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ABSTRACT

Hardly anywhere in the world today can we escape
evidence of incessant activity in towns, cities and
villages, on the highways and in the fields, on the sea
and in the air. This stage of living is made possible
only by a factor of vital importance to menkind., 0il
without it, all this activity, which we often take for
granted, would cease: or wuld be silent. Petroleum and
its numerous by-products intrigue into practically every
aspect of our modern economic setup.
The purpose of this thesis is to determine the
relative importance of the role which Middle East oil is
going to play in supplying the worldt's oil needs and to
prove that the Western world, mainly Western Europe and
somewhat the U.S., have no other alternative to this oil.
This could be best achieved by (1) proving that technically
or economically there are no available substitutes for oil;
(2) measuring the tremendous growth that lies ahead for 3y
the world petroleum industry; (3) determining in broad : )

terms the changing patterns of supply which will be

necessary to satisfy the enticipated needs of the Western

world and (4) finally by studying the compérativb economic

e i e

position of Middle East oil operations.
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The world's output of crude 0il has nearly trebled
since 1938. In comparison, the rise of the Middle
East oil industry, which recorded a tenfold expansion
in the same period, has been little short of meteoric.
Such a vast expansion within so short a period prompts
a variety of questions. How has it been possible:
Where are the supplies of oil located? Where has it been
rketed? How has it been possible to ship and refine
this huge increase of crude 0il? The answers to these
questions give @ clue to the rlsing importance of Middle
East oil to the non-communist world's consumption centers
especially to Western Europe and to the United Statese.
The augmenting importance of the Middle East lies
in the emergence of its huge potential during this
period in which the demand for oil, especially in Western
Europe, 1is increasing overwhelmingly fast, while, at the
same time, consumption in the United States is running
progressively further ahead of its production. From the
early years in the history of oil production until the
aftermath of the Second World War, US oil output accounted
for between 60 and 65 per cent of the world total. After |
the war, however, the United States became a net importer
of oil, on a progressively increasing scale despite the
jnerease of its production. Between 1947 and 1955, U.S.
output increased by about 50 per cent. However, this

rise lagged behind output in other areas, SO that US share
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dropped from 62 to L5 per cent of the world's totd outputb,
and did not catch up with Americm consumption, so that
jmports increased sixfold between 1947 and 1955.

The participation of the Middle East in supplying
America's oil deficiency has been relatively small - though
i1t has grown substantially in the last few years. The United
gtates has been eble to provide for its risg ng consumption by
absorbing the bulk of the 0il exorts of Venezuela. The
meteoric increase in the demand for 0il in Western Europe
thus had to be met from other sources, and preferably
gources that did not involve huge outlays in dollars. The
Middle Bast was the only available source; its output rose
fourfold between 1947 and 1955, sad it was able to provide
Western Europe with the fuel it needed.

At present, Burope's dependence on Middle East oil
is by no means as great as the figures of present trade
suggest. Certainly the bulk, and the possibly the whole,
of the Middle East supplies could be made good in an emergency
by more intensive exploitation of fields in the United States
gbne, not to mention Venezuela. But this is the short view.
Tn the next decade or two, Burope's oil imports are bound
to increase very substam tially, even if not at the extra-
ordinary rate of the latest decade; whilst the oil balance
of the United States seems amost certain to swing progressively
further into the defid t. There are simply no other areas
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in the world with such ample reserves and which could be
relied upon for such a vast increase in production except

in the Middle East. In determining the sources of supply
adequate to meet the rising requirements of the non-Communist
world, notably Western Burope and the United States, the
Middle East becomes the balancing factor in equating w rld
supply and demand and a large increase in the ouput of this
sector is predicted during the next decade.

Any shift to other supplies could not be achieved
without a heavy loss. The geological structure of the Middle
Fast ls unusually favorable to the formation of oil deposits
in conditions that permit production on an exceptionally large
and economical scale. For Europe, further, there is tpe
cons ideration that a switch in its oil imports to the most
obvious of the future alternative sources, Venezuela and
perhaps Canada, would involve considerable dollar outlays.
Furope can find substitutes for Middle Bast oil, but it
cannot do so without appreciable additional cost. The
extent of such a burden cannot exactly be estimated but
1t will be influenced mainly by the high costs in the United
States. Moreover, the rate that reserves are increasing in
the United States can hardly keep pace with the increase
in consumption there, with the result that output is predicted
to flatten out by 1965-75, celling for at least doubling the
countryfs present volume of imports. These facts about
the U.S. oill industry have led to an increase in unit coats
which was met by a doubling of prices of U.S. crude since
1946. :
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The pricing of oil is determined, by a unusually
complex combination of forces. Becéuse the world oil industry
is controlled by few giant companies, the concept of a free
competitive market is inapplicable. The open-macket is
almost insignificant in relation to the huge volume of intra-
company shipments, and salegs under long term contracts between
them. It is to the interest of each company, therefore, to
produce in the cheapest market and sell in the most profitable'
market. After allowing for the increasec costs that are in-
curred by the oil companies operating in the Middle East,
because of the large volume of ancillary costs and the high
royalty pgy ments under the recent 50-50 profit sharing agree-
ments, it seems that the true price advantage in favor of
Middle East ecrude is much larger than its market quotations.
This explains yhy the U.S. has restricted oil imports fmm
the Middle East. If Middle East output is reduced, Europe
will have no alternative but to pay for imports from the United
States at the high marginal cost of production there.

All these factors point out to the relative importance
of Middle East oil to the Western World, as a potentidl and a
cheap source of supply. Consequently, these facts lead to the
inevitable coneclusion, and that is in the coming decades, the
Western World has no other alternative source of sipply tha
the Middle East. The West drawing 20 per cent of its oil from
the Middle East and ‘hoping to raise that proportion to 50 per
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cent in the next twenty years, has mich to lose from the
bredk down of economic relations.

Finally, this study should be regarded as a preli-
minary attermpt to explore the aspects of a large & d compli-
cated field, about which the necessary data are not readily
available or accessible and in many cases do not exlst. It
is more in the nature of an {1luminary report about facts
and figures about the Middle East oil industry which, it is
hoped, will s timulate further investigation.
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CHAPTER ONE
OIL AND WORLD ECONQMY

If the 19th century was the age of coal, the twentieth
century is the age of oil. In practically every aspect of
life, behind every political move, in front of every business
venture, there is oil. Oil in this century has become an
indispensible element in our living. From the simple
kerosene lamp up to the most complicated machine, oil is the
cause of their utility. Almost everything in our twentieth
century civilization is either directly or indirectly dependent
upon o0il or upon one of its by=-products. 0il has almost
become as necessary to modern civilization as air to human
life. Just imagine what would happen to the world, if oil,
by one force or another, should suddehly disappear. Our
great towns and cities will be as silent and dead as the sands
of the Great Sahara. . Had it not been for the kerosene from
0oil, the country side in almost all parts of the world will be
in darkness. Had it not been for the power derived from oil,
the mighty machines in the factories will lay idle. Had it
not been for petroleum, no cars, no super-sonic planes, and
comfortable expresses would run. 0il has become the essence
of existence in the twentieth century. It is no surprise
then, that nations are ready to resolt to war, in order to secure

the flow of oil to their countries, because their very existence

depend upon that.



0il is an explosive material . Wherever it is found and
wherever it goes it sets not only the wheels of industry in
motion but also the spark to many troubles. "T{ umaally means
troubled lands and unquiet u:rld.“l

Tn the epoch of fifty years only, riveal ry for oll
possessions was one of the ma jor causes for t wo world wars, and
was about to csuse a third one. Petroleum is essential to the
nation's peace time welfare, and indispensable aad vital %o the
nation's security. The experience of two world wars shows that
victory would have been impossible without adequate petroleum
supplies, readily, accessible. Petroleum has become a indispens~
able commodity to the progress and welfare of nations. The
importam ce of oll 1s portrayed by 1ts increasing contribution
to the shifting of man's burden to the modern machines that
are powered by oll and gas.

It is no wnder that nations fight bitterly and strive
to assure themselves an adequate supply of oil. But what is
the origin of all these life and death wars? Is it because of
the uneven distribution of oil supplies in the wrld? Is it
the fear that oil supply and oil routes might be cut off one
day and bring to a disastrous position the nations whose econo-
mies depend on that 0il? TIs there a famine of 0il? How is this
oil owned and controlled? How is its distribution arranged?

All these questions are lively matters, and their solu~-

tion will be an important factor in determining the shape of inter-

1, Michael Brooks, 0il and Foreign Policy, (Lawrence
and Wishart, London, 1949) p. l.
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national relations in the nearby future. Just, to what extent
is Middle Eastern oil important in affecting the world's oil
position, is the attempt of this dissertation. This Middle
Eastern oil, has brought an important factor to the role of
politics in this disturbed and troubled area. This factor has
not only affected the Middle East itself, but has far greater
and perhaps more important implications on the international
scene. The coming events are going to decide the future of
this factor, the oil of the Middle East, more specifically,
Arabian Middle East. Who is going to ride the horse? Will
the Middle Eastern countries ride the horse, and then, will they
be able to handle the job, or will the rider remain unchanged?
Why are all the powers so desperate about our o0il?%

These are some more questions, and more questions could

be asked about the Middle Eastern oil situation.

The Role of 0il in World Economy

0il is not wanted for its own sake but for the uses with
which it provides us. Therefore, "every barrel of oil brought
to the surface must be used as effectively as possible."l
Practically, every particle obtained from 0il is utilized and
nothing is allowed to go to waste, and as science advances, new
uses are being found and will be found.
A. 0il as a Source of a Large Number of by-products

Although we are prone to think of petroleum largely in

terms of gasoline and diesel fuel for internal combustion engines

1. Kirley F. Mather, "The Availability of Petroleum
Today and Tomorrow", World Geograph of Petroleum,
Wallace Pratt, ed. (AmerIcan Ggogra%E{caI SocIe%y,

1950) p. 338.



4

and of fuel for heating our homes and operating steam engines,
the fact is that many other products are derived from oil.

It is from oil that the following products are derived: high
6ctane spirit, gasoline, diesel o0il, white spirit, vaporising
0il, lubricants, fuel oil, coal tar, asphalt, petroleum coke,
the gaseous hydrocarbons like methane, ethane, propane and
hundreds of other products. Each of these substances has its
own importance and its own use or even variety of uses. Each
product of oil contributes to the prosperity of every nation's
economy in the world. |

B. 0il as Raw Materials

Many of oil's by-products are used as raw materials in
the manufacture of new articles.

Paraffin wax is used in making candles, matches, water
proof and grease proof paper, pharmaceutical operations, etc.
Lubricating oils and inorganic soaps are the principal raw
materials of the grease-maker. Paraffin, a by-product removed
from lubricating oil by low temperatures or solvent action or
filtration, is another industry by itself. The etcher
preparing his plates for printing, the dentist taking the
impression for an inlay, the pathologist preparing a thin section
for examination, the manufacturers of candy, candles, butter
cartons and papers, all use paraffin,

Petroleum sludges are raw materials for a number of
chemicals, especially the sulphonates.

White oils, which are highly purified grades of lubricating

oils, are used in the making of ointments, scents and cosmetics,
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hair oil, flaked soaps, and as disinfectants. They help
preserve surgical instruments. They are also used in the
manufacture of nail-varnish, embrocations and lotions, as !

anti-freeze and de-icing mixtures, brake fluids and cutting

oils, coleored inks, floor and motor car polish, flaked soap,
and in the preservation of oranges and eggs. In bakeries
they help prevent bread from sticking to rolling slabs.

Petroleum waxes are the basis for waterproof paper,
ice-cream tubs and milk containers. It is used for making
candles and polishes of all kinds; as a depilatory, for the
treatment of rheumatics, and for coating cartoons.

Carbolic acid type of organic chemicals are derived
from processing cracked petrols.

Cracked products, both liquid and gaseous, are made to
yield many different varieties of resins and plastic materials
and many moulded articles such as fountain pens and telephones
which are made from it. Several kinds of synthetic rubbers
are also manufactured from this source.

Petroleum gases are used for several purposes. Ethy-
lene, a cracked hydrocarbon gas, is both a source of alcohol
and an anesthetic. Also, an anti-freeze compound is made
with it.

Other cracked gas fractions are a prolific source of
higher alcohols; ethers and ketones, which find many uses as
solvents in chemical industry, such as in the manufacture of
artificial silk and explosives. They are also a cheap source

of glycerine.
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From natural gas, useful substances such as chloroform
and fire extinguishing fluids are produced. Natural gas is
used for heating purposes and has double heatihg value to
coal and is much cheaper.

C. 0il As a Source of Fuel

One of oil's uses that is rapidly growing is its
application as fuei, which is competing to a greater degree
with coal and replacing it, especially in the heavy industries
which use coal as a fuel. This marked increase in the demand
for fuel oil testifies to the favorable competitive position
which it enjoys especially in selected industrial uses. The

*most significant characteristic of ol demand is the predominance
of black oils over other oil products. Yutside the United
States, heavy fuel oils have recorded muchrswifter groﬁth than
gasoline. Broadly, the increase in the relative importance of
black oils oﬁtside the U.S. since before World War II may be
attributed to two factors. Most significant has been the six-
fold rise in Western Europe's‘requirements of heavy fuel. The
enormous increase in demandﬂhas sprung directly from the post-
war inadequacy of coal supplies at a time of rapidly rising
jndustrial energy requirements. Another factor contributing
to the ascendancy of black oils is the expanding role of the
underdeveloped regions in the overall pattern of oil consumption
outside the U.S. The strength of fuel oil demand in the under-
developed regions will be strongly supported by the long periods
of industrial development which lie ahead.
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As the world is becoming more and more industrialize

or

say mechanized, the demand for fuel oils is rapidly

TABLE 1

(a)

FREE WORLD CONSUMPTION OF FUEL OILS

(Million Metric Tons )

% increase ~ % increase
1938 1951 1952 1953 1938-53 1954 1955 1954-1955
U.S.A. 38.8 735 73 .6 74.6 92 63 .0 66.8 6
Canada 0.9 37 5.0 4.9 444 5.2 5.5 6
festern Europe (b) 3.6 18.4 19.3 21.0 483 - 26 .7 32.8 23
Australasia 0.2 0.8 0.6 0.6 200 0.8 lel 38
Total Developed Areas 43.5 96 .4 98.5 10l.1 132 100.7 110.5 19
% of all products(C) 26,0  24.9 24,1 23,5 - 32.1(d) 33.3(d) -
Africa and Middle East 0.3 4.0 3.8 3.9 1,200 4.9 57 16
India, Pakistan, Burma & 0.3 l.4 1.3 1.3 333 l.4 l.4 0
Ceylon
Hest of Asia l.4 3.2 3.6 57 307 .7 2.0 18
Caribbean & S. America 6.8 17.3 18.4 18.2 168 18.6 20.8 12
Total Underdeveloped Areas 8.8  25.9 27, 29.1 231 26 .6 29.9 12
;7(') Of all pTOducts 40-4 43.0 41.3 4006 = BZ_QL 3606 =
Total World excl. U.S.A. 13.5 48.8 52 55.6 311 96 «3 109.6 14
% of all products excl.USA 24.0 35,2 34.1 33.5 - n.a n.a -
Total World 52.3 3 25.6 30, 149 168.6 186 .6 11
% of all products, World 28.4 27.7 26.4 25.9 - 28.8 29.0 -
Source: Petroleum Press Service, Vol. XXI,No. 11, p. 412, Nov. 1954, for the years 1938-33, and

Vol.XXIII, No.8, p. 292, Aug. 1956, for the years 1954-55.

Excluding refinery consumption.

0.E.E.C. countries plus Finland, Spain, Malta, Gibraltar and Yugoslavia.

Figures for 1938-53 do not include Japan, while those of 1954 and 1955 do include it.
Does not include U.S.A. whose % share of total products are 18.4, 18.0 for 1954 and
1955 respectively.

(a)
(b)
(c)
(d)
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Ag the world is becoming more and more industrialized
or say mechanized, the demand for fuel oils is rapidly
increasing. "Estimates of the free world's consumption of
petroleum prod&cts in 1955 confirm with un;istakable clarity
that for the free worldi outside the U.S., we are indeed in
the new fuel oils era." The focus of eéxpansion in fuel oil
consumption lies in We;tern Europe whereby the increase in
fuel oil consumption has risen from 3.6 million tons in 1938
to 21 million metric tons in 1952 or an increase of 483% and
from 26,7 million metric tons in 1954 to 32.8 million metric
tons in 1955 or an increase of 23 per cent over 1954 which is
comparatively high. Fortunately, the crude which Western
Europe's refineries import from the Midd le East contains a
high fuel oil residual.

The growth of demand for fuel oils in recent years has
been remarkable, and is likely to continue to grow at even a
faster rate in the near future, especially in the industrialized
countries of Western Europe, because, as we are going to see
later, of the unlikelihood, that coal will be able to meet the
future fuel requirements of industry.

D. 0il as a Source of Energy

: Mechanical energy is a multiplier of human energy.
Unaided by tools man can hardly survive on this planet. With
hand tools only, life for the many is a hard struggle, affording

1. Petroleum Press Service, "In the Fuel Oils
Era™, Vo?. XXIIT, No. 8, p. 291, August

1956.
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little but the barest comforts. The widespread use of energy
in production is one of the outstanding features of our epoch.
The world as a whole needs more goods. This can be done by
much greater application of mechanical energy. "For well=-
known reasons the use of oil has advanced more raﬁidly than
that of coal or water power."1 In the U.S. where 6% of the
world's population uses over half the world's energy, oil
supplied 40% of the country's needs in 1950:2 At present,
0il supplies it with something over 65% of its total energy
needs.5 To overcome poverty and improve the low standards

of living of more than 2/3 of the people of the world is the
most crucial and perhaps the most fundamental problem facing
mankind. Of the three main forms of energy, oil offers a
number of advantages even where there are potentially valuable
coal deposits or water resources.

Whereas in 1938, oil provided 24%, and natural gas 7
per cent, of the world's commercially available energy require=-
ments, today oil and natural gas together supply well over half.
In the Eastern Hemisphere, where coal is still pre-dominant as
a source of energy, (exclusive of Russia) it is estimated that
about 21 per cent of total energy needs is met by petroleum in

4
one way or another.

l. P.P.S. "Energy in Society" Vol. XVII, No. 7,
P I?Q, July 1950. -

2. Ibid.

3. Brewster B. Jennings, Economic Aspects of Middle
Eastern 0il(mimeographed). A Paper delivered at
Third Eastern Regional Conference, -Sponsored by
the New York Society of Securlty Analysis, Inc.
Jan. 28 1954.

4. Ibid,
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Western Europe, taken as a whole, relies predominantly
on coal for most of its industrial energy needs, but is faced
with the prospect that coal production may not be expandible in
the future to keep pace with rising demand for energy supplies.
A recent study by a commission of experts by the 0.E.E.C.
orgm ization shows that "provided prosperity and full employment
continue", Western Europe's inland consumption of primary energy
(expressed in terms of hard coal equivalent) will rise from
730 million metric tons in 1955 to about 840 million tons in
1960 and 1,200 million tons in 1975. The average annual in-
crease in demand will be about 2%@ per cent (compound) over
the next 20 years. "With present trends in coal production,
and atomic energy s till a distant contributor, the oil industry
will inevitably be called upon to make the most important con-
tribution towards meeting these rising requiremmnts."a Thus
0il is providing an 1ncreasing share in the world's increasing
energy requirements.

Though mueh is said about the role of atomie energy,
yet that source, is yet at a stage that would not compete at
any degree with oil as a source of energy in relation to costs
and time span. Even with the s plication of atomie energy to
industrid purposes, the demand for oil, as we shall see later,
will not decline,

l. P.P.S., "Assessment of Europe's Energy Needs"
vol. XiIII, No. 7, p. 255, July 195§6. )

2. Ibid.
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"Under any conditions oil supplies in increasing quan-
tities a§e indispensable in any society seeking to progress"%
Modern transportation and mechanized industry demand oil, and
no country with industrial ambitions can hope to realize them
without it,

According to a paper prepared by Dr. Robert E. Wilson
Chairman of Standard Uil Company, Indiana, energy requirements
of the world, will increase tenfold within the next century.2
Petroleum will have a much larger share in meeting the world's
increasing energy requirements. The growth of energy demand
is currently so great, and is increasing at such a rate, that

the major question is who will supply the demand, and will all

countries together be able to supply it?

’

l. P.P.8., "Energy in Society", No. 7, p. 291
TaTy, 1950. - ' '

2 Tom Dougherty, "World Energy Requirements
Studied at Denver Conference", World
Petroleum, Vol. 28, No. 1, p. 43, January

957, |



CHAPTER TWO

ALTERNATIVES TO OIL I

Oil is after all an exhaustible natural resource. At
the same time it is not the only source of energy in the
world. As a matter of fact, oil is meeting competition from
other sources, such as atomic energy, coal, and synthetic oil.
What does the world have as a substitute in case o0il is cut
off* To what degree can the world depend upon such alter=-
nat{ves for oil, and to what extent could these replace o0il?
In other words, can the world rely upon such substitutes, aéd
what are the prospects of developing these resources, and

could they really compete with o0il as a source of energy?

’

I, The Case for Coal

Coal has been the classical or the principal source of
energy. As a matter of fact, had it not been for coal, there
is doubt whether the industrial revolution could have taken
place. The world still relies heavily on coal as a source of
energy. Interest in coal as a substitute for oil has been
revived. by the recent events in the Middle East. The case for
coal as an alternative for oil is based on two criteria; firstly
the adequacy of coal supplies, and secondly its competitive
status with oil. If these two criteria are fulfilled, then coal

is welcomed as an alternative for oil.



North America
UeDeA o
Canada
S. & Central
America
Europe
W. Germany
E. Germany
UOK'
Poland
Czechoslovakia
France
Portugal
Others
Africa
- Asia
U‘s.s-R.
China
Others
Australia

WORLD RESERVES AND PRODUCTION OF HARD COAL AND

TABLE 2.

LIGNITE
(Million Metric Tons)

Reserves % of Production % Production
Recoverable World's 1955 1955
of Present Present Hard Hard
Costs Reserves Coal Lignite Coal Lignite
228,000 36 443 2 28 0.4
11,200 2 11 2 0.7 0.4
12,960 2 7 0 - 0
) 42,000 7 131 90 8 18
) | 3 184 - 37
21,500 3 225 0 14 0
10,000 2 95 7 6 1
2,360 0.4 23 39 1 8
1,420 0.2 55 2 3 0.4
1,280 0.2 - - - -
3,850 0.6 87 58 5 12
8,740 1.2 37 0 2 0
150,000 23 300 19 19 18
126,000 20 75(incl.Lignite) 5 0
11,120 l.4 87 3 5 0.6
6,690 1 21 12 1 2.4
637,120 100.0 1,601 489 100 100

Source: P.P.S. Vol. XXIII, No.9, p. 326, Sept. 1956.
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A. Production and Reserves of Coal

With the eyes of the world fixed on the Suez Canal,
it is opportune to consider whether coal might be called upon
to a greater extent to help meet the rising energy require-
ments of the future. This raises the question, however,
whether coal supplies and production warrant such a swift back
to it.

Since 1913 up to 1955, that is over the span of 42
years, the world's production of hard coal has increased at a
slow rate of O.G’per cent per annum. Such an increase is a
very small increase compared with a likewise six per cent
increase of oil production. Everywhere in the world, except
in the USSR and communist countries, production of coal has
declined, United States' production has dropped by almost
half since the end of the’war, thus falling from 621 million
tons in 1947 to 380 million tons in 1954. "In each case
production figures were little different froﬁ those already

attained 16 or 17 years earlier in the immediate pre-war

X
period &,

ﬁAs regarding reserves, it is a fact that recoverable
resources of oil are much larger than already established reser-
ves of oil. The world's proved recoverable resources of coal
were estimated at around 840 billion metric tons of which 228
billion are in the United States, 82 billion in Europe, 150

1. P-PoSo, ”The Contribution of Co&l", Vol. mII’
No. 5, Pa 323' September 1956, -
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billion in the USSR and 126 billion in China. (See Table 2).
However, what is important in assessing world's coal reserves
is the cost of their recovery. Total recoveéable reserves
would be 1,370 billion metric tons, and 2,500 billion tons at
recovery costs of one and a half and four times present
recovery costs.1 Compared with oil reserves (150 billion
tons), "the world's coal resources are about five or six times
greater-than its oil resources".2

However, one should not be dazzled by these huge
estimates of coal reserves. Many of them 1lie in deep layers and
are hardly accessible. Some are in isolated locations, which
are far removed from the consﬁming markets. Here is what an
eminent source commented on such optimistic figures about coal
reserves.,

"One conclusion should be crystal clear from this
estimate of coal reserves...: Unless truly fantastic improve-
ments in the state of arts are achieved, our descendants will
have to pay far more for coal than the prices paid both in the
past and at present. Large portions of coal reserves are of
such poor quality, are located in such-out-of the way corners,
are so unfavorable as to thickness of vein, depth, that only

unheard-of-ingenuity or desperate need will render them available

1. g.S. Senage, Joi&: Committee On Atomic Energy,
eaceful Uses of Atomic Energy, Background

Material For e Report of the Panel on the
Imgact of the Eeaceguz Eses oz ;g@c Eergi,
84t ongress, c<nd Session, Vol, 2, January
1956, p. 17.

2. P.P.5. "The Contribution of Coal", Vol. XXIII,
No. §, Pe 323, September 1956. -
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for use., In other words, they are not commercial reserves
now, and they may never be."l

In other words, theqworld hasn't forgotten, the
miseries and the tragedies of the coal mining industry, yet,
nor it is willing to go back to the Nineteenth Century
conditions. Moreover, the fact that coal resources exist
is no guarantee that there will be a market for them or that
they will be actually produced.2 The coal mining industry
is facing many obstacles which are making it harder for coal
production to be increased. These problems are most pronoun-
ced in the Western World, especially Western Europe, where
coal is mostly needed in case there is an emergency or a
shortage of oil, especially in the light of Europe's mounting
future energy requirements. }

The primary obstacle facing the coal industry in the
West is the labor problem.  The wage bill accounts for over
60 per cent of coal production costs. "In an age of rising
living standards, of full employment and of extending mechani-
zation, the relatively dangerous and unpleasant occupation of
coal=-mining has little attraction".3 The rise in wage bills
will in fact add more to the esti&ated recovery cost of coal.

About 3/4 of the coal production of Western Europe,

comes from U.K., and Western Germany. In both these countries

1. National Petroleum Council, Petroleum Product-
ive Capacity, (Washington, 19527 p. .

24 POP.SO’ OpoCito, Pe 324,
3. Ibid.
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production is suffering from the problem of recruitment of
sufficient numbers of workers and of the right type. A
growing number of mine-workers are attracted to other indus-
tries now in prosperous condition where wages are often
higher and where work is less hard and disagreeable. This
has resulted in a lower output per manshift.

Another problem which is facing the coal industry is
the rise in costs, as the mines are being depleted, and the
higher wages the industry is being forced te pay, in order
to keep its labor force. These factors have resulted in
reducing the profitability of coal mining, and in the case of
Britain have resulted in a net loss, which has, hitherto,
reduced investment in this field, and hence output has declined.

In addition to high labor costs, the coal industry
has often to incur high capital outlaysi "a significant factor
in an era of chronic capital scarcity." ’ This is very
significant in Western Europe, and is ;xemplified in the case
of U.K. when capital outlays of 51000 million over the next
ten years will bring about only 20 million tons increase in
output.

This labor problem is not present in the USSR and the
Communist countries, for there, labor has no freedom of choice
of movement between industries. This is why the USSR and its
satellites were able to increase their output considerably.

Another major obstacle to the expansion of coal

production is the loss of markets caused principally by the

l. Ibid.
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competition from oil and natural gas. Competition from oil
and natural gas, in the U.S. has reduced coal's contribution
to total energy requirements from three quart;rs in 1920 to
one quarter today.l In Western Europe, coal exports from
the U.K., hitherto, Eufope's ma jor coal exporter, have
virtually disappeared. F;om a total of 78 million tons in
1929, in UK's coal exports dropped to 53 million tons in 1937,
16 million tons in 1948, and virtually no exports were made
in 1956.2

In concluding, one can safely say that, "the factors
which held back coal production in the recent pa;t, seems
likely, in fact, to hold it back in the fu.ture."3

We see, therefore, that, in that part of the world, in
Western Europe which depends mainly on coal, for its energy
requirements, cannot continue to rely on that source of energy.
Coal production in Western Europe is facing many difficulties.
Already Europe is having a coal shortage and is relying on
coal imports to meet its deficient output. Elsewhere in the
world, any contemplated expansion of coal production has to
face practically the same difficulties which Western Europe
is facing in that respect.
B. Coal Versus 0il

The dependence of industry on oil as a source of fuel

and energy is growing rapidly.

l. Ibid.,
2. Ibid.
3. Ibid.,
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"iore coal is not used because at prevailing prices
many consumers find it cheaper or more convenient to use oil
instead of coal.“1 01l has a number of advantages over coal,
which 1s fostering itsuse and hindering that of coal. "0il
has big advantages over coal both in its relative ease of
production and handling end in 1ts qud itles in uae.“2

The most important field in which oil is competing
with ¢oal 18 in the Iron and Steel Industry. In deciding
whether or not to convert to fuel oil, the relative prices
and availabilities, the c® ital costs and the possibllity of
securing operating economies are the main factors.

One of the main advantages of fuel oll is that it has
more calorific content than coal. Generally speaking, one ton
of o1l equals one and a half tons of coal in calorific content.
Thus though, the price of coal is slightly lower than that of
fuel oil, the differential 1s more than o fset by the higher
yield of fuel's oll cdorific content, and on this basis only,
a shift from coal to oil in industry is easily justifiable.

The cap itd costs of converting to oil have also to
be conslidered. These are not very heavy, and recent experience
in Western Europe, shows that industry is very adaptable from
shifting from oil into coal usage and vice=-versa. However,
"in the light of price and capital cost factors, therefore,

conversion to oil use is justifiable only where substen tid

1. Petroleum Productive Capacity, op.cit., p. 75.
2. Ibid.
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1
operating economies can be secured."

In the steel industry, thre; main types of operating
economies are obtainable by the use of fuel oil in open-
hearth steel making. Because of special qualities that oil
possess, the melting and refining time is reduced resulting
in reduced labor requirements and savings in storage space.2
A further technical advantage in the use of liquid fuels
arises from generally better control of steel-making conditions
because small adjustments can more readily be made to flame
characteristics.3

Another operating economy obtainable from the use of
fuel oil is that resulting from intergrating steel works, If
there are suitable gas supplies in the near vicinities the
adoption of this method is greatly justifiable. In fact, this
is what happened in England. "The economies of converting to
0il in this way depend, of cour;e, in part on the price
obtainable for gas, which is in many cases too low to make
conversion economical."4

The use of fuei oil is not confined only to the steel
industry, but is finding increasing outlets in other industries.

Already in the U.K. an arrangement was made between Esso and

the British Electric Authority whereby the latter's new power

e

1. P.P.S., Vol. XXI, U.K. Steel Industry's Oil
Consumption", No. 9, p. 348, September 1954.

2. Ibid. k
3. Ibid.

4, Ibid,



=]

station (which was completed this year) at Marchwood, Hants,
will be supplied from Esso's neighborihg Fawley Refinery with
from 350,000 to 600,000 tons of fuel oil a year, "at a price
which will always result in operating costs no hiéher than
if coal were used.."1

In the moreﬁindustrialized countries of Western Europe
0il has not, in general, been seriously competitive with coal,
which to some extent has enjoyed an assured market position.
The main outlets for fuel oil have been found where it could
of fer some technical advantages in use, or where other reasons
justified the buyer in paying a premium over coal prices.
But taking into consideration the rising energy requirements
for Western Europe, coupled with the inadequacy of coal supplies,
the demand for fuel oil is already rising proportionately faster
than that for coal. This case is not confined to Europe, but
to all parts of the world. "The rising importance of oil as a
source of energy is reflectedhin the fact that the free world's
rate of output over the first six months of 1955 is equivalenﬁ
in calorific value to rather more than 1,000 million tons of
hard coal a year which is not short of the free world's actual
production of hard coal which has varied between 1,106 and

2
1,200 million annually over the past half-century"

1. P.P.S., "0il and Coal", Vol. XXI, No. 8,
pe. 278, hugust 1954. -

2. P.P.S., "Steeper Rise in World Production",
Vol. XXII, No. 8, p. 275, August, 1955. -
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Tt is estimated that hard coal production in Western
Europe will increase by about 1 per cent per annum up to
1965 and then it won't increase any more. Total production
of hard coal which was in 1955 478 million tons will rise to
about 520 million tons in 1965 annually. Net imports,
mainly from the U.S. will constitute only 50 million tons.
However, imports of coal are very expensive. "With f reight
rates rising, the landed prices of U.S. coal iﬁ Europe are
not often twice the f.o.b. prices."l " Moreover, there is the
added disadvantage of importing Am;rican coal of payment in
dollars. Also, this volume represents the maximum that could
be imported from the U.S. in view of the present port and
anchorage facilities. Lignite production will increase from
31 to at least 35 millioh tms a year, while hydro-electricity
production may rise from 57 to 130 million tons a year.
Nuclear power will play a negligible part and will amount to
40 million tons of coal equivalent in 1975. "By far the
biggest increase in volume will be in respect of 0il. "Inland
consumption of petroleum products of 87 million tons inn1955
will probably reach 250 million tons (equivalent to about 365
million tons of coal) in 1975, with a growing proportion of
fuel oil.“2 Qil's participation in energy consumption will

1. P.P.8., "U.S. Coal to Europe's Reseme", Vol.
XXIIT, Ne. 5, p. 180, May 1956. -

2, P.P.S., "Assessment of Burope's Energy Needs"
Vol. XXIII, No. 7, p. 256, July 1956. 2



rise from 17 to 30 per cent. "Indigenous oil and natural
gas production together would r;present in 1975, seventy
million tons of coal equivalent, the increase being equi-
valent to about 52 million tons of hard coal a year, compared
with an increase in coal and lignite production equivalent
to only 46 million tcms..":L The Middle East will supply most
of the oil imports. i

"ihen one turns to the longer-term prospects, to
confront tﬂe difficulties that are likely to be experienced
in getting men to go underground to dig coal - the outlook
for Western Burope's coal supplies is admittedly far from re-
assuring. It is conceivable that, in the long-term, in=-

ability to produce sufficient coal could become a real impe-
2

diment to a continued rise in industrial production." There=-

-

fore, coal has finally to give way to oil.

I1. The Case for Atomic Enqggz

There is now a popular current discussion of atomic
power replacing oil as a source of energy. Huge efforts are
being made in speeding the progress of nuclear power. The
Suez crisis has accelerated this interest. "The dramatic impact
of political events in the Middle East has given renewed importance

to the question as to what extent, and how soon, could atom power

; 1. Ibide

2. P.P S., "0il and Coal", Vol. XXI, No. 8, p. 278,
I 1954. -
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1
be called up to contribute to energy supplies". Uranium

mining is being stepped up and is extending ta many new
areas. Nuclear fuels are being produced at present in the
U.S., the U.K., and the U.S.5.R. by a variety of methods,

and the first atomic power centers are being or have been
built in these countries. "New types of experimental pilot
reactors are put to the test: and more are under construction
and design“.2 Work on developing the use of atomic energy
is being séepped up by the creation of the International
Atomic Agency under the auspices of the United Nations, "and

by the practical training now offered by the U.S. and th;
3
U.K."

-~

A. Economic Aspects of Atomic Enterprise

A small research breeder reactor was begun in 1951
by the U.S. Atomic Energy Commission, and a similar experimental
reactor was started in the U;K. in 1954¢. The U.S.S.R. maintains
that it has already a small atomic power station of 5,000 KW
in operation. A much more larger plant with a much larger
capacity is being built in Britain at Calder Hall, Cimberland,
and is due to start operation in the early sixties. By next
year, or the year after, the U.K.'s first large atomic power

station of 60,000 K4 will start operation.®

1. P.P.S., "Criteria of Competitive Atom Power,"
Vol. XXIII, No. 12, p. 448, December 1956. -

2. P.P.S., "Atomic Enterprise", Vol. XXII, No. 1,
p. 8, January 1955. -~

3. Ibid.
It has been already started.



"neither of these large atomic pioneer stations will
yet be e;onomically competitive with oil-fired power stations,
or even coal-fired power stations“.l The American plan
will have a capital cost of about‘$600 per installed KW, as
compared with $120-150 per KW for non-atomic power stations,
and the nuclear power's electricity has a unit cost of 3
cents per KW., as against 0.7 cents for ordinary electricity.
In Britain atomic power reactors are said to produce electri-
city at 1 penny KWh, or about 50% higher than the average
unitary costs for electricity produced by conventional
power stationse. It costs only 575,000 per ton of heavy water
to be used in atomic power generators.

No definite conclusions have so far been drawn as to
the most suitable and economic type of such reactors. A good
many scientists and engineers, in fact, maintain that the costs
of their construction and operation would in any circumstances
be too great for neuclear energy to become a commercial propo-
sition. The cost of a nuclear-fuel power plant is likely to
be substantially in excess of that of coal burning plant of
similar capacity. However, such a stage of development with

more optimistic views could hardly be attained in less than

10 or 15 years.
As far as can be foreseen today, nuclear fuels will
only be suitable "for some of the present appl%cations of con-

ventional fuels, énd for few of those of o0il."™ Moreover, all

-

1. Ibid,

2. P.P.S., "Atomic Enterprise, Vol. XXII, No. 1,
pe 11, January 1955.
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development of atomic power projects are in the field of staw-
tionary power plants for electricity which account "for a very
small fraction of total oll demand.“(l) In the United States,
current consumption of fuel oll by electric utilities amounts
to less than 3% of the total domestic demand for petroleum.(z)
Besides high construction costs, the price of making
atomic fuels for atomic power plants are also very high too.
Meking atomic fuels involves a "highly complex process of exw
tracting from the ores the uranium metal that provides the basic
source of nuclear energy, and the still more lngenious methods
which have been evolved for enriching the puniary fuel and from
producing from it a secondary artificial fuel of even greater
potency. The enormously complicated operations of this unique
industry require vast plants, immense capital investments, and
very large resources of scientific and technical skill."(a)
Thus we see that atomic energy projects involve tremen=-
dous capital investment, The U.K., Minister of Works said in
Parliamentary debate that: "splitting the atom is the most
powerful and promising, but also the most dangerous and expen=

sive of all discoveries," Such huge expenditures on the
development of atomic enterprise put a huge drain on public

1, Ibid.

2, "peaceful Uses of Atomic Enterprise," op.cit., p.99.

3. P.P.S., "Making Atomic Fuels,"™ Vol. XXI, No. 3,
Pe 55, March, 1954,

4, P.P.S., "Using Atomic Fuels,™ Vol, XXI, No. 4,
P. 132, April, 1954,
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funds, Thls will add a greater pressure on the economic diffie-
culties which Britain 1s meeting. In comparison, this capital
outlay on atomic energy development in Britaln represents twice
that which was committed in expanding the country's refining

capacity.

B, Contribution of Atomic Energy to Total Energy Needs

It is, however, worth repeating that the tremendous

effort now being made in Britain and many other countries to
speed the advent of atomlc power can bring about only a very
gradual transformation of the energy scene, and even this will,

in the foreseeable future, only affect the sector of electricity
generation.* In assessing Europe's energy needs, "nuclear energy
w1l only play a comparatively minor part in the coming two
years," 4 In 1975, atomic energy will provide only 40 million
tons of coal equivalent, out of total energy requirement of the
equivalent 1,200 million tons. According to another estimate
"in 20-30 years' time, the output of nuclear power stations
could concelvably be stepped up to a level equivalent to an
electricity production that would otherwise involve the consumpe
tion of about 20 million tons of coal a year," Vil It is hoped
that "with the use of fast breeding reactors it might be possibbe
to meet the world's total requirements of electricity in the year

2000," (=

1. P.P.S.,"Assessment of Europe's Energy Needs",
VoI, XXIII, No. 7, p. 256, July 1956,

2., P,P.8., op. cit., April 1954, p. 137,

3. P.P.S., "Revelation and Promise,"™ Vol, XXII,
No. 9, p. 314, September 1955,

# There 1is also the possibility of atomic propulsion
in ships, but so far development has been confined to
military operations,
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In the oil industry, the advent of nuclear energy may
have only insignificant effects. The possible displacement
of oil in electricity generation is of minor significance in

the world as a whole,

TABLE III

ESTIMATED CAPACITY OF NUCLEAR POWER STATIONS

M ons o lowats)
1965 1975
U.S.A. Less than 4 20-25
U.K. l.4-1.8 10-15
U.8.8.R. & Europe ? 10-25
Others - 10-15
Total Less than 10 50-100

SOURCE: A Paper "The Outlook For Atomic Energy".
by C.M. Nicholls delivered in a meeting
of the Institute of Petroleum,

T Today, oll used in power stations represents less than
9 percent of total fuel oll sales in Western Europe, and less
than 6 1/2 per cent in the U.S., which is equivalent to 2 1/2-
3 per cent of total domestic demand for petroleum products in
both these areaa.(l)

Instead of atomic power replacing petroleum in the near
future, economists of Jersey Standard believe that the develop-

ment of atomic power will actually increase consumption of

petroleum products, The large scale of industrialization which

1. P,P,S., "Hastening Atomic Power"™, Vol, XXII,
Wo, 12, p. 433, December 1955,
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will result from employment of nuclear fission as a source of
energy will mean a greater use of machines and e quipment which
depend on oil for their power., Also, even 20 years from now,
in 1975, the atom will still account for only a small part of
greatly expanded amount of total energy consumed, 01l will
still continue to dominate on the economic international

scene, as the most available source of energy. There 1s no
fear that atomic energy will replace oil in the near future,
and the demand for oil will still be expanding at an increasing

rate.,

III. Prospects for Coal and Atomic Energy

It is clear from what preceded in our s tudy about coal
and atomic energy as alternatives to &1l, that petroleum will
play in the future an ever increasing role in supplying the
world's needs of energy, It is estimated that the free world's
total requirements of commercial forms of energy over the com=-
ing 20 years will increase at 3 per cent a year. In Western
Europe, where about quarter of world's energy is consumed, the
demand for energy will increase at 2 1/2 per cent to reach
1.250 million tons of coal equivalent in 1975, Little increase
in West European coal production was foreseen to help meeting
these incress¥grequirements, and at the same time coal imports
from the U.S. are not likely to fill up the gap. "After taking
into account prospective increases in supplies of hydro-power
and of indigeneously produced natural gas, and also the appear-
ance of a contribution from atomic energy, 1t was expected that

0il demand in Western Europe would increase by an average of
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5 1/2 per cent over the period as a whole - to reach perhaps
380 million tons coal equivalent in 1975." a

Estimates add up to a rate of 3 per cent increase in
energy requirements for the whole world, But with many coun=
tries now starting economic development a big growth of com=
mercial energy requirements and an increasing contribution
from petroleum were foreseen, With coal increasing at a rate
of 1 per cent, it is insufficient to meet these expanding re=-
quirements.

Atomic power 1s not expected to be of great importance
in the coming 20 years. As for competition with oil, this is
to be likely in a limited field, and that is electric genera-
tion. "It was predicted thet if it expanded et ths expense of
oll thzn &t most 1% would rot cut prosvsceiive oill demand by
more than 10 per cent below the more than doubled level expec=
ted to be attained in 1975." i

The future outlook is, therefore for oil., 0il is the
source that will be called on to help meet the world's forth-
coming energy requirements. "Petroleum will have its hands
full in meeting the demands to be made upon it as the growth
curve of energy requirements continues to mount., 01l need
not fear inroads from atomic energy., Those areas in which
atomlics will make the first economic appearance will be those
which oil can most profitably pull away from.“fa) Both coal

and atomic energy are not adequate alternatives for oil.

1, P,P,S., "Signposting the Future - I", Vol. XXIII,
Wo. 7, p. 243, July 1956.

2. World Petroleum, op.cit., January, 1957, p. 43.
3. Ibid,
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0il has proved itself to be a unique resource. The world
needs this oil, and the logical question is that can the
world get it? In other words, whereln do the world's sup-
plies of oil exist, and how far are they accessible? How
importent the r ole of the producing countries will be in
affecting the future supply and demand of oll, or more
specifically, how important is the role of the Middle East,
is going to be in providing for the world's increasing con-
sumption of o0il, since 1t contains 76 per cent of the world's

future reserves of crude?



CHAPTER THREE
ALTERNATIVES TO OIL 1II

I. The Case For Synthetics

For meny years past, the potentialities of producing

liquid fuels from coal or shale have been the subject of keen

scrutiny,
the major
petroleum
ves. The
1.
2.
de
4,

q;pecially in the United States. This 1s one of
efforts to provide substitutes for petroleum or
products that are considered as s upplemental reser=
main factors behind such & move are the followinggl)
0il is the prime essential of modern warfare
Discoveries of crude reserves in the U.S. have

been slowing down

Foreign sources of crude, however, plentiful

might not be readily available in the event of
another war and,

Known reserves of oil shale and coal especially

in the U.S. both far exceed known domestic

reserves of petroleum,

"pccordingly, as a minimum safe program it would appear

that at least enough research and development should be focus=-

ed on each of these two alternative sources to establish more

1.

Robert E, Wilson, "™0il From Coal and Shale", Our
0il Resources,edited by L. Fanning, McGraw-HiIIl
Book Co., Inc., New York, 1945, p. 211,



definitely which is likely to be our principal reliance in
case & crude shortage should become really imminent, and to
demonstrate on at least a semi-commercial scale the more pro-
mising methods of making liquld fuels from whichever appears
to be the most promising aource.'(l) In fact, the motive be-
hind the esteblishment of synthetic methods has been either,
the fear of an oil shortage in case of an emergency, as 1s
the case in the United States, or the provision of an oll

supply, in countries which possess no oil resources, but pos-

sess coal and oil shale deposits,

A. Historical Background

Production of oil by synthetic methods is not a modern
development, but on the contrary, it dates back before the
production of petroleum itself.

The history of oil shale and coal oil production goes
back, in the United States, to the Revolutionary War, "When
the oil shales and cannel coals of New York, Pennsylvania and
other colonial states provided what little need then was for
011“.(2) For the next few decades, oil from shale and coal

helped meet the demand for oll then, which was mainly for

lighting purposes, Colonel Drake's discovery of oil, marked

1. Ibid.

2, Cameron Russel, "Where 0il Shale Stands Today",
World Petroleum, Vol., 27, No. 2, p. 58, Bebruary,

L]
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the end of coal and shale d istillation for the production of
0il, and till the present day, the industry has been long for=-
gotten., However, in other parts of the world the industry
took hold, and in Scotland, the synthetlc oil production dates
back to 1895, eand in Germany, the first modern plant of synthe-
tic oil production has been established before world war,II.
The coming of the automobile aroused interest again
in oil shale in the United States. The vast oill shale deposits
in that country attracted a great deal of attention, The main
motive was the fear of an oil shortege in the early twenties,
"Numerous oil shale companies were formed and some plants were
built, but unfortunately for the investors, the ventures were
unsound, most from a technical standpoint and all financially,.
The few that were legitimate enterprises were driven into bank-
ruptey by the petroleum discoveries of the late twenties, and
soon interest in oil shale was dormant once more.“(l)
Except in Germsy, Scotland, and Manchuria, synthetic

01l production continued to be dorment until World War II., In
fhe United States again, "the possibility that domestic petro=-
leum resources might prove inadequate caused the government

through its synthetic liquid fuels program to investigate

coal, oil shale and other materials as supplements to petroleum,”

The United States Bureau of Mines undertook the project and the

govermnment financed the whole work., Between 1944 and 1956, the

government spent on synthetic research the sum of $87.6 millions,

1, Ibid.,
2, Ibid.

(2)
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Since the end of the Second World Wer, an experimental oil
mine and various pilot and demonstration plants have been
established for a comprehensive investigation into the tech=-
nical and economic aspects of oll-shale mining and processing
of coal to oill conversion. Progress towars an oll shale in-
dustry in the United States made a significant step during
1955, with the announcement by the Union 011 Company of Calif-
ornia of a $5 million development program leading to eventual
commercial utilization of Colorado 0il Shale.(l) At the s ame
time, the Department of Interior ended its research and de-
velopment activities, It is time now, it is felt, for pri-
vate enterprise to take over,

Elsewhere in the world, shale olil has been extracted
continuously for many years. This activity has been started
in most countries since the end of World War II. Brazil,
Scotland, and Spain have launched ambitious programs to start
synthetic o0il plants using either oil shale or coal resources,
The main purpose behind these projects is to save foreign
exchange. But most of these projects, due to many contingent
difficulties, have been scaled down considerably.

"In Spain the Government's ambitious plans for the
establishment of large commercial plants for making synthetic
fuels from indigenous oil shale and lignite have been scaled (2)

down considerably since they were conceived twelve years ago,"

l, Cameron Russel, op.cit., p. 59.

2. P.P.S., "Spain, Synthetic Fuels Heng Fire,"
ToI. ¥XIII, No. 10, p. 369, October, 1956.
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The largest oil shale deposits in Europe are located
in Estonia in the U.S.S.R., and the Soviet Union is sald to
be expanding this industry.

The most interesting experience of extracting oil
from coal 1s the example offered by Sasol, a company established
to extract oil from in South Africa. Sasol's original planned
output was about 200,000 tons of all fuel products, which
makes it the largest plant in the world for synthetic oil
production, Its capital was planned at & 18 million but rose
to B 40 million, Private enterprise did not participate in
this venture, and its profitability is questionakle although
coal is available at sight. The project is financed by the
government., Its returns are expected to be with the most
hopeful estimates at 6-7 per cent while private enterprise
needs at least, a 25 per cent return on such a risky venture.
Sasol's experience, however, turned, as we shall see later,
to be a sad experience in a pioneering effort to produce oil
from coal.

In Asia, the largest oil shale plant is in Manchuria,
where it had a pre-war level of 10,000 b/d, The Indian
Government has made a scheme for such a plant of about
100,000 metric tons of annual output and requiring a capital
investment of B 16,5 million,

In Australia, where production was expanded during
World WarilT, the plants have been abandoned. "Unfavorable
mining coasts and obsolete process equipment lead to shales

(1)

failure to survive."

1, Cameron Russel, op.cit., p. 60.



TABLE 4

N.P.C. ESTIMATES FOR SYNTHETIC LIQUID FUELS PRODUCTION

OIL SHALE FISCHER-TROPSCH COAL HYDROGENATION
% of total % of total Modern Conventional % of total
Single Plant Industry Ligquids Single Plant Single Plant _Liquids Single Plant Single Plant Industry Liquids
Raw Materials (tons/day)
Shale or Coal 76,800 384,000 7,040 17,200 11,690 12,960 112,500
Products (b/d)
Gasoline 25,380 126,900 63.1 8,710 21,380 79.2 19,490 19,490 163,830 75.8
Diesel 0il 12,200 62,360 31.0 - - - - - - -
Gas 0il - - - 1,710 4,210 16.6 - - - -
Liquid Gas 1,780 8,920 4.4 580 1,410 5.2 6,390 6,390 52,170 24.2
Residual Fuel 340 3,050 1.5 - - - - - - -
Liquid Chemicals - - o - - - 1,120 1,120 - -
Total Yield of Liquid
Products(b/d) 39,700 201,230 100.0 11,000 27,000 100.0 27,000 27,000 216,000 100.0
Steel Requirements (tons) 178,000 694,000 1Y 89,000 177,000 169,000 220,000 1,710,000
Total Capital Needed '
(thousand dollars) 333,000 1,518,000 184,000 380,000 477,000 533,000 4,074,000
Equivalent Capital Require-
ment per b/d of liquid products .
output (000§) 8.4 7.8 16 .8 14.1 17,7 19.3 18.9
Cost of Gasoline ($/US Gallon) 16.2 14.3 35.7 29.4 36.3 41.4 43.5

Source: P.P.S. Vol. XX, No. 4, p. 142, April 1953.
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B. Economic Prospects for Synthetlic 011l Production

The economlc prospects for synthetic production depend
upon comparative costs between crude oil production and syn=-
thetic oll production. If synthetic o0l1l could be produced at
a cost which will result in a price competitive with that of
crude oil then the venture is economically sound, However,
costs depend upon the technical process used in producing
synthetic oil, and for this purpose, costs will be discussed
here relative to the various technological methods of obtain=
ing oil from synthetic methods,

l. 0il from Coal

Much is more known about coal resources of the world
than of oil shale, Coal can provide a substitute for oil
first as a source of energy, and secondly as a source of oil,
0il could be extracted from coal by two methods., The first
process 1s known as the hydroéenation process, and involves
"treating powdered coal in an oil slurry with hydrogen under
high pressure, in the presence of catalysts to make a heavy
liquid #hich can be further hydrogenated under still higher
pressures to make gasolline and other products.'(l) This pro-
cess was used extensively by the Germans during World War IT
for meking aviation gasoline. ™"Very large investments and
steel tonnage are required, and in its present state of de-
velopment 1s believed to be c?g?iderably higher than the

alternative Fischer process," However, this process had

the advantage of ylelding a better quality of gasoline,

l. R. Wilﬂon, OE.Cit., p. 222.
2, Ibid.
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The other method of meking synthetic fuels is the
Fischer process and was also started in Germany. In this
process, carbon monoxide and hydrogen (water gas) made f rom
coke snd steem are converted into gasoline and other petro=-
leum products, In its primitive form, this process yielded
an inferior quality of gasoline, but with catalytic-refining
methods improved, this difficulty was overcome.

a. Coal Hydrogenation Process

The first factor in the coal hydrogenation method, is
that not all types of coal are suitable for this process. The
most suiteble yet, quality of oil, in the light of the present
known processes, is bituminous coal, The presently known U,S.
reserves of subbituminous coal are believed to be about 800
billion tons, which would mean 850 billion barrels of gaso-
line, since one ton of coal would yield approximately one
bbl, of gasolino.(l)According to early estimates one ton
of bituminous coal would yield between 1 bbl « 2 bbls of
gasoline, and some by-products,

Early estimates of cost of production have been placed
at a range from 15,5 to 22.6 cents per gallon of gasoline
(for 30,000 b/d plants and 3,000 b/d plants, respectively) at
a coal price of § 2.75 per tonfa) However, this figure proved
to be very optimistic, and in 1951, the U.S. Interior Secretary
asked the National Petroleum Council to make a study about the

prospects of extracting oll from coal and oil shales, In the

1. R.C. Heald, "Our Reserves of Coal end Shale",
Our 0il Resources, p. 167.

2., Ibid., p. 168,
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committee's report, the production of gasoline from coal
hydrogenation would cost at least 41 cents per U,S. gallon,
which compares with ex-refinery selling prices of gasoline
from crude petroleum of 12,5 cents., Compared with prices of
ordinary gasoline today (an average of 10-1l cents gallon
ex-refinery f.,o.b, prices) in the rest of the world, such a
venture 1s still very costly, In a later study N.P.C, re=-
vised 1ts figures, but the cost of o0il from coal hydrogenation
was stlll prohibitive, (35.7 cents per gallon of gasoline)
and "the National Petroleum Council in the U.S.A, has reaf-
firmed its contention that there is no immediate prospect of
obtaining synthetic liquid fuels from coal or shales at costs
competitive with those of fuels produced from crude oil.'(l)

Capital requirements for am installation of a high-
pressure coal hydrogenation plant producing 27,000 b/d varies
between § 477 million for a modernized version single plant
scheme and §$ 533 million for a conventional version single
plant scheme. As for a large scheme of 216,000 b/d capacity,
the investment required is in the proximity of § 4,074,000,000.
This figure represents half the total expenditures of the oil
industry in the whole world in 1955, s In calculating the
cost of gasoline, the N.P.C. has allowed a 6 per cent return
on the investment. "But the Committee has reiterated its

1. P.P.S.,"Synthetic Fuel Costs Still Prohibitive™,
Vol. XX, No. 4, p. 141, April 1953,

2. J.E. Pogue and K.E, Hill, Future Growth and

Financial Requirements of The World Petroleum
Industry, f;groIom Dept., The Chase Manhattan
Bank ii

. ew York, 1956) p. 34, table 14,




wills

doubts whether capital could be attracted to speculative ven-
tures of this kind at that rate, citing the views of leading
financial authorities that &t ies,st a. return of 12-15 per
cent on the total investment, would be required to provide

a sufficient incentive to private enterpriae.(l)

Another obstacle to the development of such a method
is the steel shortage. Such plants require a great amount
of steel of high quality. A cosl hydrogenation plant re-
quires between 196,000 to 1,710,000 tons of steel or some=
where between 10-13 tons per daily barrel of gasoline, whild
gasoline production from petroleum requires 0.7 to 2.0 tons
of steel per daily barrel.(a) "Hence coal-hydrogenation
plants require for the seme gasoline output at least four
times as much steel as petroleum rerineriea.'(3) This fact,
together with the fact that the demand for steel is greatly
inereasing for other purposes, puts another severe limitation
on the building of coal~hydrogenation plants,

Another major obstacle to coal~hydrogenation develop=-
ment 1s the huge requirement of human resources, This is due
to the need for more men to work in mining a1 d extracting coal
to bring about the increased amount of coal needed for coal
hydrogenation. A British plant which produces 3,000 b/d of
gasoline requires 6,000 men to run a coal hydrogenation plant,

Compared with this figure, Aramco has 20,397 employees, but

1. P.P.S., op.cit., Vol. XX, No. 4, p. 143,

2. R.C. Hegld’ OE.cit.. p. 171.
3. Ibid.
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‘ (2)
has an average daily crude production of 965,041 barrels.,

Moreover, petroleum plants are becoming more and more auto=
mized, and thus saving in their labor requirements., The
labor problem puts another hindrance for coal hydrogenation
development., The problem is to recruit enough people, when
already there is full employment, in the countries where such
a process will be mostly needed, especially in the United
States and Western Europe. Moreover, the mining industry is
already faced by the problem of recruitment, where workers
are running away from such an unpleasant occupation. The
employment of unskilled workers, would decrease per man out-
put, because of thelr inferior efficiency. Henceforth, man-
requirements for coal hydrogenation present acute problems

for this industry.

b. Fischer-Tropsch Process

The Fischer-Tropsch process from coal is the most
widespread today, for it is more economically feasible than
the hydrogenation process. It involves two steps: (1) the
gasification of any kind of coal or lignite and (2) the cata-
lytic conversion of the synthesis gas t o petroleum products.
The advantage of this method over the previous method is that
in this method any kind of coal could be used, whereas, in the
process method only a special kind of coal could be used, "It
is worth noting, however, that the amount of coal needed per
volume unit of liquid fuels output is distinctly lower in

(2)
hydrogenation than in Fischer-Tropsch, synthesis.”

1. Aramco, Report of Operations, 1955,

2. P,P.,S.,, op.cit., Vol. XX, No. 4, p. 142,




The gasoline yield from this process, which is 79.2 per cent
of total liquids, is higher than the gasoline yield f rom the
coal hydrogenation process which is 75,8 per cent of total
liquids, (See Table IV)

The industry on the whole suffers, but to a lesser
degree, from the same drawbacggof the previous method, mainly

steel and manpower requirements,

2, 0il Shale

"An oil shale is a shale containing little or no
liquid oil or hydrocarbons that can be remeved by ether,
chloroform, or carbon tetra-chloride, but from which larger
quantities of o0il can be obtained by destructive distillationE})

Shale oil industries have long been in existence or in
prospect in many countries of the world. There are plants in
operation or planned already in Scotland, Sweden, Germany,
France, Italy and Spain, 1n-Estonia, Russia, and Manchuria,
in Australia, South Africa, Canada, and Brezil, M™ione of
those in existence 1is however, of more than local importance,
and few hnv; proved capable of paying their way.“(z) One
significant fact is that two countries in the world contain
most of the world's shale deposits. Theee two countries are

Brazil and the United States. Brazil has got shale deposits
of the order of 300,000 million barrels, which is about 60

l. ROCO Heald, OE.cit., p- 180.

2. P,P.S., "Venture into U,S. Shale,"™ Vol. XXIV,
No. 2, p. 58, February 1957,
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times more than ?h?le deposits in the rest of the world, ex-
1
cluding the U.S. As for the United States, reserves of oil
(2)
shale are estimated between 30~40 billion barrels,

As for oll ylelds, shale deposits give a varied oil
content d epending upon the quality of shale, The oil ylelds
per ton of shale vary from 15 to 70 U.S. gallons. Scottish
shale-cll operations have long used shales with an oil yield
of 22-24 gallon per ton.(s) Taking an average yield of 20
gallons per ton, and at production level of a million barrels
per day the U.S., reserves would last for 80 years.(4)

Because of highly complicated mining processes in-
volved, in order to enable conversion of shale to 0il, "the
economic competitiveness of shale oil with crude petroleum
depends therefore largely on the technical efficiency and on
mining costs,." - The Bureau of Mines in its final report
proved that mining costs could be scaled down to 50-60 cents
per barrel as compared with an earlier estimate of mining

(6)
costs between §.91 to §1.83. However, taking an aggregate

1., Ibid.

2. World Petroleum, op.cit., Vol. 28 P.43
Tanuary 1057, : 3 ;

3+ R.C. Heald, op.cit., p. 189,

4, World Petroleum, op.cit., Vol. 28, No. 1,
January 1957,

5. P;P;rﬁa};e.oit.’ vol. HIV, HO. 2’ p. 59’

6. P.P.8., op.cit., p.
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cost for the whole process, though the cost per gallon is
lower than in the previous two processem, yet it is still
high to warrant sny commercisl production. Production costs
of a minimum of 14,7 cents per U.S. gallon of gasoline are
still higher than ex-refinery prices of 11-13 cents per U.S.
gallon,

A private company is undertaking research for estabe-
lishing the o0ll shale plant in the United States. The experts
of this company, Union 01l Company of California, estimate
that the capital investment involved will be initially be~
tween $3,000 to $5,000 per barrel for a plant of daily capa=
eity of 20,000 b/d. Thus, such & plant will cost $60 million
to $100 million and a 100,000 b/d installation over $300 millioé%)
Though this figure is very optimistic compared with N.P.C.'s
estimates, (see Table IV), it is still higher than the capi=-
tal required for crude oil production and refining which range
between $1,400 and $2,800 per barrel.(z) However, with rising
cost of production in the U.S. THe venture might become pro-
fitable, since the tendency of crude prices show an ascending
one,

Shale oil's production suffers from the same handicaps
of the previous two methods mainly, manpower, and steel requirew

ments,

1. R.c. Heald’ oe-cit-, p. 192.
2. Ibid,.
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TABLE V

APPROXIMATE MANPOWER REQUIREMENTS FOR SHALE MINING

Type of Production Men Regquired

For production of 100,000 bbl. of ecrude

shale 0il Daily: 1
From Shale assaying 20 gal, per ton 15,400

" L " 25 gal. per ton 12,400

" " " 45 gal, per ton 6,900

For production of 100,000 bbl. of gasoline Daily:

From shale assaying 20 gal. per ton 25,600
. " " 25 gal. per ton 20,700
L " 45 gal. per ton 11,500

SOQURCE: Fanning, L., Our 0il Resources, p. 191,

Moreover, land values have risen sharply during the
past ten years for oil shale bearing lands, Price of land
has risen from as little as $10 per acre to $450 per acre
of good land,

Ce Conclusions About Synthetics

This ever-increasing interest in synthetics and provie
ding substitutes for oll springs from one fear, and that is a
fear of a sudden stoppage of present oil supplies to the con-
suming countries., It is an emergency device., This fear has
sprung from two main causes: firstly, the increasing rate of
petroleum consumption in the United States, and Western Europe,
secondly, coupled with this, is that the U.S. crude oil pro=
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duction and reserves, as we shall see later in Chapter VI,
are not sufficient to meet the fast rate of increase in
demand, and the U,S8., since 1949, has become a net importer
of oll. Moreover, interest in synthetics is being acceler-
ated in countries which do not possess assured oil supplies,
and which depend upon oll supplies that are vulnerable to
being cut off at any moment, such as Western Europe.

These facts have instigated some countries to inves-
tigate into the possible production of oil by synthetic
methods. Such a dream has been present always whenever there
was a fear of an oll shortage. It was aroused in the twen-
ties when there was the fear in the U.S. of an oil famine,
but it soon was allowed to lapse into oblivion by the dis-
coveries of oil in the late twenties. It has come into the
scene recently, because there was the same menace to the
Flow of oil supplies to the Western World from the Middle
East. As a matter of fact, because of the vulnerability of
Middle Eastern oil supplies, and since the West has come to
rely, especlally Western Europe, on such supplies for meeting
its home consumption, the question of synthetics and the pro-
vision of other alternatives to replace Middle Eastern oil
in case of an emergency, and to lessen the degree of the
West's dependence on our oil in order that the blow be less
severe, if they were prepared for it, was fully discussed,
"In a world over-shadowed again by the menace of new military
conflicts on a global scale, the question of location of
petroleum resources is of first importance, The area containe

ing the most prolific reserves now known, the Middle East,
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would become of the most exposed storm centres in the event of
open hostilities. Yet, neither the expected vastness of the
U.S.A.'s still unexploited oll reserves, nor the industry's
ready adaptablity to new conditions, can provide the guarentee
that output rates could be speedily raised to the levels that
might be demanded by the necessities of another global var.'(l)
Recent events have testified to the validity of this prophecy.
The Middle East, whether by chance, or by God's endowment,
happens to contain more than three quarters of the world's
reserves of oil, while in the rest of the free world, most of
the countries which depend upon that oil possess no oil at
all, or those that possess, are depleting their reserves at
such a rapid rate, that sooner or later they will have to de=
pend in their turn on Middle Eastern oil supplies,

However, whether unfortunately for the West, or luckily
for the Middle East, the economic prospects for synthetics
proved to be discouraging. The most promising prospect and
that is shale oil conversion, is still beyond economic feasiw
bility. Such plans are not even possible to execute in the
United States where costs of crude production are the highest
in the world., Moreover, if we compare cost figures of such
prospects to costs of crude production in the Middle East, we
can find out why the West has called Middle Eastern 0il as
its "Lifeblood."™ If we compare only mining costs of shale
0il to erude production costs in the Middle East, we can see

the huge differential, that makes the West cling to Middle

East 011, at even the price of war rather than adopt such

1. P.P.S., "Case For Synthetics," Vol. XVII
Wo. 12, p. 345, December 1950. )



expensive schemes for oil production, It was estimated that
oil shale could be mined at a low cost of 50-60 cents a bar=-
rel, while the highest figure for Middle Eastern production,
and that is that of Aramco, is 40 cents per barrel, while in
fact oil is produced in the Middle East as cheap as 10 cents
per barrol.(l) Moreover, capital requirements of an oll-shale
industry are of the order $1,518 million, while all capital
expenditures on Middle East production in the ten-year period
between 1946-1955 accounted for only $1000 million, g This
is to speak nothing about comparing the output from such a
scheme and the output of only one area in the Middle East,
Let us not speak anymore about comparing the costs
of such a scheme with costs in the Middle East, because I
believe such a comparison is needless, since these schemes are
beyond economic feasibility in countries which already have
high production costs of crude oil, Let us see what has be-
come of such schemes in countries which already attempted
them. In South Africa, the largest synthetic project in
the world, has so far been nothing but a sad experience. Due
to technological difficulties, the plant was forced to shut
down twice after a short run. At the time, when the plan was
started, capital requirements were estimated at B 18 million
in 1951, but this figure has jumped to B 40 million in 1955,
and at least cash requirements will be increased by & further
5 8.5 million, because operation was due to start in 1954, but

has not yet begun. This figure of capital cost of B 40 million

1. 8. Yari, "Marketing Middle East 0il", Middle
Eastern Affairs, Vol., VII, Nos. 6, 7, June-
¥y » and private information,
2. P.P.S., "0il Investment Dissected", Vol. XXIV,
No. 2, p. 55, February 1957,
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represents an investment of about & 135 per ton of overall
output and is equivalent to & 180 per ton of liquid fuels
production, "The capital expenditure per ton overall is

three or four t imes that nowadays required for the whole range
of o0il industry operations from the searching for crude to the
marketing of finished producta."(l)

This ambitious but sad experience is not confined only
to Sasol in South Africa, but elsewhere where synthetic pro-
duction was attempted. In Australia, the plants were shut
down because of obsolete equipment and t echnical difficulties.
Spain's ambltious program was greatly scaled down from what
was originally planned. 1In the U,S,S8.R., where production is
state-controlled, the production of synthetic gasoline from
coal is regarded as six to seven times more expensive than
gasoline from natural crude.(z)

What all this amounts to is that synthetic oil produc=-
tion is an unsound economic venture, "Up to now, however, it
has invariably been found that in a country with emple and
comparatively cheap natural oll resources (compared to synthe-
tic costs) such as the United States, the production of synthe=

tic oil, even by the most advanced techniques, could not under

present conditions be considered an economic proposition by
3

any normal standards of commercial accountancy™.

l. P.P.S., "Sasol in the Trials of Pioneering",
Vol. XXIII, No. 2, p. 58, February 1956,

2., P,P.S., "USSR Plan Fulfillment Promised™,
VoI. XXVII, No. 7, p. 260, July 1955,

3. P.P.S., "What Price Synthotics1' Vol. IIK
¥o. I, p. , January 1952. y
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It is true that synthetics provide rich and fresh reserves,
but however many obstacles hinder the adoption of such pro=-
cesses, "Synthetic oil products can provide an important
supplement or reserve, but very few countries have the natu-
ral resources and the capital necessary to establish a syn-
thetic 1ndustry."(l) The United States might be able to pro-
vide the capital needed for synthetic oll industry, but West-
ern Europe, especlally England and France, certainly do not
possess the financial requirements to carry out such a
scheme, Moreover, private enterprise could not be attracted
by such a risky and unprofitable venture, while at the same
time the government treasuries, in most countries of Western
Europe cannot bear any extra heavy financial burdens,

In most countries, where synthetic plants are in
operation or planned, the government is the sole executor of
such projects., They are either sponsored by the government
or given protection and support by it, This is why they still
exist despite thelr uneconomic character., Such projects are
at least at the present, impossible to execute. Even with
the "recovery of oil from shale being moved closer to sube
stantial reality under present research and development work,

(2)
that will seem plausible sometime between 1960 and 1965,™

l. H. Feis, "The Effect of the World Distribution
of Petroleum on the Power and Policy of Nations,"
World Geography of Petroleum, op.cit., p. 394.

2, World Petroleum, op.cit., Vol, 28, No. 1
P. 43, January issg. ’ ’ . ’
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It was estimated that a capital cost of $9,200 per b/d of oil
production by 1965, and the comparable cost of oil from shale
at $8,000 per b/d within 1960-65, and the daily cost of coal
hydrogenation between $12,000-$16,000 per b/ﬁ.(‘) Thus to-
gether with the fact that oll shale reserves are estimated
at 30 million barrels supporting 1 million b/d industry for
80 years, shale oil might have a chance within the coming
decade., But this figure was criticized at being too optimis-
tle, and besides such an output is equivalent to that of
California today, end with the rapidly increasing rate of oil
consumption, such a figure, would meet but a fraction of total
demand by that period. Moreover, "imported foreign oil, moving
freely in international trade will tend to delay the advent
of synthetic fuels.'(a)

Such vast plants, with vast capital requirements could
be undertaken only by government or supported by subsidies to
permit production, since they cannot possibly compete on a
commercial basis with products made from crude oil,. Moreover,
construction of such plants could be executed only if they
were assured by the governments a market at higher prices,
"The danger and f allacy of such proposals, in addition to
their tremendous cost to the taxpayers, is that they would
automatically interfere with the market for natural petroleum

and act to reduce the economic incentives for the development

of new crude oll, There is the real need for the government

1. Ibid,
2. Ibid,
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to undertake these expenses on uneconomical projects when
private capital is available to supply all the liquid fuels
required."” i

Why risk such large sums of capiteal when crude oil
supplies exist abundantly in certain regions of the world, and
at the same time cost far less than oil produced by synthetic
methods? "Certainly one alternative to the use of high cost
fuels is the peacetime exploitation of the vast resources of
petroleum which exist outside the Western Henisphore.'(z)
The risks which synthetic production will meet from compe-
tition from foreign sources, especially from cheap Middle
East oil, are quite important and serious.

In summing up, all the facts point out to one single
conclusion and that is synthetics have not got the chance to
steand on their own feet., If o0il synthetics are far from
competing with oil produced from naturdl crude at high costs
in the West and the U.S., what chance can such an industry
have in competing with the relatively much cheaper crude of
the Middle East? What all this amounts to is that the West
cannot find eny substitutes for oil. It has to continue to
rely on oil, and at a very rapidly increasing rate. They do
not have the oil., They cannot find substitutes for it. We

have it. We have 1t riech, and we have it all.

1. Petroleum Productive Capacity, op.cit., p. 76.
2.




CHAPTER FOUR

THE ROLE OF MIDDLE EASTERN OIL IN WORLD SUPPLIES

Each country now intently wishes to have an assured
prospect of emough oil at all times and for all uses, The
nations will continue to do so unless and until new types of
fuel displace oil. The world demands oil and will continue
to demend it. But who will supply this oil and what factors
will affect its flow? How has the demand for oil grown over
the past decades and how was 1t provided for? In the pre-
vious chapters, we have seen, that the demand for oill is
likely to increase in the nearby future, and to increase at
a faster rate than hitherto. On the other hand, the prospects
for finding alternative resources that would reduce the de=
pendence on oil, are few and not hopeful. This oil, which
every nation so badly needs,}rill they have a famine of 1it?
Is there again a fear of oil shortege as that which existed
in the twenties? These pages will try to reveal the fact of
the growth of wdrld petroleum production and consumption
and what countries are the world's suppliers of oil, and
what 1s the place of the Middle East regarding oll supplies,

I. World 0il Consumption
In a recent study about the growth of the oil industry

prepared by the Petroleum Department of the Chase Manhattan
Bank, it is shown that the consumption of oil in the United
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States for the past 23 years has grown at a compound rate
of 5.8 per cent annually, and that for the Free World has
increased at a rate of 11 per cent compounded over the past
13 years, "These are dynamic trends." =

One of the mein characteristics of our time 1s the
increasing desire of more people for a higher standard of
1iving. This has reflected itself in a continuous Increase
for more goods and services. "Increasingly, people are rea-
1izing the vistas opened up by the success of modern techno-
logy. And in the post war era, advancing technology married
to a growing end more widespread appreclation of economic
factors, has brought about a surge of production unprecedented
in aize.'(z) This resulted in the construction of huge machines

which depend mainly upon oil for their operation. Moreover,
the conversion of most power machines from coal to oll has
increaszed the rate of oll consumption. Most significant is
the conversion of ships and trains from coal usage to oll
usage. Another majorfactor for stemming oil consumption is
the heavy rise in the use of oil for military purposes and
requirements.

The consumption of o0il, not only has risen absolutely,
but, also, there has been a shift in demand for the various
petroleum products. In the early times, petroleum was chiefly
wanted for its kerosene by-products for lighting purposes.

With the discovery of electricity, and the coming of the

1. J.E. Pogue, op.cit., p. 5.

2. PPS. "Vigorous Growth", Vol. XXIII, No.l,
P. 1, January 1956.
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eutomobile, the demand for keroseme has slackened, and gaso=-
line replaced it as the most desired by-product from petro-
leum. With the coming of the dlesel engines, diesel oil
began to gain prominence. Fuel o0il is becoming an important
by-product, since most industries are preferring, the use
of fuel to that of coal. With the advent of the petro-
chemical industry, numerous petroleum by-products are becoming
more and more important., In few words, oll consumption is
not only rising on a global figure, but there is also a rise
in the demand for the various by-products from oil and a
shift in their relative importance.

Since the world is in need of more and more energy,
0oil is likely to provide an increasing share., Since 1938,
the free world's total consumption of energy has risen by
about two-thirds, while o0ll consumption has risen more than
twice as fast.(l) Consumption of petroleum products in the
Free World has risen from about 185 million metric tons in
1938 to nearly 500 million tons in 1953, and to a high level
of 798 million metric tons in 1955.(2) An important charac-
teristic of oil consumption is that it very rarely falls,
and, 1f 1t did, 1t was due only to incidental causes that

had to do with the flow of o0il supplies, as the recent

1, P.P.S., "The Buoyancy of Demeand", Vol. XXI
No. II: pP. 401, November 1954, : |

2, For 1938, 1953, Ibid.; for 1955, P.P.S., "New
Estimates of World Consumption®, VoI, XXIII,
No. 6, p. 244, June 1956,
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experience in Western Europe. Such an expansion in oil
consumption is "attributable to the indispensability of oll
in almost every community once its use for any purpose has
become establiahed.'(l) 0il consumption per se 1s a concom=-
itant of any expansion of economic activity.

As petroleum's products are intriguing ever more
deeply into the makeup of modern civilization, the rapid
development, and the changing pattern of oll consumption
beget an increasing importance., "The sheer size of the
free world's oll demand, today more than six times its level
in 1938 = is one of the important features of the modern
economic sceno.‘(a)

In the immediate postwar years the free world's
total petroleum consumption rose steeply at an averagé
annual rate, 1945-55, of between 8 1/2 and 9 per cent.(s)
However, after 1951, consumption has slackened down to a rate
of 6 per cent increase in 1951-52, 5 1/2 per cent 1952=53,
end 5 per cent 1954.(4) This rate of two years ago was
nearly the same as the long-turn average between 1925 and 1954;

However, this period includes two exceptional incidents: the

1, P.P.S., op.cit., Vol. XXI, No. 11, p. 402.
2, Ibid., p. 4l11.

3. P.P.S., "Consumption Kaleidoscope™, Vol. XXII,
No. E, P. 278, August 1955,

4, Ibid.
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(1)
depresaion of the thirties and the Second World War, The

decline in the rate of consumption growth recently is due
mainly to the end of the boom caused by the post-war recon-
struction period., However, under the incentive of a world-
wlde economic expansion and development, concomitant with
coal shortages in some countries, world oil consumption
jumped in 1955 by 80 million tons or by 1l per cent,

One important feature of world consumption growth is
that the trend is for the U.S. consumption to grow at a slower
pace than in the rest of the free world., In 1954, the gain
in U,S. consumption was only 1 1/2 per cent, while for the
rest of the world, the rate was 1l per cent., This slower
growth in U.S. demand has reduced its proportionate share
of the free world's total inland consumption from 70.2 per
cent in 1938 to 68.7 per cent in 1951, and to 64,5 per cent
in 1954.(2) This was mainly due to the economic recession
in the U.S. at that time, while high economic prosperity in
the rest of the free world, worked to enlarge the differen=
tial in the rates of consumption growth, However, with
sharp business recovery, U.S. consumption jumped by 8 per
cent in 1955, and 1s believed to increase still further,

In contrast with the United States, consumption in
under-developed regions is increasing at a fast rate. The

share of these regions in the free world's total inland

1, Ibid

2. Ibid.
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consumption rose from 10 per cent in 1938 to 12.7 per cent in

1951 and to 13.2 per cent in 1954, and 15 per cent 1n 1955.(1)
A most remarkable feature of the growth of world oil

consumption in recent years has been the extremely high rate

of growth in the developed regions of Japan, Canada, and

especially Western Europe. Since 1948, consumption in

Western Europe continued to increase at a rate of 14 per centfg)

In 1955 Western Europe recorded a 17 per cent increase, which

was the highest rate in the werld, Consumption of oil products

in Western Europe rose from a total of 27 million tons to

(3)
100 million metric tons in 1955,

II. World Productlion and 0il Producing Areas

A. Historical Background

Since Colonel Drake first struck oil near Titusville,
Pennsylvenia, in 1859, statistics show a phenomenal rise in
the Unlited States and world production to meet ever-increasing
consumption requirements. From 6,000 barrels produced in
1859, world production rose up to 89,802,31 thousand barrels
in 1955, This is a colossal increase over nearly the span
of one century.

In the year 1900, only 21 million tons were produced.(4)

World production was then equal to that of Kuwait in 1950.

1, Ibid.

2, P.P.S. "Features of Europe's Mounting Needs",
Vol, XXIIT, No. 10, p. 359, October 1956.

3. Iraq Petroleum Company, Irag 0il in 1955,
op.cit., p. 25.

4. World 0il, Vol, 143, No. 3, August 15, 1956,
Pe °
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Russia was the largest producer in 1900, producing about
75,780 thousand barrels(l) and the United States was then
the second largest producer in the world, producing 63,621
thousand barrels. These two together accounted for 95 per
cent of the world's petroleum production then. It was not
until 1920 that a production rate of 100 midlion tons a
year was reached, and not until 1930 that the 200 million
mark was approached.(z) From 1903 onwards, the U.S.A. has
. permanently occupied the first place among the world's oil
producers, Russia suffered a great setback during and
after 1917 Revolution, but reestablished herself as a lead-
ing producer in the course of the 1920'8.(5)

It was in the year 1913, when the first country in
the Middle East started oil production on a large scale
(excluding Egypt). Iran in that year produced .

1,857 barrels, Venezuela started production on a large
scale immediately after World War One, In that year total
production in Venezuela amounted to 333 thousand barrels,
Today Venezuela produces in the proximities of 787,384
thousand barrels.

The twenties were years of great expansion in most
countries. More and more countries entered the field of oil
production, By that time the world has come to depend more

and more on oil, It was during the twenties that conversion

from the use of coal to the use of oil started, The British

1. World 0il,Vol. 143, No.3, August 15, 1956,
p. 148,

2, P.P.S., "World Production: New Peak™, Vol.
s No.l, p.2, January 1956,

3. To convert into proximately tons, divide by 7.
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Admiralty took the lead by making the British fleet use oil
instead of coal., Countries became aware of the growing im-
portance of oil, and began searching for oil supplies, Those
who already possessed oil, began boosting up their production.
Those who did not have the oll began prospecting for it
either on their own soil or asbread. A big era for oil
prospecting and exploration was started worldwide,

A sad consequence of this rush for oll was that in
 the race for foreign oil concessions, the "Haves™ came to
dominate most or practically all the world's oll resources,
resulting in a division of the world between the few "haves"
end the many "have nots™. Nevertheless, world production
began to increase, and to lncrease at a rapid rate, From a
total production of 149,137 thousand barrels (aﬁproximately
21 million tons) in 1900, world production rose to 688,884
thousand barrels (96.1 million tons) in 1920 or about five
times more. World production continued to expand, until
it took a geographical pattern in the thirties not very much
dissimilar to that of teday. Despite the depression of the
thirties, oil production continued to increase. The effect
of the depression was that production was sustained at the
level prevailing in the late twentles. After the thirties
production began to shoot up until it reached a total of
2,594,697 thousand barrels (350 million tons) in 1945.
Nothing however, has equalled the remarkable rise in output
during the past ten years. During the five years following
the end of World Wer II, the smnual rate of production has
risen by over 170 million tons a year to 523 million tons
in 1950 (3,803,027 thousand barrels).
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III. Production in the Middle East

The history of oil development in the Middle East
begins with the discovery of oill in 1869 in a location near
Gemsa, south of the Gulf of Suez on the Red Sea coast,
Production of o0il in commercial quantities began in 1909.
However, the Gemsa field proved to be a small one, but
nevertheless attracted prospectors for Egypt's oil possi-
bilities.

Mean while, the indications of the presence of oil
deposits in the areas of Mesopotamia s d Persia attracted
attention to them. In 1908, the Masjid-i-Sulaiman field
was discovered in Iran. Between 1909 and 1914 drilling
in this field continued and this field proved to be a rich
one., "The first oil shipment of Middle East oil was made
in 1912.'(1)

In Iraq, the first oll field was discovered in
Baba Gurgur in the vicinity of Kirkuk on October 15, 1927,
and "brought in one of the world's largest oil fielda”.(z)
In Saudi Arabia, the Damman Field No. 7, drilled in 1936,
yielded oll in commercial quantity in March 1938. "The
first commercial oil shipment was made by barge from Al-Khobar
to Bahrain the following Septemher".(3 The first overseas
tanker shipment from Ras Tanura was made on May 1, 1939,

In Bahrain, oil in commercial quantity was discovered on

May 31, 1932, In Kuwait, 01l was discovered in commercid

l. Arabian American 01l Company, Middle East
0il Development, New York, March 1956, P20,

2. Ibid., p. 26.
3. Ibid., p. 31.
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quantity in the Burgan area in April 1938. In Qatar, the
first well, Dukhan No. 1, discovered oil in December 1939,
but the first oil shipment was made from Umm Said in
December 1949, In the Neutral Zone, the exploration well,
Wafra No. 4 discovered oil in commercial quantity on March 24,
1953, Exports began on January 1954, when the first shipment
was made from Mina Abdullah,

The world oil industry can claim to be almost a
century old; the Middle East as a really large-scale pro=-
ducer counts a bare decade., In 1914, its output was no
more than half a million tons, compared with the United
States' output of 36 1/2 million tons and total world output
of close on 56 million tons., By 1930 the Middle East output
was up to 6 million tons (of a total of 200 millions), and
by 1938 to 16 millionstl (of 280 millions). Then between
1945 smnd 1955 output rose sixfold from 27 to 162 million
tona.(a) That extraordinary expansion was about three times
as fast as that in world oil output as a whole, and thus
raised the Middle East's share in it from 7 to just over
20 per cent.(S) Middle East production has achieved this

spectacular increase in the postwar ten years period,

1, Wilfred King, "Middle East 0il; Europe's
Lifeblood,™ The Banker, November 1956, p.5.

2., Ibid.

3. Ibld,



7B

"By the beginning of World War II, the oil industry was

just getting its start in the Middle East, with the exception
of Iran and Iraq.“(l) Although important discoveries had
been made by 1938, in most of the countries that today are
the producing areas in the Middle East, commercial develop=-
ment was still at its early stages. The exception was
Persia, when oil had been discovered thirty years before and
where production by this date accounted for tw thirds of the
whole region's output.(e) After Persia came Iraq, which
reached the full potential of 1ts initial 12-inch pipelines
by 1939. Further development of Middle East oll was inter-
rupted by the war, and large scale development was virtually
suspended for six years, Effort was therefore concentrated
on the fields which were dready in operation, and the Middle
East annual output was raised from 16,2 million tons in 1938
to 35,5 million tons in 1946, Thus by the end of the war,
the Middle East had increased 1ts share of world total pro-
duction from six per cent to ten per cent.(s) The main

contributors to this figure were Persia, Iraq, md latterly,
Saudi Arabia,

1. Middle East 0il Development, op.cit., p.l.

2, Iraq Petroleum Co. Ltd, Iraq 0il in 1955,
(London, 1956), p. 20.

3. Ibid.
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Since the end of World War II, the Middle East contin-
ued to forge ahead, In 1950 the three main producing areas which
were Persia, Saudl Arabia end Kuwait, showed a spectacular
inerease, with output rising from four to five million tons
during the year in each, The rise in Saudi Arabia was partly
because of the opening of the Trans-Arabian Pipeline. This
country's output showed an unparallelled increase from one
million tons in 1944 to 27 million tons in 1950, ™Kuwait's
performance is however, hardly less remarkabla.(l) With
production starting only in 1946, by 1950 Kuwait has become
the sixth biggest oll-=producing country in the world.(B)Iruq
was not still an important producer because production there
was linked to pipeline facilities,

The Middle East scored an 11 per cent increase in its
output in 1851 over 1950, and thus even making for the loss
of oil from Persia, This increase has been achieved mainly
by advances in Kuwait and Saudi Arabia which was hitherto the
largest producer in the area, The level of output was equi-
valent to 44 million tons in Saudi Arabia in 1951, which was

(3)
then the leading producers, and 36 million tons in Kuwait.

1.P.P.S,, "World Production: New Peak", Vol. XVIII,
No. I, pe.4, January 1951

2, Ibid.

3. P.P.S., "Another World Production Record",
Vol, XIX, No. 1, pe. 2, Jmuary 1952,
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Towards the end of 1952, the Middle East reached a
production rate equivalent to well over 110 million tons a
year, compared with about 105 million tons in the Caribbean
Aroa.(l) In that year Middle East's output rose by 9.3 per
cent (by nearly 25 million tons from 80,3 million tons in 1951
to 105.1 million tons in 1952) and was 17.2 per cent of world
total output. This increase was made by an advance of 3 1/2
million tons in Saudl Arabia, over 9 millions in Kuwait, over
10 millions in Iraq, and 1 million tons in Qatar. The spec=
tacular increase in Iraq's output is due to the opening of
the 3l=inch pipeline to the Mediterranean terminal at Banias,

"The outstanding development in crude oil production in
recent years, and again in 1953 has been the continued rapid
expansion of output in the Middle East, which at over 120
million tons 1s more thasm double what it was five years ago,
even after the loss of the Persian output of 32 million tons
a year.'(a) Before the war, the whole Middle East, including
Persia, produced 16 million tons or 7 per cent of the wrld's
output, and being equivalent to less than 40 per cent of the
caribbean area output.(a) In 1953, even with the inecreased
production elsewhere, the Middle East produced a little over
20 per cent of the world's output, and produced more than the
whole of South America, and if the United States and the Com=

munist countries are not accounted for, the Middle East produced

1, P.P.8., "Upward Climb of World 0il Production™,
VoI, XX, No. 1, p. 3, January 1953,

2, P.P.S., "World Production Again Higher", Vol.XXI,
No. I, p.2, January 1954,

3. Ibid,
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then more than 45 per cent of the Free World's totel crude
output of 1953's increase of over 16 million tons in putput
over 5 million tons came from Kuwait, over 9 million tons from
Iraq, and nearly 1 million tons came from thar.(l) Kuwailt
this year, was the highest producer in the region, The marked
increase in Iraq's output of 9 million tons was chiefly the
result of the new pipeline system to Banlas,.

The year 1954, marked the coming back of Persia into
the picture of oil production. Output continued to soar up
reaching a record of 136 million tons. In this year, 1954,
Kuwait still held the title of the region's largest producer,
with an output of 47 million tons or 3.7 million tons more
than in 1955.(2) Saudi Arebia's output was very close to thet
of Kuwait, with an output of 46 million tons or 4.6 million
tons more than in 1953, Iraq's production was not more than
8 million tons in 1951, but has jumped up to 31 million tons
in 1954, thanks to the new pipeline systems both on the Medi=-
terranean, and on the Persim Gulf. Qater, which started proe
duction only five years ago, has reached a total output of over
five million tons in 1954, Bahrain's production has not sur=-
passed the level of 1 1/2 million tons since 1948. This year
marked the addition of another Arab oil producing region. The
Kuwait neutral zone has started production, and the first ex-
port shipment was made in January and production totaled more

(3)
than 3/4 million tons.

l. Ibid., p. 3.

2, P.P.S.,"Ascending World Production®,
Vol. XXII, No. 1, p.3, January 1955.

3., Ibid.
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Persia was quickly regaining its share in Middls East
output. In 1955, about half of the year's increase in the
Middle East was due to the increase in Persian production,
(Total increase in Middle East output 24 million tons)., Never=-
the less production in the Arab Middle East countries continued

to rise. Kuwait's production rose by more than 7 million tons
compared with an increase of 4 1/2 million tons in 1954 end
the country still remeins the reglon's largest producers, with
Saudl Arabia second to it. Qatar's production approached the
rate of 1 1/2 million tons while production only started one
year hence,

Last year, production in the Middle East was temporarily

hindered because of the Suez (Crisis. Production was planned
to reach 190 million tons, but with the occurrence of the Suez
Canal crisis, production was severely cut down in the months
of November and December amd output reached only 172 million
tons, with only 5.7 increase over 1956, and with a 20% share
of world output as compared to 21.2 per cent in 1955.(1) This
has brought output in the Middle East back to the 1952 level,
Kuwait's production which reached a yearly rate of 60 million
tons before the Suez crisis, has fallen to about 35 million
tons. Similarly, Saudl Arabia's output fell from a rate of

50 million tons a year to half that smount after the crisis.
But Iraq was the most hit by the crisis, with production fal=-
ling from a rate of 26 millidn tons a year from Kirkuk to

1 1/4 million tons a year, This severe blow to Iraql production

le. P.P.S., "World Production in 1956.’ Vol. XXIV,
No. 2, p. 45, February 1957,
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is due to the complete dependence of Kirkuk oll on pipeline
facilities to the Mediterranean. ' Persla was the least to
be affected - by the crisis since its oil is marketed mainly
East of Suez. There was, however, no drastic cut in the out-
put of Qatar and Bahrain, but that of the Neutral Zone was
cut by one half.(l)

Now, with conditions coming back to normal it is
expected that the Middle East's share in total output will
continue to increase., Since 1946 production has nearly
doubled in the free world as a whole, the increase having been
over 360 per cent in the Middle East, about 100 per cent in
Venezuela and 40 per cent in the U.S.A.(a) "If political
factors do not impede the flow, the scope for the expansion
of oil extraction in the Middle East W 11 be 1mmense."(3)
Serious prospecting has still covered only a relatively small
part of this vast oil-bearing area., But the significance of
the Middle East in the world oil balance is even greater than
the figures suggest. The pace of growth of Middle East output
is quickning year by year, Moreover, (as we shall see later
the importance of Middle East Reserves), it is estimated that
the current rate of Middle East production 1s annually absor-

bing & mere 1 per cent of reserves already proved to be

1, Ibid.
2, P.P.S.,0p.cit., p. 2, January 19565,

3« We King, op.cit., p.4.
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(1)
economically available, Just over 3/5 of both the current

0il production and the proved reserves of the Middle East are
boosted by two states, Kuwait and Saudl Arabia, 1In 1938,
nearly two-thirds of total Middle East output ceme from Iran,
and practicelly d 1 the rest from Iraq; last year, Iran's
output, resumed though not fully restored after the settlement
of the 1951 dispute, represented only 10 per cent, and Iraq's
2 per cent. "By far the largest part of the great rise in
Middle East output has thus come from discoveries rather than
from intensive working of existing fields.“(l) The Middle East,
a8 we are going to see later, has greater and wider horizons
in the worldts oil production. The possibilities opened up
by undersea drilling, not to mention those raised by the new
territorial discoveries, could conceivably involve a change

in the balance of oll production in the Middle East "in the
next decade as radical as that of the past decade“.(e) But
however uncertain the future pattern of the Middle East oil
industry, it is reasonable to be confident about the future

level of total output given, of course, the necessary

political atmosphere.
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TABLE XY

MIDDLE EAST OIL IN WORLD PERSPECTIVE 1914-1955

Middle East
United States
Latin America
Russia

Other

Total

(Percent of World Qutput)

1914 1930 1938 1947 1955
o9 3.2 Be 9.7 20.4
65.1 63.4 62.9 62.3 45.6
Te2 16,8 13,3 19,2 16.3
16.5 9.5 11.1 6.5 8.8
10,3 10.1 6.7 245 8.9
100. 100. 100, 100. 100,

SOURCE:

The Banker, op.cit., p. 15
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IV. World Demand and Supply

Last year world demand for oil increased by 1l per
cent. With minor fluctuations, r equirements have continued
to rise at the rate of between six and seven per cent over
the past 60 years and there 1s every reason to belleve that
this rate will be maintained, and even increased in the
years to come. The world is consuming oil at a rapld rate)
On the other hand, production is increasing. How does the
demand for oil match the supply of oil?

When we compare flgures of supply and demand today,
one surprisingly finds that the only two surplus areas in
the world are Venezuela and the Middle East, and the rest
of the free world including the United States is in deficit.
Since 1949, the Middle East and the Caribbean area had a
level of production by far in excess of their level of con-

sumption. "Just as there is uneven distribution of oil
there is uneven conaumption“,(l) luckily enough for the
have=-nots. There has been established a pattern of pro=-
duction and consumption. However, this pattern is a chan-
ging one., Some countries produce and others consume,
"This means that consuming areas depend upon the surplus
of the producing areaa“.(a) Though simple as it seems,
this phrase is of utmost importance. Just what would

happen to the consuming areas when the producing areas

l. U.S. Senate, Federal Trade Commission,
International Petroleum Cartel, 82nd
Congress, (Washington 19562), P. 17.

2, Ibid,
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use: that oil to satisfy their increased consumption, when
they transform from economically backward areas to fully
developed and prosperous areas? "Tt is a blessing for the
industrielized countries of the West to have most of the
crude producing countries such as the Middle East, Non=-
industrialized.”™ .

The areas that depend upon the surplus of the Middle
East and Venezuela are, Africa, the Far East, parts of
North and South America, and especially Europe. One of the
important features of post-war developments in demand and
supply is the turning of United States from being a net
exporter to a net importer of oil. In 1947, the United
States supply just matched domestic demand. In 1949, the
United States has become a deficit country, and consump-
tion exceeded domestic supply and demand by 322 thousand
barrels daily. By 1955 the gap between domestic supply
and demand has grown to a total deficit of 884,000 barrels
daily, or nearly two and half times bigger. The United
States 1s no longer the country with ample oll resources
and the rich oil fields, and is no longer the saviour in
emergencies., It has simply become a deficit and a poor
srea in oil, just as the rest of the western world is.

The key factors in world supply keeping up with
rapidly rising demand during recent years have been Vene=-
zuels and the Middle East - the production from these two

areas helped meke it possible for world consumption to

1. Ibid.



reach 16,069,000 barrels per day in 1955, 11/3 million
barrels more than in 1954, and more than twice the
7,777,900 barrels of oil consumed daily throughout the
world in 1946 (See tables 16 - 20 ),

Total world supply of crude oll and natural gas
liquids have more than doubled in the past ten years,
Production has increased from 7,926,700 barrels per day
in 1946 to 16,268,300 barrels per day in 19585,

Despite the rapid increase in consumption, excess
of supply over demand totalled 199,300 barrels per day in
1955, compared with 148,800 barrels per day in 1946,

Venezuela and the Middle East alone produced
5,414,300 barrels of oil per day in 1955, while consuming
only 476,900 barrels per day. This excess of 4,937,400
barrels of dally production accounted for 30.3 per cent
of the world's oil supply last year, This compared with
1946 when surplus production from the two areas totalled
only 19.9 per cent of the total supply.

Venezuela produced 2 million barrels of oil per
day more than it consumed in 1955, double its surplus of
1l million barrels daily in 1946. The Middle East produced
almost 3 million more barrels of oil per day than it con-
sumed in 1955 for a total increase of 5 1/2 times its 1946
production of 545,000 barrels dally. The Middle East's
surplus production totalled 17.8 per cent of the world
supply in 1946,

On the debit side, Europe (pxcluding the USSR)

and North Americe are the two major oil short areas of the
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world,

The ten~-year trend toward increased demand over
supply for both areas hit a new peak in 1955; 1.e., Europe
consumed 2,143,700 barrels of oil per day (13.4 per cent)
more than it produced., North America's consumption rate
was 1,130,000 barrels per day (7.6 per cent) over the total
supply. This is a sharp increase over 1946 when North
America consumed only 124,900 barrels per day (2.9 per cent)

more than it produced = and Europe consumed 625,700 barrels
per day (8.1 per cent) more than its supply.

Since 1946, the U.S. supply demand ratio has shown
a most reached change. The U.S. has reversed from a surplus

producer to a decided surplus consumer, In 1955 the U.S.
produced 7,532,000 barrels of oil per day. At the same
time it was consuming oil at a daily rate of 8,416,000
barrels per day - for an excess dally consumption rate of
884,000 barrels (6.1 per cent) over domestic supply. This
compares with an excess consumption of 725,600 barrels per
day (5.4 per cent) over supply in 1954, 1In contrast, the
U.S8. produced 155,550 barrels per day 10.7 per cent) more
than it consumed in 1946,

Due to rapid growth elsewhere, the U.S. is account-
ing for a smaller portion of the world's oil consumption
and supply every year, In 1946 the U,S. used 63.2 per cent
of the world's consumption. Although showing big gains in
consumption, the U.S., in 1955, used but 52,4 per cent of
total world demand - 10.8 per cent less than in 1946-U.S.
supremacy in world production has decreased at an even

faster rate.
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V. The Role of Middle Eastern 0il Supplies

A. 0i1 Reserves

How can the deficit areas in the world be assured
that the world will continue to yleld this precious commo=-
dity in the ever=increasing quantities required? This brings
up the question of oil reserves in the world,

Consideration of the oil reserves in the world demands
two calculations: first, an estimate of "proven" reserves,
which decrease according to the quantity of oil produced,
but which are constantly being increased with the discovery
of new fields and revised estimates in lnown fields; second,

by endeavouring to estimate "possible" reserves, the total
emount of oil still remaining in the earth, By the end of
1955 o1l reserves in the world were estimated at 306 billion

barrels, of which 230 billion barrels are in the Middle East,

TABLE XXI

0IL RESERVES IN THE WORLD 1955
(Billions of Barrels).

COUNTRY BARRELS PERCENT

U.S.A. 35 11,44

Others North America 7 2.29

South America 27 8.82

Total Western Hemisphere 69 22,55

Western Europe 1 0.33

Oceania and Far East 6 1,96

Middle East 230 75,16

Totel Eastern Hemisphere 237 77 .45

Total World Reserves 306 100,00
- ——3 T

SOURCE: Pratt, W,., Peaceful Uses of Atomic
Energy, Op.cit., P. 9.




These figures indicate conclusively that the world as
e whole will become more and more economically dependent on
the Middle East, where 75 per cent of total oil reserves are
estimated to lie,..As an indispensable partner in the life
of the peoples of the earth, the Middle East can therefore
look forward to playlng a part of increasing importance in
the progress and economic s teability of mankind, Moreover,
"ihe estimates of proved resources in the Middle East are
considerably larger than recently published figures. Never-
theless, they are believed to be conservative by several

(1)
well-informed and experienced operators in the Middle East,"

B. Growth of Middle East 01l Reserves.

The importence of the Middle East's oll reserves
have been a recent phenomena and we are only beginning to
recognize thelr pignificance.

At the start of World War II, proved reserves of
the Middle East were estimated at 6 billion barrels, one
third of the U.S. total.(Z) By 1952, they shot up eleven=-
fold to 65 billion barrels - more than twice the U.S.
total (then 28 billion). In three years, by 1955, published
proved reserves doubled again,(gg over 125 billion barrels =

or four times the U.S. total. However, these estimates

1, Pratt, W., Peaceful Uses of Atomic Energy,"
op.cit., p. 94,
2. W.M. Jablonski, "Middle East 0il, America's

Stake in the Middle East", Petroleum Week,
May 25, 1956.

3. Ibid.
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are short of the real reserves of the area, Last year,
an eminent authority, Walkace Pratt, retired vice-president
of Standard 0il Company (N.J.), revealed in a special study
for the U.S. govermment that proved reserves in the Middle
East, conservatively estimated, totalled 230 billion barrels
at the end of 1954.(1) This figure is seven times that of
the U.S. (now 30 billion barrels). It is more than three
quarters of the world's existing reserves. (tsking USSR,
it becomes 70%). "The Middle East may easily hold 80% or
90% of the free world's reserves“.(z) "The geological
features favoring vast accumulations of oil in the Middle
East are unique and no other area is expected to rival it
as the major future source of oil supply for the world." )
The yield per well, the size of the individual field, the
richnews of the zone, are incomparable. Only 1500 wells
have been drilled in search of oil in the Middle East com-
pared with more thean a 1000 times as many 1in the U.S.(é)
"over 13,000 barrels of oil have been proved per foot dril-
led in the Middle East, compared with between 20 and 30

barrels in the U,S.A., and between 600 and 700 barrels in
(5)

Venezuela."
1, Ibid.
2, Ibid.
3, P.P.S., "The Incomparable Middle East,"
V‘I"xxIII, No. 7, p. 239, July 1956.
4, Ibid.

5., Ibid.
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The oll fields zone of the Middle East is the big=
gest in the world with a total length of 1,200 miles and a
width of about 500 miles, extending from the Taurus and
Zagros mountd ns to South Western Arabia, and occupying
some 600,000 square miles, 3o far, 35 oil fields have been
discovered in the Middle East of which 21 are already pro=
ducing oil.

The biggest two fields in existence now according to

proved reserves are the 140 mile Ghawar field in Saudi
Arabia - the largest in the world, and the Burgan field in
Kuwait. In only eleven fields lie over 90 per cent of the
proved reserves of the Middle Eaat.(l)

If only eleven fields have yielded such a meagic
figure of proved reserves, then what about future discove-
eries? "Dazzled by the richness of the resources discov=-
ered, one forgets how late, owing to its distence f rom in-
dustriel consuming centres, and how unintensively the vast
areas of the Middle East have been explored.“(a) The Middle

East already contal ns three quarters of the world's proved
reserves, "and many experts are confident that before long
they will be doubled by further search and technical advance,”
"7he Middle East will be in the far, as in the near, future
for the decisive reason of sheer quantity of oil, the

(3)
principal crude oil supplier to the world."

1. Ibid.
2. w. King’ OE.Git., p. 6.
3. Ibid,
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Ce Production VS Reserves

While the United States has produced up to nearly
half its oil, the Middle East has produced only seven. per
cent of the huge quantities of oil foundin it. If the
Middle East's proved reserves are added to past production,
the region has so far provided more discovered oil than the
whole of North America.(l) The Middle East can meet the
whole world's demand for oil without drawing much more than
one per cent annually from its existing proved reservea.(z)
The Middle East pools, in short, are now believed to hold
more than three quarters of the world's known reserves, less
than 7 per cent of Middle East's oil reserves have been
removed from the ground. By contrast, the United States,
with about 10 per cent of the known reserves, is estimated
to have used up pe?g?ps as much as 60% of the proved oil

under its surface.

3. Cherles J.V. Murphy, "0il East of Suez
and Nasser's Dreams," Life, Vol, 21,
No. 10, p. 82, November 12, 1956,
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TABLE XXIT

RESERVES VS PRODUCTION IN THE FREE WORLD - 1955

(Percentage of World Production)

COUNTRY RESERVES PRODUCTION
North America 19,1 54,3
South America 7.6 18,1

W. Europe and Africa 0.8 1.4
Middle East 70.7 25.4
Far East 1.7 2.8
Others

SOURCE: Middle East 0il Development, p.22,

Moreover, it 1s estimated that the current rate of

Middle East production is annually absorbing a mere one per
cent of reserves already proved to be economically availablg
while the comparable figures for the United States and Vene-
zuela are 8 per cent and 7 per cent respectively. "Despite
the steep risein oil production that took place in the post-
war period, the present level of output in the Middle East
is far below production capacity. The great disparity be-
tween the levels of reserves and production is also evi-
dent from the fact that whereas the United States is using
up its proved cil reserves at an annual rate of 1:13 and

Venezuela at a rate of 1:16, the rate of the Middle East as
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(1)
a whole is 1:100, Tt was estimated, that at the present

rate of production, the United States will deplete its oil
reserves in about thirteen years., "Whatever the figure
that meg be put to the Middle East's resources, it is

head and shoulders above other existing pro ducing regions
and the combination of geological circumstances found in
the Middle East make it appear unlikely th?g)any other area

will ever achieve a comparable position.™

VI. Middle East 0il in World Perspective

The special importance of t he Middle East lles in
the emergence of its amazing potential during this perilod
in which the demand f or oil, especially Europe, is expand=-
ing sbnormally fast, while the demand of the United States
is running progressively further ahead of its output.
"noday, the role of the Middle East as an oil producer 1s
as the major supplier to Europe and t he whole eastern hemis=-
phere and a margineal supplier to the Unlted States. But in
coming decades, so far as can be seen, dependence on the

(3)
Middle East is likely to be immeasurably greater,”

1. 8. Yari, OE-Cit., Pe
2. ‘POP-S.’ opocj-to, p- 242.

3. W. King, op.cit., p. 6.
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The United States production had accounted for be=
tween 60 and 65 per cent of the world!'s total
output.(l) However, the greatest portion of that output
was to meet domestic consumption, which was growing at an
ever rapidly increasing rate. The U.S. was a net exporter
of oil, and its oil exports, though small compared with ite
inland consumption, nevertheless, they formed a significent
share in the world trade.

After the war, however, the United States became a
net importer of oil on a progressively increasing scale,
notwithstanding the continued increase in its production.
Between 1947 and 1955 this increase lagged behind output
in other areas, so the U.S. share dropped from 62 to 45
per cent of the total, and behind Americen consumption, so
that the excess of U.S. oil imports over exports rose from
7 +to 43 million tons 1in 1955.(2)

The participation of the Middle East in supplying
America's oil deficilency has been relatively small - though
it has grown substantially in the last few years. Venezuela
has helped to f 11l up the gap by 1its exports to the United
States.,

The astronomical increase in the demand for oil in
Western Europe thus had to be satisfied from new sources,

and preferably sources that did not involve large outlays

in dollars. The Middle East was the only major source; 1its

2, Ibld

1., Ibid,.
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output rose from 42 million tons in 1947 to 162 1/2
million tons in 1955, bl In thls period oil consumption
in Western Europe rose from 37 to 100 million tons, and
the throughput of their refineries from less than 20 to 103
million tons, Gross ilmports rose from 37 to 128 million
tons; while the proportion imported fram the Middle East
rose from 32 per cent to 77 per cent.(z)

The Middle East has, however, a greater and more
Important role in meeting the world's mounting future
requirements of oil. 1In a recent study prepared by the
Petroleum Department of the Chase Manhattan Bank, it was
predicted that the world demand will rise in 1965 from
14,280 barrels daily to a fabulous figure of 24,800
barrels daily, which marks a 73,7 per cent increase above
the present level of demand,

TABLE XXIII

PLAUSIBLE FREE W) RLD PETROLEUM DEMAND
(Years 1960-1965)
(Thousand barrels Daily)

Area 19556 1960 1965 % change 1965
United States 8,380 10,300 12,800 52,7
Other countries 5,900 8,400 12,000 103.4
Total Free World 14,280 18,700 24,800 # 73.7

SOURCE: E. Pogue and K. Hill, Future Growth
and Financial Requirements of the World

Petroleum Industry by The Chase Nenhat-
tan Bank, New YorE, February 21, 1956,

P. 16,

1. Ibid,
2. C. mphy’ OE.cit.’ p. 82.
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On the supply side, United State's production will
not exceed 10 million barrels a day in 1965, with an e xcess
of total requirements over domestic s upply of 3.2 million
barrels daily.(l) However, production in the free forelgn
world will double to a level of 14,7 million b/d thus pro=
viding sufficient supply to meet the increased demand,
However, production in the rest of the Free World has

limiting factors. Production in the United States has

TABLE XXV

ESTIMATED FREE WORLD PETROLEUM SUPPLY
(Thousand Barrels Daily)

% change
Area 1955 1965 1965 from 1955
Us 7,495 9,870 31.7
Rest of Free World 6,830 14,680 114,9
Total Free World 14,325 24,550 Tl.4

Source: E. Pougﬂ and K. Hill’ 0p.01t.,P.23.

already passed the point of diminishing returns, In the
Middle East, the limiting factor is not availability, but
rather marketing and transportation, In the future the
Middle East will be the principal supplier of the world's
0il needs., Already Middle East production has increased
fivefold since 1945 in order to meet the surging needs of
the free world, In 1955 shipmentsa lone r ose 20%, "Yet

1., Jeblonski, op.cit., p. 6,
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nearly three times as much oil will be needed fram the
Middle East in less than a deoade“.(l) According to the
Chase Manhattan Bank's study, the free world will be draw-
ing around 8,5 million b/d from the Middle East, which is
larger than the whole U,S. output today, "The Middle East
therefore, becomes the balancing factor for equating world
supply and demand, and large increase in the output of that
sector 1 s indicated during the next decade."(z)

The only two major producing areas in the Free
World outside the Middle East are Venezuela and the US.
Although Canada 1s growing fast, but its entire dally out~
put is equal to one hour of U.S. consumption, Venezuela'souput
is wholly absorbed by the Western Hemisphere and production
there is coming close to full capacity". Latin America 1is
already drawing on Middle East Dil to meet its current needs,
and its requirements will be more than twice as big in
1965.”(5)

As for the Unlited States we have seen that it can
no longer supply the rest of the world, "True, before the
war we were the world's prime oil exporter and when the
Allies floated to victory on a sea of oll it was on our
aupply'.(‘) However, the picture has changed now, the
Allies plus the United States will have to float to victory
on a sea of oll from the Middle East, the United States,

"production will be hard put to match the rate of gain of

l. E. Pogue and K, Hill, op.cit., pp.l1l7,28.
2, Jablonskl, op.cit.
3, Ibid,
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(1)
consumption even with maximum drilling."

The Chase Menhattan Bank's estimates are however,
conservative, compared with another projection by a British
Petroleum official Daniel C., Ion, However, all estimates
made about demand forecasts have been conservative, "It
is obvious that investigators in general have been influ=-
enced by a bias toward concercratism, if not with conser-
v&tiam."(a)

Ion, presented the s till more startling forecast
of a demand reaching 26 million barrels a day by 1965 and
40 million barrels by 1915.(3) Ion estimates that durlng
the next two decades Middle East output will soon be about
18 million barrels a day, or six times what 1 £ now ia.(4)

By far the most powerful simple factor at work in
the future development of Middle East is to meet European
demand, Experts of the Organization for European Economic
Cooperation (OEEC) foresee an increase in the energy
demands of the OEEC countries between now and 1975 that

(5)
will compound at the rate of 2,5% annually. Coal eand

1. Ibid.

2. E. Pogue and K. Hill, op.cit., p. 7.
3+ Ce Murphy, op.cit., p. 83,

4, Ibid.

5, P.P.S., "Assessment of Europe's Energy Needs",
Vol. XXIII, No. 7, p. 255, July 1956,
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atomic energy are expected to furnish little help. By 1960
the area wL1ll have to import the equivd ent of 195 million
tons o coal and by 1975 L0 million tons.1 "The widening
gap must be filled by oil and most desirably by oil from the
Middle East",a since much of Europe's requirements will not
require hard currency expenditures. Europe's mounting needs
will reke Furope's imports from 2 million b/d in 1955 to 3
million b/d in 1960 and to 6 million b/d in 1975.

VII. Middle East 0il and Consuming Markets

. In order to appreciate the importm ce of Middle East
0il, we must get a clear picture of the relation of the Middle
East 01l to the consuming markets of the world. From a geo-
graphicd point of view, the Middle Eest 1is supreme as a source
of supply for the countries of the Far East and South Africa.
These countries-constitute a potential huge market, with their
huge population. Today most of these countrles are not yet
developed, but are on the verge of economic development. With
the development and indus trialization of these countries, Middle
East 011 will be provided with a huge market. "Though there
are substantial volumes of o0il in Indonesia and oil has
recently been discovered in Australia, the maximum production
from these Far Bastern sources is totdly inadequate to supply
the hundreds of millions of people in the Orient and so the

Middle Bast is an essential source of oil supply for them."

1. Ibid., p. 256.

2. C. Murphy, op.cit., p..83.
3. Ibid.
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By far, Western Europe constitute the largest con-
sumption marle t for Middle East oll. This is so because of
jts advaenced stage of industrial development. Although
geographically Middle Eastern 0il is equdl 1y compe titive
with oll from the Western Hemisphere but due to some con-
siderations, it has replaced Western Hemisphere's oilas a
source of supply. One reason is that Western Hemisphere
eil is being absorbed by the searing needs of the area it-
self. "In fact taking the long view, there are strong in-
dications that the Western Hemisphere wi 11 have t o draw
increasingly from the East to fully meet its oil require-
ments:(l) The other reason is the desire of Europe to
save hard currency, for Western Hemlsphere oil is almost
entirely a dollar oil, while Middle East oil is mostly a
soft currency oil.

The Western Hemisphere comprises another potential
merket for Middle East oll. Already Middle East oil is
reaching the U.S. and South Americe and with the mounting
needs of this area Middle East 0oil will play a relatively
more important role in supplying the oil needs of this

area,




CHAPTER V

MIDDLE EASTERN OIL AND WESTERN EUROPE

I. 011l Consumption In Western Europe

By far, Western Europe is the largest single con=-
sumer of Middle Eastern oil, and our oil has played a re-
latively important r8le in the post-war recovery of West-
ern Europe. In order to appreciate the importance of
Middle East oil, we should, therefore, examine how West-
ern Europe came to depend more and more on our oil, and
how this o0il has become its "life blood",.

The substantial increase in oil consumption in
Western Europe has been a feature of the post-war economy
of Western Europe. Since the war, Europe's oil needs, for
industriel power, transportation, military use, have near-
ly quadrupled., Consumption of oil products in Western
Europe rose from a total of 27 million tons in 1938 to
100 million tons in 19585 (700 million bbl,) |

In a recent published report by the 0.EE.C. 0il
Committee, it was shown that since 1948, Western Europe's
consumption of oll products gaa grown at an annual cumu-

lative rate of 14 per cent, This rate of growth is by

l. P.P.S., "Features of Europe's Mounting Needs",
Vol. XXIII, No. 10, p. 359, October 1956.

=104
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far larger than the rate of growth of energy consumption,
of 5 per cent annually, and the rate of increase in pro-
duction of 8 per cent annually, for the area over the same
span of time. Though Western Europe is still dependent on
coal as a source of énergy, the share of oil is rapidly in-
creasing and has jumped from 8 per cent in 1938 to 1l per
cent in 1949 and to 18 per cent in 1955, However, in the
light of the coal shortage in Europe, oil's share will
still continue to grow at this rapid rate.

This tremendous rise in Europe's consumption after
the war is attributeble to four main causes: the accelerated
increase in industrial output and nationel incomes; mechea-
nization, especially of agriculture; the decline in output
of coal, and the major expansion in refinery construction.
These four factors combined to accelerate the increase in
0il consumption.

As for the future aspects of Western BEurope's oil
consumption, it was estimated by the 0.E.E.C. oil committee
that consumption will increase by 53 million tons over the
next five years (by 1960), and will double by 1975, reach-
ing & total of 310 million tcns.(l) "yet the 0il Committee
believes that i%;)estimates are likely to err on the side of

conservatism", Compared with the previous rate of

1. Ibid.
2, W. King, The Banker, op.cit., P. 20,
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increase of 14 per cent™, the projected rate for the period

1955-60 is about 8 per cent and that between 1960 and 1975

(1)

6 per cent.” Europe, by far, has the world's most ra-

pidly increasing rate of petroleum consumption.

A. The Degree of Dependence of Western Europe': On 01l

1. Who uses most of the oil in Western Europe?

Oon a global besis, the U,K. is the largest consumer

of oil in Western Europe.

Next to it comes France, and then

Italy, Western Germany, and Sweden respectively. However,

such an evaluation would not give an importent picture of

the role of oil in each of Western Europe's countries.

More significant in this respect are the consumption per

head figures, and the contribution of oil to total energy

requirements, in each of Europe's major 0oil consuming

countries,

TABLE -26=-

0IL CONSUMPTION IN WESTERN EUROPE

COUNTRY CONSUMPTION/HEAD (KLGS) OIL CONSUMPTION AS
1948 1955 4 OF TOTAL ENERGY 1955
U.K. 251 419 13
West Germany 42 194 9
France 145 357 20
Belgium 167 434 16
Sweden 431 1113 44
OEEC AVERAGE 133 302 18

SOURCE: The Banker, November 1956 and

con

st, November 24, 1956,

1. Ibid.



It is noteworthy that consumption per head for the
whole 0.E.E.C. area has more than doubled over the period
between 1948 and 1955, However, the largest increase has
been recorded in Sweden where consumption per head jumped
from 431 klgs. of oll products in 1948 to 1,113 klgs. in
1955, The U.K., though Europe!'s large oil consumer, has
one “l.z, of the lowest consumption per head ratio,

As to the contribution of oil to total energy re-
quirements, Swedgn has the highest ratio among the 0.E.E.C.
countries, In 1955, oil contributed 44 per cent of Sweden's
total energy requirements, while it contributed only 9 per
cent in Germany. This explains why Sweden was the country
to be hit most severely by the Suez Crisis, and Germany was

practically unaffected.

B. Europe's Growing Dependence on Fuel 0ils

A breakdown of Europe's consumption figures reveals
the growlng importance of certain petroleum products. An
important development has been the growing use of fuel oil
for industrial purposes, particularly in certain branches
of the iron and steel industry, while increasing quantities
are used for the production of electricility and gas.

Since 1948, the share of fuel oils in Western Europe's
petroleum demand has climbed sharply from over a gquarter to
one third in 1955, 1In 1955, industry accounted for over

90% of total demand for fuel oil (excl. ocean bunkers). Fuel
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oils have recorded the sharpest increase in the demand for
petroleum products, and are expected to expand furthermore
in the future, By 1960, fuel oil's share in total petro-
leum products consumption will rise from 35 per cent in
1955 to 42 per cent. This 1s why, Europe's economy was
severely hit by the Suez Canal crisis, because of the

heavy reliance of industry on fuel oil,

TABLE -27=-

0.E.E.C. COUNTRIES INLAND CONSUMPTION OF PETROLEUM PRODUCTS

(000 Metric Tons)

Index:1955
Products 1948 % 1955 % 1960 % (1948 100)
Gasoline 10,183 29 20,408 24 32,000 23 201
Kerosene 2,677 8 3,601 4) 134
) 35,000 26
Diesel 0Qil 8,519 24 20,297 23) 241
Fuel 0il 9,913 28 30,701 36 58,000 42 310
Others 4,388 11 11,625 14 12,000 9 265
TOTAL 35,680 100 86,632 100 137,000 100 242

SOURCE: P.P.S., October 1956,

II. Western Europe's Supplies of 0il

While consumption has almost quadrupled in Western
Europe, during the past ten years, and future estimates show
that the future rate of increase 1s not likely to slow down

in the coming decades, "Western Europe is almost devoid of

10 ‘Ibido’ Pe 5.
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(1)
indigenous oil supplies.,” In 1955, Europe only produced
about 9 million tons of o0il while i1t consumed about 100
million tons in that year, 1In 1956 its output rose to a
little over 10 million tons., This figure includes, how-
ever, production from Algeria, Morocco and Yugoslavia,
Moreover, its leading producer, Austria, hardly ylelds any
surplus above its own consumption, Total production of
crude oil, in Western Europe will not rise more tham 10%
by 1960. Western Europe has to import 1its requirements
from forelgn sources, What are these foreign sources which
supply Western Europe with 1ts lifeblood?

The Middle East, as Europe's main supplier 1s only

a post-war phenomenon., In the pre-war period, Europe re-
lied on the Western Hemisphere as its principal oil sup-
plier, 1In 1938, oll supplies from the Western Hemlsphere
accounted for over 68 per cent of Europe's total petroleum
imports, while about a quarter of Europe's imports came
from the Middle East. About 43 per cent of Europe's oil
imports in that year came from Venezuela, 25 per cent from
the U.S., 25% from the Middle East and 7 per cent from
Rumania and the U.S.S.R.(g) Since the war, the pattern of
Western Europe's oil imports has undergone a complete
change., Europe turned to the Middle East as its main
supplier of its oil demand. By 1950, the Middle East was

1. Ibido, P 5.

2, P.P.S., "Changing Pattern of European
Tmports", Vol. XVII, No. 5, p.127,
May 1950,
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providing two-thirds of Europe's demand and meeting all the
increase in consumption. From a total of 7.1 million metric
tons, imports from the Middle East into Europe shot up to
29,8 million metric tons, or four times as large.(l)(From
a total of imports of 17.5 million metric tons in 1947 to
37.5 million tons in 1950)., In 1951, the Middle East ac-
counted for four-fifths of crude oll imports of the 0.E.E.C.
area, and the Western Hemlsphere accounted for one-fifthfa)
By 1954, Western Europe had absorbed about 90 million tons
of Middle East crude which were about 90 per cent of its
total crude importa.(S) Except for some specliality of
products, oil imports from the Western Hemisphere, espec-
1ally of imports of crude oil, have virtually disappeared,
At the present, about 80 per cent of Western Europe oil
supplies come from the Middle East.

While consumption in Western Europe rose from 37
million tons in 1947, to 100 million tons in 1955, there
has been also a growth in their refinery throughput from
20 million tons to 103 million tons, Consequently, gross
imports increased from 37 million tons to 128 million tons
over the same period, while the proportion imported from

(4)
the Middle East rose from 32 per cent to 80 per cent,

1. Ibid.,

2. P.P.S., "Europe's Rising Imports", Vol.

3, P,P.S., "The Middle East's Rise"™, Vol,
XXII, No. 10, p.366, October 1955,

4, W. King, op.cit., p. 15.
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In view of Europe's forthcoming increase in consumption,
the Middle East 1s bound to play an ever more important
r8le in satisfyling Europe's thirst for oil,

Brltain is the largest single oil consumer in
Western Europe, and about 80 per cent of 1ts current needs
used to come from the Middle East., In 1948, the share of
oil supplies to the U.,K, from the Middle East was 32 per
cent, and rose to 43 per cent in 1949.(1) The Caribbean
area, which as recently as 1948 delivered more oil to the
U.K. than the whole Middle East, in 1949, it accounted for
about 31 per cent of the U,K.'s oil imports.(z) Over the
span of six years England came to rely on the Middle East
for over 80 per cent of its oil imports.

France, Europe's second largest oil consumer, re-

lies more heavily on oil imports from the Middle East. About

90 per cent of French oil needs are supplied by the Middle

East.
TABLE =27~
FRANCE'S IMPORTS OF OIL, 1955
(Tons)

MIDDLE EAST
Iraq 103265’626
Kawait 7,035,232
Saudi Arabia 2,700,199
Qater 1,336,550
Iran 981,900
N. Zone 221,133
WESTERN HEMISPHERE 1,212,000
Others 268,000

TOTAL - 2,02h,727
Source: Private

1. A. Murphy, op.cit., p. 19.
2. W. King, op.cit., P« 5.
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"Tt was this mutuallity of dependence that persuaded the
French end British that their national survival required
Nasser's forcible ejection from the Suez Canal”.{l)

The reliance of Western Europe on the Middle East
has been prompted partly by the desire to economize dollars,
and partly by the growth of oll refineries in Westermn Europe,
"put the most important long-term cause of the emergence of
the Middle East as Europe!'s supplier is its possession of
almost 1imitles?2§eserves workable with extraordinary tech=

nical economy”. Subsequently, each of these factors,

will be more fully discussed and analyzed.

A. The Currency Problem in Western Europe's 011 Supplies

The large expansion in Europe's oil consumption
with consequently rising imports of oil, has created acute
balance of payments problems for Western Europe. Coupled
with its adverse balance of payments position vis-d-vis
the United States, after the war, Europe had to incur large
volumes of oil imports and mostly imports which contained a
high doller content, at a time when Western Europe was im-
plementing every effort to imppove its palance of payments
position, and reduce its dollar expenditures to a minimum,.
Western Europe tried to solve its oil payments problems in
three ways: by limiting oil imports from the dollar areas
and encouraging 1ﬁports from what came to be termed as
"sterling oil"™, by expanding its refinery capacity, and
finally by United States' aid.

1, A. Murphy, op.eit., p. 19.
2. W. King, 02001t0’ Pe 5.
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1."Dollar 011" VS "Sterling 0il"™

In 1938, Western Europe imported a total of 31.5

million tons of which 13,7 million tons were payable 1n

dollars, In 1948, almost half of Europe's oil imports were

incurred in dollars, By 1951, dollar oll represented one

third of total oil imports of Western Europe.

Today petro=-

leum imports account for about eight per cent of all West

European imports, but this ratio varies from one country to

another., In France and Italy this ratio is higher and rea-

ches 12 1/2 per cent. In 1955 dollar oil accounted for one

fifth ($2,800 million(a year) of the total value of Western
1)

Europe's oil imports.
TABLE -29-

EUROPE'S OIL IMPORTS ACCORDING
TO CU C P LT

(million metric tons)

Imports
West Europe Total 011 1948 1950
Imports:
Payable in § 13.7 20.8 21,7
Other 17,8 24,3 42,8
TOTAL 31.5 45,1

64.5

SOURCES: P.P.S., No. 5,May 1951

roPogo, No. S,Mq 1855

1965

25.6
102,4

128,

|

and

1., P.P.S., "0il In Internationsl Trade",
‘YoI. XXII, No. 5, p. 155, May 1955,
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We have seen how Western Europe reduced its imports
fpom the Caribbean area, and almost completely replaced
them by those from the Middle East, This has been attalned
by prompting the production of o0il in areas which are either
sterling or do not require dollar payments, by strictly
limiting dollar oil by discrimination through licensing,
and by forcing U.S. companies to go sterling or accept pay-
ment in the local currency of the importing country.

It was at this time that the distinction between
"sterling oil", "franc oil", and "dollar oil" came to be
used, This distinction is based in the case of sterling
0il, on o0il produced by British compabhies either in or out=-
side the sterling area, Franc oil has a similar connota-
tion. However, this distinction is rather arbitrary, since
most of the 911 compahies have huge intra-company redations
and at the same time, sterling companies had to make dollar
expenditures for either buying equipment from the U.S., or
to pay operating expenditures of British companies operating

in dollar areas,

In the Middle East, Iraq, Kuwait, Qatar and Bahrein
are all members of the sterling area., In 1955, these coun-
tries accounted together for about three fifths of total
production in the Middle East., Therefore, Britain and
those who preferred to buy for sterling rather than for
dollars, were interested in stemming up their oil imports
from these sreas. Hence, we witnessed the tremendous shoot-

ing up of output in these sterling oil producing areas in
the Middle East after the war, This is why the British were
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very furious about losing the Iranian oil for it was

wholly sterling oil. Similarly, the French were interested
in pushing up production of the IPC in which they had a

23 1/3 interest. However, it is very difficult to discern
the true dollar content of Middle East oil, since the
sterling companies have to incur some dollar expenditures,
and the picture is much more complicated than it looks to
be.

Sterling oil, however is not enough to meet the
demand for oil in the sterling ares, and countries in West-
ern Europe tlat prefer to buy oil for sterling. The deficit
must be supplied by dollar oil. These had to be supplied
by the U.S. companies, who already had marketing interests
in Western Europe. These companies fearing the loss of
their markets because of discrimination against dollar oil,
were willing to sell oil for sterling in territories where
dollars are scarce, However, the U,K., has always disliked
this idea, maintaining that it would result in an accumule-
tion of sterling in Americean hands, which would be merely
a deferred claim for dollars; and would tend to weaken the
sterling, The U,S. companies were forced to accept the
currencies of the various countries in which they traded
with whatever degree of dollar convertability attached
to them,

England and other Western European countries made
agreements with U.S, oll mempanies which reduced their
oil's dollar content., These agreements provided that the

U.S. companles would sell in the Sterling Area ad accept
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peyment in sterling and would have sterling convertible
into dollar, equivalent to the current overall dollear
content of the sterling companies production, In return,
the American companies are granted rights of conversion
of their profits., Of these agreements, was an agreement
with Socony Vacuum and Standard New Jersey to sell their
shares from IPC in sterling, and they would pay IPC in
sterling. Another arrangement was made, in 1950, with
Caltex to sell for sterling 1ts oil to the U.K. which
comes from Bahrein refinery and two-thirds of Caltex's
oil from Saudi Arabia. This saved $30-§40 million a year
at the time it was negotiated. As a matter of fact, the
U.K. was not able to discontinue gasoline rationing until
these two arrangements were made in 1950. This policy
would not have been taken, had there not been the Middle
East oll which did not require dollar payment,

In fact, the U.S. companies, in their efforts to
keep their markets, did not only go sterling, but had to
go Into every currency of each country in Western Europe.
The outlook facing the U.S. oil compenies was a disturbing
one, They saw rising supplies of sterling oil, while at
the same time, in many large importing countries dollars
were and stlll are scarce, Hence these companies had to
reconsider the currencies in which their sales are made
in order to retain their markets. It was no wonder, then,
that ARAMCO's 1950 agreement with Saudi Arabia contsil ned
an article that payments would be made in currencies in
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which sales are made., This was done in order to improve
the competitive position of ARAMCO's oill in Western
European markets,

Today, whlle the position of most European coun-
tries has improved 1In respect of the dollar problem, many
countries, especially England and France, have still bal-
ance of payments difficulties, and their reserves of gold
and d ollar are still low, Due to the arrangements with
the U.S.'s oil companies, only 50-60 per cent of these
companies'! supplies are payable in dollars.(l)

It 1s very doubtful that Western Europe could
have been able to reduce its dollar oil imports, without
the presence of oil supplies from the Middle East, which
do not require much dollar expenditures., %The astrono=-
mical Increase in the demand for oil in Western Europe had
to be satisfied from new sources, and preferably sources
that did not involve large outlays in(%?llars. The Middle

East was the only such major source,"

2. The Growth of Western Europe's Refineries and
Middle Eastern Q0il

In the post-war decade, there was a tremendous
mushroom growth of refineries in Western Ewrope. This has
been prompted by the desire to minimize dollar expenditures,
create employment opportunities for its nationals, and pPro=

viding supplies for the home market.

l. P.P.S., "0il in International Trade,"
Vol. XXII, No. 5, pP. 155, May 1955,

2.'W. King, oEocit.’ P. 15,
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The major impetus behind the refinery expansion in
Western European has been the desire to save hard currency.
As oil imports from the U,S. and the Caribbean a rea were
almost exclusively dollar imports; this involved the ex-
penditure of large sums of dollars on oil imports f rom
those areas., Another factor which had an importent bear-
ing on this development arose from the changing position
of the United States in relation to the world 0ill industry,
Consumption there had increased so enormously that by 1948
the United States had become a net Importer of oil, consuming,
not only the major part of its own production but also large
quantities imported fram the Caribbesn area, Therefore
Western Europe had to rely on completely its own refining
capacity,

The only alternative for Western Europe to provide
another source of supply, which did not involve large dol=-
lar expenditures was Middle East 0il. The establishment of
such a huge refining industry in Western Europe, caused a
complete shift in its patterns of imports., 1In 1947, over
two-thirds of oil imports consisted of refined products;
by 1956 over three-quarters of the total consisted of crude
oil. Since the United States and the Caribbean area, insist
on the oil companies to refine a major part of the crude
produced there locally, exports from these two areas were
mainly of petroleum products, and the only source from
which Europe could import crude oil was the Middle East,

since the governments in this region do not demand from
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the producing companies to process part of thecrude local-
ly.

What this meant is that 1t relieved Europe's
balance of payments from a great burden. "Moreover, the
rellef has been especially marked in the d ollar balance,
as the increase in supplies of crude has come mainly from
the Middle East whilst large additional supplies of pro-
ducts would have been available only from the United States
or the Caribbean.“(l)

Another factor, which reduced the d ollar cost of
Western Europe's oil imports is the pgrticipation of the
American oll companies in this refinery expansion, These
companies after the war faced serious competition from
British and other non-dollar oil companies, in the oil
markets of Westem Europe, since most countries there,
put many obstacles in the face of dollar oil imports,
Obviously the U.S. companies were not willing to lose their
markets, and they participated in the oil refining program,
However, these compandes would not have been able to parti-
cipate had they not oil resources in the Middle East on
which they could draw,

To bring all these factors together, the result
was an ambitious refining construction program in all the
countries of Western Europe, Whereas refinery capacity
then had amounted to 18,4 million tons in 1939, development
has been so rapid that by the end of 1954 it had been

l. W. King, op.cit., p. 20,
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increased to 106 million tons a year and in 1955 to

128 million tons a year, and this progress still continues.,

TABLE -28=-

GROWTH OF WESTERN EUROPE

(in Million of Tons Yearly)

Index

Country 1938 1950 1951 1952 1953 1954 1938 100
ek, 3.4 12,5 20.1 24.6 28,5 28.8 847
France 8.1 14.8 20,7 24,5 25.4 27.0 356
Italy 23 640 9.5 13.5 20.9 23.3 978
We Germany 5.4 3D 6.8 8.1 9.8 12.0 383
Netherlands 1,2 3.8 6.4 8.8 11,5 11.6 967

TOTAL 18,4 41,1 76,5 83,0 97.8 105.7 391

SOURCE: 0il Forum, November 1955,
P.

The U.K, now has the largest refinery capacity

in Europe, with plants capable of processing over 29 million

tons a year., Next to the U.K. is France with a capacity
of nearly 27 million tons per annum, and Itd y, w ith 24
million tons annual capacity is the third largest, followed
by West Germany and the Netherlands with annual refining
capacities of 12 million tons and 11,6 million tons,
respectively.

The parallel development of production in the

Middle East, illustrates how closely tied to and dependent
was the development of Western Europe's refinery capacity
on our oil resources, "The rapid expansion of Europe's

refining industry could not have taken place without the
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simultaneous discovery of vast new oil resources on the Persian
)
Gulf area."

3. The United States Aid

A major contributor that helped ease Western Europe's
dollar problem was the U.S. a d. Under the Marshall plan,
Western Europe was authorized procurements of $11,888 million
between 1948-1952, of which $1,262 million (10.6%) was for
petroleum and petroleum products. The main sources of this
0oil were: the Middle East ($39u.2_m11110n), USA ($306.8 million),
Venezuela and Latin America ($156.1 million).2 In addition
to that, the Marshall Plan gave guaras tees to U.S. companies
for construction of refineries in Western Europe. By the end
of the Marshall plan, Europe had received approximately $1,600
million to help her meet her oil imports, thus finneing over
more than half of Western Europe's dollar expenditures on
imports of dollar oil and oil equipment.3 Importsof arude
0il and petroleum of Western Europe from all sources in the
four years period totalled about 1,860 million barrels of which
659 million barrels were sold by U.S. companies of which 625

million barrels were sold for dollars.

1. S.Yari, "Marketing Middle East 0il", lMiddle
Eastern Affairs, vol. III, Nos. 6-7, June-

. THATRYS0 B Bl
2.. P.PIS.’ I‘Iay 1952, De 182-
3. Ibid.

. Ibid.
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This progress in Europe was made possible by the U.S.
aid. However, this aid was not only to help Europe over-
come its oil's dollar problem, but has also helped its
own companies maintdin their marketing position in
Western Europe. ™If it had not been for Marshall Aid,
much of the U.S. oll companies! sales of dollar oil in
Western Europe would have disappeared at least in terms

1)

of dollars,"

III The Suez Crisis and Europe's 0il

On July 26th, President Nasser announced the
historical nationalization of the Suez Canal Company.
Events began to deteriorate quickly after that, and the
crisis resulted in the bloéking of the Suez Canal and
the destruction of the IPC pipeline pumping stations.,
Consequently there was adrastic reduction of Middle
East oll supplies. During the crisis the TAPLINE
terminal in Sidon, carrying some 16 million tons a year,
was the only outlet kept running, But by order of Saudi
Arabia, the U.,K. and France were banned any & upplies from

this outlet, Irag oil supplies from Northern Iraq of

1. P,P.S.,"Bterling Ousts Dollar 0il",
Vol. XVII, No. 1, p. 21, January 1950,
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of 25 million tons a year stopped flowlng. Supplies
through the Canal of about 77 million tons a year
were cut off. 1In short, Europe lost overnight some 85
per cent of its oll supplies from the Middle East,
Nasser's nationalizetion of the Suez Canal
showed to a frightful extént how Europe's economy has
become very dependent on Middle East oil, It revealed
to the world's public opinion what r6le the Middle

East oll is going to play on the internation scene,

A. The Suez Canal as an 0il Artery

With the increase in demand for Middle Esstern
0il in Western Europe, the Suez Canal, came to be an
important artery for northbound shipments of oil. 1In
1955, about 60 per cent of Middle East oil was shipped
via the Canal and the rest, 40 per cent, was carried
by pipelines to the Mediterranean terminals, 0il
tankers accounted for 65 per cent of all traffic in
the Suez Canal in 1955,



TABLE - 30 -

TANKER TONNAGE THROUCH THE SUEZ CANAL
ousands ol Tons)

Total Traffic Tankers Percentage
1913 20,034 489 Ced
1820 17,5756 1,049 6.0
1925 26,762 3,422 12,8
1930 31,669 5,218 16,5
1935 52,811 4,860 14,8
1938 54,318 5,970 17,3
1946 32,732 9,919 30.3
1947 36,577 16,069 43.9
1948 56,081 32,279 58,6
1949 68,862 40,195 58,4
1950 81,796 52,092 63,7
1951 80,356 46,732 58,2
1952 86,137 61,822 €0.2
1953 92,905 56,374 60.7
1954 102,494 65,012 63.4
(a) _
1955 115,756 75,856 65.5

SOURCE: P.P.S.,, November 1955,
a .P.S,, September 1956,

The first tanker that crossed the canal was the
"MUREX" in 1892. It had a shipment of kerosene from
Batum to Calcutta. The ship had a carrying capacity of
5000 tons, However, such ships with dangerous inflammable

cargo were not permitted to use the canal, It was not until 1907
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that tankers were permitted to pass through the canal,
Before the outbreak of the First World War, tankers account=
ed for only 2,4 per cent of total traffic through the Canal
and they were mostly shipments from the West to India and
the Far East, By 1925 tankers' share in canal traffic
rose to 12.8 per cent, and were carrying mostly crude from
the Persian oil fields. Before the outbreak of the Second
World War, their share had risen to 17.5 per cent, Imme-
diately after the war, the percentage jumped to 30 per
cent and continued to increase until it reached a ratio of
65.1 per cent of total traffic in the Suez Canal in 1955,
While the volume of oil tonnage increased through
the Canal, there has been a change of destination of oil
traffic. While before the Second World War, oil traffic
in the Canal consisted mainly of products boundfrom re-
fineries West of Suez to the consuming markets East of
Suez, the pattern has changed after the war, With the
shift of pattern of oll supplies in Western Europe from
the Western Hemisphere to the Middle East, and the accom-
panying rise of production here, South-North traffic of
o0il in the Suez Canal increased considerably and North-
South oil traffic decreased. With the completion of re-
fineries East of Suez North-South bound oil traffic de-
clined from over six million tons in 1954 to about two
million tons in 1955, and consisting chlefly of speclality

products,
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on the other hand South-North bound oil shipments
increased rapidly, From a total of 28,930 thousand tons in
1948, West bound oil shipments increased to a total (36,976
thousand tons in 1949), (47,525 thousand tons in 1950),
(42,873,000 tons in 1951), (45,933,000 tons in 1953),
(49,419,000 tons in 1953), (57 million tons in 1954),

(67 million tons in 1955).(1)

The importance of the Suez Canal lies in the fact
that 60 per cent of the West's oil supplies pass through
the Canal. Out of a total of about 67 million tons of oil
of the South-North traffic, 64 millions came f rom the
Persien Gulf, out of which about 51 1/2 million tons were
destined to Western Europe, which means that Western
Europe is very dependent on the Canal for its oll supplles,

1. For the years 1948-1950: P,P.S. March 1951;
1951: P.P.S., March 1953; 1952-1953: P.P.S.,
March I954; 1955: P.P.S., September 13586,
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More than 60 per cent of oil coming from the
Persisn Gulf come:s from Saudi Arabla and Kuwait. The
U.K. and France are the lagest importers of crude via

the Suez Canal.

B, The Crisis and the Disruption of Middle East
0il Supplies

During the first half of 1956, oil supplies
were moving via the Suez Canal at a rate of 77 million
tons per year, Another forty-cne million tons were
flowing through the pipelines; (25 million tons through
TIPC; 16 million tons through TAPLINE), thus meking a
total of 118 million tons a year, Europe receives
105 million tons and the rest are destined to the
United States and Canada (5 million through TAPLINE,

8 million tons via the Canal). The crisis occurred and
the West was denied about 85 per cent of Europe's

supplies,



TABLE - 31-

EUROPE'S OIL SUPPLIES VIA CANAL AND IPC LINES
(million metric tons - based on January-June 1956)

Net
ouink Tuperts MIDDLE EAST SUPPLIES
Total Vie Canal Viae IPC
M,E, Tons Percentage Tons Percentage
U.K. 32,6 26,8 23.3 79 3.5 21
France 21.2 23,8 13.8 58.4 10, 41.6
Italy 12,4 15.6 8.6 51. Ve 49,
Netherlands 6.9 9.0 9.0 100,
Germany 0.4 3e5 1.5 42,3 2. 57.7
Sweden 9.6 2e2 2e¢2 100,
Belglum-Luxemb, 5,8 5.3 3¢ 62.3 e ST
Denamrk 3.6) )) )) )
Norway 342) B8.2) Te2 ) 87.7 )
Switzerland 2.4) ) ) ) 12,3
Others 2.2) ) ) 1.)
TOTAL . 109.3 94,4 68,9 63.8 25.5 37.2

SOURCE: Economist, November 10, 1956
a d prIvate source,
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Some countries were more hardly affected by the
crisis than others, Most badly hit was France where 90
per cent of its oil supplies come through the Canal and
IPC lines, and next comes the UK, whereby 80 per:cent
of ite supplies come through these systems. Italy was
also badly hit. What this eamounted to is that during
the crisis Europe was denied two million barrels daily.
The Suez Canal allowed the passage for one million and
a half barrels of oil daily to Europe. The IPC pipe-
lines were blown and another half a million barrels
daily were lost.. Moreover, by order of King Saud,
TAPLINE cut off liftings to England of about 125,000
barrels daily, and were denied from Ras Tannura another
300,000 barrels per day. All this loss of oil came
dramatiealiy after the aggression on Egypt. The loss
was not only in the stoppage of oil supplies, but
drestic blows were given to the economies geared to
them,

With the buoyant demand on tankers and oil,
prices of crude oil and petroleum products were bound to
rise. The Suez crisis gave a fresh impetus to the oil
companies to increase their prices. Posted prices of
crude oil registered an increase of between 23 and 25
cents per barrel for Middle Eastern(l) :ﬁg Western Hemi=-
sphere's oil respectively. In the Gulf of Mexico, the

price per barrel became 3.25 dollars, as compared with

1., Ex-Sidon only. Prices on Persian Gulf
dropped by about 4 cents a barrel,
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a price of $1.97/b for crude oil from the Middle East
prior to the crisis,

Since crude prices have risen, itwas obvious that
product prices should rise too. Product prices rose every-
where in the world, for practically all kinds of products
by about one cent a gallon. MNost important and the thing
which had the worst effect on Europe's economy was the
rise in fuel oil prices. During the crisis prices of
industrial fuel oll rose by one third or more in the
U.K., Western Germany, Benelux, Sweden, Denmark, Swiltzer-
land and Spain and by over a quarter in Ireland(z).

What @ll this amounted to, was to worsen Europe's
payments problems especially vis-d-vis the United States.
The shift to oil imports from the Western Hemisphere did
not only aggrevate the cost of oil imports to Western
Europe but also aggrevated them in terms of dollars,

Weste;n Europe has to pay now an extra dollar cost
of $1,625,00é ! daily for her oll imports from the Western
Hemi sphere, plus an extra $l,400,000(3) daily for freight.
Together they amount to about three million dollars per
day or ninety million dollars per month, or 1080 million
per year, This does not include the extra cost of bring-

ing oil supplies from the Middle East via the Cape route,

1, P.P.S., "Europe's Dearer Fuel 0il",
Vol., XXIV, No. 2, p. 69, February 1957,

2, This is at a price -of $3,25 per barrel for
a volume of imports of 500,000 b/d.

3. This is at a rate of one sterling pound
per barrel.



TABLE -36-

RISE IN SPOT PRICES OF HEAVY FUEL OIL IN W, EUROPE

(For Bulk Delivery to Industrial Users)

Countr

U.K.
Germany
Belglium
Netherlands
Denmark
Portugal
France
Italy
Austria
Switzerlana
Ireland
Norway
Finalnd
Greece
Sweden

Spain

SOURCE:

(1)

Price/Metric Ton

Percent Increase

)
13
11
12
12
13
12
1L
10

7
17
15
i '8 §
22
13
12

Ile8,

S
14
12

5

7
18
10

15

13
18

19

33
40
38
36
41
11

P;P.S., February 1967,

1. Price at 1/1/57.
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and which still accounted during the crisis for the bulk
of Europe's oil imports.(l)

These huge dollar expenditures represent a heavy
burden on the balance of payments and make the exchange
problem and the dollar shortage again more acute and
more complicated, Britain's and France's position provide
us w ith a vivid example on the situation., Tie problem
arose as to who will pay for this oil. Once more Europe
looked towards the United States for help. However, 1t
gseemed at this time, that the United States was not
willing to start another Marshall Plan. Forelgn Ald
is being opposed greatly in the United States and both
individuals and senators are shouting against the idea:
"The enormously larger aid being proposed, however,
raises grave problems. How and where and when do we
stop? The more than $50 billions of aid we have granted
since the end of the Second World War was only a gross
waste."(g) With that attitude towards foreign aid in
the United States, and with its scarce dollar reserves,
Western Europe was not able to withstand for long the

disruption of oil supplies from the Middle East,

C. Europe's Measures in Countering the Emergency

The sudden disruption of Middle East oll supplies

l, It was estimated by the 0.E.E.C. 0il Com=-
mittee that Europe incurred between $300 and
$400 million for oil imports from the West-
ern Hemisphere from the beginning of the
crisis till the end of March 1957,

2. Harry Hazlitt, Newsweek, December 24, 1956,
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created a serious situation regarding oil consumption in
Western Europe. 011 supplies from the Middle East were
cut off by about 85 per cent, This happened at a time when
Europe's consumption was accelerating at ar apld rate.
Against this contingency, Europe had to prepare plans to
cope with the oill shortage. On the demand side Europe had
to curb its consumption, while on the supply side, 1t had
to rearrange plans for oil supplies and find alternative
routes and sources.

After years of rapid rise in oil consumption, Europe
had to dwindle down its consumption sharply. More impor-
tant is that the crisls occurred at a time when oil was
being called upon increasingly to meet Europe's rising
industrid energy requirements. Moreover, unfortunately
for Europe, the disruption of Middle East oll supplies
occurred at a time when coal supplies from Poland were cut
off, and coal deliveries from the U,S, were delayed because
of the shore men's strike then, Hence Europe had to reduce
its oil consumption. Coupon rationing with restrictions
on other products was introduced except for Austria and

Germany, in practically all countries of the 0.E.E.C. area,

1. Western Europe's 0il Imports During the Crisis

With the bulk of Middle East oll denied to it, the
West had to think and prepare plans about possible alterna-
tive sources and routes, that would at least partly offset
the cutoff of supplies caused by the closure of the Suez

Canal and the IPC pipe-lines. The only alternative for
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Europe to get 0oil was to revert to the Western Hemilspherej; and
still get some 0il from the Perslen Gulf round the Cepe of
Good Tope. According to the MEEC Plan (Middle East Emergency
Committee), the output of Venezuela and the United States would
be stepped up by an extra 850,000 b/d, of which 800,d b/d
would come from the U.S. and 50,000 b/d would come from
Venezuela. Of this some 300,000 p/d would go to the U.S.
East Coast to make up for Middle East imports diverted to
Europe , and 50,000 b/d would go to Cmada for the same reason.
This leaves Europe with a totd of 500,000 b/d. Europe would
also get 750,000 barrels daily round Africa from the Persi en
Gulf plus 340,00 b/d from the TAPLINE terminal in SHon.

The MEEC Plan would provide Europe with a total of
1,590,000 barrels dalily or about 90 per cent of its normal
oil supplies.1 However, half of this total still comes
from the Middle East round the Cape. This was not expected
to be coming before a long time, and Western Europe, meanwhile,
had to rely on imports from the Western Hemisphere ch® fly from
the United States. These sccounted for only one-third of
Furope's imports from the Middle East.

At certain times, the 0il 1ift, under the MEEC Plan,
to_Western Europe achieved the target that was set for
1t. Partly because of the aval lability of tankers
et the Gulf of Mexlco, and par tly because they
could be taken from existing stocks, the first shipments

1. P.P.S., "Gloomy Prospect for Europe", vol. XXIV
Wo. 2,’p. 63, February 1957. ’ ’
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of American oll reached an a verage rate of 650,000 b/d
during the first three weeks ending December 12th. But
owing to many obstacles that faced the increase in pro=-
duction in the United States and Venezuela, these shipments
fell down in January to 340,000 barrels per day,(l) and

at other times fell almost to zero. However, on the whole,
the MEEC plan provided Europe with about 75-90 per cent of
its normal requirements of crude oil and other petroleum
products during the crisis. The crisis revealed some
weaknesses in United States production, such as the in-
adequacy of transportation facilities, but these could be

overcome, and the situation was finally adjusted to meet

the emergency demand,

TABLE -32-

CRUDE DISTRIBUTION UNDER MEEC PLAN
(Barrels Daily)

From Middle East

Round Africa to Latin Americsa 1,392,700
Round Africa to Europe 750,000
TAPLINE 340,000

T, 482,700

From Western Hemilsphere

To U.S. East Coast 300,000

To Canada 50,000

To Europe 500,000
8r0 ,000

Total 3,332,700
World Transportation Deficit 420,000
Total Avallable 2,012,700

SOURCE: World Petroleum, Vol., 28, No. 12,
January 1957,
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2, Alternative Routes and Costs

Because of the political risks involved in relying
on the Suez Canal, and the vulnerabillty of the pipelines,
the Western powers thought of seeking elternatlve routes
that would lessen their dependence on the Suez Canal and
the pipelines that pass through Arab territory. Projects
were contemplated for bullding pipelines passing through
friendly territory such as Turkey, or through Africa, or
through Israel., The prospects for these projects are not
yet known. Whether they will be executed or not depends
upon a multiple of political, technical and economic factors,
But we can be certain of one thing at least, and tlat 1s
sometimes political considerations undermine economic con-
siderations.

However, the execution of these projects lies
further ahead, and there remain two proposals that need
to be studied at the present, and these are, the route of
the Cape of Good Hope and the construction of Super-
Tenkers., In the near future, these two alternatives repre-
sent a real threat to the importance of the conventional
means of transporting oil via Arab territory.

A. The Cape Route

The extent of traffic and the distances involved
are a broad measure of the problem created by the stoppage
of oil supplies through the Suez Canal and IPC pipelines.
The degree by which the gap could be filled by diverting

traffic round Africa 1s very iargely determined by the

. AT
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TABLE =34~

Export Terminal

Nautical Miles

Round Trip Days

12 Kt. 18 Kt.

To London from
Persian Gulf via Suez 6,600
Persian Gulf via Cape 11,300
Eastern Med. 3,300
Venezuela 4,200
U.S. Gulf 5,000
To Le Havre
Heifa 3,260 24 1/2 17
Tripoli 3,305 25 17 1/4
Bahrein 6,280 47 31 1/2
Ras Tannura 6,309 47 1/2 31 3/4
Kuwait 6,495 48 3/4 33
Abadan 6,528 49 33 1/4
To New York
Haifa 5,219 38 1/4 27 1/2
Tripoli 5,264 28 1/4 27 1/2
Bahrein 8,460 60 1/2 41 1/4
Ras Tannura 8,489 61 41 1/2
Kuwait 8,823 63 1/4 42 3/4
Abadan 8,856 63 1/2 43
Via Cape 12,000

SOURCES: 0il Forum, Middle East 0il Map,

and P.P.S5., September 1958,

distances involved and by the availability of tankers to

carry the oll.

One cannot escape the fact that whereas

the distance from the Persian Gulf te the U.S. via Suez

is 6,600 nautical miles, the distance by the Cape route

is approximately 11,300 miles or about twice as far., On

a round ‘trip, the Suez Canal offers a saving of 9400

miles, (See Table 34).

Taking the extra costs involved,
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this mekes the trip around the Cape a rather expensive
proposition. On the other hand, if the whole tanker

fleet that previously carried oil via the Canal (70

million tons a year), and from IPC terminals (25 milllon
tons), was diverted to carry Middle East oil around the
cape of Good Hope, it will not take more then 50 million
tons.(l) The rest would have to be brought from Venezu-
ela. But diversion of tankers to bring additional sup-
plies from the Western Hemisphere would reduce the avail-
sble tanker tonnage to carry supplies from the Persian
gulf. The degree of success depends, therefore, on the
degree of integration sand coordination between supply

plans and temnker programs. However, with the best organ-
1zation of tankers schedules, "there will remain in certain
consuming areas some shortages which cannot be overcome as
long as the ?g§z Ccanel remains closed and the plpelines are

unrepaired®,

b. The Case For Super-Tankers

The prospects for using the Cape route as an
alternative for transporting Middle East 0il depend entire-
ly on the case for super-tankers, After the Suez Canel's

closure, there has been much talk of by-passing it by

1., Economist, November 10, 1956, p. 525,

2. World Petroleum, January 1957.
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TABLE =33=

TANKER EMPLOYMENT (% OF WORLD FLEET)#

FROM PERSIAN

To GULF E. MED. U.S. GULF CARIBBEAN
Europe 23 7 1 7
North America 5 2 14 9
Cen. & S. America 8 1 5
Africa 1 1l %
Far Egst A1 L 1 2
TOTAL 40 13 17 24

# 6% employed on minor routes

SOURCE: Economist, p.525, November

» e

building super-tankers that can carry large supplies of oil
round the Cape of Good Hope, at coats competitive those of
using the Canal route,

Super tankers could be built only if economies of
scale allowed that., In general terms, the bigger the tank-
er, the less will be the building and operating costs,
Building a 60,000 ton tanker does not require ae twice as
much labor, steel, and other materials as is required in
building two 30,000 ton tankers. Operating costs and

fixed costs are reduced and spread over a bigger tonnage
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and thus reducing the average shipping cost per barrel or
ton of oil.

Tt was argued that the canal has some physical
limitations which have to be taken into consideratlion, and
that in the case of super-tankers, the differential in
cost between using the Canal and the Cape route is nar-
rowed down. At the present condition of the Canal, the
maximum tonnage that could be accommodated safely, is
tankers in the 45,000 ton category. These can carry oil
to Europe at a freight rate of 70 cents a barrel, as
compared to a cost of one dollar for the voyage aramnd
the Cape.(l) The usage of the Canal, therefore, saves
30 cents a barrel., In order to be able to use the
Canal, super-tankers of 50,000-65,000 tons category
have to forego 15 to 20 per cent of their load. This
drops the comparative advantage of the Canal to 5 cents
per barrel, With tankers of 80,000 ton category and above,
the Cape route becomes more favored, especially on the haul
to the Americas, However, such an estimate is based on
normal freight rates. Moreover, there are two things to
be taken into consideration, Firstly, that the Canal
could be impm ved to accomodate for the passage of super-
tankers, and s econdly, that these tankers are not avallable
at the present time,

Immediately after the Sues Crisis occurred; freight

1. A. Murphy, op.cit., p. 82,
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rates rose very sharply and this rise makes the cost of
the additional length of voyage from the Persian Gulf to
Europe via the Cape at least 60 per cent higher.(l)Tanker
rates have more than doubled between July, and the end of
December 1956. At rates quoted immediately before the
crisis it would have cost ® 7 S 10 a ton to bring Middle
East oil round the Cape to Europe as compared with a

cost of B 4 S 15 (about 70 cents/barrel) for the trip via
Suez. But after the closure of the Canal spot freight
rates jumped to sbout B 18 per ton ($7.20/b) for shipping
oil from the Persian Gulf via the Cape route. At such a
rate it would cost about $1 1/2 million for the round

trip for a single cargo of 30,000 tona.(z) In light of
these dramatic rates, for the trip round the Cape, it was
obvious to turn to the Western Hemisphere, But here rates
rose also, but not as markedly. The cost of shipment from
Venezuela to the U,K. was & 7 per ton, ($9.50/b)* which is
sti1l much higher compared to rates that existed before the
crisis, but comparatively cheaper than the Cape route, Un-
fortunately, Europe as we saw cannot get all its supplies
from the Western Hemisphere and had to pay the price for
the trip round the Cape route.

In addition to the comparative cost disadvantages

1. P.P.S., "Grappling with the Emergency”,
Vol. XXIII, No. 12, p. 435, December 1956,

2, Ibid.

* %  at certain times during the crisis, freight
rates from Venezuela to the U.,K. were as
high as $19. per barrel,



of using the Cape route, there are some physical limita-
tions to the expansion of super tankers, Economies of
scale abtainable from the larger size of super-tankers
are applicable up to a certain size, after which dimln-
ishing returns will set in. These advantages are then
offset by a rise again in building and operating costs,
"pecause tankers become less flexible in operation as
they grow 1argor,“(l) or require more additional invest-
ment. Another obstacle is the shortage of steel plates
\;hioh ks hempering the rapid expansion of tanker fleets
eesesand large-diameter pipelines.“(z) Moreover, the
world's shipyards have orders that will keep them busy
for years and thus making 1t "impossible to get delivery
of a tanker ordered now from any European yard before
1961-62; even from Japan and the U.,S. one cannot get
deli&ery before 1960." () The capital requirements to
build the contemplated super-tankers is of the magnitude
of B 1,750-B 2,000 million. These are very large capital

commitments and present many financlal problems,

1, Economist, p. 397, February 2, 1957.

2, P.P.S., "Tenker Expansion Since Suez",
Tol. XXIV, No. 2, P. 65, February 1957.

3, Economist, op. cit., p. 397.
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Taking into consideration the extra costs involved
in building super-tankers, the llmltations imposed on con=-
structing them, the inconveniences of the Cape route, and
the large investments required to provide port feacilitles
for thép, "it seems doubtful that any larger tankers than
(42,000 tons) could operate as cheaply whether 1t went
through the Canal both ways partly loaded or round the
Ccape fully loaded and back through the Canal in Ballaat.”(l)

Economies still favor the use of the Canal., "If
the Canal were certain to stay open and certain to be able
to handle any volume of shipping likely to want to use 1it,
then it seems clear that tankers of 38,000 to 43,000 tons
CW would be the most economic on the Persian Gulf-Western
Europe haul.“(z) But this rests on one consideration,
and that i1s the assurance that the Canal will remain open
to navigation, On the other hand, super-tankers of the
category of 80,000 tons plus, "the economics solidly favor
the Cape route for oil to Europe and, of course, to the
U.S.“(s) This fact, coupled with the desire to ensure the
themselves agal nst contigencies, the oil companies

have gone shead in preparing plans for the construction of

large number of super-talkers. The solution to this threat

1.

o

id.

2.

c

id.

|

3. A. Mruphy, ope.cit., p. 84.
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could be hendled only in two ways; to make sure that the
canal will remain open to navigation, and to embark on
an expansion program that would enable the Canal to cope
with the increased oil traffic in the coming decade,
Middle East oill is vital to the progress of Western
Europes., In the coming two decades, Middle East oil will
gain more prominence in the non-communist world oll supply
situation, as the oll reserves of the Western Hemisphere
are depleted, The Suez crisis has shown how vital to the
wellfare of many nations Middle East oil has become. Those
who control the oil resources of the Middle East will
decide the fate of those who depend on it, Who owns and
who controls oil production in the Middle East, will be
the theme of the following chapter,



COUNTRY

Britain
France
Italy

Benelux

West Germany

TAELE 26

MIDDLE EAST OIL EXPORTS 1955

(Barrels daily)

Other W. Burepe and North Africa

United States

Canadsa

Lztin America

Japan

India

Australia

Other Far East, Africa

TOTAL MIDDLE EAST EXPORTS

SOURCE: Privete Information.

BARRELS

470,000
452,000
323,000
272,000
130,000
303,000
275,000

30,000

70,000
130,000

91,000
103,000
301,000

2,950,000



CHAPTER VI

THE INTERNATIONAL ASPECTS OF MIDDLE EASTERN OIL

The interest in Middle Eastern oil is proclalmed
to have an internationel aspect, The demand for Middle
Eastern oil is not only worldwide, but the pattern of
ownership is currently ascribed as international. There
are interests that represent many nations that operate
the oil industry in the Middle East., American, British,
Dutch, French, and recently German interests are involved
in extracting, transporting, refining and marketing Middle
Eastern oil. Accordingly, a certain pattern of ownership
of the oil industry in the Middle East has developed, This
pattern has persisted throughout the history of the oil
industry in the Middle East. Under certain circumstances
gsome of these oil interests acquired a somewhat completely
unquestionable monopoly over most of the oll resources of
the Middle East, The result of all the diplomatic war-
fare sbout the Middle Eastern oil was the emergence of a
certain pattern of ownership in which these oil interests
have come to control all the oil industry in the Middle
East. This pattern of control has been described in poli=-
tical terminology as the international aspect of Middle

Eagtern oil,

ld3Sm
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I. The Holding Companies of Middle Eastern 0i1*

When the Western powers were encouraging some of
their leading oil companies in the twenties to acquire oil
rights in the Middle East, they were supporting, whether
consciously or unconsciously, the emergence of the biggest
monopoly in the world, the international petroleum cartel,
0il diplomacy in the Middle East in the twenties, have
brought the leading oil companies in the world together,
and made them reach an entente about stopping cut-throat
competition between thep, and instead agree for the bene-
fit of all of them. As a result, several agreements were
made, between these oll companies in which they pledged
cooperation about every aspect of the business in all
parts of the world, This Entente Cordiale Group, which
was composed of the oll companies controlling the Irag
Petroleum Company, has grown into an international petro-
leum cartel which controls most of the world's oil re-
sources, This cartel does not only control production of
oil, but controls all the phases of the oll industry from
production to marketing., The seven companles that com-
prise this cartel, control production, trensportation fa-
cilities, whether by tanker or pipeline, refining, and
marketing, Outside the United States, this cartel has

* See Appendix to this chapter,
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control over 90 per cent of the oil industry in the non-
communist world.

In the Middle East, until recently, this petroleum
cartel has been controlling practically & 1 production of
crude oil, Seven oil companies control the oil resources
of the Middle East, and most of the oll resources in the
Free World. Prompted by the benefits achieved from co-
operation in the Middle E=st, these companies have applied
that in all their operations the world over, These seven
0il companies are: Standard 0il Co., (New Jersey), Stanford
0il Company (California), Socony Vacuum 01l Co., Inc.,
Texas Oil Co., Gulf 0il Corporation, Royal Dutch-Shell
Group, and British Petroleum. Two of them are British
and Dutch, end the other five are American companies,
Through joint ownership, these companies have come to
monopolize Middle Eastern eil production and consequently
through monopolistic agreements such as the Red Line agree-
ment, worked to prevent outside competitors.

The seven oil companies that control output in the
Middle East received from Middle East resources a total
of 147 million metric tons in 1955, The total output of
the seven companies was about 582 million tons, comprising
52 3/4 per cent of total output of the free world., Except
for Standerd (N.J.) and Royel Dutch-Shell group, all the
other companies received half of their crude output from
their Middle East resources, On the other hand, the one

hundred and forty-seven million tons which these companies



~146=

received from the Middle East represented about 39 per cent

of their world-wide crude production.

1T, International Interests in Middle East 0il

owing to the immense importance that oll had gain-
ed, there followed, after World War One, a race between
governments, especially those of the United States, England,
and France, to control the oll resources of the Middle East
or what was then called the remnants of the 0ld Ottoman
Empire., Each government desired to secure for itself as
much as possible, and &l 1 three wished to prevent any
outgider from entering the field,

At the start, in 1914, influence in Middle East
0il was completely European, with British Interests as the
sole dominator, controlling then, nearly the whole output
in the Middle East through their control of the output of
Persia, the only producer then in the area (except for a
minor output in Egypt). At the same time there were active
negotiations between some European powers for oil conces-
sions in Iraq, which resulted in the formation of the
purkish Petrolsum Company. In 1914, the British held about
60 per cent interest in T.P.C., m» d Germans held about 25
per cent interest, and the Dutch Interests were about less
than 15 per cent in the company.

At the outbreak of the First World Wer, the actl-

vities of T.P.C. were suspended, The German interest was



-147-

vested in the Custodian of Enemy Property and later trans-
ferred to the Compagnie Francaise des Petroles.(l) German
interests reentered the Middle East in the early thirties,
when together with Italian interests, they secured a pre-
dominant share of the British 0il Development Company,
which in 1932 was granted a concession in the Mosul area
of Iraq. However, under certain circumstances, which are
beyond the scope of this thesis, the Iragq Petroleum (as
the Turklsh Company had been re-named in 1929) bought the
concession and the assets of the British 011 Development
Company. By 1941 the German and Italian interests had
been absorbed and the Company was reeatablished as the
Mosul Petroleum Company, a wholly owned subsidiary of I.P.C.
It was not untll the twenties that American inter-
ests edged into the oil panorama in the Middle East, The
first foothold the Americans had in Middle East oil, was
their participation in Iraq Petroleum, This was secured
in 1928 after six years of fighting and struggle in which
the State Department played an important role in s upport-
ing American companies to galn a stand in the Middle East
oll, in front of the monopolistic policy of the British

1, For a detailed analysis, see Internationaz!|
Petroleum Cartel, which is the best on
the subject,
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Government, In 1928, the company was reconstituted on the

following bases:

British Petroleum Co, Ltd. 23.75%
Royal Dutch Shell Group 23,75%
Compagnie Francaise des Petroles 23,75%

Near East Development Corp.

(Standard 0il Co, (N.J.) 50%)

(Socony Mobil 0il Co. 50%)

Participations and Explorations Corp. 5.,00%

(C.S. Gulbenkian Estate)

The U.S. companies agreed to conform to the prin-
ciple laid down in 1914 at the Foreign 0ffice conference
that the companies participating in the Iraq consortium
will develop jointly all oil resources in the Middle East
except those in Iran, Egypt and Kuw:it.(l)

Soon afterwards, American companies outside Iraqg
Petroleum began to push south, to the areas on the Persian
Gulf, In 1927, Gulf Q0il Corporation bought from a British
firm an oil concession for Bahrein, Later on, Gulf solid
its half interest to Standard 0il of California,

In 1932 oill was discovered in Bahrein, stimulating
the extension of exploration into Kuwait, the Qatar Penin-

sula, and Saudi Arabia, The IPC and the newly formed

l. U.S. Senate, Federal Trade Commission,
International Petroleum Cartel, (here-
er I.P.C.), a eport to the
Subcommittee on Monopoly of the Select
Committee on Small Business, Washington
1952, p. 56.
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Bahrein Petroleum Company entered into negotliations with
Saudi Arabia; the outcome was & grant in 1933 to Standard
0il of California, which ilmmediately set up the California
Arabian Standard 0il company to operate the concesslion. In
1935 Anglo=Persian (later Anglo-Iranien, and recently
British Petroleum), obtalned a concession in Qatar, smd in
accordance with its obligations to IPC transferred 1t to
an IPC affiliate.

Meanwhile, the British Government, on the basls
of 1ts treaty powers with the Sheikh of Kuwait, used 1ts
influence to secure the entry of Anglo-Persian as a joint
partner with Gulf 0il in 1934, At about this time (in
1936) the Texas 0il Company acquired a half share 1n Stan=-
dard 0il's interest in both Bahrein and Saudi Arabia, in
return for a transfer to Bahrein Petroleum of 1ts valuable
marke ting network in South Africa, the Far East and Aus-
tralia, The U,.S. companies that obtained concessions in
Bahrein, Kuwait, and Saudi Arabla were not members of
IPC and had no obligation to share their interests,

By 1939, therefore, the foundation of America's
majority interest in the Middle East oll had been laid.

Only two major changes in this pattern of inter-
national interests in the Middle East have taken place
since the war, The first has been the broadening of
American participation in Saudi Arabia into ARAMCO which
has brought in Standard 0il (New Jersey) (30%) sand Socony -
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Mobil (10%) to join Standard 0il of california md the
Texas Company (30% each). The second and more far-
reaching changes resulted from the shake-up in Iran =
where British petroleum is now limited to a 40 per cent
interest in an international consortium, an interest that
is exactly matched by the combined holdings of the four-
teen Americen participants. (See Appendix to this chapter)
All this movement was & part of an underlying
struggle and rivalry between the United States concerns
end British concerns. It was first emphasized in the
difficult negotiations that involved the participation
of U.S. companies in IPC and was evident in the Consor-
tium's arrangements with Iran. In 193 British-Dutch
concerns had a one hundred per cent control over oil
production in the Middle East. By 1939, the British
1ion's share in the control of Middle East oil dropped
to 78,3 per cent and the American interest rose from
zero in 1913 to 15,7 per cent in that year, Immediately
after the war, the Americans have secured for themselves
a 30,6 per cent interest in Middle East oil and conse-
quently the British share fell off to 65,9 per cent.
After 1951 the balance of interests in Middle East's
0il has undergone a basic change, and Americen interests
have come to control then 58 per cent of the 0oil resources

(1)
in the Middle East. In 1954 U,S. interests controlled

1., Fanning, Leonard, Forei 0il and
the Free World, AppenEIx T. Table
20, p. 354
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gbout 59.5 per cent of Middle East's production and
British and Dutch interests accounted for about 32,2
per cent of the balance of total production in that yegiz
In 1955, the British Dutch concerns had a 35.4 per cent
interest in Middle East oil and the U.S. concerns had
about 58,4 per cent., (See Tables 38 and 39).

In concluding, one has to recall that Middle
East oil has a multi-national aspect on the basis of the
pettern of ownership., However, ownership of Middle
Eastern oil is confined mainly to four Western powers,
with British and American interests constituting the

major share of ownership and French and Dutch interests

being minor partners,

TABLE =39=

CHANGE IN FINANCAIL INTEREST IN
MIDDLE EAST QLL

(Based on Crude 0il Reserves)

Interests 1946 1955
American 49,9 58.4
British 6.8 7.0
French 6.8 S5ed
Other 1.2 0.9
TOTAL 100.0  100.0

SOURCE: Middle East 0il Development,
Aramco, March 1956.
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Unfortunately, these oll interests are all foreilgn,
Except in Egypt, where the Egyptian government had & nine
per cent interest in the Anglo-Egyptian 0ilfields Company,
national participation in oil production in the Middle
East is almost absent, The reasons for the domination of
foreign interests over oll production in the Middle Esst
can be explained in the light of the oil situation in the
home countries of these oil interests, Except for Ameri-
can interests, the other foreign interests possess very
1ittle or no oil resources at all in their countries,

Even the United States companies were motlivated to parti-
cipate in the development of the oll industry because of
the fear from an oil shortage in the early twenties. Now
that these interests have come to control the oll resour-
ces of the Middle East, and that it has been established
that they need this oll, what other factors make them con-
centrate on the development of Middle East oil instead of
developing oil resources in other parts of the world, es-
pecially in the United States? Does Middle East oll enjoy
certaln economic aspects that attract these oil interests
to develop it? This 1s what we shall find out in the sud—

ceeding chapter,
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CHAPTER VII

ECONOMIC ASPECTS OF MIDDLE EAST OIL OPERATIONS

The purpose of this chapter 1s to inspect the various
economic aspects of Middle East oill operations in order to
appreciate the economic importance of Middle East 0il., It
aims at making a comparative economic analysis of the place
of Middle East oil industry vis 4 vis the world oil indus-
try. Accordingly, 1s it true that Middle East oll is
cheap as currently asceribed and in what sense 1is 1t
cheap? This could be best achieved by observing what
happens to this oil from the time it is produced to the
time it reaches the final consumer at the gas station or
in whatever other form. However, it is the duty of the
writer to state here that no information was obtainable

about Middle East oil marketing operations whatsoever,

I. Cost of Production of Middle Eastern 0il

Though the subject of crude 01l costs 1is very
important, unfortunately there are very few published
statistics on this matter, partly because the oll com~-
panies are reluctant to disclose such information, and
partly owing to the difficulty involved in assessing it.
It is important in order to evaluate the comparative

economic position of Middle East crude oil over crude

=155=
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produced in other regions, that costs should be studied
and compared,

0il production costs vary from one region to m other
depending upon a number of variety of factors which make
costs higher in one region or cheaper in another, These
are geological, political, geographical, and social fac=
tors.

According to the investigations of the United State's
Senate, the cost of production in 1946 was forty cents in
Saudi Arabia, 25 cents in Bahrein, and 27 cents in Kuwaitfl)
These included royalties of €21 per barrel, €15 per barrel,
(14 per barrel, for e ach country respectively. Subtracting
these royaltles fmm total cost, one gets a net production
cost of 19 cents per barrel in Saudil Arabia, 10 cents in
Bahrein and 13 cents in Kuwalt, Compared to these figures,
production costs in 1946 were $1.85 in the U,S.A., and
$85 in Vonezuela.(z) Today, the companies maintain that
their operating costs have risen, because of the facili-
tles they have to provide for their workers to make them
live in the desert, and because of higher royalty payments.
Aramco maintains that its straight operating costs are -

about 40 cents a barrel. One can, however, arriveat

costs, at least theoretically in this way. Since oll

1. I.P.C., op.cit., p. 367.

2, Mickessel, op.cit., p. 19. ¢ Be bt
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royalties are supposed to be half the annual profits,
wiultiplying royalties by two, and then dividing by the
number of barrels produced, one arrives at the net pro-
fit per barrel of oil produced. Then subtracting this
figure from the selling price one gets the net cost per
barrel, Adopting this formula production cost in Saudi
Arabia were 26 cents in 1955{1), and similarly in Kuwaggz
and less than 10 cents per barrel in Bahrein, However,
costs are still below this level for; after all, the
companies tend to overestimate their costs, and secondly,
they fix the price, and move it upward or downward as
their interests imply. It was estimated that production
costs in Kuwait, "cannot be much more than 10 cents a
barrel'.(s)

On the other hand, a distinctive feature of U,S.
0il industry is the rise in production costs, Due to low
yield per well and the consequent use of pumps, the in=-
creasing depth of wells, the higher prices of land leas-

es, the percentage of dry holes, costs have been rising

1, Royalties $280 million x 2 $560 million,
Total profit 560 ¢ 47.5 millions §2 profit
per ton., 12 ¢ 7 $1,71 profit per barrel
1,97 (selling price/bbl in Ras Tannura) -
1,71 = $.26 cost per/bbl,

2., 280x2 1,46 $1.72 selling price/b
. at Mina Ahmadl -
1.46 = .26

3. Life, November 12, 1956, p. 86,



~156=
(4)

steadily., In 1941 costs were 76 cents per barrel,
These jumped to $1.17 per barrel in 1950, and to $1.76
in 1954, This figure 18 more than the selling price of
Kuwait's oil, This great disparity in production costs
between Arabian oil and foreign oil is accounted for by
at least four factors: geological, social, geographical
and polltical,

TABLE =4l-

COSTS OF CRUDE OIL PRODUCTION IN THE UNITED STATES

1946-1954
YBAR $ PER BARREL YEAR $ PER BARREL
1946 .84 1951 1.41
1947 1.00 1952 1.56
1948 1.20 1953 1,58
1949 1,24 1954 1,76

1950 1,17

SQURCE: E. Pogue and K, Hill, Future
Growth and Financial Requlire-
ments of the World Petroleum
Industry, p. L19.

A. Geological Factors

There are geologlcesl factors which enable Middle

Eastern oil to be produced at a cheaper cost, and allow

1. P.P.8., "y.S. Reserves Sustained",
Vol, XXII, No. 41, p. 120, April 1955,
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the use of the most efficient method of exploration and
production,

Exploration cests are low and much less than
elsewhere in the world, because of the lower percentage
of dry holes., Nearly 85.8 of all wells drilled in the
U.S. are dry holea.(l) out of a total number of 11,280
exploratory wells drilled in the U;S. in 1954 only 1575
wells found oil., In 1953, out of a total expenditure of
$1,956 million on exploration in the U.S., dry holes
accounted for 797 million or about two-thirds.(z)While
in the Middle East, practically every well that was dug
was a producing one. For every dollar that was invested
in the Middle East olil reserves were discovered at a
rate 17 times more than for every dollar invested in the
Caribbean Aroa.(S) over 13,000 barrels of oil have been
proved per foot drilled in the Middle East, while the
comparable figure for Venezuela is between 600 and 700
varrels ?2? that for the United States 1s only 20-30

barrels.

Secondly, production costs in the Middle East are

1. P.P.S., "Survey of U.S. Crude 0il Costs",
UOI. ﬁIII, No. 6, p. 226, June 19560

2. Loc.cit.
3¢ Mickessel, op.cit., p. 53.

4, P.,P.S., "The Incomparable Middle East,"
Vol., XXIII, No. 7, p. 240, July 1956,
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less than those in the United States end Venezuela, because
of the high productivity per well. Produc tion per well in
the Middle East was 72L); barrels per dgr 1in 1949, with Iraq
leading by 11,000 b/d and Saudi Arabia 6083 b/d,l while in
195l production per well in Venezuela was 210 b/d, snd in the
U.S. no more than 13 b/'d.2 Tn 1956 there were 537,682 wells pro-
ducing in the United States with an averape daily production
of 7,165,600 b/d, mnd 30,262 wells in the Caribbem and Cmada
with a daily production of 3,380,000 b/d, wnile only 1525 wells
asccounted for a daily production of 3,678,600 barrels in the
Middle East.3 This abudance of productivity per well is very
important for two reasns: firstly, it makes possible produc-
tion from a few number of wells; and secondly, unit‘costs
are spread over a large number of output per barrel.

Thirdly, the depth of wells i1s much less in the Middle
Fast, than in the United States. 0il i1s very near to the
surface which makes its extraction much easier and less costly.
In the United States, one ton of steel is needed to increase

production by 250 b/d while in Saudi Arabia this would le ad

1. In 1955, Sairdi Arebia had an average produc-
tion of 62¥7 b/d, 352,239,912 barrels (total

~ production 15l wells
2. P.P.S., September 1955, p. 332.

3. 0il Forum, December 1956.
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(1)
to increase in production by about ten times this figure,

B. Social Factors

Another factor which reduces production costs con-
siderably in the Middle East is the labor element, In the
Middle East, labor is relatively cheap, and could be drawn
fram the large pools of unemployment, while in the United
States labor is relatively dear, and affects costs heavily.
On the other hand, labor costs are rising quickly in Vene-
zuela, and there were many troubles between the companies
end the national employees. The companies are taking full
advantage of thls factor, and this explains their complete
willingness to employ a large number of Middle~Easterners;

and even replace foreign staff by nationals.

Ce Privileges

These companies operating in the Middle East enjoy
a number of privileges. Such privileges have reduced costs
to be incurred by them considerebly and made their operations
highly profitable, These, they got at a time, when the
countries of the Middle East were, or are still, under the
political control of some foreign powers, Thus the oil
companies were granted exclusive rights and unbequeathed
privileges.

One advantage which the oil companies got is the

exclusiveness of the concession, Usually the concession

1. Mickessel, op.clt., p. 54.
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covers the whole area of the country. These vast areas
permit the use of the most efficient me th ods of explore-
tion and production, There 1s no fear that the erea of
the concession is too small that does not warrant the use
of & certain modern spparatus. Moreover, there is always
hope tlat adry well in this area will be compensated for
by more producing wells in another area, and t he expendi-
ture on the purchase of huge machines needed for the pro=
ject will not go to waste.

Another factor which reduces the production costs
of operating companies in the Middle East is the privilege
they enjoy from exemption from most of local taxes. These
privileges amount in ell cases of making the oil company
a state within a state., The exemption from these taxes
is depriving the Arab countries an income which would
increase the revenue which they gét from the oil compa-
nies. Of all the Arab countries, Lebanon has been aware
of this point and has taken a firm stand to assure its
rights,

All these factors have made Middle East oill cheaper
to produce, Because of its abundance, Middle East oil is
still the cheapest in the world. None of the operating
companies in the area has ever revealed its precise costs,.
However, one can discern the relatlive cheapness of Middle
East oil from very few statistics. Only 5 per cent of

the free world's total investment in oil operstions of
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$63 billion, were sufficient to develop crude production
in the Middle East to about 20 per cent of the world's
total, and locate there 75 per cent of the world's total
roserves.(l) Moreover, Middle East oll 1s reaching the
United States and is selling there at a price very compe-
titive with crude prices there after paying for transport
coste for the long journey and U.S, import t ax., These
crude imports from the Middle East have increased today
and are still competitive despite the fact that royal-

ties have increased considerably to a total of about

80 cents a barrel,

TABLE =~ 40~
ESTIMATED LANDED COST IN THE U.S., OF FOREIGN OIL

(U.S. $ PER BARREL)

ARABIAN OIL VENEZUELAN U.S. GULF COAST

1947 1953 _1947 1947

Cost of Production «30 «26 «90 1.85

Transportation 75 «86 «20 + 35
Royalty 21 « 80 «35
U.S. Import Taxes +1056 «105 1056

Diff. in refinery

realization «20 10
Profit 25 25

Total Cost 1,82 2,07 1/2 1,51 2,20

SQURCES: Mickessel, Arabian 0il, p. 19
and for 1953, private source.

1, Life, November 12, 1951
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Today, according to an estimate made by B. Jennings,
President of Socony Mobil 011, Middle East oll priced at
$1.97 a barrel at Ras Tannura will, after absorbing freight

costs of 86 cents a barrel, and a fter paying U.S., duty of
10 1/2 cents, give a delivered price of $2,94. "This is
some 25 to 40 cents less than the c.i.f. value of an
equivalent gravity of domestlic oil at New York.“(l) We

must remember, however, that this estimate 1s based on

the f,0.b, price on the Persian Gulf, while what matters
in this respect is the cost of production; for importers

in the United States are the same owners of the ofill im-
ported by them. When based on costs the price differential
rise to about 87 cents per barrel, (Delivered price/b

$2,07 1/2 - $2.94).

II Shipping Middle Eastern 0il

Transporting Middle Eastern oil is one of the

factors that hindered production in the past, The distances

involved and the lck of adequate t ransport facilities
caused the delaying of the development of Middle Eastern
0oil, Today this problem was solved by the provision of
tankers and by building pipelines. Shipping Middle
Eastern o0il has given ground to serious controversies
about the most economlical and efficient way of moving
Middle Eastern oil. The gquestion that concerns us here

is not only how to move the oil, but also who moves this

l, B, Jennings, op.cit., p. 4.
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oil and what benefits accrue to those who trensport Middle
Eestern oll,

About 60 per cent of Middle Eastern oll moving
westward 1s shipped by tankers from ports on the Perslan
Gulf and the remaining forty per cent is carried by plpe~-
lines to ports on the Mediterranean, and from there they
are loaded on takers to be shipped to the various consu-
ming markets,

About 53 per cent of the world's tanker fleetis
employed in carrying Middle Eastern oil to the various
consuming markets, Forty per cent of the world's tanker
fleet is engaged in moving the oll from the Persian Culf,
and thirteen per cent carry the oil from the pipeline
terminals on the Mediterranean (See Table 33).

A. Ownership of Shipping Facilities

The same oil companies thet controlled about 99
per cent of Middle East's output, have under their control
also all the shipping facilities that move Middle Eastern
oil., This international Petroleum Cartel owned or con=
trolled two-thirds of the world's tanker fleet in 1948.(1)
In 1948, Anglo-Iranian owned, through its subsidiary,
British Tanker Company, 134 ships with a total dead welght
of 1,400,000, By 1953, it owned 152 ocean-going tankers,
with a dead weight tonnage of 1,900,000, and commitments

have been made for the bullding of a further 28 tankers

l, I.P.C., op.cit., p. 27.
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totalling 650,000 tons, Its fleet's worth was valued at

& 80 million. On May 18th, 1956, British Petroleum owned
fleet's capacity totalled 2,017,700 and committments will
bring the fleet's capaclty to 3,243,000 dead welght tonsEl)
Royal Dutch-Shell had under their control in 1949 more than
4 million dead weight tons. At present, the Royal Dutch-
Shell group's fleet has a capacity of 2.8 milllon tons.
Another 4,9 million dead welght tons are under the g roup's
control through long=-term charter.(2)

Today, Royal Dutch-Shell group and British Petro-
leum ( Co. Francaise des Petroles) own one fourthof the
world's tanker fleet., The five major American companies
controlled in 1949 about 5 million dead weight tons or
about 20 per cent of the world's tanker fleet,

Excluding the vessels of the 50% owned Standard-
Vacuum 0il Co., the Jersey group's fleet stood on January
1, 1956, at 100 ocean-going tankers with another 35 tankers
on order., The Standard-Vacuum Company's fleet (a company
owned equally by Standard (N.J.) and Socony Mobil) com=-

prised 44 ocean-going teankers of which 27 vessels were
3

on long=term charter, The total capacity of its control=

1., Petroleum Statistical Yearbook 1956,
P. 302,

2, Ibid., p. 180.

3, Ibid., p. 301.
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(1)
led fleet is 1,519,564 dead weight tons. The Caltex
group (& joint company owned equally by Standard 01l of
california snd Texas 0il Company) has under 1ts control
59 ocean-golng tankers with a total capacity of 881,492
dead weight tons, and had another 49 vessels on charter
with a total capacity of 861,029 dead welght tona.(z)

The oil companies do thelr best to profit from
their shipping operations. They register their ships
under flags, for which they pay little taxes, and evade
high texation in thelr home countries, This explains
the enormous increase 1n ships registered under flags
of Panama and Liberia.

Another aspect of tankers! ownership is the
growing tendency towards private ownership. Independent
operators, seelng the profitability of oil shipping
entered the tanker business. Henceforth the percentage
controlled by them has grown considerably. In 1945, oil
companies owned about 57,6 per cent of the world's tanker
flest and independent owners accounted for 42,4 per cent,

By 1950, private owners have come to control 53.1 per

1, Ibid., p. 289.
2. Ibido’ Pe 297
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cent of the world's tanker fleet, and the oil companies
share dropped to 46,9 per cent, By 1954, independent
owners have come to control 62,2 per cent of the world's
tanker fleet, The Creek shipowners have accounted for a
considerable portion in this increase of private owner-
ship. One, however, should not be mlsled by this increase
in private ownership., While oil companies now own one
third of the world 's tanker tonnage, they charter most of
the private owners fleet, They control in that way 85 to
90 per cent of the world's tanker tonnage with the rest
being engaged in tramp or spot market business.(l)
TABLE =~ 42 =
INDEPENDENT VS OIL COS, TANKER FLEET

T-2 Equivalents

1945 1949 1950 1954 1955

Number of Vessels

0il-cos-owned 32245 599.,7 622,4 754,2 1,168

Independent 237.2 470,56 704.,2 1,265.5 1,304
Percentage of
Vessels

011-003-0m°d 57.6 56 00 46 .g 37.8 n. ...

Independent 42,4 44,0 53.1 62.8

SOURCES: 0il Forum, Mid Nov. 1955,
P. 464 for the years up to
1955; for the year 1955,
The Petroleum Times,Sept.

» s Po .

1., 0il Forum, Mid November 1955, p. 464,
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In this way, the oil companies still control the world's
tanker fleet, and at the same time attain some advantages
by chartering. A large portion of their capital 1s re-
leased for other important operations. Secondly, they
attain flexibility in their fleet operations caused by
variations in demand and seasonal fluctuations. They
benefit from the management and skill of private owners

in operating largs fleets of tankers with efficiency.

B- Onassis Agreement with Saudi Arsbia

The Onassis Agreement marks the first attempt by
a Middle Eastern Government to exact a share from the pro-
fits of shipping the oil. The oil companies have kept
for themselves all the profits arising from shipping
Middle-Eastern oil, and only in some cases, they shared
some of the shipping profits with the owners of their
chartered tenkers., Prompted by the volume of the huge
profits that could be reaped from shipping the oil, Mr.
Onassis, A Greek shipowner, negotiated an agreement w ith
the Saudi Arab government for establishing a Saudi Arab
tenker fleet,

A Royal Decree was issued incorporating the
establishment of a tanker company owned by the Saudi
Government snd Mr, Onassis, who was to be a minor shere-
holder, Mr. Onassis had to provide a fleet of 25 to 30

modern tankers with a total tonnage of some 500,000 dead
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weight tons, In the beginning, this company will carry
the surplus oil which Aramco's tenkers cannot accomodate,
Arameo was forbidden to enlarge the fleet that it was
operating on December 31, 1953, Moreover, it will not be
allowed to replace these vessels as they wear out, The
important implication of these provisions is that, thils
company will later on secure a complete monopoly over
carrying Saudi oil. The Saudi Arab government, in return,
1s to collsct & royalty of 15,6 d/ton on all oil produced
by Aramco and carried by his tankers.(l) Mr. Onassis will
carry free any oil belonging to the Saudl Arab government,
The agreement was met with strong opposition by
the oil companies, Pressure was exercised on Onassis
to drop the agreement, and Aramco objected to the Saudi
government, that the terms of the agreement violate 1its
concession., Since then,K the Onassis agreement has been
allowed to lapse into oblivion, it seems, although 1t 1is
still subject to arbitration. However, the significance
of the agreement lles in the fact, that is, the first
attempt by a Middle Eastern government to demand a share
in the profits arising in one phase of the oil's industry.,.
To the oil companies, the Onassis agreement brought
snother threat that almed at depriving from them a part of
their business, Hitherto, the only threat that the oill

1, The Economist, "Saudi Arabia's Tankers",
Vol. 171, p. 479, May 8, 1954,
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industry had to fear was that of nationalizatilon, This
danger could be overcome, because the o0il companiew con-
trolled the trensport facilities, However, any agreement
of this kind does not only mean that they are deprived a
part of their business, but also forewarns that any act
of nationgslization can become successful, since the
government then, does not have to face the problem of
moving the oil, as was the case in Iran. This agreement
has been described as a...''new exercise in discrimination,
and 1s deplorable and potentially dangerous #e 21} inter-
national oil companies in the Middle East. Apart from
restrictions 1t places upon tanker operations and purcha-
sers of Arabian oil, this attempt to exact a share of
marketing as well as production and refining products by
a Middle East government will inevitably attract serilous
attention.“(l)

Todey, of all the Arab oil producing countries,
Traq is seriously thinking of astablishing a tanker fleet
and sums have been allocated for the execution of this
project. How successful the Iraqis'attempt will be,

remains to be seen,

1. Ibid.
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C. Profits from Shipping the 01l

The tanker operators enjoy enormous profits and
private owners have become among the richest men in the
world., If these private owners have become so rich, what
about the earnings of the oil companies who charter the
private owners' fleet and operate at the same time their
own tankers, A very simple computation shows the huge
profits which they try to reap for themselves from
moving the oil on their own tankers or on their char tered
tenkers, It costs sabout 70 cents a barrel of oll to be
transported to Europe, and in that are lncluded the Suez
cenal tolls of 18 cents a barrel, This was the rate pre-
valling before the Suez Crisis, and chartered rates are
below that quotation. Moreover, the real cost of moving
the oil on tankers owned by the oil companies 1s much
below that figure, However, accepting that figure, and
with crude oil selling at $1.97/b at Ras Tannura, and
$3/b in Southampton, one gets at a net profit of 33 cents

per barrel fraom shipping the oil only,

III Pipelines and 0il in the Middle East

The question of increasing production in the
Middle East 1s essentlally a question of moving the oil
to the centers of consumption by the cheapest methods .

This is very markedly pertinent to production in Iraq.
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Pipelines offered a solutlon of transporting the oll from
the fields of production to the coast of the Mediterranean
whereafter tenkers move it to the important consuming
centers in Western Europe. In Irag production increased
only with the increase in pipeline facilities which al-
lowed for a greater volume of Iraql production to be
moved to the seaboard. Hence, a system of pipelines
was established connecting the oil fields with the
various export outlets, The most important pipeline
systems that need concern us in this study are two: the
IPC system, and the TAPLINE system,

0f the 146 million tons of oil exported from the
Middle East in 1955, nearly 72 per cent passed through
the Mediterranean - 65 million tons in tankers from the
Persian Gulf via Suez and 40 million tons through pipe-

lines to ports in the Lebanon end Syria,

TABLE = 42 -
PIPELINES TO MEDITERRANEAN

IRAQ CIRCUIT CAPACITY

1955 planned
(million tons)

Kirkuk-Banias, 30 inch 16 1/2 )
; 33
Kirkuk-Tripoli
12 inch end 16 inch 7 1/2
Total 24

SAUDI ARABIA-TAPLINE
Qalisumeh-Sidon, 30 inch 16 20

SOURCE: private
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A, Advantages of Plpelines

The factors underlying the transport of oil by

pipelines instead of by tankers are explained by the ad-

vantages and savings that pipelines offer over sea trans-

port., Otherwise, oil companies would not have invested

huge sums of money in the construction of pipeline systems,

1.

Pipelines offer a great saving in time and
reduce distances, and therefore result in

saving in costs which increase the competi=-
tiveness of Middle Eastern oil., For instance,
the 1,100 mile Tapline cuts more than 7000

miles of sea transport round the Arabian Penin-
sula, and thus offering a decisive advantage
unimpaired even by the emergence of super-
tankers,

This saving in time resulting from the reduction
in distance has an important lmplication regard-
Ing transporting this oll to distant markets,

It took a tanker 3 months to make a round trip
between the Persian Gulf and the Unlted States
East coast, which meant that a tanker could
make only four trips a year, After the con-
struction of TAPLINE, the time span for a voyage
was cut by 7000 miles, which meant that it be-

came possible to use a tanker on more trips. As
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a result, it was possible to reduce the number
of tankers needed to transport Saudi Arablan
oil by 70 or 80 tankors.(l)

Another saving attained by the use of pipelines
is that they allow a continuous flow of oil,
while a tanker has to make half of i1ts voyages
in ballast.

Another saving offered by pipelines is the

economy in steel, for it was calculated that

it required only one third of the steel quantity

needed to build a tanker to move the same quantity

(2)
of oil, This is very important at a time

when the world is complaining from a shortage
of steel.

A further saving achieved from pipelines in the
Middle East 1s the avoidance of paying the Suez
Cenal tolls of 18 cents a barrel.

Another advantage is arising from the use of
"pig Inch"™ pipelines, The larger the pipelines

the more is their carrying capacity, since the

1.

2.

M. Al-Oboussy, Petroleum in the Arab L

Countries, Arab League, Institute of

Arab Studies, 1956, p. 155.

Mickessel, op.cit., pp. 65-66.
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carrying capacity of two plpes varies as the
square of their diameters. Therefore, accord-
ing to this principle, & 32 inch line can
carry four times as much as a 16 inch line,
The two original 12 inch crude lines from
Kirkuk to Haifa and Tripoli, built in 1934,
delivered between them a maximum of sbout 4
million tons of oil a year., The single 30/32
inch Kirkuk-Banias pipe delivered sbout 18 1/2
million tons of oil last year, Tapline's line
has an average capacity of about 15 million
tons snd can be boosted up to 27 million tons
by more pump-installations.

Moreover, the larger the dismeter of a pipeline
the lower the unitary costs are for pumpling
stations, power generating plants and general
1line operation., It was estimated that costs
over 250 mile distance of & 10 inch line with
& carrying capacity of 20,000 b/d will be 24
cents per barrel., These are reduced to half
by the use of a 20 inch line with 80,000 b/d
capacity, smd would drop below 10 cents if

the pipeline is enlarged, by only four inches.
According to this principle, TAPLINE's and
IPC's pipelines costs won't be more than 4ab5

(1)
cents a barrel,

1.

P.P.S., "Era of Big Pipelines",
Vol. XIX, No. 7, p. 245, July 1952,



=175=

8. In the Middle East, the terrain across which
these pipelines run is almost 1deal for the
purpose;, mostly flat desert, presenting no
obstacles such as are met when there are large
centers of population,

9. Summing up 2ll these savings offered by the use
of pipelines, one can safely say that such sys-
tems of transport pay on their investment.

"The two Big-Inchers built in the U.S.

(1,250 mile line from Longview, Texas, to
Phoenixville, Pennsylvania, and a 24 inch,

1485 mile line from Beaumont, Texas, to
Bayonne, New York) yilelded the U.S. government
which has them built, a net return within less
than three years of $180 million, compared with
their total investment of $145 million".
TAPLINE, accordingly, should have acquired by
now a net return more than it originally

invested,

B. Profits from Operating the Pipelines

The earnings from the pipeline systems In the
Middle East could be considered as equal to the cost of
shipping an equivalent amount of oil by the longer tanker
haul round Arabia through Suez, less the cost of operating

the pipeline and smortisation on the capital investment,
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On that basis, by taking the f,o,b. price of Arabian crude
at Ras Tannura of $1.97 per barrel, and the price at Sidon
of $2.,46 per barrel, the savings made by Tapline are forty
three cents a barrel. The savings made by IPC are 59 cents
a barrel ($1.87/b at FAO and $2.46 at Banias). The prices
of erude at the Mediterranean ports are establlshed in
such a way, that they cover exactly the extra cost of
shipping round the Arabian Peninsula. In 1947, it was
estimated that tanker costs from the Perslan Gulf to
the Mediterranean were in the order of 45-58 cents a
barrel and pipeline costs were at about 18 cents a barrel,
and thus resulting in a net saving of 30 cents a barrelfl)
Put in other words, pipelines save two-thirds of the costs
of carrying oll by tankers around the Cape.

An objective observer, however, should not be
contented with these results for at least two reasons:
in the first place, shipping quotatlions are not represen-
tative of the true shipping costs, since each oil company
uses 1its own rate, which is below the market rate, and
secondly the costs of operating the pipelines are usually
inflated. According to the previous estimate discussed
on page 176 1t was found out, that cost of transporting

crude by IPC's or Tapline's systems cannot be more than

1. I,P.C., oplecit., p. 360,
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four cents a barrel, This is confirmed from the results
obtained by & private interview with the responsible
people in TAFPLINE. . Therefore, sccording to that, the
net savings of Tapline are about thirty-nine cents a
barrel for crude transported in its system, On &
throughput of 15 million tons a year, TAPLINE's profits

(2)
are $ 45 million.

Ce The Syrian Formula

There have been many disputes between the oll
companies on the one hand, and the transit countries,
about the computation of the plipeline ear nings, Con-
troversies have arisen and many solutions were offered.
The Syrian formula which was adopted as a basis for
computing transit earnings represents a model of one
of the various solutions for this problem. The Syrian

formula rests on two principles, first the volume of

1., The writer was told that TAPLINE's
operating costs were about LL 12 million
a year, Dividing this by the total
throughput of 15 million tons, it costs
1/3 ¢ 80 piasters a ton, or 11,42
Lebanese plasters a barrel, or about
5 cents a barrel, to move the oil.

2, This is at a rate of 40 cents a barrel,
40 million tons x 7.5 112.5 million
barrels
112,5 x 40 cents - $45,000,000,00
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0il in transit, and s econdly the length of the pipeline
in the transit country, "The expression "the Ton=
Mileage Element" shall mean in relation to any year
a sum in sterling calculated in accordance with the
following procedure......the quantity in tons of crude
oll passed in transit in Syrla, multiplied gg the number
of miles in Syrie and divided by hundred.™ The rate
is established at one shilling snd four pence sterling
per one hundred ton-miles. Another similar teriff was
established for the pipeline terminal,
The Syrian formula was based upon the costs
of carrying oil by tanker, and of a pipeline extending
from the head of the Persian Gulf to the Mediterranean,
since there being no direct tanker outlet for Kirkuk
0il. The o0il company considered tanker costs as cor-
responding to the price differential between prices
on the Persian Guif and those in the Mediterranean,

(2)
Thie differential amounted to 25/5d4 per ton,

l. Supplementary convention with the
Syrian government dated 27th Nov-
ember 1955, Article I, paragraph d)
and sub-paragraphs (I) (II) and
(I11).

2, From an I,P.C. Memorandum to the
Syrian Government No. D/2 dated
29th of November 1955,
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To this the company added a margin of 256 per cent
making a total of 31/10 d. per ton against rise in
tanker freights, (Although the company, took the

cost of operating its own tankers as a basis and
this is not affected by tanker rates). The distance
from Basrah to Banias being 800 miles, the pipeline
tariff would be 4/d per ton per 100 miles and the
amount of the tariff applicable to the section of the
Banias pipeline in Syria (which covers a distance of
300 miles) would therefore be 12/-per ton.(l) In ad-
dition to this, there would be & terminal tariff o+
4/3d, per ton, The costs of operating the pipeline
and the terminal would be 4/6 cents and 2/2d respec-
tively,* and hence transportation profits would be
7/6d per ton on the Banias pipeline and 2/1d. per
ton on the terminal.(z)

On that basls, the company offered the Syrian
Government a fifty-fifty split of the profits., Accord-
ing to the terms of the formula, these would amount
to 1/4d per hundred ton miles for the pipelines and

(3)
1/14 for the terminal, On an estimeted throughput

1. Ibid.
2., Ibid,

3. Ibid.¥#According to the company's Memo=-
randum, these included operating expen-
ses and overheads, and depreciation at
the rate of 10% per annum and amortixa-
tion at the rate of 5% per annum, (These
included the non-operating lines to Haifa)



of 18 1/2 million tons in the Baniss line and 7 1/2
million tons in the Tripoli lines, the Syrian Govern-
ment would receive for 1956 a sum total of approxi-
mately & 6,060,000 plus other dues, (For further de-
tails see appendix).
According to this complicated Ton-Mlleage

formula, the Syrian Government received a sum total

of B 6,547,333 compared to b 908,000 that would have
beenr eceived under the old agreement, Thus the Syrian
Government achieved an income seven times and a quar-
ter more than that achieved under the old agreement,
To this should be added the price differential of
B 270,000 as a result of buying crude oll from the
company at a reduced price(l), when a refinery is
erected and plus another £ 8 1/2 million for dues
since 1952, However, one cannot proudly say that the
Syrian Government 1is an ideal solution for the problem
of transit oil., It suffers many shortcomings (which
will be discussed later) and ignores many other consi-
derations., One of the losses to the Syrian Government
was that of forelign exchange which the company used

to hand in to the Exchange 0ffice at the official price,

In 1954 the government's galn from this source amounted

1. Supplementary Conventlon, Ars$.ll,
para, (¢), sub-para. (b).
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to 8,724,122 Syrian pounds. However, the Syrian officlals

TABLE -44-

SYRIAN OIL ROYALTIES

(B Sterling)

1947 75,000 1952 223,145

1948 75,000 1953 352,748

1949 75,000 1954 365,994

1950 75,000 1955 N.a,

1951 108,000 1956 6,547,335%
. Estimate

SQURCE: private

were contented to this, since it represented the maxi-
mum that they could get at the ﬁrosent from the company.
An official said that they had accepted the company's
formula because, on the oneshand, they did not know
what the true profits were, since they did not have
access to the company's books, and on the other hsnd,
th;y would take this as a basis for further demands

in the future,

TABLE - 45 -
DELIVERIES OF IPC TO EXCHANGE OFFICE
=) Average Price of in Free Markets
1949 1,445,100 N.82,
1950 1,967,075 957
1951 5,053,050 907
1962 4,200,305 945
1953 3,416,714 9856
1954 3,207,398 988

sofficial price 616S.P/B
SQURCE: private
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D, Lebanon's Position and the IPC Formula

Interesting enough is Lebanon's position with
the IPC. Negotiations with the Lebanese Government
heve reached a stalemate position. The Lebanese posi=
tion rests wholly on one principle and that is the
right of way which the government surrenders to the
company. Without acquiring this right, the company
cannot build its pipelines, and, henceforth, achieve
any profits or benefits, Taking this principle as a
guide, the Lebanese oil policy was outlined on the
following bases:(l)

1. That the net saving from carrying oil by
pipelines to the Mediterranean Sea instead of 1its
carriage by tankers from the Persian Gulf to the
Mediterranean Sea be regarded as the net profits of
the company from pipelines and terminal operatlons.

2, That the net profits from the pipelines
ending in Tripoli be divided on a fifty-fifty basis
between the company on the one hand, snd Lebanon and

Syria on the other hand,

1, Quotations from the Lebanese
Government!s memorandum to IPC
December 28th, 1955,
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3. That Lebanon and Syria should share equally
the part of the profits accruing to them from the Tri-
poli pipelines irrespective of the length of the pipe-
lines in each of their territories, This was based on
the idea of right of way and stemmed out from the fact
that the lines length in Lebanon are only 20 miles,
while in Syria they are 263 miles long. According to
the Ton-Mlleage formula, Lebasnon would be at a disad-
vantage.,

In its replsy to the government, the company
accepted the fifty-fifty sharing of profits, but in-
sisted on the application of the Ton-Mileage formulea.
But the Lebanese Government rejected the Ton-Mileage
formula for the following reasons:(l)

1., The Lebanese Government believes that the
length of the pipeline has no bearing on the gross
profits arising from the transportation by pipe rather
than by tanker, and that 1t affects the net profits
only in so far as the cost of operating the plpeline
must be deducted from the gross profits,

2., The Lebanese Government further belileves

that it 1is ONLY OF THE RIGHT OF WAY granted by the

transit countries that pipelines can be built, which

make possible the transportation of oil by a cheaper

1. Quotations from the Lebanese Proposal
of the Division of Profits of January
13, 1956,
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method than by tankers, and therefore tiat the profits
can arise., Consequently, these profits must be attri-
buted to the transit countries and shared bétween them
and the company on a fifty-fifty basls.

3, Since the profits arise from the right of
way irrespective of distance, the share of the transit
countries in the profits should be divided equally
between them,

4, The application of the Ton-Mileage formula
of the Syrian Agreement is contradictory to the pre-
ceding three considerations, In the first place, it
reserves 5/8 of the profits on the pipeline on the
ground that 500 miles of the 800 miles imaginary
Basrah-Mediterranean pipeline would be in Iraq, and
allocates to the transit countries only 3/4 of the
profits. The Lebanese Government belleves that all
profits are realized in the transit countries without
whose permission no pipoline can be ¢ onstructed and
operated to carry the oil to the sea, Obvlously it is
to the interest of Iraq, as an exporting country and
the company, to transport oil by the most profitable
route to its European markets., They are not entitled
therefore to any transportation profit from any length
of pipeline in Iraq. In the second place the formula
implies that the remaining 3/8 of the profits are to

be divided between Syria sidd Lebanon in proportion to
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the length of the pipeline in the two countries. This
is clearly unjustifiable since by giving the company
the right of way, Lebanon is entitled to an equal
share as a transit country.

5, There is a basic fallacy in the Ton-Mileage
formula in that Lebanon, the country which makes 1t
possible for the company to reach the Mediterranesan,
in the shortest and most profitable way 1 s penalized
on that account. This contradiction becomes evident
when it is considered that whereas the profitability
is greater, the shorter the pipeline's length in the
transit countries, the formula makes the share of
those countries greater the longer the pipeline in
their territories,

Based on these arguments, the Lebanese Govern=
ment made a counter-proposal to the Company for shar-
ing profits. However, this proposal was based on the
company's cost estimates in 1ts agreement with Syria.

1. Gross Profits

Tanker Operating cost 25/5d.
- 25% margin 6/5
31/10

2. Operating Costs

fixed over-all costs
ton in respect of entire

system in Syria & Lebanon 4/6d.
fixed over-all costs from Kirkuk
to Syrian border (250 miles) 4/

§; Ea.

3, Net Profits 23/4d per ton
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The net profit is to be divided equally between the
Company on the one hand and Syria and Lebanon on the
other hand. This makes Lebanon's share 5/10d. per
ton., But the Company refused the Lebanese Proposal
on the f ollowing grounds.(l)

1, The compsny cannot agree that any proflt
arises from the mere grant of a right of way., Profits
arise from the operation of the pépelines and are ne-
cessarily dependent on the distances involved. A
transport undertaking would be unable to charge as
much for transporting goods over a short distance as
for transporting the same goods over a longer dlstance.
Conseqpently profits are essentially a function of
distance, as well as of tonnage transported, For this
resson the Company does not agree that there is any
fallacy in the ton/mileage formula,

2, Secondly, the Company is paying Syria
1/4d4 per ton - miles in respect of pipeline transpor-
tation based on the formula, This in respect of the
Tripoli lines which cover some 263 miles of Syrian
territory, Syria received approximately 3/6 per ton,
To give Lebanon the same would mean that Tripoli oil

would be burdened with a payment of 7/d per ton in

1. Quotations taken from the Compmy's
Memo on the Lebanese Government's
Proposal™ dated 13th Jenuary 1956,
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respect of the pipeline transportation from the Iraqi
border to the see as against 4/ per ton on oil to
Banias,

As a result, negotiations reached a dead lock
and the Government imposed retroactive income taxes
on the company and the company threatened to stop its
operations in Lebanon and threatened to move out of

the country.

E. I.P.C.'8 Profits According to Lebanon's Estimates

According to the Lebanese proposal IPC's pro-

fits from operating the pipelines are 23/4d. per ton.
On a throughput of 7 1/2 million tons in Lebanon,
the company's profits would be in Lebanon 54,375,000
or about L.L. 39 million. To this should be added
the terminal profits in Lebanon of about &729,166 or
L.L. 6,560,000, (Gross profits/ton cost of Fao
terminal; 4/3d. less 2/2, cost of operating Tripolil
terminal/ton, net profits 2/1d.) Total profits would
be L.L. 45,560,000,
TABLE - 46 -
ROYALTIES ACCORDING TO LEBANESE PROPOSAL

B Sterling
1. Trensit fee, 5 10/12d. per ton
for 7 1/2 million tons 2,187,500
2, Terminal Fee 379,180
3. Loading Fee 87, 5600
4, Other Fees 456,880
TOTAL 5 3,111,000

SQURCE: Private
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Lebanon would receive according to its pro-
posal a sum total of £3,111,000, or the squivalent
of L.L. 28 million; compared with the company's offer
of b 566,650 according to the ton-mile formula,

(Roydl ties according to the old agreement are:

TABLE - 47 =

Royalties According to the Company's Offer
b Sterling

1, Transit fee 1 1/3 shilling/100mile-ton 100,000
3 1/5d. per ton/20 miles
for a throughput of 7 1/2 million tons

2, Terminal fee 1 1/12d, per ton for

7 1/2 million tons 379,150
3, Loading fee 3d./ton 87,500
TOTAL 566,650

* Protection fee and Price differential
from sale of crude 500,000
866,650

SQURCE: Report on Negotiations between the
Lebanese Government and IPC, 28th
December 1955 to January 21, 1956,
(January 23, 1956), p. 4.

Since the company refused the Lebanese counter-

proposal, the govenment imposed retrocactive income
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taxes, On the company's total profits of L.L.48&,560,000,
the treasury would receive the sum total of L,L,23,500,000
in the form of taxes,

TABLE = 48 =
OIL ROYALTIES FROM IPC ACCORDING TO TAX IMPOSITION

(L.L.45,560,000)
1. Income Tax at 42% LL 19,000,000
#*
2. 10% municipality 2,000,000
TOTAL INCOME TAX 21,000,000
* Loading fee 3/ton and other
taxes 2,500,000
TOTAL 23,500,000

SQURCE: Private

According to another estimate made by a
Lebanese expert, the company's profits are
L.L. 58,031,242, On this basis, Lebanon would get
an income of L.L. 26,810,300, if income taxes were
imposed, This estimate is based on the cost of
operating pipelines from Kirkuk to the Persian Gulf,
and then adding to them the costs of operating the

tan kers,
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TABLE

- 49 =

IPC'S PROFITS ACCORDING TQ EXPERT'S ESTIMATES

1, Cost of operating plpes from Kirkuk to Distance 460miles

for 300 miles
for 460 miles

2, Cost of operating the tanker

3. Savings by pipelines

%o

31/11

38/9

4, Less cost of operation from Kirkuk to 8/3

Mediterranean

Cost from Iragq to Mediterranean

Cost from Kirkuk to Syrlan border

250 x 4/6
300

5. Net Profits/ton
6. Profits in Lebanon - 50%

30/6
15/3

7. Total Profits from pipes 15 1/3 x 7 1#2
million tons

8.,Terminal Profits
9., Total Profits from Terminal

10. Income Tax 42%
11, - 10Z Municipality

12, Lebanon's Income from income

SOQURCE: Private

tax

)

4/6
3/9
8/3

5,718,750

729,166
6,447,916

LL 58,031,242

24,373,000
2,437,300

26,810,300
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F. The Future of Pipelines in the Middle East

In order to be fair and objective, one has to
present the other silde of the picture, True, pipelines
earn huge profits for thelr propristors, but there are
factors which would make the future of pipelines a
somewhat unprofitable or even a losing venture, and
would 1limit their expansion in the Middle East. Plpe-
1ines are meeting very strong and keen competition
from tenkers. There is a very strong controversy
about pipelines versus tankers in the Middle East. With
the coming of giant super-tenkers with a carrying capa-
city up to 100,000 tons that would by-pass the Canal
and avoid paying 18 cents per barrel, pipelines are
faced with a very strong competitor. "What all of
this means is that future costs of moving oil from
Persian Gulf points to poilnts west of Suez will be
controlled by the costs of operating a fleet of large,
efficient, economical tankers, furnishing low=cost
transportation in competition with pipelines.” "

A tanker has an added advantage over pipe-
1ine because of flexibility. Thus, it could be re-

routed or carry other forms of cargo, 1f one route

1, George S. Colbey, Jr., "Will More
Pipelines be Built in the Middle
East?" Reprinted from The 01l Forum,
March 1954,
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gshould become unprofitable, On the other hand, a
pipeline 1s a completely fixed and immovable facility.
Once & pipeline is built in a certain area 1t 1s there
to remain forever,
Another element which might limlt the expansion
of pipelines in some countries of the Middle East is
the dwindling of profits to pipeline operators, be-
cause of the rising demands for more royal ties by the
transit countries, It is urged that, "Governments in
phe Middle East, who are constantly raising the ante on
pipeline companies for transit royalties, should rea-
lize that they are helping to drive pipelines out of
business.“(l) It has been even maintalned that
"Tebanon's conduct has been scarcely less highhanded
or inimical to a rational development of Middle East
0il potential than was Nasser's action.“(g)
However, the most important element for the
possible limitation of the construction of pipelines

* in these countries arises from the fear of political

risk., Indeed, Syriae's attitude, "may be taken as

1. Ibid,
2. A. Murphy, op.cit., p. 84,
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ominous portents of the vulnerability of the pipelines
essoand may concelivably lead to its by-passing in
future expansion plans."(l) This is what leads the
major oll companies to glve serious thought to plans
for the construction of two huge pipelines that

would carry to the Mediterranean oll from Kuwalt,
Iran, and southern Iraq. These pipelines would have
& capacity of 1,700,000 barrels a day and would cost
about $ 1 billion. They would pass through Iraqg and
Turkey. "The principal attraction of the Turkish
detour is that the crude would flow through the terri-
tory of two staunch Western allies who are members of

(2)
the NATO and Baghdad alliances,"

IV, Refining Middle Eastern 0il

Refining 1s an integrated part of the oil
industry. Crude oil is not wanted for its own s ake,
but for the sake of the various products derived from
it. To the oil producing countries of the Middle East,
the question of refining is of utmost importance. The
issue has arisen because of the tendency of oll com=
panies to build refinereles in the consuming markets
rather than in the producing centers, This 1s very
markedly the case in the Middle East. It has been a

1. Ibid.
2, Ibid.
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postwar phenomenon that instead of processing the
crude oil in the Middle East, the oll companies have
tended to build theilr refineries in Western Europe
and imported crude from the Middle East to run them.
Consequently, while production in the Middle East,
totalled 120,26 million tons of crude oil in 1953,
its total refining capacity did not exceed 32,7
million tons, including refineries 1n non-producing
countries, The Arab League has shown recently an
interest in the subject and has called for a confer-

ence to discuss it.

A. Present and Future Refinery Status of theMiddle East

The first refinery to be erected in the Middle
East was that bullt by the Anglo-Egyptian 0il fields
Ltd. in Suez in 1913, The second refinery was also
built in Egypt in 1922, by the Egyptian Government,
These have been enlarged considerably since they were
first established in order to meet the local demand,
Today total capacity of both refineries is about
44,000 barrels a day (See Table),

In Iraq, up to 1952, there was only one refin-
ery established by the Khangquin 0il Company, a subsi-
diary of Anglo-Iranian established in 1927 with a
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total capacity of 3000 barrels a day, In 1952, the
State took over refining and marketing of petroleum
in Iraq. The government o0il refineries administration
built a refinery at Daurah with a total capacity of
25,000 barrels a day, and two other refineries at
Alwand and Basrah with a capacity of 11,000 and 3,530
barrels daily for each respectively, This enabled
Iraq to meet its Inland consumptlion of petroleum
products.

On the Perslan Gulf, Caltex established the
BAPCO refinery in Bahrein, in order to supply its
markets in India and the Far East. Its initial
capacity was at 10,000 barrels daily, Its capacity
was increased to 65,000 barrels a day during the war
in order to meet the Allies military demands in the
Par East. Today, it has become one of the higgest
refineries in the Middle East, with a total daily
capacity of 205,000 barrels, Most of its throughput
of crude 1s imported by the marine pipeline from
Saudi Arabia. For war purposes a refinery was estab-
lished at Ras Tannura, Today its total capacity has
reached 210 barrels a day, and most of its products
are sold in the Far East and South Africa, However,
the largest operating refineryin the Middle East
was that of Anglo-Iranian at Abadan. Today, it is
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pertially in operation and has a total capacity of
270,000 barrels a day and a planned capaclty of
400,000 barrels daily, Prilor to nationalization
its peak throughput capaclity was 595,000 barrels a
day. Anglo-Iranian, in order to compensate for the
loss of Abadan refinery, bulilt sanother one at Aden
protectorate with an operational capacity of 120,000
barrels a day., Elsewhere on the Persian Gulf, there
are some small refineries of negligible output design-
ed to meet local requirements,

In the non~producing countries in the Middle
East, Lebanon is the most notable regarding refinery
status. It has two refineries of about 20,500 barrels/
day capacity, in Tripoll and Sidon, and these two
supply most of the requirements of Lebanon, Jordan,
and Syria., Syria has recently leased tenders for
the construction of two refineries in that country.

Jordan will =iso have a refinery in the near future,

B, Middle East Refining Capacity and World Capacity
Although the Middle East accounts for about

23 per cent of the world's crude production, its re-

fining capacity is only about 8 per cent of the world's

total capacity. Moreover, the ratio of refining capa-

city to total production was only 28 per cent, (1)

le M. Al-Oboussy, op.cit., p. 155,
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while in Western Europe total production is only about
10 million tons, its refining capacity 1s of the level
of 120 million tons a year., Why 1s this pattern tak-
ing place? What are the factors which lead Western
Europe, for instance, to build a refining industry
which depends for its operation on Middle East's crude?
Why don't we try to beneflt from this industry, since
we are the producers of this oll, and hence we have
priority to profiting from it?

It was seen, that the major factor that stem-
med the building of refineries in the Middle East dure
ing the war, was the need of oll supplles for the Al=-
lies military operations., With the end of thew ar
there was a shift in the pattern of location of build=-
ing refineries, This was most notable in %he case eof
Western Europe which started a huge refinery expansion
programme after the war., Refining capacity in Western
Europe expanded from a pre-war level of 12 milllon
tons a year to about 106 million tons in 1954.(1)

This ambitious program was based upon the shift from
importing products from the Western Hemisphere to
ecrude imports from the Mlddle East,

The factors whlch lead Western Europe to es-

tablish 1ts own refining industry are many and varied,

1. Ibid,
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However, the most important factor was the desire of
the European countrles to save fareign exchange, This
was schieved by the availability of Middle East crude
which was cheaper In this respect, and did not in-
volve large hard currency expenditures, Another
factor stemmed up from political considerations,
Countries of Western Europe wanted to insure their
independence in regard to oil supplies in cases of
contingencies. In case there 1s a cut off of crude
supplies, it 1s easier to shift to other sources of
supplies and keep the refineries running. It 1s argued
that the Middle East is a strategically vulnerable
area in which new large scale refinery investment car-
ries considerable risk. This was exemplified previous=
ly by the shutdown of Abadan, and recently by the Suez
crisis., A third factorwas the availability in West-
ern Europe of facilities for large refining plants,
together with the availability of efficient and skil=-
led labor, A fourth factor is that the refining in-
dustry ereated employment opportunity and helped speed
up Europe's recovery, A fifth factor is that building
the refining industry there helps creating an integra-
ted petro-chemical industry; which is expanding very
rapidly in Western Europe. A sixth factor was the

desire of the companies to reduce shipping expenses
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since 1t is chesper to transport one product rather
than many products,

These are the factors that called for building
processing plants in Western Europe instead of here,
However, the advantages of building refineries near the
source of crude production reduces overhead expenses
considerably, because of the economies of large scale

production,

D. Ownership of Refining Facilities

Once again we come to the question of ownership.

Who owns the world's refining capacity? Once more, the
answer is that most of the world's refining capecity is

owned by the seven major oil companies, In 1950,
these seven companies owned about more than 47 per
cent of the world's refining and cracking capacity.(l)
They owned 47 per cent of the U.S, cracking and re-
fining capacity. 1In Western Europe they owned most of
the crackling and refining capaclty. These seven com=
panies own practically all the refining capacity in
the Middle East and about 84 per cent of the refining
capacity of the Eastern Hemisphere, Excluding the re-

fining capacity of the United States and the Communist

1. I.P.C.’ oE.cit.' p. 25.
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countries, this petroleum cartel owned together about
85 per cent of the world's refining capacity.(l) The
significance of control over refining is twofold: first,
the companies try to benefit as much as possible from
integration and hence reap out a 1 profits for themw
selves from all phases of the oil industry, and
secondly, as a corollary from this, they try to con=

trol all new industries stemming from refining, espe-
callly the petro-chemical industry.

E. Profits from Refining

Material and information about the oil business'
mergins from refining are few and scanty. The oll com=-
panies try their best to conceal their operations for
very obvious reasons, In case any information is re-
vealed about profits, the tendency is to inflate expen=-
ses and underestimate profits, However, one is inter-
ested in pursuing to what happens to the oll produced
in his country. Refining is an important stage, and
we should have a plcture how much these oill companies
benefit from outr oil., How much does processing the
oil add to its price, and what margins do refineries

obtalin from processing Middle Eastern oil. Since most

l, United Nations, Econ&hic Commission
for Europe, The Price of 0il in

Western Europe, Secretariat, Geneva,
Warch 1955, p. 31,
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of the Middle Eastern oil output 1is imported by re-
fineries in Western Europe, this s tudy will be based
largely on margins obtained from the operations of
these refineries, This will show also how much the
Middle East has lost from building the r efineries in

Western Europe.

1, Refining Margins in Western Europe

In sn inquiry about the price of oil to West=
ern Europe, prepared by the United Nations, 1t was
estima ted that the refinery margin 1n North Western
Europe is $e52 and $e66 in United States Gulf for
every barrel.(l) This estimate is based on the saving
attained from importing a barrel of crude oil and re=-
fining it in Western Europe rather than importing re-
fined products.

The plcture 1n the following table is not en=
tirely accurate and representative of the true margins
of Europesn refineries, In the first place, prices of
products are based on the Gulf of Mexico prices, which
are higher then f.o.b, prices of Middle East oil, More=
over, the element of transportation charges make North-
Western European refinerles less profitable than thelr
counterparts in Southern Europe. In this respect one

notlces a strange phenomenon, and that 1s why most of

1, U.N. Economic Commission for Europe,

The Price of 0il In Western Europse,
Secretariat, Geneva, Marc y D 81
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the refineries have been built in North-Western Europe
since they are not very profitable according to the
pricing formula end freight charges of crude oil. "The
main answer is to be found In the fact that most of
Western Europe's refineries are owned by the major
International companies which control the production
in the Middle Eaat.“(l) For these companies, what is
important is not the f,o.b, price of ecrude oil, but
rather the cost of production, and this is very low in
the Middle East. This is why even most of the refin-
eries on the East coast of the United Stat es operate
on cheap crude imported frmm the Middle East, Moreover,
since the largest part of this crude is carried by
tankers owned or chartered by the major producing com-
panies, the cost of transportation is conslderably be-
low current spot freight rates, "Indeed for en inter-
grated company the allocation of profit between crude
0il production and refining 1s merely a matter of in-
ternal bookkeeping," i These major oil companies own

three quarters of the refining capacity of Western
Europe,

1. Ibido’ P.32.
2. Ibid.,
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TABLE = 51 =

NORTH WESTERN EUROPEAN REFINERY MARGINS

(dollars per barrel)

Price Weighted
f.o.b, Transpor- Delivered % Delivered
Product Texas tation Price Yield Price
Gasoline 4,41 0.78 5,19 26,2 1,360
Kerosene 3.57 0.86 4,43 2l 0,093
Dist. fuel
oll 5.41 0091 4532 20.4 0.882
Res, fuel
oil 1.75 0.99 2.74 51.3 1,406
TOTAL 100,.0 3.74
Crude Petro 1,93 1,29 3,22 De22
Refinery Margin 0,52

SOURCE: The Price of 0il In Western
Europe .

Another factor which has to be taken into consi=
deration in computing refinery margins, is the q uality
of crude oil end the percentage yield of the varbus

major products. Western Europe needs fuel oil, and the

Middle East crude is the most suitable for that, since
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it contains a high percentage of residuasl and distile
late fuel oils. This concentration on extracting

heavy fuel oils which commend a lower price tend to

TABLE » 52 =

PERCENTAGE YIELD OF REFINED PRODUCTS
IN FIVE MAJOR AREAS

AREA GASOLINE KERCSENE DIST. RES. TOTAL
FUEL FUEL
OIL OIL
U.S. Gulf 51,9 845 25,7 13,9 100
S. America 16.6 6.1 16,2 61l.1 100
Middle East 21,8 11,3 20,2 46,7 100
N.W. Europe 29,4 4,7 20,2 45,7 100
S. Europe 24,9 6.1 21,2 47.8 100

SOURCE: The Price of 011 in Western Europe.

depress the margins of Western European refineries,
However, with the development in refining techniques
and the production of high specialty products such as
petro-chemicals, which net high profits, refinery
marging are augmented., Mcreover, these products have
not been taken into consideration in the United Nations

study.
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After allowing for some adjustments (but not
including the latter factor), it was found that every
barrel of Middle Eastern oil processed in Western
European refineries netted a margin between $0.84 and
$1.00 (see table 53), A comparison of refinery mar-
gins in the world's major producing years show that
these are highest in the Middle East. Refinery mar=-
gins in the Middle East have been well above those in
all other producing areas in the world, including the
high United States refinery margins, This gives a
fresh proof to the advantage of locating refineries in
the Middle East rather thm elsewhere,

TABLE = 53 =
ESTIMATE REFINERY MARGINS

(U.s. $/B)
0CT.15 TU.S. SOUTH MIDDLE  NORTH-BEST SOUTH
DATE GULF  AMERICA EAST EUROPE  EUROPE
1948 o175 76 1,12 0.50 0.90
1949 .84 .13 .92 043 78
1950 .98 2,33 1,14 .48 .86
1951 1.02 0,35 1,18 0.37 1.04
1952 1.08 0.27 1.05 0.45 0.98
1953 1,06 0443 1.05 0.87 1.05
1954 .82 37 .97 .84 1.00

SOURCE: The Price of 0il in Western Europe
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It 1s on this point that the efforts of the
Arab Governments should be made. They should compell
or persuade the oll compsnies to build their refiner-
jes here instead of building them in Western Europe,
and Australlia, The refining industry could benefit
the countries of the Middle East considerably, and
speed up its economic development. For, after all,
why should Europe reap all the profits from refining
our oil and we are denied from them, whille we are the
producers of the 0il? The minimum the governments
could do is that they require that a c ertain portion
of the erude produced should be refined locallye. We
are not the first to attempt that, for Venezuela has

already provided a law in that respect.

F. Petro-Chemical Industry and Middle East Development

one of the fields in which oil 1is becoming
prominant is the petro-chemical industry. It is meinly
for securing more widely available and generally cheap-
er, supplies of raw materials, K that chemical manufac=-
turers ere turning increasingly to petroleum, In 1855,
the U.S8. produced about 15 million tons of petro=-

(1)
chemical products and worth a value of $4000 million.

1., P.P.8., "Petro-chemical Panorama",
Yol. XXII, No. 8, p. 292, August
1956,
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Thlis represents 12 times the rate of output in 1939,
Qutaide the Unlted States, the petro-chemical industry
is well-established in Canada, the U,S.S.R., the U.K.,
and is galning prominence in Western Europe.

"gKrilium" - a petro-chemical product, discoverdd
recently, has striking effects on plant growth and the
control of erosion, It is a synthetic resin in the
form of a plastic powder, It 1s to rearrange the soll
particles and to stablilize the physical structures of
soil, in order to faclilitate aerst ion, water penetra-
tion and moisture absorption, and thereby to enhance
the effects of fertilizers and natural soll nutrients,
One pound of krilium equals in efficiency 200 pounds
of peat-moss, and 500 pounds of commercial compost,
but is at least 10 times as resistent to decomposition
by soil micro~organisms,

This new product is a fresh proof of the petro=-
chemical industry's increasing contribution to the ad-
vance of modern agricultural sclence. Modern research
is constantly finding new uses for petroleum products
in chemical and industrial processes, In 1900, there
were only 30 chemists who were research workers on
petroleum refining and manufacture. In 1950, there

were about 15,000 research sclentists in the U.S. on
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1
the petroleum chemicel industry. Up to the present time,

over 200 chemicals extracted or bullt up from petroleum
have been used in the preparation of more than 1000 dif-
ferent products. OFf 10,000,000 of organic chemicals pro=-
duced throughout the world in 195, 50 per cent were derived
from petroleum and natural gas. The petro-chemical and
natural gas industries are far more profitable thean crude
production or selling refined oil. "on the average, & ton
of crude petroleum used in petro-chemicals would net an
income over seven times as large as that netted from the
sale of cruda.“2

This industry is rapidly expanding and increasing
in importance. The chemical indus try in the U.S. derives
30 per cent of its raw materidl s from petroleum. The
petro-chemical industry is growing at the rate of 1l per
cent per annum, while other branches of the chemicﬂ. industry
are increasing at the rate of 10 per cent perannum.3

Here is & vast and rich opportunity for economic

_ development in the countries of the Middle East.

Development of a petro-chemical industry is sufficlent

1. P.P.S., "Research and Petrol-chemical
Fxpansion", vol. XVII, No. 7, P. 198,
July 1950.

2. Sayigh, Yusif, "Arab 01l - A Second Look",
Middle East Forum, wl. XXXII, No. 1, p. 10,
anuary .

3. Ibid.
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enough to bring to a prosperous position the countries
of this part of the world. It is an industry whilch 1s
still in the stage of development but has very high
profitable promises in the future. Its development
will not only bring forth a new industry to the Mid-
dle East, but will instigate the birth of multiple
of other industries, which either stem from it or
become fe asible by its establishment, Here 1is a
field for industrialization in which the Middle Eastern
countries have the best natural endowment and will
fulfill for its hungry nations its long-aged dream of
industrial development., No other industry, not even
the automobile industry, will give rise to a varied
and numerous increase in economic activity, like the
petro-chemical industry. If the Middle East concen-
trates on the development of this industry, 1t can
assure itself a prosperous future, and at the ssme time
insure itself against a possible decline from present-
day income from oil.

0f course, there are many obstacles to the
development of such an industry in the Arab World. One
of these factors is the lack of technical skill, but
this is not a very serious problem, and experience
shows that Middle Eastern skill could be trained and
adapted very easily to the most complicated technical
jobs, notably in the oil industry., There is the
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opposition of strong industrial interests, notably in
Western Europe, These will be expected to wave much
violent opposition against smy such project, that
might in the future deprive them some of their busi-
ness, These in conjunction with the oill companies,
which own through subsidiaries and affilliates practi-
cally all the petrochemical industry in Europe and the
U.S., wlll probably exercise a high pressure opposing
the establishment of a petro-chemical industry in the
Middle East., The Middle East is more favorably situ=
ated then Western Europe in the field of this industry.
Being the crude producers, the Middle Eastern countries
willl enjoy advantages over industrial concerns in
Western Europe, because of cheaper production costs,
resulting from the absence of transporting the crude,
cheaper labor costs, and after all no foreign exchange
is involved., But given real willingness and determina-
tion on the parts of the local governments, these could
exercise a counter-pressureon the oil companies, for
after all, who is at the mercy of the other of the two
groups? If private national capital is not willing to
go into this business, because it is not acquainted
with 1t, the local governments & ould at least persuade
if not force, the oll companies to start establishing
such an industry in our country, instead of establish-

Ing it abroad, After all, these industries in the
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west feed on our oil, and there is no reason why 1t
should reap for itself all the benefits from such an
industry and we are denied from them while we hae the
priority to gain from our soil's oil.

Practically all Arab countries, except for
Iraq, have not been aware of the lmportance of this
industry. The prospects of such an industry should
be brought to the attention-of our governments, Inter-
est of private capital should be a roused and c areful
studies should be c onducted in the hope of starting

shis industry as seon as pessible,

V. Investment of the 0il Industry in the Middle East

The tremendous development of the oil industyy
in the Middle East called for the investment of large
sume of capltal, The volume and the nature of capital
investment is an important indicator of the high pro=
fitebility of Middle Eastern oil operations. However,
it has been very difficult to obtain exact information
about this subject, since the oill companies do not
publish such information on the one hand, and secondly
since the companies over-estimate the rate of deprecla~
tion of theilr assets, end this reduces the real value
of their capital investment and thelr profits,.

The first investment in the oil industry was

made in Egypt, when the Anglo-Egyptian oilflelds co™

¥ Now nationalized.



TABIE 54

FREE WORLD FETROLEUM: ESTIMATED OF AGGREGATE

CAPITAL EXPENDITURES

Fipe- Refin- Market=

Iroduction  Iines eries ing Other  Total
U.S.A, # 26,575 2,235 5,050 2,870 275 37,455
% of Total U.S.A, * 71 6 13 8 2 100
Canada 1,720 345 485 370 50 2,970
Venezuela 2,491 161 503 4, 19 3,218
Other W. Hemisphere 669 69 455 270 53 1,516
W. Europe 115 15 1,673 855 102 2,760
Africal 15 0 34 186 15 350
Middle East 980 587 465 75 333 2y 440
Far East 565 8 540 500 33 1, 464
Total excl, USA * 6,655 1,185 4y155 2,300 605 14,900
% of Total excl. U.S.A. * 45 8 28 15 5 100
Totel Free World * 33,230 3,420 9,205 5,170 1,330 52,355
% of Total Free World * 64 6 18 10 2 100
Tankers - - - - - 3,920

* Excludes all investments in tankers.
Sources P,F,S,, Februery, 1957.
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wag founded with a capitel of E 676,000, This has
increased to B 1,808,000 in 1950, and & 3,777,000 in
1954.(1) However, the real value of its capital was
much above this figure, for in 1950 its fixed assets
were estimated at & 8 million and the replacement cost
by about B 16 million.(z)

In Iraq, the Turkish Petroleum Company start-
ed with an initial capitel of & 50,000, When it ac-
quired the concession in 1955, its capital became
B 1l million, and increased until it beceme B 5 million
in 1931. With the construction of pipelines and the
export of Iraqgi oil, the company's capital increased
to B 8 million in 1935, and continued to increase,
especlally after the construction of the Big Inch line
to Banias and the large scale growth in production,
untll it reached K 83,5 in 1950.(5)

The capital investment of the I.P.C.'s affi-

liates in other parts of Iraq totalled & 26.53 million

l. M. Al-Aboussi, op.clit,, p. 166

2. The Egyptian and Economic Review
NovemEer 1954, ’

S+ Mohammed Yeganeh, "Investment in
the Petroleum Industry of the Middle
East", Middle East Journal, Vol. 6,
No., 2, p. <45,
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in 1950. As for the company's subsidiaries in the

rest of the Middle East, their total caplital investment
amounted to B 19,9 million in 1950, of which & 11.2

million were invested in Qatar, B 5.7 million in

Syria, 5 1.6 million in the Trucial Coast, £ 0.8

million in Lebanon end & 0,6 in Jordan.(l)

In Bahrein, the company started with an
original investment of $100,000., The Caltex Group
which was formed in 1936 to carry on the marke ting
operations had a capital stock of $1 million. By the
end of 1946, Caltex had accumulated reserves and BUD=-
plus amounting $118.8 million. By the end of 1950,
their capital surplus amounted to $254,2 million. The
present value of investment in the oil industry of
Bahrein is about $170 million.(g)

In Saudi Arebia, Standard 0il of California,
started with an original investment of 50 thousand
dollars.(a) When the Concession was obtained, the

capltal investment of the Arabien California 0il Co.

was $700,000. Today,&ramco's capital investment

l. Ibid.
2. Ibid.
5+ Shwadran, B., The Middle East 0il

and the Great Powers, rederic
Praeger, 1955), P. 348,
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stands at about $800 million, including investment in
the TAPLINE.(l)

In Kuwait, the original capitel of the Kuwait
0il Company was $200,000., At the end of 1951, Gulf's
equity share in it was about $65 million, which means
that the Company's capltal stbod at $130 million.

(Since Gulf owns S50 per cent of Kuwait's oil).

1., Investment in Mlddle East's Qil and World
D11 Investment

The high profitability of Middle Eastern 0il

is ascertained by the fact that it took only 5 per cent
of the world's total investment in the oil industry

to produce about a quarter of the world's production
and locate more than 75 per cent of the world's crude
reserves in the Middle East.(g) Since the end of the
war, up to 19566, the oil industry incurred a total
capital expenditure of about $52,3556 million, The
United States accounted for more then two-thirds of
that total. OQut of this total, the Middle East account=-
ed for only $2,440 million which is about 5 per cent of

total capital expenditures.

l, Private information

2. A. Murphy, op.eit., p. 83,
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Capital expenditures in the Middle East were
even less than those incurred in Canada over the same
period of time, (See Tnbf?) While Canada produced only

22,800 thousand metric tons in 1956 as compared with
a total output of 171,817 thousand metric tons in the
Middle East, total capital expenditures in the oll
industry were $2,970 million as to a total of $2440
million in the Middle East., The same line of argument
can be applied to Venezuela where productlon there
totalled 129,000 thousand metric tons and capitad ex-
penditures amounting $3,218 million.

The picture becomes more interesting when ex-
penditure figures are dissected according to variaus
phases of the oil industry. Less than hslf of total
capital expenditures in the Middle East were for pro=
duction, ($980 million), while other phases of the in=
dustry accounted formore than $1460 million. Pipelines
represented a big item of capital expenditures in the
Middle Egst totalling $587 million or more then the
total capital outlay on production. Another heavy item
of expenditure is that incurred in providing faclilitiles

which are not present in underdeveloped areas.

The Unlted States companies accounted at the
end of 1955 for 47 per cent of gross petroleum invest-

(1)
ment in the Middle East while other Interests ae~

1, P.P.S., "0il Investment Dissected",
Tol. XXIV, No. 2, p. 56, B eb, 1957,
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counted for the other 53 per cent of gross investment,
However, in 1952, U.S. companies accounted for €3 per
cent of the capital investment in the Middle East, and
British capital accounted for 21,87 per cent and Duteh
and French capital accounted for 12,50 per cent. The
reason for the decline of America's share in total
capital expenditures is due to the increased capltal
expenditures of British companies notably the affili-
ates of IPC on exploration in the Persian Gulf protec-

torates.

2. Capital Gains

Though there are no avallable data whatsoever
on the capital gains of the oil companies operating in
the Middle East, one can get an indicative picture of
the immense profitability of the investments that were
made in the oil industry in the Middle East, from the
comparison of some figures, We remember that Standard
0il of California's original investment in Seudi Arebila

was only $700,000. 1In 1936, Standard of California
sold its half interest in its concession to Texas 0il
Co. for $21 million. This makes the value of the com-
panies assets then at $42 million dollars, thus achie-
ving a capital gein of about 420 per cent over the ori-
ginal investment. This happened at a time when there

was no commercial production.of oil, When we know
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that 1t cost Standard New Jersey and Socony Vacuum
gbout helf a billion dollars to get a 40 per cent(l)
share in Aramco, we get a good picture of the capital
gains attained from the original humbel investment of
$700,000.

Standard 0il Company (N.J.) made a down =
payment in cash of $76,550,000 fer 1ts 30 per cent
share and similarly Socony Mobll 0il Company paid
$25,500,000 for its 10 per cent interest in Aramco,
In a current investigation by the U.S, Senate, these
two companies were charged that "they got their money
back from Aramco in little more than a yeer. By 1956
they got back more than their originsl investment.“(Z)

Another example of the high capital returns
on investment in the Middle East is that attained by
Standard Jersey from its 1/8 shere in I.P.C.'s oll,
The Company estimated the value of 1ts assets in the
I.,P.C.'s concession area only to be between $119
million = d $143 million in 19537, while its total
investment did not exceed $14 million up to that

(3)
period. What this amounts to is that the real value

1, Shwadran, op.cit., p. 348,
2., 0il and Gas Journal,"™Tax Probe
8 amco", vol, 55, No. 12,
p. 117, March 25, 1957,

3. I.P-c., op.cito, pp. 95‘60
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for its capital investment has increased between 850
and 1021 per cent.(l)

We should remember thet all these capital
gains were obtained at a time, when the Middle East
was still a minor producer, How much have they multi-
plied after the tremendous increase in production and

after the discovery of most of the world's reserves

there, remains to be known,

VI. Buyers of Middle Eastern 0il
We have seen that the same oil companies that

own production in the Middle East own the transport and
refining facilities, An Important question arises in
the question of marketing Middle Eastern oil, and that
is, who buys Middle Eastern oil? One should not be
surprised that the buyers of Middle East's crude are
the same group that controls 1lts production. These
own 3/4 of oil refineries in Western Europe, which
operate on Middle Egstern crude. To the oll companies
the important thing is not the profits on production
or transportdtion or Ffefining, but the resulting pro-
fits from merketing. To them the allocation of pro=
fits between the various stages of the industry is
simply a matter of bookkeeping transfers. Hence it

is to their advantage to see that all the crude pro-
duced by their affiliates would not be bought by

1. Ibid.
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outsiders,

In the Middle East, the producing companies
act simply to extract the oil and deliver it to their
share-holders; each according to its percentage of
ownership. This i1s the functlon of both companies,
IPC and Aramco., However, due to the nature of joint
ownership of production in the Middle East, and in
order to prevent any outsiders from obtalining any
part of the surplus of any company, the mejor oll com=-
panies have entered into sales agreements to sell to
each other any surplus production on long term con=

tracts, This is another aspect of the Internationd
Petroleum Cartel's efforts to monopolize the World's
0il industry., "The sales of oll covered by the con-
tracts can often be utilized as en Iinstrument to di-
vide production, restrain competition in marketing,
and protect the market positlons both of the buyer
and the seller,"™ They aim at listing "who may or may
not buy crude oil from particular producing proper-
ties.“(l) These selling agreements tend to harmonize
production policies with marketing ;monopolistic
policies, "They tend to keep surplus supplies of
crude ?;} out of the hands of independent oll compa-

nies," In the Middle East, several agreements of

1. Ibid.
2, Ibid.
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this nature were negotiated between the major oil com=-
panies and which are mostly concerned with the s elling

of crude output from the Persian Gulf protectorates,

l. Gulf=Shell Agreement - 1947

This agreement was signed between Gulf 01l
Corp. and Shell Petroleum Co., a subsidlary of Royal
Dutch Shell, on May 28, 1947, In brief, the contract
provides for the selling of practically all the Gulfts
share in Kuwait production to Shell., The Contract's
duration will extend over twenty-two years, fmm 1947
to 1969, and could be renewed afterwards indefinitely,
Total deliveries to be made under the terms of the
contract are about 1 1/4 billion barrels of oil, and
ranges from 15,000 barrels daily to a maximum of
175,000 barrels later on.(l) This explains the increase
in production in Kuwait since 1947 to 1951 from 30,000
barrels a dey in 1947 to 380,000 barrels s day in 1951,
After that yeer, Kuwait's production shot up consider-

ably, because of the loss to Anglo-Iranian of Persisn

oil.

2. Jersey Standard-Anglo-Iranisn Crude 0il Ssles Contract

Another selling agreement of monopolistic

nature was negotiated between Standard Jersey and Anglo-

1. Ibid.
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Iranian and signed on September 23, 1947, Under this
contract, Anglo-Iranian would sell to Jersey about
106,400,000 long tons (about 800,000,000 barrels).(l)
Anglo-Iranian agreed to supply this quantity
from its surplus production in either Iran or Kuwait,
"This flexibility option was inserted to allow Anglo-
Iranian to determine the source of supply as indicated
by political considerations,™ The conteract was to
last for 20 years and Anglo-Iranian had to deliver at
the rate of 90,000 barrels a day for the first three
years and at the rate of 114,000 b/d for the succe-
eding 7 years, and the rest of the quantity contracted
to be determined at a later period, "The crude oil
sales contract, therefore implied a long-term close

(3)
associatlion between Jersey Standard and Anglo-Irsnian,"

3. Socony-Anglo-Iranian First Purchase Agreement

The Socony Vacuum 0il Co., Inc., made a sales
contract with Anglo-Iranien for the pruchase of crude
oll by the former from the la tter's surplus production
in Iran ad Kuwait, Anglo-~Iranian promised to deliver
to Socony a total quantity of oil of 26,000,000 long

1, Ibid,
2. Ibid., p. 148,
3. Ibid., p. 149,
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(1)
tons (200,000,000 barrels) over a 20 years perlod.
During the first ten years Socony was to obtaln half
the balance at the rate of 2800 b/d and the rest of

the balance to be determined later,

4, Socoqy-Anglo-Irani&n Second Purchese Asreement

Finding that suppdiss under the first contract

are not sufficient to meet i ts needs for its markets,
especially in the United States, Socony negotiated
another sales contract with Anglo-Iranian on March 1,
1948, Socony bought from the la tter a total quantity
of o0il of 40 million tons (300 million barrels) over
a8 20=-year period.(e)

It is to be remembered that the execution of
&ll the three above mentioned agreements were pending
on the construction of Middle East Pipeline from the
Persian Gul# to the Mediterranean, However, since
there were difficulties in obtaining & way-leave from
Syria and Iraq, the pipeline was never built. Hence
the parties agreed that the crude bought by them to
be lifted by tankers at the Persian Gulf ports. Sup-

plementary Agreements were signed for that purpose,

and the contracts became effective since 1952,

1. Ibido’ p. 152.
2. Ibid.
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S. The Off-Take Agreements with Aramco

When Socony and Jersey Standard joined Aramco
they made an Off-Take Agreement (12 March 1947) with
Caltex, (jolnt marketing company of Standard Qil of
California and Texas 0il Col) This agreement "set up
a schedule of annual minimum quantities of crude which
each of the parties would take (@) buy from Aramco over
& period of 18 years," - It stipulates that each
pertner should take according to its pro-rate share in
Aramco's ppoduction, and was set at 380,000 barrels
per day in the first year and increased to 500,000
barrels in the 18th year., It seems that this figure
i1s under-estimated, because Aramco was producing near-
ly twice that figure in 1955.(2) "If an outsider wished

to purchase any crude or refined products produced by
Aramco, such purchases had to be made from the owners
and not directly from Aramco.“(S) This agreement
pended the execution of TAPLINE. Meanwhile an other
Interim off-take agreement was concluded to enable
Jersey and Socony to buy crude from Aramco in 1947,
1948, and 1949, A third off-take agreement was

signed regarding the purchase of refined products from

1. Ibid.
2, IPC, op.cit., p. 126,
3. Ibid.
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Ras Tannura Refinery.

The Off-Take Agreements regulated Aramco's
production, prices, and determined buyers of Aramco's
crude and allocated cost of production among the owners

of the company.

VIL Pricing of Middle Eastern 0il

The growing importance of oil as a source of

basic energy supplies has created a lively and increas-
ing interest in reeent years in oll prieing. More
specifically, the way under which Middle East oil prices

are set has been subjected to much talk, inquiries,

and controversies.

Throughout its history, the pricing structure
of Middle East oil has maintained a close link to the
American pricing structure, Henceforth, any change in
U.S. oll prices was immediately reflected by a similar
change in the price of Middle East oil., "The doctrine
has been that there is a homogeneous market for oil, and
that & single structure of prices should conform to the
conditions of demand and supply at any given timo.“(l)

There were no published prices of Middle East
oil by the oil companies prior to World Wer II. "This
was indeed an unnecessary procedure under the 'import

(2)
parity! system, then in force,"

l. Economist, "What Price 011?"February

2 .

2. S. Yari, OEQCito, p.IIS
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Under this system, crude oil was priced upon
delivery as if it originated in the Carribean area and
irrespective of the source of origin. Hence, the
f.o.b., price of Middle East crude changed wlth the
country of destination. "In certain cases there was
the paradoxical situation of importing countries be-
ing chargdd more for Persisn Gulf oil, the nearer they
were situated to the source of that oil."(l)

The war situation forced the oil companies to
leave "the import parity" system because the needs of
the Allies made the American and Engllsh governments
exert pressure on the oil companies to reduce their
prices. Middle East crude oll was now bing priced on
a2 new "basing point"™, TUnder this system f.o.b. posted
prices of Middle East oil were homogeneous to posted
prices f.o.b, the Gulf of Mexico. However, the oil
companies were forced to reduce the posted prices of
Middle East oil under pressure from E.C.A., which was
making oll.procurements for Western Europe under the
Mershall Plan,

Ever since 1949, Middle East crude prices
have been based upon what is called the "equalization
point"™ theory. In that year, the price of Middle East
crude of 36 A.P.I. gravity was set at $1,75 per bar=-
rel f,o.b. Persian Gulf ports. That was about 80

cents lower than Gulf of Mexico price of crude of the

1. Ibid.
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same quality., At that price Middle East crude would
reach Europe or the U.S. at about the same price for
comparable Venezueland crudes. It was argusd that
Eincd Middle East oll now supplies the whole of
Europe and even reaches the United States, it cannot
be sold at a different price from the delivered price
of comparable Caribbean crude at the same point, "™In
other words, the f,o.b. price of Persian Gulf crude
could not be lower than the delivered price of Ameri-
can crude minus cost of shipment from the Persian
Gulf to the East coast, and the American tariff on
imported crude."™ What this system really meant is
that 1t made the c.i.f. price of Middle East oil equal
to that of American oil and harmonized world oil pri=
ces, since Carribbean oil is priced on the basis of
Gulf of Mexico quotations, Bor the same reasons, the
posted prices at the pipe-lines' terminals are based
on prices in the Persian Gulf ports plus tsnker chare-
ges to the Eastern Medlterranean without taking into
consideration the savings made by the pipelines.

This pricing system has been attacked as
being most unrealistic aend doss not take into consi-
deration mmany factors., The fictitiousness of the
system has been pointed out by the fact that, whereas
freight rates have fluctuated considerably the posted
prices of Middle East crude have remiined stable.
"Actually the curve of oil imports to the U.S. does

(1)
not show any relation to the freight market."

1. id,
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However, most of this criticism against the
pricing of Middle East crude has come from circles in
Western Europe. A question often raised is why the
price of Middle East crude should be ultimately rela-
ted to that of U.S. crude, when Middle Eagst productlon
costs are lower, Western Europe has come to depend on
the Middle East for its oil supply. It is meintained
that the oil prices have not reflected such & major
change in the oil industry and the sources of 1ts
supply. Why should Western Europe be tied to Western
Hemisphere prices, rather than costs of getting, car=-
rying and refining Middle East crude?‘(l)

In order to understend this precarious situ-
ation, one has to keep in mind the fact that the buy-
ers and marketers of Middle East oll are themselves the
producers of that oil. To them, posted prices mean
nothing and these are "a deﬁerminent for only a small
part of crude supplies, that is, the part scold to
toutsidersi” ¢ To these oil companies, "The psyments
involved are largely bookkeeping operations™, since
practically most of that oil is sold to themselves or
to thelr affiliates,” Their decision on marketing the

crude depends on its production cost rather than on its

l, Economist, op.cit.,
2, S. Yari, op.cit., p. 217
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posted price.“(l) In fact, this is what is practiced
under the various contracts between the 0ll companies
for the sale of crude oil, The "Gulf-Shell"™ contract
for the sale of Gulf's share of Kuwalt output to
Shell does not state any price, but rather an elabor-
ate system of the division of profits ac cruing from
Shell's marketing that oil is followed." The profits
are determined and shared for the entire“intogratod
process of producing, transporting, refining, and mar-
keting.“(a Under the Jersey Standard-AnglowIrenian
(now British Petroleum) contract,*ﬁne price to be pald
18 to be calculated according to a "cost-plus" princi-
ple, "described in the contract as a cost=-plus basis;
independent of market fluctuatlons in the prices of
crude oll or petroleum products.“(s) The cost element
included cost of production and gathering to be de-
livered f.o.b. tenker ship, In case delivery 1s made
in a Mediterranean port, the cost of pipeline trans-

portation is included. Moreover, a fixed sum is pay-

able per ton of crude oil for all the quantltles bought

1. Ibid.

2. I.P.C., opeit.,, p. 161.
3. Ibid., p. 149,
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under the contract.(l) Under the Socony-Anglo-
Iranian second Purchase agreement, the price charged
for this oil was determined by a cost-plus principle
adopted in the previous contracts; however,it provi-
ded for a profit sharing element, The cost element
was determined in the same manner, as that of the
Jersey Standard contract, "The plus element was one
third of the difference between the total average cost
per ton of the oil delivered f,.,o.b. tankership or at
a Mediterrsnean terminal and the average open market
value per ton of oil at that point."(a)

The significance of these contracts 1is that
they give a further evidence on how arbitrarily
Middle Esst oil prices are set, Moreover, they re-
strict competition between the pruchaser and the
seller in that these contracts include clauses de=-
fining the territories in which the oll soldc ould be
marketed, If Gulf wanted to compete with Shell, it
would be penalize?3§n two ways: 1its deliveries to

Shell are reduced » end would share in any losses

l, It is to be noted that the actual
charges were not available, even
for a U,S. Senate inquiry.

2, Under the first agreement the "cost-
plus" principle was adopted

S. Ibid., p. 157
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resulting from price cuttings. Hence, all these fac=-
tors have led to a highly controversial issue about
the way under which posted prices of Middle East oil
are set, However, from a Middle-Eassterner point of
view, it is to the interest to the Middle East oil
producing countries to see that prices are maintained
at a high level, since oil royalties 4n all these
countries are calculated on the basis of these prices,
Perhaps it may be to the disadvantage of other coun-
tries to have Middle East oil prices set in such a
manner, but it seems to be to the advantage of the
Middle East oil producing countries, Maybe it 1is
ironical to end this study by praising one aspect of
the oll compm ies? monopolistic operations, but one
cannot deny the fact that the Middle East benefits

from higher prices of its oil,
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CHAPTER VIII

MIDDLE EAST OIL =

IS IT A VITAL NECESSITY TO THE WESTERN WORLD ?

It needed two world wars to flood light the
crucial importance of oil in our mechanized age. The
bombers and fighters in the skies, theb attleships upon
the seas, the tanks and a rmored vehicles on the ground,
all fed on one type of oil or another. War demonstra-
ted that adequacy of oil supply is an important element
in military strategy and may mean defeat or viectory in
battles and campaigns.

Yet in peace a similar volume of oll is con-
stantly required for every day use, It speeds up tech-

nological chenges, extending the realms of tk» com-
bustion engine and the laboratories, In peace or war,
then, no modern factory could operate without petroleum,
Without it no machine products turned out by factorles
could perform the tasks for which they were made, If
petroleum has become a necessity of life as we live
today, it has become, as well, the promise of a better
way of 1life for all the world tomorrow .

Since o0il has gained such an important rfle
in the progress of humanity, is it safe to place the

=23 L



232

future of the world, especially those socleties whose
existence now depends on the existence of oil, on this
materidl alone? In other words, has the world done
samething about finding substitutes and alternatives
for o0il in case there 1s a sudden cease in its flow?
Yes, nations, especially in the West, have given con-
siderable attention to developing alternatives to oil.
Such an alt ernative as resorting heck to coal as a
source of power has been fully discussed. Unfortu-
nately, it was found that, although coal reserves

are more abundant than those of crude oil, coal pro-
duction 1s meeting many obstacles which have resulted
in the decline of output in the major coal producing
areas, Beslides, coal has proved itself to be incom-
patible in meeting the mounting energy needs of the
Western world, and has given way to oil., Other substi-
tutes, of which synthetic oil production from coal and
0il shale, have been fully studied and assessed. But
it was found out that a large scale symthetic oil pro~
Jeet would have serious disadvantages as long as both
labor and steel are in short supply. Certainly one
alternative to the use of high cost fuels 1s the peace
time exploitation of the vast resources of petroleum
which exist outside the Western Hemisphere, In the

long run, however, the cost of synthetic production

may be Jjustifiable in order +to achieve
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is extremely difficult to find any economically fea-
sible substitutes for it, 1ts availability becomes im-
peratively important. What nations need that oll more
badly than others? What nations have this old and what
natlons do not have it? This necessltates a study of
the world oil demend and supply picture. Statistics
about o0il demeand and supply reveal (1) the tremendous
growth in world production; (2) the gradual recession
of the United Sta%es from its dominant position, though

it still is the world's foremost oll-producing country;
and (3) a profound change in the traditional flow of
0oll., From these remarks, several conclusions come to
one's mlnd, when analyzing the world's needs and sup=-
plies of oil,

The first conclusion that comes to one's mind
after studying factors affecting supply and demand is
that the patterns of supply are changing. At one de-
cade one country is the world's leading producer, at
another 1t loses its lead, and new supplying centers
take over, 011l is an exhaustible material, and a
country*s oll resources are depleted proportionately
to its rate of production, At the turn of the century,
Russia was the world's leading producer, The United
States until the present day, has been the world's un-
paralleled leading producer., But however, its share

in world output has declined and other countries?



“235m

share, notably the Middle East, has incressed. This
all depends upon the rate of discovefy. In the future,
new oll areas may be discovered, but at the present,
the Middle East discovered oil reserves are the largest

in the world. Until quite recently, however, the
Middle East as an oil producing region has played a
relatively minor role in the petroleum economy of the
world: up to the end of 1948 only 4.9 per cent of the
world's cumulative production of oil had been produced
there.(l) However, in the coming decade, Middle East's
production is going to surpass that of the United
States,

The second striking conclusion that could be
gathered, is the concentration of oil supplies in few
countries, in which the o0ill may be needed as the case
In the United States; but in most that oil is far in
excess of domestic demand as the case in Venezuela
and the Middle East. At the same time, that oil 1s
most badly needed 1n countries which do not posses
any oil, as is the case in Western Europe. "To a
student of politics the outstanding feature of oil

geography is that while the demand for oil is world-wide

1, World 0il, "World Production",
ol. » No. &, p. 144. August
15, 1966,
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the great sources of supply are few and separated."(l)
Thirdly, in view of the world's mounting
future needs of o0il, and in view of the world's present
provad reserves, the Middle East ranks first as the
leading supplier of the world's prospective petroleum
requirements, The Western world can no longer depend
upon supplies from the United States and Venequela for
these are depleting their reserves by a high production
ratlo, At the same time, consumption in the Western
world is increasing ahead the rate of increase in pro-
duction and the rate of new discoveries. There simply
is no other place the free world can get the oil 1t
needs, now and the vast additional quantities it wil
need in the future, except from the Middle East,.
When we look at world figures of production and reser-
ves, we find that the first two lmportant crude pro-
ducers, the United States and Venezuela are drawing on
their reserves while the Middle East contains within
its built huge reserves and production 1s but a frac-
tion of its proved reserves,

The importante of the Middle Eastern oil pro-
vince depends partly on the immense size of it s total
reserves and partly on the high productivity both of
individual oil fields and of individual wells, The

1, W Pratt, World Geography of Petroleum,
op.clt., p. 3839,
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occurrence of so many giant oill fields 1in one area is
unigue in oil field experience throughout the world .

The rapid expansion of production from the
Middle East during the postwar years, and the still
great er expansion being planned is the result partly
of the inability of the United States flelds to satis~-
fy internal demand, end partly, of changing economic
factors (reserves exchangs problems, costs, which will
be discussed later) to the favor of the Middle East,

The world's supplies of oll are inadequate
to meet 1its futuré demand. The world, especially the
West, needs oil, and it needs it badly. There 1s no
other place it can get it, except from the rich  oil
fields of the Middle East. All this gives force to
the conclusion that the Middle East pools have become
the balancing factor in equating world supply and
demand,

Perhaps the most exasperating fact revealed
by supply m d demand statistics, that has to be empha-
sized, 1s the precarious position of Western Europe
though Western Europe is one of the world's most in-
dustrialized areas, yet it possesses but very little
oil resources., Moreover, Europe's appetite for oll
is increasing rapidly. Europe's annual rate of in-
crease in oil consumption has been running about 150/b
with indications that it will not drop in the next
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the independence from foreign sources. Recently, an
Atomic Committee was set up to pool Western Europe's
atomic energy resources and coordinate programs for
their development, Atomic energy has been examined as
a substitute for oil, but it was found out that within
the coming two decades, atomic energy will play only
a minor part in supplying the world's rising energy
needs., Moreover, the field,a the scope of its appli-
cation has been limited only to a small field in
which it could compete with oil, mainly in power sta-
tions, and perhaps in shipping propulsion. This field
accounts for less than 3 per cent of the total demand
for petroleum products, Moreover, the most important
deterrant to the development of these substitutes i=s
the capital limitation, These projects reguire huge
capital expenditures, and in the countrlies where they
are most badly needed, capital 1s scarce, and private
initiative has no incentives to undertake such seeming=-
ly unprofitable projects. In summing up the prospects
for alternatives for oil, one cansafely say that there
have been found substitutes for oil, but their devel-
opment 1s 2 highly costly proposition in the light of
the avalilability of oil.

Since oil has become so indispensible to the

welfare of the nations seeking progress, and since 1t
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ten-year period but may even go higher. The increase
in the postwar period of oil demand in the 0.E.E.C.
countries has risen from 37 million tons (259 milllon
bbl.) in 1947 to 100 million tons (700 million bbl.)
in 1955.(1) On the other hand, since after World War
II, Western Europe has come to import more than 80
per cent of its oill demand from the Middle East,
Western Europe's economy has thus b ecome dependent on
that oil, and this is a truth proved by the r ecent
Suez developments, President Nasser's memorable action
almost preci.pitated a world war and started a chaln
reaction of political and economic events throughout
the world, the ramificationsof which will be felt for
many years to come, "The effect on the productlve
capacities of all European industries has resulted in
higher costs for all products ranging fmm vegetables
for soap to woodpulp for newsprint.” ’ At certain

times during the erisis Europe's oil imports have been

1, Henry C. Rea, "Suez (Crisis Reveals
U.S. 0il Weaknesses,"™ 0il Forum,
Vol., XI, p. 81, March 1957,

2. Ibid.’ pu 80.
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as low as a mere 65 per cent of normal requirements,
The Suez crisis was nothing but a vivid example of
the growing lmportance of Middle Eastern oil, Nasser's
nationalization of the Canal st the end of July has
shown the world, how to a frightful extent the West's
economy has become geared to Middle Eastern oil. On
the other hand, the Suez crisis has brought another
element into the political scene and the already trou-
bled lands and waters of the Middle East. Though the
use of this element as a politicsl weapon has proved
to be once successful, there is the fear that 1t might
be abused, and that too much reliance on it might
prove to be detrimental to the Middle East itself.
Indeed, plans for lessening Europe's day-to-day de-
pendence on the Middle East might reduce the importance
of such political opportunism.

Ever since the Suez Canal was blocked, the
search for new alternative sources for Middle East oil
has been accelerated. Consideration of new sources of
crude oil supply have shown the determination of Europe
to divorce itself from dependence entirely on Middle
East oll., New thinking regarding international oil
transportation has come up with a trans-Atlantic
pipeline from Canada to England; another from Mtwara
in Tanganyika to Walvis Bay in South West Africa, another
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through Iraq and Turkey; another from Elath at the
northern end of the Gulf of Agaba all through Israell
territory to Haifa on the Mediterranean., There are,
however, many obstacles that deter the execution of
such projects. But, in the conslderation of new and
expanded pipeline facilities, 1t is axiomatic that the
political stability of the transit countries will be
emphasized and will be the primarily controlling factor.
These experiences throw open the d iscussion of
the question of ownership and control of Middle East
0il., In order to have access to this oil, the West
has spread its complete control over the oil resources
of the Middle East, Ever Since D'Arcy got his oll con-
cession in Iran, and ever since interest in Middle
East oll has begun, the motives for its control have
been the same, Forty yeers ago the Western World had
a frightened doubt about the a dequacy of its oll reser-
ves, Today, the same motives still exist, Fear from a
shortage of oil supply is still an important factor in
the struggle for control over the oil resources In the
Middle East. This has resulted in a struggle between
the various Western powers over the contm 1l of the un-
tapped oil resources of the Middle East. The result
of this struggle was the emergence of a somewhat 1ln=-
ternational pattern of control, or call it ™interest®

in the Middle East oil. The struggle for mastery of
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the Middle East's oll resourges is comparatively recent
history, dating from the loss of the U.S.A.'s privileg-
ed position as the world's major oil producer towards
the close of the last century. Confident of its super=-
ior financial power, the United States has slowly and
steadily undermined British, French and Dutch influence
in the Middle East and eaten intc their 1little shaky
empires bullt upon desert sands full of oil, Hence,
Middle East oil cannot be ascribed as having an inter-
national aspect according to the pattern of control,
¥iddle East oll has an intermational aspect in the
sense that, except for Russia and the Communist coun-
tries, the demand for it,is world-wide,

It 1s understandable that the need of the oil
resources of the Middle Easst necessitated the spread of
1ts control by the West, but there is a fact which is

very oftten concealed or neglected, and that is the
questlion of ownership. While oil journals will hold
at length about the great services that the oll indus-
try does for the advance of the Middle East, little or
nothing 1s mentioned a bout thequestion of ownership or
the economic aspects of Middle Eastern oil operations,
Herein lles another factor which makes the West not
gilve up its control over the oill resources of the
Middle East, The West hes vested interests in Middle

East oll and these are powerful interests. The oil
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buslness 1is thoroughly permeated by monopoly that
seven blg blllion-dollar corporations control the
entire oil ppoduction in the non-Soviet world and
dictate thelr prices, The Big Seven are led by
Standard of New Jersey, which i1s a bit of an empire

in 1itself, collecting the blggest revenue of any .
corporation under the sun, It controls only 322
companies, It has become so powerful that it has been

said, "What is good for Jersey is the sine qua non

of U.S. foreign policy." With such oil empires con-
trolling productlon in the Middle East, it is under=-
standable that Western oil policy should aim at preser-
ving the oll resources of the Middle East to their
rightful owners, Moreover, these companies havs found
it highly profitable to operate on Middle East oil
because of the low cost of production here., The result
1s that large and persistent disparities have come to
exlst between the costs and profit margins of the oil
industries in the Middle East and other countries,
Foreign companies operating in the Middle
East have made substantisl net profits on their com-
bined producing, refining, and marketings operations
under a system of pricing that (1) bases delivered
prices throughout the world on the relatively high
U.S. costs, (2) uses schedules of uniform freight char=-

ges that may not have any real relationship to trans-
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portation costs actually incmrred, especially when these
companies own or control the bulk of the world's tanker
facilities, (3) and is supported and maintained by ef=-
fort on the part of the major oill companie 8 to adjust
production to world demand, Joint ownership and private
agreements all facllitate these efforts,

All these factors — the growing importance of
0il and the inability to find substitutes for it; the
facts sbout the Western World's supply ad demand sltu=
gtion; and the rising importance of Middle Eastern oil
in supplying the West's present and future consumption
of 0il; the inadequacy of alternative sources of oll;
and the high profitability of Middle Eastern oil opera-
tions; — have led to the inescapable eonclusion that

Middle East oil has become a vital necessity to the

Western world.
"Tt,..(the Middle East)...contalns about two-
thirds of the presently known oil deposits of
the world, and 1t normally supplies the pet-
roleum needs of many nations of Europe, Asia,
gnd Africa, The Nations of Europe are pecu-
liarly dependent upon this supply, and this
dependency relates to transportation as well
as to production, This has been vividly de-
monstrated since the closing of the Suez
canal and some of the pipelines. Alternate

ways of transportatlon and, indeed, alternate
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sources of power cen, if necessary, be de~
veloped., But these cannot be oonsidered

as early prospects.” (1)

Middle Easterners should be aware of this fact,
but at the same time, they should remember &an equally
important fact. They should be convinced that it 1s
in the interest of the people of the Middle East to
recognize the natural economlc interdependence between
their area and Western Europe,

Europe provides the only practicable market for
Middle Eastern oil. The Western hemisphere is still
a2 net exporter of petroleum and neither the remainder
of the non-communist world, nor the Soviet bloc, which
is now exporting oil, can absorb the Middle Esast's
output.

Moreover, the Suez Canal, the network of oil
pipelines constitute a transportation asset that can
be profitable to the Middle East only if it is used by
Western Europe. If Europeans cannot depend with con=
fidence on the availability of Middle Eastern oil or
on Middle Eastern transport facilities, then they will
naturally feel compelled to develop dlternatives.

The result would be a decline in Western oll

1, President Eisenhower, Message to
U.S. Congress on January 5, 1957,
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purchases and also in the use of Middle Eastern trans-
port facilities = & development that could seriously

reduce the income and the prosepects for sconomic and

social progress of states in the sarea.

However, unfortunately, the situstion is more
complicated as to be understood only in economlc terms,
Political factors often undermine economic considerati-
ons. But it should be understood, that i is in the
interests of all that a fakr solution of the problems

of the Middle East.should be reached.
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