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The OPEC Cartel and Oil Prices: 
Illusions and Realities 

By Oded Remba 

The period since the unprecedented increase in oil prices by the Organization for 
Petroleum Exporting Countries' cartel during the last quarter of 1973 has been marked 
chiefly by disarray and divisiveness among the Western oil-consuming nations, conflict
ing forecasts of oil price trends and the future of the cartel, and most recently by the 
emergence of a new strategy by the United States· to deal with the grave problems posed 
by OPEC's actions. The strategy is based on the effective functioning of the newly 
established International Energy Agency, conservation measures by the member states 
and a proposed $25 billion international oil-financing facility. 

The Clash in Western and OPEC Perceptions 

Perhaps the most crucial element in any effective strategy is a correct assessment of 
world crude oil prices. Yet despite the unequivocal evidence of the past year, a number of 
persons in influential positions both in and out of government continue to believe that 
world oil prices will drop significantly and that the OPEC cartel will weaken and 
possibly break up. This assessment, which has so far proved to be illusory, is rooted in 
the belief of the officials and economists concerned in such cherished Western concepts 
as the free market mechanism, a stable world economy and international cooperation. 

By contrast, the oil-producing nations have perceived their interests in terms of 
gaining full control over their economies and of creating a new international economic 
order in which they will have a larger share ofthe world's production and wealth as well 
as a greater voice in decision-making. They have been thinking and acting accordingly, 
even if it has meant supporting the artificially high price of oil through the monopolistic 
practices of the world's most formidable cartel, destabilizing and weakening the in
terdependent Western economic systems, and disrupting attempts on the part of the 
major oil-consuming nations at cooperation. 

Since September 197 4, as the early predictions oflower prices did not materialize, the 
highest officials of the U.S. Government-including President Ford, Secretary of State 
Henry Kissinger, Secretary of the Treasury William Simon and their top assistants
have attempted to use a form of moral suasion with the oil producing states. But their 
repeated warnings that continued high oil prices and the huge flow offunds to pay for oil 
imports will lead to financial collapse or depression or both in the Western world and 
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will engulf the economies of the oil-rich nations as well have left the OPEC members 
largely unimpressed. 

Aware of their new power and of Western disunity and miscalculations, the cartel as a 
whole as well as the subcartel of Arab producers have pursued a policy of aggressive and 
increasingly bolder confrontation. Until the new American initiative, the policy of most 
Western governments has been one of submissive accommodation, especially to the 
economic and political demands of the Arab subcartel. The European Economic Com
munity still uses the euphemism "dialogue" to a relationship with the Arab states in 
which some or all of its members were arbitrarily subjected to embargoes, output cuts 
and nationalization, while all have been exposed to the same spiraling rise in oil prices 
which applies to all other importing nations. Endowed with its own peculiar insights, 
France has favored a policy oftriangual "concertation" among the oil-producing, indus
trial and developing nations; it has opposed "confrontation" between oil producers and 
consumers, even though confrontation has in fact been going on one-sidedly for over a 
year. At the same time, France has concluded massive bilateral deals involving the 
exchange of sophisticated arms and technology for oil. 

Nowhere are_ OPEC's policy of confrontation and Western miscalculation more strik
ingly illustrated than in the area of pricing. After rising from $2.18 on February 15, 
1971 to only $3.01 a barrel by October 15, 1973, the posted price of the benchmark 
Arabian light crude oil was unilaterally raised by OPEC by 70% to $5.11 as of October 
16, 1973 and then was more than doubled to $11.65 as of January 1, 197 4. (Posted prices 
are the reference prices on which the tax and royalty revenues of the producer govern
ments have been based; Saudi light is used as the benchmark for Persian Gulf crude oil 
because it is the largest single type of oil produced in that area and represents a good 
average between higher priced low sulphur crude and lower priced heavier oil.) 

The view that world crude oil prices will fall significantly, within a matter of months, 
gained increasingly wide support as early as February and March 197 4, even while the 
Arab oil embargo was still in effect. It has been shared, among others, by Secretary 
Simon, the economic bulletin of a leading New York bank and the London Economist 
and has been generally based on several assumptions, none of which proved to be valid. 

The key assumption was that at the suddenly quadrupled price, sluggish world 
demand would lead to oil supply surpluses, inexorably bringing market prices down. 
The predicted surpluses did in fact appear by the summer months, but some Persian 
Gulf and other producers confounded the experts by curtailing output and cancelling 
auctions to prevent prices from falling. In short, the major players refused to play by the 
expected rules of the game, a move that should not have come as a great surprise since 
the OPEC members had previously established their own set of rules. 

Saudi Arabia's Price Leadership 

Furthermore, Washington counted heavily on Saudi Arabia, as the world's largest 
exporter and alleged price leader, to head the drive toward lower prices, even to the 
point of expecting the Saudis to act unilaterally. But this strategy ignored the fact that 
since April1973- when Saudi Arabia reversed its long standing policy of not mixing oil 
and politics - the Kingdom has followed e~sentially the same oil policies as the other 
Arab states in the areas of embargo, pricing, output and "participation," the euphemism 
for nationalization. 

It was naive to suppose that the conservative and vulnerable Saudi monarchy, which 
has been vying for leadership in the Arab world with the radical regimes, would break 
ranks with the other Arab nations. It was equally unrealistic to expect the Saudis to cut 
prices alone, a move that would jeopardize the unity of OPEC, where all major decisions 
require unanimity. 
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In fact, throughout 1974 the price of Saudi crude continued to rise (as did government 
revenue per barrel of oil) despite repeated statements by Sheik Ahmed Zaki Y amani, 
the Minister of Petroleum, that prices will be lowered. The Sheik, who has had a 
remarkably good press given his questionable credibility, proclaimed in Tokyo on 
January 27, 1974 that King Faisal would reduce prices for the "benefit of the whole 
world." On September 20, he asserted in New York that his Government was trying to 
bring the posted price of oil down by $2. a barrel. On October 2, Mr. Yamani introduced a 
new wrinkle into his phantom price cutting tactics. At a meeting with a group of 
Washington correspondents, he raised his glass in a toast to what he considered a fair 
price for oil- "one dollar less a barrel;" at the same time, he told his skeptical audience 
that a solution to the Arab-Israel conflict would give the Arabs the incentive to bring 
prices down. 

Several major actions taken by Saudi Arabia actually resulted in higher revenues and 
prices in d'irect opposition to the public rhetoric and to promises presumably made to 
American officials. In June 1974 the Saudi Government announced that it had reached 
agreement with the Arabian American Oil Company to increase its ownership of the 
company from 25% to 60%, retroactive to January 1, 1974; the agreement substantially 
increased the total government take (royalty and tax revenue per barrel) as well as the 
cost of crude oil to the company. The original participation agreements - signed on 
December 20, 1972- provided for increasing the share of government ownership from 
an initial 25% on January 1, 1973 to 51% by 1982. 

On September 12, the ministerial conference of OPEC decided to increase taxes and 
royalties on the oil companies by 3%% effective October 1, 197 4, "to compensate for 
inflation in the industralized countries." This decision increased the weighted average 
government take for Arabian light crude from $9.41 to $9.74 per barrel, an increase of 
33 cents. Since in the U.S. the companies are legally allowed to pass through increases 
in the tax cost of crude oil, OPEC's action resulted in a price increase averaging 33 cents 
per barrel. At the time, Saudi Arabia- "awaiting the outcome of its new arrangements 
with the foreign owners of Aramco" - did not associate itself with the decision to 
increase the rate of tax and royalty. Saudi Arabia also expressed the belief that the 
"increase in the average government take is justified only on the basis of excess profits 
realized by the international oil companies." In October Saudi Arabia decided to apply 
the OPEC decision retroactively for crude exported by Aramco. 

Several days after OPEC's decision, John C. Sawhill, the Administrator of the Federal 
Energy Administration at the time, said that "any tax or price increase by the cartel of 
oil producing nations is an economic rip-off on the world's oil consumers." This state
ment did not deter Saudi Arabia from initiating another round of increases, again in the 
guise of lower prices. On November 10, Saudi Arabia, the United Arab Emirates and 
Qatar cut the fictitious posted price of oil from $11.65 to $11.25 a barrel,_but sharply 
increased the tax and royalty rates on equity oil, i.e. the 40% share of oil owned by the 
international oil companies. The net effect of the complex set of adjustments of the 
so-called Abu Dhabi decision was to raise the weighted average cost of Arabian light 
crude to the major companies, the world market price to consuming nations and the 
producing governments' revenue per barrel. 

In his typically mystifying and misleading commentary, Sheik Yamani explained the 
effect of the Abu Dhabi decision in the following terms: "We have taken away some of 
the excess profits that the companies have been making and we are giving it to the 
consumers in lower prices." But Western observers saw the move as an attempt to force 
petroleum purchasers to buy more oil from the state-owned oil companies (such as Saudi 
Arabia's Petromin) and less from the international oil companies, to put pressure on the 
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foreign companies to agree to producer government demands for 100% takeovers of their 
remaining Persian Gulf operations and to strengthen the po::ition of Saudi Arabia 
vis-a-vis Iran in OPEC. Citing a blunt statement by the Petroleum Minister of the 
United Arab Emirates, others suggested that the ultimate goal of the oil-exporting 
nations is to reduce the profits of the major companies and their capabilities to find 
alternative sources for Arab oil. 

It is ironic after all the pious protestations by Saudi Arabia, though not at all 
surprising given its pricing and other actions, that the increase set in Abu Dhabi was 
adopted by all members of OPEC. At the end of their two-day meeting in Vienna on Dec. 
13, 1974, the OPEC ministers "decided to adopt a new pricing system based on the 
financial effect of the decision taken on the lOth and 11th November, 1974, in Abu 
Dhabi. In accordance with this decision, the average government take from the operat
ing oil companies will be $10.12 for the marker crude. This decision is effective from 
January 1, 1975 through September 30, 1975." The "marker crude" is the benchmark 
Saudi Arabian light crude from which the price of all other grades of oil are calculated, 
with differentials for quality and location. 

Having once again increased world oil costs-this time by 38 cents a barrel or an 
estimated $4 billion a year-the OPEC ministers assumed a statesmanlike stance by 
"welcoming dialogue", by supporting "all initiative towards consultation" with the 
developing countries and the industrialized nations, and in the height ofhyprocrisy by 
condemning "all actions and maneuvers aimed at confrontation." 

The $10.12 figure cited in the communique refers to government revenue, which 
constitutes the predominant component in the landed price of oil in consuming nations. 
In the case of Arabian crude, oil industry estimates put production cost at 17 cents a 
barrel and oil company profit at about 35 cents a· barrel; together with transportation 
cost of $1.46 a barrel to the U .S. Gulf Coast, the price of Per~;;ian Gulf oil totaled more 
than $12 a barrel in December 1974 as compared with $3.85 as of October 1, 1973. (The 
1973 figure consisted of $1.77 in government revenue, production cost of 10 cents, 
estimated oil company profit of 50 cents and transportation cost of $1.48). 

The Rise in Oil Revenues 

One must look at the steady rise in government revenues in the 1971-1974 period to 
realize the financial impact of OPEC's actions and to assess realistically the ability of 
the Western oil-consuming nations to lower prices or to weaken the cartel. The govern
ment take of$10.12 per barrel of Arabian light crude set for January 1, 1975 compares 
with $.85 in 1960-70,$1.00 on Feb. 15, 1971,$1.52 on Jan. 1, 1973, $1.77 on Oct. 1, 1973, 
$3.08 on Nov. 1, 1973 and $7.01 on Jan. 1, 1974 (raised retroactively to about $9.30 
under the renegotiated participation agreement between Aramco and the Saudi Gov
ernment). Per barrel revenue rose more than tenfold since 1970 and more than fivefold 
since mid-October 1973. 

Total oil revenues of OPEC members in 1974, estimated by the World Bank at $85 
billion early in that year, were put at $116 billion by the end of the year, compared with 
$18.9 billion in 1972 and $29.6 billion in 1973 (in 1974 dollars). Of the revised total, 
$69.7 billion or 60% accrued to the Arab states, which accounted for only 14% of OPEC's 
total population. The Jive non-Arab full members of OPEC (Indonesia, Nigeria, Iran, 
Venezuela and Ecuador), which accounted for 86% of OPEC's total population, received 
$46.5 billion or 40% of 1974 revenues. The bulk of the surplus oil funds-estimated at 
$60-65 billion in 1974-is controlled by the Arab states, which have indicated they are 
prepared to use both oil and oil revenues as political and economic weapons. It is, 
therefore, not particularly meaningful to refer to aggregate OPEC revenues or surplus 

6 



funds without a detailed breakdown by groups of countries and specific countries or to 
argue that the capital requirements of the industrialized nations far exceed the petro-
dollar surpluses. . 

The huge surplus funds accumulated even though OPEC members reduced produc
tion in 1974. Thus the U .S. plan, as outlined by Secretary of State Henry Kissinger, that 
the industrialized countries reduce oil consumption by three million barrels a day by the 
end of 1975, will not have a significant impact on world oil prices. The proposed 10% 
reduction in total oil imports by the U.S., Western Europe and Japan is a desirable 
objective in itself and, if achieved, will ease somewhat their balance of payments 
burden. But OPEC members can reduce output by an equal or larger level more 
painlessly than the consuming nations can reduce imports despite their present excess 
productive capacity; they can increase prices arbitrarily or link the price of oil to the 
inflation rate in the industrialized nations, as they have already threatened, and still 
acquire revenue surpluses. 

Solidity of the Cartel 

The division of the cartel into broad groups-one with high and the other with low 
absorptive capacity for revenues-endows it with built-in stability and considerable 
maneuverability. After allowing for the high level of production preferred by the high 
absorbers (Nigeria, Indonesia and to a lesser extent Iran and Venezuela), the low 
absorbers (Libya, Saudi Arabia, Kuwait and the Arab Sheikhdoms of the Persian GulD 
can produce at a preferred or manipulated lower level to meet the balance in world 
demand. 

This in fact has already taken place. An analysis by the Energy Economics Division of 
the Chase Manhattan Bank indicates that in response to lower consumption, resulting 
from the slowdown in economic activity, the high cost of oil and deliberate conservation 
measures, crude production was also cut back. Crude oil produced during the third 
quarter of 1974 averaged 44.5 million barrels per day in the non-Communist world, 
nearly two million barrels per day less than the average output during the first half of 
the year and about 3 million barrels below year-earlier levels. "A reduction in output 
occurred in almost all oil producing countries, but the bulk of the cut in supply was in 
North Africa and Persian Gulf producing areas." 

The most striking case in point is the reduction in Libya's production of crude oil from 
3. 7 million barrels a day in 1970 to slightly more than 1 million barrels in November 
197 4. Despite the 70% drop in output, largely the result of a deliberate policy to conserve 
oil resources, Libya is enjoying an unprecedented flow of revenues because of the 
sevenfold rise in oil prices since 1970. The country's oil income soared from $1.3 billion 
in 1970 to an estimated $9.0 billion in 1974. Kuwait and the Arab Sheikhdoms with a 
combined population even smaller than that of Libya and estimated 1974 revenues of 
$9.4 billion and $9.9 billion, respectively, can easily duplicate Libya's example, as can 
Saudi Arabia with its revenues of $28.9 billion. 

Despite ideological, demographic and developmental contrasts as well as some seri" 
ous rivalries, the oil-producing nations have succeeded in making OPEC a very solid, 
effective and closely knit cartel. The cartel has strengthened its position as an increas
ingly sophisticated shared monopoly. It can be compared to a giant octopus whose 
tentacles firmly grip the ownership, production, export and pricing of oil and which is 
slowly but steadily moving into downstream operations such as refining and marketing 
of oil. A meeting of Arab oil-transport companies sponsored by the Organization of Arab 
Petroleum Exporting Countries opened in Kuwait on Dec. 14, 197 4 "aimed at setting the 
stage for eventual Arab control of the world shipping and marketing operations," 
according to the Associated Press. 
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At the same time, OPEC members are amassing foreign reserves, including liquid 
and other assets, at unprecedented rates. According to World Bank estimates, issued 
prior to the September 1974 and subsequent increases in prices, foreign reserves of 
OPEC nations are scheduled to rise from $26 billion in 1973 to $170 billion in 1975 and 
to $653 billion by 1980 (in 1974 dollars). The bulk of the increment in foreign reserves 
will go to the Arab states of the Persian Gulf. 

The Prolonged Indecisiveness of U.S. Policy 

In the light of this background, the assertion by Secretary Simon in November 
1974-that it is only a question of time before the major new discoveries reported in the 
past year outside the boundaries of 0 PEC will lead to lower world oil prices-is a highly 
questionable policy guideline. In the first place, the production that could be expected 
from the newly discovered fields has been seriously challenged as exaggerated. Sec
ondly, it takes 3 or more years to develop a newly discovered field to full production. And 
each year that passes means a transfer of well over $100 billion from the consuming 
to the producing nations. 

Even if the price of oil were to drop by $1 or $2 a barrel (either as a result of market 
forces or as a magnanimous gesture on the part of OPEC members to the stability of the 
world economy), such a reductiQn or an even larger cut two or three years hence would 
leave largely unchanged the basic problem of how to pay for the staggering annual oil 
import bills and to recycle the cumulative surplus petrodollars. 

The U.S. and other industrialized nations lost valuable time long before the embargo 
ap.d the initial sharp oil price increases, which escalated a trend in evidence since early 
1971. And continued uncertainty over prices coupled with speculation over OPEC's 
future since early 1974 have, among other factors, threatened expenditure levels by 
private industry in conventional and alternate energy sources. This paradoxical situa
tion was illustrated by the decisions of Atlantic Richfield Canada Ltd. and the Home Oil 
Company of Canada in December 197 4 to withdraw from participation in two separate 
multi-billion projects to extract synthetic crude oil from the Athabasca tar sands due to 
uncertainty over future oil prices and rapid inflationary increases in costs. More impor
tant, the prolonged failure by the U .S. Government to confront the economic and 
political realities created by the changed relationship between the oil producing and oil 
consuming nations only delayed the decisive implementation of an effective program 
to curb consumption of energy, develop domestic energy resources and strengthen 
consumer-nation cooperation. 
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Israeli Withdrawal and OPEC 
By Ernst Frankel 

Much pressure is being P'Ut on Israel to withdraw from "occupied" lands unilaterally, 
thereby to allow Arab armies to advance within mortal striking distance of Israel's 
heartland. Often the reason put forward for such a demand is that this is necessary to 
placate OPEC and thereby to obtain more cooperative petroleum export terms. This 
obviously raises the following questions: 

1. Would Israel's withdrawal or even survival have any effect on OPEC policies or is 
this demand only used by OPEC's Arab members to achieve political leverage? 

2. Is a change in the petroleum price really desirable in the long run, considering the 
fact that world commodity and trade prices will probably adjust to new levels long 
before any political measure could hope to effect OPEC? 

3 . How well coordinated will OPEC be in the future when Norway, Britain, Mexico, 
Angola, Malaysia, Canada and scores of other countries, possibly including the 
U.S., will become petroleum exporting countries at a time of diminishing world 
imports? 

4. To finance their industrial (and food) imports many communist countries like 
China, USSR, etc. will have to become petroleum and gas exporters. Will they join 
OPEC and dilute it further or will they compete with OPEC for a decreasing import 
market? 

The answer to these questions can be derived from OPEC's own past actions, availa
ble petroleum statistics, and analysis of international relations or behavior. 

OPEC produces about 58% of the world petroleum, yet the Arab producers alone only 
produce 60% of this amount, or 35% of world production. With extensive oil exploration 
in the Arab countries during the last 25 years, most available reserves in those coun
tries are assumed known. On the other hand, reserves in non-Arab and non-Middle 
Eastern OPEC member countries are largely unknown. If we were to consider all known 
as well as authoritative estimates of recently discovered reserves such as those in the 
North Sea, Mexico, Alaska, Georges Bank, East Coast ofMalaysia, Angola, and so forth, 
it is found that the Arab countries do not have 50% of"proven" reserves in the Western 
World as repeatedly stated, but closer to 38%, and this percentage is dropping with 
accelerated exploration now. (Table 1) The fallacy obviously lies in the interpretation of 
the word proven . Proven by whom, and to whose advantage, is an often raised question. 
For example, the "proven" reserves in the continental USA have remained static at 
about 40 billion barrels (BB) during the last 20 years, though we consumed well over 
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twice as much from US continental wells during that period and though few new wells 
were developed during this time. 

Taking a conservative view and assuming that newly "discovered" reserves are 
brought on-stream, as announced by the respective Governments such as the US, 
Britain, Norway, Mexico, etc. (Table 2), it is noted that world crude oil production is 
expected to rise from the 1974level by about 13.7% by 1978 to 66.5 million barrels per 
day and to 81.5 million barrels per day by 1982. This rate of growth is about one half the 
average rate of growth during the last twenty years. The important consideration is the 
rapid emergence of new western world production. By 1978, production of Arab produc
ers is expected to provide only 36.7% of western consumption (vs. 42 .6% in 1974). With 
consumption in Arab countries increasing at nearly three times the western world 
average, crude exports are actually expected to fall by an average of 4% per year. 

With western industrialized nations becoming increasingly n:iore energy self suffi
cient, and non-Arab OPEC and communist black petroleum exports increasing, expec
tations are that less than half of the Arab petroleum exports will actually be bought by 
western industrial nations by 1982. As a result, the Arab OPEC countries will become 
increasingly dependent on Third World consumers for their petroleum exports. Even 
with presently projected production levels, including potential cutbacks in Libya, 
Kuwait, etc. , production surpluses are expected to be evident from 1978 onward-or as 
soon as Alaskan oil production goes into full swing. 

As a result, the non-Arab OPEC members can be expected to become increasingly 
cooperative with the western consuming countries, and to object to any petroleum 
blackmail which will increase energy substitution and additional petroleum explora
tion followed by rapid resource development. 

It will, therefore, be difficult, if not impossible, for the Arab OPEC members to force 
OPEC to subscribe to petroleum blackmail as a tool designed to force Israel's with
drawal and potential self destruction. In fact, any such attempt may come to be the 
beginning of the end of OPEC as a unified body. 

This fact is strengthened by the fact that most OPEC members have attained ~heir 
basic aim in joining OPEC. This aim was to counter the power of the international oil 
cartels and to force the transfer of petroleum production to national interests. This has 
been achieved practically everywhere. The next phase is to attain a larger share of the 
marketing control. But here OPEC countries do not compete against western owned oil 
companies, but largely against each other. In fact, they find it increasingly useful to use 
existing oil companies or outlets under their control. 

In this next phase we can therefore expect to find new alliances, often consisting of 
OPEC or producing nations with national companies (or governments) of consuming 
nations. This is already the case in a majority of Third World nations which, as pointed 
out before, may well become the major market for OPEC countries. 

Another question is an obvious one. It is whether the new petroleum exporters such as 
Mexico, Canada, Norway and possibly the U.S. as well as communist countries such as 
the Soviet Union, China, etc., will ever be willing to join OPEC and restrict their 
economic and political freedom of action. If they do, it will erode OPEC as we know it 
today, and if they do not, it will cause severe competition to OPEC and probably result in 
its abandonment. It is quite possible that instead of oil shortages, we will find dis
criminatory import quotas imposed by consuming countries, designed to maintain a 
price level and to control consumption. 

An Israel withdrawal or other political accommodation will have little, if any, effect 
on OPEC policies and may, in fact, be counterproductive, by removing the sale issue of 
Arab contention. Arab producer nations are increasingly dependent on western indus
trialized consuming actions to maintain their oil income and the unit oil price. As Third 

10 



World markets assume a greater importance in their exports, new political pressures 
will be forthcoming to reduce the oil price and therefore their oil income. This pressure, 
by former political allies, may be as vehement as are any that the Arab OPEC members 
have attempted to impose on the western nations. 

Arab countries 
Other OPEC members 
USA Continent 

Alaska 
George's Bank 
Gulf Offshore 

Canada 
Angola 
North Sea 
Mexico 
Other 

Western World Total 

Table 1 

Proven and Estimated Oil Reserves 
(1974) in billion of barrels (BB) 

Proven 
360 
141 

40 
10 

10 
18 
10 
22 

106 

747 

Estimated 
500 
220 

45 
40 

(60) preliminary 
20 
40 
20 
40 
20 

300 

1305 

Source: International Economic R eport of the President, Feb. 1974, USGPO, Washington, D.C. 
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Table 2 

Crude Oil Production 
in 1,000 Barrels per day and percent 

1974 1978 (E)* 1982 (E) 
Arab Producers 20,352 35.0 20,000 30.0 20,000 24.5 

Other OPEC Countries 12,980 21.7 14,000 21.2 16,000 19.6 

USA Continent 8,600 14.4 8,200 12.3 8,000 12.0 
Alaska 2,000 3.1 4,000 6.0 
George's Bank 1,000 1.5 
Gulf Offshore 820 1.5 1,400 2.1 2,000 3.0 

Canada 1,790 3.1 2,200 3.3 3,000 4.5 

Angola 800 1.2 1,600 2.3 

North Sea 2,000 3.0 4,000 6.0 

Mexico 470 0.8 1,200 1.8 2,400 2.9 

Other 1,200 2.0 2,500 3.7 5,000 6.1 

Total Western World 46,212 82.4 54,300 81.7 67,000 82.2 

Communist 10,220 17.6 12,220 18.3 14,500 17.8 

USSR 8,800 15.1 10,000 15.0 11,500 14.0 
China 1,000 1.7 1,800 2.7 2,500 3.0 
Rumania 300 0.6 300 0.5 300 0.5 
Others 120 0.2 120 0.1 200 0.3 

World Total 58,432 100.0 66,520 100.0 81,500 100.0 

*Estimate 

Source: Conference On Ocean Resources Management, Columbia University, November, 197 4, Oral Proceed-
ings. 
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A Note on Petrodollars 
By J.O. Ronall 

In October 1973, the oil producing countries around the Persian Gulf-where 37 
percent of the world's 1973 crude oil production originated-decided to set oil prices 
unilaterally. This was the final scene of the first act in the world oil drama that began 
with the decolonization of oil at the Teheran conference in February 1971. The era of 
inexpensive energy has come to an end, and we have to think in new dimensions when 
talking about energy and fuel. Between January 1973 and January 1974 the market 
price for Persian Gulf crude oil went up almost 4 times from $2.12 to $7.61 a barrel of 42 
U.S. gallons. Receipts of member countries in the Organization of Petroleum Producing 
Countries (OPEC) rose from $15 billion in 1972 to $35 billion in 1973, and are 
estimated to reach between $80 and $100 billion in 1974. With current world exports 
running at inore than $500 billion a year, oil trade represents a substantial portion of 
world trade. The United States, share in this, expressed in total oil and oil product 
imports, including those from Canada, the Caribbean, and other non-Middle-East 
producing areas, was $5 billion in 1972, $8 billion in 1973, and will probably reach $25 
billion by the end of 1974. This is hardly offset by United States exports to the oil 
producing countries, including military exports, which rose from $3.3 in 1972 to $4.5 in 
1973 and may go up to $7 billion during 1974-leaving the United States with a trade 
deficit of $18 billion. Investment income of United States oil companies from their 
foreign operations will however not notably reduce that deficit: these incomes were $2.8 
billion in 1972, and $4.3 billion in 1973. For the first half of 197 4, taking into account 
revisions and retroactive changes in contracts with the producing areas, this income 
may have reached $4 billion. 

Estimates suggest a 1974 balance of payments picture for the OPEC countries as 
follows: 

Oil receipts 
Other receipts 

$ 80 billion 
__ 5 

85 

Less imports 30 
Surplus 55 

This surplus of $55 billion represents "investable" funds. 
We know very little about where these funds are going. We believe that OPEC's 

investable surplus for the period Jan. 1-Sept. 31, 1974, i.e., for the first 9 months of the 
year, are around $30 billion. Of these, about $8 billion seem to have been invested in the 
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United States--about $4 billion in U.S. government securities of various kinds, the rest 
mainly placed with U.S. commercial, and a few hundred million dollars may have gone 
into corporate securities and real estate. The U.S. Treasury estimates that some 5 
billion petrodollars were placed in Europe. The OPEC members' commitment for aid to 
developing countries, January through October 1974, totalled about $14 billion, of 
which $9.6 billion went to direct aid, $3.1 billion went to the IMS oil facility and $1 
billion to the World Bank. Of the $9.6 billion in direct aid, 72% was given in bilateral aid 
and 28% in multi-lateral aid. Leading donors were Iran and Saudi Arabia. As noted 
above, there is secrecy and anonymity around the movements of the funds--probably 
motivated by fear that host countries to these investments, if able to identify the 
investors, may freeze these assets to bring about modification of oil-governments' 
policies. 

It stands to reason that the OPEC countries holding investable surpluses (not all the 
OPEC members, but only the thinly populated ones) will invest in a wide range of assets 
in many countries. We see no reason to assume that these investments despite their 
sizeable proportions will seriously disrupt world markets. Set against the capital needs 
of both the industrial and the developing countries, the OPEC surpluses represent only 
a fraction of the world's financial markets. The next decade will see, despite the 
accumulation of wealth in the oil countries, a shortage of capital for a number of reasons. 
These include the present rapid technological progress including the search for new 
energy sources; rising wage rates in the industrialized countries, the widening volume 
of international trade, the commitments of governments to increase their stock of social 
capital, the pressure for modernization and development in the Third World, and the 
new interest of the socialist countries in tapping international money and capital 
markets for their needs. These factors, and possibly others, combine to point to an 
extended period of capital scarcity rather than abundance. 

The Swiss Bank Corporation (Bulletin 5/1971) has estimated that by 1985 the indus
trial countries of the Western world (in 1971 dollars) excluding the United States will 
need investment capital approaching their GNP in the late 1960s, or something around 
$700 billion. That would be more than doubled if the United States were included. 
Another study by the New York Stock Exchange (September 1974) shows that during 
1974-1985 gross private domestic investment in the United States (in 1973 dollars) will 
exceed $3.2 trillion. The demands of the Federal Government are too erratic to permit 
meaningful forecasts; however, it seems reasonable that under normal conditions an 
annual average federal deficit of$3.5 billion during 1974-1985 will have to be financed. 
In addition, there are the borrowing needs of the various federal agencies which, 
although again an element of uncertainty is involved, may be assumed to run at $9 
billion a year through 1975. Beyond that there are the needs of state and local 
governments--adding up to a cumulative demand for funds on all three levels of 
government during 1974-1985 of $175 billion which have to be added to the above 
mentioned $3.2 trillion of private capital demands. Another attempt at forecasting 
United States capital needs through 1985 was made earlier this year by Mr. Reginald 
Jones, Chairman and Chief Executive Officer of General Electric: he foresees for 1985 a 
cumulative capital need for private business of $3.4 trillion (in 1973 dollars) and about 
$700 billion for government investment spending. These are the dimensions of the new 
world economy which one has to keep in mind when talking about the "dangers" of 
financial domination of the world by oil producing countries. A well reputed London 
banker, Sir John Montgomery Cunningham of Morgan Grenfell, :recently estimated 
that by 1980 the Middle East oil countries would have an accumulated investable 
surplus of around $300 billion. Total world capital needs represent a multiple of these 
amounts. 
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War In Kurdistan: The Oil Equation 
By Alexander Melamid 

Winter with its heavy snows has now stopped the fighting between Iraqi forces and 
Kurdish rebels in the mountainous region of Iraq where it adjoins Iran and Turkey. 
Although the Iraqi army had captured Rawandiz, the main town of the region, during 
the summer of1974 after heavy air, artillery, and napalm bombardments, it was unable 
to hold the peaks of nearby Zuzak mountain which would have given it crucial fire 
control over much of rebel Kurdistan during the winter. 

A military stalemate thus continues which is typical of the recorded history of 
Kurdistan, an area where tribal Muslim warriors speaking Kurdish, a language akin to 
ancient Iranian, predominate. Minorities in this region include Muslim and Christian 
Arabs as well as until recently Armenians, Aramaic speaking Christians and Kurdish 
speaking Jews. Due to the nature of the terrain and the belligerency ofthe inhabitants, 
even Alexander the Great, the Romans, and other illustrious conquerors had to pay 
ransoms to these tribes to obtain acquiescence to their rule. In the many wars between 
the Ottomans and the Iranians, Kurds frequently managed to switch sides and thus 
preserve thei.r autonomy. The liquidation of the Ottoman Empire after World War I 
aroused Kurdish hopes of a state oftheir own, but these hopes were quelled with the rise 
of the Turkish Republic when western Kurdistan was divided between it and Iraq, 
eastern K urdistan having been allotted to Iran as early as 184 7. With severe repression, 
Iran and Turkey managed during the 1920s and '30s to gain effective control of their 
parts ofKurdistan; however, Iranian weakness after World War II encouraged another 
revolt and resulted in the establishment of a Kurdish republic in Iranian territory south 
of Lake Urmia (now called Lake Rezaiyeh, in Iran). Despite significant Soviet support, 
this republic only survived from January to December 1946 when its leaders, including 
Mullah (priest) Mustapha Barzani, escaped to the USSR, and Iranian rule returned 
with American diplomatic support. 

Life in the Iraqi sector ofKurdistan continued in its virtually autonomous ways until 
the 1930s, when development of oil production at Kirkuk as well as construction of a 
road from Mosul through Rawandiz to Iran, both under British aegis and thus to some 
degree acceptable to Kurds, changed the local economy. Instead of living in a state of 
virtual self-sufficiency, many Kurds began working either in the oil industry, or as 
traders or suppliers for road services. Kurdish agriculture also became commercialized 
as produce could now be exported to the oil town - Kirkuk, Mosul, and other cities in 
Iraq . This new, iflimited, affluence reinforced desires for self-government which was 
supported by the Soviet Union, which was opposed to the then existing regimes in the 
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Middle East. Although both the Royal (before 1958) and Republican governments of 
Iraq made efforts to draw Kurds into their administration and later offered limited 
autonomy to the rebellious mountain region, these arrangements were not acceptable to 
inost Kurds and the always simmering revolts gradually evolved into serious fighting. 
Since the 1950s, the leader of the insurrection has been Mullah Mustapha Barzani, now 
called General Barzani, who returned from the Soviet Union and who has been able to 
hold together both Marxists and conservative landowners in the independence move
ment. War did not cease when Iraq aligned itself with the Soviet Union from which it 
receives military equipment that was used against the Kurds. Thus, Soviet Russian 
material and ideology is used by both sides. In view of its dispute with Iraq over their 
southern boundary, Iran was also reported to support the Kurdish rebels. Iraqi sources 
also maintain that Israel supplies the Kurds, but no evidence for this support has been 
given. 

Kurds now claim as part ofKurdistan not only the mountain region near the Iranian 
and Turkish borders, but also the oilfields ofKirkuk, Khanaqin, and Mosul (but not the 
city of Mosul), together with the Sinjar mountains near the Syrian boundary, all of 
which have Kurdish inhabitants. Thus, national conflict is aggravated by desires for oil 
revenues which would give an independent Kurdistan financial security for survival. 
As Iraq is unwilling to cede these revenues, fighting can be expected to continue after 
the winter's snow has melted. Probably for reasons of aid, no Kurdish territorial claims 
against Iran and Turkey have been specified in recent years. As Kurdish areas in these 
countries do not contain significant oilfields, it also may not be worthwhile pursuing 
such claims. 

Major references: 
Hassan Afra: The Kurds. Oxford University Press, 1966. William Egleton, Jr.: The Kurdish Republic of 1946. 
Oxford University Press 1963. A.M. Hamilton: Road through Kurdistan, Faber and Faber, London, 1958. 
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OPEC Should Be Put In Its Place 
By J.B. Kelly 

Ever since the Middle-Eastern members of OPEC (the Organization of Petroleum 
Exporting Countries) took advantage of the Arab-Israel war of October, 1973, to dou
ble and redouble the export price of crude oil, the Western world has been frantically 
trying to cope with the resultant dislocation of its economy, and almost as frantically 
trying to devise excuses for acquiescing in the oil producers' coup de main. Not a 
month goes by without some new rationalization being added to the formidable body of 
received opinion which has grown up around the subject, much of it questionable and 
some of it dangerously misleading. 

Among those notions which belong in the latter category the following have pride of 
place: that an amelioration of the Arab-Israeli conflict (more specifically, a withdrawal 
by Israel from the territories occupied in the 1967 war) will bring about an abatement 
of oil prices; that another element working toward a lowering of prices is the Arabs' 
and the Shah's sense of self-interest, which will operate to restrain them from seri
ously injuring the West by damaging its economy and thereby by impairing its ability 
to prevent the Soviet Union from dominating the Middle East; that there is nothing 
much the West can do in any case to induce the Shah and the Arabs to bring the price 
of oil down to more realistic levels; and that the huge surplus revenues the oil produc
ers are now receiving can somehow be absorbed by the rest of the world, either by 
investment in the West or by "recycling" through the international monetary system. 

None of these propositions, or any of the other incantations which the Western world 
keeps murmuring to itself for comfort, will stand close examination. They are based on 
assumptions- about a community of interests between the Arabs and the West, about 
common modes of thought, identical standards of values, and qualities of reasonable-
ness and moderation- which have no foundation in fact. · 

The exorbitant prices which the Arab oil producers and the Shah are now exacting 
from the West, to the accompaniment of threats of embargoes and cut-backs, have 
little to do with the world of commerce or the laws of supply and demand. They are 
simply tribute, exacted from a supine West by a resurgent Islam. 

To argue, as do so many Western apologists of the Arab cause, that the Arabs would 
never have employed the oil weapon against the West had it not been for their quarrel 
with Israel, is to ignore the nature of relations between the Western and Muslim 
worlds. 

Muslim jurisprudence views the world in the uncompromising terms of the dar 
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al-Islam, Muslim territory, and the dar al-harb, enemy territory, of which the most 
prominent segment is Western Christendom. Between the two there can exist only a 
condition of latent or active hostility. 

Now that the Arabs have found the weapon against the West for which they have 
long been searching, they are unlikely to discard it even if the Arab-Israeli dispute 
were to be resolved overnight and to their complete satisfaction. 

It was also Arab hostility toward the West which brought the Russians into the 
Middle East- which makes nonsense of those comfortable assumptions current in the 
West about an identity of interest in keeping the Russians out. Nor are they there 
simply because of the conflict with Israel, but rather because the well-worn Arab 
adage of "the en~my of my enemy is my friend" was bound to operate sooner or later to 
encompass the West's most powerful and most baleful enemy. 

Paying Danegeld, or reparations, to the Arabs and the Shah in the form of excessive 
oil prices, far from securing supplies of oil, will only heighten their contempt and 
increase their intransigence. The notion of reparations - for alleged previous exploi
tation- may arouse a flutter in the breasts of those prone to feelings of guilt over 
Europe's relations with Asia and Africa, but reparations are no more justified by the 
record of the past than are the present exorbitant prices by the oil supply situation in 
the world. 
Unrealistic Price 

Oil is not a precious or even a scarce commodity. Its price has only been pushed to 
ludicrous heights in the past 12 months by the activities of the OPEC cartel, whipped 
on by the ambitions and resentments of the Shah and the Arab oil potentates. 

It will not be brought down to a realistic level- however many times Sheik Ahmad 
Zaki Yamani, King Faisal's messenger, may girdle the earth like a fretful Puck, 
scattering promises of price reductions like so much fairy dust - while Western 
Europe continues to adopt towards OPEC the posture of the rabbit confronted by the 
stoat. 

We would do better to heed the advice of Edmund Burke in his Thoughts on the 
Cause of the Present Discontent: "When bad men combine, the good must associate; else 
they will fall, one by one, an unpitied sacrifice in a contemptible struggle." There is no 
basic unity in OPEC, not even among its Arab members. 

If Western Europe were to combine with the United States and Japan in a consum
ers' cartel, and at the same time drastically reduce its consumption of oil, intensify the 
search for oil in politically stable parts of the world, and resort to alternative sources of 
energy for its industry, the facade of OPEC unity would crumble. 

The fearful and the faineant will immediately cry that to embark on such a course is 
to court disaster iJ:! the shape of retaliatory acts by the Arabs and the Shah- embar
goes, cut-offs, expropriations. True; but surely the risk is preferable to the certainty of 
economic ruin if we go on as we are going? And surely, also, the West possesses more 
effective weapons in its economic armory than do the Arabs and the Shah? 
- As yet, the government of this country has made no attempt to prepare the British 
people for the dangerous times ahead, as the French Government, despite its many 
delusions concerning its relations with the Arabs, is now preparing the French people. 
Instead, we are being dosed with placebos about long-term agreements and barter 
arrangements, which are supposed to guarantee us secure supplies of oil, while the 
incubus of financial disaster which looms over us is being conjured away by the ritual 
chanting of the magic word "recycling." 

What is being ignored, or supressed, is the fact that Arab oil producers and the Shah 
cannot be trusted to keep their word. OPEC has broken nearly every agreement it has 
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concluded since 1970, the Shah has torn up the oil consortium agreement of 1954, and 
King Faisal has kept neither his reitera~d pledge never to use oil as a political 
weapori nor his promises to lower its price. 

As for "recycling," neither the Arabs nor the Shah have shown much real inclination 
-as opposed to public relations exercises- to set up funds to assist even their fellow 
Muslims in Asia and Africa who have been hard hit by the inflated oil prices. How 
much less will they feel inclined to assist Western Christendom in its present predi
cament! (Putting money out on loan would, in any case, set King Faisal a pretty 
problem, since the charging of interest is prohibited by Islamic law according to the 
Hanbali rite, which is followed in Saudi Arabia, and also by the eivil Ordinance on 
Commerce introduced in that country in 1931- a small point, doubtless overlooked by 
our Chancellor of the Exchequer when he made his proposals to the International 
Monetary Fund.) 

The surplus revenues from oil in the hands of the Arabs and the Shah will amount 
this year to some $70 billion. By 1980, if they continue to accumulate as at present, 
they will amount to between $500 and $700 billion. To pay such huge sums will bring 
about the ruination of the West's economy. The vast, unearned riches from oil have 
already corrupted the societies of the oil-producing states. The even vaster riches 
which the Arabs and the Shah will dispose of in the near future will, without doubt, be 
used for political ends outside the Middle East, to the corruption ultimately of Western 
society and its institutions. 

The evidence is already with us, not least in the abject way in which successive 
British Governments have conducted themselves in recent years towards the Muslim 
world. 
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AAAPME Publications 

The Palestinians: People, History, 
Politics $4.95 
Edited by Michael Curtis, Joseph Neyer, Chaim I. Waxman, 
Allen Pollack 
A comprehensive collection of essays · 

• 
Jerusalem $4.95 
(Edited by Msgr. John M. Oesterreicher and Anne Sinai) 
A 302 page study of this city's history, communities and 
development. 

• 
Israel: Social Structure and Change $4.95 
(AAAPME 1972 Conference Papers and additional mater
ial, edited by Michael Curtis and Mordecai Chertoff) 

• 
Middle East Happenings, Colloquies, 
Images, Mythologies 
A Response in Perspective to Some 
Current Positions $ .50 
(A Pamphlet, by Joseph Neyer) 

• 
Middle East Review 
A Quarterly Journal 
MIDDLE EAST REVIEW (Fall, 1974) features: 
The Palestinians: Problems and Possibilities 

• 
MIDDLE EAST REVIEW (Winter 1974-5) features: 
Social Trends in the Arab World 

• 
*Distributed by Transaction Press. 
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