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[ = INTRODUCTTON

The prosperity and sccurity of the whole Free Werld depend on
sufficient availability of energy on satisfactory economic terms.

During the next ten to twenty years, oil will provide the main-
stay of the world's energy supplies.

s In practical terms, becausc of the size of xnovm reserves and the Vies
lead time for finding and developing new oil and othcr energy resources, ;;t ,
the world's growing needs will be supplicd predominantly Dy huge P,

increases of oil imports from the Middle East - mainly the Persian oot
Gulf area.

Directly connected with the enticipated lerge advances of oil é-_
imports, the consuming countries will face another set of problems.

The cost of oil imports will rise tremendously with extra-

ordinarily difficult implications for the balance of payments of many
consuming countries,

There will also be serious problems caused Ly unprecedented
foreign exchange accumulations and the international usc of such funds

in the case of somc of the major oil producing countries, such as
Saudi Arabia and Abu PChabi.

We have also been witnessing a complete cheonge in the political,
' economic, strategic and power relationships between the oil producing,
importing and home countries of international oil companies and the
national oil companies of producing end importing countries.

An energy policy for the oil importing countrics cannot be limited
to the Atlantic Group of nations but must include Japan, the Free

World's second strongest single econcmic power and one of its largest
oil importers.

iJ"- ® - -

It should also encompass other developed nations such as Scuth
Africa, Australia and New Zealand and should tzle account of the

position of oil importing developing countries in Latin /merica,
Africa and Asia.

e 1 A
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;ﬁ AR But the policy and organization as suggested here will refer
S I A mainly to the Atlantic Group plus Japan as the nations with major
Rt L . world influence and responsibilities.

In the following review we will dezl as comprehensively as ¥
possible with the set of issues and changing relationships posed by oy
energy-oil problems during the next ten years or sc. The analysis B
will, I believe, demonstrate the urgent necessity for the early B
establishment of an energy policy for a new Ltlentic-Jananese
partnership.
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Some Basic Data on Energz Supply end Finance

Many very c
Ly competent studies have been decvoted to the present and

prospective position of e
B nergy supply and dems
urcpe and Japan, as well as the Free World Mni :'f\g?ze HIERe Ornkes,

I

ity u:guzﬂtugtirfzn repecat this analysis cr tc burden this prescnt-
i racii 3 gures. I will only refer, as a point of departure
FRY l?l cally unanimous conclusion that from now on - certainly ;

the early eighties - U.S, energy requirements can be met only ©
very substantial increases in oil imports. If present U.S policiis ¥
and trends are left to take their course, coil shipments frém abroad
will advance from about 4.7 millicns barrels per day in 1972 to over
11 million barrcls per day in 1980. i

As far as nur allies are concerned, they would except for the
promising developments in the North Sce and the unknown potential in
Japanese offshore waters or 1in sther "safe" areas, have in general
very limited, if any, possibilities of developing devpendable elternative
energy supplics based on synthetic o0il or gas because of their rela-
tively small coal, shale, ond tar sands rescurces. But even with the
most optimistic cstimates for North Sea developments, the 0il importe
of Europe and Japan combined are estimated to advence during the same
pericd from some 18 million barrels daily to 30 million barrels daily.

all these imports - for the United
States, Western Europe and Japan - would have to come from Middle East
producing countries. Their cutput would rise froem 18 milliion barrels
daily in 1972, to an estimated 35 to 40 millicnm barrels daily by 1980.
The United States will, £or the first time, compete with Europe and

. Japan for major oil supplies frem the Middle East, whose share in
total U.S. oil imports wculd, by 1980, emcunt CC about 50 to 53 per
cent and in those of Western Europe and Japan L~ about 75 to 80 per

cent. There is little doubt that Middle East cil reserves are
but withcut very large new

The preponderant part of

sufficient to cover these requircments,
discoveries this situation wculd change, probably during the Nincteen
Eighties.

The USSR will most likely rcmain sclf-sufficient in covering its
cil and other energy requirements and may, on belance, continue to be

an exporter of oil and natural gas.

f data that arc most relevant for the

Let me cite two more sets ©
of energy policy. The totel

formulation and urgent.implemcntatiﬁn
value of U.S. net imports of energy'materials, mestly oil, may, accord-

S tment of Commerce date, easily reach 518 to 524 billion
s g N9, £ billion and those of

ennually by 1980, those cf Europe $23 to 331 .
6 billion - as cnmparnd'ﬂith §2.3 billionm, §8,5 billiom
R e The revenucs likely to accrue

and $3.1 billicn in 1970 respectively.

te Middle East producingrcnuntrta: cen tentatively be estimated at
abcut $40 billiom annually by 1980 - as against %9 billion in 1972 -
with Saudi Arabia alone accoeunting for as much as perhaps half of the

b’
{
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1980 total. In some of the countries, such as Saudi Arabia and ;

Dhabl, a large part of these funds cculd not possibly be absorbed in
their internal economies.

The United States thus must share with Eurcpe and Japan the d
concern abcut the physical aveilability, the terms of trade, the
balance of payments impact, and the investment and noaet
es of heavily increased oil imports. 3But the United States, as the
‘nly super-power of the Free World with global commitments for its
defense, carries the additional responsibility of protecting its cap-
adility thus to perform, expecially since the Soviet Unien and, for
that matter, the Pecple’s Republic of China do

not primarily depend
Cn external sources of energy. The United Stateos simply cannct affeord
an cver-increasing over-dependence for its oil supplies on & handful
of foreign, largely unstable, countries. Otlerwise, its sccurity -
and that of its Allies y as well as its Prosperity and its freedom of
acticn in foreign Policy formulation will be in jecpardy., But the
United States does have & realistic =nd econcaically aanageable
alternative - and thnt is to point 1itg enexrgy pclicy toward accelerated
development of its large dome

SLic roscurce pot
and synthetic hydrocarbans

ecp

otential for conventional
and nuclear encrm

Even though such alternatives may now leol cxpensive, the ccst ~f
foreign oil imports is likely to escelate continucusly, and will socner
Oor later - and probably socner rat

er than lcter - 2pproach the cost
of alternative sources cf supply that cculd be developed in the United
cates,

If 211 realistic actions to increcasc 1ts domestic eners

gy supplies
were to be taken with utmost urgency, U.S. dependence on total energy
- impcrts by the early Nineteen Sightces might be limited ¢

! perhaps
arcund 20 percent - insteoad -f scmevhat sver 20 percent if presant
trends were permitted o take their course. U.s. c1l imports at that
time would be substantially lower - perhaps by about ome third - thon
& they wculd otherwise have been, and probably weuld not exceed the
1 “"danger™ level. 2ut, as cf n-w, continuing dependence cf Burcpe ond
. Japan cn Middle East oil - and t- an importent degree the United
i States - apmecars to be inevitable. And the build-up of Middle Eest
i ©il revenues will reflect that,

f ‘* iy

SO much as a prolcgue £-
the problems that the United
to face and that must be

developing énergy situation.,

r defining the statistical magnitude of
States, as well as ocur allies, will have
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e of Internationnl Cil
In addition to the preb
of physical availabili R acud

ty of oil supplies in te
ty and the ¢
growing oil purchases it

revenues by a few pr

nancial impact of -
by the impcrting countr . —
oducing ccuntries,
issues affecting the

les and ever-growing oil
there are equally relevant
econcmic, po
o1l importing countries.
in the

litical and strategic future of the
A These are the result cof a

ationsihips bDetween the international cil industrv and the
pProducing countries, - Rl

: the importing countries and the home countries of
the internmaticnal oil companies,

fundemental change

Let us just set the scene by summarily describing the immediate
postwar pericd. Based on a dramatic expansion of cil production and
exports, marnly in the Middle East, the international c¢il companies

cffectively supplied the bulk of the cver increasing encrgy requirements
of the Free Werld. From 1946 to say the late Nincteen Fifties, the
companies - on the basis of their rich Middle Zast 2il concessions and
at least indirectly benefitting from the immense strategic, peolitical

and econpmic power of the United States - were able to dispose of their
cil regscnably freely =nd on favourable coamercial terms.

e o

Morecver, the United States itself wzs on balance independent of
foreign oil imports and possessed a sizeable reserve productive capacity
from which our Allies aculd benefit substanticlly during the Iranien
and with some short delays also during the =

irst Suez Crisis.

By 1960, when the Organization of the Petrcleum Exporting
Countries (OPEC) was established, the relative power p;siti:n::f_the
United States was beginning to decline as Europe, Japan and t@e USSR
acquired new strength. It was alsc the time wﬁcn the dciclfplng
countries began to play & more important role in world aafn*rs. Th?
timing of the establishment of OPEC and its ever-groving influence In
international oil operations was beyond doubt zlsc in part at IEGEFH >
the result of o certain inability and inflexibilty of the 1nteinjt1unh
oil industry and their home governments to anticipate, afscss hn-
adjust to the changs that had begun to ercde their previcus para

mount position cf political and cconomic influence in oil producing
countries.

During the next twelve years, frem 1960 to E972, DPECe:nfnizze
members succaeded 1n ochieting, to Beglh WHCT 0l he early Seventics
t take of oil prcducing €O c ; a
?ftw;:;;:ing a quantum jump in the royalty and tax paﬁe?cst:z:i;g;:-
their production, capped in 1972 by the so-called per E zirnngemﬁnt!
t. Without geing into details - and assuming prcscn < O
e lemented - participaticn means on immedicte 25 per x‘:ezi
§§§ i:g frab producing countries in the Persion Gu;£1;: Enu:s ng
sions, leading to 51 per cent control within : y cnu;tries
ﬁii:al nii companies of the major mgdlnsljan;igrod;; ?gu. i 5 1
come ¢ . : = B
e mt.lms . 1tha iﬁ:;;n:ﬂi:: zf thn important Venezuelan cil = i-—
way, r existing P : 4
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concessions will also have roveitad from the oil companies tc the 5
Venczuelen Government. Algeria, Libya, and Licq hrve already taken ol :
over a very substantiasl part of the previcusly fcreign owned :
production, and the current Indonesian il controcts alsc leave the
Indonesian National 0il Company free to dispose of 2 substantial part
~f the oil discovered by foreigh cil companics.

During the seme pericd, the U.S. domestic ¢il cutlook underwent
drastic changes and its reserve productive potential began tO disappear.
By 1972, with imports of clese to 5 millicn barrels per day, the United
States had become one of the largest impcrters ~f oil, with the

prospect of a continuously increasing dependence cn fcoreign oil. o
I‘F_.‘I

with this background, let us now shortly review the now N3
situntions and constellations of the variocus coun“ries ~ prcducing, o
importing, and home ccuntries of the international oil companies - ¥ o

in the internaticnal oil trade, and asscss the probleias facing the
Atlantic World and Japan which twust be considered in the formulation
: ~f a readlistic ecnergy policy.

" Culminating with the conclusion of the participation ncgotiations

' in 1972 - which may still turn cut to be not the final round of nego-
tiations - there is little doubt that the major oil producing countries, &
cspecially of the lMiddle East, have acquired an immense potential for |
pcwer - as long as at least two ~f the more important producers are

able to maintein o reasonsbly united fromt. In the casc of Saudi Arabia
alcne, we face a situaticn which, within a few years, gives that country,
with its overwhelming lead in rescrves and production, & pivotal role

in supply.

L

L
S WA

As discussed, their power is based not only on their gffective
control over immense oil resources ¢n which the security and presperity
P <8 ~f the Frce World have beccme dependent, but will in due ccurse derive
’ PEDRETES also from their control over unprecedented finencial resources which
x AW S they will be able to extract from the ~il purchssers. Mereover, large
A e monetery rescrves will give them the freedom to restrict their oil
v ”Eiplfﬁf production for political or any ~thcr recascns, cven though they would
Lty 8y thereby forego current income.

exercise over their oil praduction and expcris js not cnly based on
their participaticn in the oil producing ccmpanics, but stoms pcerhaps
even primarily from the cxercise of their sovereign power cver companies
cperating in their countrics. There is smple precedence for such use - At
of power with the reluctant acccptance of the ~il compenice and their R et
home governments : the Kuwaiti and Libyan restricticons on production; IRt

<
The control which the pr ducing countries will be zble t¢ t
&
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the prohibition

i
circumstances cy » includin A
g in certain 4

over oil operations, whi ictically complete control %
ch were tot 11 AT ¢ . a
This list 3 *tally under forcign private .

could be a:ctended nearly without excepticn tp fcie?g,ﬂfismp.
any of the major Producing countrics., ’

3% ' the producing countries are subject to n
by the producing countri

Teheran and Tripoli “dic

arrangements and payments to
early unilateral determination

€8s, as reflected in the denands leading to the
tates",

Peremptory demands for naticnal ownership of tanker Lransportation,
reinvestments in oil exploration, refining, petrochemical, LNG facititics,
and other related industries are bound tc

be mades., The establishment
of levels of production and the sizc and directicn

servaticn, economic, political
"recognized" methods of o

cL exports for con-
“r stratcglc reasons are alsc by now
ntrcls as excrcised by many producing countrics.

In this connection it is perhaps noteworthy that the devel pment
of the tremendous oil resources of the Middle East does not reelly
reflect any extensive industrial involvement -~f the econcmies of their
countries or any important contribution by their people tc the huge flow

cf oil cutward and of revenue backward. The cil producing industry cper-
aticns in thesec countrics - whoever .wns thom - arc licited fundamentally
tc a small enclave, transforming an export -°f 1iquid gold from under-

. - ground into a reverse flow of s-lid gold adbove pground.

As mentioned earlier, naticnal oil componics will in due course
become the largest group of crude oil sellers in the world. Even though,
under recent arrangements, a substantial part of the naticnal companies’
entitlements wil]., for some periﬁd, e scld boack to their f_‘.rgigh partners
for distribution thrcugh their marketing channcls, it is only a matter
of time befcre the naticnal 2il companies will probably dominate the
market for non-integrated third party sales of erude -il. They will
beccme major suppliers to national cil companies in many of the
importing countries of the world and will probebly also deal directly '
with the foreigh refining and moerketing affiliates of the intermational
il companies. In fact, effective competition in crude ©il sales be-
tween the producing affiliates of the internationzl cil companies and
their partners, the national cocmpanies of the pfgducing countries, may
from a practical point of view, become very difficult if nct impossible,
as the producing ccuntries' governments might not only establish the

P i-. levels of prodcction but will alsc, through their policies, determine
1‘:" o the tax-paid cost and the prices at which the greatly increasing quanti-
F AN ties ¢f crude cil to which their cocmpanices will become entitled will

’ Fis_._ TN A¥

either be sold back to their foreign partners or cffered by them to
their own customers.

he naticnal oil
Couple? with the expansion of crude cil sales, t Kice.
companies af at least some of the majcr producing countrinstrill zz:i;::’
ly work ocut deals for joint refining and marketing in importing ¢ :
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of on ever-expanding eenker flect Lo carry taciy oil exports, will &
thereby n-t only increase their revenues, but further enhance their

power dver the international 2il tracde,

y Likewise, the pr dusine ccuntrics, by taking over "mership ~r conty

With Sszudi Arabia, which wilil probably beccme the largest Middle EE_

: East producer by far, being uncble to abscor!: its vastly expanding cil oY
rcvenues in its local economy, it is quite pogssible thet by the carly rgd

i Eighties the surplus funds annually available to it may Lo of the order AL

of 315 billicn plus. The large and continuously growing inflow -f
forcipn funds that would accrue to the treasurics of = € :

£ & few Middle East '
governments, and to a small nuaber <of their privileged citizens, will e
far exceed any accumulation '

eXCE& of foreign cxchange heldings in modern times.
Realistically, such amounts c-uld prohadly not be pln

ac&@ into long-term o
or short-termm investments year-in year-.ut without risking severc
intermaticnal repercussions and potentially extonsive resEricti?ns N
the free flow of capital. It is most unlikely thet the United Statés
Or any cther developed country, would permit contimucd msssive f:rei«;
investments on a scale that could conceivably result in forcign tﬂkcf
overs of important companies and industries. lorecver, the reverse flow
of dividends and interest would sconm 2dd an additional unmansceable
balance cf paymcntes burden to the il import bill ~f meny C'U;triﬁs.

Nor could the short-term money markcets handle such excessive ard most
likely very vclatile funds without uncermining: the world's monetarvy
arrangemcnts,

The dilemma confronting us is acutely Cistur'ing as any
. proliferation of international restricti~ns -n crpitel or short-temrm
movements of funds would, in and by themsleves, be ncst harmful to our
financisl markets and monetary system. In the affected Middle East '
01l and capital-surplus countrics, any restrictisns on their investments
y abroad would probably be accomp-nied by restrictions on the cutput of
| >1l. Obviously, if the income of cil producing countrics were to be
“sterilized"”, it wculd be more advantsgeous and completely rational for
oo b them te limit their cil expurts. This would then further aggravate the
- ¢ world oil supply situation. However, contrels cver thc level of cil
production are unfortunately likely to be introduced anyhcew, even withcut
any hostile political or econcmic mctivetion of the producing countrics,
for rcascons of concervation and wisc res-urce manggement - at least in
some of the major oil producing ccuntrics - and certainly as soon as
their reserve-to-production raticn begins to declinc significantly.
| A recent proenouncement by the Smudi Arabian Minister of Petroleum has
R clearly suggested such a course ~f action. Intercestingly, h}s statement
e 3 e was coupled with the suggestion thot in order to assurc ccatinued
TR . supplies, oil imports from his country be given o privileged posit~-n 3
. ot in the U.S. markect. ﬁf
v
of
=y

e ik Vel ls by il

Some of the major Middle East producting ccuntries will thus be-
come two-pronged power centers; both as a supplicr of cil and as an
extraordinary accumulator of capital - with the iatter further strength-
ening their ability to withhold oil from importing ¢ xuntrics over a
consideratle perind of time by drowing on their finencial reserves for
their budgetary and trade requirements.

[
A g e g e o
" e
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q“P::dzﬂins countries have at
. €ir Co . .
» through which, be cumbinzdntr 25 % Seolutely

countries - or perhaps eve acticns cof OPEC
n with t 8 v :
of Saudi Arabian Production, the R g G Oy fucreinte

exercise a tremendous power. e Eortly By 1tsalf - couls

their oil o B & Coanaate Mcreover, by tying the price -f

y basket index, an anee
values as such will not affect their attuél Liriers 98 vngiin o

capacities. There is little doubt thet thiSP:EEEQGI:cI_iH?iszInt

and of money power - obtained so to speak like monna frem l‘;c“vcn

and, at least for the time being, not accompaniod by any 3 T ‘
substantid contribution in political, managerial, cr technical

competence - would bring with it tremcndous and l1opsided shifts

in the balance of power of a potentially explcsive character.

NOt the least of the dangers posed by this extreme con-
centration of cil power and 'unecrned' money power is the
pervasive corruptive influence which such concontraticn is nearly
inevitably going to have on pclitical, ceoncmic, and c~mmercinl
acticns and behavicur in both the rclatively primitive and un-
sophisticated societies of the producing countrics and the advanced
socicties of the dependent industriasliscd nations. Lust for
immcnse power which is there for the asking and gzreed for money

., in unheard of amounts could easily corrcde part of their - as
well as our - political and social structure.

There are further complicating factors that must be taken
into account in any assessment of the future dependability of the
area as the centre for oil and money power. Within the area
itself there are many deep-seated conflicts such as those of
Iran versus Iraq, Iraq versus Kuwanit, Saudi /Zrabia versus Oman and

: Abu Dhabi, Libya versus the traditional Arab countrics, and so on.
3 Also there is an underlying rivalry betwecen Iran and the Aradb

» States of the Gulf for hegemony in the area, which moy socner or
¥ later erupt into an open power strugglce implicating also the
-? communist and non-communist sllics or sponsors of the various
. -4 Middle East countries. In addition to these conflicts within the
“ arca, there are, of course, the percnnizl dangers and pctentially
explosive implications raised by the Israeli-Aradb issue. .
i s All these actual or potential confrontations also fundementelly

affect the producing operaticns and government arrangements of the
S B cil companies. When the activities of the companics extend to
B andy s ) X several of these countries, they will most likely be drawn sooner
i SX NPT or later intc any locel area conflicts., Morcover, the producing
countries will hold them responsible for their homc goverrm?nt
policies and expect them to support the producing countrics
pelitical, strategic or economic interests. The companies will
nearly inevitably be asked to match any arangemonts which either
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their affiliates or any of the other internati nzl cil companies '}f:' b
(or sometimes even any neweomer compeny) mnkoe with governments W
of most other Mjddle East cil countries. And with the underlying 9
rivalry between the Arab countries and Persia, either of them "?‘“
would feel compelled to be ablc to claim that it has struck the o
most advantageous bargain with the oil companics, National pride N,
< and jealousy are bound te provoke a one-upmanship that weuld ’lfﬁ'
| lead - in the case of different kinds of arrangements on the W 2
two sides of the Gulf - to endless escalations ond no end of "?f
trouble. This is ¢xactly what is happening as a result of the |
simultaneous negotiations on participation with the Arab nations on o

the one hand and on & differently structured deal with Persia on s'e

the other hand - and als: in connection with developments in Iraq
concerning the nationzlisaticn of the Iraq Petrcleum Company,
hfccordingly, the outecme in Iran and Iraq, any potential reper-
cussions on the participation agreements with the Arab countries,
and especially whether ~r not and, if so, how long the companies

: will be able to keep any equity interest in their variocus oil
producing arreangements are, as of the time of completing this
manuscript, still undetermined.

Finally, it must nst be forgotten that none of the naticnal
governments is really stable and that the sccicetics involved are
still largely backward: there are always scri-us doubts whether

s any existing arrangements would survive the end °f any current regime.

= LD
-~ '-'..*--.-.'..-. - I--

V - The Limitations on 0il Companies in the Producing Countries

In the light of developments in the major cil producing
countries as previously described, there is no d-ubt that the
position of the international cil companies has undergone a most
fundamental chonge, with the participation arrangements high-
lighting, but not fully describing the underlying metamorphosis
in their functions and power relationships.

ATy

If for a moment we refer to the publicly stated intent of
what the producing countries have sct out tc achicve, it is cleer
that participation, if 21l the¢ arrangements were ratified and would
hold as negotiated in 1972, is mainly a device through which thoy,
SO to speak, smoothly and by arrangements with the 1_nt:ernntinnnl '
©il companies plan to obtain complete control over their countries
total oil cperations.

‘ _ [ <
- -
- > s
N N S R T L
b e g
-

C ies to forge
It represcnts a grand design by the producing ccuntr
an allinnzz with the ¢il companies in which the producing countrics,

. A ———— — —
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/ while Pursuing their national
take advantage of the large di
capabilities and the technical
This is reflected Perhaps most
of Mr. Yamani, the Saudi 2

objectives, w-uld still be able tc

stribution outlcts, the investment
know=hcw of the -~il companics.,
succinctly in ghe prencuncements

i rabian Minister of Petrolcum. His
a le approach is based on the assumpticn, aos stated already in

1968 and repeated since, that the cil companics w-uld cne da

tu 0 2 S
n out to be the natural allies of the producing countrics. As

he explains it, he wants participation because the weight of the

naticnal oil companics in producing countrics should be combined
with that of the oil companics sc as to:

(1) protect the concessions from naticnaiisation by providing
an enduring link between the cil companies and the producing
countrics;

(2) gain control over the oil operaticns vwhile maintaining the
flow of foreign capital and expertise and cbtaining marketing
cutlets for the output;

(3) prevent competition between producing countrics as scllers
¢f crudée in open market, which would lcead to o drastic drop
in prices and producing government rovenucs;

(4) maintain thercby price stability, and through the
X implementation of participation cven sccurce an immediate
increase in world crude oil prices from which the prod-
ucing countries would benefit;

(5) achieve through this combinaticn & position of influcnce
in the oil markets;

(6) make it difficult for any producing country to insist on
W R an 'abnormal' increase in producticon.

As the Kuwaiti Fimanve and Cil Minister plainly put it, the
truc connotations of participation are naticnalisation or takecver.
"what we called phased participation is in fact phased nnti:nal-"
isation. This is preciscly the situaticn and its implications.

It must be clear that cven though the preducing countrics

.:,; ' | will start initially with a2 mincrity owncrship, they will hn?e a
s 'f-.ﬂ | powerful veice on investment, production levels, size cf E:purt:
7 MO et SYDE nar re cnting &
i\ ' i and their destinations, As o corpirate partner r Ercs ‘
G W = the seme time the sovercign, thcy posscss all the power they need

f the operations
ntrol end direct the ccmpenics on all phascs © 1
zz E;e ;rcducing country and probebly even on many phases of their
operations abroad, holding their local interest in cil preduction

as hostage.
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In the immediste future, the bulk of the new participation ad

>11 will be bought back by the foreign companics for disposition

through their own cutlets and their profits on the resalces PO
together with compensation payments and the investment con- 5
tributions of the new naticnnl partners will, tc Degin with,

ot least tend to protect their cash flows. But vy 1976, the
Proporticnate share of the quantitics offered back Oy the netional
0il companies to the foreign companies will probably have declined
substantially. As the Teheran agreement on government oil revenues >
terminates at that time, large new demands against the companies will |
undoubtedly be made then, and pcssibly cven before. ok

In any case, the national oil entities of the various producing o
nations will in due course become practically the lergest suppliers !
of oil - only s-mewhat delayed by the phasing out of 'buybacks' by
the foreign connessionary companies. They will thereby excrcise :
tremendous market power through their terms of sales. In the A
meantime, they will apparently attempt to use their private
Ccompany partners, whose intercosts they would try co tic up

inextricably in joint production ventures, to assurc market
stability,

Perheps sensing this, am American tep oxecutive of on
international oil company in an carly statement on participation
demands said that the Key role of the internati nal oil coapanies
to satisfy the nceds of both the producing end ccnsuming countries
is 'best performed when the commercinal enterprise is freed from
the pressurcs of conflicting ideclcgies end of the clashing
political systems. These differences inevitably ~risc when
governments cof producing countrices have a direct participation in
running the oil industry or when gevernment to government neg-
ctiations are substituted for the company bargaining with the host
government, ! The commercicl framework of cperaticns “would be
subverted if we were to adopt an alternative of serving either
group of nations exclusively" A top executive of onc of the
largest European international oil companics stated that a position
of 51% participation by the prcoducing countrics would be "almost
intolerable" as the ¢il compenies wculd have almcst 211 the
operating responsibility without any frcecedom of investment and
without control of production levels.

Subsequently, another top executive referrcd more positively
tc the new participation agreement with scme of _thu fil pr;'oducing ‘
governuonts in the Middle East as an excmple cf Juflning' more ]
stable future relationships', though he conceded, ¥'w$n t pretend a
this wos an easy adjustment.' However, he added, "We belicve 5
that we now have a new basis for doing business which meets the
needs of both consuming and producing cauntrief. /.t the some
time, we have maintained the essential iatermediary rcle of the

tional cil companies as the most effective agents
E::vi;: ::::E::laz. transportation and distribution of oil products.
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demand will unfortmur,mp les " executives to the participation

tand ely prove to be

withs 0 the correct .

Gﬂvermentng the firm assurances by the present *‘nﬂ:E‘ o
that Middle East Seudi Arabian

0il should and will b
comm e vi
ercisily:end.not politically. This is cartain;r}'E::: :;}:EIY

oS

E‘Eﬂi;;z?c:fl:ozz :::::d !:iddg;e E.:st T:o:tlxzi:g ccuntries and cannot
real power relationships of ;;he i;‘:er;ati e? g yod s
various coutries where it operates must 1:::3 t?fhzmw siye i
its oil production on whi h the continued nperai:ions“:?ti::iz:-that
stream and downstream facilities are completely dependend is now
or will soon be under the cffective control of thc‘produ:ing
countries. At the same time, the producing countries will
probably deliberately arrange their and the companies' affairs in
such 2 manner that the industry's single most important after-tax

profit centre will, as in the past, be located in Che producing
countries.

There is thus very little doubt about the change in the role
of the oil companies from 2 buffer and bridge between producing and
importing countries to what may in fact turnm out to be that of
junior partners of the producing countries. The oil companies
would thus be unable to continue to act as an independend-inter-
mediary commercial force in international oil relations; instead

Ve the producing countries would tend to treat them as service companies

under their control that would undertake admittedly essential world-
wide logistic, technical, financial, production and distribution
operations.

What we are facing, therefore, is a subtle - or even not too
subtle - shift of the major centre of power over international oil
from the home countries to the producing countries. Whether the
companies. like it or not, they would be compelled to protect their
huge interests in the producing countries by adjusting and co-
ordinating their policies and actions in accordance with the
directives and policies of the producing countries, hoping that
nevertheless the pattern of their operations in Cthelr homc countries
ond the importing countries would not be seriously upset.

| The role which the oil companies will be able to play in zny

L of their future deaclings with producing countrics concerning oil
=~ TS production and jts availability to importing countries as well as
e W ' - with regard to future tax paywments, is thus inevitebly severely

e Y | circumscribed. In the light of present power relationships and

RS e the extreme supply and profit dependence of thc oil companies on

§ s st producing countries, they cannot be expected to take a strong and
i determined stand in such negotiations with the govereign of the ’ -
e country on which their whole prosperity depends ond whose nationa ,,
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national companies are their partners and will in due course
acquire the controlling interest in their operations. liorcover, X g
they will have to argue that as long as they are able to secure the |
availability of supplies to importing countries - even at steeply
escalating costs - they also serve the interest of their customers
by not risking a confrontation that could lead to interruption of

. supplies; and as long as the companies are able to recoup such
costs from the consumer, they would also protect their own commercial
viability. As one top executive of one of the largest European
international oil companies pointed out sometime ago, "Pressure from .
the producing governments on costs is something we can live with,
provided we are not at the same time denied freedom to move prices
in the market so as to maintain a commercial margin of profit.”
It is obvious that in such circumstances the imperting countries
and home governments can simply not afford to remain passive. The
companies, as private organisations and under the terms of reference
applicable to commercial eorporaticns, cannot possibly be expected

to carry by themselves the burden of pretecting not cnly their own
interests but also those of their customers.

There are thus serious doubts whether the kind of negotiating
problems we are facing now can be handled effectively solely through
a common posture of the companies or by any other kind of inter-
company arrangements. The approach fcllowed in earlier negotiations,
when most of the oil companies with foreign production negotiated
as a group with OPEC producing countries as a group on matters that
would vitally affect the tax-paid cest and oil supplies cf about
every oil importing country of the Free World, must thus be sub-
jected to a most searching review in the light of the present
realities of the power structure of intermaticnal oil. In particular
it would appear that a broad understanding on energy policy among |
the various importing and home govermnments involved is absolutely
necessary to avoid or at least to contain unrestrained use or misusc
6f bargaining power by the oil producing countries to impose
excessive demands on the international oil trade.

- J ' VI - _The New Role of the 0il Companies in Importing Countries
' .i Before reviewing the absblute necessity for a co-ordinated if

¥ not common approach of the Atkntic-Jopanese group of nations to
.','_-; ' their energy problem, we may appropriately analyse the changed role

of the oil companies in importing countries.

To begin with, it must be realised that the international oil _
compenies will, during the next decade and probably much -J.onge‘ -
continue to be a most important factor in the refining and s s
distribution of oil in practically all of the ccuntries of the Free ="

=

—
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World, based on their

Predominant investment positicon in all ’-'

most diversified singlc source of cmme-? will alsc represent the !

: de oil supplies, even though
ever increasi : e g
trade HyouNe Ng quantities will e sold in the international oil

national companies of L
producing countrics. The
;I;tir;\atinnal Cil companies will also continue to make perhaps the
: mportant contribution to diversificed exploration, ho technology
and to cxpanded upstream and downstream investments. The logistics

of their worldwide cperations will be invaluable to the importing
as vell as producing countries.

Nevertheless, the internctional cil companies and equally
their home countries, especially the United Shtes, are now facing
a gericus lack of confidence by many of the importing countries
noct only with regard to their supply capabilities but also with |
respect to their intentions and concerns in so far as they may -

r2late to the protcction of the interests of their worldwide
customer countrics.

A course by the United States that would, through the ex-
ploitation of its domestic energy rescurces, lcwer American dep-
endence on Middle East cil and thcereby reduce the competitive
bidding-up and depletion of Middle East oil reserves would, however,
be 2 constructive contribution to the oil position of the Free
Werld. Such a policy should thus be recognised by Eurcpe and Japan
as an integral part of o broader approach todl issuce that are
the common concern of all.

But beycnd tkat, the Unitod States has additicnal possibilities
to put - so to speak - a first mortgage on scme of the richest oil
resources in the Middle East. Saudi Arabis contrels by far the
largest known reserves developed Dy American 0il companies; and the
Saudi Arabisn Government has alrcady evinced its interest to
conclude special deals with the United Statcs for incrcasing cil
deliveries. No doubt, Iran would be keen to do likecwise,

However, any acceptaence by the United States of a preferred treat-

" ment as a2 customer for Saudi Arabian and Iranicon 0il would be
AR 2 extraely disruptive to its relations with other importing - and
e | | for that matter - producing countries.
e Yoo | A The reactions of other importing countries to the Saudi offer y
;mi[§;{~~*~ - is reflected in a statement of the French state-owned oil company :
i it R R Elf-Erap. In referring to the worries that such a policy would -'

TR e case to all other importing countries it comments “What an |
a3 inducement to the raising of crude oil prices if thc money paid by :
Europc and Japan should be invested through the producing state in 3 .
the couatry of origin of these companies strengthening their powcer. o |
who would still be able to maintain that the compenies which produc? )
in Arabia are impartial intermediaries between thesc countries ':nd *
the Buropean comsumer?”  Along the same line of reascning ly's J/

wolmid g & - k- gl = - o g . —

Notice: This material may be protected by copyright law
(Title 17, U.S. Code). This copy may not be flalcm
~ reproduced or distributed without the spec
- authori; auon O the ml

L]
. ." ’,
S L2 . : -1
o r F “"!'
' BDO10

. T



- 15 =

national oil company ENI suggests that the Common Market conclude %t ey k3
direct oil Supply agreements, in return for co-oneration in the j: | ’
producing countriog' development plans, to pxwent a supp%y w |
mencpoly of the major internaticnal cil companies, cspecially so o 8
bacause American and European interests ar: not identicel. Yha '

Positions expressing similar rcactions nave Deen taken by several g
other major importing countries, &

This prevailing fenr is Perhaps best sumarized in a 1972 | ; ;
draft recommendation of the Western Buropean Union vhicl: was
unanimously approved by

that bedy but apparcently not endorsed by
the Council cf Ministers

i

««+ much of the oil imported by Eur pe is shipped under the
fmerican flag. The Middle East oil questicn is therefore meinly

& commercial matter for the United States,

For Western Eur-pe, on the other hand, it is 2 vital matter

and the interests of consumers dc not tally with the interests of
the inernational companies. Increascd participation in the
capital cof petrol companies by the Arab States or even national -
isation wculd not necessarily be a catestrophy for Eurcpe.

A Zuropean oil Policy should take accsunt
nad in no case be linked with the
This means Eurcpe could reach pgreement directly with cil-
Producing countries, help them to develop a national sil industry
. and purchase the c¢il thus produced,..... Eurcpe has no interest
. in becoming involved in a vain conflict for defonce of the cil

companies; its interest is to collaberate closely with the Arab
States.

of these factors
international il compeanics.

The disadvantage of such a Policy might be to make the
European market cver-dependent on the Arab States., DBut that is
already the case since the Arab countries con cut off supplies

R ). v & of oil to Europe whether it passes through the internsational
oo ' r companics or is supplied dircct..,.™

.
~ P A -

s . Individual Eurcpean ccuntrics and Japan in these circum-
B, RN stances might thus be tempted to -utbid each other in an cffrrt
T SRS ARl Lo curry thereby special faveours with tdddle East oil producing |
countrics and to secure a Privileged pesition for themsclves. 2y

But whatever their motivation, the national companies of &

importing countries will, in any case, greatly crpand their ‘

foreign supply operations. While such diversification might or
might not provide a modicum of s-me added supply sccurity, it
should be noted that any new such ventures would be subject

to fundamentally the same kind of politicel and cecnomic risks
as thosc of the internationsl oil ccmpanics, There moy be some

BN i e r— W e
0 e B T e T
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their national access t

be subject to its OWn separate hazards.,
to the French experience in Algeria or for
threatened expropriation of SBelgian-held

Egypt because of Egypt's disapproval
Belgian government.

3 Yy enhancing

but the latter in turn will

ouffice it tc refer nly ,
that matter to the

Producing interests in

of the Congo policy of the

o foreign oil;

Also investments by the Producing countries downstream in
importing countrics are unlikely tc take Place °r to be permitted
on a really massive scale; but even if this shculd occur, these
investments are unlikely to provide a much higher degree of il :
supply security if the Producing countrics for rcas-ns of their
own should decide to withold oil supplics,

Their dowmstrean
e investments would not constitute an effective hostage in the hands

of the importing c-untries because the latter's continued dependence
on oil supplies would be of much greater urgency than the threat

of expropriation, or the loss of current revenue from such
investment would be to the producing countrics,

Moreover, foreign crude secured by a naticnal oil compony of
; an importing country would most likely be given o preferred
B position in the home market. If such arrangements were to become
an essential part of the total supply ©of &n importing country,
its dependence on what would most likely be a2 rather limited
number of sources of oil imports would make it even msre vulnerable
te interruption - and to unilatenlly imposed cost increases that

then be compelled to absorb within its own econcmy. If
the importing countries would follow a course of 'go it alone' in
a 'sauve qui peut' spirit, cach one of them would slsc become the

target for potential pelitical and economic blackmail, such es
TN some of them have already experienced. They would run the grave
-3j;f, S risk that their policics and actions would be subverted by con-
i 3 siderations of securing or protecting their access to foreign oil;
e’ ultimately such an approach will prove to be futile, ond the price
for the oil and the political »r other terms under which it could
be obtained might easily become untenable,
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Obvicusly a continuous process of yicldins valid rights, not 3 ﬁé .
through genuine bargaining but under threets oy the producing &

countries, and a general posturs ui subscrvience by the oil R e TP
companies and the imp~rting ccuntries - as has cccurred in recent ;fi-Jilw‘:"f}_
international oil 'negotiations' - must undermine nct only the R ‘}}*-_.?-L. 2 i
prestige of the importing naticns and of the companies but equally ;ﬁgzﬁ:*‘;bﬁ
the respect for any arrangements concluded with them. Only a ‘ NP

co-ordinated approach to energy pclicy by the relcevant impcrting
countries could really prevent such harmful ccnsequences.
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VII - The Interests of the Home Countries of the International 0il
m

Companies

The change in power relationships affecting the operations of
the international oil industry also has a far-reaching effect on the
. position of the companies in their home countries. The interest of
the home countries in their international oil companies have in .the
past centered aroung their supply capabilities for their own country
and its allies, their support of the power position of the home
country that was implied in control over international oil resources,
g the contribution of the companies to the balance of payments, and the

essential role the companies played in meeting ever-increasing
worldwide o0il requirements.

Let us briefly review the changes that are now occurring in the e
case of the two most important home countries, the U.S. and the U.K. e

The ability of the companies to provide secure supplies because . o4
of their investment in foreigh oil is now no longer absolute and
assured. Experience during the first Suez Crisis in the case of the
United Kingdom and France and during the Six-Day VWar in the case of

the U.S. and U.K., has shown that even U,S., British or French 13
controlled foreigh oil could be and was - even though for a short 2
: period only - embargoed for shipments to the home countries. While _”

in earlier years tha United States was only a marginal importer of

Middle East oil, in contrast to the U.K., in future the United States

will become one of the largest single importers of such oil. On the

other hand, with the development of the North Sea resources, the

United Kingdom - if it could under Common Market rules cffectively - _
reserve its domestic oil production for its own use - might be able -

;j ;;3 &5 "__ to achieve a very substantial lessening of its dependence on Middle
e ¥ East oil imports.

?5;;53 ML The same questions hold for the extent to which inglo-American :f'
zéﬁf*g?;f:" ‘ 4 ownership provides supply assurance to our allies. As a matter of 2
R S Aed fact, some of our allies fear that American ownership of foreign oil o
SRR R i might endanger their supply if there should be a political conflict f?-
between the United States and the producing countries. e

In the past, control over the international oil companies could
be and was used as a political instrument by their home countries in
their relationship to importing countries, such as the United States
apparently did during the first Suez Crisis or say for oil trade with
Cuba, and so on. This possibility, to use the ®ntrol over foreign
oil for political-strategic purposes of the home countries is
disappearing fast. It is the producing countries which now claim
the power to supply or withhold oil for their own political and other
interests.

The contribution of the international oil industry to the balance
of payments of their home countries is indeed mbsr.mt.; but rela-

d o) 20rLAa )
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the continued need for ; with large incrcases in U.S. oil imports and

balance of payments

directed more towards th egards to international oil may be
Q hu e ﬂnd * s 4
of oil imports rather than tE the gy SEsampeicoste

bencfits of profit ¢t
izzzfniiingal ?11 upern;innu. In the United Kfngdam :inzﬁﬁr;tﬁzgm
y evelopment of the North Sca - 1584 :
trade bill sufficiently so as to ma resources may relieve its oil

intain a predominant int Bk
the profit transfers from British international oil cumpaniE:?s ¢

In sum, therefore, the fundamental interest o the United States
1s moving somewhat closer to that of an oil importing country. On the
other hand, the U.K. might for the reasons cited above perhaps, in a
narrow definition of its self-interest, pay more attention to the
profit pattern of its companies from internation~l oil operations.

There are, however, most important additional quclifying factors,
affecting the security position of the home countries and especially
the United States with regerd to their oil supplies - independent of
their position as home countries of worldwide oil companies,

What is relevant now is not so much any influence which the inter-
national oil companies may or may not be able to wield in producing
countries, but the interest which producing countrics have in main-
taining an effective rclationship with the United States. After 2ll,
the United States is the most important political, economic, and mil~-
itary power of the Free World which, incidentally, also presents the
highest priced and one of the largest markets for imported oil. This,
above all, explains Saudi Arebian's and also Iren's interest in trying
to conclude special oil supply arrangements with the United States -
not the investment of U.S. oil companies in their country, which, as
far as Iran is concerned, would anyhow be a2 minority interest, More-
over, the United States offers the most importent potential outlet for
their capital investments, and constitutes onc of the largest sources
for capital equipment, consumer goods, and military herdwarc; it can
provide its customers with the most advanced technology.

Finally, the United States is the only power that can effectively
assure protection agninst communist - Sovict as well as Chinese -
external and internal incursions. It is the onc¢ country which the
traditional regimes of the two most important oil producing nations of
the Persian Gulf - Iran and Saudi Arabia - believe they can depend on
for the maintenance of their governments ageainst subversion, and also
for the sccurity of the Persian Gulf arca.

In the light cf the U.S. possibilitees for developing its domestic
potential in conventional and non-conventional hydrocarbon and energy
resources, and its opportunity for establishing a specigl oil relation-
ship with the two most important Middle East oil producers - Saudi
Arabia and Iran - there is little doubt that if it would ever so
desire, the United States could go it alonme.
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; The United Kingdom as mentioned above, will after the development
of the North Sea n?fdfields be less dependent on Hiddle East oil than . :
any of its Common Market partners. It wos, navertheless, apparently '.

the U.K., in the Paris Sumit Heeting of October *72, which was
pressing for an carly formulation of an energy policy for the Commun-
ity guaranteeing certain and lesting supplics under satisfactory
economic conditions.

This policy suggestion must be evalusted within the centext of
today's stark realities; that unilateral and divers- policies of the
various European nations and of Jepan cannot provide real supply
securily or contain the financial problems comnected with the inter-
national ¢il trade; that the international cil compsnies can no more
guarantee supplies to any of their customers in o cricis; thet these
Companies no longer possess the bargaining strength, if left to them-
selves, to be cffective negotiators with produing countries with
regarcas to the availability and cost of o0il: and that such a stete of
affairs would provide the mMOSL cogent reascon for the various importing

| countries to work towards the establishment of an energy policy for
, a larger grouping of nations.

1 But the ultimate intercst of the most important producing coun-
tries in the Middle East that have not fallen under Soviet domination
is bound to rcomain the protection of their indecpendence and that can
only be achieved by close and friendly relationships with the United
States. The United States will thus continue to be the dominant
factor in world oil, not because of the forcign oil interests of its
"3 ' companies, but primarily beccuse of its standing in the world balance
of power. An ener Yy policy applying solely to the Community would,
we submit, be only the first Step towards a really effective policy
that must encompass the Atlantic group of nations ond Jopan.

M . - —

VIII - The Need for on Atlantice-

Beyond doubt, U.S. relaticns with Europe and Jopan are in dis-
) T array. There are many outstanding unresolved problems on defense,
. R burden sharing, trade policy, the whole rznge of monetary issues
i ‘ including currency realigmments, capital flows, and so on,

_ Perhaps instead of establishing a grand design which would > 3
: encompcss o resolution of all major contentions and aress of conflicts, o
it might prove tc be more fruitful te proceed pragmatically on on 7y AL
issue-by-issue basis and try to tackle first thosc problems where SR R

the chances of an Atlantic-Jopanese policy, or & least of an agreed
upcen coordinated aspproach, would scem to be most promising. Inci-
dentally, it is interesting to recall that the Eurcpesn Common Market

;-;--Ih;'--. ‘  R
was preceded by the establishment of a much more limited joint effort, R ﬁﬂ;w &
the European Coal and Stecl Community. i

YA 5
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posltiﬁzhz‘;lghli:t to submit that the ppeblem of the future ener
most impatiet T lﬂn!‘-ic-Japanesa complex of nations is one of tﬁ
bor al s Ssues confronting not only each of them individually
i g§roup. Obviously, an energy policy cannot be limited
Lo the Atlantic nations but must include Japen as one cf th '
interested parties., § L

v
#hat is likely to induce the various countries tc agree to co-
operation and mutual adjustments is the existence of a severe outside

threat to their security and prosperity, resulting from their depen-
dence on oil supplies from a fow foreigh sources coupled with the

potential danger of & flood of foreigh funds that could harm their
own economies and the world's monetary system.

The weak and unstable foreigh political societics where the
world's oil and money power centers are loceted could, for reasons of
their own or stirred up by the potentially adversary policies of the
Soviets and even perhaps the Chinese People's Republic, create great
difficulties for the various ccuntries of the Free World., The United
States as well as the United Kingdem would - chertsightedly to be
sure - by themselves probably be able to resolve their energy problems,
partly at the expense of other impcrting countrics. But as menticned
before it is to the United States, more than any other nation of the
Free World, that pivotal prcducing countries look for their political
and strategic security; and this advantage could rebound to the benefit
of all oil importing countries. Neither the Ccmmon liarket nor Japan
alone or in combination could provide a comparable total package of
advatages for the political, strategic, and eccnomic well-being of

the major Middle East oil producing ccuntries.

If, therefore, the United Stotes abstains fiom any attempt to try
to obtain unilateral benefits, however shorklived they might prove to
be, and is willing to participate in an energy policy in a new Atlantic-
Japancse partnership, it might therby provide protection for its .
partners against potentially very seriocus oil supply smergencies.
Obviously the latter too must then forego the temptaticn of looking
enly at their imuediate sclf-interest without regard to others; a
policy that they could in any case not pursue successfully over any
period of time. Only then would it be possible for the importing
countries to pursue a rational policy for their energy imports and
avoid bidding against cach other or being played against cach other
with ever escalating political and econcmic demands being made upon
them. Only then would it be possible for /itlentic-Jopanesc and
especially U.S. power to become an effective countervailing factor
in international oil without having been sapped by discordant and
conflicting attitudes of the individual importing nations towards the
producing countries.

The need for a joint or at least coordinated policy is indeed

most ent because any delays in which conflicting approaches to
proﬂm countries arc made by the individual members of the Atlantic-

Japanese group of nations will accelerate not only the disintegration

— ER iy - o i -

- . o -
BTl e e i i - | e il i W

Notice: This material may be protected by copyright law
Code). This copy may not be further

)

L
[ ._; 1l '-.J. " L . " -.. . | ]
| g | S AHNSUITULIC = 1A% L -1
— s it e -*-L. i Y T
" r

gl

- "




- %

of our partmership, but will even further encourage arbitrary and
dictatorial demends of the producing countries., IMoreover, as some of
the producing countrics accumilate large surplus reserve funds, it
might become much more difficult, if not impossible, for the import-
ing countries to influence thei: policies.

It would appear therefore that Europe and Jepan need something
from the United States which is in the interest of the U.S. to give,
l1.c., its adherence to a coordinated Atlantic-Japanese cnergy policy,
| in, as the geme theorists would call it, a positive sum gamc thrcough
| which all sides would gain. This would provide the most persugsive -
| basis for an agreement on a joint policy under which common problems |

could be resolved to the mutual advantage of 21l partners. -

Needless to say that this should not imp that any of the part- 2
ners should necessarily be inhibited from pursuing separate diplomatic T
and econcmic initiatives within the broad spectrum of devecloping
Middle East rclationships and within the fromewerk »f an Atlantic-
Japanese energy policy.

PR —

The OECD 0il Committce has for many yeers served as the most
significant international orgenization encompassing the Atlantic-
Japanese group of nations, providing z basis:for the exchenge of -
information and coordination and also for expert enalyses con oil o
develcpments relevant to its members. Most imp-rtent, it has cstab- B
| _ lished policies for emergency stockpiling ond within certain limits .
y for the emcrgency apporticmment of oil supplies in the GECD Eurcpean
‘ area; and during oil cmergencies it has in frct served as o clearing
bcdy to achieve an equitable division of avoilable supplies emong
its members.

Pt B e Lo

| The Common Market is presently cngaged in a slow and difficult y
AT effort to establish an energy policy for its members, that would
et s secure certain and lasting supplics under satisfactory cconomic con-
< i gty diticns. But in the framework cof thc Common liarket, even including
;.fi;‘tr Britain with its large interests in world oil, national policies of
Wt A ¢ the individual members could severcly slow up the establishment of a
Community pclicy, as long as there is no cverriding conviction on
the part of its members that the Community ccuntries in ccmbination
would decisevely add to their individual political and strategic

bargeining strength.

v B o 2

In the light of the changed power relationships of tcday, an
ceffective energy policy of a new Atlantic-Jzponese partnership must
inevitalby go further than either the CECD of the Common Market have
advanced so far. Obviously, however, such 2 policy would build cn
the valuable achievements of the OECD and the Comaon lMorket.

Fortunately there is, to a varying degree to be sure, a substan- PSRN PR b

tizl consensus zf the nau; for a ccordinated or even joint approach R e
to the energy problem in the United States =s well ns the Common g R
 Morket and Jopan. It is reflected in meny official promcucements
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- The United States,

in 2 1972 statement :
lj;eting, officially expresse: its rondiness I;fiﬂr.. i-;n OECD Council
t is imperative for the worlid's mn: - °F such cooperztion,

~ )T consumers of

itr!;.l: c.fnenergy Lo toke joint and cocrdinated ~ctiom flitifinther
1‘{ ok e the availabiltty cf all types cof encrgy tt:..:sf*'u;l:a.:e,':r.fr-,‘gtt-‘ﬁ'quIT -
”c.ssen, to the degrec possible an overdependence on “ilwfran Boks
iiddle East, to coordinate the J Sy

: ¢ response of consunmineg countries to
restrictions on the supply cf Middle East petroleum, and to develop

joeintly and cooperatively a responsible progrom of netion to meet the
possibility of criticcl energy shortages by the end of thiswdecade."h
The OECD itself is ogain cngoged in a study of the world cnergy situa-
tion, hopefully leading to concrete recommendations for actions by

the member governments, The Common Market Commission considers it 'r
necessary to substitute or extend liscison in the cnergy field between |

the Community and other erergy importing countrics in
o better exchonge of information

rder to provide B
and produce common solutions,

Jopan through its Overall Enmergy Council, on advisory body teo the 3

Minister of International Trade ond Industry, recommended in 1971
that, while it was necessary for Japan in orcer Lo agsurc stable oil
supplies at low cost to bchave independently of ony foreigh influence
in all -~spects of her oil industry activities, it must cocoperat.
with other consuming countries. 'To this ond it ¢ naccssary for
apan to promote with them and their notional -il ccmpanies exchange
of information and mutual understanding cnd to explcre possibilities
for constructive cooperatiom con the part of oll consuming countiries
toword the formation of on organization in vhich delates are held
among the countries with international oil companics and cthe :'i.l.
producing countries con the basic policy ¢ ncerning the world oil
situation.” As the Natural Rescurces Survey iission, sponscred by
the Japanese Foreigh Office, put 1t in its rep-rt published in 19?2T
Jopan must engage in active participation in international cooperation
with advanced countries on cil matters and "must refrain from being

: passive as has been the case thus far. It must take f{ull advontage
g of opportunities such as an OECD Oil Committee mecting where i::dus-

Y trially advenced nations mect, through which Japan ;..:*uld clarify her
Y 3 oil p licy on international cosperation before the ZECD member
gl V8 countriecs.”

F ™ %
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SRR Tl Building on this awarcness ~f the energy problem Dy :1.]_.1 the

b Sy jmporting countries and their ccnsensus on the noed for joint di?-
cussion, cocordination, or actions, as thc casc may be, we will now . .
submit our suggestions for an cneggy policy £ © on Atlcontic- E_ .
Japsnese partnership.
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IX - An Outline for an Atl-n+ic-Janonese Energy Polic

The major goal of an energy policy for o new Atlantic~-Japanese
partnership must of ccurse be to try to cope with the common prcblems
of the security of cil supplies and the financiZl issues related to
it, While ncb.dy con gucrantce that such a pilicy will lead to a
completely satisfactory resclution of all the priblems, it should at
least be possible to contain the®, TFuture bargaining in international
il would ne longer be lopsided, i.e., betwecen the zriducing countries
as o group and the oil ccmpanies (be they the internationals or the
national companies of importing countries) with the latter "negotiat-
ing"” under the threat of being treated as virtually tho captives

of the prnducing countrics = but would also cengage the extrzordinary :Lj;;'
pclitical, strategic and econcmic pewer of the Atlontic-Jopanese )
group of nations, ﬁﬁif
| If such "countervailing power" to CPEC should really become o :ﬁil -
| fact-r in international ©il, which indced it musi, there is scme -
recasticde hope that internationzl ©oil and financisl arrangements 'T?}:
| coculd be set up on a rational and mapageable beosis; and that OPEC e
; would no longer be able, as Mr., Yamani put it in October 1972, through 3 4
its coordination and unity tc “prove time and time sgain that it N

can enforce its demands®,

ﬂ Some fear has been expressed that such o grouping of oil importing 2 N
h countries might unnecessarily pr-vcke a confrontaticn with the producing cone
E countries. But circumstaunces have significently tipped the balance

1 of power during the last few yoors., It was the producing ccuntries 2

which, through the establishment of OPE( crected a producing countrics' g

: orgenizaion which as a group formulates policy guidelines for major i,
Sy 3 producing countries and through the threat of withholding supplics o
P e e to companies that would not submit to its demands and through other e
PR oo R means, provides enormous power and overwhelming bargeining leverage ‘5%;
S N for each of the producing nations. Moreover, the Crganization of o
A Arab Petroleum Exporting Countries (OAPEC) has stated its intention =

S to establish official relations with ccuntries of the EEC, either S .
¥ collectively or individually, To this purpose, it amnounced in 1971 e
that it is setting up a committee tc coordinate the relations of its _'

member countries - in the Aragion Gulf, represented by Saudi Arabice,
and in North 4Africa, represented by Libya and flgeria - with the

EEC ccuntries.

The subject matters to be covered by the cnergy peolicy could
perhaps be put under the following broad categories:

1. Study and review of energy demand and supply including
tanker, pipeline, and refining availoabilities. A4 progrem fer
optimum diversification of supplies.

: g
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2. A coordincted and/

¢ abdt or joint regonrc! — |
ment Of New energy resources, ecpecinlly of 1HEcmr'3UrL:;1 fcr the develop-
non-conventional sources. -+ otomic energy and from

3 Investment revi
. eview and national ~p ) :
* - . - L == =
and guarantee proegroms for the itinational

incentive
dE‘U’E 1 v <  F - — A
cnergy rasources, Upment cf cenventional and new

4. Review of arran :
: angements by imnortine countri :
. N C countrics for cil supplie
from producing countries, be it through purchases, scervice c:-ntrrzg ;
arrangements, concessions or otherwise. ad

ihe estoblishment of broad
terms of reference and/or of parameters for arrangements, acceptnSle
te importing countries,

5. A progrem of arrangements for stockpiling, rationing, and
equitable sharing of import availabilities between all members in
case of an cverall or specific country emergency. B -

6. A ccordinated and/or jcint research progrom cn conservation |
cf energy and on its implementation if celled for, including resecarch 3
on battery-powered cars, nuclear fuclled shipping, savings in motor \
car transportaticn, ctc, |

/. Review and coordination of progroms of econcmic development
and technical assistance for producing ccuntries.

8. Review of prices, costs und balance of poyments effects of
il imports cf member countrics and alsc <f developing ccuntries,
A program of arrangement for suppert and adjustnent i called for, o)

A . ’

& 9. Review of governmment revemues of major cil producing countries s-

}_ and of their impact cn world trade, world cepital flows and shert- §
Y term money markets; and a prigram of financial cooperation - Af

clled for.

i 10. /& review of the dependency of Middle PFant producloy countrles
on the exports of industrial and agricultural goods end of military

AL 2 W equipment, on shipping, services, technical kncwhow, ete., from the
e e Free Wordd's oil importing countries; and a continuous assessment of
ﬁ_: s mutual interdependence and of the means that might be aveilable to
fhglﬂffqi;' cope with an oil supply, trade, or finance emergency.
D £ "
. ""_"""_".'-.3"»‘?1 The administration of the energy policy might conceivably be 4L

entrusted to a specizl new high lovel Internnticacl Energy Council,
compcsed of member states with a top level permanent staff with
generally recognized and incontestable professionnl and pracitcal
experience. The timing and methcd of its establishment, its organ-
izational structure, the range of its exccutive and/or advisory
powers, the procedures on voting and the rules governing ratification
and implementation of its decisicns or cenclusicns and its relation-
ship with the various meuber countries and their oil companics would
of course be determined in & process of give ond toke through

e

-
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international negotiations. It will, obviously, be very difficult
indeed to achieve any such sgreement; but it may wcll be the only
remaining chance to s.iiipe b SilTsweTd tho .ntercsts of the im-

porting countries, the bome countrics and thosc of thelr oil companies.
: wWhatever,the odds, it must certainly be tried, and there is no. time

to be lost.

The above proposal presents cf course only one of several possible
approaches to on Atlentic- joponese enaercv pelicy and its impiementation,
In particular, a great deal of thought mest cbvicusly be siven to the
problem of whether or not it would be feasible ond odvisable to re-
structure the present ORCD Qi1 Comufitiee or i”s Hish Level Committee
so-that the conclusion and implementaiion of an Atlaontic-Japanese
energy policy could be handled within the framework of the Committee.
While this might requira ~n»iecontinl changes in the powers and
functions of the OECD 0Oil Commuittee. Lt might perhaps be more ex-
peditious and easier to reach an cgrecuent on 2 revision of the terms
and conditions governing an existing internaticonal crgonization

concerned with the oil pclicy.ef importias countrics rather thsn to

start from scectch and try to establisi :.r:c:r:;ul;r.cly new inter- - "
national body. 58

The competence and functions of the International Energy Council, 30

however it were to bDe set up, as well as those of the moober c-untries

| and those of the oil companics, must of course Ly clearly delineated. L&
| The pclicy framework esteblished Ly the Council wculd set the limits
: within which the countries as well as the oil companies would handle

Lo

| their affairs, toking into account their changing responsibilities £
& and capabilities.

1 At the seme time It would try £o oy vide
protecting the supply s uvite of the i1 imy

L
i

en a2ffective basis for
imporiing countries through
s | encourp~ing the develcpament ©f nddea s wpliies, diversification,
AV g BT e investment incentives, rcsearcl:, assuring sufficient tanker and . .
L e L refining evailebility, etec. Thrcough stockpiling, ccordinkei=n: of R :
N s T T raticning pclicy, and especiclly through on cmergency import- ;-
:4;;&f?;i Lol ot & sharing agrecement ameng all r_;kaJ. on ¢oll embergo by preducing 3
PIPT ey R . countries angeinst selczted countries wouvld become much more cifficult, ¢

| £ RE R if not practically impossible; in such circumstances the producing
ountries wculd have to be prepared to cut their oil supplics to all
member countries - with unpredictable, dangerous conscguences to thenm.

":Li*- “ 9

g

i

. . - e =

f':l\ - -l ] L B E )
LYy "y S e _
“_-f,;guj'#ih;

e s R The conclusion of an effective arrangcment for emergency import-
A sharing between the Atlantic natices and Jopen wculd presuppese that
cach member country, inclulinz of ccurse the United States and Jepan,
would be prepared to share wila ils parimers its cwn import aveil-
abilities in an equitable marner on the basis of agrecd upon principles.
The establishment of sublstoniial srcchiiics of cil Ly the various
importing countries, agoin iicluiing the imited States and Japan,

would provide them in case of arergency with time for possille supply-
demand adjustments, for offorts to resclve equitably any underlying

conflicts with the producing countries, or, if everything else fails,

e - et
" e - - — - —
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f>r initiating whatever measurcs arc required to prote

5€c1::ri:y. nrringmmts on sharing of import avnil;abiiztizzei:d tock
?1}1-:15 appliceble t2 all nations of the new iAtlantic-Japanesc nked
ship mey well prove to be the touchstone and provide t;e' f-undl:g?ner-
for a broadly conceived energy policy such as cutlined above: uth;é;

: may wel} b¢ considered as the essential initisl stop on which it
should be possibdle to achieve more easily an early international
agrcement. * ‘

Likewise, & joint or cocrdinated pelicy on dealing with supply
trade, and financial probloms rclated te o0il would have the best c.h::ncu
to lead to rational ond manggeable scoluticons of the very diffucult
issues that are bound to arise. The pr-lucing countries could nc
longer, so to speak, pick cut consuming countrics onc 1y cne; COPEC

b |

{itself has, in its own resolutions, introduced similor measures of
solidarity among the producing countrics.

Moreover, the ccmpanics in their negotiations on prices and pey- e
ments to producing govermments which will come uwp for revision latest B .
by 1976 - and which OPEC's Secrztary General has clready described as .
the next major issue - would no longer be as exprsad t unilaterzal r;
dictates; as in the past. Their negotiating stance would be based 4
-n Sroad terms of references such as recommended or formulated Dy .
an Internaticnal Energy Council similar to the practice CPEC is ,
4 applying in suggesting the bLasic pesition for producing countries. ’.
S There nced nc longer be. the hectic and s mewhat imoroviscd discussicns .
- and confrontation between oil companies and producing countries, as
experienced between 1970 and 1972 in the Tripoli-Techeran end parti- _
cipaticn arrangements, broucht about by ultimatums of the producing e
~ L countrics rother than throwh genuine negotiaticn.

.#i“l""‘l b

Ve - R

_ T LA

P o SRR 5 3 Under current conditicns, as pointed out ecrlicr, there would be i
‘ ':. s - very li.tle if any bargaining leverage left with the ~il companics if,
:”;*;ﬁ?‘"i. PR in their negotiations with the producing countrics, they were tc e
f;};i[~- ﬁ i depend scolely on their own strength. Only & firm backing by all ;__
™ L major oil importing countries c-eld provide the nccessary counter- e
S e vailing power which would permit the cil componics to establish a 2 e ol S

credible negotiating stance. The companics, acting within their terms < S e &
¢ roference and within the fromework of o cocrdinstod cnergy policy, o &
could thus count on such becking that should cnavle then to handle

international oil ncgotisticns ond their imnlcmentation.

In this connection, an additicnal f~ctor in the assessment of the
respective bargaining leverage by either side wculd undcubtedly be the
awareness that there is 2 limit tc which the ~il cowpenies, together
with the importing c.untries, could 5S¢ held hestage by a threect to
access to rescrves in producing « untrics; that it might in certain
circumstances be preferablc to abondon the hostage and to turn oway
from the reserves and resppear os competitive buyers of crude from the
producing countries. Since captive concession-holding compenies wculd

n> longer be at their Lehest one might expect that OPEC unity would
er-de and that producing countries would eventually compete with each=

- . - 1
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other for export sales to the compenies whosc purchasing power would
derive from past investment in gnd curreant ccntrol ower trzmsport,
refining and marketing £ncilities - the pcwer to dispose.

The importing countries, through extending econocnic and technical
ccoperation to the developing producing countrics, siculd contributc
to the advance in their standard of living, the diversification of
their economic activities and the expansicn of their genmeral import
and export trede. Hopefully, the producing countries will in cue

course become such an integral peart of the wcrld econcamy that they wills

oc much less tempted to take radical mecsures vhich might scver those
links. If the dependence of the producing countries on continued

il revenues, flow of trade and friendly political and ecconcmic
relations with the Free World is such that they could not risk mere
than 2 very short interruption, then and <nly then will the preducing
countries act with circumspection and probably De sufficeently dis-

L -

coureged from attempting to impose an 2il cabargo.

In particular, the producing countries would Le constrained to
exercisc great ccocution not tc confront importing countries or their
compenies - if firmly Lacked by 2ll major importing countries - with
unreasonable demends if the tunncil resulting from a confrontation
is likely to undermine the regimes of the cil producing countries, or
if they would have reason to fear thot their actions might proveke
dengerous internaticnzl repercussicns affecting their inteprity and
security.

Morecver, the preducing countrips are fully aware that if their
relations with the major importing caumtiices should deteriorate gravely,
they may have to rely on Soviet support, which nct only cculd not
provide anything comparable to the benefits they are enjoying from
dealing with the Free World, lLut would also confront them with grave
political and other risks.

Obviously too, the mcre essential oil supplies from the Middle
East are becoming to the rest cf the world, the more attractive a
target would it cffer for Sovict subversion and contrcl. For the
communist world, the concentration of oil ond money power in a few -
smell countries in the Persisn Gulf, at their back door so to speak,
presents an enviable cpportunity to attempt t> undermine the political
and ecomomic strength of the Free World by “pesceful means™ through
encouragement of all the nationslistic and centrifugal tendencies
that slready exist in the arca. Hcowever, ony scriow threat to Middle
East oil supplies cculd, in such circumstances, casily lecacd to a
confrentation between the major powers. Only friendly relaticns with
the Free World, that would include the United States, can hold the
Scviets at bay. A united cr coordinated Atlentic-Japancse posture

for the
with regards to cil provides the most persuagive safeguard
security, prosperity and integrity of the importing as well cs
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wWhat we are suggesting therefore, in proposine t
of an Atlantic-Japanese energy policy, is Eﬁtpdes?ﬁnegetgﬁtzzéi::ment
escalation of internatiomal oil problems, as a prelude to a confron-
tation with OPEC, but it is, I belicve, the only way to avoid confron-
tation. Also, while taking account cf the chrnril role and pewer of
the oil companies, it will strengthen them in their relations wiLﬂ

prcducing countires, rather than leave them and the importing
countries 2t their mercy.

This approach presents the most effective meecns to make obvious
to 2ll concerned that the Atlantic-Japanese group of nations could and
would not sit by completely passively if the flow of international
~i1 and the world's monetary arrangements were to De jecpardized Dy
arbitrary conditions or unacceptable politicel and cconomic pressures.
The mere awareness that there are practical limite to the exercise of
“0il or Mcney Power" Ly the producing countrics may well prove to oe
the most effective deterrent to its misuse,

There is o most urgent need for coordinated planning and actions,
by the Government of the United States together with its Atlantic
partners and Japan. Inevitably, 2 newly establishoed Atlantic-Japanesc
energy policy and measurcs designed to achieve optimum cnergy sccurity
for the Free World weuld lead to a much greater invelvement of
governments in what had previcusly becn comsidered te De industry
affairs, with all that this may imply. 3Sut there are no realistic
alternntives, and the time for action is now, if not yesterday.
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