggesting, though, is tﬁat gratuitous‘eonfrentation and abrasive diplomacy
are likely to be counter-productive and lead to the very ﬁeanﬂspifited

production policies we are. trying to. avoid.

121y It is,. howaver, stlll 1mportant for the AICS to insist on taxlng some
defensive neasures, ‘such as thp bulldlng up of etrateglc stockplles and the
fine-tuning of kmergency Allocatlon programmes. of couree,‘OPEC member

will perceive theSe as_being almed prlmarlly at them, but events 31nce the
Shah's fall in Iran demonstrate hat there w1ll cont1n1< To be unplanned
gvents in the oil-producing world against which the 011—1mport1ng world hes
every right to take precautlons. If the AICe want to put a p081t1ve gloss

on such steps, they fnight point oat that such steps would be less necessary
should key oil producers. (these aught to 1nc1ude Brltain end orway) ingtall
surplus productive capac1ty which could be brought 1nto actlon under agreed
clrcumstances-—a b1t llke the eoxisting IEA fmergency ellocat;on echeme whlch
is 1o be triggexred under clearly defined conditions. Clearly, there would be
plenty of difficulties in defining the circumstances under WhJLh an cnergency
would be declared and in deciding who would finance the necnssary;gepaclty

construction. It might, however, be possible to bring in innovative financial

incentives as part of any package--i.e. 0il produced during a formal emergency

would be paid for in some inflation--proofed asset,

- 128, Much more controversial is the question of now much effort the AICS

should .put into strengthenlng thelr bargaining p081u10n with OPEC members
on rout;ne prlclng decisions. The PICs ehould never forget the need for .

some such strengthening, since the OPLC membere are.a c13851c ollgopoly

.(note, not 'cartel!) faced with numerous,, weak and leldEd customere. lee

all.oligopolies; it will reaquire ouner—human restralnt on the parm of the
producers if the interests of the consumers .are not to be badly affected.
In the past, the internationsl oil companaes were bng and powerful enough

to act as effective counterweights to the lnflplent peoduc1ng—government..

S e r—— e v em s e bt b o m ammmene s
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oligopoly, so that the AICs did not have to worry too much. ‘fodéy; the situ—
ation has changed. Certainly, there are still some economic advantages to
be gained from the sheer scale of the purchasing needs of companieé like
Exxon, On the -other hend, these are private companies faced by sovereign, .
sometines irrvational governments. No company needs reminding of the

companies which have been arbitrarily .ejected from countries-such-as iibya

and Higeria. The irternational oil companies cufrently see their role as

" maintaining workable rélations with the leading dil-éxpor*ihé countries.

This means there is a 1ihit 40 how aggressively they w111 ﬂeek o explozt

S b

R

129, Consumer govermments are no sironger counterweights.' Many of them are

poor EDDCs, for whom oil supplies are almost a matter of national survival.

The supply of o0il is more important %o them than its price. Even when we

move to ‘governments as powerful as those of Italy and France, they prove
half-hbarted negotiators sincé they are as interested in opening up export

markets in the oil producing world as in minimising the prices they are

. e e
o A

willing t6 pay for crude., - i

'130. The time, however, is not ripe for 2 major attempt 5y the AICs to

‘ifiprove their bargaining power as consumers. Their immediate needs should

be to encourare the COPEC members to develop stable production policies and
it will only be during the 1980s that both sides will see whether there is
gnough supply flexibility for the AICs to ctart bargaining harder, Clearly
there is a lot that the AICs can do o improve future supply flexibility--
they can encourage:the development of Third Vorld resources, improve the
efficiency of: their own energy usage and scek“fb"increase their production

of non-traditisndl encrgy sources. Ultimately, though, the 4ICs will

" probably havé to'wait to see how energy'markétﬁ“deVélop. This does noﬁ mean

that a major oil importer like the United States should not consider
eggestions such as that by Adelman for launching an import ticket system
{though- the  economic gains currently are probaﬁly outweighed by the diplomatic
hostility such a schere would draw from the oil-producing world) (Hote 69).
Againy guite clearly, the AICs are well advised to push ahead with their -
plang ‘for registering oil imports, since this should, in future Crises,

give -their governments rather more leverage over their more panloky members
and.over the increasing number of end-user companies which have suddenly

been -Forced into world markets by the rapid curtailment of the 1nternatlonal
marketing role of the traditional majors: Any intra-aIC ‘collaboration to

limit prices paid on the open merket will marginally reducéd tné importance
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of spot market signals to OPEC that the time has come-fér another round of

oil price hikes. a

131. 'HOWevef, until we get a clearer sense of the medium=term political '
stability. of key OPEC producers and, once that is settled, a betiér under-
standing of what their production policies are likely to be, major AIC -

initiatives on the price front would probably be mistaken,

Tnetitutions

132, .In the second'half. of this paper, there has been relatively heavy

analysis of the-variocus incentives the AICs might offer the oil producers in

.return for more generous oil policies during the 1980s. This has ieft
: méiatively”litﬁle spaceifor a discuasion of the institutions: through vhich. -

initiatives might be launched, This apperent lack of:institutional coverage
does not matter too muéh;:precisely because all options have to be left.open
until we see how the 1980s develop. Ve should net yet'be spending too mich time
in deciding-that certain initiatives should be launched through given
institutions.” The-AIC- shuuld be aware of the full range of incentives with
which fhey can play; and should sit back énd'respond to developments withis

the oilrproducing'world with initiatives.specifically tailored to the evolving

circumstances.

.sos.Global Approaches; North-South Dizlogues and the United Nations

133, . There ace consistent efforts to get energy matters discussed at.a
global level;‘ The Conference on International Econbmic'COnoperation_(CIEC

or the 'ilorth-South Dialogue!) was an interesting first attempt to put energy
issues into a wider context but came” %o an' inconclusive end in June 1977.
Despite its apparent féiluré,'it did. at least mark an important step forward
in the process of integrating leading oil-producers into the world financial
telubt (Note 70). IO '

134. The AICs have little to gain from a re~run of suéh'an_exgrgise._ Formal
and informal links with OPEC members are steadily improving, and the key
stﬁmbling—block remains--0PEC members. ere determined rnot to sit down at any
table fto negotiate ahout their productionrand.pricing_policies. They see
these as mattems of national sovereignty, with the result that any global
exercise in which OPEC is involved will remain of marginal .interest to AICs.
This ie not to say that positive results camnot be gained from the, proposed
UN conference to be held in 1981 cn Hew and Renewable (Emergy?) Resources.

For instance, the ided of some UN International Ernergy Institute is consistently
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being floated..: Inltaallv, thls wag proposed by Sbcretaxtheneral ‘l’aldholm9
but it was dropped as a result of OPEC's suspicions that oil prices would

be brought up under its auspices: Nore recently, this idea was floated again

'by Mexican:President .Lopez Portillo (Wote 71). lhatever the initial reaction

to such a proposal, there is.a great deal of logic behind it.. As argued
earlier, there.is:a crying,need.fof some research-oriented institute which .
will conoehtrate on problems concerning the EDDCS,-OPEC.members.andutﬁe‘y
ATCs. 'The AICs should probably pivé any such-proPosals a godd welcome.

to do in the. energy area, and could very easily be made to be complementary N
to the existing .research effort of the International Energy Agency. In.
general, "though, it is difficult tpvget too excited by proposals forithxéwing
enexgy matters{intofthe‘Un;ted'Nations; Ifhthe Group of .77 insists_on fﬁrther'
global talks o discuss energy in the sane breath.as the usual range of
Horth-South issuves, the AICs should only go along if they gense that the .

f,leadlng OPEC: ; ‘members are-enthusiastic.

135. Itis probably far *wo soon to be propesing specific OPEC-0ECD talks
on:anything except the most. general issues, Before entering such talksfﬁi.
OPEC would have.to be willing:to see itself as deliberately turning its
back on wider Third World interesis and, in any case, tha 0ECD is not’ 7
geared up to coordinate such a Dialogue. On the other hand, one can see
functional issues which might encourage. OPEL 0ECD links sometlme in the
fature. . OECD's IEA-affiliate would be a, lowlcal‘ééigﬁer in. dlSCUSSlOHS .:_
about energy research and .about long-term energy projections; s;mllaxly, )

should the problem of excess capacity in the refining and petrochemical.

industries become sericus, cne-can sce. OPEC holding discussions within

relevant OLCD-industrial working parties (though UNIDO shows signs of
becoming quite.a useful agency for the early identification of capacity

problems in industries such as petrochemicals end fertilize;s).

" eewsiRepional  Approaches .

136. liost substantive issues will ﬁrobably-be discussed in.leus neat
institutional frameworks, with both -regional and bilateral approaches belng
used., Institutionally, this will be messy, but if the end result is to
modify oil production policies in more generous directions, that is all

which shouwld concern us.

137. It is not acecidental that the Luro-irab Dislogue, despite setbqpks,f.

. continues to be discussed. In its original form, it was probably running
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out of steam even before the Egyptian-Israeli peace treaty gave'it a

coup de grace. Although there were some guite useful discussions in the
industrialization arca, serious quesiions have to be asked about wﬁether'
the Arab League was the right partner at the Arab end and about the level
of people 1nvolved (mote 72). There are signs that some Dialogue between
the BC and some_grouplng of 011'produéers is going to re-emerge. "~ Initial
soundings betwsen the EC Commisgion and OEEC'SELongdrerm.Strategies{Group.
prdvéd‘SOméWHét_abortive'thahké to differing perceptions about the value-of
neWébdpér publicity‘(uote 73)." ‘However, Kuwait and France have been actively
Promoting the 1dea of a meetlng between the EC and the Arab Gulf states:
there 1s stlll uncertalnty on the Arab smde as to which countrles might

get 1nvolved ‘and, on the EurOp@an 51de, of what positive outcome might be
expeeted (Vote 74). Given the relatively closer economic ties of the Arab
oif'pioduéers to West Burope ratherﬁthan other trading Elocs, there is a
strong logic behind attempin to ‘strengthen the links across the Hediterranean
and doﬁn the Gulf. However, within the context of trying to improvc_theidi“
oilltféding'envirdnment during the 1980s, there arc other grounds for
enpduréging‘sﬁCh‘deﬁélopments. For one thing, as argued carlier. it is .
desirabie that the oiléprodﬁcers open dialogues Jith'grdups of AICs which
can act as alternatives or counterweights tc the TUSA.. Secondly; there'aie

a2 series of téchnical issues from energy forecastlng to discussion of merket

_access ‘which are suitable for rogional discussion., Used 1mag1nat1ve1y, it

is not difficult to thlnﬂ up some proposals for building on the initial -
EurOnArab Dlalogue'ﬂ dlscusqlons anout technologlcal ccopera*;on between o
the two blocs. T L L Cee

178, It is more difficult %o sée what might develop in the Vestern Hemisrvhere.
Clearly, the US will continue talking to Mexico and Venezuela, Vhat is less
clezr is whether some Horth Americen or Western Hemispheric energy7markét‘
is fe351b1e. The need for the Mex¢cans (and Canadians) to prove their

1ndependence from the United States runs very deep, and the Mexicans probably

. have a confidence in their indigenous political stability and technological

capabilities which is stronger than that found among Middle Eastern oil
producers. In partlcular; Mexico's willingness to join one of the Inter-
national Energy Agenny's research projects is an indication that it may play
an 1ncrea51ngly 1mportant Tole as an 011 producer with feet in both the
Thlrd Vorld and AIC camp. In certain areas {such as txade dlplomacy), tne
Us has been showing growing sophistication in its rnlatlon° with lexicos
vhat has to be proved is whether Ua@hlngton can con31qtently tread the

dellcate path +hrough the mlnefleldu o;;antl—Yankee natlonallsm both in

= T St g e RN e kg« amrn e ey ¢ [ —— - —
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Mexico and Venezuela, . o L o .

In*ermedlarlns

159,7 Mentmon of Meylco 8 potentlal half—way rolc9 should remlnd cne of
other countrles whlch mlght develop such roles. Two thPh uprlny to mlnd

are Brltaln and morway9 whose oil reserves mav lee them some Tole as honest
brokers between the two 51des. P81hap3 too much can oe made of such arguments,
but thp uorueﬂlans have been guite actlve in thls area, holdlng a NormegLan-'
OAPL“ seminar in the autumn of 1978 Clearly, 1inks are grOW1nb between

,he natlonal oil compan;eq of Brltaln and Norway and those of varlous OPEC
rembers, but it 18 still too early to See what the 1ong—term 1mnortance of
such countries may ben—as it is equally too Bsoon to see what role the French
and Itallans will play with +helr relatlvely great wwlllngness to dlSSOClute
themselves from American posmtlons on the Fjddle Ea%t

Conclusion ) ’ _
140n In peneral, dlthoagh there are dangers that xhc AIC camp will fall tov
plecee 1n an orgy of competltlve dlrec+ deals with the 011 producerso there

are pOSLtlve groundu for encouraglng individual countries or’?ééZ;;E"%B ‘

O T

develop thelr gvm dwstlnctlve relationshipg with the oil produclng world,
RE BT Tz

Asg lomw as dJrect deals either add to the abkorptlve capa31ty of the 013
producer or encourage the additional productlon of 011 whlch would not
othervise have been for theoming, then there is a net galn to %hs world
economyo_ It should be to everybodv 8 benef;* that the 011 producers diversify
their'économlc and diplomatic re;ation However, there may he costs

involved in such diversity. Compet:tlon betwren otates may lead to a too

easy acceptance of high merginal prices, which may play havoc with the

mainstrean price structurc. In tlmes of crlslss the kind of cil-sharing
arrangemonﬁs which have been formally accepted by the AICs since the 1973~4
crisis could fall to pleCCS, with oacb countrv 1nvolv=d in direct onals '
refusing to put ‘110' 011 in the communal nool for reallocat;on (and here,

3 Irdnoefﬂ unW1langness to join the IEA is clearly unhelrful) Competition
may lead o a totally 1ecyless assregard of speulml 1nterestu (éaﬁ, those

of Israel) whlch are seen as standlng Betueen 1nd1v1d"a1 AILS aﬁd;available
BouTCES of oil. So, pﬂven guch dangexs, it is 1mpor+mnt that bodies like

the Eg p}iy a role in th¢a broadepln of oil-relat ed relatloqshlps, in that

it shaald ﬁzgé-keep thp pOUentlallv 1rTeuponsible A1 ' a Jlt closer to
reapon31ble p&thu. Lettlng the oil producerg play off rhe UsSh, the EC Lnd
Jdpan 1q probably beneficial to the 1ong—term 1ntorootq oi the AICs in gemneral,
Lettlng then play of1 aevery AIC agawnat every other 13 probably not, The
secret will be in drawing and malnt31n¢ng the leJdlng 11ne whe re AIC tpnulons

move from being creatxvo to JoutrUCtlve.
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TADLE 2
COUNTRY: SAUDI ARABIA _ T
: 55.8 (1977)
POPULATION (m): 7-8 THDIGENOUS (¢ 70 G.N.P. (¥ b): 58.2 (19787)
OII, PRODUCTION (m b/d)s EYPORTS {m b/d): OLL REVINUES (¥ b): OIL RESERVES (b bbl):
72 7.3 (7.63(2) 7T (T35(2) 7378 | 165.7
14 8.4 (8,5)22% 74 22 (6 ?g(p) T oL .
B 7.0 (7.1)(2 75 6.6 (6.9)(2) 75 28.0 ES (4 Y
17 s.2 E9,2)(2) 11 8.6§ %25 11 41.4 2.7
78 8.3 (8.3)(2) I8 1.7 2) z_a 5849
12 (9:2) . o g tsttntnn it o+ oo ROS GG 3. BRODICTT O

i | Ratic () (lezzs)

e ':BORRO\,T*G& (4 b):
Cianll

T IRyc— ACCOT: e D BOKDS - LOMIS v OVIRALL PATATOE:
5 2 7) 2.2 :Lz - .\Jeb 12 156
8.1 T4 25,0 4., = - T4 17.9
12.5 15_ 13,9 JhHa - - 15 8.8 ..
21.5 16 13.3 I - o A 3T
171 28.0 77 12.8 T Neg 17T T N:!
18 (31.0) 8 3.9 I8, - (.1) 78 -8.9
12 Yﬁ 15'6 l?_ ;?_2 ’ 20?
CUMITLATTVE FTIANCTAL Pcsrw ‘ ) ke
1973 4.6 ~ Samals Forelgn Assets
-z_ 19 9 P D P B
76 51,2 ]
?1 59,2
_@_ 58.5 o !2)
lgi"$66-bn~US Treagury Paper + Bahk—Deposits&-mum-ww~.manmmmw: S e
5 PRODUCTICN: 10,5
OO s 9.2 (1971, 9) .
TS TOR 1980 $TE R0, 5 Tl
QIL PRICES (%)
O1L REVEUE TRCi: (€ btn) 20 25 30 35 40 45 50 55 €0
Potential 1980 0il Exporis: {8.5) 62.1 77.6 93.1 108.6 124.1 1%9.6 155,1 170.6 186,2
-~25%% cutbacks 46,7 58.4 70.1 81.8 93.4 105,1 116.8 128.5 140.2
~--Possible 1985 Exports: 76.6 95.6 115.0 134.1 153.3 172.5:191.6 210.8 230,<

19685 Income Meeds assuming annual incremental needs. (1978-85) of:
10%: 79.2  (Z bn)
15%:  113.2
2054 159.1
2504y 220,5

Sourcess See Appendix

(1) 1.7.5

(2) Includes Share from Hewtral Zone. (?)
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COUTRY 2

TARLE 3

TRAN

GNP (;a’b)

POPULATION {(m) : 552 .

I‘!DIGD“'O 15 (98 -

ou, PT"HITU“S ( o

L T5.2 n1977)

. OTL mﬁr‘vws (‘n 't,b

OIL.PRODUCTION (m b/a):

EXPORTS (m b/d):

- Po Ten blal 1980 OJ'L L*mort

-—-2 ),o cu ubac\ir

~-Posgible 1985 Ixports:

1985 Incomes Heeds ass um.lng

107 42,8 (F ba)
1554 61.2
200 86,0

256: 119.2

»JOU.""C‘Pu .

See Appendix

(30) 21.9 274 32,9 38.3 43.8 49.3

36 4 zo
| 29 2 36 5
"1 jncreme‘ltzﬂ needs (1978--83) of.
Mo Growth: 20,0 ' -
556 :+ 29.5

TEGTETRG R TR e TR R . X
14 6.1 T4 5.5 151_ 20,9 ° ,
15 5.4 4.9 75 19.20 — .
ST I B % 5.3 " 76 22.8° GAS RESTRVES (4 22)
17 5.7 7 5.0 ST T 2360 14,2
78 5.2 T8 4.5 Bo18 21.8. i '
19 (2.9) 3.3(22.79) ' ' ,
Rere'r'vo, PFRODUCTION
s Ratio ( ) ({ezzs)
DPoRTS  (MERCH mlf‘" BORKOWINGS (F b)
COOLE, SLavICia DR ' | R L
CURRTAT ACCOUIT -INTI, BONDS -LOANS o‘merL BALATICE
e 2:50_: - e 2 T e J__7 .. _,,,,’._,J\I(‘;‘g; _h;-'._‘.‘_l.'_“.-'.; . 7 _Z_g‘, ~ok
74 12.3 SR S el T4 7.0
15 4.7 L YT 2 75 1
76 4.6 16 Teg: 1.,4 16 4
1 5.1 7 W1 Te2 T . 3.4
78 1.1 18 ?‘Iegg 1.1 18 =7
) | 19 5T . 19 % - ) 19 . 3.9
CU“'UTLNI‘I\' mmmﬁz, RESERVES
1975 1.0 .
74 6.8 -
75 1.6
% 1.6 .
71 10.1
18 9.3
0L PRODUCTION {m »/a)
1979 SUSTATIARLL FROJICTION: 4.5
HIGHEST-5VJR_ PROD0LILON s 6.1 (1974) T
LSTIHMATES FOR_ 1960 : 3.0 3.5 (]ELS 3 12 79 . 1
OIL PRIC‘T‘" (55’)
QIL REVESUE FROM: (;’ bn) 20 25 30 35 40 45 50 55 £C

54,8 6052765
246 28.7 32,9 370 A1 452 48
43 8 5l.1 58. 4 65, 7 7) 0 80«/‘ 87
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TABLE 4

COUNTRY 2 JRAQ

POPULATIOR (1)s " 12.,%

OIL PRODUCTION (11 b/d):

}EINDIGEHQUS (58):

1 P(RT‘ {m b[Q).

1973 2.0

T4 2.0
15 . .2.3,
"ilu ’?.n
AL 2458
7B 2.6
L2 (5.4) .

TpoRTs  (MERCHATDISE,
OT ‘J.J_rl. GO(\'D :"}-IL\IL(H
& IJ. Coit 1) L1 -

S8

CURRERT: ACCOUNT s’

73T
T4 1.9
75 2.1
L T& 2.3
71 2.2
18 2.4

- BORROW

A

(GS (F b):

~LOANS.

Reserve: PRODUCTICH .

8

1

€.5

8.2 ) fal - - .
9.1 . B GAS RESERVES (% &=
5.5 . b

0.8

Egtio {

.OWEULLB&M'CM

1973 ;fé R A
T4 47 - T4 -
o 59 - = 15
76 .. nia, 18
B nae 18
2 12

CUMULATIVI: PTHANCTAL RES '

.4—..9.._[.& 1.3
14 2.0
5 2.3
16 4.0
11 5.8
a8 n.a,

&

H oW 3= 0N

NOAST s AN YN
o

-

ABLE PRODUCTTOH ¢
ORUCTLON t

. - ’

L]

O'EL RJ"”\TLFTU.J TR0 s

2] outback.

" —Possible 1985 Txports:

I
.

14 -

REREEE

20 25 30
_Po tontlal 1280 Oil L}morizs., \2 5) 18.% 22. B 27.4 31.8 36.%
' ' ' 3.9 17.3 20.8 24.3% 27.7
26,3 %2.9 35.4 46.0 52.6

L~ THTL, BOSDS
TR T

5.12. 79)

OTL PRICES (%)

35 40

45
41.1
31,2
59.1

1985 Income needs assuming anmual incremental needs (1975-85) ofs

10,0: 15,3
15%:  23.9
2004 56,5
25%s  54.9

deureeas  See Appendix
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TABLE 5

COUNTRY s

KgVATT

DOPULATION (m): 1

071 PRODUCTION (m b/d):

ORDS

2.8 (%.0)(2)
2.5 (2:5)(2)
1.8 (2.1)(2)
2,0 %2.1 (2)

W B 2.0) (2)
1.9 (2.1)(2)
2.3)

N

(] TETLCH AL TT.)TU l_»

l):l JI?,’V L (J.{_M

& JICCOIIE

53 (_5; b}

19757

CUVMUTATIVE FLIANCIAL Rics:

Tede -

iy

fstéhl?\rtsb

TUDIGES0US (84)
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<5 P, (D)

071, RT“L’UI {4 b)s

12.6 (1976)
13,9 7L
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Js
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-3

2.8
2.4
1.9
2.1
1.9
2.1

\_/\../\.N\_/\—.

R rOM NN N

(2.8)(2)
jE
Hs
( )(

=

!r
)'— e

=3 -
]

RY

(]
=
lﬁj‘
[=

Ty

5.0

BORROVTIIGS (& h)

=t

TL BONDS

-LOATS - =

+

AN CA~I\D = 1O ‘.:'>
[}
1

° c a L]

O v OV o -

¢ e

L)
uI_f{ 15

A1)

» PRODUCTICT (= b/d)

1979 SUSTLL

A BT PRO l)t‘uT TON:

HIGHES -0V RO

HUCTICN

E rFIiL’LTJ. ) L‘ L

O1L REVENUE TFROMa .

RN 1

" ~~Possible ‘1985 Exports:

1985 Incom= needu agsuming annual 1ncr méﬁ%al‘ﬁééds (1976-85) of: =

cutback:

164: 13,5 (¥ bn)
150:  19.%
2006 27.1
258 3715
Sourcess see Appendix
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2.5
3.0
1 5

20

'3Poten%ial 1680 0il bxporis: (1.5) il.U 13.7
SPRNE 710,00 12.0::14,1-.
24,6 18,2 21.9 25.6 29.2

. 8.0

(2) Includes Heuiral Zone.

.ﬁﬁEEﬁESd.

25

(1972) .
? (fﬁrs 3.12, 79)

30
16.4

OIL '3R] blf‘

A

GAQI&@WWLS(tWZ

66,2

1.0
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TABLYE 6

. Lﬁ_ "A :E—: -.!'..:.;.‘

.POPUJ:._ATION {r): s

OIL, PRONUCTION (m b/d)

TDICHIOUS (0): 25

EXPORTS (m 'b/d)

'G.N.P. (Z b):

OIL REVIHUES _g;# b)

12.93 (1977){coP)
10 8*

0IL RII‘SLRV]ZS (b bbﬂ

1975 TS
iﬂ LT
1T
16 1. 1.9 =
11 .2.0 %
B 1.
12 -3(108)::¥

O ?h)ﬂﬁic.yw&TClo

Ly
S 7 B B
5 ..
16 1.9 7
a1 2.0 . g
.18 .8

1)I

TPORTS (JENCHANDILE, C

URBEATT LCCOUT:

oL
T 6.2 v
15 6.7

6 8.l
o9y o
s 8,7 =

BORROVINGS (¥ b):

31.3

. Ratio .( .

'GAS_RESERVES (4 mJ)

6

PPOUUFT
) (Jeaﬂc)

Reserve:

OVLRhLL BAincb.

& THCOMRL) (4 Dbis CURi ~INTL BOUDS -LOANS
lﬁzé Bada 7" N, _IZ__?_ - .3 Ej_ . neﬂ«n ..
14 N.8. 14 3.6 14 - .2 14 2,0
15 3.0 N5 2.9 75 - Veg 15 1.5
l_@ 4-a5 -I.é. 305 2_6- - nl ‘16_ 2 2
117 6.t 17 4.1 - 11 Weg .. L.l T UTTTMAT
8 6.3 18 2.4 B Y £ B
- 12 % 59 19 . : (.4} g L
CUMULATTVE PTTANCTAL R}“%&BV‘Z
1913 el
l{}_ o - Er
15‘ : l . -.8
N j—é : 1'7
l_‘ e n?
SN
0TI, i Bk h T
2.5 . 7
TICIS 2.0 (1977) ’
ST AT m}s om 1%0 : 1.7 (Pechnical) (MEES 3.12.79, p.2)~
OIL FRICES (§) L
OIL REVIVEE FROM: (¥ bn) 20 25 30 35 40 45 50 55 60
Potential 1980 01l Eypo}:‘t (1 1) 12.4 15.5 18.6 21.7 24.8 27.9 31.0 341 -37.2
~e25% cutbacks © ¢ Lo gt 319590 1402 160671900 21.41723.7 26,1 28.3
~~Pogsible 1985 Exports: 16.1 20,1 24.1 28.1 32,1 36,1 40,2 44.2 48.2

1985 Income Needs azsuming annual incremental needs (1978—85) ofs

1000 13.5 (2 bn)
1554 3
2053

25%s  37.5

Sources: See Appendix
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TABLE 7

COUNTRY

POrULATI(L (@

LIB".!& . A

3 0 PO

ﬁébi‘tiiii‘o'ﬁs (59

f':

1\1 1’__19’ b)

1?.5"(1977)

CIL DRO])U"“’TOH (11 b/o "rxromf' {n b/r')= OFL Raviiis t z7=b): Oif Risravs (b b1}
i _Lj 22 13 3.5
“ 14 1.5 T4 7.2 243
- _Lg_ 1.h "_?_i 6.1 _ TCTRYTES . 3.
76 1.9 T 8.4 ‘ CAS RESTRVES (t.r: )t
71 ..2.0 71 9.8 7
8 2,0 78 9.6
T Regerve: PRODUCTION
_ Ratio ( )(Ysens
TMPORTS (MER \CRADISE, i BORROUTHCS (7 b): j
OTTIRL GOUDS. SEAVICES _ o : )
& TNCOME (F ‘o) CURRET fxCCOU“ T TSI ToAS OVEHITL BALARCE

2715 3.2 D o1 n - - ETE )
T4 5.4 T4 1.8 - L TE 1.7
75 6.4 RIS n - - L -6

16 . 6.3 S I8 24 SEVL - % Lo
l._ Y 11 2+9 S - i A 1.5 %
- 18 2.9 BT = 8 14 @
_9_ 75 6.0 T 9 4.5
CUMULATIVE PINARGIAL RESLRVES T
9 j lﬂ8
_M; 3.0
. L9
76 2.8
T 4.6
T8 3.2
OIL_PRODUCTION (m b/d) ; i )
1970 SUSIATLPLE PRODUCTION: 2.1 . . a0 ) § )
GHEST-RVER PRODULTION : 3.% (3970) : -
BT T 56 FOR 1900 : 2.0/2.1
| ST : 0T PRICES (%) __

- _OIL RIVEIUE FROi: (¢ bn) 2 25 30 35 40 4577507 5577 AL
- Potentisl 1980 0il Eiports:  14.6 18.2 21.9 25.6 29.2 52;‘3 36,5 40.2 43
=255 cutbacks, 11,0 13.7 16.4 19.2 21.9 24.6 27.4 30.1 Zz.

~-Possible 1985 Lyponc_e '10,1 ?\,.1 24.1 28.1 32' 1 56 1 402 44.2 &5.

1985 Income Heeds ausumlng dnnual lﬁC£CF01tal needs (1978w8)) of

10:5 17.1 (7 bn)

15%:  24.5

2005 34.4

2 S’-d° 4? "'?

P

Sources: See Appendix
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TABLE 8

COUNTRY:  AIGERTA

POPULALTION (m): 18.5

TIDIGEHOUS $AF

iz

G. P,

(¥ b):

19.4. (GHP: 19
15.4 (GDPy 1S

— ~3

on;31M¢‘Q£“MQM) (m%ﬂg 'mmwmmmnq(/b) OIL RYSERVIS- (bbbl
oo x93 1.1 4D A Lo 6.3
.l{,‘z dl‘.D - A 7A __.‘.9 A :Z'{:I:.-,_,_ Lt 4,5 ' g - -
'J_ii ae kO -?_.5,. .9 1‘2:. 4eod -L’.-."\.
1 % 1.0 i3 45 GAS RESERVES (b =J):
l-"- le2 . _7_1 - 1.1 ll 5,'7 3,0
lﬁ- 1a2 _?__8. . 151 1§ 6.1 ;\-. ' =T
g (1.2) o . EE _
Reserves PRODICTIC:
. R Ratio ( )(Xeers)
?jjnwwmq (1TVFHApDFQ“ BORROVINGS (¥ b):
OTHER COODS., ShaiviCLs - o
a'uﬂﬂ'"\(ﬂ bis "cmﬁmwmlwwouwwn ~Tii01, BOIIDS q@ajs""@UWTMMmeﬁﬁxcze
SAlg97s 2.8 13 -4 {3 leg od Ty s b
14‘ . 497 1£L - .2,,-... - _ng_ B atat .._Tﬁ o 7_..4;. . -96 ———
15 6.8 Y s T Oy 5 Heg .5 15 e
1'6_ 6.8 _"L6_ ."09 o 16_ ":01 n6 :]__Cl ’ i6" -
.IZ_Z. . 8-9 11 ‘203 ﬂ ‘_—az 57 Z_'Z_ . "'e-}
18- (8.9) 78 -6 78 T 2.6 8.7 17"
12 , 12 ~o4 (i . .(nl) E (10 7) 19 ' 1.9
CUMULATIVE TINANCTAT, KESERVIS: B
2975 o9 " :
_Zi 10'4 - et T mas e, _J._ .
l“[ a 102 : <
16 1.7
:Z:Z_ 1e6 -::—
VA
OIL PRODBUCTTON (= b/d)
TAGTG SUSTATAARLE PRODUCTION: 1.2
HICHEST-EVER TRODICTICH : 1.2 (2977-9)-
LC‘r ' JJ-UTJ..:S T‘ofl J ‘/'30 : 1 F 2 ] . . _
OIL PRICES (Z) -
QTN BEVEUUE FROM: (Z-bn) - 20 25 70 35 40 45 50 55 £
Pofmntl . 1980 011 laportg. (1 1) 8.0 10.0 12,0 14.1 16.1 18.1 20.1..22.,1 2&
*—upg 5% cutbacks “2 6.0 7.5 9.0 10.5 12.0 13.6 15.1 16.6 1%,
'——Pos 1ble 1985 vaorts. ©o 7.3 0 9.1 11,0 12.8 14, 6 16.4 -18.2 20.1 21i.

1085 Inccme feods ausumlng armual 1ncremnntal neodo (1978-85) of:

1% 19,6 (F bn)
1),“ 27.2
204 38,3
254 53.0

Bources: See Appendix

[

N



X g Lol e 30 L i s bttt Ve e e - Gl e

AR ©

COURTRY:  NIGERIA . -

+ {010 _PRODUCTION {n b/o :. EXPCDTS (m h/A) . OIL RwJLIU]

33,8 (1977: Gii?)

POPULATION (m)s ©0.7 . . TWOIGIWOUS (9): - - &P, (Fb): 24.7 (9752 GDP)

=

ERVES (4 3):

575 2.1 T
T 23 2.2 9.
75 1.8 7 1.7 5 7.3 - —
S j% 2.0 %ﬁ o i GAS ILS
7T 2.1 T 2.0 71 10.6
1.9 78 1.8 78 9.0
19 (2.4)

Reservp' DROD’”mJCLm

1.2

BORROVINGS (¥ b):

;T;;;,u“ . ' Ratio (

)(YP

0TL PRICES (V)

" OT1, REVEIDE TROM: (p nn)' .20 25 30 35 40 45
.7 . Potential 1980 0i} Exporta:- (2. 15) 15.7 . 19. 6 23.5..-27.5 ')l 4 .25, 3
- -e2580 cutbacks - N . ;11v?_;14-§;:17.5-.20;4‘ 254 26 5
——Possible 1965 ports: *© °  17.5 -21.9. 26,3 30.7 - 35.0 39.4

1985 Income NeedS'assﬁﬁing annual increirental needs (1918+85)-of:
165 31.0 (¢ )
155 46.4

20 62,4 L

25l 86‘4

Sources: See Appendix
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B ﬁ:i_r“

mol) o
_ =B
~1.9 ..
=Ll.1 ...

.15 (MEES 3.12.79, ». 2) (Tpchnlcal}:ﬁﬁlfgf

- 50
39,2
29 3

4/&8

ngEP @nowoa 51 chLo e AT ik
&;mm&{ ”wmlmwmmw ~IUIL DONDS %Mm-wWMﬂu&mﬂg
1975 5-(" 1T - B 5 AR - 13-
T4 5.1 T4 4.9 R S Heg 1&
13 9.0 W o1 L - e (]
76 11 e -3 18 - % - 6
10237 J =3 i - - 11
18 14.5 I8 -9 B - {0) I8
L. 13 -1 1z - b
CUMGLATTVE FINANCTAL RESERVES
1973 %)
74 4.6
12 4.8
i 4.5
7 3.5
78 1.5
OIL _PRODUCTION (m L/a) T
1979 SU3T‘£- L5 FRODUCTION: 2.4 e R
TOGHEST-VER PROLICTION 2 2.4 (1979) 0 e
giT1pLTp4 POl 1980 s .2

VAN I

S (z bY:  OIL 3 zﬂszHVLs (% ubw);
SRR _:

LY
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TABLE 20
COUMTRY 5 VENEZTULLA ot

POPULATTON - (m): 15;“1' (*1’91?18‘?- CLTHDIGEHOUS (9): - LD, (F b)s 35 8 (1977)

£ 3DPoRTS. {mob/d)e. OTL REVERUES (£.b):  OIL RESERVES (b thl)

13 3.2 S RN

T4 2.8 T4 1043 18.0 .

o 23 1D 8.5 LS RESERVES (4 13

76 5] .7 8.7 GAS RESERVES ({: T;,),

17 2.0 71 9.1 3.2

78 1.9 18 8.7 .
Regexve: PRODUCTTIC:
Ratio ( J(Yeazs)

TMORTS (MERCHATDISE, © - . .- . .. BORROVINGS (7 b):

GITTHR_ COODS o GRAV Lo _ SR A SN
E THCGHS (B b)s CURRIIT ACCOUNT: . ~TiFL BONDS..~.EOANS — OVIRALL PALANCE.
975 4.2 - 73 ) . 13 Weg o1 75 s -
14 . 6.0 O e - 14 4.5 -

75 1.6 75 2.4 LB - ) 75 2.7
76 9.2 S 76 .9 R T ST TY 1 76 G
77 12.8 77 -2.1 SO Y R B L =2
78 14.7 T8 ~4.5 S L I8 W6 24 . -T.9 -
12 9 -3.9 19 () - (6 3) 12 =13
COIITATIVE FINANCTAL RESERVESs S et
1975 2.0 o
T4, 5.3
is 7.6
16 7.4
71 6.8
78 5.0
0T, PROBUCT ﬁ_, ; ‘b/d) L )
% PRODUCTICH: 2.4 : el '
A-.'L"JC TIGL : 3.8 (1570) 5
530 s 2.2 (EES 3.12.79., p. 2)
) _ _ : OIL PRICES (2)
" 0TL REVETUE TROI: \,ﬁs’ b) 200 25 30 3B 40 45 50 55 &G

‘;'Po-tenm} 1980 0il Exports: (2. o) 14.6 18.2 21.9 25.6 29.2 32.8 36,5 40.2 43.

'”"1 ——25% cutback 11,0 13.7 16.4 19.2 21.9 24.6 27.4 30.1 32.

--Tosaible JQU) Txports: Same as 1980 potential.

1985 Income ifeeds sssuming annual incrementel needs (1978-85) of:
10685 31,5 (£ b)
150 45.0
POEls 63,2
onths  B87.6

Scurces: See Apnendix
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TABLE 11

COUNTRY:  MEXICO ’

POPULATION (m): 66¢9 .. DIDIGENOUS (e5) s : G.il.P. (F b):  T72.6 '(.19'77') {coP)
QI PRODUCTION {m b/d) CIHPORTS (m b/d): OIL REVY mh ( ) OIL RESERVES (b bh1):
1975 .6 RS R R o .
T .6 14 o 14 .1 : .

I . +8 1o ) 5 ATRSTRVE 3y,
30 SR TR 7 LT 4 o7 G4O RESTRVES (t ml):
10 1.1 17 T I o9
18 1.3 18 - 18 (1.7)
79 (3.4) . o
B o Ratio ( )(\o:r': }
THPORIS (MERCHAUDISE, S ouiiim BORROVIOGS (Z1):
OPHER_GOODS, SERVICES - v = S
& TUCOIE) (8 b)e - CUREENT x\ccouw ~THTEL BOMDS  ~LOANS ... OVI‘RALL BALAY
1975 . 9.6 1 Thoe e, d.2 75
14 0 9.4 4 14 -7 1.5 14
75 .10, O ° 5 750 a1 2,2 75
76 ¢ 10.8 . 16 6 4 2.0 16 :
. 9.8 17 0 1.3 2.7 11 '
T8 13.4 78 78 6" T2 718
12 12 19 (.3) (1.6) 18
CUMULATIVE FOILICIAL RESERVES:
1973 T
74 1.2
7 123 )
16 1.1
77 1.4
78 1.5
OIL PRODUCTION (1 b/d)
19779 SUSTATWABRLLE PRODUCTION:
EIGH:ST-EVER PRODUCTICH s 1.5 (1979) . i
ESTTHATES T0i 1900 KR )
o . 011, PRICES (%)
o QIL RIVEE ¥RoM: (¥ bn) 20 25 30 35 40 . 45 50 . 55 . 60

" Potential 1960 0il Exports: (1.0) .7.3 "_9.1. 11 0 12.8 14 6 16 4, 18“._' 20k 21,5

.o 1==25 outback: - 5.8 7.3 8.8 10.2 11.7 13.1 1.6 -16.1 .17.5
~-Possible 1985 Exports: 14.6. 3_8._2.‘1‘21.9 25.6‘ 29;.:2; r.,)2.8 %26.5: 40.2  43.3

1985 Income Heeds assuming snmual !noreme*ltal nﬂoas (”1 978 -6 )) of :
1004 28,7 (¢ on) '
15%: 41

Sources: See Appendix
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TABLE 12
COUNTRY:  IMDOMESIA . ’
POPULATTION: (n): 143 ».»Ji:.}jienrmous (c5): LLGaLP. (90): 444 (2977 -
01D -PACHUCLTON (i b/d)s  BXPORTS (. b/d) TVEUES (7 b):  OIL.BESTRVES (b bbl):
1973 1.% 75 1.2 .“r_g 1.6 o 10.5
74 1.4 74 1.2 74 5.2 B L
-i&., R ) R 12 1.1 - I D43 S RESERVES (4 m3)e
T T 7% 15 T £ 0 GAS RESIRVES (t o)
1.7 17 .5 AL 7.3 . o7
1.6 78 1.4 - 78 T4 .
(1.,6) -
i | Regerve: PRODJCTIC:
< Ratio ( JYeors)
TMPORTS (MERCTANDISE, 2. -2 BORROVITGS (4 b): PN i S IR
OTHER GOODS, SERVICES | | ‘ s
& I0CCHS (pb):. - CURRENT 4CCOUMT: “2:-TH0TL BOUDS ~LOANS OVERAI ,L BALANCE
1975 3.8 A L 73 Z 2Ty w5
A 6.9 L Th .6 7 <4 T4 T
E_ 802 ; '?_5_ ""‘]..1 ' J_i el 1-6 .‘ :Li - "2»1
76 9.7 - 16 =9 g6 - S 16 T8
77 11,0 S R | 1 - 8- 11 1.0
18 12.6 48t =1.0 78 Heg 1.1 78 L0
NE) 19 2.2 T ) (1.1 19 3.3
CUMULATIVE FINANCIAL RESERVES: i
1973 N
74 1.2
75 5
6 L3
77 2.1
18 2,0
0T, PROLUCTION (m b/d) S
1979 SUSTATUARLE IRODUCTION: 1.6 TN Sl
BIGHES Tl TROLUCHICH : 1.7 (Q977) . ) . Yo
ESTIHATES F0R 1960 : 1.5 (MEES 3.12.79., p. 2)
OIL PRICES (%)
OI" REVESUE TRCG:  (F bn) 20 25 30 35 40 45 50 ..5%.. 6%
Potentinl 1980 0il Baports: (1.3) 9.5 11.9 14.2 16.6 "19.0 21.4 23,7 .256.1 -28.%
'*--25,0 cutbacks 7.3 9.1 11.0 12.8 14.6 16.4 18.2 20.1-21.5

‘ ---Pos‘slble 1985 Exports:

Same as 1980. - - A St

19585 Income leeds assuming anmmual incremental needs (1978-85) of:

165 27.0 (¥ bn)

150 28.6

200 54.2

25%s  75.1
Sourcens: See hppendix
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\___~éper & Implicaticns far qOClO—POilthPl Pu*ure. uapan ¢

Joji Watanuki

1., "LevelVfactor and "time" factor of . energy problems
'y . !

Thinking about possible cﬁnseﬁuégées.of.continuing and chronic energy
problems for SOGAO~p01lthul future of Japan, two factors of energy problem
seems to bring quite different consequencas. One is the‘“level" factor,
méaning degree of "under-su?ply“ of oil by oi;g-producirlig countries, .Japan
cannot stand for totai stopage of import of 0il for lcng. But on the diher

hand, Japan can absorb fise of cil~-price by betier performance of-her econony,

s s S P S .

coupled with her more. v931llent soclety .and competeqﬁ bureaucratlc politics,
~ However, it is not certain hpw Japan can c.ope ,wi;h under-supply problem

below the totai stoppage of oil-import and abovefmére rire of oil-price.

Another factor is the "time," necessary for developing aljernati;e enerzy.
Time fac{oxj is more crucial to Japan, with hexr ra:ther slow but ateady

roaponse of bureauveratic polities and hex sﬁ;ll persisting inertia of

passive role in international arena after WWII period.

:
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2. A not so unhappy &cenario

Assuming fhat cil-supply would not be cut totally excébt'éﬂcit
period not extending a couple of month, and under-supply shoul& not
become a serious one in coming decade, we can imagine the following
scenario. Saving energy was achieved considerably first by industry
through motivation of cost-cutting and improved technology, followéd
by less use of private autemobiles and lowering down the heating by
reviving traditional Japansse wvalues and w;ys of life emphasizing
simple iife and frugality. Development of alternative energy’
is enhanced and achieved by throwing an unprecedent sum of govefnment
fund into this fieid beginning from 1980 fiscal year. In spite of
the rise of oil-price, Japanese economy could grow 4 to 5% steadily,
thus providing enough employmgnt not.only tco newly entering labor -
force but also to older labor force facing difficulties under
present Japanqu syate~ of early retirement. Government couvld afford more
_expenditureslin developing alternative energy, increasing_social welfnra,
and upgrading Japan's international activities. Morecver, Japan's .
ever developing universities supply increasing number of glkilled .. -
personnel. - not only to domestic industry and administration, but also
~ to various international demands, contributing to fill the gap between
Japan's gigantic economic position and meager internaticnal activities;
To add to this, as the scenario rsoes, rising demand for decentrzlization
and participation would preceed congruently with stimulating various
szall scale alternative energy projects such as solar heating, and geothermal

energy plants, ete. and etc.
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3. Some ominouws signs

3

©.-There are a numbér of factors which will threaten the abové scenario.
First of all, if the economy cannot create enough employment both for

young people and older,- that will .result in serious social disorder,

Skillful
Teorganization of -life-long employment and seniority wage system is

esential not only for keeping Japanese industry efficient but also for
maintaning Jzpanese sccial order based on that system.

Problém of social welfare dspends partly-to the degree of success
of creating employment for those ¢lder, early retired people. Japan is to be
a rapidly aging socieiy in terms of population composition, which will
generate increasing demands for social welfare. With the limitation of
governmental financial resources, in corder to cope with these demands,
Japan has to develop a system of gocial welfare of her own type.

The role of traditional values of simple life and frugaliiy is not
so clear. The "industrial value" emphasizing better matexial living has
been strengthened during past’high econcmic growih period and is persisting
80 far, Actually, energy consumption for home-use and transportation has
increased e?en after 1973 to now, although still the f;%g%zf%ﬁcOnsumption
for home-use -- in Japan -is about one forth of the U.S, and about half of
WestéEuroperand.the increase after 1973 has been very gradual. In case of
energy consumption for transportation alse, continuiing increase of
ownership of private automebiles has been a pushiing up factor for

gasoline consumption, although shorter mileage and more efficient consumption

‘ratio of fuel/mileage have been pushing down factor, resulting in ratheér

rodest increase of total consumption of gasoline since 1973. However

modest, increase is increase.

Among!alternative energies, nuclear power generation has become a

point of issue. The attitudes of general public 10 nuclear power generation
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is more favourable in comparison with those in the U.S. According-to a opinion

-

poll conducted in Japan and in the U,S5. simultaneously, the ratio of response

saying that we should shut down nuclear power generaiion planis is 7.5% in

—————

Japan, wherezs in the U.S. 22.1%. However, positive attitudes approving to
have more nuclear generation plants is 34.8%, and remaining 46% are rather

lukewarm, just wanting to keep status quo (in Japan). (The Yomiuri Shimbun

November 28, 1979). There are groups of specielists opposing nuclear
trower generation. And the largest opposition party, Japan Socialist Party
has been against nuclear generation.

Japan's bureaucratic sectionalism has been famous of its efficiency and

" devotlion: in promoting its interésts within the jurisduction of each ministry.
Energy is under the jurisduction of Ministry of International Trade and Industry
(MITI), which has shown a sense of mission in getting more budget in energy
development. However, transportatibn is under Ministry of Transportation,

and road cbnstruction is vnder Ministry of Construction. Effertive energy policy
should be linked with overall {ramnsportation pclicy. Who makes and impléments
this kind of linked pclicies under Japanese bureaucratic sectionalism?

As for political leadership, even at the period of solid LDP majority
rule, Japan's Prime Minister who was at the same time the president of the
majority party, LDP, was in weaker position “han that of British Prime Minister,
because of faction-ridddsn nature of LDP and Japanese custom of group conéensua.
Now; LDP's majority has become so thin and will remain so in 1980s,

Last but not the least, Japan might havc a "danger of success! or

"danger of isolaticn due to her success." It seems that both Japanese government

more
and indrstrialists arevéoncerned with guantititiy of auailable oi%tﬁiiffif\than
price, or not to aspeak of total supply in the world, “to Japan

To some degree, it is undersziandable, because of Japan's.total dénendency
t0 imported oil. However, asince enrgy problem is a global problem, and
Japan, 28 an economic giant, should be more concerned with global éecurity.
If Japan a2long should succeed somehow survive and thrive the period cf
higher and higher oil-price, then it will mean the dancer of isolation,
from other advanced industrial countries and developing countries suffering

from high priced oil,



ST SN Sy Ly

S i e e A A LT e e e e TR Sk

Daniel Yergin

ATLANTIC INSTITUTE PROJECT ON "ENERGY AND GLOBAL SECURITY"

PAPER 9

I1.

: Implications for the Socio-Political Future of Industrial Societies :

The United States

Role of Economic Growth

A. Solution to the crisis that afflicted industrial societies in the
© 1920s and 1930s /

B. Resolution of internal conflicts
C. Harmonization of goals with other industrial societies

D. Cheap energy ~ and cheap o0il's - contributicn in the 1950s and
1960s

1. 011 regarded almost as a free good '

2. An instance, auto buyers and manufacturers in U.S. in 1960s
concerned about many factors - initial cost, styling, per-
formance. Not fuel efficiency.

E. Unwillingness to face the fact of a fundamental change
F. Era of energy stringency : poses main challenge to fundamental
stability and functioning of American economic, political and
- social system, at Teast as currently constituted

Conseguences So Far

A. Inflation

B. Reduced growth

(o]

. Premature obsolesccnce of behav10n patterns and capital stock

o

. Income redistribution

1. Regional conflict

2. Those who can and those who Cannot pass through costs
3. Sectoral transfer

4. Conflict over price

E. Effects on produéers

1. Loss of markets
2. Investment problems
3. Protectionist impulses

L
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I11.

Iv.

F.;Politicai immobilism and bitterness

Disagreement over nature of problem and goals

Rapid economic adjustment called for in a system not
very responsive

Search for a villain

Fragmentation of authority

Question

a) How much systemic ?
b) How much circumstances - Watergate, Nixon ?

N =
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Crﬁtica] Issues : Is A Sufficient Process of Adjustment Possible 7

A. In essence - to much greater levels of energy efficiency - de;oup1ing

-

~ B. Buy time
C. Goal : negative energy growth

D.|Race with time - increasing energy stringency

Condition Of Greater Energy Stringency

A. Likely scenarios : 1970s as prelude and preview

B. Possible reasons

1. Process of readjustment insufficient
2. Time continues to be telescoped

a} Rapid price hikes
~ b) Interruption and uncertain supplies
 ¢) Political change and confiict involving oil producers

Social And Economic Consequences : Sharp Discontinuities

A. Stagflation

1. Low growth, no growth
2. High inflation

B.‘Monetary instability and depreciating dollar

C.EIndustry

1. Problem of pramature obsolescence - need to accelerate capital
investment, but difficulty of access to and competition over
capital

2. Loss of markets

3. Insecurity of production Tine

4, Failures

5. Chronic weakness of certain key sectors

6. Export of productio

7. Utilities ‘
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VI.

D. Unions - shift from seeking share of growing p1e to highly

protectionist stands - _both domestically and in terms of trade
|po11c1es

E. Social patterns

1. Effects on living patterns
2. Mobility and transportation

F. [Continued erosion of savings

1. Speculative society
2. Permanent flight for certainty - or quick returns - on investment

G. Effects on attitudes
1. Bitterness and suspicions
2. Reduced expectations : loss of confidence in the future
3. Increased tensions among social groups
4, Sense of betrayal

|
Political |

A. Low Growth, inflation and redistribution will promote social and
p011t1ca1 conflict

1. Regional
2. Sectoral
3. Over goals : energy versus environment

B. Immobilism - inability of effective political response

i. Competing claims : s

. 2. Inability to meet problems )
3. Beyond several levels of government f{ %fd*'
ﬁ. Fragmentation of autherity

C. Search for quick fixes
ﬂ Protectionism
2. "Miracles"
3. Mationalism

L. .
. Erosion of social welfare

o

1. Budget-cutting
2. Hostility
3| Relation to shifting demographics

m

. Vulnerability of system to demagogues

1‘ Easy solutions
2. Political “reforms" of the 19705 already undermined stab111ty
. of political system
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VII..

Can This Energy Future Be Managed Better ?

A.

Underlying problem

1. :
2. This kind of dependence (cil) new in American history

3.

3.

o O

1.
2‘

O =W o

End to American exceptionalsim

with its reverberations ‘
U.S. buffeted by world economy in way more familiar to
other OECD countries, but unfamiliar to U.S.

. Process of adaptation possible
1.
2.

Urgency could be reduced by significant technological break-
through - not prudent to assume

More likely - urgency increased : would be overwhelmed on
other side by events and stringency outrunning adaptation

. Nature of adaptation

1. Move much more rapidly to higher degrees of energy efficiency
2.

Changes in behavior, practices - and substantial acceleration
of investment

The issue - can apparent penalty be tirned into an opportunity
for economic renewal - higher productivity of energy

. Requires shift in public and &lite opinion

1.

Acknowledgement of realiiy of situation

a) of dependence and its cost
b) of major security problem

. End to search for villains

End to expectation of technolagical fix and miracles

. Key principles

a) much greater flexibility in relation of energy use and
GNP than most thought

b) conservation as a source of energy

c) opportunity, not penalty

. Target area

Liquid fuels
Transportation

. Methods to accelerate

. True prices - that internalize danger
. Regulations ‘

Incentives

Access to capital
Close information gap
Delivery system

. Sober thought - race with time - effort may prove inadequate






