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PART I

1T’1/~RY AND ~WERVIE~J

£k st forecasts of energy sypply and demand are
based on assi.nrptions regarding: (1) a decline in oil
demand resulting from higher oil prices ; (2) a decline
in energy demand arising fran deliberate conservation
schemes; (3) art expanded indigenous (rcn-OPEX2) production
stimulated by higher energy prices; and (4) the develop-
ment of alternative energy sources, also encouraged by
higher oil prices. It is further asstmed that future
(~ P grcwth rates will fall bel~ i historical trend (in
part , because of higher energy prices) , suggesting
s~~~ n~deration in the grcMth of energy demand . In
addition , the forecasts generally ass~i~e ti~~ requisite
industry investrents and positive expressions of
government support regarding conservation and the
developient of energy resources, through a variety of
i nterrelated policies inpienented in timely fashion.

The sensitivity of the forecasts to any change in
Uteir basic assunptions is illustrated dramatically in
the 1973 O~X1) stiiiy, “Energy Prospects to 1985.” In
the OEX D exairple , the projection based on a current
dollar price of $9 per barrel of oil inclules very
optimistic assixtptions regarding the ability to expand
OEX D indigenous oil production , the ability to develop
alternative energy resources , the oil savings to be
derived from conservation , and the decline in oil
demand resulting fran higher oil prices. Oil inports
provide the balancing mechanism between (~~ D oil supply
and (~~ D oil demand .

a

If the asstrptions regarding alternatives , indigenous
production and or conservation prove wrong, the extr~ re
sensitivity of the forecast to these errors is suggested
in the follc~dng chart :

_ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _  
_ _
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OECD OIL IMPORTS - 1985
Million b/d

52 52.7 The Base case (pre—1973)

40 
____  +2.6 Conservation : 10% reduction over base case
— demand estimates

36 
— +3.8 Oil:US indigenous production l5m b/d

2 
+ 5.5 Gas: Indigenous production at base case

planned volumes for 1985 i.e. iric-rease
of 11.5% over 1972 instead of 49~

28 —

+3.t Coal:Increase of production 1972-85 equivalent
— to 50% of current US production ins tead

24 — of 100%
+2.0 Nuclear:35 new plants per year instead of 40

21.4 The $9 case
20 —
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A failure to develop alternative energy sources
(coal , gas, nuclear) in the assuned quantities adds
11 million B/D to OE~ ) oil inports in 1985. All told,
failure to develop alternatives , failure to find and
develop adequate quantities of indigenous energy
resources and failure of conservation efforts adds
18 million BID to the OEXJ) oil inport level for 1985.
~~ile it is unlikely that a total failure in all these
directions will occur , a 50% s~~rtfa1l ~~u1d still be
equal to today ’s total production of Saodi Arabia .

In addition to possible failures in achieving the
quantititative requirenents, there is the need for all
developients to occur in a timely fashion. Energy supply
and demand are determined by a cxxiplex and interdependent
set of ecortcxnic and political factors . Failure to c*xplete
any particular step in tine, or partial ~ it insufficient
success in another phase, can trigger a set of consequences
which could thr~~ all forecasts off.

The critical irrportance to this total energy effort
of sae form of government coordination (at least) , and
probably involvement, is obvious , as is the role of industry.
In the absence of an effective national energy policy
and its inp].enentation there is no inherent reason why
market forces alone will call forth an industry response
in either the necessary direction or with adequate scope
and speed. The interrelatedness of all aspects of the
energy equation also suggests that ad Ixc and isolated
government initiatives will not be sufficient to meet
national energy objectives; the need is for a cxxiprehensive
energy policy. The provision of adequate and contintx us
energy supplies necessary to ecorx*nic well-being and military
security nc~ involves governeent and industry; anything
less is an abnegatiort of goverrment responsibility. The
form of government participation may be a subject for
debate ; government invo1v~~ent per se is not .

-. . .~~ J
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Given the current anbiguity in government policy and
the long leadtines required for the full developient of
any particular energy resource , the energy balance in the
industrialized states through 1985 is not expected to
differ radically fran the current energy supply situation .
Oil will retain its &sninant place in the ~~rld energy
balance. Neither gas, nor coal, nor nuclear energy will
inportantly diminish the inport dependence of the free ,
industrial ~~rld. Perhaps thc single nost irrportant
beginning of change will aie with nuclear energy
accounting for increasing quantities of electric jxYv~er
generation.

Oil retains its central place in energy supply and
oil inports will provide the major portion of the oil
supply of the industrialized nations. With scant possibility
that any major oil f inds discovered outside of the Middle
East and the Soviet Union can be producing at high
volunes by 1985, oil inports will continue to ~~~ie in-
creasingly fran OPEX sources and , trore particularly , f ran
the oil producing countries of the Persian Gulf. f~t reover ,

$ given the quantity of oil demanded , “major” finds ~~uld
have to be huge even to begin to challenge the dcmtinant
position of the Persian Gulf. The prospect is thus for
increasing ca~petition for Middle East oil; U .S . cxrrpetitors
will include not only N~ IO allies and Japan but perhaps tie
USSR as well.

This situation may well hold into the 1990’s, when it
is anticipated that nuclear energy , oil fran tar sands ,

N oil f ran shale and coal gasif ication and liquefaction may
be making larger cxxitributions to energy supply. But none
of these developients, in this tine frame , will eliminate
oil’ s daninant role in total energy supply .

The aaxl panying chart represents Ex ssible chanqcs
in the pattern of energy sources fran n~~ until 1990 .
As in the C~X~D study, the chart is based on the assunpt ion 
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of reasonably intelligent energy policies and
$ adequate incentives to industry to invest the requisite

financial , technical and managerial resources either
to reduce the role of oil or intensify the search for
indigenous oil resources.

It further assunes substantial success in tie discovery
of significant arrounts of cnx~e in the major industrial
nations/areas - a prospect which may be too optimistic.
The “savings” referred to ~~te fran inproved tediniques
in energy consunption , better design of equi~irent , buildings,
transport , new plants replacing old ones, etc. , and such
savings are considered to be practically attainable.
rbreover, the chart depicts a situation which is general
for areas outside the Qmmist s~~iere; if realized , it
~~uld still inply dif ferent degrees of energy dependence
for particular nations. (See next page for chart.)

Three points deserve enptasis. First, even with
anticipated savings and develo~xrent of alternatives, oil
still provides approximately 40% of total Free World
primary energy supply in 1990. A nore recent forecast
fran the sane source agrees with the Eo~ n prediction
that in 1990 oil may still account for 50% of total Free
World energy supply. ~t reover, even if oil’s share in
total energy supply should decline, the absolute quantity
of oil demanded will increase through 1990.

• 
. Second, it nust be re~~ rbered that shortfalls in

the develo~iient of alternative energy sources and failure
• to expand indigenous oil production can only be xzrpensated

for by increased oil inports.

Third, in spite of the expansion of nuclear energy,
alirost 75% of the 1990 Free World primary energy supply
still derives fran conventional energy sources - coal,
hydro, natural gas, and oil. Of these , oil will be far
and away the nost significant energy resource in inter-
national trade. Further use of conventional fuels also
may not free Europe and Japan fran energy inport dependence.
Additional reliance on gas inports gould present the un-
attractive alternatives of becuriing dependent on Soviet gas
exports or niiltiplying dependence on the Middle East (r~~ gas as well
as oil) . 

- -
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In addition , deve1op~ents in nuclear energy, tar
sands and oil shale, & not necessarily reduce the energy
inport dependence of all the industialized cxxintries
equally or at all.

Tar sand and oil shale deposits appear to be concentrated
-
‘ • in the United States , Canada and Venezuela. Outside the

U.S., uranium deposits appear to be concentrated rtost
prc*ninantly in Canada , Australia and South Africa , while
enrichrrent capacity may still be daninated by the U.S. in
the early 1990’s. In terrrs of the ore, while these states
are counted anong the industrial and advanced developing
countries rather than anong the OP~X~ co~mtries, it ~~u1d
be prodent to anticipate that the interests of these producers
will not autanatically coincide with those of constrers.

Generally , the European and Japanese resource position
in energy is clearly less favorable than that of the U.S. and
the U.S.S.R. may be in the nost favorable energy resource
position of all (over the long term and xr~sidering only
Soviet dcmestic require~rents) .

Under these circumatances , the iimediate and near-
term neasures available to energy-deficient states lie
in “defensive” undertakings such as the strategic cr~~e and
product reserves , maintaining adequate refining capacities
and retaining sufficient ~~~trol over the tanker fleets.

• Less “defensive” - and of a longer term nature is the intensified
search for oil in areas closer to the industrial nations
and nore absolutely under their control.

_ _  A -~~~~~ -
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If little else is done, a continuation of present trends
results in a situation through the 1990 ’s that may be character-
ized by: (1) the continued daninance of oil in total energy
supply; (2) the d~ narxi for increasing absolute volunes of oil;
(3) the ~~st’s and Japan ’s increasing dependence on oil inports ;
and, (4) the increasing inportance of Persian Gulf oil and inten-
sif led cczrpetition for that foreign-source oil involving the
U.S., its ~~IO allies, Japan and possibly, the Soviet Union and
the People ’s F~ public of Ch ina . The varying degrees of our
respective dependence upon Persian Gulf exports , with Europe and
Japan far sore dependent than the U.S., will serve to constrain
the foruer . From the Gulf producers’ perspective , the greater
inportance to them of Europe and Japan has equal significance.

Throughout this century , and still farther into the
future , it is inconceivable that the great industrial areas
of today will not still be the bulk of the energy constziers
and also the energy isporters of tczmorr~~ . Both in the case
of oil , for this century at least; and for uranium ore, for
as long as present generation reactors constitute the
principle source of nuclear pc~ er ,  the consuners will be
in the ‘Thrth ” ; the producers will be in the “South” .

A significarE change will surely ~~re in the geopolitics
of energy as the producers begin ever sore to process their
raw materials, and probably to enlarge upon their involv~~ent
in the marine logistics of supply. But the “bottom line, ”
the ultimate markets,will still be in the “t~brth” and the
trends generally will be to correlate the interests of
consixrers and producers . The potential exceptions - those
cases in which great influence over supply is matched by
no pressing need to neet demand levels in international trade
will be very few and even, perhaps , be limited to Sandi
Arabia. Neverthelees , there will remain exceedingly irr x rtant
considerations affecting energy supply which warrant further
and sore specific nention - and these are entedded in
“location” and “control”.

--

~

- • - - - - - • -~~ -~~~~ - - • - ---- ---~--
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A. thcaticri and Q,ntrol

as Geopolitical Factors

Oil is indeed where one finds it but there are
additional considerations which make location crucial . The
new elaient in the international oil situation is the
cathination of location and control in one and the sane group
of under-developed countries. The ~~ icentration of oil
reserves in a small group of less developed countries,
increasingly sore assertive in their international
relations, carbined with the real need of the industrialized
nations for oil and the lack of innediate substitutes, gives
the coincidence of location and control a c~cmpelling
inportance.

The oil producers are lesa developed countries (LOCs)
and to sate extent they share the s~,rld view ~x~iuc~to sost U)Cs. Location and control beaxie el~ ients of
prestige and instrutents of influence and pa’er - bargaining
levers to be used to reform or replace the prevailing
international ecaxinic and political system, r~a~ daninated
principally by the U.S. and its allies . ‘Ile systEts seem
to be exploitative and designed, perhaps consciously, perhaps

• inad’vertantly, to secure the interest of the industrialized
countries at the expense of the LJDCS. Fran their perspective,
control over their natural resources , vital to the industrial

- • nations, holds out the possibility that ecciunic independence,
gra’~th and developtent are rx~ attainable.

4iile the IDC solidarity resulting fran a cx~uon
colonial or neo-colonial experience and a ~~ieon sense of
aggriev~ tent is real , it nust not be overstated . It is
opportune for the oil producers to chanpion LOC causes in
the various conferences and international organizations
involved in the “~~rth-South” dthate. OP~~ can u~ xld the
LOC cause at little cost to its n~ thers by linking the
question of access to adequate and contin~~us oil supplies
at “reasonable” prices to areas of interest to other LOC5.
fbreover, by increasing their links to other LIDCs the cost
of any precipitous action possibly being considered by
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Non-oil producing LDCs. suffering enoiiirulsy under
the burden of higher oil prices, still find the OP~X~/IICrelationship vital . Disunity ~~uld not get them less
expensive oil and, separated fran the oil link , the
industrialized countries ~~uld be even sore reluctant than
they are xu’~ to make concessions to UJC demands for a New
Ecorxxnic Order.

ItE skewed location of oil reserves , the success of
the oil producers in securing to tt~~tselves the largest
share of the benefits fran their natural resources ,
and the sodel which this suggests to other raw material
producers , raises inportant questions of access to raw
materials, the tenie under which access is secured , and
issues of North-South relations in general.

Fran the perspective of the industrialized countries,
the location of oil reserves and the loss of control over
them have xirpe lied a recognition of an uncanfortably sore
synnetrical interdependence than was thought to exist.
‘the ackix~ ].edgenent of interdependence (indeed , dependence) ,
the necessity for bargaining and the uncertainty associated
with dependence and bargaining is unsettling to countries
accustci~ed to assuning that pc~er was their exclusive
preserve , that the status quc was the right and natural
order of things, and that they had a sonopoly on wisdan
(and pc~er) which secured the peace.

If the initial U.S. response to the OP~~ challenge
was a call for solidarity anong the industrialized states -

• a sh~~ of force of sorts when the use of force itself
has been, perhaps t~~~orarily, rejected - it is nc*~ clear
that there are differences within the qroup of industrialized
states as wall . ¶1~~re are differences in tenTs of resource
dependence; generally, Europe and Japan are in far less favorable
resource en~~~Tent positions than is the U .S. Essentially
this neans that the U.S., with less at risk , has relatively
greater freedczn of action. The dif ferences in resource
en&~nent sean that the European and Japanese perceptions
of an energing ~~rld order may be siqnificantly differentfran that held , by the U.S •
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Nations accustaied to declining p~~~r and cognizant
of their continuing and inescapable dependence may be sore
willing to deal creatively with interdependence than a
nation accustated to greater independence of action. If
the U.S. can, through its enoruous eoczunic and market
pci#ier , prevent a deterioration in the terne and ar~iitions
of access to raw materials so nuth the better. ~~t this
ck es not precltxle a European-LOC arrang~Tent or r~~
Japanese-LOC relations affecting raw materials - incltxiing
energy - fran which the U.S. nay wall be effectively
exclnded either as a result of its ~~n attit~de, or even
intentionally by other industrial and/or the developing states .
Should such occur , the divisive effects upon NA’IO would
be very considerable. Nor are wa in a position even to
guess intelligently about the capabilities and intentions
of the USSR in this changing array of interests .

location and control of oil reserves has seemingly
drawn a line separating an energent LOC bloc fran the
industrialized countries. Yet the reality of international
politics is far sore cz*~plex than the superficial division
of the world along North-South lines. E~ velcpTents in
“North-South” relations will certainly have an inçortant
bearing on the question of access to raw materials but the
situation is malleable and the shape of r~~~i international
relationships is still evolving.

We are in a curious position; the paraneters of our
• - • ; energy position are clear , and they are unlikely to change

absent national policies of a ccztpretensive, denanding
character . Yet in no case has a c~~inithent ~~inensurate
to the challenge been nede - neither in the U .S., Europe
nor Japan. If our energy situation is left to drift,
aimless , then our vuirerabilities can only increase, and
the chances nultiply of a grievous miscalculation on the
part of either key producers or consusers.

-~
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B. The Farther Prospect:

• thergy Beyond the 20th Century

• It is difficult to speak of this tine; not only are
• technical and quantitative factors only vaguely perceptible

but , sore inportantly, the details of the energy situation
in the twenty-first century depend heavily on the decisions
nations take today and in the near future — or do not take.
In addition, wa do not know what society will look like
so far into the future and surely the nature and structure
of the society will have a bearing on energy re~uirenents.

With these provisos in mind it is possible to suggest
that in the years following the turn of the century , the
geopolitics of energy may be far less inportant than it
is today. ¶Itiward the very end of the current century,
electricity will provide an ever-escalating share of
energy supply. Nuclear energy and breeder reactors will
supply a larger share of electrical generating capacity.
Uranium scarcity may be as acute as the current oil
situation but the breeder reactor may be functioning
sufficiently to extend the life of uranium resources .
Oil usage may be sore restricted to its critical uses -
transportation and petrochemicals. Contributions fra n oil
shale , tar sands and solar energy will be sore significant .}~~ ever, it is only a decade or sore into the 21st century
that it is at all possible to talk about the possibilities
of energy independence for a large nuther of countries .

Nuclear fusion would, of course , constitute a totally
• daiesti c energy source if it can be operationalized and

ccmtercialized. Solar energy also holds out the pranise
of energy independence as does - for the U.S~. at least -

the maxin*.r~ utilization of coal. Fusion and solar enerqy
would largely free nations fran the constraints inposed by
the geopolitics of energy but not sixth is expected of t~~n
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before the first or second decade of the 21st century -
and could they have the desired effect before the mi~ ile

I
. - years?

The ch&lenge posed by the geopolitice of energy is
how the world will neet its ~~~rgy requirwents for the
remainder of the century, but particularly for the next

• . ten, fifteen or nore years in which oil remains daninant
• and its location is so sharply restricted to ore geogra~Iüc

region. Later, oil will be ixçortant as a feedetock and
- in uses in which alternatives ai.nply are not available;

non-fuel oil uses will exceed oil used for fuel. The
• question is ~~~ do we survive in the intervening years?

}~~~~ i well will the industrial energy-oans~.ining nations
~ çe with the crirpetition between them over access to
energy resources? How well will relationships evolve
with the energy raw material producers?
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PAR~~II

• cX~~IERP~TIO~E AFFEL’TING

U. S. E2~IE~W ~)LICY

1. The events of 1973 ~~tonstrated that U.S. security
and well-being was dependent cm a continucus flow of irrported
oil in adequate quantities. the control of which had passed to
the oil producing governnerits. Ecorunic well-being and indus-
trial production, dczrestic political stability and military
capability are interrelated so that the shift in control of
oil supplies to the oil producing states inplied that the U.S .
had beaxe vulnerable to the actions of certain countries
to an unprecedented extent . With the military requir~~ent
of adequate and continous oil supplies , the isportance of the
control of oil resources by foreign countries, w~~se interests
rr~y differ fran those of the U.S., is even sore axrpelling .

2. At the sane tine, “foreign policy” has two aspects:
(a) the protection of U.S. &nestic interests and objectives
fran adverse developtents overseas ; and , (b) the prcmrtion
of U.S. interests abroad . In reality , the two are closely
intertwined, rot necessarily in harnony and SclTetixTes actually
conflicting.

3. Post-1973, U.S. free:k*n of rnanuever in international
affairs has been and is likely to continue to be unduly con-

• strained by our dependence on oil inporta and the necessity to
consider the interests and dem~ew3s of the oil producing states .

~ iile access to overseas energy is only one of our key interests ,
it cannot be relegated to low priority but n~~t stand among

• our nost iIr~x)rtant . W~ well we secure our energy interests •

will help determine our success in neeting other goals.
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4. With ut miminizing the essential inportance of
oil , we should keep in mind that a nation ’s fre~~~n of manuever
in international affairs is limited by dcnestic considerations
and this is as true of energy as with any overseas interests .
This beaxEs increasingly true as the inplications of world -
wide ecozunic interdependence bec~~e clearer.

5. In addition , while oil has peculiar characteristics
(e.g . ,its vital inportar ~~ to industrial ecxxunies and the unavail-
abili ty of irmediate s~tstitutes) , the U.S. does have pc~~r to
affect developnents. ‘fl~ U.S. has considerable market power
by dint of its large size and wealth and the U.S. still occupies
a ccmmanding position in international ecorunic relations
(which gives the U.S. veto pa.~ r at least) . ~~~ U.S. energy
resource position is sore favorable than that of nost other
industrial states. Pinally, the U.S . retains a military
capability which sate oil producers see as a guarantee of their
own security or , perhaps , a U.S. asset which could be employed
in last resort to obtain supply , a capability rot presently
possessed by another oil iaporting country.

6. In effect , the post-1973 world offers both constraints
• and possibilities for international action; our oil dependency

creates problene as well as opportunities .

7. ‘the need to insulate the ckx~estic ecoruny fran forces
beyond U.S. control, the reed to free military operations fran
the potential constraints iiiposed by foreign pagers and the
desire to free foreign policy to sate greater extent fran the
constraints of ckrestic a~ sideraticns (which should fol low
naturally fran success in the first two areas) constitute a
general U.S. objective which may be described as the need to
limit U.S. ecoiunic, political and strategic vulnerability
resulting fran dependence on energy inports .
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8. “rom this follows a host of additional issues ful lconsiderattoli of which must go into the determina tion ofobjectives. These issues deeply involve the interests andvulnerabiliti.es of allies. U.S. energy interes ts andinitiatives can rot - or must not - be considered in isolation .

• 9. ~~ the extent that U.S. allies in Western Europe and
Japan regain vulnerable to the actions of energy exporters ,
efforts to limit U.S. vulnerability must include consideration
of the effects upon Western Europe and Japan .

10. Pressure can be brou ght to bear on the U.S. through
the continuing and inescapable iiport dependence of its allies.
At the very least , the U.S. econc*iry could riot remain unscathed
by adverse economic and political developre nts in Weste rn Europe
ax~ Jap an resulting fran inadequate or sporadic oil supplies .

11. We have already argt~ d that conpetition betlQeen
governr rent s for Middle East oil will intensify over the next 10-15
years .

a. Within this ct*Tpetition, the U.S. will be concerned
with the divisive effects of c~ripetit ion for oil within the
Western alliance.

b. ‘11~e U.S. will also be concerned with its own
c~~petitive economic position vis-a—vis its allies and vis-a-vi s
the O~~~in.ist nations as it may be affected by this corTpetition.

c. The U.S. will be concerned with the relative
axpetitiv e position of the Western alJ iance vis-a-vis the
Warsaw Pact .

— -•  ~ - -• - -~~~~~ -- •~~~ • — - ‘-~~~~-~~~~~~~~~~ • ‘  -~~~~--•  ~~-
•--
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• 12. In addition , oil exports will increasing ly originate
in the Persian Gulf thus engaging U.S. interest in:

(a) the stability or direction of political and
ecorx m~ic chang e in the region;

(b) limiting or countering the extension of Soviet
influence in the area ;

(c) the relative positions of Sandi Arabia and Iran ;
and ,

(d) the security of the Straits of }brmu z .

13. Within the Gulf area , Sat~ii Arabia will be pivotal
and thus an area of profound concern to all energy -deficient
states .

14. Recognizing that access to oil , and raw materials in
general , may rio longer be determined as automatic ally as it
had been in the past , the U.S. must be concerned with those n~~
avenues and nechanisma for securing access which may evolve ,

• with or without U.S . participation , and which will create
7, precedents for energy in world trade.

15. ~~re broadly , the issue of access to raw materials ,
including energy, is linked to developients in “North-South”
relations generally.

16. Adequacy of OPEX production will be an area of concern

~~ai.1~A ~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~ • • • • • • ~~~~~~~~~~~~~~~~~~~~~ • • • • • • ~~~~~~~
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to the U.S., with adequacy in terne of U.S. interests still to
be defined.

17. It should be noted again that energy inport dependence
is rot limited to oil , but includes West European and Japanese
potential dependence on Middle Eastern or Soviet gas exports ,
and a possible U.S.,  West European and Japanese dependence on
irports of natural or enriched uranium.

(a) The U.S. must be concerned with areas where it
appears likely that new uranium resources will be located .

(b) For many reasons , the U.S. must be concerned with
the potential for nuclear ~~apons proliferation resulting from
the increasing spread of nuclear energy world-wide; to sa~
extent public interest in limiting proliferation can affect the
use of nuclear ~x~ er for peaceful purposes and even the invest-
nent in next -gener ation nuclear technology .

18 . In the area of natural gas , the U.S.  must be concerned
lest its own incre ased inports of LN~, as ~~1l as Europe’s
and Japan ’s, increases energy dependence on the Soviet Union , or
multip]ies dependence on the Middle East .

• 19. Voluma I of this study postulates Free % ‘br ld
dependence on energy irrp orts at least through the end of the

• century . The central issue is how to navigate through the
interim period during which dependence on irrported energy
sources persists , and before the constraints inposed by the
geopolitics of present forrr ~ of energy may be lifted . t)v~ stic
politics and foreign policy objectives beyond access to energy
will sharply affect our passage .

-I
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PARE’ III

ThE NATURE OF ThE ThREAT:

E € 2 ~C1 SI’IUATI~~~
A. Introduction

Before an energy policy dealing with long term energy
considerations can be formulated , it is necessary to assure that
there is, in fact , going to be a long term . In effect , only after
the capacity exists to overcone short ter m, occasional shocks, is
the environnent conducive to the careful , tine consuming, cc*rplex
analysis which is necessary for the elaboration of long term objectives
and policies. The so-called eergency situations must be attended
and in order to accxxiplish this the nature, extent and scope of the
potential threats must be defined.

Policy can be devised to serve ~~ interrelated goals . First ,
policy can be designed to deter the actualization of a threat . Second ,
policy can be designed to negate the effects of a threat which has
al ready been inplenented. Clearly , the second is an iiTFortant el~~ent
of the first , but it &es not exhaust the possibilities for deterrence .

A . flibargo

• From 1973 , the nost obvious threat takes the form of
• deprivation via a delibe rate errb argo on oil shipre nts to the

industrialized countries , either collectively or selectively,
by the oil producers acting in pursuit of sare political objective.

I.-
• Given the disparate nature and interests of the OPEE
• countries , we doubt they share sufficiently a conuvn

political purpose which all rrenbers would be willing to • support
to the extent of halting all oil exports to the industrialized
world. The collapse of “North-South” discussions might be
such an issue but a nore likely response to Western intransigence
appears to involve higher prices and/or sate cutback in
production rather than a total generalized ~ rbargo. In fact ,
a total general ized ~±argo in support of LDC objectives has
never been proposed , would probably involve nudi higher costs
than OPEC is prepared to pay for InC diplomatic support and - •

would depend on a greater , united cxir,nitzrent to general InC
goals than probably exists within OPEC. However , higher oil j .
prices and curtailed production are quite serious enough.

• —~~~~ •
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In addition, an OPEC-wide embargo clearly involves heavier
costs for sate OPEC rrerrbers than for others. Given their internal
political, economic and social SySt~~~, sate OPEC n~~rbers are
better able to sustain periods of lost revenue than others.
Sat~ i Arabia , Kuwait , the United Arab flt~irates and Qatar -
all countries whose incx exceeds their present revenue needs -
may be able and willing to sustain an en-barge with little negative
ck~restic repercussions. Iran , Venezuela, Indonesia and Nigeria
are countries with large populations and axrbitious developtent
plans making oil revenues nore than a convenience; the like-
lihood of their participation in an en-barge for any but their
own pressing interests is debatable. Longer term, they may be
better able to sustain a loss of revenue with economic developrent
and the developrent of new revenue sources. The position of
other OPEC rrentiers is still nore uncertain but they are not
large enough producers , perhaps even in c~±i nation , to make
or break an embargo : Algeria , Iraq , Libya , Ecuador and Gabon .

The narrower, all-Arab QAPEC however , includes those countries
capable of sustaining a loss in revenue and rr~y,  in fact, include
those countries sharing a sense of a~rrron political purpose
derived from the Arab-Israeli conflict or from Arab nationalism.
It should be recalled that in 1973, it was OT~PEC which instituted
that embargo and the associated production cutbacks. For darestic
political reasons, an embargo in support of an Arab cause might
be attractive to these countries. (Even bere however , the extent
of unity can be questioned; Iraq , an anti-Israeli militant , did
not participate fully in the 1973 en-barge.)

• In an embargo of short duration the wealthier OAPEC states
• could probably 

- 
subsidize the poorer ~il producers for their par-

ticipation i t  it  ~~~re necessary to include them. However , as
O~½PEC will be increasingly the rro st i n rtant source of oi supplies
( and Saudi Arabia the nost iJT~x)rtant single source) , even an embargo

which excluded ~iq~ria , Gabon , Venezuela , Ecuador , Indones ia and Ir~n
might produce a situation in which oil suppli ’s from the non-
participatory states could not c~~pE nsate conpietely for oil lost
in the action.

• ~ • • 
_ -- ~~~~~~~~~•
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B. “Conservation”

There is another categol:y of possible prodi~~ r state actions
which could have effects similar to tk~ se of an ~ rbargo.
Different objectives of different states might coalesce in
conservation neasures. A major producer, or a ~~thination of
them, could institute “conservation” neasures and thereby
reduce supply , perhaps in graduated steps. Conservation neasures
may be entirely léqitimate , i.e. , based on cbjective facts regarding
field characteristics or surplus revenue acc’.rulation. S~~~
neasures may also be used to tighten the oil market to sustain

— prices . Other producers may simply want to dampen the rise
in excess revenues. Fbr others, conservation iteasures might
be used to put escalatin g political pressure on consi.uers.
Elements of all four might serve anong disparate producers as
one or nore reasons sufficient to institute neasures to restrict
production.

C. conflicts in the Middle East

Beyond the threat of a deliberate oil ~ rbargo of varying
proportions and the threat posed by conservation policies , an
additional threat to secure and adequate oil supplies might
originate in conflicts within the Gulf in which sudden oil
shut&~in in one natio.~ or another could be eXpeCted. A long
anticipated variation is one in which am.nosities anong the Arab
states , or between sate of them and the Iranians (complicated by
U.S . relations with both Iran and Saudi Arabia) , could shut off
very larg e volunes of oil , even if only sporadically.

The pivotal actor in all these possibilities is Saudi Arabia .
The Saudis alone might not be able to cx~ pletely offset the effects
of any of these develo~ztents but their participation could
guarantee success . Their non-participation might be sufficient
to avoid catastr o~~e in the industrialized countries . Under any
circuirstances , the Saudis ~~uld be under intense political pressure
emanating from both sides . The political future of this sparsely
populated nation, possessing a resource vital to others , accunulating
substantial financial resources, and located in a highly unstable
reg ion will continue to be of utirost concern to all energy
import-dependent countries . The other potential actor is , of course ,
Iran whose antitions, military power and insatiable need for revenue

L~~.A ~~~TTIoTT1T~
e. 
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D. ~~~ponding to Drergency Situations

International energy cooperation to date has been geared
largely to ireeting energency situations posed by producers agains t
consuners . International cooperat ion has revolved around efforts
to: (1) deter the actualization of threats; (2) negate the effects

• of a threat already implemented ; (3) d~ ronstrate the seriousnes s
with which threats are vie~~d by the industrialized countries ; and ,
(4) avoid debilitating cxitpetition anong consuiters .

Very much an Aiterican initiative , encouraging energy
• 

S cooperation anong the industrialized countries has generated
less than full enthusiasm in either consuming or producing
states . In argu rre nts reminiscent of developed country objections
to OPEC , irost producers assert that cooperation anong the

• industrialized nations encourages a policy of producer -

consurrer confrontation , which , it is argued , benefits no one.

Consuming states which are sore dependent on inp rted oil
than is the U.S.  are seriously airbivalent t~~ard the cooperative
effort . International energy cooperati on is beneficial to the
extent that it avoids inplerrentation of threats and higher
costs. At the sane tine, to the extent that the producers
denounce “confrontation , ” heavi ly dependent consimers becare
increasingly nervous . ~breo ver , to the degree that consumer

• states judge that their link with the U.S .  multiplies their
• risks , international energy cooperation in the frair ~~~ rk of

the International Energy Agency could becate too expensive .

We continue to believe in the necessity for having in hand
resp onses adequate to neeting emerg ency situations . We have the
elements of the requisite program in the Internation al Energy
Agency. The near - aut omaticity of the sharing agree nent must
not obscure the differing risks nerr bers believe they run f ran
their association in the lEA or the high probabil ity that the
overly - caiplex ar id nearly inaitprehensible fortmufi a for sharing
can scarcely be inpiemented . We shall t urn , again , to the

a companies to share available oil as equitab ly as possible , under
• the aegi s of gevez-nnents . The fact that the vulnerability of the

industrialized countries appeals to OPEC nermt ~ rs does not suggest
• the desirability of such a pci icy f ~ r th’~ Western nat ions arid Japan .

• •
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Assuming that another embargo is initiated , which nations
are likely to be the targets? Increased U.S. dependence on Middle
East oil could make the U.S. a direct target - particularly if the
provocation for the embargo was again the Arab-Israeli conflict.

I1~~~ver , wa realize now that the targets might be Western
Europe and Japan with the intention of bringing indirect pressure
to bear on the U.S. The very possibility that Europe and Japan
may be compelled to bear the brunt of Arab displeasure with
U.S. Middle East policy could have intensely divisive reper-
cussions within the Western alliance which ~~uld became evident

• at the xmrment of crisis unless the U.S. has foreseen the
possibility and shapes its response intelligently .

The fact that Europe and Japan are r~~ linked to the
U.S. in the emergency sharing formula alnost guarantees their
involvement in an embargo. Even if the oil producers should
permit oil exports to Europe and Japan on levels not exceeding

• pre-eTrbargo shipments, the necessity for sharing ~~uld reduce
S 

oil supplies available for datestic use. The linkage can be
seen to multiply the risks incurred by Europe and Japan.

I ;’
I-

• p .
1:
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The emergency sharing program should serve to negate
the effects of an acthalized threat . Fk~~ ver, if the U.S.
is the target, the Europeans and Japanese must run the risk
of incurring the displeasure of the oil exporters by sharing
available supplies with the embargoed country. If Western
Europe and Japan are the targets , the burdens will be spread
anong those countries sore than the U.S. will be able to
contribute to their supply , of fseting the ezthargo. It seems

• nost likely that the emergency sharing forniila serves as
scxmething of a deterrent; once deterrence fails, all bets may
well be off.

The emergency sharing carponent of the International
Energy Program is divisive and unlikely to survive the test
of embargo . HcMever, since it does introduce an elerrent of
uncertainty in producing qovernnent calculations , it probably
can not now be abandoned without suggesting to the producing
countries that the industrialized countries are as divided
and weak as the forimer believe them to be. Still the United
States trust be prepared for a European and/or Japanese extrene

• reluctance to invoke the emergency sharing formula - and the
U.S. should be quite ready and willing not to ask for invocation
in the first place.

The essential operational characteristic of an embargo
is that it must accomplish its objectives in a short period
of tine. The longer the embargo, the sore drastic the economic

• conseqm.ences to the industrialized countries (which will have
negative economic reperc ussions in the oil producing countries

• arid other LDCs as well) and the greater the chances that , in
desperation, military action will be taken against an unspecified
pro ducing state (“ unspecified” so as to encourage the embargo
participants to break ranks) .
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Stockpiling or strategic reserves are the rrechanisn~now accepted not nerely to tide a country over a period of
embargo but also to neet the possibilities of conservation
policies lin~iting available oil, or supply disruptions caused
by uç~eavals in the Middle East.

The indeterminate effects of stockpiling trust be
recognized; stockpiles arid reserves provide sate protection
against supply disruption but may also provoke a longer , sore
geogra~~ically widespread and quantitatively larger cut in oil
supply , with a sense of greater cutini~ ment by the producers ,
once an embargo is decided upon and implemented.

At the sane tine, efforts enabling the industrialized
countries to weather an entargo imply that the producers trust
be prepared to sustain greater and longer-lived financial and
other costs . Thus a national Strategic Reserve provides an

S essential tool not for embargoes alone but for supply situations
S short of an embargo as well. It serves both a deterrent and an

after-deterrence-fails function. As stocks are drawn down , the
pressures on producers and consurr ers for sate form of political
settlement increases.

In addition, we trust give consideration to the point
that a very large consuner-inporter, possessed of a Strategic
Reserve, could itself decide to apply pressure against a
major supplier by suspending imports for a tine. Depending

S upon the ~~rld oil market , such an initiative could severely
S damage an oil exporter.
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PETROLEUM STOCKS

In normal circumstances , stocks , or inventories ,
are a vital part of the oil industry ’s distribution system .
When the normal flow of oil is disrupted , stored oil can
“fill the gap ” for a limited period of time . The 1973—4

S Arab embargo and subsequent government activities have
made this second role of oil stocks very important indeed.
At present , and through the 1980’s, oil stored in each
importing nation will be a key fac tor in its vulnerability

- to accidental or deliberate disruptions in world oil
supp lies .

Stock Information

To discuss the protection current and prospective
levels of stocks provide for the major importing countries ,
the United States , Europe , and Japan , it is necessary to

S clearl y distinguish between commercial stocks and “emergency
reserve s” .

Commercial stocks or inventory are held by the oil
S companies , and sometimes also by major consumers such as S

utilities. An integrated oil company will hold stocks of
crude oil and product emerging from its refinery . Oil inr pipelines , tankers , barges , trucks and rail tank cars are
all part of the commercial stocks oil companies report to
national governments , and which are included in the stock
figures published in statistical surveys . The statistics ,

• when reported weekly or monthly, will show large variations
• in particular product stocks on account of seasonal fluctu-

at ion in dema nd .

These commercial realities are reflected in stock sta—
tistics , and make it extreme ly difficu l t to distinguish in
those data between ‘-r~mmercia1 stocks and emerge ncy reserves. 

~~ ~ S
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This is particularly the case in countries where governments
do not require that industry maintain an emergency reserve ,

S e.g. the United States , or where they have only recently
done so , as in West Germany . No one can yet estimate
precisely how much stored oil in the industrial states
could be used in an emergency before the reduction in
stock levels begins to cause spot shortages and even run-
outs.

The most thorough assessment in this area has been
conducted by the United States ’ National Petroleum Council
(Sept. 1974). For the American oil market as of September
1973 , 170 million barrels of primary crude , and 140 million
barrels of primary product stocks were simply “unavailable ” ;
that is , when inventories are drawn down to that number of
barrels the “United States logistics system simply would not
operate ” . This is oil held in pipelines , tank bottoms , and
in retail delivery vehicles. An additiona l 70 million
ba rrels of primary crude stocks and 360 million barrels of

S primary product sotcks are needed by the industry to maintain
S “continuity ” of operations . Thus , the “minimum operating

level” of stocks , which is the sum of unavai lab le oil and
stocks needed to maintain the continuity of operations ,
amounted to 240 million barrels of crude and 500 million

S 
barrels of product.

• In September 1973 , by these defini tions , 99 percent of
reported crude stocks and 97 percent of reported product
stocks were needed to support the distribution processes of
the industry . None of these can be considered , according

- 
S to the NPC , to constitute true emergency stocks or re serves.

The NPC ’s high est ima te of minimum opera ting levels
implies that the American oil industry is very efficient in-
deed , or that the NPC is very cautious . There is strong
evidence , however , to suppor t the claim that the nation ’s
oil distribution system is efficient . The NPC notes that,
although demand for oil products increased by 28 percent
from 1968 through 1973, and refining capacity expanded as
well , total inventories did not rise. Futhermore , stocks
are a significant drain on an oil company ’s cash flow , 

-—_~~~~_~~~~~~~ _~~~~~~~~~~~ 5 •~~~~~~~_~~~~~~~~~~_~~~ 5~~• 5 5 •~~~ 5~~ 55 5 S S~~S S S 5~ 5 5~~5 555 ~~5 S~ S~~~~~~~~



P. 28

S especiall y at today ’s oil and money prices , and in the
• absence of government requirements , the oil companies

have no incentive to hold more stock than is absolutely
S necessary .

In a subsequent report , (Augus t 1975) the NPC made a
somewhat more generous estimate of what it called the “United

S States emergency reserve base ” : as of December 1974 , about
140 million barrels , or roughly 23 days of American oil
imports .

Europe and Japan

There is no equivalent to the NPC assessment for Europe
and Japan . In fact , statistics on the stock levels of these
countries are generally not reporte d to the public . Currently ,
a listing of “stock” levels for all OECD countries can only
be found in the “Statistical Survey : International Oil

S 

Developments ”, the biweekly survey of the CIA . The most recent
listing of stocks is shown below :

Country Stocks Days Consumption 1 Notes
(000 b)

Japan 324 ,000 68 Average month-end for 1975
Britain 140 ,000 74 June thru Dec. 1975 only
France 214 ,000 97 Average month-end for 1975
Germany 169 ,000 63 Excluding Jan. & April 1975
Italy 157 ,000 83 Feb., June , July , Aug . 75

only

• The CIA does not define stocks into its crude and
product categories. Needless to say , it is impossible to
conduct eve n a rough country by country assessme nt of the S

leve l of commercial stocks versus emergency reserves from
such data .

~-LJtilizing final inland consumption data found in BP Statistical
Revi ew of the World Oil In dus t ry .
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Nevertheless, it is certain that a large part of
European and Japanese stocks fall into the “unavailable ”
and “mi nimum operating level” categories to wh ich the
NPC refers to. But since European markets are more
compact, have much less pipelin emileage, and more
central ref inery opera tions , and the oil companies are
required to maintain a certain level of inventories by
law in some countries , it is likely tha t the share of
inve ntories tha t are readily available is larger than in
the Unite d States.

EEC country governments have been under pressure from
the Commission to require by law that the equivalent of 90
days of consumption be held in stock at all times. It has
recently been reported (P1W , 1/5/76) that the Commission is
taking Belgium , West Germany , Ireland , Italy , and the
Netherlands to the European Court for failure to establish
this legislation . Nevertheless , the Commission has also
stated (P1W , 6/7/76) that the Community as a whole has 108
days of consumption in stock . The Netherlands was reported

• to have 236 days (probably includes stocks held by export
re fineries), Denmark 141 , France 118, Belgium 116 , Germany
93 , Britain 89 , Luxembourg 79 , and Ireland 76.

These estimates are meaningless without knowledge of
the consumption statistics against which they are drawn .
The Commission , however , is not releasing more specific
informa tion. Energy specialists in the Commission regard
the analysis of the real level of emergency reserves
impor tant Community and nat ional government intel ligence , S
and are unwilling to disclose further information.

The OECD and its energy branch , the International S
S Energy Agency , similarly have not make public the members ’

stock positions . (The OECD at this time is in the process
of issuing non-restricted data on crude and produc t stocks S

to member governments).

___ 
5
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Therefore , we continue to be limited in our ability to
assess the extent to which Europe and Japan may be protected
from oil import disruptions . Oil industry sources have
provided us estimates that European countries , on ave rage ,
mus t maintain 30 days of crude and 30 days of product ,
measured against daily consumption , to maintain the contir~uity
of their oil distribution systems . Using this estimate , we
can infer that selected European countries ’ emergency reserve
base , as measured agains t the data given earlier on country
stocks and consumption , is 14 days for Britain , 27 for France ,
3 for Germany , and 23 for Italy . Measured in terms of the
number of days of imports , the situation in France and Italy
is roughly comparable to the United States , in the neighbcr-
hood of 20-30 days of imports .

Stocks , Imports, and the Inte rnational Energy Program

The number of days of imports a country has in emergency 
5

reserves has become a more confusing question since the for- S

mation of the International Energy Agency . In the negoti-
ations leading to the agreement on the emergency program

S (the IEP ) a common definition of emergency reserve s was
sough t because they play a crucial role in the manner in
which the IEP ’s designers hoped to manage a future crisis.
The negotiators settled for an interim agreement which
adopted the OECD definition of stock levels (never intended
for anything but reporting purposes), deduct the oil held
in pipelines plus an additional and arbitrary 10 percent as
unavailable , and labeled the rest “emergency reserve s ” .
This interim definition still stands , in spite of constant
attempts by the Secretariat to come up with a more realistic
one . It must be noted that yet another proposal is about to
be submitted to the Agency ’s Governing Board.

Although the Agency has not released estimates of the
amount of emergency reserve s each member has under this
def in i tion , it is possible in the case of the United States
to work back from the definition to arrive at the lEA ’s
estimate of the eme rgency reserve . The WPC did this and the
resulting figure is about 950 million barrels. The difference S

between this and the NPC ’s own estimate of 140 million S

barrels is striking . The NPC commented that the lEA estimate
“does not recognize the need to keep the oil log istic system
operating efficiently ” . A similar judqment can be made in
regards to the other lEA members , althoug h it is not possible S

to be as precise . 
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We can , however, give a rough indication of how long
stocks could protect the lEA members against several kinds
of disruptions : S

Selected Normal Estimated Number of days emergency
countries consumption emergency reserve s would last if

1975 reserves1 drawdown equals follow-
(000 BID) (millions in f norrnal consurnp

of bbls) 10% 20% 30%

Uni ted States 15 ,845 140 87 44 22
Japan 4 ,905 39 80 40 20
Britain 1,875 27 142 71 36
Germany 2,665 8 30 15 8
France 2,240 81 370 135 68

S Italy 1,925 43 226 113 57

1 Assuming the “minimum operating level” is equivalent to 60
days of normal consumption , excepting the United States , for
whom the NPC estima te is used.

In spite of the inadequacy of the data , these estimates
are of inte rest because they show how wrong the data would
have to be before the estimates would show that countries
could rel y on current stocks for a significant period of time .

Future Prospects

S 

While conventional stocks have not been appreciably
built up since 1974 , great plans are E~ing conside red by
some governments . The United State s appears committed to
creating a separate “strateg ic petroleum reserve ” of 500 to
1,000 million barrels by the early 1980’s. The government
of Japan recently declared its intent not only to achieve
90 days of consumption in conventional storage , but also to
create an addi tional 90 day reserve under government control . S

European countries , except France , have more modest
goals. The EEC standard of 90 days of consumption may be
met by all countries , but this represents only an incremental



P.32

gain by some of the members , while others already exceed
the standard. The lEA may be influential in prompting
further increases , but we must await the outcome of the
negotiations on a final definition to get a meaningful
indication . Various individual countries have embarked
on programs of their own . On record are Germany , with a
modest objective of increasing federal government stocks
from the current 20 million barrels to about 60 million
barrels; and France , where the government has decreed that
all crude importers and refiners , not just distributors
of finished products , are now required to continuously
maintain 45 days of stock . 5

The American and Japanese reserves will make a substantial
difference in the length of time a given oil import loss can
be maintained. Roughly speaking , if the United States opts S

for a 500 million barre l reserve , it can quadrup le the number
of days the shortages can be sustained . However , if the
United States ’ imports and dependence on the Middle East are
significantly higher than they were in 1975 , the length of 

S

time is shortened . The same point can be made for Japan. 
S

Europe ’s vulnerability will not be significantly reduced
with the current stock plans .

S Finally, an assessment of the role of stocks would not 
S

be complete without considering the adversaries against whom
they are to be used. The Arab states currently provide about
60 percent of the imports of the United State s , Japan and

S Europe , or , about 12 million barrels per day . Should they
decide to curtail production , they mus t take the inc rease
(if any ) in emergency reserve s into account in their assess-

S rnent of how to put pressure on the importe rs . If they want
- 

S to confront the importers with an irreplaceable loss of oil
supplies quickly, they must curtail production significantly 

S

to force the importers to draw down their stocks . Our
estima tes show that if the Arab exporters cut back by 50% ,
resulting in an import loss of roughly 25% , and a supply loss
of roughly 18% , stocks would be able to ma i ntain a con-
sumptio r leve l of 90% for only a few months in many countries.
Some will face the loss more quickly than oth e rs , which S

further comp licates the attempts of the lEA to create a united
consumers ’ response.
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In sum , current stocks can “buy time ” , but not much , and
they do not provide absolute security against determined S

adversaries . Even when the level of emergency reserves for
S 

the United States reaches 500 million barrels , our own
higher import dependence and the continued vulnerability of
the European countries will still be cause for grave concern.
Meanwhile , the incongrui ty of industrial states not yet
being able or willing to confront their energy vulnerability

S in terms of their commercial stocks versus true emergency
reserves--a situation which has now been with us for several
decades-—is inexplicable .
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E. Conclusion

S ~~ergy cooperation anong the industrialized states
involves relations between consumer states , and between them
severally and collectively with producers . With regard to
the ixrp orting countries , cut-throat catpetition between consuners

L may have been forestalled. I~bthing in the IEP precltxles closer
relationships between individual consumers and producers but

5 it &)es make the search for such relationships less frantic.
I’breover, at the insistence of Europe and Japan, the U.S.
was a~npelled to r~ derate the confrontational inpress ion of

S lEA by calling for discussions with producers.

The variety of responses to possible eitergency situations
are necessary but they are only palliatives . Peal amelioration
depends on other actions taken elsewhere.

I
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PARE IV

ICt~~R TE~ 4 SUPPLY SECURITY MEPISURES

A. Introduction

S 

E~~ rgency stocks , conservation/rationing and standby
agreen~.nts to share available oil may suffice to permit the
energy deficient industrial nations to withstand ~rbargees and
sudden supply disruptions . They are clearly not ans’.~ rs to

S the situation created by the geopolitics of energy - the
1 ocation of energy resources in countries other than the major
consuners and the need of the industrialized nations to
obtain reliable access to them. There are, in addition,
another set of concerns which are peri!*~eral to long-term
solutions but which nevertheless reflect concerns arising
frcm the geopolitics of energy. Secure energy supply will

S have to include policies relating to critical segients of
supply logistics.

Three aspects of this longer-term situation have been
identified in Volure I and include the need for a careful
and continuing watch over : refining capacit y , tanker control

S 
and the securit y of “superport” facilities and offshore
terminals.

P S.

c

S B. I~ fining

With regard to refining, it appears that there is presently
a very considerable spare (unused) capacity s~~rld-wide in
the buB’~ of the consuming regions. Generally , the U.S. shares
in this situation if the Caribbean refineries are included S

as “secure” . The prospect , hcMever , is that with anticipated
ea nc*nic recovery, idle capacity which p1ag~~s the industry S

today could disappear over the next five years. In the case of

__ _  S _ _ _
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the U.S., its “idle capacity” (based upon the Caribbean refineries )
will fade considerably sooner and the U.S. may be increasing
its product in~orts (fran European refineries ) . When this occurs ,
and absent a carefully tilTed introduction of new refineries ,
the vulnerability of the U.S. to supply cutbacks fran abroad
could be considerably increased .

S 

The same vulnerability , ( generalized to include Europe and
Japan ) could result fran a situation in which refineries in the
consuming countries ~~re rendered “uneconcuiic” by the expansion
of refining capacity in the producing countries with the producers
insisting upon their supply of increasing volunes of product
not crude - a longstanding OPFX objective .

As indicated earlier in this report, crude inp rts have
a flexibility in sources which permits - within limits -
substitution of geographic source; product inp rts cannot
be replaced so readily —- especIally when there is no idle
refi ning capacity . Currently, the spare capacity to neet

S U.S. needs exists in Europe. If and when the producer nations
nove to refine greater quantities of their a~n crude the

5 j potential for damage to oil irr~orting nations will again be
S increased .

S The requirement is for government-industry anticip ation
S of such develoçtrents, and actions taken to assure a U.S.

~~nestic capability to meet all our product needs. SaTe
form of public subsidization of refining capacity may be
necessary much as stocks of key materials are created.

p .

S C. Tankers and Port Facilities

With regard to tankers , until the U.S. has deepened
its harbors and x~npleted its superport facilities offshore ,
it will rot be able to t ake ful l advantage of the economies
of scale provided by the giant tankers (VLL’C). Presently the
largest size tanker which can enter U.S. harbors is still
limi ted to about 85,000 tWr (althouqh lightening of larger
vessels is often accatplished) . This size tar~kcr rio longer
dcminates rwr in ~nrld oil trade ; i i  ~~~~ it ha~- ~~~~~ an
anachronism so far as major supply to ~ qiant industrial nation
is concerned. The nunter of tankers in this - 

~~t cqor is

S 
~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~ 5 - - --~~~~~~ S- --~~~~~~~ -- - -  -
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diminishing and there are few orders for replac~~~nt. Yet
it is precisely this size tanker on which U.S. supply will
be forced to rely for at least the next 5-10 years.

Maintaining an adequate fleet of such vessels is rot
only a cxMmercial require~~nt but a charge on the national
security as well.

In addition, gevernnents may have to encourage greater
investrrent in product tankers as increasing quantities of
~~rld oil trade will take this form. The possibilities for further
conversion of sate surplus crude oil tanker capacity should
also be assessed.

The probl~ n of defending critical offshore terminals,
the concentration points for inrrense volumes of oil, can
only be noted. As an exartple of the inportanoe of these
facilities, the single Shetland Islands ’ installation , Sullan
Voe, projected to receive Shell/Esso and BP ~~rth Sea production,
could becx~te the reception facilitity for over 50% of Britain ’s
oil. Similarly, terminals in the producing countries which
process large volunes of oil for export, such as Saudi Arabia ’s
Ras Tanura and Iran ’s Kharg Island nust be kept secure.

p
IS
P.
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PA!~ V

LIMITI!~ VU1~~RABILflY:

DCt~~’TIC c.rI~1poNE~r

r~ ans to limit U.S. vulnerability to sudden , short-
term supply disruptions and threats to the logistics system
are clearly essential. Ha~ever, in an inportant sense these

S are exceptior~ il occurr ences , responses to which buy tines
S permitting nore fundamental actions limiting our continuing,

daily vulnerability derived fran dependence on oil and oil
S imports and the control of oil supplies and prices by the

producing governments. By concentrating on the U.S., we do not
irrply that many of our options are irrelevant to our allies;
indeed, with some variations to reflect individual cases , conparable
opportunities exist for others, acting singly in some options, and

S acting together when useful to do so.

A. Comprehensive Euerg~ Poligy

Obvious as it may be , the first prerequisite for limiting
5 

5 U.S. vulnerability is the adoption , by the U.S., of a com-
prehensive energy policy; this is far fran being the case today.

The absence of an over—all energy policy, by projecting
confusion and contin~ed vulnerability, may suggest to producing

S 
governments that military action may be the only possible
response to an action of theirs which runs afoul of U.S. interests.
In this instance, it has been held that deliberate vulnerability
can serve as a kind of deterrent noderating the behavior of
producing countries. The eleiient of uncertainty is allegedly
made to ~~rk for the U.S.

We believe this argument serves nore as an excuse for
a failure to fornulate energy policy and make difficult but
necessary ccrimitiients than it offers a pt~spect for relief.

S S ~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~
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A cuiprehensive energy policy on the other hand, d~ton-
strates the seriousness with which the U.S. views energy
matters and the sincerity of its intention to be freed fran
the constraints iirposed by the geopolitics of raw materials.
Internationally, a amprehensive energy policy reveals the
serious ness of America ’s cc*nnititent to adequate and secure
energy supplies: “energy ” is unautiguously and profoundly
a matter receiving U.S. attention and cxxTlnithent, a matter
not to be left to the whine of foreign nations blessed by a

S geographical accident with a disçorportionate share of the
S world ’s oil resources.

A comprehensive energy policy holds out the possibility
that the daninance of the producing states may well be tenporaly,
possibly inducing caution anong producers. While rot suggesting
a dilution of effort, we recognize that by making the position
of the producing states less secure in the long term, sate

S could be induced to exploit their temporary advantage sore
vigorously. Against such possibilities , the “defensive” measures
of Reserve, adequate tanker control arid refining capacity make
good sense - if done by all.

The afore-nentioned requirenents, if net , would allcM
the United States then to proceed on its energy initiatives .

S Dceestically, they are: (1) to proceed with the intensive
development of coal, (2) the search for additional indigenous

S 

and hemispheric supplies of oil arid gas and uranium ore; (3) the
maximization of efforts to bring nuclear energy into our econanj
on widely-accepted terne; (4) energy research; and, (5) con-
servation of all fuels and their highly selective use.

There has been and continues to be sate action on these
fronts; the essential point is that actions taken to date have
been ad hoc, with little recognition of the need for an energy
policy and cuiitdtnent which ackxxMledges the interdependence
of all aspects of the energy picture. ?‘breover, actions to date,
emerging fran fierce battles between the Administration and S

Congress and within the Administrati on itself , have done little
to reduce the vast areas of uncertainty which continue to
inhibit the private sector.

-55 5 55 5 ~~~~~~~~~~~~~~~~~~~~~~~~~ - S----- 5 5 S~~ S S 5-S~~~-SS S 5S
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With regard to the search for additional oil supplies , for
S the longer term, Vol~te I offered a nuither of observations concerning

potential , highly prospective oil regions. The U.S. can ezrbark
on an unprecedented effort to expand supply sources outside the
Persian Gulf, to three highly prospective areas within this

S hemisphere, and also in the sub-Arctic and Arctic regions
where control over discovered oil would be within the grasp of
the industrial world.

S The three areas referred to consist of Canada , £‘~xico
S (and the Caribbean basins) and the Orinocco Belt of Venezuela.

Success in developing oil resources in these three, with the
strategic crude and product reserve, should give solid

S assurance that the U.S. can withstand contrived supply shortages.
The political interests of these three are not related to
the regional political interests of the Gulf (nor are they
lik ely to be participants in eirtargo actions taken against
the U.S. over Israel).

rbreover, the United States should conscious ly reduce its
5 imported crude and products whose ori gins are in the Persian Gulf.

While we have argi~ed the security iriplications of the Gulf Straits
S and the African and South Atlantic routes , we do not ascribe to

the view that oil shipments from the Gulf are inherently and
continually a source of danger . The interests of all key
prod~.x~ rs -- except possibly Saudi Arabia and Kuwait — are
entedded in supply continuity, but prudence reinforced by the

S desirability of keeping the U.S. flexible indicates that
preferential inport selection away fran the Gulf is desirable.

1.
S Attainment of a billion barrel energency stock, coupled

to a capability for quick introduction of a stringent ,
S accelerated conservation effort and/or rationing, is still the

nost important step which the United States can take to limit
its irtitediate vulnerability to supply shortage. A Reserve of
this magnitude is probably nore than arrple (except in the
aftermath of a general nuclear war).
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Hcx~zever, sare assert that creation of such a 1~ serve
may be all that is necessary to render us all but izmune to any
plausible scenario. This is nonesen se. The I~ serve is sufficient
only to buy tine to permit a state to engage all its a~p1icable
pc~~rs to resume the flag of oil. The 1~serve does rot, of course,
affect the level of imports , encourage indigenous energy resource
development, or neet other requirements.

We have also called attention to the need for adequate
domestic refining capacity. Within the context of a cu~prehensive
energy policy we would be in a position to examine hcM to maintain

S what level of refining capacity needed under U.S. control or
influence. Similarly , we could look again at the perennial
question of effective U.S. control over crude arid product tankers
of the required sizes.

In the area of nuclear energy, we still require catpletion
of a massive survey of the United States in terne of tonnage,

S not so rruch of the “econanics” of uranium ore, in order to
determine realistically available indigenous sources of uranium
ore and the inplied level of necessary uranium ore imports .
We require a realistic definition of the additional enrichment
or other processing facilities adequate, with sate spare,
to neet national arid international reeds.

Finally, anong the elements of a cutprehensive National
S E~ergy Policy nust be the beginning of a process to define S

the roles of industry and government as we nove into an energy
S 

era of unprecedented ccmplexity. As in so many aspects , our S

dealing with the really new and important set of relationships,
implied throughout this study, has been ad hoc and inadequate, S

satisfying no branch of government, industry or the public.
Yet we sust have a clarification of this 1 evolving relationship
if we are to engage fully the great econanic, technical and
managerial assets of the private sector. *

The authors have been invited to undertake such a study -
on an urgent basis - under the auspices of Yale University.
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B. ~~le of Government

S Over the past several years we have been assailed by an
unending stream of reccmTtendations as to what must be done,
by whom and hcM quickly. Many of these do deal with real and
vital interests and objectives; nost assert an unprecedented
role for government in assuring that the na ’s needs are net . -

Few of these proposals emphasize, as we have repeatedly, S
S 

the conplex interrelated and interdependent actions which
must occur in a timely manner if present, conventional
and future indigenous energy sources are to be available. S

We have cited the case of coal and nuclear energy as excellent
examples of the need for a government role to facilitate
those under-takings whose scope puts them beyond the means
of private conpanies. ?‘treover , until the government takes S

actions in these areas , private activity will be inhibited
by uncertainty. S

We have also in mind that the U.S. Government must
possess the means to assure performance, i . e., guaranteeing
that an oil conpany which is also heavily in coal can not negate
a National Energy Policy objective which seeks to limit the
use of oil and to expand the use of the other. This calls
for an unprecedented kind of peacetime relationship which
trust be thought through with exceptional care; it does
illuminate the hard fact that the provision of energy is
no longer only a a~tmercial undertaking. (We must anticipate
also the possibility that producer governments, each having
its “national oil carpany” may prefer to deal directly with
the U.S. Government on supply; it is a likely outcome of any S

“special relationship” in Which imports are agreed upon. S

S There are other mechanisnE, obviously, which can be employed
and we do not recanrend the U.S. choose the route of an official
oil entity.)

It will seem anticlimatic, but we choose to place our S

crreater enp~asis on the absolute , fundamental requi reitent
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of a proper and effective national government oversight of
energy, arid even involv~ tent in its supply when necessary .

~b matter hc~ pressing energy priorities nay be, no S
matter what level of investitents arid technology are available ,
without a sensible, disciplined and carpetent energy
grasp by the federal government we cannot possibly accx~~ lish
the goal of significantly reducing our present and foreseen
vulnerability to shortfalls in supply.

Lacking such government oversight, the nost we will do
is pursue on an ad hoc basis certain aspects of our energy
needs in an hap~azard, contradictory and inadequate manner;
“energy ” could then truly becxme the nation ’s “Achilles’
heed” .

If we can be confident in the definition of our energy
position - and confident in the intelligent selection of
directions, priorities and incentives , ar id of the durability
of national policies, public support for azinitnents will
be forthcoming and the private ~ *titercial and research interests
of our country can respond.

C. Government Or ganization

S There are four aspects of government machinery which need S
S specific attention; if there is nothing much which is new in S

this list, and the Administration (and others) have generally
S agreed upon it, we choose to refer to “organization ” to add

our emphasis to its important place in a national energy program.

a) In the Executive Branch, creation of a Department
of Energy whose Secretary should be a statutory neither of the
National Security Council. This helps assure Defence participation
in “energy .”

b) Presidential appointhent of the thairnan of the
Council of Economic Advisors , or the President ’s Assistant
for Economic Affairs , as the thairman of the Energy I~ sources
Council.

—-S- ~~~~~~~~ SS -
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c) Organization of the Legislative Branch ‘ s over-
sight into a Joint axiTnittee on Energy subsuming all other
jurisdictions .

S d) Reformation of the regulatory processes of our
government which , if left to their present devices arid delays ,
could alone defeat the private axmercial interests in an
expanded energy effort and , in so doing, propel the U.S .
Government into unfamiliar and undesirable energy roles.

e) Fe—examining, still once nore, the question of
energy car peten ce in government; hc~ to attract into public
service experts who can apply their kix~.iledge to the national
task . We trust greatly improve the quality of our effort .

We require nobilization of public support for energy
priorities. As long as all energy initiatives fall on the
desire to refrain fran granting advantages to “big business’
as exemplified by the oil conpanies, this enotionalism will
make positive energy action difficult; only when the public
understands the issues will the pressure be on Congress to take
positive action. We have never had this, and cannot obtain it ,
without private leadership and an educational effort, sponsored
not by government or industry, but as exenplified in the Citizens’ S

Ccmnittee for the Marshall Plan in the SuniTer of 1947. (We
had what appeared to be a cxxiparable energy undertaking in
the winter of 1973-4 which was totally ignored by government S

S and is r~~ forgotten.)

If these six steps are taken , national energy objectives
can be attained; if any one of them is not acconplished ,

S we will fail , perhaps not absolutely of totally, but in
S the sense of incutplete and inadequate responses . tbreover ,

as we have suggested , if the U.S. sets this energy tone ,
it’s very acccm’plishrrent will iroderate the attitodes and
actions of producer (arid constrre r) nations who might
otherwise &Mngrade our national resolve .

SS
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PA1~F VI

Lfl1T~I~3 \flJU~ER~BILfl?:

IN~EI~~ TIC~~L IMPLICATI~~~ AND OP~ICt~

A. Between Autarky arid Vulnerability 
S

In adopting a ccirprehensive energy policy certain
S international repercussions of policy must be considered.

At one extreme, policy tends t~ .iard autarky; at the other,
tcMard deepening dependence and both these d~~ices involve
iirportant international ramifications .

S Autarky nay be neither possible domestically (in terse
S of timing, or at reasonable cost , i.e •,  costs which allcM

the simultaneous pursuit of other societal goals) nor
desirable internationally. Should the U.S. deliberately S

minimize its direct involveirent in international energy,generally,
the U.S. may appear to be lacking in interest arid axiTnitrent
to developments in international energy of possibly vital
~z~terest to allies (and to the USSR) .

H~~ever, cxxnnithent can be dononstrated in many ways
and it is unlikely that anyone w uld doubt U.S. concern S

in an area so vital to its major allies. The point here is
• not to discredit U.S. n-ovenent t~~ard greater energy self- S

sufficiency but rather to note that every policy involves S

costs and implications which must be considered if they
are to be offset or auplified , as the case may be.

At the sane tine, greater U.S. energy self-sufficiency
could free considerable quantities of oil for use by consizers
with fewer energy options than the U.S. It was largely U.S.
entry into the international oil market in a big way,

S ~~~~~~~~~~~~~ 5~~~~~~~~~~~~~~ S ~~~~5 5~~~~~~~ ~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~ 5~~~~~~~~~~~~ S~~~~~~~~~ 5 5 5 s~~~~~ S ~~~~~~~~~~ 5~~S rn ~~~ ~~~~~~~~~~ S
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post-1970 , which changed a buyers ’ market into the sellers ’
S 

market which provided such a major contribution to OPEC’s
“success” .

At the other extr ene, the U.S. could attempt to mult iply
its ~~n dependence on particular producing states as clear
evidence of an enduring U.S. interest in them as suppliers .

S 
In this way, all the ~~r1d ~~uld be warned that threats
to (or fr~~) them ~~uld so seriously and directly affect
the U.S. that they ~~uld be considered to be provocative
and likely to elicit a serious American resp onse -- in-
cluding military action .

Between these t~~ extremes the U.S. must f ind a way S

to c*~nonstrate its sustained vital interest in the producing
states without backing itself into a corner frcin which only
a military escape is possible. On balance , the risks associated 5
with greater U.S. energy self-sufficiency appear to be less
nare ntous and rrore easily negated than the risks associated
with deliberate U.S. energy vulnerability.

There are those who argue that the U.S. capability to S

influence the actions of Europeans and Japanese depends
upon many forces, an important one being expressed through
our collective energy vulnerability which necessitates
collective responses. Without knowing precisely what
interests arid objectives are served by such an argument ,

S we confine our thoughts to what seeita prudent and attainable
S in greatly limiting our energy vulnerability and to the

extent possible , aiding allies to do likewise.
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B. thergy and the Western Alliance
I

1. Discussion

With regard to these allies, a cx nprehensive U.S. energy
policy will have important inplications for Western Europe
and Japan. In fact, the contJnued lack of a cx~ prehensive
energy policy is at least one major reason for the inability
of other countries to develop their c~’.’n energy policies ;
the uncertainty derived frc~n both the U.S. arid the oil
producers makes planning nearly impossible . ‘lb sate ,
divisiveness within the Western alliance looks increasingly
like European pique at its dependence on the U.S., but
strains within the alliance are nevertheLess real.

This uneasy situation might be somewhat ameliorated
if the various elements of U.S. energy polcy could be sukxnitted ,

5 
at least for consideration to allies perhaps within the lEA
fonnn , hcMever tricky it might be for dcmestic political reasons.
We are aware of current plans to discuss within the lEA
broad energy policy goals with provision for periodic
reporting by nether states on their progress in reducing
their dependence on Middle East oil. The initiative represents
a nove in the right direction and should be broadened
to include objectives beyond reduced dependence on Middle
East oil. If done with tact and with the recognition that
allies have satething useful to say , it ~~uld seem, on
balance, that international discussion could be useful
both to the formulation of policy arid to alliance politics ,
and might prevent situations in which the policies of different

• S nations conflict arid possibly negate eachother; cx epetition
• anong alliance countries might be reduced.

~‘breover , the U.S .clearly has an interest in evolving
Europear : and Japanese energy policies. Since the U.S. itself
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bt~ s sceptibie to pressure put UV)fl its ~I1ies , the U .S .
must be ~oncerried wi th the en3rgy ~x)i1c1es ol t I~~s x untrles

~ •.~~~t t J ( ~~~ t icklish proposition given the ~ f~~~~~ h J  1 1 ’ o f

:: ve r~:iu~1 states , perhaps partia1 ly c~f f s e ~t by u.S . discuss i on
in the lEA forum of its C~ Tn enerqy j X ) 1  ~7 ~~~ ~C r o ~ -

2. New Sources

The-e are additional areas for intra-alliance cooperation
arid Lessened vulnerability throuqh the develoç~r2nt of “ new”
sources of oil.

Current longer tern’ estimates of highly prospective
oil bearing regions are limited very largely to the offshore .
Prczninent axiong them is a nearly continwus belt ly ing along
the USSR Arctic , Alaska , the Western Canadian Arctic , Green-
land , Spitsbergen . It is never possible to estimate
producability absent the nost extensive of surveys arid then
actual drilling; the nost that can be said is that based
upon present knc~ ledge and assumptions there ought to be
irr~~rtant oil (and gas) resources ~n these latitudes.
It is an environment which has been perhaps the irost difficult
to ~~rk in the history of petroleum. The technology for
doing so is in the possession of the private oil industry
predcrnirtantly and is therefore an asset of possibly in—
conpara~le value.

p

The U.S.  should take the lead in organizin g an inter - j
5 5

national settin g of the free governrrents directly involved in these reqious
• whose single purpose is to encourage arid facilitate an iirnense 

S

S undertak ing by the international oil industry perhaps as
consortia, or crmpanies acting singly, to determine what
is available and to develop discoveries with utho st speed .
It ~~uk. be an unprecedented endeavor of irmense cost but
it ~ou~ o be a clear signal of our resolve to r~tove at
least seiie of the bonds created by a geopolitics of energy
wh~ Th h~s so sharply focused our a t te n F ion and friind our
enerqy Lnterests to the Middle East .

~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~ S~~_S5 5 ~~~~~~~~~~~~~~~~~~~~~~~~~~~~ ~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~
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3. St rate gic Reserves

S 

The U.S. should extend particular effort s to insure that
TEA meirbers irrpiemunt rapidly the creation of truly effective ,
in-place strategic crtide and prodt~ t reserves. Creation of such

5 a Reserve is far sore effective when many leading importing states

S 
take similar act ions . We have warned in this Report that stock
figures supplied by all n~ rber states of the International thergy

S • Agency continue to be suspect , partly because the very lEA
definition of stocks permits net±er states — including the United
States -- to describe their situation s in nore optimistic tern~
than the facts prthably ju stify . It is essential that this highly
defensive and necessary creation of Reserves proceed rap idly ar id
convincingly.

4. Allies in the Middle East

Reduced U . S.  dependence on Persian Gulf oil, which has

S 
been identified as one aspect of a catprehensiVe U.S. Energy
Policy ~~uld also serve to withdraw the U.S. fran s~~~ of
the isplications of the anticipated intense conpetition between

Europe , Japan, and USSR for access to Middle East oil. S

If we have alternatives , or can help create then , we could

avoid some of the risks we run in the significant cxxtplications

certain to rise f ran the difference in the high degree of

dependence upon the Gulf of Europe and Japan , arid the relatively

lew dependence of the u.s. Similarly , as we have stressed

also in this Report, there are risks to our alliance
cohesiveness from a situation in which the U.S. s~ould

continue to try and play a lead role in the oil 
policies

of key Gulf producers when, fran their interests, the oil

markets of Europe and Japan are so much nore 
consequential.
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S It is arguable that conditions for a sore enduring
peace in the Middle East may depend to a greater extent than
the U.S. admits on a consciously abetted renaissance of
European (and a strengthening of Japanese ) ecorutic and
political interests in the region and a consequent diminish—
rrent of the seemingly overwhelming U.S. presence. It

5 need not imply any lesser concern of the United States for
S the security of the region.

Such a course &es , however , imply a major shift in
U.S. policy vis-a-vis Saudi Arabia. Caught up in the

S eu~thoria of a spate of opportunistic U.S. 
energy overtures

post 1973-74, rot one of which appears to have been dis-
passionately argued then or since , the U.S. is viewed fran
Europe and Japan as having succeeded in substitut ing
itself in the soropolistic role in Saudi oil previously
held by NW4X) and its shareholders. This is probably an
exaggerated appreciation of what the U.S. has really acxx~n-
plishe~, and not an estimate liked by some 

Saudis , but
S it carries a baggage of political implications.

Is the u.S. acting in a kind of “ trust” capac ity for
Europe ’s and Japan ’s supply? Or as the mainstay of a still
very potent set of U.S. private oil interests? Or is the
U.S. keeping a position of great influence over Saudi
Arabia to help keep Europe and Japan in line? Or to be
in a position to counter a Soviet irove southward? Or does
the U.S. (~ vernmant r~~ have so praninent a presence in
Saudi Arabia in order to buttress the present regine?
Or to help (whan?) maintain “peace and stability” in the

S region . Against whose noves to alter conditions? an~~ ?

S Or , by being in Saudi Arabia , does the U.S. Governnent have

_  
A
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an additional fuicrun against which it might be able
to exert pressures -- in the Middle East? on Europe?
on Japan? -- in behalf of Israel? Or is the U.S. (~ verneent
in Saudi Arabia for any or all of these reasons which

S 
could be supportable but have rot been carefully weighed

5 through a process of disciplined ir~uiry?

Such an irx~uiry should have highest priority. The
ramif ications of the above questions extend deep into our
key alliance relationships; their exploration is bound
to bring us up against the portentous fact of our varying
degrees of reliance upon the Gulf for a cxttmDdity which
is generally vital to us severally and collectively. And
the starting point of such an irx~uiry should be a definition
of the U.S. purpose in having so large a presence in oil
fran the Gulf. If the answer is that we intend to use our
presence to infh ~nce European and Japanese conduct ,

S then such an undertaking shoull, first,be based upon the cx)nclusiOn
that such a role is supported by the Merican public and ,
second , that the defense and other cxxinitnents to su~~~rt
the role will be made.

5 We do not believe that such a conclusion is correct ;
rather , that the t~~per of our tines warns against such

S a course. Generally , we argue that where the United States
S does rot itself possess a direct arid vital interest , or

where there are alternatives, it is risky to cont~ tplate
a role for the purpose of influencing allies in a matter
in which their interests are very substantially greater

S than our own.

In short , we ask that the U.S. should f ind ways of
making plain to our allies what is now rot clear : that it
is not our intention to have an exclusive relationship
with Saudi Arabia and that , in actuality , we re-affirm
rnr belief in the general beneficial effect of an “Open
tkDor ” doctrine anong these industrialized countries.



-~~ — S 

~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~ 5~~~~~~ S~~~~~~~~~~~~~~~~~~~~~~~~~~~5S~~~~~~~~~~

P. 52

5. Conclus ion

I None of these initiatives will result in a total
identity of views or the establishment of cxxrplete harnony
within the Western alliance; nor are these the objectives

S (which is to decrease U.S. vulnerability to the geopolitics
S - of energy) . The different resource positions of Europe and

Japan vs. the U.S. will continue to make for divergent
interests and differing ~~rld views. ~~reover countries
will retain the right to ge outside the alliance directly
to producing states . But the U.S. will retain this
option as well. There is too the possibility that U.S.
allies will soy cautiously in noving beyond the realrrs
of the alliance because bilateral arrangements might
prove very costly.

C. Energy and the “North-South” Dialogues

5 In the aftermath of the 1973 ~)AP~X~ oil eitharge , it
became increasingly clear that access to raw materials,
~~uld no longer be determined autc*natically by the needs

S of the industrialized ~orld. Access to raw materials
could in ro way be considered an acki~~ ledged “right , ”

S derived fran a now-defunct colonialism or its reirnants.
By repeatedly linking the issue of access to oil to the
demands of the less developed countries , the oil producing
states have guaranteed that developrents in sore general
“North-South” relations will have important implications
for access to energy raw materials. Actual trade , aid and

1’ investnent policies emerging fra n the “North-South” dialogues
S presently occuring in many international forune may affect

access to energy raw material s , but , on a less formal
S level, the changing relations arrong countries, occasioned

by the “North-South” dialogues, may also have important
ixrplications for access to energy (oil and uranium).

In the inii~ cliate term , the oil producers have i epeatedly
warned that lack of progress by the i ndustrialized ~ ii~ d

_ _  S
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S 
in meeting the demands of the LOCs will result in higher
oil pr ices. ~~st recently Sheik Yamani , the Sa~li Oil
Minister , has warned that in the absence of Western con-
cessions to the UJC5, oil production may be cutback.
Regardless of the sincerity of the OPEC c~IT!nitzent to the
LCC cause, (and it varies fran OPEC xrørber to OPEC n~~rber) ,

S having made the comitment it would be politically entarassing
for OPEC to renege on it x~~~.

?oreover , it costs OPEC very little to chanpion
S LDC interests. The happy possibility of raising prices

to punish an “unrepetent ” industrialized world hardly
seen~ onerous . OPEC/LJJC solidarity should not be overstated .
With economic recovery in the West and Japan , higher oil
prices were probably in the cards in any event. Western
intrans igence is merely an additional justification for
a price increase which nay have been coming in any event .

S 

This is not to dc~ ngrade the oil link . In fact,
it seems likely that the unwillingness of the oil producers
to blatantly betray the TIJC cause &es put erornous pressure
on them to do scxrething to denonstrate their continued
support of the oil link. Concession s by the industrialized
states to the LDCs probably strengthens the position of
the “noderates” within OPEC who argue for price restraint
and production adequate to meet Western and Japanese needs.
Western intransigence probably strengthe ns i-he position
of OPEC “radicals” who denend higher prices (either directly S

or through the sore provocative mechanism of production
cutbacks) . Under the circumstan ces continued Western
intransigence makes it harder for OPEC to continue to meet
world oil supply needs automatically.

However , the “North-South ” dialogues , which actually
took off with the convening, in Deoenter 1975, of

S ~~~~~~~~~~ ~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~ 5 5 5 S 5S-S- 5 S 5 5 -5 S 5 5 5 5 -~~~~~ 5 S S 5 S 5 5 5 55



-~~~

P. 54

The Conference for International Ecorxznic Cooperation ,
(CIEC) , was meant to have sore long-term implications for
world oil trade. The oil link was to establish a three-
way relationship in which Western concessions to the L[X s
would be reciprocated by a formal (preferably formal ,
from the view point of the West) or informal agreement
with the oil producers guaranteeing secure access to adequate

5 and cvntinucus oil supplies at “reasonable” pric~~ (again ,
S fran the perspective of the industrialized countries).

S 

Such a fonral agreement appears unlikely under any
circu mstances . Having only recently secure d the power
to determine prices and production levels it is difficult
to understand what reason OPEC would have for sharing that
p~~ r with the industrialized countries.

~.t reover , OPEC’s demands on its own account (secur ity
of financial assets fran the effects of inflation and/or
currency depreciation, investnent opportunities secured
against political risk, greater influence in international
nonetary affairs and assistance in accelerated industrialization) ,
will be agreed by the West and Japan out of their own self-
interests,regardless of an oil agreement.

For example, attractive investirent opportunities in
5 the developed countries, hedged against inflation and

cy devaluation, are necessary to: (a) encourage those
oil exporting countries that are producing oil in quantities
which generates incxzre beyond their iimediate revenue needs 5
to continue to do so; and, (b) encourage the petrodollar

-

. 
recycling necessary for balance of payments stability 5

in the industrialized countries. “ Indexation” will continue
to be rejected by the develc~ed countries as being inflationary
and also as increasing the prices of raw materials whose
producers do not r~~ , (and may never) , have the ability
to control prices and production unilateral ly.

~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~ 
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In effect , there is little the developed countries
have to offer the oil producers beyond those things which
the industrialized countries will offer in any event for
reasons of their own self-interest.

The relationship was meant to be sore crs~plex; if
the industrialized nations had little to offer the oil
producers direct ly , they did have assets to offer LDCs
in general . However , Western and Japanese concessions
to the ILCs will not result in an oil agreenent guaranteeing
oil supplies or stabilizing prices because OPEC has little
interest in such an agreement. This is particularly true
if the oil dGnand/su~~ly situation will be increasingly
tight ; under these circumstances OPEC will not want to be
bound by an international agreenent .

If an international agreement securing oil su~.plies
is unlikely , what then is the relevance of the “North-South” S

dialogue for access to energy? In the first place, it is
conceivable that saie different arrangements for cxmrcdity
trade might be agreed which could have an impact on oil.

rt re importantly however, international relationships
are changing and access to raw materials, incl~~ing energy,

-
, 

in the future , may well turn on the kind of relationships
which emerge between individual countries and blocs of

S 

countries from the “North-South ” dialogues. S

P~pparent U.S. leadership of a novenent to destroy S

LOC solidarity and to prevent any substantial agreement in
any of the various pieces of the “North-South ” dialogues
may well be counter-productive in terms of U.S. interests .
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As for the Europeans and the Japanese , U.S. intran-
sigence saves them from agreenents which may prove costly
to these resource -deficient countries , but it does not
oreclu~e them fran making their own agreeients with the
LIXs. Such ar-rangenents may not be necessarily detrimental S

to U.S. interests abroad, but they certainly contain that 5
potential . (The negative ix~pact of the EC/LZX~ association
agre enerits on the growth of U.S. e,qx)rts is an example.) S

S ‘lb the extent that delay, apparent confusion and U.S.
policy make it unnecessary for these countries to pay
higher prices for a broad range of goods, the Europeans
and the Japanese are still free to att empt a sore accon~~dating
approach in other ways , even to the exclusion of the U.S.

For example , the I.ate Convention, (1975) , between
the EC and the 46 African, Caribbean and Pacific countries
(~~P), certainly suggests a greater willingness on the part
of the D2 countrie s to meet the LDCs at least half—way . S

Generalized, non-reciprocal trade preferen~~~, greater
multilateral financial assistance and the innovative S

S STrIBEX scheme for ccrr~ensatory financing to stabilize S

LDC export earnings are syirtx)lic of a sore accxzmodatirg
attit~~e on the part of the West Europeans . The hope is 

S

that the goodwill resulting from th is  European and/or S

Japanese willingness to meet the LEX s half-way will spill
5 over into the oil and energy areas . I

If an international agreement is inpDssible, all oil S

~ port-dependent state s may fall back on bilateral arrangements
arid special relationships and in this case the goodwill
generated by a readiness to deal with the LDCs may prove
decisive. The U.S., on the other hand , may be handicapped
by the LDC conviction that the U.S. is considerably less S

than an honest and cx~initted participant in the “North-South”
dialogues.

This is not to suggest that the industrialized States
should succuth to OPEC pressure and resiqn themselves to S
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UX demands . But these LOC demands are not new, even if
attention has focused on them only as a result of the oil
link. Hard bargaining in many international foru~e arid
the arrangements finally agreed will contribute to the
kind of international environment in which future questions

S of access to raw materials and energy resources will be
determined.

t breover , the current environment is conducive to
S internationally-agreed change. The L~~s are currently less

ideological ly militant and sore pragmatic . They have
irrplicitly recognized the West as being sore essential to
their own economic well-being than the Soviet bloc, (a point
which could not have escaped Soviet notice , a1tho’.4~ it isnot easy to suggest the form the eventual Soviet response
will take) . The developed countries continue to bargain
from a position of strength.

The international environment is sore conducive to
negotiations , presenting the U.S. with a wider range of

• options than had existed previously. In the event that
the opportunity is allowed to pass, a return to acrincriy
and confrontation is likely.

~4~at then of the institutional arrangements of the
“North-South” dialogue. The dialogue continues in many
international fonilE. The d E C  is due to wind-up in Dec~ther.
CIEC is inçortant to the U.S. because it is the sole
international fonin , in which the U.S. is a matter, dealing
with energy issues and inclt~ing both producing and
cons~xning countries.

Because of its scope and xmp~sition the d E C  Ehergy
Crmin ission constitutes a fortr~ for increas ing nutual

5 5 5
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understanding and appre ciation of the respective interests
of producing arid consuning countries.

Such a fortin is both in~ortant and necessary . It
nay prove impossible to convince OPEC or the non-oil
L~[CS that such a limited initiative should go on regardless
of develo~itentS in the wider d E C  undertaking. An organizat ion
separate fran d E C  but similar in cxxrpositiofl to the d E C
Eherqy Q~rrni ssion will be difficult to create because it

~~uld look like OPEC’s aban&nnent of the oil link and the LDC5.

The U.S. should make an effort to convince other countries
of the continued importance of the Ehergy O3mniss ion or the
need for art organizatio n like it. Sate noderate U .S.  cost
might be incurred to keep this important initiative underway .

In a future in which the tone of the international
environment and new international relationships will strongly
influence access to raw materials - incltx3.ing energy resources 

S

(oil and uranitmt) - it is pnz~ent to ask if current U.S.
policy may put the U.S. at a competitive disadvantage?

We have stressed the “North-South” dialogues, and
~ phasized below the urgent reed to engage all the economic
interests of producers into the ~vrld trading system because
s~~ purposeful efforts on our part may be the only way of
diminishing the effects of the geopolitics of energy for as
long as we are so dependeit on oil.. S

D. Balanced Interdependence

Sate greater protection against the vulnerability 
S

derived fran the geopolitics of energy can be found in
deliberate efforts to redress the irrbalance in interdependence
occasioned by the unilateral power of producers over production
and pric es. The U.S. is not without assets and options in S

this regard.
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With specific regard to oil, producers could be encouraged
to participate in all ~*iases of the industry. By p y n g
their stakes, producer countr ies may develop interests closer
to those of consute rs, even if their greater involverent in
oil operations also enhances their ability to manipulate

5 supply and price for other than ~~tmarcial reasons . E~~ n-
stream investments in constzning countries might give producers
an additional incentive to supply such projects .

We kr~ *, that there are alternative means for tying
producer~ interests to constnrers ’ interests and policies S

~~uld be devised with this end in mind. Others have stressed S

that increased producer country direct and other investments 5
in the developed countries might provide ore route (with
appropriate industrial sectors previously determined to
be closed to any L it national investors, i.e., the key
sector approach which is ~ tployed by alnost every country
to insure national control of sensitive industries) . In
this way the general ecorrirtic health and well-being of the
industrialized countries becx~ztes of sore than passing interest
to the producing governments . Sate of them have already 

5

quite explicitly recognized that their own ecciunic well- 5
being is intimately associated with developtents in the S

Western ecortc*mies. Efforts to make this increasingly clear S

and valid should be intensified.

We should continue to reinforce trade ties with an 
S

expansion in U.S. exports of goods essential to the producing
countries - inclnding food. As developrent plans are im-
pl~ tented and expectations rise , it will be increasingly
di fficult for the producing countries to & without imports
fran the industrialized countries; that is , Colonel Qaddafi ‘s
threat to simply return to the desert will be increasingly
difficult arid unpalatable .

These suggestions entrace the traditional means
whereby the interests of societies becxme rrutual arid , there-
fore , durable. We &, rot etptatically regard ants sales as
having these results. At the Trost , they may for a brief
period bind sate of the interests of one nation to sate of
those of the other. They can carplicate relations bet~~en 5
the states rather than create a~rnon derx~ttinators of national 

S

interest. An effort aimed at “buying ” oil by arris sales is
the near antithesis of what re~~~ iend. S
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In addition, there axe still exporting country demands
which may not be unreasonable and which still have not been
addressed by the industrialized countries .

Irilexation ~x~’iever, should not be considered arrong them.
Saudi Arabia probably does not want to see the introduction
of any automatic mechanism for price determination as this
would detract fran Saudi ability to influence OPEC, r~breover ,
fran our viewpoint , the onus for price increas es should
remain with OPEC and not be transferred to inflation in the
industrialized countries .

Demands for investment guarantees seem sore reasonable
and if sate could be generalized to protect all foreign
investors, U.S. foreign investors might benefit as well.
Desires for investment irtstrunents hedged against inflation
and currency devaluations do not seem out of line but the
banking cr~tTnunity would be better able to judge the effects
of a sore widespread use of such instruments. ‘Itt date ,
there is little to indicata novenent in these directi ons,
or even serious study of what is a freguently expressed
producers’ objective.

Joint investment opportunities should also be explored .
The question of whether countries with government energy
crztp anies have an advantage vis—a—vis the U.S. industry
should also be stuffed , with care taken to differentiate
“efficiency of supply” fran the issue of “political advantage.”

In addition to meeting sate of the demands of sate OPEC
countries, such actions as those suggested above do not S

S tie the U.S. to developrents in the oil demand/supply 
S

situation, i.e., should the U.S. situation turn out to be
tenporary nothing suggested here binds the U.S. to oil

• prices which do not reflect the changed circunstances.

The industrialized countries do have assets and
o~ x)rtu ties to redress their energy inbalance without necessarily
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increasing the vulnerability derived from denendence on
ij iported energy resources. !‘bthing precludes the producers
from tak ing what appears to the outsider as “irrational”
actions; but the costs of such action clearly would be higher .

E. “Special Relationshiçe”

1. introduction

If secure , adequate, continixus arid reasonably priced
oil supplies can not be obtained by international agreement ,
consuming countries may fall back on bilateral arrangenents

S 
and “special relationships.” The questions to be addressed
include; (1) to what extent does a special relationship
enhance security of supply?; (2) at what cost?; (3) under
what circumstances do such relationships endure?; (4) real-
istically, what opportunities for forminq special relation-
ships does the U.S. possess?; (5) what are the problens,

S 
perhaps special to the U.S., which our governmental-private
sector system raises with “special relationships?” and, (6) what
are the consequences of a special relationship for the
particular producing governments and are those consequences

S consistent with the U.S. objective of attaining greater security
of supply?

Historically, special relationships have taken various
form and served various purposes. Colonialism was a form
of special relationship which secured for the colonial country
any nurt-ber or coithination of objectives including: (a) areas
for settlenent; (b) access to raw materials; (c) potential
export markets ; (d) investment opportunities; (e) sources
of labor; and , (f)  the trappings of p~~er in a world in
which cc*~~etition for colonies was intens e arid colonial S

possessions syrtbDlized strength . 1~ lations bet~een the
colonial country and the colony undoubtedly would have 

S

been far diffe rent in the absence of colonialism, if such
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relations existed at all. By and large, colonialism
represented an alnost exclusive relationship between the
metropolitan country arid the colonies. Such relationships
were not without cost to the colonial countries nor cxxn-
pletely without benefit to the colonies.

S 

With the increasing assertion of the colonies and the
S weakening of the colonial countries in two world wars, the

intere sts of each side became sufficiently different to
make a continuation of the relationship on the sane tents

S unlikely. With the rise of the U.S. and the USSR on the
world scene , the colonies had alternatives to the nother
country and the ascending Ex~ers were eager to break the
exclusivity of the colonial relationship.

Colonialism was an artificial creation dependen t on
the overwhelming ~x~~ r of one side to maintaiin it and the S

S weakness of the other side to r~ sist . Colonialism could
not survive the changes that occurred in its foundation . 

S

Alternatively, special relationships may emerge for
naturally-occurring reasons, for reasons of a real coincidence
of national interests or for reasons of deliberate governnent
policy (or some wtthination of fh c~se) . S

Geographic location n~turally infli~~nces relatio ns
anong states . For exanple , the Soviet Union has special S

relationships with the countries of Easte rn Europe. ~4üle 
S

there are many reasons for this , at least an in~x)rtant one
anong those reasons m ist have been the Soviet desire to
protect its Western flank from a resurgent Germany . ~~reover ,
geography has given all these states a mutua l interest in
seeing to it that Germany wou’d not threaten them a (Iamn
arid providin~ for the collectiv~• • Jcfense which could ~1~Thr
and/or defeat a resurgent Ci~rmany . ‘Thr I ~t t i r  mint , of
course , binds NA~I~) ill los t~~ c ther .n th i ir  ~ u~ ia1 n iation—
ship to W e $ t  Gorminy.)

_  - S -
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It is these special relationships, based on the foundation
of common interests which prove itost durable. The Atlant ic
alliance is an exalTple of a special relationship based
on shared azTnon interests which endures because , regardless
of differences in relative pc~!er, world views, and judgmrents
as to appropriate means, both the U. S. and Western Europe
believe that their fate s are inextricably tied one to the
other.

With regard to access to oil the central question
relates to the capacity of the U.S. and hemispheric oil
producers to create by government agreement a special
relationship which will reflect the nutual interests of
the participants . Under “normal” circu metan oes our system
would look naturally to the private sector to accx~tplish S

this purpose. The history of “ foreign oil” in all the
areas under discussion virtually precludes our ordinary
approach for political reasons emthedded in their national
experiences.

We believe the U.S.  may have opportunities to fashion
S such relations with its geographically—close neighbors,

shortening the oil supply lines arid reducing U.S. dependence
on Persian Gulf oil.

A balanced consideration of the value of special relation-
ships will also consider the costs of such relationships
arid the issue of increasing dependence on single sources,
even if those sources are not Arab. An inportant element in
cost considerations is the degree to which the special
relationship ccsinits the U .S. in tents of price. If the oil S

demand/supply situation should change, the U.S. will not want
to be bound by prices which no longer reflect prevailing S
market conditions.

In the context of this Report we have u nited ourselves ]
to def ining the questions which trust be addressed if a policy
of cultivating “special relationships” and preferential
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sources is to be intelligently evaluated as we believe it
S trust be. We can suggest broad outlines of possible special

relationships between the U.S. and its hemispheric neighbors . S

We can suggest that the opportunity for developing such
relationships may actually be at hand and that special
relationships with close neighbors offers the U.S. one
major avenue for reducing its dependence on Persian Gul f
oil, a goal quite as consequential for U.S. allies as for
the U.S. itself. We can identify questions which should
be addressed if such relationships are to be mutually beneficial
and therefore , enduring.

Further study could profitably address all these issues
in far greater detail, including the question of costs and
increasing U.S. dependence on hemispheric sources of supply.
It may well be that oil arid energy are so very consequential
that cost is a less relevant consideration than security
of supply, but the cost should be kr own .

2. V~~ zuela

During the decade of the 1960 ‘s Venezuela repeatedly
S indicated its interest in preferential access to the U.S.

market. That is, in return for preferential access to the
restricted U.S. oil inirrt market, Venezuela would guarantee
quantities of oil supply. At the tine, U.S .  government
officials ignored the Venezuela proposal. Private oil
companies , involved in negotiations with the Venezuela
government regarding their concessions , cautioned the U.S.

S goverru’rent against any overtures to Venezuela which might
S jeopardize the negotiations arid their interests. In the event

Venezuela became a founding n~ rber and staunch supporter of
OPEC, the concessions were eventual] y lost in any event and S

the U.S. may have missed an opportunity to quarantee supply.

The old concessions are securely under Venezuelan
control and there is little the U .S. can offer in this area;

k~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~S S~~~~~~~~~~.S~~5 SS ~~~~~~~~~~~~~~~~~~~~SS ~~~~~~~~~~~~~~SS ~~~~~~~~~~~~~~~~~~
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the Venezuelans , in new relationships with the private oil
companies , need no additional assistance in this area of oil
production .

The same can not be said of the OrirK cco petroleiri
belt. Here U.S. financial and techrx logical assistance
could enable the Venezuelans to tap this potentially
huge source of oil (arid oil revenue). Having only recently
nationalized the concessions of the major international
oil cxxrpanies , it may prove politically ~ tharassing to the

S Venezuelan government to invite these sane companies back
into an n~x)rtant position in the Venezuelan oil industry
by giving them develops~ nt resp onsibilities in Or irccco.

A U.S.  government initiative designed to assist the
Venezuelans in developing the petrolet~m belt may be less
objectionable in tents of Venezuelan politics. However ,
because the U.S.  is hardly sore palatable than the mejor

S international oil companies , which were viewed as agents
of the U.S. government in any event , the tents of such
U .S. -Venezuelan cooperation must be firmly rooted in
Venezuelan interests and tr ust scru pxusly avoid the appearance
of exploitation .

In spite of advances in transportation, the U.S .  remains
a natural market for Venezuelan oil and oil products .

S The U .S.  could then assist in the develorment of Or irxDcco
S with reasonable assurance that any product fran t~iis area

would naturally find its way into the U.S. market. The
U.S.  therefore , could refrai n fran denanding such a guarantee
but could encourage the eventual ity by offering pre ferential
treatment to oil fran the Venezuelan petroleum belt. As
Venezuela’s natural marke t hc~~ver , a preferentia l agreatent
may not be necessary.
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Consideration should also go to two additiona l questions :
(1) I~~ does the Venezuelan ~~nnitrent to OPEC solidarity
affect the possibility for such a U.S.-Venezuelan relation-

S ship?; (2) given that the U.S. is a natural market for
Venezuelan oil arid the fact that U.S. withdrawal from the
Middle East oil market is as beneficial to the Europeans
and Japanese as it is to the U.S., might not U.S. allies be
encouraged to assist in the developrent of Orinocco making
the initiative sore acceptable politically?

3. Mexico

S The Mexican government nationalized the operations of
the private international oil companies in 1938. In spite

S of the fact that the event is r~~ alnost 40 years old , it
is still viewed with nationalist pride as marking the
real beginning of Mexican independence . In addition , the
Mexican government established a state oil cx~tpany , PF~V1EX,
which by na~i has accumulated considerable experience and
skill.

The possthility that offshore ?~ xico nay hold large
oil reserves and that the I~~forTna field might represent a
major oil field discovery and the consequent possibility

S that Mexico will becxre a sore significant oil exporter
makes a definition of U.S.-Mexican relations ineortarit .

PE~4EX rr~’ be capable of developing Refornia alone , in
which case pre~~rential access to the U.S. marKet might
be agreed but here too the issue of preferential treatnent

S must be weighed in light of the fact that the U .S. may be
S a natUX &1. market for Mexican oil. Of course, nothinq really

S prohibits the Mexicans (or the Venezuelans for that matter)
from incurring the transportation cost of shipping Mexican

_  S
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S oil to Europe and the issue of preferential treatment nust
be carefully evaluated.

Should the Mexicans reject assistance in oil developrent
-

s 
there are a whole host of additional Mexican interests

S which could be addressed in a special relationship - trade ,
investment, labor issues , etc . A special relationship of
this sort trust necessarily cover are as other than energy
raw materials and the cost to the U.S. may therefore be
higher than a straight oil arrang~Tent. Making such a
relationship politically acceptable to Mexico may prove
even sore difficult than in Venezuela which is not to suggest
that an effort in this direction , requiring sore skill than
the U.S. government has previously evidenced in its dealings
with UJCs, should not be forth-cxining.

Also we enphas ize that as far as the U.S. is concerned
the choice is not an either-or one, i.e., selecting Venezuela
for a special relationship does not preclude a similar
relationship with Mexico. In fact , if a special relationship

S materializes vis—a-vis Venezuela (or Mexico) the other
S country may be sore willing to negotiate a similar arrang~ rent.

If both countr ies partici pate , the special relationships
might be sore politically acceptable.

4 . Canada S

The U.S. has long had a de facto special relation-
• ship with Canada in the energy area. At the sane tist~ that

Venezuela was requesting a special relationship with the
U.S., the Canadians received special consideration in U.S.

S energy policies. The relationship evolved fran the close
S interireshing of the economies of the two countries arid

tl~ special s~ cuation of Canada often required special
Canadian exenption fran U.S. laws. It is understat~ rent to

- ~~~~~~~~~~~~ -- - - -~~~~- - ~~~~~~~~~~~~~~~~~~~~~~~ —~~~~~~— -S- -S~~S S S S
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rote that , while recognizing the benefits of the U.S. tie,
the Canadians were hardly pleased with their dependence
on the U.S. Particularly in the area of natural resources -

including oil - the control of these resources by foreigners
(largely the U.S.) is an irritant in Canadian/American
relations.

In the aftermath of the 1973 enbargo, the Canadians
took the oç~ortunity to claim Canadian oil for Canadians.
The oil export tax was raised arid exports to the U.S. are
to be progressively reduced as the Canadian logistics system
is extended to allew greater inter -provincial flews of oil.

The U.S. and Canada might develop joint projects of
interest to both countries - including exploration and develop~ent
in the Canadian Arctic , U.S.  assistanc e in developing Canada ’s
extensive tar sands deposits , arid perhaps sare greater degree
of cooperation in the nuclear energy area. ~~ nay seek with

S 
Canada joint efforts in gas transmission; we have agreed
upon the tents of a general pipeline treaty. !‘treover, the
Canadian government new accepts the certainty of its becxxning
an energy inporter as its current sources of oil become depleted.
As the full isport of this assessment sinks in, we expect fresh
efforts by Canadian private arid pthlic companies (Pm~ JC.AN) to
explore on a wide scale. The U.S. - privately and publicly -

S may find f resh opportunities to assist.

5. Conclusion

S All these areas provide opportunities and chal lenges
S to U.S. policy. The op~ortunity is available to subaantially

shorten U.S. oil supply lines and to reverse the trend
S of increasing U .S. dependence on Persian Gul f oil. The challenge

resides in identifying areas of fundamental cxxtrron interest p
on which to build durable and mutually rewarding relations .

_ _  S S
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F. Saudi Arabia

We have returned repeatedly to the pivotal role of
Saudi Arabia and the continuing need to adjust U.S. - Saudi

S 
relations in light of Saudi Arabia’s increasing inportance
as the major oil producer with spare capacity in a tight
oil c~~nand/supply situation , Saudi influence in OPT, arid
the essential inçortance of Saudi oil supplies to U.S.
allies.

Decisions taken by the Saudi regime as to production
levels and pri ce will be of exceptional ij~~ortanoe. A
recent study (Walter J . Levy,S.A. of Lox~~ n) has received
widespread notice for it en~~asizes the necessity of an
early Saudi choice, bet~~en one of three alternatives, as
world demand rises to meet presently available supply , the
limit rx~’i placed by Saudis on its production (8.5 ~+~/D)
is saie 3 r44B/D belew present capacity. The margin is the
crucial factor; according to the study, the practical ,
available Saudi capacity surplus may be 1.5 r+IB/D.

The three alternatives discussed in the Levy Lor~kn
report are to 1) maintain the prod uction limit against
the increasing den~and; 2) lift the limit. and, 3) lift the
limit and raise prices . Exercise of any one of these alter-
natives would be a signal denonstration of Saudi oil p~~er.

S There is a fourth alternative which may be equally
attractive at least. The fourth alternative is to lewer 

S

production on the grounds that Saudi oil revenue is wildly
S excessive to its needs , that there has been no progress

on its insistence that excess revenue invested aborad is
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protected against loss in the value of the ~~llar (or other
currencies) and that there is no durable, reasonable rate
of return for Saudi Arabia’s diminishing resource.

Such a decision , which would argue is as likely as any of
the others, would have several imtediate effects on the revenue
earned by all OPEC states as a price increase would be inevitable

S (it would also, of course, bring an increase to Saudi Arabia but
the effect on all other OPEC states would be great and could,
indeed, be one of the reasons in support of such a Saudi nove) .
The other effect would be crninous in that a lewering of the
production level would bring producers and consumers closer
to the crunch - where demand burrps sooner against supply arid
the pressures to get oil would build with danger of “miscalculations .”

Against these possibilities, it is extraordinary that
neither the United States (nor anyone else) is thought to be
k~~~ledgeable enough about the Saudi elite to have a nore
convincing apprecia tion of the probable directions of its
oil policy . Fbr all of the U.S. vaunted “special relation-
ship, ” others are uneasy over the signals one Saudi or another
flies which suggest that the U.S. has either misled itself into
thinking that it krx~ s the Saudi directions, or the Saudis nay
have misled the U. S. Perhaps it is a case of both . Perhaps there
is no unity anongst the Saudi elites on these positions or
that the intricacies of the Sai.idi role in world oil are only
new being understood by influential cliques within the Ryal
Family. The blunt fact is that we do rot seem to kim,
which makes j udgments as to the directions and durability of
the regime nore like guesswork.

This is the place , then , in this Report to be reminded
of the principa l observations usually made of the Saudi government:

_ _ _ _ _  _

~

--



-

P. 71

1) The I~ yal Family is closely linked and there is little

prospect of a serious division of interest which would be an

opportunitY for a coup;

2) even if there were a coup , the Saudi interest in oil

revenue would x~~e1 thent to maintain the flew (and it would

be a good idea ijm~diately to assure the U • S., Europe and Japan that

this is to be the case) ;

3) there is no possibility the Saudis can generate ancngst

thenselves the skilled (and unskilled) labor force in sufficient

nutter to realize even a scaled-di:Y.’~n version of their developtsnt

program; iu~x,rted labor on a very substantial scale will continue

to be needed;

4) similarly with “managenent” skill ;

5) there is little prospect that the Saudis could defend

thenselves a~ainst an attack fr xn outside (Iran or, conceivably, S

Iraq) ; Saudi dependence U~ Ofl u. s. support of all kinds is

thought to be an essential ingredient in Saudi thinking;

6) Saudis prefer to deal with Americans for a variety

of reasons including their experience with ARA~!X);

7) It seens likely the Saudis will rot be able to meet

‘
I
, 

their principal develotltsnt goals in tine and that the
frustrations attendant to this anticipated failure will be S

a serious factor in internal clique aligrmentS; and ,

• 8) As long as the golden eggs are distributed generously 
S

and with a sensitive hand , the chance of disaffection or

envy “getting out of hand” is refu te.
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~~at is curious about this list is that it does rot
seem to be read as containing serious warnin~ but in toto
to be read as “assuring” of stability. Applied to another
country, the list would be regarded as alirost a prediction
of trouble : a vast country of an untold energy wealth which
is vital to the needs of great , industrial rx~~ rs; a regime
based upon an extended ,near tribal system held together
to sare degree by loyalty but even nore by its access to

S croesus-like wealth and its “fair ” distribution ; unable to
defend itself without dependence on a very major , external
pc~~ r; a country n-oving into nodeni tines at break-neck
speed with all the superficialities one would expect , dependent
to an inordinate extent on large nunters of inported laborers
and menagers ; located in a region where historic issues and
relationships seem to tend nore to divisiveness and suspicion .

These observations constit ute necessary reminders of
the weak underpinnings of a group to which the U. S.  is so
deeply ccmnitted, for whose conduct in oil matters the U.S.

S will be held to have been so very influential . This is the
situation -an extr enely difficult one - in which the U.S.  and
Saudi Arabia find thenselves , or have put thenselves. ~~ether
the relationship is durable , or subject to swift change , is ,
of course , a key question . ~4~ether the U . S . ,  anticip ating
difficulties in Saudi Arabia , in the Gulf , ar id with European
allies and Japan over its near exclusive position in this
oil giant should nodi fy its relationship has already been

S discussed (see section on U.S. allies in the Middle East) .

7, G. The Soviet Union and the People ’s Repiblic of thina

As for the Soviet Union , barring its easy access to the
capital and technology and management skills of the oil industry ,
we do r~ t anticip ate its being able to be a na~or oil exporter
to the industrial world within the foreseeable future . Instead , 

S

we think it nore likely to be the case that the USSR will be
forced to inç ort oil -- probably from the Middle East -- to meet

S its domestic n~~1s until such tine as i t is able to draw upon the
prolific fields said to be in Siberia . As such , the USSR may rot 
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S 
be a serious factor directly cx~rplicating Western and
Japa nese oil supply. As a cxmpetitor for relatively

S small ariounts of Middle East production it is rot likely
the USSR could use “oil” as a source of disturbing inflt~ nce
in the region. Under the circu~~tance8 U.S. policy will
have to careful ly reassess the desirability of providing
technical and/or financial assitance to Soviet energy
developrent .

S We have warned repeatedly , however, that this
situation , prevailing for oil , may rot hold for natural gas

S where the ptoentially leading suppliers in world trade are
likely to be the USSR and the Middle East. It is rot so
truch a case of their gas becxxning a major source of energy in
Europe or Japan as it is a danger that its selective end-use
in the industrial economies could give crucial leverage to
the suppliers.

In the case of Can~runist (nina , its energy potential
is inpossible to discuss intelligently in any detail.
one krows, aitbough sate claim to do so. Based on the
fragmentary evidence accumulated , we think it is nore likely S

than not that thina will have its hands full with the
priorities and requirements of an ecorxx~ iroving into the
petroleum age. Such oil as may be made available for
export would rot be large enough in volume to diminish S

significantly Japanese dependence upon the Middle East ,
for exanpie. ~~yal Dutch Shell ’s estimate is that thina
would be fortunate if it could export as such as 800 ,000 B/D
by 1985. In short , we have not considered thina to be in
itself an iitportant factor in energy world trade. S
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PART VII

N~EIEAR

~~ the nuclear fuels supply issue, the U.S. nuist rrove
S on several points; given ass~~ptions accepted in this Report ,

of the likelihood of a shortage of ore and of enrichment
facilities, and the probability that the present lead of U.S.

S technology will be progressively diminished , the tine within
which the U.S . can exercise nuclear “nuscie” is confined to
no sore than the next decade or two. Other countries will
rot wait for the ore shortage to exist or the closing of the
technology gap to undertake their ~ in initiatives to assure
supply; anticipatinq these developTents and recognizing the
long leadtime needed directions will be charted in nuclear
energy acx~uisition. We have seen evidence of this in many
places.

Nevertheless , the intimate relationship between nuclear
energy for war and peace ful purposes xvpe~ the U.S. to trove
with great fir mness towards the adoption of its concept of
international, regionally -located fuel enrichment and other
processing facilities . ‘the difficulties lie in three direct ions:
(1) the interest of Gerneny , Fran ce, the U.K . , Ja pan ar id the

U .S. ~~verz1Tents and industries to develop major stakes in
the provision of cxxtuercial nuclear plants ; (2) the interest
of nuclear to-be industrial and developing states who see
in their capture of the whole fuel cycle both the syirbol
of nodernity and the means to be in weaponry; and , (3) the

S potential ura nium ore exporting nat ions — such as South
Africa , Australia , Canada , Gabon , etc . -- who have every
reason rot to export the ore itself , but as fuel. For all
these varied interests, the otherwise obvious attractions
of regional processing centers begin to fail.
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The convening of the “Suppliers Club” of the leading nuclear
advanced countries has been , pres~.m~bly , to define the tenis

S 
on which nuclear energy for peaceful purposes is to be made
available to lICs (and other industrial states ) . There are

S those , of course, who ask if this is rot another OPEr -in-the-
making; arid , of the apparent attenpt of urani um ore producers
to conspire, another ccnparable undertakin g. These assertions
raise many cosplications . The one we single out is both a

S warning - and an alert for the seizing of a possible opportunity :
it seeme likely that nuclear energy will becare a topic in energy
discussions previously limited to oil ; the demand for ore will be
linked to the other. Care ful ly ar id imaginatively handled ,
there could, for sare nations , be a constructive link forged which

S 
would put energy generally, and rot specifical ly one source or
another , into a sore general world econanic setting.

Surely it should be possible to create a process whereby the
equipping of a ni.lIiDer of regional fuel centers could be allocated

S to suppliers leaving them to caipete on the reactor level . If
S it is not possible to attract ore-exporting nations to the regional

centers then it may be necessary to examine the potentialities
S for “special relationships ” between the U.S. and exporters to

assure the U.S. of adequate uranium ore. We kxx~.i that other
states are actively considering such coninitnents. f’bst recently ,
the Japanese government has undertaken an effort to explore and
deve lop Indonesian uranium supply potentials. Japan has similar

S intentions with Canadian uranium resources. The exanples will
S 

rru ltiply . I f so , nost of the observations pertinent to such
special relationships for oil are as valid for uranium (See

S 
section on special relationships ) .

p

S Finally, the creation of national banks of uranium ore ,
• nost advantaqeously after son~ degree of processing, is as

fundamental a security need as is an oil strategic reserve.
S The difficulty of each nuclear rx~ er att~ tpting such is

conparable also to the problenE raised by major oil importers
who wish to create , all at the same tine, a strategic reserve
when available supply may riot pennit it.

• — A S S S S S
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EPILOGUE - POLICY R~~~~~~~~END~~TIOi~S

With regard to reducing U . S .  vulnerability to possible
emergency situations , the U.S. should:

1. Maintain the International Energy Program as
as a synbol of the unity and o.iTTnitment of the

S industrialized countries. Continuing and necessary
efforts to strength the International Energy
Agency by defining its functions and possibilities
in sore realistic ways than has been the case
to date are essential .

2. Establish with the uthost urgen cy the Strategic
Reserve which has already received Congressional
authorization and requires na..z intensified effort .
in order to enhance the value of such a Reserve,
U.S.  allies should be encouraged to establish
their c~n Strategic Reserves . Additional work

S 
is still needed on defining and measuring adequate
Strategic Reserves .

3. Establish a watch over tankers , including particularly
the future availability of the smaller tankers
which continue to play the major role in transporting
U.S. supplies arid products tankers , which nay be
in short supply or under producing state control
as increasing quantities of oil flci~ing in world
trade will take th~ torm of products rather than
crude.

4. Establish a watch over refining capacity cuven
the possibility that U.S. excess capacity (when
Caribbean refiner ies are included) will vanish in
the rear future and U.S.  products cieii~M will have
to be net fran European n ?f 1r i~~ ~es. In addition ,
if the OPEX countries do enter ~tw~ refining phase
in a big way , the European refine r ~~~~~~ thexr~e1ves
may be “urecorcinic” .
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In addition to these “defensive” measures sore fundamental ,
long-term actions should be taken to reduce U.S. vulnerability
deriving f ran the geopolitics of energy. Actions designed to
limit the reed for irrported energy supplies and actions designed
to secure access to those supplies which are vital must be
developed.

1. Of primary importance is the reed for a catprehensive
National Energy Policy which implies the reed for
a greater goverrnient role in coordinating, oversee ing
and encouraging energy develotitents in directions
consistent with the U.S.  national interest while
reducing the prevaili ng uncertainty which discourages
private initiati ve. Given the interrelationship
between all aspects of the energy equation and the S
need for actions to occur in a timely manner , a
caiprehensive National Energy Policy is the fi rst S

priority.

2. In order to arrive at a National Energy Policy S

S changes in government organization nay be required;
the implementation of such a policy hc~~ver , is
dependent on the centralization of goverrntental
energy functions and responsibilities. We
recognize that work has been done with regard to
the changes in goverrinent organization necessary
to an effective ener gy effort ; to date this S
consideration has been limited to the study phase .
The need nc~~ is for action. We recaiirerd:

a) Creation of a t~ partment of Energy wi th in the
Executive Branch whose Secretary should be

S a statutory neither of the National Security
S Council. This hel~~ assure E~ fense participation

in “energy” ;

b) Presidential a~çxDintnent of the C~ airman of
the Council of ECXJnaThIC Advisors or the President’ s
Assistant for Ecoriinic Affairs , as the thairinan
of the Energy Resources Council;

_ _  _ _ _  L
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C) Organization of the L~gislati’ve Branch ’ s
oversight into a Joint Ccx~mittee on &~ rgy
subsuning all other j urisdictions;

S d) Reformation of the regulatory processes ;

e) Re—examining the q~~stion of energy c~~r~etence
S in governsent ; arid,

f)  A related effort , but on the part of private ,
S 

i~~n-erergy-industry interests , to sobilize
S public support for necessary energy policies.

3. In terms of the specific elements of a National
Energy Policy, we support actions which have been
identified in the past by others but which clearly
require greater timitirent and action than they
have received to date , including:

a) The intensive developrent of coal ;

b) The search for indigerx us and hemispheric
supplies of oil arid gas arid uranium ore;

C) The maximization of efforts to bring nuclear
energy into the ecorx~~y on widely-accepted tern~ ;

d) The intensification of energy research ; and ,

e) ~~~ conservation of all fuels and their highly
S selective use .

‘S
p

c 4. Possible relationships between ~~vernnent and the
internati onal oil ctw~panies must be thoroughly
explored . In sate areas , where the necessary develop-
ments are beyond the capabilities of the private
sector the role of ~~vernnent tray be essential .
The American ~~vernnent-business relationship must
be ca~pared to the relationship exi~ t inq i n  other
countries to assess the 1 .5. cir~e f - i t i v e  j~~sition.
There are other questions as wel l .  P4~rely to suqc~est
a greater ~ Dvernrrent role , says little about the role ,
capabilities and opport unities of the private sector .
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U.S. security interests extend to include the continuing
S arid inescapable dependence of J.S. allies on energy iirports .

The U.S. must be cognizant of the greater dependence and fewer
options facing the other industrialized countries which makes
them extremely sensitive to U.S. actions in areas where their
interests are so much sore heavily at stake . This situation makes
for divisiveness in the Western alliance arid calls for greater

S U.S. responsiveness to the needs of its allies .

1. We believe that the U.S. has energy options it should
S maximize and to this end we r~<x~iirend that the U.S. should :

S a) Reduce its involvement in the Persian Gul f oil market;

S b) [~ velop possible oil and energy sources closer to
S hare, particularly with regard to assessing the

potential for “special relationships” with Canada ,
r~ xico and/or Venezuela; and ,

c) Take the lead in proposing multilateral public/private
developrent of potential Arctic sources of oil.

2. The U.S. should reassess its relationship with
Saudi Arabia and , while making clear beyond any doubt

S 

that U.S. interests are heavily involved in the country,
the U.S.  should make equally clear to its allies its
intention of maintaining an “Open [r or ” policy in a

S

. 
country of such consequence to them. The Saudis,
of course , retain the real ability to establish or
break relations with any arid all nations as it judges

S to be in Saudi Arabia ’s national interest and this is
as it should be. We are speaking I ere only f ran the
U.S. perspective .

S We believe that the issue of access to oil is closely related
to developients in “North-South” relatiors in general and the new
international relationships evolving frc~n the “North-South ” dialogues .

1. it is therefore , necessary to reassess the U.S.
position in this area. It seens unlikely that the
continued conviction of the LDCs that the U.S. is
the major stunbling block in the way of a new
international econanic order is in the U.S. interest

L 

in a world where access to raw materials and energy
raw materials will be determined by n~~ relationships

S r~~ evolving .

U.S. allies nay not be opposed to the U.S. ‘s
_ _ _ _ _ _ _  — t 5  
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self-styled spoiler role (although this may be
S noderating) since it spares them the reed to make

S costly concessions to the LDC~ while it does not
preclude European and Japanese agreenents with the
LDCs from which the U.S. nay be excluded .

2. We do not propose resignation to LEX demands but
rather continued hard bargaining based on changed
circunE tances in which access to raw materials will
nevernore be determined automatically by the needs
of the industrialized world.

Finally, with regard to the Soviet Union , which probably
enjoys the nost favorable energy resource enda.~nent of any of the

S 

major pc~iers , including the U.S. ,  we propose that:

1. the United States gevernnent and private interests
refrain from extending technical and/or financial
assistance to the USSR for the developrent of Soviet
energy resources .

2. the United States should nonitor closely the trends
in Soviet gas exports to Western Europe and Japan

S and the export of Middle East gas to these sane areas
through the Soviet pipeline network . In addition ,
U.S. gas inparts probably are quite justifiably
limited . The security inplications of the dependence
of irtport3nt segments of the industrialized countries’
economies on Soviet gas or Middle East gas subject
to potential Soviet control are obvious .
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