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ABSTRACT

GIL AS A STRATECIC WEAPON, by Captain James L. McAuliffe, USAR, 63 pages.

In October 1573, the Organizacion of Arab Petroleum Exporting Countries
(CLPEC) curtailed c¢il production and embargoed oil shipments tc those
countries they perceived as sympathetic to Israei--the United States,
Western Europe and Japan. In order to regair the needed oil, the CAPEC
demanded a cessation of aid and suppori to Israel and a more active
packing of the Arab cause. By the time the political crisis had subsided,
che majority of the industrialized countries had not only censured Israel,
out were actively courting the Arab countries to insure security of their
future oil supplies.

Tris was not the first time 0il producers nad attempted to use oil as a
politcical or strategic weapon. Since the end of World War 11, there have
been at least three previous, a_beit unsuccessful, efforts to influence
other countries or multi-naticnal companie:; using either the threat or
the actual withholding of oil. This thesis examines the oil crises
situations of Iran in 1951, the Suez Canal in 1956, and the embargo of
1667, in addition to the more recent oil crisis of 1973.

The primary differences discoverad between the 1973 situation and previous
crises were: 1. In 1973, the Arab producers were able to act in concert
to reduce oil production and to embarge. !. They had a recognizable

and mutually agreed upon objective. 3. Tne OAPEC had achieved a positian
of economic strength by 1973 and could afford to reduce their income from
oil without darage to their economies. 4. The other oil producers not
participating ia thne 1973 curtailment and cmbargo could not make up the
oil shortfalls caused by the OAPEC as' had osccurred in past oil crises.

One of the major poiats to come out of this study was that there were ctwo
separate events occurring concurrently during the fall of 1973 and the
spring of 1974. The first was discussed zbove--the political actioms by
the meubers of the OAPEC. The second was cconomic--the great increase

in the price of oil by the Organization of Petroleum Exporting Countries
(OPEC). The OPEC had been trying since 1¢50 to increase the price of oil
with only moderate success, until 1973. The OPEC representatives were
negotiating a price increase with the majcr oil companies in Vienna
without much success when the fourth Arab-Israeli war broke out in October
1973. Shortly after the OAPEC announced the curtailments and embargo, the
OPEC announced a doubling of the posted price per barrel of oil and by

the time the political crisis had ended, the price of oil on the world
market was four times the Sepcember 1973 price.

The study concludes that oil as a strategic weapon is effective Iin coercing
other couantries to do one's will., It will continue to be effective so

long as the industrialized nations depend on oil imported from irreplacable
sources like the OAPEC mempers.
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Lackgrouad

In October 1973, the Avab o0il producing countries stunned the
wordld, fozeially by curtailing their oil production, quickly followeé by
price increases, aad then by withholaing petroleum from those countries
wio el lner supported the State of Isrvael or did not support the Arabs in

3

tneir war against Israel.
lils emhargo was largely aimed at the United States, Western

rey, aad Japan, the west industrialized countries in the world, also

che largest const pecroleum, These countries had been used
L ol the petroleum taey needed at relatively low
prices (1970 prices were about $2 per barrzl of crude) and now were faced

& of o1l from the Arab oil producing countries.

divionally. vaea the embarge was lifted, the price by January 1974 had

risen to a prev 131y unheard of level, beween $11.50 and $16 per
rel of crude The cowmbined effect of che reduced production, price

creases, and the five month embargo was unsettling to the economies of
he industrialized couatries. Ian the Unitaed States, for example, '"the
go affected 14 per cent of the U.S. patroleum counsumption. Its
concaic impact was a §10-20 billion drop .n the GNP (Gross National
3
roduct). 500,300 eddicional people were unemployed at its peak."
The 1973 embargo was not the first time the oil producers, singly or

T

ceively, ccecempted ©o withhold Middle East oil from the world
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market in an atcempt to briag pressure oua consuming countries. The first

Soow
attempt, after Worid War II, was an indairect effort by Iran after she

nationalized the Anglo-Iranian Cil Company (AIOC). Iranian oil was not

traded on the world market for about thirt’ months in an attempt to force

recognition of :he National Iramian 0il Co wpany. This failed. Another

[

v was made in 19506 by Egypt's closing of the Suez Canal and the destruc-

tion of cil pipelines in Syrdia. This time.the actions were 2 more or less

spontaneous atteopt to force lerazl back to the 1948 borders and punish

rance and Grea: Britain for their attemptad intervention. This also

T

)

The poycott of 1967 was the first concerted effort by the Arab

failed.

¢ili producers ¢ollectively to pressure couatries perceived as sympathetic

co the State ol Israel. Although the boyestt officially lasted about

three montlisa; tae de ract

Urganlzation

ivie these three crises in more detail.

In Chapter Two, 1

The 1973 ewbar <« 1o surveyed In much greatar depth in Chapter Three because

of its apparcnt success in pressuring the vestern world. Chapter Four

will largely consist of attempting to draw conclusions from all four of the

oil crises.

Hypotheses

The withholding of cil is an effective weapon in forcing other

nativns to do une's wili. 1t was not an ¢ffective weapon in the 1950s and
S WA o ; k . . B " Aot e £ At
60s., It wao effecctively employed in tte 1970s. The withholding of oil

will contiaue o be effective ia the fovereeable future, provided the

producing coun ries act in concert aud wa atain sufficient capital
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Teserves under their control.

Methodology

: THIS PAGE IS BEST QUALTTY PRACTICABLE
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The approach I chose to use in this study was to survey literature

s of information, particularly in

9
on cil, embargcas and boycotts, oil crises and international politics,
western foreign policy ia the Middie East, pertinent study projects under-

t taken at the various wmilitary Institutes; i.e., the U.S. Army War College's
fastitute for Strategic Studies, Air War University, and the Army's
Command and Gereral Staff College. A review of the bibliographies of
chis literature revealed many other source
the pericdical: current during those crises studied. I referred to the

ew York Times fiequeatly throughout the research phase for the 1951, 1956,

and 1967 perdocs vo verifv names, dates, znd events bearing on the crisis

as well as for quotes ¢o substantiate infermation. I found that I did

—

a0t have access ¢o certain reports and tescimony that some of the authors
had had during and ilumediately afcer the e¢vents studied; however, in those

cases the even s and actions reported were merely additional substantia-

tion and did not seem to difier from the reports in other sources that I

i order to test the effectiveness

the policies ol certain leading, western,

they pertained to the State of Israel and

and subsequent to the terwinatioa in the

By 1dentifying any major policy changes b

3 - - - - . ~ o
or daplied reasons for such chaage or any
- o E,

J

of the 1973 embargo, I surveyed
industrialized nations as

the Arab countries prior to, during,

cpring of 1974 of the embargo.

those countries, and the stated

such policy change as perceived

by the Arab states, I wmay be able to show at least the peripheral

dmdtbici




A
effectiveness of the o0il weapon. By examining the amount of oil imported
by the United States prior to October 1973 and then subsequent incresse
or decrease in import quantities, I cen make a reasonable determination
concerning the vulnmerability of the United States to a renewal of the oil
embargo. In acdition, by reviewing the United States government's pro-
jections of the United States becoming self-sufficient in petroleum, I
can then estim:te the general time when tte oil embargo ceases to be
effective, at least as far as the United States is concerned. The ques-

tion of Western Europe and Japan will be covered in a later chapter.




CHAPTER 2

e S

THREE CRISES

. The Iranian 01l Dispute - 1951
In 1949, the Iranian government ani the Anglo-Iranian Oil Company

1 (AIOC) of whick the government of the Unit:é Kingdom was the majority

stockholder, began negotiations to modify che 1933 oil agreement which
was the basis for Iran's oil industry.l Modifications of this agreement
were necessary to correct some of the ixbalances perceived by the Iranian
government due to the change in the world jolitical and economic situa-
tion after World War II. The major proposad changes were: increased
royalties, increased taxes paid by AIOC tc Iran, a guaranteed payment of
&4 million in dividends, and additional mcaies to be used at governmental
discretion in the amount of €45 million.?
[ The plién was for the Iranian goverament to submit the new agree-
! ment to the Mh;lia3 for ratification, but before it was submitted, the
national elections resulted in a new Majlis and the proposed agreement
was expected tc meet with considerable opgosition from the nationalistic
members. Therefore, in January 1950, the government suggested the proposed
new agreement te examined by a committee prior to being considered by the
Majlis. Docto: Muhammed Mossadegh was appointed chairman of the o0il
committee. After studying the agreement for most of the year, the committee

reported to the Majlis ia December that tle agreement did not safeguard

the interests «f Iran and, at the end of the year,the Iranian government

1ﬁIS?AGEISBESIQUALITYPFACIICABLE
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6
withdrew from the agreement. The Majlis charged the oil committee with
the responsibility of recommending a coursz of action in regard to the
AIOC oil situation.

While tne oill committee was develo.ing its strategy the AIOC offered
the Iranian government a compact similar to that which Saudi Arabia had
just received from the Arabian American Oi’. Company (ARAMCO) -- which
called for a 50~50 sharing of the profits, and an immediate cash payment
to Iran to help in her current financial d.:.fficulties.4 However, the
offer was considered by the government as heing too little too late, for
in February 1951, Dr. Mossadegh proposed tu the committee that it recom-
ment to the Majlis that Iran nationalize her oil industry. The committee
then queried Premier Razmara if such a solurion were feasible. On 3
March, the Premler told the committee that if Iran nationalized the oil
industry, she stood to lose "heavily in foreign exchange income and

5 Four days later, he wis assassinated by a religious

foreign prestiga."
extremist of the Fadayan Islam (those who sacrifice themselves for Islam).
The following day, 8-March, the nationalizition resolution was approved
by the oil committee and referred to the Mijlis. Within two weeks, both
the Majlis and the Senate had approved the bill of nationalization, which
read: "For the happiness and prosperity cof the Iranian nation and for
the purpose of securing world peace, it is hereby resolved that the oil
industry throughout all parts of the countrsy, without exception, be
nationalized, that is to say, all operatioas of exploration, extraction
and exploitation shall be carried out by thae Government . "®

The Br.tish government reacted by sending a formal note to the

Iranian government protesting any attempt at nationalization. It reminded

THIS PAGE IS BEST QUALITY PRACTICABLE
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the Iranians that ""the ATOC had a firm agrecement with the government

of Iran (1933) valid until 1993, and any unilateral termination of such
an agreement was illegal per se."7 The Br.tish note went on to cite four
specific reasons against expropriation or uationalization of AIOC and its
property: "(1) Iran did not have enough mnoney to compensate the British
company for expropriating its assets, (2) Tran did not have enough money
to run the operations, (3) Iran did not have enough trained personnel to
work in the operations, and, (4) Iran did not have the world-wide sales
organizations and tanker fleets needed for the distribution of oil and
oil products."5

The Shah of Iran appointed two suc:eeding men as Prime Minister in
March 1951 before submitting to pressure from the Majlis to appoint
Dr. Mossadegh. Soon afte- Mossadegh took office, he began the process of
nationalization mandated by the Parliament. The British retaliated by
severing diplomatic ties with Iran and requesting in June 1951, a hearing
on the issue by the International Court of Justice. Prime Minister
Mossadegh took the Iranian case to the Security Council of the United
Nations in Octooer 1951. The Security Cou.ucil ruled that it would post-
pone the hearing until after the Internmational Court had rendered an
opinion.

Meanwhil.e, the AIOC employees were peing pressured by the oil com-
mittee to remain on the job and continue wirking for the newly-formed
Iranian National Oil Company. At the same time, the AIOC itself was trying
to convince thea to resign en masse to pro:est the nationalization. The
Premier wrote to United States President Truman that "any stoppage in the

filow of 0il would be as a result of the Coaipany's (AIOC) tacctics, and he

THIS PAGE IS BEST QUALITY PRACTICABLE
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warned: 'In such an eventuality responsibility for the grave and undesirablc
consequences which might follow will naturally lie upon the shoulders of
the former oil company authorities.'"?
The AICC informed the Iranian government in July 1951 that since it
(the government) refused to accept modified endorsements from the captains of
the tanker ships for receipt of the oil, tne company was withdrawing the
ships, shutting down the refinery at Abadan (the largest oil refinery in
the world) and evacuatiﬁg its personnel. The conclusion would be loss of
revenue to Irar and widespread unemploymern: resulting "solely from the
present attitude of the Iranian govermnent."10
At the time of nationalization, the Iranian oilfields produced
about 700,000 barrels a day which was about seven per cent of the Free
World's petroleum output.ll It constituted more than one-third of the
Middle East production and more than twenty-five percent of the refined

: 12
products outside of the Western Hemisphere.””

After withdrawal of the
foreign personnel of the AIOC, the crude production fell to less than

four per cent ¢i the previous year's level, or about 30,000 barrels a day,
and production at the refinery dropped to about five per cent of the output
of 1950.13 This decrease in Iranian produ:tion did not have as adverse

an impact on werld-oil levels as had been previously thought maialy
because Middle East production outside Ir:a rose steadily by about forty-
three per cent in 1951 and by more than f:fty per cent by 1953.14  The
United States, in addition to increasing tne output of refined products
(forty-seven per cent of the loss), authorized in June 1951, eighteen U.S.
-1l companies to "pool their rescurces to aid friendly foreign nations who
may be cut off from Iranian 0il."l® Thesc measures, coupled with the
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expanded refining capacity in Western Europe, served to eliminate any
long cterm hardsnip caused by the Iranian o:1 crisis. In fact, Shoshana

Klebanoff reports in his book, Middle East 0il and U.S. Foreign 2olicy,

"The effect [suiplementing the oil shortag:s to Europe] was so successfully
carried out that imports of refined producis (in Europe) were actually

reduced and exports :anreased.“16

In 1953, after a coup d'etat against the government of Prime
Minister Mossadegh, the new regime reopened negotiations on the problems
with the AIOC, chiefly that of agreeing on compensation due the AIOC resulting
from the nation.lization of the company anu expropriation of its assets
by the National Iranian 0il Company. Iran, not having sold petroleum on
the world market for over two years, had little capital. The negotiations
were £inally resolved by the formation of an international consortium of
all the major o:il companies operating in t..e Persian Gulf area to replace
the AIOC as Iran's producer. Each of the rarticipants paid fixed amounts
for their respective shares, totalling about $500 million, the figure
AIOC had claimed as compensation.17 Althoi gh the dispute had ended and
both Iran and Great Britain resumed diplomctic relations, it was not
until 30 October 1954 that Iranian oil was again flowing.18
Even though many countries: were in.onvenienced by the dispute and
resulting oll stoppage, Iran suffered grea.ly. Deputy Premier Hessamodine
Dowlatabadi reported in late September 195 that the dispute had, in a
little over thirty months, already cost Iran at least $200 million in oil

revenues and left AIOC in debt of almost $29 miliion (increasing at $1.25

million monthly). He furcher stated that 530-40 million in spare parts
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and at least 600 technicians would be required to restore the Abadan oil

= - ; 39
refinery to full operational capacity.

The Suez Crisis =~ 1956

The Suez Canal links the Mediterrzaean Sea with the Red Sea and
the oil-rich regions of the Persian Gulf. It was built by the Suez
Canal Company, a private enterprise backed with capital investments from
France, Egypt and other European sources. Construction was begun in 1859
anc¢ completed in 1869. The Egyptians held forty-four per cent of the stock,
Ferdinand de Lesseps, founder of the Canal Company, held ten per cent, and
the rest was in the hands of the other bac«ers. In 1875, the British govern-
ment purchased Egypt's shares, and in 1882, occupied Egypt and took control
of the Camal which Britain retained in one form or another until after
World War 11.2U In October 1954, aiter several years of negotiation,

Great Britain finally agreed to remove all British troops from Egypt
within twenty months.

The crisis began on 26 July 1956 wien President Nasser nationalized
the Canal in retaliation for the withdrawéi by the United States, Great
Britein, and Werld Bank of their promises of financial support to Egypt's
proposed Aswan Dam project.21 (The Soviet Union also withdrew its offer
at about the same time, although she later provided assistance.) He
promised complete compensation to all of tie former owners if all assets
of the Suez Canal Company were surrenderec to Egypt. France and Great

Britain responced by not only freezing the Canal Company's assets, but

those of Egypt as well.




1}

The issue was brought to the Unite. Nations for resolution and ''Nasser
warned that any intervention would bring avout the closing of the Candl.“22
Closure of the Canal was the action that had concerned the Western European
countries s&ince nationalization took place. Europe, particularly Creat
Britain and France, depended heavily oncoi. from the Middle East producers
which passed thwough the Canal, as well as for free access for their ships
of commerce. Egypt had already violated the Constantinople Convention of
1888, which guarantees free and open passage to all vessels, commercial or
warship, in peace or war, regardless of nationality, by denying passage
to ships flying the Israeli flag or travel ng to or from the State of
Israe1.25 Negotiations concerning compens-tion to the former owners, the
safeguarding of international interests in the Canal, and the composition
of the Canal's board oi managers, had fail:d in late summer and discussions
in the United Nations Security Council wer« of no avail.za The issues
were deadlocked.

On 29 O:tober, Israel broke the po.itical impasse by invading the
Sinai Peninsula for the stated purpose of :liminating 'the Egyptian

. - . 2 . 2
fedayeen (commendo squads) based in the Sinai Peninsula." 3

Twenty-four
hours after the Israeli paratroopers landei in the Mitla Pass, about
thirty miles from the Suez Canal, the British and French issued a joint
uitimacam instructing both Israel and Egyp: to cease fire and "to with-
draw ten miles from the east and west banks, respectively, of the Suez
Canal and allow British and French troops to establish themselves along
its lengch.”26 Israel complied, although its forces had not yet reached
the bank. Egypt rejected the Anglo-French order. About twelve hours

after the termination of the ultimatum, French and British aircraft began

o

y
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bombing airfields in Egypt's Delta and in the Canal Zone. President
Nasser, in retaliation, "ordered the blocking of the canal: this was
achieved by sinking 47 ships filled with concrete."27

On 3 November, the Syrians blew up the Iraqi and Saudi Arabian
pumping station of the pipeline passing through Syria in reprisal for the
actack on Egypt by Israel, Great Britain, and France. French and British
troops began arriving in Egypt on 5 November, but United Nations inter-
vention as well as strong protests from beth the United States and the
Soviet Union forced Britain and France to start planning the withdrawal

of their forces.

What did the closure of the Suez Canal and the destruction of the
pipeiines in Syria mean to the United States and to Western Europe's oil
supply?

In 1956, the United States imported very little petroleum from the
Midale East countries. Not only was the Uaited States virtually self-
sufficient in oil, it had a reserve produc:ion capacity estimated at about
2.2 miliion barrels per day.28 Thus, the Suez Crisis would not directly
affect the United States. However, the U.S. government postulated that
the security oi the Western World depended on minimizing the reduction
in the amount of oil shipped to Western Europe. "In the United States,
shortly after the Nasser action nationalizing the Canal, the Foreign
Petroleum Supply Committee [Office of Defeise Mobilization, Department
of the Interior] was requested by the Secretary of the Interior to prepare
a plan of actioca for supplying Western Europe in the event of 'the loss
or impairment of the Middle East pipelines, the stoppage of the Suez Canal,
v w29 g

or both'. a August 10, the committee approved a plan which established
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the Middle East Emergency Committee (MEEC) composed of government officials
and representatives 65 fifceen U.S. o0il companies engaged in foreign
petroieum operations.30 The purpose of the MEEC was to execute the
Foreign Petroleum Supply Committee's plan cf action; initially, by
gathering data concerning petroleum reserves and available transporters,
and subsequently in conjunction with Europ~'s Petroleum Industry Emergency
Group, by '"‘preparing schedules of actions 2o be taken to prevent shortages
resulting from disturbances in the Middle iast."al

Two-thirds of the petroleum needed by Europe normally passed through
the Suez Canal and the Middle East pipelin s. This amounted to about 2.2
million barrels per day and of that, 1.5 m.llion barrels went through the
Canal and about 700,000 went through the p;pelines.32 The realities of the
situation called for insuring supplies to _urope to meet their entire
daily requirement of 3.25 million barrels -- the Middle East's portion in
addition to the normal flow from other areis, notably, the Western Hemis-
phere. With th2 closure of the Canal, the oil tankers had to travel to
European ports around Africa by way of the Cape of Good Hope which added about
aixty per cent to the shipping costs. 33 Addicionally, with barely enough
tanker capacity to meet pre-Suez closure demands, the added 7,000 mile
journey (round trip) and the extra two weeks involved seriously taxed the
ability to supply Europe's daily needs wita Middle East petroleum.34

After the first month of the Suez closure, the amount of oil
arriving in Europe was about forty-six per cent of that normally coming
through the Canal. Most of the oil from the Middle East enroute to

the castern United States was rerouted to European ports to help with. the
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shortfall. Production in the Western Hemisphere was increased by
seven to ten per cent; first, to make up for incternal consumption that
amount of oil from the Middle East diverted to Europe, and secondly, to
add both crude oil and refined products to meet Europe's needs.36 The
average shipment from the United States was about 475,000 barrels a day
throughout the crisis.37

In January 1957, Egypt's Suez Canal Authority began to clear the
Canal of the sunken vessels as a prelude to reopening the Canal. It
finally required loans from ten countries, amounting to about $85 million
and about four months to effectively clear the Canal for traffic. Omn
8 April, normal operations were resumed, albeit with a three per cent
surcharge on the toll to help repay the loans.38 By April 1958, the
negotiations bcoween Egypt and the former stockholders in the Suez Canal
Company were finally settled and compensation was made for the losses
sustained in nationalizing the Suez Canal.ﬁ"j

Syria allowed representatives of tune pipeline company to begin
repairs of the damaged pumping station in darch 1957. The estimated
reconstruction time was ten months to a year to be fully operational, with
less than capacity being transported in the interim. However, expanded
pipeline construction previously under consideration by the Iraq Petroleum
Company was rerouted due to the political situation in Syria.ao

The overall effects of the Suez bluckage on Europe were less than
originally feared due to the rapid shift to alternative sources of
petroleum, the relatively mild winter of 1956-57, and European conserva-

tion measures. ''Total shipments of crude oil and petroleum products to

Europe fell by only eight per cent over the entire five month crisis
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period, November 1956 to March 1957; in November, the flow was twency per
cent below normal, and in March ir was four per cent below normal."“ The
latter figure was well within the European countries’ capacity to absorb
due to the elimination of non-essential exjpenditure of oil and government-
backed conservation measures.42

The effects of the Suez crisis on the Middle East countries was more
pronounced. Iraq's northern oilfields of Kirkuk were effectively cut off
from the transloading port in Lebanon, causing Iraq to lose about thirty-
seven per cent of her oil revenues in 1§656-57, amounting to over $700,000
a day. Syria aad Lebanon lost income from the same transloading problem
affecting Iraq, Syria lost about $50,000 p-r day, and Lebanon almost
$6,000 a day.43 Saudi Arabia's procduction dropped from 1.05 miilion
barrels co about 700,000 barrels a day. Jordan, by siding with the other
Arab countries, lost "her annual subsidy o: $36,000 from Great Britain."‘“

The Western World learned that in an energency it could work together
and substitute for Middle Fast sources of 2il. Therefore, the Arab oil
producers did not possess the power that wsas previously feared by the

v i i &5
Europeans.

The Crisis of 1967

After the Suez crisis, the Western Worlid realized the weakest link
in the petroleum chain was t:mnspo:".:at;‘.on."'é To overcome this problem,
many of the countries, particularly those of Westerm Europe, began to
build larger and faster oil tarkers. The standard sized tanker: (T-2) prior
to 1956 was about 16,500 deadweighti7tons with a capacity of about 100,000

"

barrels of oil, and the largest was twice the size and capacity of a T-2.




At the end of 1966, there were several 300,000 deadweight ton tankers
with capacities of about 2 milljon barrels each, on the seas. By 1974,
the largest tanker afloat had a capacity of almost 3.5 million barrels.48
This trend toward larger carrier capacity was largely one of
economics. The larger ships required about the same number of crew
members, were generally faster, and used less fuel per barrel in tramsit

and resulted in less cost per 1:>arre1.“9

If the 1956 crisis was largely
a traunsport crisis, the next crisis was noc going to be. "There were
62.7 million deadweight tons of tankers in service last year [1966] as
against 28.6 miilion in 1956..."50
On 4 and 5 June 1967, eleven of thc Aradb oil counttie951 wet. in
Daghdad to discuss the withholding of o0il “for any country backing ag-
gression againsc an Arab state."9? The participants, on 5 June, "...
unanimously decided to 'suspend the flow of Arab oil, to prevent it from
reaching directly or indirectly, any state which committed or supported an
aggression against the sovereignty, territcry, or territorial waters of
any Arab state' "3
Israel _aunched a preemptive attacl. on Egyptian forces moving to
the EZgyptian/Israell border on 5 June 1967, and for the third time in
cwenty years, tie Middle East was the site of another Arab-Israeli conflict.
At about 6:30 the morning of 6 June. Radio Cairo relayed a state-
ment from the UaR High Command which said ''the US and Britain are taking
part in the Israeli aggression insofar as .ir operations are concerned.
It has been fully proved that some British and U.S. aircraft carriers

; : o - 54
are carrying out wide scale activities in helping Israel." The report

went on to list some alleged acts by the British and United States
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aircraft and later in the morning, the UAR had informed the other Arab
countries of the 'military intervention'. At 11:00 a.m., the UAR High
Command announced the closing af the Suez Canal because of the interven-
tion of the United States and British governments. The Arab o¢il producers
of the Middle East responded to the alleged intervention by ceasing
production, refusing to load ships, and shutting down pipelines. Algeria
froze the assets of American and British companies. Saudi Arabia an-
nounced that exports to supporters of Israel would be cut off, without

gpecifying which countries would be depriwved; but later, after riots
against Arabian American 0il Company (ARAMCO) employees, Saudi Arabia
announced the cessation of all exports.

By 13 June, Saudi Arabia allowed ARAMCO to resume operations but
catracred pledges from the oil purchasers, tanker captains, and ARAMCO
iteelf, that Saudi oil not reach the boycotted countries, specifically,
the United States and Great Britain. Kuwa't resumed production operations
the next day, also continuing to boycott tankers bound for United States
or British ports. On 15 June, Iraq resumed pumping oil but maintained the

Anglo-American boycott. On 5 July, ''When Libya resumed oil production,

she justified her decision by arguing that her ban on oil exports to

Wegtern Europe 'has had no effect at all, since Western Europe has been
w 3 y . 3 5 . 1S5
able to meet its oil requirements from other Arab countries'.”

In the United States on 13 June, a week after the opening of
hostilities in the Sinai, the Middle East Emergency Committee (MEEC) met
discuss a plan of action similar to the plan put into effect during
the Suez crisis in 1956, But by 16 August, the world oil situation was

ronounced balanced. Assistant Secretary of the Interior J, Cordell Moore
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said that since the Free Warld supply of oil was equal to the demand,
there would be no reason for the United States to make emergency oil
shipments to Western Eurape.56

At the Khartoum Summit Conference of 1 September, the Arab Foreign
Mingsters decided officially to terminate the oil boycott of the West in
spite of opposition from Iraq, who wanted to extend the boycott for three
more months, then cut back on production. The summit conferees came to
the conclusion that Arab oil had more effective power as a positive force
for the Arabs, that is, a resource to be used in strengthening their

economies, rather than to damage them by withholding o11.57

Why did the attempted boycott not succeed? Fuad Itayim, in
writing for the International Institute for Strategic Studies, discusses
several reasons for the failure. Among the reasons he cites are: the
lack of sufficient capital reserves on the part of the Arab states to
weather the embargo; economic and ideological differences between the various
Arab states precluded them from working together as a coalition; one of
the chief targets of the boycott was virtually self-sufficient in terms
of the Western Hemispheric oil; the o0il companies made up the shortfall
of oil to the embargoed countries; the lack of a common interpretation
of the coverage of the boycott; and, lastly, with no quota ceilings
imposed on production, no actual shortage was created.58 In fact, ac~
cording to a report in Newsweek magazine, 26 June 1967, production in
Algeria and Iran during the abortive boycott amounted to nearly 8.6
million barrels a day, supplying about seventy~five per cent of the normal

12 million barrels produced daily prior to the boycott. This amount of
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oil together with the two months of stocks on hand in Europe made up the
difference and "the crisis stage remained far in the distance."59

Although the Iranian o0il crisis of 1951-3 was not solely a problem
of the producer country withholding oil from the world market (some of the
0il companies apparently refused to trade in Iranian oil under threat
by the AIOC of law suits stemming from the legal question of ownership),

I included it for several reasons: first, it serves to illustrate that
although Iran then supplied about 7 per cent of the Free World's crude

0il and a large portion of the refined products, the amount of Iran's
supplies to the world petroleum market were substitutable--by this, I

mean that the other producers were able to build up production and refining
to cover the shortfall. Second, and most notably, Iran was included
because it was the first country to nationalize its o0il industry and

form its own company, the National Iranian 0il Company (NIOC). As Edith
Penrose said, the NIOC was 'thervery first of the national oil companies

in the major crude-pil exporting countries, and anticipating by nearly

n60 Further, the NIOC

10 years any other such company in the Middle East.
provided a model for other oil exporting countries and led the way in
negotiating new oil agreements with the muitinational oil companies.
Again, in the words of Ms. Penrose, "... Iran's lead has had an important
influence on the evélution of policies elcewhere in the Middle East, and

in a variety of ways has set the pace of development."61




CHAPTER 3

OIL EMBARGO 1973

Prologue

... Natiomal interest in energy issues is not of recent vintage.
For at least the last 75 years, four basic objectives have vied for
priority in the formulation of [United States] energy policy."1 The four
are. a. acquisition of sufficient energy supplies to fuel the economy;
b. insurance of the uninterrupted flow of these supplies; c. equitable
digtribution of energy costs and benefits tetween producers and consumers;
and d. reduction of the detrimental environmental impact of the production,
transportation, and use of these supplies.

Prior tc 1950, the United States exported oil to Western Europe.
During the 1950s, low cost oil from the Middle East forced most of the
hizher priced United States oil out of the European market. In addition,
the United States also imported small quantities of oil, although mostly
from Canddian and Carribbean sources which were closer and therefore,
relatively more secure than the Middle East oilfields. In order to
protect the domestic 0il industry as well &s trying to keep the United
States dependence on imported oil to a minimum, the governmenc adopted
the Trade Agreements Act of 1958, which instituted a mandatory system of
import quotas for oil.

The production of domestic oil in the United States reached a peak

in 1970 of 9.6 million barrels per day and began to steadily decline.

(Ia 1975, crude oil production sank to 8.2 million barrels per day.)3
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At the same time, however, internal American demand for oil and oil
products continued to increase at about seven per cent per year.‘ The
solution to the reduced production and increasing demand problem was to
import oil to make wp the difference, which is what the United States did.
"Until 1968, the United States produced 80 percent of its own [0il] com-
sumption; thereafter, world consumption began to increase... Additional
orld demand was ceeated by declining United States production, ... and
internal American demand, wnich continued to grow at about seven per

cent per y&ar.“s Between 1970 and 1973, United States consumption of
foreign oil increased at an annual rate of 30 percent, from 3.4 million

6 This increased demand

barrels a day to 6.2 million barrels per day.
for external oil by the United States served to strengthen the oil

procucing countries' position vis-a-vis the international oil market.

QREC

The oil producing countries in the late 1950s realized that in order
to be effective in dealing with the oil companies, they had to organize and
negotiate as a cohesive unit rather than ss individual producer countries.
In September 1960, the Organization of Petroleum Exporting Countries (OPEC)
was established to attempt to reinstate the price of oil that had just
previously been reduced by the oil companies by ten to fifteen percent.
This action was taken by the companies unilaterally in an attempt to
cffset the surplus of o0il on the world market.

The original OPEC members were: Iran, Iraq, Kuwait, Saudi
Arabia, and Venezuela; subsequently joined by Qatar (1961) Libya and
Indonesia (1962), Abu Dhabi (1967), Algeria and Nigeria (1972), and

Ecuador (1973). (Cabon also joined in 1973 as a non-voting associate
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member.) These countries represent the most significant oil bloc in the
world., ™In fact, by 1973, OPEC countries were producing more than 55.4
per cent of the world's oil; 66.3 percent of international (o0il) reserves
was (sic) located in their territories; and they supplied more than 87
per cent of the oil marketed in the world during that year."7 The OPEC
was only partially successful. "For ten years, the price of Arab oil
remained stationary."8 Among the reasons for this lack of raising prices
was the threat of surplus oil on the world market. Each country was
trying to increase production to gain additional revenues while the oil
companies were trying to hold down production to prevent a glut of oil

from driving prices down.

While the OPEC then, was instituted for economic reasons, primarily
the restoration and maintenance of the posted price and increasing
preduction, the Organization of Arab Petroleum Exporting Countries (OAPEC)
was established for political goals. After the Six Day Arab-~Israeli war
of 1967 and the accompanying abortive oil embarga, the largest Arab oil
producing countries, Saudi Arabia, Kuwait, and Libya (who remained out

of the conflict) founded the OAPEC, "with the declared objective of
preventing Nasser from again using their oil for the attainment of Egyptian
political aims, as he tried to do during the Six Day War."9 The original
charter restricted membership to Arab countries whose main source of

income was 04l and who were members of OPEC, specifically eliminating

Egypt and Syria from consideration. "However, at the time of the

y£ficer's (sic) coup in Libya there was a far-reaching
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change in the orientation cf the OAPEC and, one after the other, militant
Arab countries such as Iraq and Algeria (and ultimately also Egypt) joined
the organization.“lo By 1973, the OAPEC grew to include Abu Dhabi, Bahrain,
Dubai, Qatar, and Syria. 1In 1972, the members of the organization con-
trolled over 50 per cent of the oil reserves, 27 per cent of oil produc-
ticn, and 60 per cent of the ail commerce in the world,"!
Anong the projects undertaken by the OAPEC are the creation of a
tanker fleet and the construction of dry dock facilities in the Persian
Gulr. These will enable the Arab producing countries to become more
independent of outside influence. In the past, the threat was always
present for the companies to withhold transportation of the oil to the
nsumers. With their own transportation facilities, the OAPEC will
tave eliminated virtually the last physical hold on them by the multi-
wational companies.
Theough the 1960s, the strength of the oil companies and the
( corresponding weakness of the individual OPEC members could be attributed

to three interrelated factors: “the existance of a buyer's market, the

T

sclf~gufficiency of the United States as a producer and consumer of oil,
and the dominant position of the major oil companies."12 All three
fuctors had been reversed by the early 1970s.

In July 1970, the Revolutionary Regime of Colonel Mummar Qaddhafi
confronted the twenty-one oil companies operating in Libya. He told
them that unless they agreed to negotiate for higher prices, he would take

unilateral action to raise the posted price. The companies stalled and

P attempted to come up with a joint plan of action with which they could

oppuse Qaddhafi. As a resulc of their dnaction, Qaddhafi cut the amount

. ' . NR— — T ._,,_,h,_,,,.,J‘
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of oil the companies could produce by about 400,000 barrels per day.
Having falled to achieve a sclution among themselves, in September the
companies capitulated and agreed to the price increase.13

The demands for higher prices apread rapidly to the other producing
countzies. On Decewber 9, 1970, the OPEC met in Caracas, Venezuela in a
mood of new miiitancy. "The more radical members saw the Libyan tactics
with the technique of the [cil] cutoff as preparing the way to new vic-
tories.“lb Between Scptember 1970 and January 1972, the posted price of
Aregbian light crude oil {(generally accepted as the basis for determining
the price for the rest of the crude) rose from $1.80 to $2.48 per barrel.l?
The revolutionary tactics of Libya were apparently able to accomplish in a
maccer of months what the rest of OPEC had not been able to do in ten

Jears.

Waz and 01l
n 2 October, President Anwar Sadat convened a meeting of Egypt's
| Naticnal Securicy Council, composed of the highest military and political
leaders. He explained to them that it might be necessary to break the
ceasefire with Israel in the near future. He said that he expected a
limited battle but would not elaborate on his meaning of limited. When

asked if he thought oil would become a weapon in this battle, Sadat

answered, "he did not think he could make any demands on the oil producing
Arab states in advance, but that once the fighting started any Egyptian

. wi6

requests to them would find a ready response.

What caused President Sadat to believe that the OAPEC or some of

1ts nembers would support Egypt with oil or that it would be useful?




Mohawed Heikal, former Egyptian Minister of Tnformation, relates two key

events in his book, The Road to Ramadan. He says that in the spring of

1973, hé asked Doctor Mustafa Khalil to conduct "a study of the energy
crisis in the United States and its implications for the Arab Statcs."17
The repeort was finished and given to Heikal on 1 October. The report
concluded that "oil should be regarded as a strategic and economic commodity
and not a weapon in itseif since oil by itself can never win a war. It

can be used as a soirt of political lever, and of course o0il has always
played a dominant part in the politics and dipleomacy.of consuming countries,

nl8 The

8o there 1s nothing new in the Arabs' making political use of it.
ceport also sald, "that we should take note of the attitude of other
countries and base our conduct accordingly. If they were opposed to our
war with Israel, which we regarded as a lawful act to liberate Arab
territory, we should be entitled to take a stand against them."*?
Thie second incident occurred the last time President Sadat saw

Kiag Faisel of Saudi Arabia prior to the October War. King Faisal had

aiways been opposed to using oil as a weapon. Even as late as July 1973,

-t

yas on record as saying that oil was not a military weapon. However,
something apparently made him change his mind, for in August 1973, "he told
Sadat that if he (Sadat) wanted to use the 0il weapon this time he could.
But', Feisal said, 'give us time. We don't want to use our oil as a
weapon in a battle which only goes on for two or three days ana then
stops. We want to sec a battle which goee on long enough for world
y1ic opinion to be m;nil¢;ea'.”zn

On 6 October, the battle in the Middle East had begun. The armies

of vpt and Syria sinultaneously attacked Israel, thereby initiating the

e

S il 0




el o o S

26

Yom Kippur or Ramadan War. In the North, after some initial setbacks in
the Golan Heights against Syria, who was later joined by Iraqi and
Jordanian forces, the Israeli army successfully repelled the attackers,
albeit with large equipment losses. The organized fighting termined by the
United Nations mandated ceasefire deadline of 22 October.

In e South, the fighting between FEgypt and Israel resulted in
very heavy losses in both men and materiel. The Israeli government requested
of the United States substantial amounts of weapons and military equipment
Lo replace their severe losses. After some internal debate, the United
States decided to comply with the request and ship about $2.2 billion in
military aid.2l

"On 14 October, the day the State Department announced a massive

drcyican alrlift of arug to Israel, Kuwait called a meeting of the
H‘22

GAPEC The meeting was held on 17 Octcber. At the meeting, OAPEC decided
to employ its oil as a means of applying pressure on Israel indirectly,
through the iandustrialized consumer countries. The OAPEC decided {1t
would reduce petroleum exports by at least five per cent monthly until
Israel withdrew from the Arab territory held since 1967.

Meanwhile, on 17 October, Omar Saqqaf, the Saudi Arabian Foreign
Minieter, accompanied by three other ministers of OAPEC countries, called
on President Nixon and Secretary of State Kissinger in Washington. Saqqaf
presented a letter to President Nixon from King Faisal, stating "that if
the United States did not stop supplying Israel within two days, there

i1d be an embargo. But Nixon explained that he was committed to supporting

WOt
2']
Israel."*”

Saudi Arabia ordered a ten percent cutback ir production on 18

ctober as a result of the Kuwait meeting of the OAPEC oil ministers
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the previous day. The rejection of King Faisal's ultimatum forced Saudi
Arabia to follow through with the embargo of her o0il to the United States.
Abu Dhabi announced on October 18 that it was also "“stopping all exports of
oil to the United States and said it would take similar action later against

7,
n24 By November, the curtailment and

any other country that supperted Israel.
embargo was announceu by Saudi Arabia, Abu Dhabi, Kuwait, Qatar, Bahrain,
Algeria, Libya, and Dutui~25 (Iraq, favoring more radical action than the
rest of the OAPEC, chose to design its own oil poldey. She followed the
OAYEC's embargoed list, but supplied other states with her maximum produc-
tion capacity as she saw fit.)26
At the 35th OPEC Conference in September 1973, the Gulf Six (Abu
Dhabi, Iran, Iraq, Kuwait, Qatar, and Saudi Arabia) were designated to
negotiate collectively with the oil companies to raise the price of their
0il. The meeting was set for 8-10 Cctober in Vienna. In the interim, the
Arab-Israeli war broke out and this was to add fervor and unity to the
3 . 27
bargaining process.
The OFEC representatives were led by Saudi Arabian oil minister,
eikh Zaki Yamani and Iranian oil minister Jamshid Amouzegar. They were
king a price increase because inflation had rendered the previously

upon increase of 2 1/2 per cent a year inadequate. Further, the

ea )
3£ goods imported by the OPEC members were far exceeding the price
il Sheikh Yamani opened the bargaining by asking for a doubling of
e price, to $6 per barrel. The companies counter-offered a 15 per cent

increase, intent on keeping the final price as far below $5 per barrel

as they could. The negotiationa soon became deadlocked and the

company represcntatives had to cable their respective company boards for

L TR ====———~,



28

o o S 5 Al

additional instructions. The replies were similar; because of the large
increage demanded, further negotiations would have to be postponed until i
the consumer governments could be contacted and this might take as long ,
as two weeks. After being informed of this, the OPEC delegation left '
che conference and on 16 October, unilaterally raised the price of oil

70 per cent, from $3.011 to $5.119 per barrel.28 On the following day, ? ‘

17 October, the OAPEC members anncunced the production cutbacks and the

embargo against countries supporting Israel. In The Seven Sisters,

Anthony Sampson addresses the two separate events (the OPEC's price
increase and the OAPEC's political embargo and curtailments) by stating,
“The coincidence of the two acts provided the catastrophe: the embargo leq
to the shortage. and thus to the further doubling of prices. And the
companies could only look on helplessly, while OPEC [and OAPEC]

e 3 2
arently usurped their old role." R

United Statces {

By the fall of 1973, the United States had become very dependent |

on imported oil for the domestic market, "importing 1.2 million barrelsl
3 & i 50 . "
£ Arab oil a day. Ihis was about 28 per cent of United States imporfts

of crude, and by adding to this, the reduction of the anticipated incredses

Y

or the US market from Eurcpean refineries (500,000 barrels a day),

L

eliminating the overseas supplies to the U.S. military (300,000 barrels a

nd restrictions on the importation of Canadian oil (about 100,000)

day), a

sulting in a 14 per cent deficit in United States oil supplies during the

L8

embargoed period.31 By February, it (the oil from the OAPEC) was down

. ¥
1,000 barrels a day.
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James W. McKie, in an article for the Daedalus journal, said

that the United States "official policy (in the Middle East) seems to
have leaned toward the view that a 'balance of power' was necessary in
the Middle East, that Israel (along with Iran, perhaps) could be a
military ‘bulwark' of anti-Communist 'bastion' for United States policy
there, and that some neighboring Arab nations had become tools of the
Soviet Union."33

At the same time, the United States realized that she needed the
0il that the OAPEC members produced, at least until she could again
become petroleum self-sufficient. In sum, the United States was more or
less neutral, with emotional ties to the state of Israel and economic
ties te the Arab states. However, both the Arabs and Israelis clearly
perceived the United States was the main supporter of Israel. And
without U.S. support, Israel would not be a viable force.

Throughout early 1973, Washington was receiving warnings from
che Arabs and tae multinational oil companies alike; specifically, if
znother Middle tZast war were to break cut and the United States supported

3% e

israel again, the flow of OAPEC oil would probably beccut off.
general attitude of the U.S. government still seemed to be that the Arabs
need to sell their oil more than we needed to buy it. Further, the
fiasco of the 1967 boycott was still lingering--the idea that the OAPEC
members could form a cohesive front seemed unlikely.

However, the precipitation of the October Middle East war and the

respectable showing by the Arab military forces resulted in an Arab co-

nesion previdusly unknown (in recent years). O0il suddenly became a
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viable commodity with which the owners could reward or punish as they saw
fit. Additionally, the price increases dnce the Tripoli and Tehran
conferences of 1970-71 had brought more funds to the OAPEC than they could
spend, resulting in a capital surplus of atout $5 billion.35

The Uniced States, although an importer of Middle East o0il, stood
to be only mildly affected by the embargo. Europe and Japan, on the
other hand, were heavily dependent on the Middle East for petroleum.
During the crises surveyed in a previous chapter, the United States had

always had a reserve production capacity which had been used to assist

Europe in emergency situations. This was no longer the case. Europe,

well aware of the necessity to appease the Arab producers in return for
oil, refused to take joint actions to counter the oil threat and sought
bi-lateral agreements with the producer governments.

The United States' domestic response to the embargo was a con-
cerced attempt at comservation--~lower heating levels in buildings, lowering
speed limits on the nighways, and appeals :co the business community for
conservation measures. (Brivate enterprise in the United States used
avout 70 per ceut of the nation's energy.)36

While Europe and Japan qQuickly adjusted their Middle East policies
in support of the Arab cause, ''The United States was also interested in a
settlement of the Arab-Israeli conflict on terms acceptable to both sides.
Yet, as a great power, the United States would have been loath to yield to
economic pressure in matters of high policy. To submit to it would have
been sensec too demeaning. Washington remained uncoerced at the time,
but it received a disturbing message with reference to the future that

w37

would be dangerous to ignore.
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Secretary of State Kissinger spoke about the United States' posi-
tion on the oil situation in response to a question at a news conference
on 27 December 1973. He said, "the U.S. pousition with respect to the oil
embargo has been that we cannot discuss specific peace terms in relation
to the lifting of the o0il embargo, that we can express our commitment to
bring about a just and durable peace--or help to bring it about--based
on Security Council Resolution 242, But as I have explained many times
before, we cannot bargain individually with oil-producing countries and
then enter into a peace conference in which the parties have to negotiate
this process all over again."38

The embargo and curtailment against the United States ended on
18 March 1974, due to the "goodwill in using its [the United States] in-
fluence to get Israel to carry out military disengagement with Egypt and to
agree to contacts with Syria to negotiate a similar pullback..."39

What effect did the embargo have on the United States' demestic
scene? In addition to occasionally irritating the American public and

making them more aware of the events in the Middle East, Lester Sobel

said in the Energy Crisis Volume 2 1974-75, that 150,000 to 225,000

people were unemployed as a direct result of the oil boycott and an
additional 310,000 unemployed could be traced indirectly to the fuel
shortages caused by the boycott. The United States economy declined by
$10-$20 billion during the first quarter of 1974. The reduction in gasoline
consumption caused the individual states to lose about $700 million in

tax revenues. 40
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Europe

The October Middle East war had a profound impact on the Western
Alliance in two ways. Although both were known, the effect was not
realized until the fall of 1973. First, the United States had a different
evel of vulnerability with regard to oil than did Western Europe. And,
second, "The United States as a super-power, while able to deliver
politico-military security, was not and is not able to deliver economic

nél The nuclear umbrella reaches

security in case of external boycotts.
Europe, but the oil umbrella no longer reaches.

On the eve of the October war, Western Europe was dependent of oil for

67 percent of her total energy needs. Over 75 percent of this required oil
was imported from the Middle East.42 The northern countries of Europe have
a slightly lower reliance of oil: Belgium-57 percent of her energy is
derived from oil; Federal Republic of Germany-55 percent; Great Britain-

47 percent; and, the Netherlands-44 percent. This lower dependency is
primarily due to the coal and gas producticn in those countries. France
and Italy, with little or no coal deposits rely on imported oil for over

70 percent of their energy needs.43 The 1¢ October OAPEC curtailment in
0il production showed Western Europe just how much their industrdalized
economies rely on the Middle East for petroleum.

The prime target of the embargo was the United States, but Europe

and Japan were the most vulnerable. Thereiore, to facilitate Israeli

withdrawal to her pre-1967 borders, the cu:tailment of production was
necessary in order to prevent circumvention of the embargo. Faced with

little enough petroleum for domestic needs, the non-embargoed countties




like those of Western Europe, would probably not re-export or trans-
44

ship petroleum to those countries who were being embargoed.

Great Britain

Quoting an unidentified British diplomat during the October war,

the Insight Team of the London Sunday Times in The Yom Kippus War wrote,

"Producing a peace has always meant persuading Israel by logic or force
to accept the rest of the world's interpretation of Resolution 242,

.+« We have told the United States that as well. Only they have any
power over Isyael+-which I agree is not much. But we in Europe have even

less. What can we do? It's America's problem."45

In keeping with
this policy of maintaining a low profile, Britain banned arms shipments
to the Middle East. Both the Arabs and the Israelis were affected. This

was especially detrimental to Israel who had already bought and payed for
sorely needed ammunition and spare parts for the British-made Centurion tanks.
"The Heath Government did further harm when it forbade the passage to

Israel via Cypras of American war supplies and ferried fighter bornbers."l‘6

Clearly, the British had submitted to the OAPEC in return for a listing

as a friendly country.47

France
France was outspokenly pro-Arab. Tareq Y. Ismael quotes the

French position from the French Foreign Policy paper issued by their

Embarry Information Service:

First, the continued occupation by Israel of sizeable
territories belonging to sovereigr Arab States constitutes a
violation of the principle of inadmissibility of the acquisition
of territory by force.

Second, ‘the two essential elcments in Resolution 242 (1967)
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are inseparable; no withdrawal without commitmenzs for peace,
but no commitments for peace without withdrawal. 8

The rest of the paper deals with the right 6f self-determination by the
Palestinian people and a request to Israel to accept Egypt's interpreta-
tion of United Nations Security Council Resolution 242.

When the embargo was declardd, France was singled out for her
pro-Arab palicy and placed on the favored country list, entitling her to

pre-October amounts of oil from the OAPEC.

Federal Republic of Germany

Since 1969, West Germany has tried to remain neutral with refer-
ence to the Middle East situation. In June 1972, Egypt and the other
Arab states intimated that they were 'pleased by Herr Brandt's attempt
to conduct an impartial policy in the Middile East."49 a year later, in
June 1973, the West German Chancellor went to Israel and was received
by Prime Minister Golda Meir. This was probably one of the reasons for

Germany's exclusion from the most favored nation list of the OAPEC.

Another reason surely was her allowing the United States to fly war materiel

to Israel from bases within Germany. Three days following the initiation
of the airlift, Germany was under pressure from the Arabs to disallow the
United States continued use of German territory for the resupply opera-
tiong. Bonn was able to hold off official reaction until 23 October when
she was informed by the U.S. Embassy that the operation was complete.
Cermany passed the information to Cairo that the United States had

ceased use of Cerman territory, but two days later, two Israeli ships

were loading cargo at Bremerhaven under security provided by U.S.

T e
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military police. This forced Bonn to issue a statement "that the United
States had been requested to stop all shipments to Israel at once."50

For most of the European countries, the American airlift to Israel
was embarrassing. They feared that they would te asked by the United
States for stop-over rights or at least for permission to overfly their
territory. The dilemma was difficult--do they allow the United States
access to their territory enroute to Israel and offend the Arab oil-
producers, or refuse and offend the United States? Of those countries asked,
all but one refused. Portugal allowed the United States planes to land

at Lajes in the Azores. In retaliation for this permission, Portugal

became one of the few countries on the embargoed list.

The other major country to be embargoed was the Netherlands. On
30 October, ‘“the Arab governments had reportedly been angered by Dutch
offers to aid in the transit of Soviet Jewish immigrants to Israel and by
the outspoken Dutch view that Israel did not have to withdraw its forces
from all lands occupied in 1967."51 In addition, the Dutch leaders allowed
recruiting on their territory of volunteers to serve in Israel, as well
as allowing the Dutch airline, KLM, to conduct chartered flights to
Israel to support the war effort.52

Rotterdam, at the mouth of the Rhine River, is one of Europe's
main oil terminals. Of the 139 million tons of crude oil imported by
the Netherlands in 1972, they exported 116 million toms to the rest of
Europe.53

The embargo of the Netherlands together with the 25 percent cut

in production announced on 5 November by the OAPEC now threatened even
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the friendiy European countries with the o0il crisis. In addition to the
United States, Portugal, and the Netherlands, the OAPEC's embargoed list
now included those third parties who refined oil for either United States
or Dutch consumption. Included on this list were Canada, the Bahamas,
Singapore, and Puerto Rico. "Similarly, certain European refineries--

in Italy, Greece, and France-——which supplied the American markets or navy
were also subjected to full or partial embargo."sl'

On 6 November, the nine members of the European Economic Community
(EEC), under threat of boycott, jointly called for both Israel and Egypt
to return to the lines they held on 22 October and called on Israel to
end the territorial occupation which she has maintained since the conflict
of 1967. They declared "that a peace agreement should be based primarily
on the 'idnadmissability of the acquisition of territory by force."55
This position was viewed by the Israelis as being anti-Israel and applauded
by the Arab countries. As a result, the OAPEC decided at their 18 November
meeting to cancel the 5 percent cut back scheduled for December.

During the EEC meeting held on 6 November, the Dutch requested a
pooling of the petroleum stocks on hand by all the members. This request
was not acted on, chiefly because France and Great Britain feared that
such a policy might jeopardize their privileged position vis-a-~vis the
OAPEC .36

"Despite their wealth, the nine nations were forecasting record
deficits and recession resulting from the increased costs of importing
reduced quantities of oil, and individual members of the Community,

particularly Britain and France, were showing their worry by rushing to
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sign private agreements with whatever oil producer they could, usually
in exchange for arms.">’

As Eric A.Kevitz states, '"The United States viewed tnis complete
lack of cooperation as a virtual breakdown of the Alliance. Yet few in
Europe saw any threat to the Alliance. Since no real military threat was
perceived in Europe, each nation acted according to its own view of its

best interests."58

Japan

"On January 24, 1975, Prime Minister Miki of Japan told the
Japanese Diet that he regarded the question of Arab oil as being indiviei-
ble from the Arab~Israeli conflict."59 Thus, he tacitly confirmed the
diplomatic schism that had developed between Tokyo and Washington since
1973 and the disputes over Arab oil. This decision brought Japan closer
to France and western Europe than to the United States, who was seeking
to separate oil fyom Middle East politics.

The New York Times reported on 19 October 1973 that Japan was

stunned for the second time in two days when the Arab exporting countries
announced the 5 percent cutback in production; the first surprise was
tne OFEC 21 percent price increase in cil.do

Japan was the hardest hit of all the industrialized countries because
she "is the second biggest oil consumer, after the United States... Of
the 62 billiom gallons Japan imported during the fiscal vear ending last
March 31 [1973], almost 40 percent came from Iran, one of the price raisers,
and 45 percent came from the Arab states that announced the production

-
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cutback." During 1972, oil accounted for 74.9 percent of Japan's
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energy supply, and she had to import 99.7 percent of her oil require-
ments. 52
Since World War II, the United States and Japan have had a unique
alliance. Mokoto Momoi, in a study for the International Institute for
Strategic Studies, calls it unique for two eeasons: "First, it is the
only alliance the United States has under the treaty of mutual coopera-
tion and security; second, the treaty has a unique sentence in the second
paragraph of Article II: 'They (the parties) will seek to eliminate
conflict in their international economic policies and will encourage
economic collaboration between them'."63 Wo other U.S. treaty contains
this wording. Therefore, in October, when the Arab oil producers
classified Japan as unfriendly to the Arab cause as a result of her
neutrality, she sought guidance from the United States. Secretary of
State Kissinger advised the Japanese Foreign Ministry representatives
not to capitulate to the OAPEC demands. The Japanese soon realized 'that
the United States was concerned not so mucih with 'economic collaboration'

as with a global strategic balance."64

Japanese options were limited to:
following the United States (who was in a far better position with
respect to petroleum) and tolerate the embargo with no assurances of beting

65

supplied by the United States or the major oil companies, or, Japan,

with "59 days oil stockpiled including that aboard tankers enrOute".66
could defy the United States and declare her support of the Arab cause
and be considered in the friendly category, eligible for OAPEC oil again.

After the OAPEC exempted the Luropean Economic Community members

from the restrictions on oil for making public statements supporting the
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Arab position, on 22 November, the Japanese Foreign Minister, Masayoshi
Ohira announced "The government of Japan will continue to observe the
situation in the Middle East with grave concern and, depending on future,

1."%7  ad-

developments, may have to reconsider its policy toward Israe
ditionally, Japan backed the Arab interprecation of Security Council
Resolution 242.

The heads of state of the OAPEC members met in Algeria on 27
November, and, in addition to the decision to add other countries to the
embargoed list, "announced they had exemptaed Japan and the Philippines
from the 5 percent cut in oil export forseen for December. This was in
appreciation of what the Arabs see as desirable bhanges in the positions
of the two nations."98

Once Japan saw the necessity of developing closer ties to the
Arab producing countries to insure more secure supplies of oil, she
dispatched special envoys to the Middlie Esst. Between December 1973
and the middle of 1974, Japan had pledged a total of about $563 million
in economic aid to many of the Middle East countries. This aid encompassed
such projects as $140 million to Egypt for widening the Suez Canal and
$250 million in technical assistance to Iran for developing her petro-
chemical industry.69

In summary, the embargo had limited outright effect on the United
Statea' changing her policy toward the Micdle East situation, although
she did more actively seek a solution to the Arab-Israeli conflict. It
did, however, clearly affect the more oil dependent nations of Western

Burope and Japen, initially in their relations with both the Arabs and

Isvaelis, and later, with the United States over how to solve the crisis.

ddia it
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The effect of the crisis on Israel was to isolate her from the
majority of the industrialized countries and from the deweloping world
as well--between 28 and 30 African nations had broken diplomatic relations
with the Israelis in response to Arab requests and threats. And for
this action "The Africans got no reward: to their chagrin the Arab oil
prices---hit Africa the same as everyvhute'else."7o

The effect on the Arabs was a new cohesion. "The Islamic community
of nations have declared their full support for the Arab cause, as has
the recently non-aligned bloc of nations. These are impressive diplomatic
gains which can be greatly consolidated in the new era of Arab affluence."’!
A very good example of this support occurred at the United Nations on
14 October 1974; less than a year after the initiation of the oil crisis.
The General Assembly voted 105 to 4 to allow the Palestine Liberation
Organization (PLO)cand its leader, Yasser Arafat to participate in the
discussion of the Palestinian question. Further, they voted to give the
PLO a Permanent Observer status at the Uniced Nations. This was in
effect, de facto recognition of the PLO as the official representative
of the Palestinian people. The four countries who voted against were the
United States, Israel, Bolivia, and the Dominican Republic.

What had changed to make the 0il weapon an effective force now
vis-a-vis 19677

First, the internal Arab position had changed--King Faisal of
Saudi Arabia had opposed Nasser and his policies for Egypt in 1967;

President Sadat formed a genuine alliance with the King and had obtained

his support before the war. Second, the complete approval of all of the

OAPEC was no longer necessary prior to instigating the curtailment and
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embargo because the total production of Saudi Arabia, Abu Dhabi, and Kuwait,
the leaders of the production cutbacks amounted to over 60 percent of the
? Arab production; therefore, the rest of the OAPEC was not really required
for the embargo to be effective. Third, the success of the Arab armies
in the field created the moral and political pressure desired to encourage
9 the non-combatants to deploy the o0il weapon. Fourth, by October 1973,
most if not all the Arab oil producers had reached a position of economic
strength, allowing if necessary, a cutback in proddetion without damaging
their economies. TFifth, the ultimate target of the o0il weapon was not
the reasonably unattainable total destruction of Israel as it was in 1967,
but a more feasible goal-~the enforcement of United Nations Security
Council Resolution 242, Sixth, the United States had become more
dependent on Arab oil in 1973 than she was in 1967. Lastly, the OAPEC

'alized that an ewmbargo without production cutbacks to create shortages
72

T
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was ineffective and virtually unenforcable.
| The o0il pr#ce crisis of 1973-74, while occurring at the same time
15 the oil crisis, was different in two important aspects: 'First, the

reasons for raising the prices were primarily economic, as opposed to the

i political reasons for the boycott; secondly, it was OPEC as a whole

including the OAPEC members acting as OPEC] rather than the Arab oil-

' ¢ ¢ 7
producing group that initiated the price increases." 3

From an economic standpoint, the productiocn cutbacks and embargo

could not have come at a more opportune time. As has previously been

mentioned, the OPEC were in the middle of negotiating a price increase

vsith the multinational o1l companies in Vienna.
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Throughout the crisis, the price of 01l rose fram $4.01 per
barrel to over $11.65 per barrel, with spot prices occasionally exceeding

$17 a barrel at auction.74

This phenomenal increase in price served to
accomplish what ¥ime magazine called '"the greatest and swiftest transfer
of money in history: the thirteen OPEC countries earned $112 billion
from the rest of the world...[in 1974]. Because they could not begin

to spend it all, they ran up a payments surplus of $60 hillion."7S

in order to fully appreciate the enormity of this sum, the Time writers
give the following illustrations of the vastness of petrodollars: "At
that rate of accumulation [$164 miliion a day], the Economist of London
calculates, OPEC could buy out all companies of the world's major stock
exchauges in 15.6 years (at present quotes), all the companies on the
New York Stock Exchange in 9.2 years, ...All IBM stock in 143 days, all

Exxon stock in 79 days, the Rockefeller family*s wedlth in six days..."76




CHAPTER 4
CONCLUSIONS

What I have attempted to show in this paper is that oil can be an
effective strategic weapon provided certain conditions are present. As
L showed in the oil criéses of the 1950s and 1960s, the attempts to
wanipulate other nations by various o0il producing countries, singly or
severally, were doomed from the infttiation. By shifting o1l supplies and
increasing production in the non-participating producer countries, the
world oil market was able to avoid aﬁy major or extended ahortages.l In
nost cases, only temporary and minor inconveniences were the result.
Further, as the 1967 crisis vividly pointed out, the producer countries
themselves were the hardest hit. They lacked sufficient reserve funds
to allow their pumps to remain idle for any length of time. Another
major factor was the lack of unity of the producers, particularly among
the Arab oil producers in the Persian Gulf area. Petty squabbles, Arab
infighting, and regional hegemony, all at one time or another, prevented a

80lidifying of the various Middle Eastern oil producers.
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In 1970, the situation started to change. The Tripol
Conferencesbbrought more money to the oil producers than they could
adequately spend. Many of the old rivalries had faded and were replaced
by closer bonds of cooperation beiween Arab countries. Probably the most
significant event in unifying the Arabs was the military successes during
the October War, allowing the Arab world to regain its pride after having
suffered ignoble defeat on three previous occasions at the hands of the

Israelis.
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At the same time, the situatiocn in the consumer countries had begun
to change. Inflation was causing the industrialized countries to raise
the priées of their goods exported to the Middle East. The prices were
&teadily increasing while the relative price of oil increased more slowly.2
Secondly, the United States, the worid's leading oil consumer, was becoming
more dependent on imported cil in general, and on Middle East oil in

pdrticular,3

This combination of circumstances led to the successful ap-
plication of o0il as an instrument of coercion in international politécs.
The price increases leading to a quadrupling in the price of o0il within
five months, were merely a result of the OPEC's economic strategy taking
advantage of the OAPEC's political maneuvering.

What would occur if the OPEC embargoed or OAPEC reinitiated an

g0 or production cutback against the industrialized countries again
« influence their foreign policy?

In response to the 1974-4 oil crisis, the United Btates sponsored
che formation of the International Energy Agency (IEA), an organization
to counter such 0il shorteges as embargoes and production cutbacks of
benalf of the members. Im all, 15 countries belong to the IEA "which
include all the developed non-soctalist countries."S The IEA membership6
accounted for 80 percent of all the oil imported in 1974. The concept is
to use oil reserves to aid members who experience shortfalls of 7 per
cent or more of their petroleum requirements. There are also provisions
requiring all members to share total production and oil imports during
periods of supply shortagea. Ia the words of Edward N. Krapels, "the
management of an oil crisis depends ultimately on the degree of political

solidaricy among the importers.”7




45

Based upon the experiences of 1973-4, I seriously question the
"degree of political solidarity" among the members of the IEA, particularly
the European members, when faced with the option, as in 1973, of siding
with the oil producing countries and being assured of sufficient o0il sup-
plies or opposing the producers and remaining together with IEA, knowing
reducticns of oil would be unaveidable for an unknown period of time,
thereby risking at least the loss of economic growth if not disaster, as
in Japan's case, and possible alientation of their citizens. It would take
only one or two defectors tc crack the unity of the IEA or any other
similar organization and a repeat of 1973-4 might well ensue.

Additionally, with the United States currently the world's leading
importing anqntry,g relying én importa for more than 47 per cent of her
demestic demand (as of 31 March 1975),9 would the U.S. industry and the
american public allow the Govermment to create a more severe oil shortage
auring an embargo, causing more intense economic problems, by sharing any
of the remaining 53 per cent with other members of the IEA? Further,
would the other members ¢f the IEA risk an embargo themselves to share
chelr oil with the United States? A definitive answer 1is, of course, im-
possible to project, but 1 submit that any Administration in Washington
considering such a move would have to seek Congressional approval prior to
releasing any U.S. petroleum for export, and that might prove difficult to
‘btain.io

Boutros Boutros-Chali, Professor of Political Science, Cairo
Uaiversity, sums up the future application of the oil weapon thusly: "It
should always be remembered that the real strength of the weapon lies in

11
its function as a decerrent rather than an instrument of coercion."
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011 will continue to be effective as a strategic weapon in the
foreseeable future so long as those conditions outlined previously
remain--solidarity of the producers, sufficient monetary reserves under
their control to allow cessation of production without disastrous economic
effzcts on the producers, and ultimately, so long as the consuming

countries have no feasible substitutes or siternatives to imported oil.

.
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