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PREFACE

tronship of the peacet ime securlty of oj! supplies :o prevalling patterns

of interdependence. As such, any by going beyond elementary detall, It

differs from other recent studies of the international aspects of energy -~

7 %
policy and their Implicar ‘ons_for natlonar security, &, this ‘study/ the
Oy f1ntent /s
primary;Qkﬁfxﬂ4ve‘haS*been%Qo uncover the objective functional relatlon-
ship between Import and éxport dependencies as they affect the reliabllity

$ i soa
of supply in the past and the future. gdle’ b('jy’f' f:)

-

- Accordingly, the study Is divided intd two parts, In the first part,
the problem 1s retrospectively examlined. it |g argued !n Chapter | that
(’under the aegls of Amer ican hegemony, and due (o the role the oll multl-
nationals played, both oij] ex,ortlng and o) importlng countrles exhlblted
’

3 sufficlently high degree of dependence 6n the trade in ol to bring

about a Symmetry in thelr reciprocal condltions. The manlpulation of oi]

supplies durlng the 1956-57 and 1967 Middle East crises 13‘shown'?n"Chapter <<

fwasg J O L
H to -have been]ineffectIVc as Instrumentk of internatlonal Influence dye
. |

to the partlcular baianced form of InterdePendence,analyzed In the prev-
- b/

e

lous chapter.ssaeginning in I970.Kis-survzyed 'n Chapterwlllj>the rise of
OPEC againct the background of American dexllne disrupted the f;a?ile
systemi Symmetry and caused a widenlng dlsequillbrium betwe;ihlmporters
and exporters‘of oll; The seflous consequences of that Imbalance for

the dependabillty of(ol] supply are demonstrated In Chapter IV as they

manlfested themseIVes,during the 1973 supply crisis. The emphasis taken

eato i
v

e WY -

.

K v
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| in Chapter V is on the extent to which oil security is manipuiable ¢1d
the constraints to which it is subjected.

The second part of the study is prospective in its approacih. Having
argued that market conditions are singulariy important to the question of
oii security, the outlook of the worid energy market is specuiated upon

in Chapter Vi and the resulting patterns of interdependence are subse-

d aQ
quentiy described. ~The scope of the remedial policies Gasigncd”{o re-

/

0/

structure the energy system so as to enhance its securityyafa‘surveyed

1 in the iast two chapters. ‘in-Chapter VIl,/ two cooperative strategies
are analyzed: horizontal multilateralism and verticai biilaterzlism. The

study concludes by—pos4t4ﬂé?that either of two unilateral approaches

9,

are more likely to characterize thnguture Course-of events in the energy

- 4=
area than the complex cooperative arrangements presented in the previous

chapter. Specifically, in Chapter VIi| the drive to escape energy inter-
| dependency by withdrawing into autarkic or semi-autarkic postures is
discussed.
The subject of energy and its various attributes is not bounded by

neat disciplinary iines, nor is there a relevant inter-disciplinary body

of theory from which to draw. Analyses of the energy scene vary there-
fore in their degree of vigor, aggregation and depth. This study is
deliberately comprenensive in its time and space scopes but narrow in

its focus. This is so primarily because it is interded as an input into I

the ongoing debate on energy poiicy, with that debate also being its

o

frame of reference. ~

WA S 2 e = - > ]
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Chapter i
THE SYSTEM IN EQUIL!BR]UM
The efationship between a nation's

nelf-sufficiency in raw materials

on the one hand and jtg Security on the other has long been recognized as

R
centrai to the planning of economic and nationai defense poiicies.” The

axiom that unrestricted imports of strategic commodities often clash with

] the national interest has fed to comprehens ive examinations of the ques-

tion in search for the optimum tradeoff between economic efficiency as

expressed in iiberalized trade, and national security as manifested in

i ' protection and seif-reiiance. In 1955, a U.S. Cabinet committee found

) that unrestricted ojl imports ivere not compatible with the nation's secur-

S WNED T MR

1 ity, since they tended to discourage domestic oij exploration and made

the U.S. excessiveiy dependent on foreign supplies. in 1959 President

Eisenhower, through Presidentiai Prociamation 3279, imposed mandatory ol

import quotas, basing his action on the legal requirement to ""safeguard

the nationai security" as stated in the Trade Expansion Act and its pre-

Kk "
decessors. But the fundamentai issue uf the reiationship between ol]

Imports and national security !s stiji hotiy debated.

e —————

® : :
>ee, for exampie, the Speclal Report, "Critical
of the Councii on Internationai Economic Policy,

1974.

**For a comprehensive survey of U.S,

A 1960's, sec Hans Landsberqg and Sam H. Schurr, Energy in the United States:
: Sources, Uses and Poiicy Issues (New York: Random House, 1963[-0bvlously,
the poilcymaking process which resuited in Past or present national oijl
policies 1s more compirnx than suggested here. For a superb analysis of
the domestic forces at work see Robert Engler's Politics of 0il: A Study

of Private Power and Democratic Institutions (Chicago: University of e -
Chicago Press, 19877,

imported Materlals '
Washington, N.C., December

energy policles up to the late

W e p
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In 1970 a special Task Force of Cabinet members appointed by Presi-

dent Nixon released a widely publicized document entitled The 011 Import

Question--A Report on the Relatlonships of 0il Imports to the Natlonal

Securlty. Although the Task Force rejected the total abandonment of
all import controls, its findings on th. key problem of import dependence
and security did not reflect a clear conviction that a meaningful rela-
tionship existed between these two issues. The report held that a liberal-
ization of import controls would not impair national security as long as
fastern Hemisphere imports did no* exceed ten percent of total U.S.
demand. Some four years and an oil embargo later, the same Administra-
tion reversed itself; in announcing Project Independence, President
Nixon asserted that, in the interests of securlty, the U.S. should
strive to become self-sufficlent in energy as soon as practical. There
seems, then, to be some confusion about this question. The ambiquity
results to some extent from the question itself, or more precisely,
its formulation.

It |s correct that a nation's security is, to some degree, a
function of lts dependence on imports. Nevertheless, the security of
worldwide suppllas depends less upon the degree of dependence of single
nations than upon the inter-relationship between Import dependence and
export dependence patterns on the international level. The approach
to the issue of reliability of supply, even for a speclflc country,
should therefore be global rather than natlonal. The aggregate of
national dependence patterns forms the energy sub-system. Within the .
system it 1s the Interplay between the Interdependent components which
ultimateiy affects the genera’ security of supplies and their availability

to any specific nation. |
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1 One central theme of this study is the refationship of iaterdepen-
dence which characterizes the world energy system. From the standpoint
of the international political econcmy, there are two end;—to the oii
axis; 1t Is the interaction tetween these “wo which determines the actual
state of the system at any point in cime. At one end is the degree of
dependence of the principal consumiig countries upon imports of oil

suppiies. At the other end, and as a countervailing force to import-

| dependence, is the degree of export-dependence; that is to say, the
extent to which principal oil-producing countries are dependent upon the

ircome accruing to them from oil production and exportatlon. The con-

P

sumers' need, then, is for a product; the producers', for a market. The
halanée or imbalance between these two patterns of dependence influences
the political and economic character of the entire system.* Therefore,
it affects Its economic structure, whether It Is skewed towards a seliers'
or a buyers' marke:, as well as its political spill-over effects. The
latter, of course, form the second central theme of this study.

* * *

For two decades following Worid War il, as was the case durlng the

inter-war period, the transnational energy system operated as a complex,

*

The proliferation of energy studies, wlth this project as the marg-

Inal example, suggests that shortages are only spot pkencmena. But of all
publications on the international aspects of the oil question only two ad-
hips among these reclprocai dependencles--

. Sam.H. Schurr and Paul T. Homan in thelr Middle Eastern 011 and the Western
World (New York: American Elsevier, 1971) and Hayward R. Alker, Jr., Lin-

! coin Blcomfield and Nazli Choucri's Analyzing Global interdependence (Cam-
4 , bridge, Mass.: Center for internatioral Studies, MIT, 1974). Ths former

{ is @ competent but outdated analysis. The latter Is not only outdated but

also unforgivably misleading. Analyzing the post-embargo and high-cost
period with data describing the pre-embargo low-cost perlod ylelds patent-
ly fallaclous concluslons. All pertinent statlstics were avallable at the
time of the submlisslon of the study-~November 1974
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orderly, and remarkably efficient distribution system. Compriscd of

gove nments, oil companies, shipping concerns, internationai organizations,
and other actors on the alobal scene, the system did not exist in a pol I-
tical vacuum. Rather, it was an integral part, perhaps even an essential
one, ir a globai order that can best be characterized as that of Angio-
American hegemony.* Throughout that period, three principal processes
enabied the energy system to function smoothly. First, an overarching
controi exercised initialiy by Britain, and later by the United States,
ensbled them to protect thelr oijl interests in whichever form they appeared.
Second, the structural patterns of foreign trade that prevailed throughout
the hegemonial era tended to favor commercial interests of the major con-
suming nations. In essence, the non-industrialized producing nations were
more sensitive to their dependence on oil revenue than were the consuming
naticns to their dependenze on oil imports. Third, the international oil
industry, acting as the instrument of Anglo-American hegemony, spear-
headed the global spread of the system and maintained the system's flex-
ibility and resilience, primarily through muitilaterai management of a
surplus market characterized by high volume and low unit cost.

In the¢ postwa: period, the modernized capitalist nations were soon
integrated with the rest of the non-communist world into a worldwide
supply and distribution energy system which experienced iittle interfer-
ence by disruptive economic or politicai forces. The energy system thus
became virtually multinational--or multilateral--.in structure. It also

acquired a high degree of flexibility, which insured Its stablllty.

*See. for example, Robert Gilpin's "The Poiitics of Transnatlonal
Economic Relations,' Internationai Organization, Summer 1§57}, and David
F. Caileo and Benjamin M. Rowland, America and tha World Poiltical Economy
(8loomington, i1ndiana University Press, 3) for un elucidation of the

relatlonship of economic Processes to the macro-pol tical context in which
they take place.

{
{
L
[
¥
!
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Energy difficulties, to be sure, occurred from time to time. But none
of those troubles was sufflicient to change the system more than peri-
pherally. The system weathered various successive storms and continued
to operate efficiently. Indeed, the ease with which the system rode out
these occasional exigencies underscores Its adaptability. This was no
small achievement, given the salience of energy resources as strategic
commodlties and the immense geographical, physical, and economic dimen-
sions involved.

Two fundamental reasons account for this performance. First, des-
pite the high ievels of mutual dependence in the international oil trade,
the net disruptive effect of this situation was minimal during the
period of stable multilateralism. Thus, although delicate situations of
interdependence sometimes produce inter-penetration and mutual sensiti-
vities, the actual patterns of such relationships in the energy area
seemed to balance one another, and tc cancel out the disruptive potential
inherent In reiationships of this kind." The patterns of energy interde-
pendence in the pre-crisis period, therefore, can be termed as symmetricai.
That symmetry maintained the baiance.

Secondly, the o'l industry was not only the dominant actor in the

system, but also the main source of the system's flexibiilty. The

*1He concept of interdependence and the debate over its evolution over
time Is surveyed by Edward L. Morse in "Interdependence in World Affairs,"
In James Roseman, Kenneth Thompson, and Gavin Boyd (eds.), Worid Politics
{New York: The Free Press, 1975). Power Interactions as derivatives of in-
terdependence relationships are described in Robert 0. Keohane and Joseph
S. Nye, Jr., "Worid Poiitlcs and the iInternationai Economlc System,'' see
Chapter 5 in C. Fred Bergsten (ed.), The Future of the internationai Eco-

nomic Order (Lexington, Mass.: Heath and Lompany, 1974).

v X ) B el
———
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existence of a mature muitinational oll industry transiated the recip-
rocal dependence patterns described above into a continuous and dynamic
relationship. The oil industry, true to its geocentric orientation,
spread across boundaries rather than paraliel to them.* Moreover, the
industry acted as both the main protagonist in the system and the guar-
dian of its muitilateraiism. Clearly, the growth and prosperity of the
industry depended upon the existence of a market which was politicaily
constrained only to a very limited extent. Care was therefore taken

to cushion the system and protect it from disruptive forces of one

kind or another. The industry served as a buffer which absorbed many poi-
itical biows that otherwise might have exploded nations belonging to the
system. But even at the high point of its existence, the multilateral
energy system was extremeiy fragiie. Its continued stability depended
upon the system working along the carefully balanced multinational pat-
terns. This internal symmetry enabied the system to withstand the vicis-
situdes of power poiitics that plagued it from time to time.

However, as the 1960's ended, the world energy system began to lose
both its stability and its multinational character. Three types of dis-
equilibrating forces precipitated this breakdown. First, the decline of
the United States in the post-Vietnam period weakened its desire and
ability to protect its strategic and commercial interests. Secondly, the

multinational oii industry couid no longer count on the support of its

| e——

*The muitinational enterprise, the most interesting transnational
institution and an inseparable part of modern interdependencies has, like
energy, been overstudied. The institutional approach, not common in the
United States, has produced some of the best analys.:s of the poiitical
economy of the Internationai oil trade. Good examples are Chrlstophe[
Tugendhat's 0i1: The Biggest Business (London: Eyre and Spottiswoode, 1965)
and Idith Penrose's The Large International Firm in Developing Countries

(London: Allen & Unwin, 1968).
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home governments. The industry therefore began to iose its grip on oii
production, and, by aliowing the price of oli to rise, set loose a nost
of disruptive forces which wrecked the delicate and symmetrical baiance
. between patterns of import and export dependence. Thirdiy, whiie Certain
Middie East oij exporting nations were iessening their dependence on the
system, a rapid increase in import dependence began taking piace, particu-
farly in the United States. This distorted the baiance of trade patterns
even further, to the point of acute asymmetry between consumers and pro-
l ducers. The era of balanced interdependence connoted a high degree of
security in the fiow of oil; once the system became unbajanced, supply
disruptions and Strategies of issue-iinkage became inevitabie. The rela-
tioriship between the system's interdependence and the reiiabiiity of its
inherent processes wiill be discussed in the foliowing four chapters.
The worid energy system dominated by oil now finds itseif in a state
of crisis. Three major factors iie at the heart of that crisis: 1) an
American drift from jow to increasing oii and naturai gas impor t-dependence;

2) significant reduction in the Arab worid's dependence on a steady and

high voiume of exports; and 3) a shift in the neneral balance of power
{ away from the Anglou-American axis, which tends to aggravate the absence |
of corrective mechanisms which couid have compensated for the state of

imbaiance now characterizing the energy system. {

Interdependerce Patterns

No eliaborate theories are needed to explain international trade in

raw materiais. Given a modicum of internationai order, demand alone ser-

ved to generate some transnationai commerciai exchenges .

The demand for
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energy is a direct function of the industrial climate, and the uitimate
constraints on energy productlon are much iess poiitical than physical
and geographical. Since oil-rich regions simply do not happen to coin-

cide with high-consumption areas, the fiow of energy sources foilowed

aimost mechanical rules,

The expansion of global energy interdependence, then, has been a
direct resuit of the proces.:es of industrialization and modernization in
a8 world of unevenly distributed natural resources. In this sense, energy
interdependence has clearly been on the rise since the beglinning of the
century. As iong as the prevailing political situation permitted, trade
o energy sources grew in economic and strategic importance, geographical
scoye, and volume. In 1925, only i4 percent of the primary energy con-
sumed crossed foreign borders; by 1968 the proportion had risen to 33
percent (see Tablel-ll* Because much of the trade in energy in the earlier
part of the period was Intru-regionai (e.q., exchanges of coai among
proximate Eurapean countries), the long-term, petroleum-dominated expan-
sion of inter-regional trade alone was even more rapid. For exampie,
between 1928 and 1965 total energy trade rose by 4.8 percent a year,
inter-regionai trade went up by over 6 percent yeariy, but the average

rate of annual growth in world energy consumption was only 3.2 percent.

*A most comprehensive collection for energy data, both historically -
and geographicaily, is Joei Darmstadter, Perry Teitelbaum, and Jarosiav
Polach, Energy in the Worid Economy (Baltimore: The Johns Hopklins Univer-
sity Press, i971). Other useful compiiations are the United Natlons Depart- b
ment of Economic and Social Affairs Worid Energy Suppiies series and the

Organization for Economic Cooperation and Development's Statistics of Ener
1953-1967 (Paris, 1969) and Statistics of Energy 1956-1970 (Paris, 1972).
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About one-half of total International energy trade in 192% took place

within major world regions; by 1965 the share of intra-regional trade

fell to only about one-quarter.

World enzrgy trade has grown not only in absolute terms; its role

in world trade has also expanded. Energy's share In the value of world

trade rose from about 6 percent in 1925 to avout 10 percent In 1967. As

a part of the process, the network of International trade in oil consti-

tuted the dominant force and most dynamic element in the expansion of

world energy Interdepandence. In 1925 liquid fuels comprised less than

one-third of world energy exports; by 1968 they reached 90 percent. In-

crementally, oil accounted for virtually the entire increase in ~nergy

trade over the four decades following World War |, and that process was

clearly psralleled by a siarp decline of world trade In solid fuels.

From two-thirds of the world total in 1925, sol1d fuels decllined to 8

percent in 1968.
This shift of world energy trade from cozl to oil in tusn radically

tran;formed the geographical structure of energy trade. Both Western

Europe and Japan, slace they are rather deficient in indigenous crude oil;

drifted into a condition of high dependence on imported cil, first for

products, and then for crude. The West Eurapean decline Is also assoc-

icated with the area's vanishing role as a coal exporter. In the case

nf the United States, even a moderately rapid rise In coal exports was

Insufficient to offset the country's declining oil exports and the tre-

mendous expansion of oil shipmeats from other parts of the world which .

occurred after world War 11. During this period, tihe United States

stopped being a net exporter and became a net Importer of oil. When this o
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happened, the American-European-Japan=se triad of the future OECD came

to share the common bond of dependence upon fuel

Imports.

This shift

away from self-relliance by North America, Western Europe, and Japan,

as well as the rise of the Middle East as the world's targest supplier,

is demonstrated in Table 1.2.

Table 1.2

NET ENERGY IMPORTS OR EXPORTS (-), BY MAJOR REGIONS, SELECTED YEARS

1925 - 1967

-—
O

~N
A%l

chiona

North America
United States =
Canada

Western Europe

Oceania

U.5.5.R. and Comm.

E. Europe

U.S.S.R.

Comm. E. Europe
Communist Asia
Latin America

Caribbean

Other Latin Amer.
Asia

Middle East

Japan

Other Asia
Africa

North Africa

Tropical Africa

South Africa

|

— o N
-_O Dw &
N -~

]
-—
N IO e \D = =

]
—

O O OWWOWOOoOWN

o
SO O O

(Million metric tons coal equivalent)

1938 1950 1955 1950
A7 7 66.6 67.7 133.5
-37.8 19.9 27.9 102.1

20.0 L6.7 39.7 31.3

47.2 93.4 20! . 4 318.0

4.2 £5 4.6 18.2
-17.9 -11.5 -22.3 -59.4
- 1.0 1.2 - 0.9 =551
-16.9 -22.7 -21.4 - 6.3
- 2.0 1.8, 1.0 L. 4
-31.5 -86.4 -117.1 -162.6
-40.2 -104.9 -1h47.5% -192.3

8.7 18.% 30.5 29.8
- 8.8 -105.4 -186.8 -285.6
-15.9 -109.6 -212.6 -346.8

11.8 2.1 18.4 56.2
- 4.7 1.} 7.4 5.0

9.0 12.6 23.6 12.2

5.8 6.3 9.7 - 2.5

2.5 5. h 9.7 10.2

0.7 0.9 4,1 4.5

-—
0

171.
152.
18.
591.
23.
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-560.
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-131.
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-204.
-235.

30.
-442.
-670.
200.
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=174,
=176.
- 9.0

1.7

a :

Net imports equal total
or subreglon, irrespective of the direction of that trade.
say, the Middle East (a sutregion under'Asia") refe s to the Middle East's net trade

whether within Asla (say, shipments to Japan) or ou:side Asia.

Imports minus total exports for each Indicated reglon

Source: Darmstadter, et al, Energy in the World Economy.

Thus, the net exports of
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was fairly modes: in the case of North America: from .6 percent of
eénergy productlon teing exported in 1925 ¢, over 7 percent energy con-
sumption being accounted for by net imports in 1967. The increase in
import dependence for Western Europe between 1925 and 1967 was enormously
greater: from a mere 2 percent, the level of dependence rose to 60 per-

cent by 1967. of aj) areas shown in Table 1.3

of expansion: first, the absolute and relative growth in the volume of
world energy trade; second, the intensification of dependence on oil as

an energy form. These dual Processes--spatial spread and product con-

kna today. The 1950's, and especially tpe 1960's, an era of trade 1ip-

eralization within the non-communist world, were the epitome of multina-

tionai interdependence in the world energy system. The Patterns of de-

pendence crystallized at certain levels and tlen stabilized. !
Throughout the decade of the i960‘s, Europe sustained an extremely

high degree of dependence which gradual ly grew, as shown in Table 1.4, ‘

from 921 percent in 1960 to 96.3 percent in 1970. The geographic pat-

tern of dependence, however, changed considerably as the share suppl | ed
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from the Middie East decreased--from 72.9 percent in 1960 to 50.1 percent

one decade later.

general dependence on Imports, for the decrease in Middie Eastern sup-

plies was matched by an upsurge 'n imports {rom North Africa.

in 1960

But no significant change occurred in Western Europe's

only 8 miiiior tons (4.4 percent of total supply) came from North Africa;

by 1370 this {iqure reached 194 miilion tons (31.4 percent) .

It was a

period of rapid change in sources of oil, but stability in dependence

on imports.

slightly between 1960 and 1970, from 92.1 to 96.3 percent.

In effect, as Table 1.4 indicates, import-dependence rose

Table 1.4

WESTERN EUROPE CRUDE OIL SUPPLY, SELECTED YEARS

. loko 1965 1970
106 tons % of supply 106 tons % of supply l06 tons T of supply
Production
Crude 0ii 14.5 7.9% 20.0 5.7% 21.8 2,5%
Hatural gas
liqulids - - 0.7 0.2 0.7 0.1
Total 4.5 7.9 20.7 5.9 22.5 3.6
imports
Crude oil:
Western
Hemisphere 17.8 9.7 24.9 7.1 74,2 3.9
Wlddle East 133.7 72.9 199.3 57.1 309.0 50.1
North Africa 8.1 h. b 76.2 21.8 193.7 31.4 :
West Africa 1.0 0.5 4.6 4.2 42.7 6.9 g
Other 8.4 4.6 13.2 3.8 24.2 3.9 4
Total 169.0 92.1 328.2 94,1 593.8 9.3 ,,
S T ]
Total Supplies 183.5 = 8.9 - 615.3 bk

Source:

OECD 01}, 1973.
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Japan's energy supply pictuic -:a= simllar, but even more extreme,

as shown in Tabie l.5. A degree of dependence much greater than Japan's

is hard to Imagine. The meagerness of Itc Indigenous oil production

left no alternative than to meet increases In demand by increasing oil

imports. Thus, the amount of crude oil imported by Japan increasecd

from 26.9 milllon tons In 1969 to 169.5 miliion tons In 1970--a s.a-fold

increase. Japan's dependence was nearly total: It rose from 98.2 per-

cent in 1960 to 99.5 percent In 1970.

Table 1.5

JAPAN'S CRUDE OIL SUPPLY, SELECTED YEARS

1960 1965 A 1970
J06 tons % of supply 106 tons % of supply 10" tons % of supply

Production

Crude ol 0.5 1.8% 3 0.6 0.8% 0.8 0.5%

lmports of
Crude oil:

Middle East 21.5 78.5 63.5 87.2 144.5 84.9

Far East 4.1 15.0 5.3 7.3 22.5 13.2

Others 1.3 4.7 3.4 4.7 2.5 1.5

Total 26.9 98.2 2.2 99.2 169.5 99.5

Total Supply 27.4 - 72.8 - 170.3 -

Source: OECD,_gil, 1973. X S idy
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The trends of North American dependence on oil imports over the ten-
year period show a stability of an entirely different type, as 11lus-
trated in Table 1.6. If no change in dependence patterns for Japan and
Western Europe meant extreme levels of dependence, the converse was true
for North America. With roughly four-fifths of its nil demand satisfied
from irdlgenous sources during the sixties, the North American continent
enjoyed a far more favorable position than Japan or Western Europe. Al-
though consumption rose from 512.8 miillon tons to 755.8 million tons,
the increase in degree of dependence was only 2.2 percent, and the gen-
eral level of imports remalned at roughly 20 percent of total energy

consumed.
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Table 1.6
NORTH AMERICAN OiL SUPPLY
[Y b L
1960 :
‘106 tons % of supply 106 tons % of supply 106 tons ¥ of supply
Production
Crude oil 358.8 70.0% Lo%. 4 68.82% 517.0 68.4%
Natural gas '
and liquids 33.7 6.6 L7.4 8.0 67.3 8.9
Total 392.5 76.6 455.8 76.8° 584.3 77.3
Imports =
Crude oil:
Western
Hemicpheore 35.1 6.8 35.8 6.0 37.9 5.0
Middle East 22.1 4.3 23.4 3.9 16.1 2.1
Jther 3.8 0.7 6.4 1.1 12.8
Total 61.0 11.8 65.6 1n.o 66.8 8.8
Imports of
Petroler m
Produc’s:
Western 3
hem! sphere 39.3 P 55.5 9.3 89.2 11.8
Mid le East e 2 0.2 0.7 .l 1.8 0.2
Other 9.4 0.1 0.5 0.1 8.7 1B
Total 4o.9 8.0 ; 56.7 9.5 99.7 3.2 ¢
Total Imports 101.9 19.8 122.3 20.5 166.5 22.0
Tota' Supply 512.8 - 594.9 # 755.8 -

*
Exc.ude movements between the

Source: OECD, 0i', 1973.

United States and Canada

o

K X
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The international trade in oil, then, has produced a network of
interdependence of virtuaily giobal proportions. It vas a true state
of interdependence in that a mutual relationship of complementary need
cleariy existed: Japan and Western Europe were highiy dependent on
foreign oil importation; the United States only moderately so. In order
to assess the baiance of the energy system, it remains now to examine the
other side in the equation: the exporters' dependence on the revenues

accruing to them from production and exportation of oil.

* * *

The existence of this baiancing forin of dependence is obvlously
a normal by-product of the economic reality which underlies the trade
in ofl. As in any other instance of commerciai exchange, there must
be some mutuality of advantage. The fact that so much oll was produced
and traded internationally implies the existence of strong Interests
common to Importers and exporters alike. it Is also clear that <ltua-
tions of interdependence involve economic Inte-penetrations, and the
creation of sensitivities and vuinerabiiities as nations grow more
exposes to actlons taken by their trading partners. Thus, the conspicuous
absence of frequent polltical expioitatior by the oll-producing countries
of Weutern import dependence upon them is attributabie to two structural
elements. First, throughout that period, the consuniing nations did not
fail to exerclse thelr undeniable economic, political, and milisary bar-
g9aining advantage over the producing nations. Second, in effect, the
producing nations themselves had an equal or even greater stake in avold-

ing the disruption of peacefu! trade.




e O O st et et Nt . ettt e

|

-*f-'-_-*ri-i_n- -

H1-2239-RR 19

Evidently, the world oil system had been protected since its inceptlon
by the coionial powers of Britain, the Netherlands, and the United States.*
But irn the postwar period, as the infiuence of these powers subsided,
some compensating factor other than hegemony must have cuntrlbuted to
the maintenance of order in the system.

The condition of relatively high Western denendence on exports of
oil from the countries which formed the Organlzation of the Petroleum
Exporting Countries (OPEC) in 1960 is a postwar phenomenon. In reality,
this dependence vas nore than offset by an even qreater degree of depen-
dence on kigh oil production and exportation on the part of the oil-
producing countries. It Is this symmetry of reclprocal! need whlch
accounts for the stability and dependability of supplies during the two
decades foilowing ‘“orld War I, quite aparc from the presence or absence
of imperialist power.

The dependenc’: of tge oll producers was not only a gquantitative
matter, but also a qualitatlve relstlonship which presented them with
few alternatives or substitutes. The nil exporting natlons had no appar-
ent alternate source of foreign exchange or revenuss. This capital defi-
c’ency on the part of all exporting countries balanced and mitigated the
otherwise dangerous aspects of Westarr energy deficiency. In a sense,
the symmetry of mutual interest in the maintenance of systemic order

derive¢ frem a fundamental asymmetry in the econom!c condition of the

e ————— e,
—

*An anaiysls of the oil companies/home governments close alliance is
persuasively developed In Michael Tanzer's The Ener Crisis: world Strug-
gle for Power and Wealth (New York: Monthly Review Press, 1974). More re-
cently, the Senate scrutinized some of the aspects of this relationship.

See Multlnational Corporatlons and Unlted States Foreign Policy (Vols. 1-1V),
Hearings by the Subcommittce on Multinational Corporations (hereinafter, the
Church Subcommittee), 1973 and 1974.
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parties concerned: all the major oiFimporting countries had highly de-
veloped, modern, and diversified economies, while all the major oil"
exporting nations were developing and modernizing cocieties struggling
in the first stages of economic growth. inevitably, they relied on the
consumers for most manufactured goods, but it was their financial depen-
dence which figured most prominently. As a result, the respective pat-
terns of high dependence between importers and exporters canceled each
other out, creating a period of relatively balanced interdependence.

This North-South juxtaposition permitted stability in the system
to prevaii only so long as the oil exporters could put to constructive
use all the earnings they could derive from their energy sources. This
condition was satisfied without exception for all the oil-exporting
countries until 1971, If oil earnings did not invariably constitute
the sole source of governmental reveiues for those nations, nevertheless
the payments received per unit of production were low enough to stimu-
late them to increase output in order to increase their income. Low
oii prices (which were still well above the costs of production), and
correspondingly low receipts from oii were necessary to keep the system
of interdependence in rough 2quilibrium. The other side of this coin
was that these iow government takes prevented Western energy dependence
from being transformed into financial dependence. Quite the contrary;
as noted, the pre-ciisis period saw the oil-producing nations in a condi-
tion of capital deficiency. Moreover, nost of them consumed these reve-
nues as quickly as they were received precisely because they were engaged
in ambitious economic development plans designed to catapult them into more

advanced stages of growth. The achievement of such a goal was not
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s mp.y a vain pursuit of "growth'; it also appeared to bs the only way
that these countries couid iessen their excessive reiiance on oli as a
source of revenue. Paradoxiccily, then, the road to reduced dependence
for oil producer. invoived an interim period of intensified deperdence.

The figures in Tabie i.7 show that during the sixties the share of
petroieum in the exports of the oii-producing countries ranged from very
high to nearly totai. Venezuela, the leading oii exporting country
during most of the period, relied on oil for more than 92.4 percent of
her exports. For Saudi Arabla, the figure was between 97 and 99 percent
(of the total vaiue of visible exports). Although Iran's dependence was,
reiativaiy speaking, the least of the six largest exporters, her oll ex-
ports still were aimost ninety percent of totai exports. For lraq, the
oii sector's share in totai exports hovered around 32 percent; for Kuwalt
97 percent; for Libya, dependence almost reached unity by the end of the
1960's.

Since oiil revenues accrue directiy to the government exchequers,
thelr most immediate impact on the host country was via the government's
own budget, It is therefore reveaiing to measure the share of oll rev-
enues In the disposable funds available to these governments. Tabie 1.0
tends to confirm the original hypothesis that the producers were He;;fly
depzndent on oil operations. Not only did oil contribute the bulk--1if
rot all--of the foreign exchange sarned by these countries, it aiso pro-
vided a sutstantial part of the revenue of their governments, far surpas-

sing any other domestic or foreign sources.
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Table 1.7

H1-2239-RFR

SHARE OF OIL IN TOTAL MERCHANDISE EXPORTS

Selected Countries in Selected Years

(values in Milllon $ U.S.)

|262 1964 1960 1968 1970

lran

0i1 share (%) 88.0% 87.2% 88.3% 89.7% 89.9%

0il exports 870 992 1229 1686 2358

Total exports 989 1137 1392 1879 2623
lraq

0i) share (%) 90.5% 94,0% 92.0% 93.0% 93.7%

011 exports 626 789 860 966 1029

Total exports 692 840 934 103¢€ 1098
Kuwai t

0i) share (2) 98.1% 97.5% 97.6% 96.0% 95.5%

0il exports 1160 1310 1461 1380 |§BO

Total exports 1182 1344 1498 1438 1655
Libya

011 share (%) 94, 3% 98.6% 99. 3% 99.6% 99.6%

0il exports 133 611 995 1860 235

Total exports 141 620 1002 1867 2365
Saud! Arabia

0il share (%) 99.9% 99.9% 99.9% 96.8% 96.8%

0i) exports 992 1035 1526 1882 225

Total exports 9¢7 10L§ 1543 1945 2424
Venezuela

011 share (%) 92.7% 93. 4% 92. 4% 95.1% 92.7%

0il exports 1774 2632 2431 2h25 2496

Total exports 1914 2594 2630 2550 2694
Total .

0i) share (%) 93.9% 94, 6% 94.6% 94.2% 94, 0%

0il exzorts 5555 7169 8512 16208 1T776

Total exports 59i5 7580 8999 10840 12529

|
1

Source: OPEC, Annual Statistical Bulletln, 1972
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Table 1.8

OIL REVENUES AS A PERCENTAGE SHARE OF TOTAL GOVERNMENT REVENUES

S5elected Countries in Selected Years

[ 1961 1%3 1365 TR
I RAN - 56 62 57
I RAQ = e W e
KUWAI T 92 92 87 i
LIBYA -- bo 66 84
SAUDI ARAB|A 86 90 89 90
LVENEZUELA L8 51 68 b4

Source: Schurr and Homan, Middle Eastern 0il the the Western Worid®

In lran, oli revenues have made up some 60 percent of composite govern-
ment revenues; lraq's budgetary dependence was much the same as iran's,
the sha e being two-thirds, The role of oii revenues in the fiscal
balance in Saudi Arabia and Kuwait was also essentially constant, hover-
ing in the vicinity of 90 percent since the early 1960's. Unllke the

others, the fiscal dependence on o] by Libya and Venezuela rose sharply

during the sixties.

however, pertain only to the period they investigated and
are therefore completely out-of-date.
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The Multinational 0il Industry and Prices

As noted earlier, the industry operated both as guardian of the
system and as its most active member. The industry explored for, produced,
and marketed oil; it was the industry more than anything else which en-
dowed the system with its multinational character. The mo!tinational
oil firms were an integral part of the multilateral system; the order
and stability that characterized the system can be attributed to the
role and position that the oil industry came to occupy.

0il companies were among the first to evoive into muitinationai
entities. The tendency of corporations dealing in raw materiais to
integrate ''backwards' by estabiishing a vertically integrated structure
led them to operate on a giobai scalz., The oil industry is not, in fact,
merely a group of multinational companies: it is the multinationai

industry par exceilence. As Table 1.9 reveais, on the eve of the crisis

of muitinationalism which occurred in 1971, the seven iargest oi}{ com~
panies, often described as the ''Seven Sisters,' appeared among the top
fifteen muitinationai firms (statisticaliy, five of these companies oper-
ated in more countries than the median for the group). But it is not size
and scope aione that accounts for the importance of the industry; the key
factor is the saiience of oii as a singuiariy strategic commodity. This
reality enhanced the poiitical awarenzss and activity of these companies,
producing the symbiotic reiationships between companies and their home

and host governments which were typicai cf the energy system as it existed
in the postwar decades. The major oil companies controlied the market,
determined prices, and decided the amounts of oil to be produced and the
size of the revenues to be paid :0 government,. Their very existence and

modes of operation constitute the core of the system,

e — -
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{
Table 1.9
| THE TOP 15 MULTINAT I ONAL COMPANIES adr of
Total 1971 Forcign countries
sa1€5 sales as in which
{(hilllon percen- susidiaries
N of dollars) tage of are located
Companv total
1. General Motors. . . . « « .« = $28.3 19 21
. 2. EXXOD « + o 0 e oee e ne e 18.7 50 25
3. Pord. . - -5 s a5 x b 16. 4 20 30
4. Royal Dutch Shell . . . . . . 12.7 79 L3
5. General Electric. . . . . . . 9.4 16 32
(O R R o M T S 8.3 39 80
7. Bobil D4l « = ¢ 3. 0. * P b LD 8.2 4s h2 ‘
i 8. Chrysler. « « « « « ¢ « o & = 8.0 2 26
. Takdgg. - - » > 5 »v v 7.5 Lo 30
10. Unilever. o« « « o o o o « o ¢ 7.5 80 st
E R o T R P S g SN S 7.3 42 40
9. Sl @il . = v s «78 ¥ m @ 5.9 45 61
13. British Petroleum . . . . . . 5.2 88 52
th. Philips Gocilampenfabricken . 5.2 NA 29
15. Standard 0il of California. . S. 1 &5 26

SCURCE: United Nations, World Economic Survey, 1972.

The existence of stable interdependence patterns, then, holls down
to the existence of powerful firms which kept the interests of their
home governments clearly In mind. Indeed, the entire evolutlon of the

b world energy system can be traced back to the emergence of the inter-

national oil companies. Edith Penrnse, the leading student of the oil

majors wrote:
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'"Were the story of the r’se of the major companies to be toid in
detail, it wouid show cleariy that superior efficiency In produc-
tion and distribution, in invention and technological advance,
couid not account for the dominant position they achieved. Their
record in finding, producing, and distributing oil and its prod=
ucts is indeed impressive, but efficliency in this respect would
not have been enough to ensure their dominance. Hence the story
of the rise of the great companies deais as much with financial
power, commerciai and politicali negotiations and intrigue, with
cartel arrangements, marketing aiiiances, price maintenance ar-
rangements, price wars and armistices, mergers and combinations,
actions to avoid taxes, and the national and international poli-
ticai interests of government as it does with the economics of
production and distribution."™

The connection between nationai governments, particularly imperial
powers, and international oil companies cannot be expiained simply by
reference to iiberal notions of efficiency or evolution of the product-
cyclie, nor are feftist theories of imperialism complete. The political
imperatives of economic conditions in advanced capitaiist socleties
were not responsible for oil imperalism. In reality, the process
was quite different. 0l imperalism was ' basically the economic conse-
quence of political-strategic forces. Specifically, although the
veveiopment of the internationai oil industry virtually began with the
discovery of cil in 1859, more than half a century passed before the
primacy of petroleum was perceived on the international level. Only
stortly befere World War i did the European powers and the United States
realize that petroleum and its préducts were of primary military impor-
tance. In Britain, Admiral Lord Fisher and Winston Cihwurchili established
the first association between a home government and an oil company when
tiwy persuaded the government to break several well-established prece-

dents in order to ensure the supply of oll. After investing government

*
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