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ABSTRACT 

Most of the previous analyses of OPEC have assumed 

that it is primarily an economic organization and further, 

that its primary, function is to maximize the price of 

petroleum by functioning as a cartel. This dissertation is 

an analysis of OPEC as a political organization. OPEC is 

viewed as an intergovernmental organization composed of 

thirteen underdeveloped member countries. Because of its 

intergovernmental composition the methodology employed is 

that of a subordinate system within an international 

relations framework. 

Unlike previous analyses which used the concept of a 

subordinate system with reference to a specific 

geographical area, this analysis .applies the concept to an 

organization with members on three continents. Within the 

context of a subordionate system OPEC is analysed as a 

political organization composed of five core states and 

eight peripheral states. Its capability of achieving its 

developmental goals is largely dependent upon its economic 

success. That, in turn, is almost tota'ly dependent upon 

one non-renewable resource: petroleum. 

OPEC's primary purpose is found to be the increase in 

the control by its members over their domestic and 
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international affairs. By its members increasing their 

economic leverage on the international petroleum market, 

OPEC has been able to increase the power of its individual 

members and so facilitate their development. The increase 

of control by the OPEC member states is assumed by them to 

be a necessary prerequisite for the economic development of 

their countries. 
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PREFACE 

There were many reasons for the selection of OPEC 

as a topic for this dissertation. Foremost among those 

reasons was the fact that it provided a very suitable topic 

for the application of the concept of a subordinate system 

to an intergovernmental organization. Theoretically, this 

was important. While the concept of a subordinate system 

has frequently been applied to the analysis ofgeographic 

regionsi it has seldom been applied in the analysis of 

organizations which are not confined t0 a particular 

geographic area. OPEC, an intergovernmental organization 

with members on three continents, appeared to be ideally 

suited for such an effort. 

Additionally, there was the consideration that 

OPEC is an organization of considerable importance to the 

world. It is especially important to both petroleum 

producers and petroleum consumers outside, of OPEC. This 

consideration provided the advantage that the dissertation 

might have some beneficial practical value in addition to 

its theoretical merit. 

A third reason for the selection of this 

particular topic w'as concern by the author that economic 

analysis alone was not sufficient to explain the behavior 
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of OPEC as an organization. This was coupled with the 

possibility that OPEC was, in reality, far more of a 

political organization than an economic one. It is 

composed solely of sovereign states. This fact indicated 

that analysis based upon international relations theory 

would provide relevant insights into the organization.. The 

inclination to adopt this approach was bolstered by tne 

obvious failure of purely economic analyses to obtain 

adequate predictive results when applied to OPEC. 

Also, the 

appealing because 

choice of this particular topic was 

it provided the opportunity for a study 

which would, cut across existing, and somewhat artificial, 

Lines which delineate and separate the social sciences. 

This was appealing. It also had, the advantage of being 

consistent with recent developments in political science 

where the sub -field of political economy has gained 

additional prominance in recent years. 



CHAPTER ONE 

INTRODUCTION AND OVERVIEW 

INIQQUIIQ 

September 1985 was the twenty—fifth anniversary ,:)f the 

founding of OPEC, the organization of the Petroleum Exporting 

Countries. It has achieved during its existence an importance in 

world affairs matched by few other organizations, especially 

organizations composed entirely of developing and otherwise 

relatively unimportant countries. Several additional facts about 

OPEC testify to it being a topic worthy of investigation. 

First, those countries which are members of OPEC are highly 

disparate. What forces brought them together? More importantly, 

what factors have been important in maintaining their membership 

in OPEC? This latter point assumes greater significance ihen it 

is realized that OPEC was relatively unsuccessful in achieving 

its aims during the first decade of its existence, and also more 

recently two of its more important members, Iran and Iraq, have 

been engaged in a brutal and costly war with each other. 

Second.. OPEC is widely referred to by most writers as being 

a cartel. Yetp proof of this contention appears to be lacking. 

If it is a cartel how has it managed to avoid the instability 

which is assumed to be inherent in cartels, both in terms of 

economic theory and also when judged by the experiences of other 
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cartels? Can, in fact, a cartel be composed of sovereign states 

as opposed to private firms as economic theory assumes? If it 

can, wilt, there be divergences in behavior from a cartel whose 

membership is composed of firms? 

Third, most of the academic investigations of OPEC have been 

undertaken by economists. Few investigations have been done by 

researchers in other disciplines. Given the composition of 

OPEC's membership one would anticipate, a priori, that political 

elements would be of considerable significance in affecting the 

behavior and performance of OPEC. 

This dissertation is designed to investigate OPEC with the 

emphasis being placed upon the three aspects mentioned above. 

Its purpose is to investigate OPEC from points of view which have 

heretofore been largely neglected or overlooked, specifically 

political factors. Such an investigation wilifurther our 

knowledge and understandingo both theoretically and practically, 

of an organization which has played a major role in global 

activities during the past quarter century and which is likely to 

continue to do so in the future. 

Ihl IDgir. Qfjg 

Over the last twenty—six years OPEC has established 

itself as a successful intergovernmental organization dominating 

a major international market of a crucially important resource, 

petroleum. It is often characterized as a cartel. Maurice 
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Adelman, economist and expert on the energy industry has referred 

to OPEC as "the greatest monopoly in history."(l) If OPEC is a 

cartel it is not the first. There have been successful 

international cartels before. None of those previously existing 

cartels ever had the political and economic impact which OPEC has 

achieved. The success of OPEC has served to spur numerous 

investigations into the possibility of cartels in the markets of 

other commodities. Among non-renewable resources alone there 

have been investigations into the possibilities of cartels within 

such resource areas as: manganese,(2) nicket,(3) cobalt,(4) 

bauxite.-(5) tin.-(6) and copper.(7) Nor have such investigations 

been limited to non-renewable resources,(S) 

Given the importance of OPEC on the international scene and 

the possibility that attempts may well be made to emulate it in 

other commodity markets the question of the nature of the 

requisite factors for its success has become important. This is 

so despite the fact that opinions vary regarding the 

possibilities for the success of such endeavors in other markets 

and about OPEC's long term prospects as well.(9) 

The importance of OPEC has given rise to a large volume of 

literature, both in the popular and academic press, regarding it 

and the possibilities of cartels in other markets. For example. 

P.L. Eckbo reviewed the literature covering 51 international 

cartel agreements in 18 industries.(1O) These studies however, 

have not answered the question of whether OPEC's success should 
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be considered an exception, and one that would be difficult to 

repeat in other markets, or whether it is an example which can be 

successfully emulated by othe rs. S. D. Krasner(11) and 

I. Smart(12) argue that OPEC is exceptional white 

C. F. Bergsten(13) and Z. Mikdashi(14) argue that it provides an 

example for others to follow. 

Most of the literature to the present time relates primarily 

to economic aspects of OPEC, and, 'more specifically to cartels. 

The present study, is not about cartels per se. Its goal is to 

attempt to gain a better analytical understanding of OPEC's 

success by focusing upon political factors. While the economic 

factors cannot be excluded, since they determine many of the 

major parameters within which OPEC operates, they will not be the 

focus of the study. That is why this study is entitled OPEC, A 

Political Analysis. 

The problem which this study addresses is to explain 

the longevity and cohesion of OPEC during its first two decades 

of existence. How is it that OPEC has managed to survive for so 

long when it is composed of such disparate members, all of whom 

are underdeveloped? Because OPEC is an intergovernmental 

organization an assumption incorporated into the analysis is that 

its longevity and cohesion are better explained when it is 

analysed as a political organization, rather than an economic' 

organization. This study may be described as an analysis of an 

intergovernmental political organization of developing countries 
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operating in an international market for nonrenewable resources. 

Specificatly, the hypothesis employed in this work is that OPEC's 

primary function was to assist its member countries gain greater 

control over their primary resource, petroleum, so that they 

could then exercise a larger measure of control over their own 

states's affairs, both domestically and internationally. Given 

this definition of the study it is important to discuss why the 

topic has been defined as it has. 

The decision to focus upon an organization concerned with a 

nonrenewable resource rather than resources generally was based 

upon the special characteristics of nonrenewable resources. 

Nonrenewable resources, as the term is used in this study, has 

two major attributes. First, a nonrenewable resource is defined 

as a resource that is depletable, which cannot be replenished. 

Depletable is used to refer to a resource for which the initial 

finite stock is ultimately entirely depleted by its usage. 

Second, it is subject to increasing costs. This term is used to 

describe a resource whose extraction. costs increase as production 

increases. As the resource is extracted the process of 

extractions moves from those sources which are relatively 

inexpensive to those which are relatively more expensive. The 

increase in costs may be caused by the necessity of exploring in 

more remote areas, of transporting the product over longer 

distances..- of producing from smaller pools of oil, etc.. 
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Two further attributes must also be considered. Given the 

definitions used, the framework lends itself to and implies, a 

dynamic analytical framework much more than would be the case 

with renewable resources. The opportunity cost of extracting an 

additional unit of oil, under any type of market structure, 

-depends upon how its extraction may increase the cost of future 

units being extracted along a given production schedule. It also 

depends upon how extraction may accelerate the time at which the 

resource is exhausted. The future—based opportunity costs may 

dominate the current costs.(15) When the dynamic element Is 

included within the analysis of OPEC's power, especially its 

market power, the analysis becomes more involved than for a 

renewable resource based organization. This is because the 

impact of the organization on price cannot be measured as price 

minus the out—of—pocket marginal cost. Neithercan it be 

measured as' price minus the more involved opportunity cost. To 

the extent that OPEC has had any effect upon price its -effect 

must be measured as price minus what the opportunity cost would 

have been in a purely competitive market. This difference would 

not be constant. Rather it would constantly be changing over 

time because the two different market structures would deplete 

the resource stock at different rates. 

Lastly, the market for nonrenewable resources imp!lies, 

without the necessity of any form of fornal organization such as 

OPEC, a constraint upon the entry of new producers. This is 
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because there is only a fixed quantity of the resource or -at 

least, of given grades or qualities of the resource. This is 

premised upon the assumption that the number of deposits of the 

resource are relatively small and that most of them are now known 

to the existing producers. As a result, ceteris paribus, a 

profitable market would not be expected to entice new entrants in 

the nonrenewable resource industry as wout.d be the case with 

profitable markets for other commodities. 

As a result any analysis of OPEC which failed to take into 

account the special features of the nonrenewable resources market 

would be of little value in understanding the primary forces 

motivating and constraining the behavior of OPEC. 

A further reason for the selection of this topic is the 

crucial and unique importance of energy dependence to our present 

civi,lization and the world economy. It is impossible to imagine 

our presentcivilization surviving withojt machine 

transportation, mechanization, electricity, etc. These are all 

highly dependent upon petroleum which in this study includes gas, 

and liquidified natural gas. Foor this reason petroleum is more 

important than other non—renewable resources. While OPEC, 

countries derive benefits from selling the commodity, the 

developed nations derive considerable wealth from the processing 

and utilization of the commodity. 

Not only is petroleum currentLy important, its 

importance has risen rapidly oduring the present century. In 
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1925 coat accounted for 81 per cent of the world's primary energy 

consumption. In 1985 it accounted for slightly more than 30 per 

cent while oil represented nearly 38 per cent. Table I-i 

presents a breakdown of the world's primary energy consumption by 

type for selected years. 

TABLE I-i 

PRIMARY ENERGY CONSUMPTION BY TYPE -- SELECTED YEARS 

(Billion barrels of oil equivalent) 

1973 1977 1981, 1985 

Oil 
Gas 
Coat 
Hydro 
Nuclear 

20.5 
7.8 

12.2 
2.4 
0.4 

21.9 
8.6 
13.4 
2.7 
1.0 

21.3 
9.8 

14.7 
3.2 
1.5 

20.6 
10.9 
16.7 
3.7 
2.5 

Source: BP, 

iti.u! aeuivd Q.L WQC.L 
and OPEC, 

fatil a 
(Vienna: IOEC, 1986), Table 3. 

!hite,as indicated above, most observers have assumed 

that OPEC is a cartel, it is important to inquire to what extent 

the same factors which would operate to either strengthen or 

weaken it as a cartel are also operative if it is not a cartel. 

And, if it is not a cartel do those factors operate in the same 

manner and with the same strength? Certainty one factor 

important to the success of a cartel is its relative size. It is 

important to note that OPEC is highly restrictive with respect to 

its membership requirements. (16) 
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P. L. Eckbo, based upon his study of 51 international 

cartels.. (17) concluded that four factors were most important to 

what he called efficient, i.e., successful, cartels. The four 

factors were: (1) high concentration of production, (2) 

inelastic demands, (3) lack of government involvement, and (4) 

operating cost advantages by at least some of the members of the 

cartel. Other factors which are potentially important are: (1) 

firm control of distribution channels, (2) lack of high buyer 

concentration, (3) the manner.in which production and profits 

were allocated among cartel members. With respect to OPEC Eckbo 

stated: 

The present day OPEC agreement has many of the 
characteristics found in the earlier cartels that 
were successful for limited time periods in other 
industries. The demands for final product are 
inelastic, and there are few short term 
substitutes for this product. Concentration 
within the cartel is substantial, and OPEC itself 
as an organization supplies about 90% of the 
total flow in international trade., The Arab part 
of OPEC supplies 54% atone of the total 
international flow. There are substantia.l cost 
differences among firms, with the Persian Gulf 
states having significant cost advantages and 
significantly greater capacity than the "fringe" 
of Southeast Asian, East African and South 
Ameri can countries. 

He also identified a source of considerable potential 

weakness: 

The primary source of breakdown of price controls 
would likely be the significant additions of 
supply from either the fringe of OPEC members, or 
the non-member countries (in this case, the North 
Sea countries, Canada, and the United States) 
which by self-supply reduce the demands placed on 
the tow cost Persian Gulf states. 
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In other words, decisions regarding output by producers t4ho were 

,not members of the cartel were identified as being crucial, to the 

success of a cartel. It would appear, at least initially, that 

cartel members who did not abide by the decisions regarding the 

volume of output of the cartel would have the same detrimental 

effect upon the viability of an organization such as OPEC. The 

likelihood of this being a real concern for OPEC is enhanced 

because of two factors. First, OPEC is an intergovernmental 

organization and the member countries preserve all of their 

sovereignty. Second, OPEC as an organization operates by 

concensus and takes action only when its members are unanimous 

regarding a particular course of action. 

If OPEC is a cartel a further question arises. This is. with 

respect to the participation of its own members in production 

decisions. R. A. Marshalta(20) found that the nunoer of 

countries sharing in cartel production cutbacks was a crucial 

factor in assessing OPEC's prospects,, Hisgoal was to predict 

cartel profit maximization over the economic lifetime of oil 

resources. Because of the partial or at times, total absence of 

participation by several "fringe" members of OPEC in OPEC 

production cutbacks(21) a major uncertainty is what subset of 

members should be included in the effective profit maximizing 

unit. If a subset of members were not sharing in the cutbacks, 

which in the case of OPEC are not formally alloëated, Marshalla 

concluded that it would seem to be altruism and not economic 
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rationality for the other members to support with their own 

production cutbacks, a price policy which maximized the entire 

group's profits and not just their own. While such behavior may 

not be consistent with the economists' assumptions of 

economically rational behavior, it may be consistent with other, 

political goats. This question will be explored further. 

There are two factors, which for OPEC are mutually 

interdependent. They may serve to explain the difficulty of 

explaining OPEC's behavior. Those factors are the Level of 

development of OPEC Member Countries and the fact that the member 

countries of OPEC are all highly dependent upon one nonrenewable 

resource. These two issues combine in the OPEC position 

regarding conservation. The failure of the developed countries 

to understand the position of OPEC regarding the conservation of 

member countries' petroleum stocks has frequently Led to 

misunderstanding. 

This misunderstanding is especially noticeable with respect 

to the United States. The American attitude is somewhat 

surprising in light of the fact that, as Fadhil J. Al—Chatabi has 

pointed out, "The United States of America is the oldest oil 

producing country in the world to adopt oil conservation 

practices with a view to economically and technically optimizing 

the use of its depletable and vital natural resource."(22) There 

is, however, a significant difference between the American 

historical experience and the current development process in 



which OPEC Member Countries now find themseLves. In the American 

experience, while oil was an important element in their 

developmental process, it did not have the same relative 

importance as does oil today for OPEC countries. Desoite the 

importance of petroLeum in the process of American development 

American economists do not seem to understand the attitude of 

conserving a natural resource for future generations which is so 

strongly held within OPEC. One reason may be that the American 

experience was some time ago. Another may be that its resource 

base was more widely diversified than it is among OPEC members. 

For whatever reason the dominant American view is that the 

economic results of today can serve as the basis for tomorrow's 

growth.(23) The clear implication of this viewpoint is that 

future generations can take care of themselves. What logicaL1y 

follows from this view is that OPEC is wrong to place such a high 

priority upon conservation of its petroleum resources. 

This different approach towards development has resulted in 

the United States imputing to OPEC motiveswhich OPEC asserts are 

entirely incorrect. More specifically, the developed countries 

see the OPEC conservation policies as being political. They see 

them as a camouflage for economic policies designed to raise the 

price of oil by restricting the sup pLy of that commodity 

available. The developed countries also see the OPEC policy as 

being political in a further sense. It is seen to be a potential 

threat to the security of oil supplies. This is based uoon the 
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contention that OPEC's conservation policies would result in less 

predictable production policies. A further strand of the 

developed countries' contention is that the OPEC conservation 

policies involve some interference with market forces and oecause 

of that interference would mean less reliability of supplies than 

would be the case if market forces were unimpeded. (24) 

The underlying basic difference between the developed 

consuming countries and the OPEC producing countries is with 

respect to the perception of time, especially as it impinges upon 

development. For the producing countries the starting point is 

that petroleum is national capital and correlated to development 

efforts. There is a point of production which optimizes the 

relationship between oil production and development. That 

optimal point should not normally be exceeded since to do so 

would represent a wastage of national capital. 

The position taken by the OPEC producing countries rests 

squarely upon the fact that petroleum is a nonrenewable resource. 

It is not possible to renew the oil which is depleted except by 

expensive exploration. The chances of success Df such 

exploratory ventures are not assured, but are highly problematic, 

or through processes of enhanced recovery which are also highly 

expensive. They also start with a recognition of the fact that 

sustained development is a long run goal. It implies major 

structural transformations which will take longer than one 

generation to complete. Such transformation efforts require 
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active participation by government. The essence of this position 

was summarized by Al-Chalabi when he stated that, "...future 

welfare is not necessarily, secured by maximizing present welfare 

if this latter is based on the economic rent of a short-lived 

natural capital ."(25) 

The different perceptions of time are not the only 

perceptual differences. The OPEC countries, especially those of 

the Gulf region, tend to lack the wealth of human resources which 

the western developed countries had for their development 

process. This relative paucity of human resources has resulted 

in the lower level of technological inovation found in the Gulf 

st ates than in the industrialized states. In these latter 

countriesoil serves as a base in a dynamic process of growth. 

This is in contrast to the oil producing countries where cit 

serves as the base for development. It is, at the present time, 

the only factor upon which the necessary structural changes can 

be based. Because of the necessity of relying upon oil for 

structural changes necessary for the foundation of deveLopment, 

it cannot usually be used simultaneously to create new sources of 

income as it is in the consuming countries. This in turn 

necessitates viewing oil over a proportionate1y longer time span 

than in the industrialized countries. 

The result is that oil depletion can onlyy, be justified when 

there is a growth in a different type of national capital, one 

that is income producing, by an equal or greater amoit. To 
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produce oil beyond this equalibrium point amounts to wasting a 

country's capital. Given the increasing demand for oil and its 

nearly constant supply, this would aiount to wasting capital 

which appreciates over time while in the ground. The paper 

wealth which is produced by the extraction of oil depreciates 

over time. The force of the conservationist views is further 

supported by the fact that the depletion rates of oil in the OPEC 

countries are the highest in the world. 

As a result of these considerations Al—Chalabi reached two 

conclusions. The first was: 

For producers conservation has, therefore, 
nothing to do with stepping up oil prices, in 
spite of the fact that ideas on production 
programming have -,been under discussion in OPEC 
for a long time, but only as a tool to preserve 
the price structure at a certain level.(26) 

His second conclusion was that, 

Conservation policies have likewise no 
relationship whatsoever with the problem of 
security of oil supplies, although this problem 
is looked at by the producers as an integral part 
of an overall package for development that may 
eventually emerge from an international 
dia logue.(27) 

Ib.MIMLarzhio Q1 QEE 

The original membership of OPEC was five countries: 

Iran, Iraq, Kuwait, Saudi Arabia, and Venezuela. Its current 

membership is thirteen countries. The requirements for 

membership are stated in the OPEC Statutes. They are that, 

"...any country with a substantial net export of crude petroleum, 
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which has fundamentally similar interests to those of Member 

Countries, may become a Full Member of the Organization, if 

accepted by a majority of three—fourths of Full Members, 

including the concurrent vote of all Founder Members."(23) From 

a political perspective, what is most striking is the diversity 

of the countries which are members. This diversity pertains not 

simply to one factors but to many. 

There is widespread geographical diversity. Two countries, 

Venezuela and Ecuador are in South America. Two countries, 

Indonesia and Iran are in Asia. Two countries are located in 

sub—sahara Africa. These are Nigeria and Gabon,while Libya and 

Algeria are in North Africa. The re'naining countries, Iraq, 

Kuwait, Saudi Arabia# Qatar, and theUnited Arab Emirates are in 

the Middle East. While the geographic diversity has increased as 

more count'ries have become members, the original five member 

countries included Venezuela in South America as well as four 

countries bordering the Gulf. 

The size of the population of Member countries varies over a 

wide range.(29) Qatar.is the smallest with a population of only 

280,000. Indonesia has the largest population with 155 .. 310,000 

people. Thus Indonesia's population is more than 550 times 

larger than that of Qatar. OPEC countries have a total 

population of nearly 368 million, but more than half of that 

total is to be found in the two countries of Indonesia and 

Nigeria. That the majority of member countries have very small 
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populations is iLlustrated by the fact that the Population of the 

eight smallest just exceeds ten per cent of the total population 

of the OPEC countries. 

The area of the Member Countries is also diverse.(30) 

Again, the smallest is Qatar with 11,000 square kilometers, while 

Algeria is the largest, having an area of 2,382,000 square 

kilometers, or 216 times larger than Qatar. As with population, 

the size of the Member Countries is quite unequal. The average 

size of a Member Country is 983,385 square kilometers. Nigeria 

most closely approaches this average figure. 

The density of inhabitants per square kilometer is also 

diverse. The average density is 28.3 inhabitants per square 

kilometer. However, the range is from a low of 1.9 in Libya to a 

high of 101.3 in Nigeria. Three countries, Iran, Iraq, and 

Qatar, are very close to the average density. 

Another factor which illustrates the widespread diversity 

among OPEC members is GNP per capita.(31) The annual average 

among all thirteen countries is $1,681 per capita.(32) This 

ranges from a high of $28,929 for Qatar to a low of $502 for 

Indonesia. Thus the annual average per capita GNP for Qatar is 

56 times higher than that for Indonesia. However, this 

distribution is greatly affected by Indonesia and Nigeria, the 

two countries with the largest population and also the lowest GNP 

per capita. 
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One area where OPEC Member Countries do not show the same 

degree of diversity as in the previously mentioned areas is that 

of religion. The majority of countries within OPEC have Muslim 

populations exceeding 85 per cent. Those countries are: Algeria 

(97), Indonesia (90), Iran (96), Iraq (95), Kuwait (96), Libya 

(98)j, Qatar (99), Saudi Arabia (99), and the United Arab Emirates 

(92)..(33) Nigeria has a population which is 47 per cent Muslim 

while Gabon's Muslim population is estimated to be one per cent. 

The two South American countries, Ecuador and Venezuela do not 

have a Muslim population of any statistical significance.(34) 

Their population is largely Roman Catholic Christian. 

The relevance of , religion to OPEC policies is highly 

questionable. Certainty some writers have assumed a direct 

relationship. Daniel Pipes, for example, has argued that, "OPEC 

policy was tantamount to decisions made by Muslims, its power was 

Muslim power."(35) He has then gone on to argue that the rise of 

Islamic fundamentalism had as its basic causal element the 

increase in oil wealth of the Islamic countries. Such a causal 

relationship does not appear to be supported by the evidence.(36) 

If one examines the value of oil exports of the OPEC Member. 

Countries for the period 1963-1983, several interesting points 

emerge. First, in 1963 when OPEC was formed, Venezuela was the 

country with the largest exports. Second, not only was it the 

largest, it was considerably so. The value of its petroleum 



19 

exports was more than double those of of the second largest 

exporter, Kuwait. This provides some insight as to the urgency 

felt by Venezuela to establish close working relationships with 

the Gulf countries. Third, in that same year Saudi Arabia, which 

we now tend to automatically think of as being the largest oil 

producer, ranked third. Its exports were only 46 per cent of 

those of Venezuela. Of -the five original Founding Members of 

OPEC Venezuela's petroleum exports amounted to 35 per cent of the 

total in 1963. Fourth, the five Founding Members were not the 

five largest exporters of oil in 1963. Algeria was the fifth 

Largestp but it did not join until 1969. On the other hand, 

Iraq, a Founding Member, was only the seventh largest exporter of 

petroleum. 

Comparing the countries by their rank position of exports in 

1963 and 1983 several interesting developments are clear. 

Venezuela had dropped to the fourth largest exporter by 1983 and 

was replaced by Saudi Arabia as the largest exporter. Indonesia, 

which was sixth in 1963 had risen to second by 1983. Kuwait, 

which in 1963 was second had fallen to seventh by 1983. Iraq had 

fallen from seventh to tenth position, although this is largely 

attributable to its war with Iran. By far the greatest change 

was that of the United Arab Emirates. In 1963 it had ranked 

thirteenth, or last. BY 1983 it held fifth position. 

Not only has there been significant movement over time in 

the export ranking of the OPEC members, there is also 
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considerable diversity with respect to the size of exports. In 

1983 for example,. Gabon's exports were $1,753 million dollars as 

compared with Saudi Arabia's $47,815 million. Taking only one 

year's data, especially for Saudi Arabia, masks the large changes 

from year to year. For example, Saudi Arabia's exports in 1983 

of $47,815 million were only 42 per cent of 

$113,418 million.(37) 

its 1981 exports of 

Qgcj 

Chapter Two, OPEC--Creation and Early Years, is an overview 

and analysis of the elements which led to the creation of OPEC 

and impinged upon its first decade of existence. In addition to 

the individuals and the actions of themultinational oil firms, 

the most important element leading towards the formation of OPEC 

was the Arab League. Its activities as a precurser of OPEC are 

examined. 

The Chapter then turns to the immediate causes of the 

creation of OPEC and its formative meeting. At the original 

meeting of OPEC a number of resolutions were passed establishing 

the purposes of OPEC. These are analysed. One of the major 

goals of the new organization was to gain greater control over 

the natural resources of the member states. That goal is termed 

participation. The early efforts of increasing the level of 

participation is analysed. 
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The earLy years of OPEC 'were largely devoid of major 

accomplishments with respect to the achievement of its stated 

goals. It was a period of preparation and development. It was 

also a period of an excess supply of petroleum on the 

international oil market. There was little that the new 

organization could do to accomplish its goals in such an economic 

situation. That situation changed rapidly and fundamentally in 

the early 1970s. 

Chapter Three, Gathering the Fruits, analyses the activities 

of OPEC during the early years of its second decade. It was a 

period'in which it was able to benefit from the foundation which 

had been carefully developed during its initial decade. As the 

international petroleum market changed from one of surplus to 

relative scarcity OPEC was increasingly able to..e1xercise its 

strength. The initial location of the response to the changed 

conditions took place in what most observers considered the most 

unlikely place, Libya. 

Following an examination of the events in Libya, the efforts 

to build upon the success of the Tripoli agreement are analysed. 

These include the Tehran agreement and the resulting near split 

among the members of OPEC. Even as OPEC 'succeeded in raising the 

nominal price of the oil it sold and the revenues which the 

member countries received, a new difficulty faced them. That was 

the problem of inflation. The concluding sections of Chapter 
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Three examine the problem of inflation and the efforts of OPEC 

members to stabilize their revenues. 

As OPEC sought to achieve its goals, it pondered the use of 

oil as a political weapon. Chapter Four, The Politicalizatjon of 

Oil, examines the development of the concept of oit as a 

political weapon and its use by OAPEC in 1973. 

Chapter Five, The History and Structure of OPEC, has three 

purposes. First, it provides a brief overall history of the 

organization.. This is intended to be a larger context into which 

the specific events analysed in the preceeding three chapters can 

be placed. Second, it examines in some detail the organizational 

structure of OPEC as an organization. These sections focus on 

the mechanisms through which decisions are arrived at within 

OPEC. Lastly, the chapter examines some elements of the OPEC 

structure which may be termed secondary. These include OPECNA, 

the OPEC News Agency, the OPEC Fund for International 

Development, and how the giving of aid is seen within the OPEC 

context. 

The most common assertion about OPEC is that it is a 

cartel. Chapter 6 is devoted to an investigation of what a 

cartel is and is not. The answer to this question has important 

ramifications of both a theoretical and practical nature. It 

also explores possible political reasons for governments 

referring to OPEC as a cartel other than purely definitional 

ones. One of these reasons is that the term cartel has a very 
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definite, and very strong, pejorative connotation, especially in 

the United States. 

The. general lack , of accurate information about OPEC, its 

history, membership, and the actions it has taken and not taken, 

provide ample opportunity for both its supporters and detractors 

to create myths regard'ing it. Some of the myths concerning OPEC 

are examined in the latter part of the chapter. These myths are 

important because they are an indication of individuals' 

perception of the organization. Those perceptions frequently 

provide the basis upon which decisions are based. 

Chapter 7 is concerned with the literature relevant to OPEC, 

analysing three leading theoretical explanations of OPEC's 

behavior. The three theoretical models are those of 

M.A. Adelman, Oavid J. Teece, and Theodore Moran. They were 

selected because they are broadly representative of the 

literature attempting to analyse OPEC. The order in which they 

are treated and analysed procedes from the purely economic 

approach of Adelman to Moran's, which is still largely  economic, 

but with the inclusion of political factors. The conclusion of 

our analysis in this chapter is that the models examined are 

inadequate as a basis for a complete understanding of OPEC. 

In Chapter 8 a theoretical framework is developed 1ihich is 

intended to explain the behavior of OPEC. That framework treats 

OPEC as an intergovernmental organizations a subordinate system 

within an international relations framework, 
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Chapter 9 is devoted to testing the theoretical framework 

which was developed in the previous chapter. Its focus is on the 

five 'states which were identified as composing the OPEC core. 

Primary consideration is given to an' evaluation Df the , 

'cohesiveness of the core states. A tentative evaluation of the 

future of OPEC concludes the chapter. 

Chapter 10 is the conclusion. 'In it the major conclusions, 

and the implications of those conclusions are presented, along 

with areas which have been identified as desireable areas for 

future research. 
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CHAPTER TWO 

OPEC -- CREATION AND EARLY YEARS 

OPEC was officially founded in Baghdad, Iraq at a 

meeting held 'September 10-14, 1960. The meeting was 

attended by representatives of the governments of Iran, 

Iraq, Kuwait, Saudi Arabia, and Venezuela. Of the five 

founding countries three were Arab: Iraq, Kuwait, and 

Saudi Arabia. The remaining two founding countries, Iran 

and Venezuela, were non-Arab. This ethnic composition is 

important to note because of the widely held perception 

noted earlier that OPEC is synonymous with Arab. The 

extent of the incorrect perception becomes even clearer 

when one, examines.the events preceeding the formation of 

OPEC.' 

Venezuela may correctly be accorded the designation of 

having provided the prime impetus among those countries 

which eventually formed OPEC. These efforts were the 

results of the importance of Venezuela as an oil producing 

country and also of the efforts of one particular 

individual. That individual was the Venezuelan Juan Pablo 

Perez Alfonzo. Venezuela's efforts began as early as 1947 

when he inaugerated contacts which the Iranian mission in 

Washington, D.C. This first approach was made at the time 

28 
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of the negotiations between Iran and the Anglo—Iranian Oil 

Company. Two years later in 1949 those initial contacts 

were followed by the visit of an official Venezuelan 

delegation to Middle Eastern oil producing countries. (1) 

At that time the Venezuelan delegation extended invitations 

to the countries it visited to pay a return visit to 

Venezuela in the summer. of 1951. ( 2) 

It is often forgotten today how relatively important 

Venezuela was in the period before the creation of OPEC and 

during OPEC's early years. By 1938 Venezuela had become 

the world's third largest producer of crude petroleum. Its 

production was exceeded at that time only by the United 

States and the Soviet Union. In terms of exports, 

Venezuela was the world's largest exporter of petroleum in 

that year. At that time its production was 515,000 barrels 

a day as compared to the production of the Middle East 

which was then 475,000 barrels a day. By 1950 Venezuela 

produced 1.5 million barrels a day of crude oil compared to 

1.9 million barrels a day produced by the other future 

members of OPEC. In 1960 Venezuela produced 2.9 million 

barrets a day with other OPEC members producing 5.9 million 

barrels a day. By 1970 the figures were 3.7 for Venezuela 

and 19.4 for the other OPEC members. ( 3) 

The reasons for the Venezuelan actions were not 

totally altruistic. It had become aware of, and concerned 
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by, the growing competition from Middle Eastern oil. One 

of the reasons for the effective competition from the 

Middle East was that tax-paid costs were much lower in that 

region than in Venezuela. Another reason was that the 

major oil companies had undertaken a program designed to 

equalize the price of crude oil on the U.S. east coast, 

regardless of its point of origin. This was accompLished 

in 1949. It rendered a boycott of the Venezuelan crude and 

its repLacement by Middle Eastern crude possible. Such a 

possibility posed a direct threat to the financial 

viability of Venezuela. It was heavily dependent upon oil, 

revenues. These represented 35 per cent of its total tax 

revenues in 1938 and had risen to 65 per cent by 1946. 

Nationalization of the petroleum industry in Venezuela was 

not a viable alternative. Romuto Betancourt, President of 

Venezuela during the 1958-1964 period, noted with respect 

to the alternatives which Venezuela faced in 1949 that, 

"Oil was the thread we were hanging on by." According to 

Perez Alfonzo it was not the purpose at that time to 

attempt to create an organization which was designed to 

confront the international oi I companies. Rather, what was 

envisaged was "...an 'entente', an 'arrangement' between a 

few producing nations, to establish Links of solidarity 

between them, reduce the oil companies' capacity for 
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manoeuvring and prevent them from playing one country off 

against one another." ( 4) 

Venezuelan efforts had as their purpose 

convincing the Middle Eastern oil producing countries to 

raise the fiscal charges which they then imposed upon 

concessionary companies. Following the visit to the Middle 

East of its delegation Venezuela provided governments in 

that area with information pertaining to the international 

petroleum market which proved to be helpful. The essential 

point which the Venezuelan delegation wished to make was 

that there existed an alternative to increased production 

as a method of increasing revenues. That method was 

taxation. As a result of that assistance, Saudi Arabia 

changed its method, and the level, of payments to the Saudi 

Government by oil companies was increased in December 1950, 

The exchanges between Venezuela and the Middle Eastern 

oil exporting countries were initially informal. On June 

29, 1953 the first formal agreement of cooperation between 

oil, exporting countries was concluded. It was between 

Saudi Arabia and Iraq. That agreement provided for two 

things: (1) the excha'nge of information regarding oil, and 

(2) periodic meetings to discuss the price of petroleum. 

At least one writer has suggested that the primary stimulus 

to the Iraq—Saudi Arabia agreement was the events which 

followed the nationalization of the Iranian oil industry. 
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(5) One result of that nationalization was that Iranian 

oil exports almost ceased in the period between May 1951 to 

October 1954. Iraq and Saudi Arabia were concerned that 

they might suffer the same treatment. They therefore 

wished to explore ways of improving their negotiating 

position with the major oil firms. 

While the Iranian situation may well have provided the 

backdrop to the agreement, the purpose of the agreement was 

clear. That purpose was to begin a process aimed at 

including best—term clauses in the contracts the two 

countries had with the oil companies. The •purpose of the 

best—term clauses was to obtain terms in a contract which 

had atready been negotiated which were equal to the best 

terms which had been negotiated elsewhere. The method most 

commonly used was to include within contracts a clause 

which permitted the oil producing governments to ask their 

concessionaires to meet to discuss a revision of an 

existing contract if other countries had been successful in 

obtaining more favourable terms. 

The successful use of such a clause obviously depended 

upon having detailed knowledge about the contracts other 

countries had negotiated. Twice during the 1950s the Iraqi 

government was able to use such a clause, oased upon 

information it received from Saudi Arabia as a result of 

the 1953 agreements to obtain more favourable returns from 



33 

the oil companies. These occurrances were in 1956 and 

1958. ( 6) 

The inclusion of beat—term clauses in contracts did 

not automatically result in favourable outcomes for the oil 

producing countries. The clauses only required the oil 

companies to discuss possible alterations to existing 

contracts.. They were under no obligation to change the 

contracts according to the desires of the countries. 

Naturally, the oil companies would have considerable 

hesitation in agreeing to such proposed changes. They 

wanted to protect their profits. A concession by one firm 

in one country would increase the pressure on other firms 

in other countries to do likewise. The result would be a 

general lowering of oil company profits throughout the 

industry. - 

There also occurred in the mid-1950s another 

event which had a considerable stimulative effect upon the 

creation of OPEC. That event was the nationalization of 

the Suez Canal by Nasser. With respect to that event Perez 

Alfonzo wrote the following: 

The closing of the Suez Canal was an 
event of extreme importance. The Egyptian 
government demonstrated to the weaker 
nations and to the developing countries 
that now things were different from the 
time when every defence against the strong 
developed nations was useless. In addition 
to demonstrating a greater solidarity which 
would limit manifest inequities, the Suez 
crisis served as an example that the 
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developing countries also have the skill 
and administrative capacity needed for 
managing such great enterprises as the Suez 
Canal. ( 7) 

For Pierre Terzian the implication of Perez Atfonzo's 

statement was clear. "...Suez cured the oil—producing 

nations of the 'Iranian complex'. Nasser's victory 

completely overshadowed Mossadegh's defeat. 

now possible again." ( 8) 

Ih Laaaue 

Everything was 

Cooperation among Arab states had preceeded 

the Venezuelan initiatives within a more encompassing and 

broader framework. That framework was the Arab League. 

The basis for the Arab League *was the Alexandria Protocol 

which was signed oh October 7, 1944. The formal 

inauguration of the League was on March 22, 1945. It was 

signed by the heads of the Arab countries which were then 

independent. They were: Egypt, Iraq, Lebanon, Saudi 

Arabia, Syria, Transjordan, and Yeman. Palestine was 

present, but since it was still a British mandate, did not 

sign. 

According to Article Two of the Arab League's founding 

document, its objectives were primarily defensive in 

nature. 
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The League has as its purpose the 
strengthening of the relations between the 
member states; the co-ordination of their 
policies in order to achieve co-operation 
between them and to safeguard their 
independence and sovereignty; and a general 
concern with the affairs and interests of 
the Arab countries. ( 9) 

The League is important in understanding OPEC for two 

reasons. First, it established the precedent for 

cooperation among Arab states. Second, and perhaps more 

importantly in terms of understanding the structure and 

functioning of OPEC, it established an organizational 

framework for cooperation which could later serve as an 

example. The Arab League recognized the sovereignty of the 

member countries. It did -not seek to limit that 

sovereignty. It had a governing body which relied upon 

various committees to provide the information necessary for 

the issues being discussed. Each member country had one 

vote and the actions of the League were binding only upon 

those countries which agreed with them. There was no 

mechanism of compulsion to force member sta,tes to adhere to 

the resolution of the League. 

Wilfred Kndapp has suggested that "the core of the 

Pact lay in the anxieties of the Arab states over the 

Jewish question". (10) 

While that issue may have been present at the time of the 

founding, and have become the League's most prominent cause 
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Later.. it was not necessarily the primary reason for the 

founding of the Arab League. The concern of the Arab 

states caused by the creation and behavior of Israel was, 

however, the reason for the creation of the Joint Defense 

and Economic Co-operation Treaty signed on June 17, 1950. 

This was more than five years after the formation of the 

Arab League. 

The original members of the Joint Defense and Economic 

Co-operation Treaty were: Egypt, Lebanon, Saudi Arabia, 

Syria, and Yeman. (11) Th-e organization established by the 

Treaty was composed of two councils: (1) a Joint Defense 

Council, and (2) an Economic Council. The Economic Council, 

was able to use the services of the Arab League's Economic 

and Financial Affairs Committee. As the name of the Treaty 

implies,it was originally intended for defensive purposes, 

primarily defense against the new state of Israel. The 

economic aspects of the Treaty were intended to have a 

subsidiary rote to the military elements. The economic 

component was mentioned within the military context 

however. An example of this was the requirement of the 

Permanent Military Commission to "submit proposals for the 

exploitation of natural, agricultural, industrial, and 

other resources of all Contracting States in favour of the 

inter-Arab military effort and joint defense". (12) 
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That requirement certainly included oil, and it was to 

have some impact with respect to cooperation among the oil 

producing states which were also signatories to the Treaty. 

There were two dominant forces which led to the 

creation of the Arab League. The first was the strong 

desire among Arabs for greater unity. They sought to 

achieve this by using the Arab League and to approach their 

common problems on a multilateral basis. This effort 

achieved its first success on September 22, 1951 when the 

Arab League's Political Commission adopted a motion which 

catted upon that organization's General Secretariat to 

create a Committee of Arab Oil Experts. The stated purpose 

of this action was to improve the coordination of the oil 

boycott against Israel. It represented the first joint. 

action with respect to petroleum taken by Arab countries. 

The Committee of Arab Oil Experts was 

established. It was originally composed of representatives 

from five countries. (13) The original purpose of the 

committee was quickly broadened. In a recommendation dated 

July 9,, 1953 it recommended that the Arab League create a 

"Permanent Oil Bureau". The purpose of that new bureau was 

to be to "elaborate a general oil policy for the Arab 

countries". This recommendation thus reoresentated a 

significant broadening of the co—operation among Arab 

countries on oil matters. The oil boycott on Israel had 
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proven to be too narrow for the rapidly widening vision of 

the Arab countries. 

Nearly one year Laterp on June 17o 1954, the 

Secretary General of the Arab League nominated an Iraqi, 

Mohammad Salman, as the director of the new Permanent Oil 

Bureau. Following his recornrnendantjon, the League decided 

to hold an Arab Oil Congress in April 1959, Importantly, 

the League's recommendation was that both Iran and 

Venezuela were to be invited to attend and participate in 

that Congress, as were other countries which were 

"...facing the same problems as the Arab countries". This 

action represented an even further broadening. The Arab 

League wished to include within its deliberations on 

,petroleum problems all countries with similar petroleum 

problems, whether they were Arab or not. 

The second, was the British Government's desire 

to manipulate the Middle East for its own purposes. At the 

time of the First World War the British plan was to replace 

the Ottoman Empire with an Arab Kingdom. In British eyes 

the new Arab Kingdom would fulfill two objectives. It 

would serve to hinder, and hopefully prevent, any Russian 

expansion towards the Gulf. It would also serve to protect 

the Gulf itself. At that time the Gulf was important to 

the British both as a route to India and also as the locus 

of the largest and most accessible supply of oil. 
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Although one outcome of that War was the dismemberment 

of the Ottoman Empire, the dreams of Arab unity were 

frustrated. The division of the Arab homeland among the 

cotonial powers was contained in the peace settlement which 

concluded World War One. Not willing to antagonize either 

the Zionists or France, the British Government made no 

moves until events of the Second World War provided it with 

the necessary freedom of movement. 

In 1939 Britain sponsored a conference of Arab states 

to discuss Palestine. In so doing the precedent was 

estabtished for united Arab activity with the approval of 

the British. By 1941 because of the favorable progress of 

the War Britain was the dominant power in all of the Middte 

East except Saudi Arabia and Yeman. To further the British 

efforts at obtaining Arab friendship the British Foreign 

Secretary, Anthony Eden issued the following statement on 

May 29, 1941: 

The Arab World has made great strides since 
the settlement reached at the end of the 
last war, and many Arab thinkers desire for 
the Arab peoples a greater degree of unity 
than they now enjoy. In reaching out 
toward this unity, they hope for support. 
No such appeal from our friends should go 
unanswered. It seems to me both natural 
and right that the cultural and economic 
ties, too, should be strengthened. His 
Majesty's Government for their part will 
give their full support to any scheme that 
commands general approval. (14) 
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Until the end of the war the British policy had as one of 

its goals the uniting of the areas within the Fertile 

Crescent, namely, Iraq, Syria, Lebanon, Palestine, and 

Tr an s j or dan 

During the war there were two quite different 

responses to the British policy. The first was the 

proposal of the Prime Minister of Iraq, Nuri es—Said Pasha, 

in 1942. The essential element of his proposal called for 

the creation of a greater Syria to encompass Lebanon, 

Palestine, and Transjordan. This new greater Syria woui'd 

be associated with Iraq by a federative agreement. 

Nun's proposal was not accepted throughout the Arab 

world as Anthony Eden noted when he said that "no such 

scheme which commands general approval has yet been worked 

oat". (15) In fact, three different segments of the Arab 

world opposed Nun's scheme: (1) Egypt, (2) Lebanon and 

Syria, and (3) Saudi Arabia. (16) 

Shortly following Eden's statement the Prime Minister 

of Egypt, Nahas Pasha, put forward his own plan. Despite 

initial reservations to the Egyptian plan, Lebanon and 

Saudi Arabia were convinced to join the new organization. 

That new organization was the Arab League. Its main 

emphasis was on voluntary cooperation and consultation. 

Such cooperation and consultation was premised upon a 

respect for other systems of governments and the 
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sovereignty of each member state. These elements formed an 

important backdrop when, n.early sixteen years later, OPEC 

was created, - 

On January 12, 1959 Iraq sought to extend the 

previous developments even further. It proposed that the 

Arab League develop an agreement which had as its purpose 

the unification of the oil policies of the various 

countries in the region. While this effort was limited in 

scope to the members of the Arab League, it represented a 

significant development in the movement of the oil 

producing countries to adopt a common policy with regard to 

their most important natural resource, petroleum, and 

against the multinational oil firms which operated in their 

respective countries. 

The decisions taken by the Arab League had little 

effect upon the actions of the petroleum firms operating i 

the international petroleum market. Less than a month 

after the Iraqi proposal Shell reduced the price of 

Venezuelan oil by amounts varying between 5 and 15 cents 

per barrel. Within a week of the Shell action BP reduced 

the price of oil from Kuwait.. Iran, and Qatar by 18 cents 

per barrel. Disregarding the protests of the Venezuelan 

government, Shell announced on April 7P 1959 a further 

reduction of between 5 to 15 cents per barrel of Venezuelan 

crude. These price reductions brought the price of crude 
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oil in Venezuela and the Middle East to the levels which 

had existed in 1953. 

These reductions caused Perez Alfonzo to state 

that the goals which the Venezuelan delegation to the 

forthcoming conference in Cairo would be that, "We 

producers must try to find means of collaborating to avoH 

arbitrary fixing of prices." He also stated the need for 

the countries which produce oil to develop a "common 

front". (17) Despite the desire of Perez Alfonzo to shape 

OPEC so that it would allocate production, this was not 

done by OPEC until early in 1982. 

The first Arab Oil Congress was convened on April 

16, 1959. In its initial stages it was marked by political 

discord. Because the Congress was being held in Egypt, 

Iraq refused to attend. This refusal was a result of the 

conflict between Nasser of Egypt and Kassem of Iraq. After 

an initial furor the meeting quieted clown and proceeded in 

a businesslike manner with one exception. That exception 

was caused, not by an Arabo but by an American, Franck 

Hendryx, who was then a legal counsellor to the government 

of Saudi Arabia. He was also a close friend of Abdallah 

Tariki who was to become the first Saudi delegate to OPEC. 

The furor was caused by Hendryx's attack on the 

concessionary companies andalso by his analysis of 

national sovere ignt y. 



43 

Hendryx argued that if the concessionary 

companies were either unable or unwilling to explore the 

territory which the host countries had given to them, then 

they should withdraw and the host countries should find 

others who could do the job. With respect to the legal 

basis of national sovereignty, he contended that a host 

country which was acting to preserve the interests of its 

citizens could, because of that sovereignty, adopt legal 

and administrative measures running counter to the terms of 

existing contracts. He also stated that, "An oil—producing 

nation, by the law of civilized nations, may clearly in a 

proper case, mocify or eLiminate provisions of an existing 

petroleum concession which have become substantially 

contrary to the best interests of its citizens." (18) 

Hendryx's paper was titled "A Sovereign Nation's 

Legal Ability To Make and Abide by a Petroleum Concession 

Contract." His argument gained added stature because he 

had examined the law-of the United States, France, and 

Britain for precedents which the oil exporting countries 

could use for their own benefit. His search was 

successful. He concluded that there did exist in those 

three countries precedents for the unilateral alteration or 

nullification of parts or all of an oil concession by the 

oil—producing countries, either through legislation or 

administrative decree, "so long as their actions are taken 
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in good faith, that is, on behalf of a substantial public 

interest." (19) His arguments represented a dramatic 

challenge to the views of the oil companies with respect to 

the sanctity of oil concession agreements. 

M.S.. Daoudi and M.S. Dajani summarized the 

arguments of Hendryx as follows: 

...the author went on to claim that should 
it appear that other nations similarly 
situated obtained greater benefits for 
their citizens, a unilateral contract 
alteration "may become, in principle, 
mandatory"; that the "financial interest 
(of a nation) must be included in the 
ctassification of matter of vital interest 
to a nation's citizens"; and that 
regardless of "any previous contractual 
commitment by the State not to alter the 
terms of an agreement, or not to alter them 
except under certain conditions, (these 
provisions) would be unavailing to prevent 
later alterations of the contract." 
Hendryx emphasized that "the purpose for 
which governments exist, the service of 
their peoples, requires that on proper 
occasions those governments must be 
released from or be able to override their 
contractual obligations." In fact, Hendryx 
intimated, there is a "moral" obligation 
that this be done. When queried 
specifically during the conference as to 
whether this last statement applied to 
arbitration clauses usually found in 
concession agreements, Hendryx replied: "I 
realty did not consider this aspect of the 
(concession) agreement, but as the 
government has the right to cancel the 
agreement, then, I believe# it can also 
alter or cancel the arbitration clause." 
(20) 

Most importantly, although the companies 

expressed their disfavor with the viewpoints expressed by 
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Hendryx, they did not contradict the correctness of his 

arguments, "which merely stated established law." (21) 

Equally as important as the events taking place 

at the Congress were the discussions that were occurring 

among the delegates outside the Congress. The prime mover 

of these discussions was Perez Alfonzo, the head to the 

Venezuelan delegatiton to the Congress. Those discussions 

resulted in an informal and secret agreement among the 

heads of the delegations of the major oil producing 

countries which were in attendance at the Congress. 

Terz,an suggests that that agreement "...constituted the 

first seed of the creation of the Organization of Petroleum 

Exporting Countries". (22) This secret agreement has come 

to be known as the Maadi Pact after the location where th e 

private discussions were held. (23) The text of the 

agreement is as follows:' 

On the occasion of the First Arab 
Petroleum Congress., .held in Cairo during 
April 1959, Messrs. Juan P. Perez Alfonzo, 
of Venezuela. Farman Farmayan, of the 
Kingdom of Iran S. Nessim, of the United 
Arab Republic; Sheikh Abdullah Tariki, of 
the Kingdom of Saudi Arabia; Ahmed El—Sayed 
Omar, of the Emirate of Kuwait and Mohamed 
Salman, of the Arab Leagues carried out 
informal consul tat ions, 

In view of the powerful utility of 
the informal consultations that were 
carried out on this occasion, the 
aforementioned persons committed themselves 
to convey to their respective governments 
the idea of constituting, as soon as it 
could be possible, an Oil Consultation 
Commission which would-permit the 
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discussion of common problems so as to 
arrive at coincident conclusions. It was 
thought that the Consultation Commission 
should meet at least once every year, 
notwithstanding other meetings that, in 
request of one or more of the governments 
involved, would be considered convenient to 
hold due to the special circumstances that 
would motivate same. 

The problems that were discussed, 
and of which a general agreement was 
reached, were the following: 

1. Improvement of the oil 
producing countries participation on a 
reasonable aFnd equitable basis. 

The consensus of opinion was that 
said government should tend to at least a 
60-40 formula, to be on a par with the 
recent Venezuelan attitude and with the 
tendencies of the new contracts in other 
countries. It was suggested that taxes, 
preferably income taxes, should oe treated 
as separate elements of the participations, 
even when the final formula of 
participations should consider the total 
sum of the various elements that compose 
it. 

The general opinion was that the 
price structure should be insofar 
maintained, since prices are bound to 
influence the level of participation of the 
producing countries in the oil benefits. 
Therefore, it was also recommended that any 
change in prices should be discussed with 
preceder,c discussed with precedence in time 
and be approved by all parties concerned. 

2. Convenience of arriving at an 
integration of the oil industry. It was 
suggested that this integration could 
assure, stable markets to the producing 
countries avoiding transfers of gains from 
one phase of the operations to another, 
affecting the oil revenue of the 
governments. 

3. Convenience of increasing the 
refining capacity of the producing 
countries or of establishing an oil 
industry to maximize utilization or 
conservation of natural gas. 
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4. Establishment of National Oil 
Companies that would operate side by side 
with the existing private companies. 

5. Necessity of establishing in 
each country organisms to co—ordinate from 
a national point of view, the conservation, 
production and exploitation of petroleum. 
(24) 

Several months following the Congress Abdallah 

Tariki publicly supported coordination among the oil 

producing states for the purpose of stabilizing the price 

of oil. He stated: 

Production must match denand. We 
should not allow a surplus to build up in 
the market, and the producing countries 
ought to consult each other and agree on a 
joint policy in order to face up to the 
group of international oil companies and 
their respective governments. The 
producing countries would be stronger if 
they united. (25) 

The following May Tariki elaborated upon his 

views at a convention in Tyler, Texas. His theme was the 

proration of oil production. The plan which he outlined 

had three main goals. The first was to stabilize the 

market by preventing the supply of petroleum from exceeding 

the demand. .The second goal was to prevent economic waste 

which might result from an abnormal reduction in prices. 

The final goal was to conserve a non—renewable natural 

resource. Also in his speech he argued that "Alt exported 

oil should supplement, not supplant, the importing nations' 

domestic oil industry", and further, that "....imported oil 
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should only come into an importing country when needed, and 

then only at a competitive price." (26) 

Several months later, on August 8th Perez Atfonzo 

published a statement concerned with the problem of prices. 

He contended that, 

4e hear fr-om London that oil 
circles have long been aware of.the 
possibility of a cut in posted prices, 
initiated by one of the "majors". It is 
said that this time the initial move may 
come from US international rather than from 
British interests. The big consumi ng 
countries, whose prosperity and standard-of 
living have been obtained, in good part, at 
the expense of the small countries and of 
the low living standards of their 
population, will bear much of the blame and 
responsibility for the adverse effects - 

which these erroneous economic tactics may 
have on the world's development and 
welfare 

He concluded with the following warning: 

The Middle East, great centre of world 
petroleum reserves and of production for 
international commerce, is conscious of 
what is convenient for its fundamental 
interests and of the responsibility which 
it has in the world market. (27) 

The threat of Perez Alfonzo had no effect upon 

the major multinational oil comnpanies. Less than two 

weeks after his comments the EiOsIDSial Jimp.2. noted that 

the major oil firms had reduced the prices which they paid 

to the producing countries once again. 

That round of price reductions proved to be the 

final straw for several oil producing countries. Perez 
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Atfonzo issued a strong statement criticising the 

reductions and brohibiting the reduction of the posted 

prices in Venezuela. He was supported by Tariki, who 

quickly began to organize a meeting of representatives of 

the major oil producing states. 

One important problem did arise. Which country, 

Egypt or Iraq should be invited to attend the meeting? The 

relations between the leaders of those two countries, 

Nasser and Kassen, were then so strained that one would not 

attend the meeting if there other were to be present. In 

fact, the decision was a relatively easy one in practice. 

When the two countries were viewed from the perspective of 

their oil production, there was no question as to which one 

should receive the invitation. Iraq was among the top fojr 

oil producing states. Its level of production was also 

rising rapidly. Lastly, it had been actively fighting the 

IPC for the past, two years. For these reasons Iraq was 

invited both to attend the meeting and also to serve as the 

host country. 

There was alsoa second political problem. 

Iran's policies toward Israel angered the Arab states. As 

a demonstration of its displeasure with the Iranian policy 

the U.A.R. had severed diplomatic relations between the 

two countries. A problem would be created if both the 

U.A.R. and Iran were invited to attend the meeting. No 
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other Arab country had severed its relatiors with Iran. 

Therefore if the U.A.R. were not invited, there would not 

be  problem if Iran were invited.. 

On the day that the delegates arrived in Baghdad a 

further problem presented itself. Qatar had sent Hassan 

Kamet as its delegate. He sought to participate in the 

meeting as an equal with the other countries which were 

represented. The other countries would not permit it. He 

described the situation later as follows: 

They had agreed amongst themselves to set 
themselves up as the founders... I put 
forward an entirely realistic proposal, 
namely that if I ratified the eventual text 
of the conference's resolutions, I would 
want to be considered as a founder as well. 
But they would not accept my arguments, 
partly because Qatar was a small oil 
producer and partly because they did not 
want to have too many Arab members at the 
very beginning. (28) 

The result was that Qatar attended the meetings as an 

observer and several months later became the first country 

to join OPEC in addition to the original founding members. 

As a result of these political elements the 

decision was taken to invite five countries to attend the 

meeting to be held in Baghdad. Those countries were: 

Iran, Iraq, Kuwait, Saudi Arabia, and Venezuela. 

The preparations for the meeting were conducted 

in secret. The announcement of when and where the -meeting 

would take place was delayed until September 5th, five aays 
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before the meeting. The meeting began on September 10th as 

scheduled. It concluded on September 14th with the 

announcement that OPEC had been created. 

The impact of the Arab League upon OPEC's basic 

principles and structure was not entirety positive. There 

.was also the negative element. Certainly the Arab League 

could rightly claim to have many accomplishments, 

especially in the fields of technical and cultural 

cooperation. It could also claim economic accomplishments, 

especially with respect to the boycott of Israeli goods. 

These elements were not decisive. They were overshadowed 

by the political. It was the political activities of the 

members of the Arab League which ultimately determined the 

tong run success or failure of the League's non-political 

efforts. This was an important Lesson and one which was 

not lost upon OPEC. 

Whether OPEC would have been created if there had be-en 

no unilateral reductions in the price of oil by the oil 

companies is a matter of speculation. Certainty it was the 

actions taken by the oil firms in the years which 

immediately preceded 1960 which provided the final and 

necessary spark. Equally true however, is the fact that a 

major oil producing nation, Venezuela, had been attempting 

for many years to create some type of OPEC-like 

organization and had not met with any great degree of 
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success. It is also true that the Arab League had been 

gradually developing a unified policy with respect to oil. 

Their efforts were however, limited to the coordination of 

policies among the members of the League. If they had 

eventually succeeded in establishing an oil organization it 

would have had a much different composition than OPEC did 

when it was eventually formed. It is also questionable 

whether the members of the Arab League could have managed 

to sustain such an organization even if they had managed to 

create one. Given the internal rivalries and factions 

within the Arab world such a development appears unlikely. 

Fortunately such questions as these do not require answers. 

OPEC was formed. It is to an examination of its early 

years that we now turn our attention. 

Ih& LLaatin Qf R EL 

The creation of OPEC stemmed from the 
growing awareness on the part of the oil 
producers that a collecti?e stand was 
essential if they were to defend their 
interests against the oil companies' 
cartel. Oil prices were the main 

for the creation of OPEC. At the 
start the aim of the organization was to 
maintain oil prices and prevent the 
companies from reducing them any further. 
Whereas oil prices were frozen from the 
Second World War to 1971, the prices of 
goods manufactured by the industrial 
countries rose by 300 per cent during this 
period. (29) 
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The preamble to the first resotution adopted by 

OPEC at its founding meeting listed five points as the 

basis for the creation of the organization. These points 

are important for two reasons. First, they provide 

valuable insight into the thinking of the founding 

countries at the time of OPEC's creation. More 

importantly, those points have continued to be upheld by 

OPEC. to the present time. 

The first point in the preamble is, "That the Members 

are implementing much needed development programmes to be 

financed mainly from income derived from their petroleum 

exports;". (30) This statement incorporates an implied 

recognition that each of the founding members was a Third 

World country, a point which they later etaborated upon at 

considerable length. As developing countries they were all 

undertaking projects designed to increase their level of 

development. Realistically these developmental efforts 

necessitated great reliance upon each country's own assets. 

The single greatest asset, both in 1960, and more 

importantly in the future was recognized to be the 

petroleum reserves of those countries. The necessary 

foreign exchange required to finance the development 

projects could onlybe forthcoming as a result of the 

export of the petroleum. Each country's future well-being 

and development projects therefore rested firmly upon the 
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revenues which the expectation of its petroleum would 

provide. 

The second point states, "That Members must rely on 

petroleum income to a large degree in order to balance 

their annual nationaL budgets;". (31) The five countries 

recognized that their societies were rapidly changing 

internally. A country such as Saudi Arabia was in the 

midst of moving from a level of development akin to Europe 

in the Middle Ages into the Twentieth Century. Its 

population, largely Bedouin in nature, was being rapidly 

transformed into an urbanized nation. Such a 

transformation required enormous expenditures to be made in 

order to develop the required infrastructure, almost alt f 

which was below the minimum level required, if not totally 

absent. Health, education, transportation facilities 

needed to be developed. There was an almost total absence 

of a base upon which to build a modern industrial economy. 

Both materials and expertise were required. Neither the 

materials nor the expertise which were required were 

general'y available in the OPEC countries at that time in 

the quantities demanded. Western economists were turning 

their attention at that time to economic development with 

unlimited supplies of labour. (32) For the founding 

members of OPEC •Labor was the scarce factor of production 

and capital was relatively abundent. It would be necessary 
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to purchase many of the needed factors from abroad. To 

meet these requirements the size of national budgets was 

growing rapidly. 

The third point raised in the preamble was, "That 

petroleum is a wasting asset and to the extent that it is 

depleted must be replaced by other assets." (33) Judged in 

the context of the year in which it was stated, this 

statement was much more dramatic in 1960 than it would 

appear nowr especially for readers in the western 

industrialized countries. It was during this period that 

oil had largely succeeded in displacing coal as a major 

fuel. It had done so because, among other reasons, the 

price of oil was tower than competing fuels. Its lower 

price was a direct result of the Large supplies available. 

Also, while it had been recognized as early as 1931 by 

Harold Hotetling that the depleteable nature of a resource 

had definite economic implications, these implications, t 

the extent that they had been developed by academics, had 

not yet had a.significant impact upon most governments nor 

the populations they represented. (34) The result was that 

the statement by OPEC, white obviously true, was recognized 

as having significant long term implications by only a 

small coterie of governments. Among those governments were 

those of countries with the ability to become major oil 

exporters. 
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The second element in the statement, and the 

implications of it, went largely unnoticed for more than a 

decade after the formation of OPEC. To the extent that the 

governments of oil producing countries took seriously the 

goal of developing their countries, that goat was, of 

necessity, one which could be realized only in the long 

run. Immediate, large, short—term profits were less 

desireable and beneficial in achieving that goat than a 

long term, steady stream of income at lower profit rates 

would be. One reason was that the future price of a 

depletable resource would tend to be higher in the future 

than at the present, £ec..iz Another, and 

complementary reason, was that the demand for the product 

was rapidly increasing and all indications were that it 

would continue to do so in the future.. (35) But perhaps 

the most important reason was one of perception or 

psychology. The governments of the OPEC member countries 

recognized the state of underdevelopment of their 

countries. They recognized, if not fullyi that development 

would be a Longo stow, and difficult process. Their 

countries, even with unlimited assets could not achieve 

modernization and development overnight. In that sense 

their outlook was conservative. That conservatism extended 

fully to the use and depletion of oil, their most important 

asset. It was a depletable, not renewable, resource. 
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The conservatism extended to another element as well. 

The investment in assets with funds derived from the sale 

of oil was a potential problem. There are two aspects of 

this problem. The first is that the international oil 

market uses the American dollar as the primary currency. 

To the extent that the value, the purchasing power of that 

currency fluctuates, it has direct ramifications upon OPEC 

members' revenues. Such fluctuations, if and when they 

occurs create problems in the development and 

implementation of development plans. A developing country 

is forced to base such plans upon revenues of an uncertain 

value. To the extent that the value of the United States 

doLtar rises over the period of the development plan the 

problems are easily coped with. If, however, the value of 

the dollar was to decline during the period of the plan 

compensating adjustments would need to be taken. Meeting 

the plan targets on time would become difficult,'if not 

impossible in some cases. Expectations, while long 

recognized as having important ramifications in economics, 

also have important ramifications politically. Not the 

least of these might well be the stability of the 

government. 

The terms of trade are the second aspect. They 

represent the international exchange ratio of goods and 

services traded between countries. The terms of trade 
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determine how the gains from international specialization 

and trade are divided between trading nations.. The actual 

exchange ratio which will be established depends upon the 

supply and demand conditions for the products traded. It 

is also determined by the value of the currency in which 

the transactions are denominated. Because, as mentioned 

earlier, oil transactions are stated in terms of the United 

States dollar, and because the value of that dollar was 

falling rapidly in the late 1960s and the early 1970s, the 

terms of trade moved against the OPEC members at that time. 

The prices of goods they imported and needed for their 

development were rising while the price of oil was falling 

in real terms. (36) This issue was to become a major 

problem for OPEC. 

The fourth point in the preamble was, "That all 

nations of the world, in order to maintain and improve 

their standards of living, must rely almost entirely on 

petroleum as a primary source of energy generation". This 

is a statement of fact. Oil had largely replaced the older 

fuels in the developed world. In the Third World it was 

rapidly doing so. Nuclear power held promise, but that was 

in the future. The remaining alternatives such as solar 

energy were still in the experimental stages of 

development. 
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Another aspect of this statement was to be a 

continuing, though little recognized tenet of the OPEC - 

philosophy. That was the recognition that the peoples of 

the world were a community which had to coexist. There was 

a high degree of interdependence among the peoples of the 

world. This interdependence encompassed the sharing of 

resources for the mutual benefit of all, rich and poor. 

This philosophy was, in future years, to be the bedrock 

upon which OPEC's position on the New International 

Economic Order was to rest. (37) It was also to serve as 

the underlying basis for the creation of the OPEC Fund for 

International Development. Through the creation and 

operation of that Fund the OPEC members attempted to put 

into practice themselves the same values which they were 

urging the other nations of the world to adopt. (38) 

Lastly, the preamble stated, "That any fluctuation in 

the price of petroleum necessarily affects the 

implementation of the Member's programmes and results in a 

dislocation detrimental not only to their own economies, 

but also to those of all consuming nations". (39) This 

statement may be viewed as a restatement of three of the 

previous statements. It recognizes the importance of 

stability for the price of oil upon OPEC Members's 

development plans. It also recognizes the interdependence 
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of the international economy and the dominant role in that 

economy of petroleum. 

The Preamble of OPEC was consistent with previous 

developments. It did not diverge from the positions taken 

in the Maadi Pact nor with the recommendations of the first 

Arab Congress. It did however, support two positions which 

had not been previous adopted. The first was based upon 

the views of Perez Alfonzo. It called for the 

programmation of production. The second may be read as a 

warning to the oil firms. It called for solidarity among 

member states should the petroleum firms operating in OPEC 

countries impose sanctions against any one or more of them. 

Two of the strongest supporters of this position were Iran 

and Iraq. Iran's support may be best understood in terms 

of its experiences during the Mossadegh period. It hoped 

that the position taken by OPEC would serve to deter any 

such concerted action by foreign companies and governments 

against it in the future. Iraq's support for the proposal 

can easily be understood in light of its continuing dispute 

with the Iraq Petroleum Company. The day following the 

passage of these positions General Kassen of Iraq stated 

that, "We are no longer alone in facing up to the oil 

companies,.." He also ordered that the negotiations 

between his government and the Iraq Petroleum Company which 

had been suspended, would resume. (40) 
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In theory the countries which had created OPEC 

represented an important force in the internationa' 

petro'eum market. There was, however, a significant 

departure between their strength in theory and what it was 

in reality. In theory those countries controtJed 

approximately 82 per cent of the world's crude oil exports. 

This amount was divided as follows: Iran 10%, Iraq 10%, 

Kuwait 18%, Saudi Arabia 14%, and VenezueLa 30%. The 

difference between their theoretical strength and their 

power in reality was explained by one basic fact. They did 

not really control any oils According to Terzian, 

Their entire output was taken up by the 
concessionary companies and no programme of 
production scheduling could be implemented 
without the co—operation of the latter, 
short of the countries resorting to 
nationalization, which seemed extremely 
unlikely. 

This theoretical force of OPEC was confronted by 

the power of the major international petroleum firms. The 

eight "majors" controlled 94% of the world's crude oil 

reserves, 90% of its production, and 75% of its refining 

capacity. It was this imbalance of power which undoubtedly 

lay behind the comments of Hendryx at the Second Arab Oil 

Congress which opened in Beirut on October 17, 1960, bareLy 

a month following the creation of OPEC. He stated that the 

oil producing states were faced with a situation where, 

...concession agreements surrounded with an 
assumed aura of untouchability and 
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permeated with a self-created sanctity: 
There is no longer justification in the 
modern world for strict adherence to the 
idea of contract sanctity...In many 
instances, the sanctity of contract means 
merely the sanctity of an unequally 
acquired advantage. (41) 

Abdallah Tariki's efforts, along with those of 

Perrez A1fnzo to create OPEC, resulted in his being 

appointed the Oil Minister of Saudi Arabia on December 16, 

1960. He viewed with pleasure the-comments of his 

assistant Rendryx at the Second Arab Oil Congress. It was 

not until the following June however that Tariki elaborated 

his own views. He did so in an interview in which he 

stated his goals and preferred methods of achieving them. 

(42) 

The major points which he advocated are as 

f o II ow s: 

a reduction in the rate of return on 
the oil companies' investments in Saudi 
Arabia, which he claimed was currently of 
the order of 60%, at least.. 

the restitution to the Saudi 
government of alt areas in which the 
companies were not operating. 

the restitution of all deposits closed 
because the companies had decided to delay 
bringing them into production. 

negotiation of a clear agreement 
between the companies and the government as 
to the accounting procedures for 
exploration/production expenses and for the 
determination of the selling price of oil. 

the creation of a petrochemical 
industry. 

a complete end to the wastage of the 
associated gas produced at the same time as 
the oil and, at present, burnt off by the 
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companies. This gas should be either 
reinjected into the deposits or used as a 
fuel or as a raw material for the 
petrochemical industry; should that prove 
impossibLe, it should be exported. (43) 

lhl Qrer1QD gf QEQL EAL11QLJLt1Qn.$ 

The preamble stated the basic principles and 

philosophy upon which OPEC was founded. Resolution 1.1 

passed at the first meeting in Baghdad was more specific in 

nature. It began by pointing out that members could no 

longer remain indifferent to the oil companies' attitudes 

which had recently had the effect of modifying prices. 

This was a statement by the founders of OPEC that they had 

had enough. They were now determined to begin resisting 

the unilateral changes of oil prices by the oil companies. 

What OPEC wanted was that the "...Oil Companies maintain 

their prices steady and free from all unnecessary 

fluctuations,". (44) The phrase "free from all unnecessary 

fluctuations" was not clarified. However it can safely be 

interpreted in abroad sense because, again referring to 

the oil companies, the resolution also stated, "that they 

shall ensure that if any new circumstances arise which in 

the estimation of the Oil Companies necessitate price 

modifications, the said Companies shall enter into 

consultation with the Member or Members affected in order 

fully to explain the circumstances;". (45) 
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The specific and immediate purpose of creating the 

organization was to attempt "by all means available to 

them.,.." (46) to restore oil prices to the tevets which 

had prevailed until the then recent reductions. 

A longer term goal was to formulate a system which 

would ensure that the prices of oil were stabilized. There 

were a variety of methods to be examined in this regard and 

they specifically included the regulation of production. 

It is important to note that while the members' self 

interest was the foremost consideration, the resolution 

required that due regard be given to the interests of the 

consuming and producing nations, the necessity of a steady 

income to the producing countries, and also "a fair return 

on their capital to those investing in the petroleum 

industry". (47) This was not a statement advocating 

nationalization or confiscation. Economically it was a 

conservative statement based upon the rights of ownership 

of the producing countries and equally the right.to attempt 

to obtain a fair return by those who had invested in the 

industry by risking their capital. It was faithful-to some 

of the basic philosophical tenets of classical economics 

and liberalism. 

The first resolution also demonstrated that the 

founding members of OPEC realized the difficulty of the 

task they had undertaken. They did not underestimate 
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either the strength of their opponents, the major oil 

companies, nor the potential weaknesses, of themselves. It 

was to be a power struggle with extremely high stakes for 

all concerned. They therefore determined that no member 

would agr.ee to receive beneficial treatment by an oil 

company or companies as a result of the application of any 

unanimous decision of their Conference.. They specifically 

recognized an increase in exports and an improvement in 

prices as weapons which the oil companies might use to 

shatter their unanimity. 

The second resolution adopted at the founding 

conference of OPEC was largely organizational. It declared 

the five countries which were present to be Founding 

Members of OPEC. The approval of alt five Founding Members 

would be required to admit any new member to the 

organization. Membership would be open to any country 

"with a substantial net export of crude petroLeum". (48) 

The major purpose of OPEC was also specified: 

The principal aim of the organization shalt 
be the unification of petroleum 3olicies 
for the Member Countries and the 
determination of the best means for 
safeguarding the interests of Member 
Countries individually and collectively. 
(49) 

The Second OPEC Conference was held in Caracas on 

January 15-21, 1961. Its first act was to admit Qatar as a 

member of OPEC. Most of the remainder of the meeting was 
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devoted to establishing the structure of the organization 

which had been created five months previously. (50) 

In addition to establishing the organizational 

structure of OPEC several other matters were determined. 

One was finance. It was decided that initially each 

Founding Member would contribute one hundred and fifty 

thousand pounds sterling. This was to be done within one 

month. Uncertainty obviously existed regarding budgetary 

matters since it was also decided that in the event that 

that sum should prove to be insufficient the Founder 

Members would each place additional amounts as required at 

the disposal of OPEC. These additional amounts were not to 

exceed one hundred and fifty thousand pounds. (51) This 

initial outlay by the Founder Members was not a gift to 

OPEC since it was clearly stipulated that they would be 

entitled to full recovery of the amounts in ten equal 

annual installments. Resolution 11.8 also provided that 

any sums remaining from the initial contributions would be 

carried forward into the first annual budget and considered 

as a part of their annual contributions. Finally, with 

respect to financial matters, it was decided that budget 

allocations, "shall be apportioned on an equal basis among 

all the Members of the Organization". (52) 

It was also decided that the headquarters of OPEC 

should be located in Geneva, Switzerland. Accordingly the 
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Chairman of the Board of Governors was instructed to 

negotiate a host agreement with the Swiss Government. (53) 

The formation of OPEC did not create a widespread 

expectation by those outside of it that it would survive, 

let alone accomplish its stated goals. Evidence of this 

scepticism was apparent as earlyas August 1961, less than 

a year after OPEC's creation. On August 9, 1961 OPEC 

released a press communique from Tehran which included the 

sentence, "Rumours which have been reflected in the press 

to the effect that the postponement of these meetings is a 

sign of the weakening of the Organization have no 

foundation and are hereby strongly denied.!" (54) What the 

press and other observers had failed to give full weight to 

in arriving at their conclusions of disarray within OPEC 

was the steadfastness of OPEC in pursuing its primary 

goals. Fundamental to that sought after achievement was 

the recognition of the near total interdependence of the 

OPEC members. They had learned from practice, as discussed 

abovei that events pertaining to oil in one country had 

definite, and usually swift repercussions, on the others. 

While the Board of Governors had agreed that they 

would meet in Tehran on August 12th and that the Third 

Conference would also be held there on the 19th, events 

conducive to those plans were not forthcoming. The Iraqi 

government was engaged in negotiations with the Iraq 
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Petroleum Company. Those negotiations were not going welt. 

The results of the negotiations were one of the items on 

the agenda for the Conference meeting.. 

In Iraq the events in the petroleum industry had long 

served as one of the major items upon which political 

activity in that country was concerned. Ten years 

previously when Iran had nationalized its petroleum 

industry demands for similar action in Iraq gained support. 

Eighteen members of the Iraqi Parliament called for the 

nationalization of the Iraq Petroleum Company on March 24, 

1951. The nationalization did not occur, but the demands 

for it spurred the government to seek better terms from the 

Iraq Petroleum Company at that time. A new agreement was 

concluded on February 3, 1952, but it met with widespread 

dissatisfaction. A general strike coupled with street 

demonstrations failed to dissuade the government. So did 

charges that the government •was beholden to imperialist 

interests and was unpatriotic. The new agreement was 

ratified by the Parliament on February 14 and 17, 1952. 

In 1961 Iraq was in the midst of a Kurdish rebellion. 

The Iraqi government headed oy Kassem charged that the oil 

companies, as well as the British and American governments, 

were responsible for the rebellion. The economy was 

stagnating. Kassem's government paid particular attention 

to the Iraq Petroleum Company in an effort to win greater 
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popular support and ease the country's economic plight. 

Part of the government's efforts included the demand that 

the I.P.C. cede twenty per cent of the company's stock to 

the government and a further demand that the 50-50 profit 

sharing formula be changed in favor of the government. An 

indication of the seriousness of the government's demands 

was that Kassem led the government delegation himself. A 

result of this was that the prestige of both Kassem and the 

Revolution was on the tine. 

The impasse was resolved, not by negotiation and 

agreements but by unilateral action of the government on 

December 11, 1961. The government proclaimed Law No. 80.. 

That law nationalized more than 99 per cent of the 

concession to the Iraq Petroleum Company. 

One writer has suggested that Iraq's nationalization 

action was somewhat foolish since Iraq had not been assured 

of support and coordination by other oil producing 

countries in the Middle East. (55) That suggestion is only 

partially correct. It is correct insofar as the oil 

companies did move more of their activities elsewhere. As 

a result Iraq's oil production fell below what it otherwise 

would have been and so did its revenues. However.. Iraq did 

have some basis for assuming that its actions would be 

supported by the members of OPEC. The OPEC press 

communique of August 9th, which was issued by the Secretary 
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General of OPEC, Dr. Fuad Rouhani, contained the following 

sentence: 

Afterconsutting with the representatives 
of other Member Countries, I expressed the 
agreement of the Organization with Iraq's 
request, and took the opportunity of 
reiterating on behalf of all Members their 
full support for Iraq in regard to the 
forthcoming negotiations." (56) 

Lest there be any doubt that the Secretary General had 

misinterpreted the will of the members of OPEC on this 

matter, such doubts were put to rest at the Third OPEC 

Conference held in Tehran between October 28 and November 

1,1961. The first resolution adopted at that Conference, 

Resolution III. 18P stated that the Conference, 

"Expresses its concern and, while 
reiterating its full support of Iraq's 
position in safeguarding its legitimate 
interests, once more urges the foreign oil 
companies operating in the territories of 
its Member Countries to realize that a 
spirit of true understanding between them 
and the Member Countries is indispensable 
to securing those healthy conditions in the 
world oil industry which the furtherance of 
social justice and international 
co-operation demands. 

(57) 

This resolution was adopted before the Iraqi 

nationalization. Whether the members of OPEC anticipated 

that such an action might occur is not known. The minutes 

of the Fourth OPEC Conference held on April 5th through 8th 

and June 4th through 8th do not mention Iraq nor events 
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there. They do call for negotiations with the oil 

companies as a method of attempting to restore oil prices 

to the level at which they existed before August 9, 1960. 

The events of 1961 concerning Iraq and OPEC are 

important because they serve to illustrate a basic' theme of 

OPEC which has never been formally stated by it. That 

theme is that within OPEC the only relations between 

members which are appropriate for discussion are those 

pertaining to petroleum in its various aspects. Political 

relations, or lack of them, between member states are not 

to be discussed within OPEC. (58) 

At the time of the negotiations between Iraq and the 

Iraq Petroleum Company, and the subsequent nationalization 

of that company, Iraq was an outcast in the Arab world. On 

June 26, 1961 Iraq had claimed the territory of Kuwait 

which had just become independent on June 19th. On June 

25, 1961 the Iraqi Prime Minister, Abdul-Karim Kassem 

stated during a press conference that he was going to, 

publish a decree nominating the Sheikh of 
Kuwait as Caimacam (sub-Prefect) of that 
part of the province of Basrah known as 
Kuwait.* , ,, 

He also asserted that, 

should he mismanage the affairs of Kuwait, 
he will be severeLy punished. (59) 

This action had caused British forces to rush to the 

defense of the newly independent country. Within a month 
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the British troops had been joined by troops from Saudi 

Arabia. Kuwait requested that the Arab League also send 

troops to Kuwait to support its own forces. This was done. 

The troops representing the Arab League came from the 

following countries: Saudi Arabia, the 1J.A.R,.. Jordan, ad 

Tunisia. The political result was that within the Arab 

states Iraq was isolated. It boycotted all OPEC meetings 

which were attended by Kuwait until Kassem was overthrown 

on February 8, 1963. Even so, at least officially, these 

political events were not discussed at the OPEC meetings. 

Officially alt OPEC members supported Iraq in its 

negotiations with the Iraq Petroleum ComDany. Those 

supporters included Kuwait, whose very existence was being 

threatened by Iraq, and also Saudi Arabia which had sent 

troops to defend Kuwait. 

Questions do remain regarding OPEC's actions during 

this episode. The activities of the oil companies 

following the Iraqi nationalization were to be expected. 

The Kassem government was erratic.. It was increasingly 

unstable. The ouster of Kassem on February 8, 1963 should 

not have come as a surprise. Oil firms, as with any type 

of firm, seek to minimize uncertainty. Among the countries 

of the t1iddte East at that time Iraq would certainly have 

to be ranked as being among the most unstable. Consideriig 

the actions of Kassem leading up to the nationalization, 
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one could hardly hope to predict accurately his actions in 

the future. Within this context the movement of their 

activities to other countries was logical behavior by the 

oil companies. It also made sense in sending a warning 

signal to neighboring countries who might have been 

harboring similar thoughts of nationalization. 

OPEC also had .s precedents two examples of the oil 

firms moving their activities from one oil producing area 

to another. The first was from Venezuela to the 1iddle 

East. This was the event which had originally caused 

Venezuela to seek closer contacts with the Middle Eastern 

oil producing countries. The second example was that of 

Iran when it had nationalized its oil industry. 

Therefore the question must be posed, why didn't the 

OPEC members as a bloc stop the expansion of activity by 

the oil companies in their countries? If they were, in 

fact, supportive of the nationalization by Iraq, such 

unified action would have been logical. It would also have 

been in their own long term self—interest, and consistent 

with OPEC principles. There are three possible answers to 

this question. 

First, perhaps they couldn't for either contractual or 

financial reasons. It is conceivable that the concession 

arrangements which existed with the oil companies would not 

have permitted such action in some of the countries or at 
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least, at the same time. If the concession agreements 

would not have permitted it, the alternative would have 

been the nationalization of oil firms in the other OPEC 

countries. Because of the conservative nature of the 

government of Saudi Arabia it seems unlikely that they 

would have supported such an action. Iran, in view of its 

previous experience, would not have been inclined to once 

again -take such a drastic step. Kuwait, having just become 

independent and with continuing strong ties to Britain 

would have been hesitant also. Qatar, the smallest of the 

OPEC Middle Eastern oil producers at that time, and also 

closely aligned with Saudi Arabia would not have been 

inclined towards such a step. Venezuela, because of its 

location and costs of production, would not have figured 

prominently in the calculations of either the oil companies 

nor OPEC. 

Second, was self-interest on the part of the OPEC 

members excluding Iraq. As discussed previously, they were 

all embarking upon ambitious development plans. The 

expectations of their populations had risen dramatically 

with the increase in oil activity and its subsequent 

increased revenues. These countries would have been taking 

a risk that the oil companies might have retaliated against 

them. The potential retaliation could have, taken at least 

three forms. First, since the OPEC countries have a 
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limited quantity of specialized native manpower the 

muttinations could have withdrawn their foreign employees 

and by so doing reduced the level of production in the OPEC 

countries. Second, the OPEC countries activities in the 

petroleum sector were confined largely to the production of 

petroleum. The multinational corporations were still 

largely responsible for the marketing and distribution of 

the product. These facilities could have been withdrawn. 

Third,. the OPEC countries continued to need investment 

capital. That capital was supplies from the developed 

countries through the multinational corporations. This 

inflow of capital could have been terminated. Such 

retaliation, if it should happen, could have had 

devestating effects upon their economies and severe 

ramifications upon the stability of those governments. For 

them self—interest might well have been the key. That 

self—interest would have indicated that they welcomed the 

increased activity and revenues. For developing countries 

greatty in need of revenues it would have taken an 

extraordinary amount of cooperation, cohesivenss, and 

fealty to pri nc iples to act against what appeared to be 

great odds of success. 

Last, but not necessarily least, was the fact that the 

actions of Kassem, not just with respect to oil, but on alt 

matters, had cost him any chance he might have had of 
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substantive support from the OPEC members in the Middle 

East. All of those countries were politically 

conservative. He was not. OPEC was founded on essentially 

conservative principles, including the right of investors 

to a fair return. It is one thing to disagree upon what a 

fair return is. It is quite another to deny investors the 

right to any return on their investment. Some evidence to 

support this interpretation is to be found in the 

recommendation of Resolution IV.32 which was adopted at the 

Fourth OPEC Conference. 

That Member Countries should forthwith 
enter into negotiations with the oil 
companies concerned and/or any other 
authority or body deemed appropriate appropriatep with 
a view to ensuring that oil produced in 
Member Countries shall be paid for on the 
basis of posted prices not lower than those 
which applied prior to August 1960. If 
within a reasonable period after the 
commencement of the negotiations no 
satisfactory arrangement is reached, the 
Member Countries shall consult with each 
other with a view to taking such steps as 
they deem appropriate in order to restore 
crude—oil prices to the level which 
prevailed prior to August 9, 1960. and in 
any event a report as to the result of 
negotiations shall be submitted to the 
Fifth Conference for decision in the light 
of this paragraph. (60) 

This recommendation is not radical. It calls for 

negotiations of a rational price structure. There are no 

threats contained in it. It is possible to read it as a 
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quiet rebuff of Iraq and a reaffirmation of the original 

conservative policies upon which OPEC was founded. 

Two other actions of importance were taken by the 

Fourth Conference of OPEC. Th'e United Kingdom of Libya and 

the Republic of Indonesia were both admitted as Members of 

OPEC. (61) Secondly, a resolution was adopted calling upon 

the member countries to jointly formulate a rational price 

structure for petroleum. The purpose of this was to serve 

as a long-term policy. The importance of the resolution in 

terms of future events was to be found in the last 

sentence. It stated, "An important element of the price 

structure to be devised will be the linking of crude-oil 

prices to an index of prices of goods which the Member 

Countries need to import." (62) This sentence is the first 

reference to be found in official OPEC minutes referring to 

a relationship between the terms of trade to the economic 

well-being of the petroleum exporting countries. It was to 

go relatively unnoticed for nearly a decade by western 

governments. During that period OPEC was increasingly 

active and concerned about the issue. During the Seventh 

OPEC Conference held in Djakarta between November 23-28, 

1964 it was decided to establish an Economic Commission 

,within OPEC. Among OPEC members two reasons were cited for 

the establishment of the Commission. The first was that 

the price of petroleum had continued to fall while the 
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prices of manufactured goods continued to rise. In other 

words, the terms of trade had continued to move against the 

OPEC countries. Secondly, they noted that the market 

force's had not restored the balance between supply and 

demand. (63) So important was the issue of the terms of 

trade that a final draft of the Statute of the OPEC 

Economic Commission was presented and approved at the 

Eighth Extraordinary Conference held in Geneva between 

April 5-10, 1965. It was at this same Conference that the 

Statute of the Organization of the Petroleum Exporting 

Countries (OPEC) was officially approved. 

During the Fourth OPEC Conference held in Geneva 

between April 5-8 and again between June 4-8, 1962, two 

related resolutions had been adopted. They were 

Resolutions IV.33 and IV.34. Resolution IV.33 recommended 

that each member of OPEC, "...should approach the company 

or companies concerned with a view to working out a formula 

whereunder royalty payments shall be fixed at a uniform 

rate which Members consider equitable, and shalt not be 

treated as a credit against income-tax liabitity." The 

reason for this resolution was the contention by OPEC that 

companies should compensate the countries in which they 

were operating for the intrinsic value of the oil they were 

pumping and that this should be treated as being totally 

separate from the income tax obligations of the companies. 
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At the time the resolution was passed no compensation was 

paid to the OPEC countries for the intrinsic value of the 

oil pumped. 

The second resolution, IV.34, called upon the members 

of OPEC to eliminate any contribution to the marketing 

expenses of the companies concerned. The basis for this 

proposal was that the bulk of the oil produced by the 

operating companies was not marketed by them, but by 

parents or parent affiliates with no brokerage fees being 

charged. 

Libya, on November 22, 1965 took action consistent 

with OPEC Resolutions IV.33 and IV.34 and also VII.49 by 

promulgating a RoyaL Decree. The Decree was passed by the 

Libyan Parliament on December 9, 1965. The Decree amended 

the Petroleum Law No. 25 of 1955, as amended. The new 

decree provided for the expensing of royalties consistent 

with Resolutions IV.33 and IV.49 and also provided for , the 

establishment of marketing allowances consistent with 

Resolution IV.34. 

During the Tenth OPEC Conference held in Vienna 

between December 15-17, 1965 the Libyan delegatio in Libya 

had yet to conform to the Royal Decree of November 22nd. 

OPEC gave its full support to Libya and recommended the 

following: 
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that the Governments of Member Countries of 
OPEC, until such time when those 
title-holder companies operatin.g in Libya 
undertake to comply iith the obligations of 
Articles 11 and 12 of the Royal Decree of 
November 22, 1965, shall not grant any new 
oil rights of any nature whatsoever or 
enter into any new contracts concerning the 
exploration and/or exploitation of new 
areas to the parent companies of said 
title-holder companies, to the affiliated 
or subsidiary companies of any of them or 
to any other company in which one of the 
said title-holder companies has an interest 
of 10 per cent or more; nor shall any 
Government of Member Countries of OPEC 
enter intop, or continue, negotiations with 
any of the above-mentioned title-holder 
companies on any matter directly or 
indirectly concerning the grant of new oil 
rights4 (64) 

The Conference also instructed the Secretary General, 

first, to seek the support of other 
oil-producing and exporting countries in 
this measure, and their agreement to 
associate themselves with it and, second, 
to explain the position of the Organization 
to the companies concerned and to their 
stockholders. (65) 

The support given by OPEC to Libya contrasts sharply 

with its support of Iraq when that country nationalized the 

Iraq Petroleum Company. OPEC took specific steps to 

support Libya. Those actions would help Libya in an 

immediate and forceful manner. Those sane actions would 

also cause some short run hardship upon the other members 

of OPEC. There were important differences between the tw 

situations. First, Libya only changed the existing law. 

It did not nationalize an oil company as Iraq had done. 
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Second, Libya was a conservative monarchy in an OPEC that 

was dominated by other conservative monarchies. Iraq, as 

was discussed above, was a radical and unpredictable 

country under Kassem. Because of its behavior Iraq had 

succeeded in isolating itself from its neighbors. While 

the OPEC Resolutions do not indicate the reasons for the 

different behavior by OPEC in the two cases, it would 

appear that the different actions taken by Iraq and Libya, 

as well as the nature of their domestic governments go far 

in explaining the divergent behavior of OPEC with regard to 

each of them. 

1jrig tbg Legal Qi 1C.1QUQO 

AsMana Saeed Al-Otaiba stressed, the issue of 

participation is closely linked with the oil concession 

agreements. He stated 

The principle of participation has always 
been closely linked with oil concession 
agreements, most of which were signed in 
the period between the First and Second 
World Wars. These agreements were drawn up 
by one side, that of the foreign oil 
companies. The companies alone were the 
ones who drew up these agreements in a 
certain form and with a certain content, 
and then obtained the signatures of the 
Rulers of the countries, granting the 
concessions. (66) 

The principle of a government oarticipating in a 

companies' capital is not peculiar to the oil industry. 

Neither was it originated by OPEC in 1968. In fact, it was 
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a principle of long standing in the oil industry, and in 

the agreements which existed between some of the OPEC 

Countries and the firms which had concessions in those 

countries. As early as 1933 the Anglo—Iranian concession 

embodied such a principle. (67) A further example is 

Article 34 of the IPC concession agreement with Iraq. It 

States that: 

Whenever the company offers shares to the 
public, subscription lists will be opened 
simultaneously in Iraq and other countries; 
and Iraq will be given preference for not 
less than 20 per cent of the total shares 
issued by the Company. (68) 

The Aminoit Agreement with Kuwait is a further 

example. It provides that the company will offer the Emir 

the right to participate in up to 15 per cent of the 

capital of the company to be established for both 

exploration and exploitation. The same provisions also 

apply with respect to the company to be formed for the 

bperation of a refinery. (69) After the passage of Law No. 

80 in Iraq the IPC offered the Government of Iraq direct 

participation in the company which was to be formed to 

explore in the territory which had been expropriated from 

that company. 

The -reason which impelled the governments to seek 

participation was not primarily financial, although that 

was certainly one element. There was also a sense of 
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equity, at least as perceived from the perspective of the 

oil producing countries. "The right of the oil companies 

was to a reasonable profit only--the age of fabulous 

profits had to be brought to an end." (70) This goal could 

have been achieved through increasing the rate of income 

tax, posted prices, orroyalties. Rather, it was a desire 

to insure that they had a legal right to exercise control 

over the primary source of their wealth. It was also a 

desire to be able to participate in the administration of 

petroleum matters which so directly affected their 

countries. 

In 1968 OPEC embarked upon a program of 

increasing the level of participation of its member 

countries in the petroleum activities within their borders. 

The decision to do so represented a major innovation and a 

break with the past. Until then the government of the oil 

producing countries had served mainly as tax collectors. 

They had little actual power in the petroleum policy 

decisions which so directly and importantly affected their 

economic development. The desire to exercise greater 

control over their petroleum resources was the key element 

in their growing demands for more direct participation. It 

was not a desire for greater financial returns, as such, 

although their demands were often interpreted as that. As 

a former OPEC official has commented with respect to the 
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demand for greater participation, "If Member Countries 

wanted to increase their oil income, they could achieve 

that objective more simply and directly by increasing the 

rate of taxation or demanding higher royalties on prices." 

(71) 

Not unexpectedly the oil firms were not enthusiastic 

about the concept. Most of the concessions which had been 

granted in the Middle East both before and after the Second 

World War, were extremely favorable to the interests of the 

oil companies. At the time the concessions were granted 

most of the oil producing areas were either under mandate 

or the strong influence of a colonial power. Even when 

that was not the case the local governments were not 

familar with the complexities of the international oil 

market, western style contracts, or the value of their 

petroleum resources. In their attempts to renegotiate the 

concession agreements, the OPEC member countries were able 

to cite as a precedent an American law, The Renegotiation 

Act of 1951. That act permitted the renegotiation of 

contracts between the United States Government and firms in 

the private sector and also placed special emphasis upon 

excessive profits as a valid reason for renegotiation. The 

OPEC Members were also able to rely upon local precedents. 

After 1957 in all the new concessions which had been 

granted and which included the principle of state 
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participation, the oil firms had offered participation to 

the National Oil. Companies of the states concerned. (72) 

OPEC first formally acted upon the issue of 

participation in 1968. It was done at the Sixteenth OPEC 

Conference held in Vienna on June 24 and 25, 1968. The 

vehicle for the action was Resolution XVI.90, Declaratory 

Statement of Petroleum Policy in Member Countries. The 

preamble of that resolution is as follows: 

The Conference recalling Paragraph 4 of its 
Resolution I.2 recognizing that 
hydrocarbon resources in Member Countries 
are one of the principal sources of their 
revenues and foreign exchange earnings and 
therefore constitute the main basis for 
their economic development; bearing in mind 
that hydrocarbon resources are limited and 
exhaustible., and that their proper 
exploit ation determines the conditions of 
the economic development of Member 
Countries, both at present and in the 
future bearing in mind also that the 
inalienable right of all. countries to 
exercise permanent sovereignty over their 
natural resources in the interest of their 
national development is a universally 
recognized principle of public law and has 
been repeatedly reaffirmed by the General. 
Assembly of the United Nations, most 
notably in its Resolution 2158 of November 
25o, 1966; considering also that in order to 
ensure the exercise of permanent 
sovereignty over hydrocarbon resources, it 
is essential that their exploitation should 
be aimed at securing the greatest possible 
benefit for Member Countries considering 
further that this aim can better be 
achieved if Member Countries are in a 
position to undertake themselves directly 
the exploitation of their hydrocarbon 
resources, so that they may exercise their 
freedom of choice in the utilization of 
hydrocarbon resources under the most 
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favourable conditions; taking into account 
the fact that foreign capital, whether 
public or private, forthcoming at the 
request of the Member Countries, can play 
an important rote.- inasmuch as it 
supplements the efforts undertaken by them 
in the exploitation of their hydrocarbon 
resources, provided that there is 
government supervision of the activity of 
foreign capital to ensure that it is used 
in the interest of national development and 
that returns earned by it do not exceed 
reasonable levels; bearing in mind that the 
principal aim of the Organization, as set 
out in Article 2 of its Statute, "Is the 
co-ordination and unification of the 
petroleum policies of Member Countries' and 
the determination of the best means for 
safeguarding their interest, individually 
and collectively; recommends that the 
following principles shalt serve as basis 
for petroleum policy in Member Countries. 
(73) 

The most important section of the Resolution, entitled 

Participation, states that, 

Where provision for Governmental 
participation in the ownership of the 
concession-holding company under any of the 
present petroleum contracts has not been 
made, the Government may acquire a 
reasonable participation, on the grounds of 
the principal of changing circumstances. 
If such provision has actually been made 
but avoided by the operators concerned, the 
rate provided for shalt serve as a minimum 
basis for the participation to be acquired. 
(74) 

Quite obviously OPEC was taking a long term view and 

not a short run 'one. This becomes clear when other 

sections of the Resolution are examined. One section, 

entitled "Relinquishment" states that "A schedule of 
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progressive and more accelerated relinquishment of acreage 

of present contract areas shall be introduced." (75) This 

Resolution was intended to be the first step in a process 

designed to secure for the OPEC members full control over 

their resources. Furthermore, the process of 

relinquishment was to be controlled by the host 

governments, and not by the operators. 

Another element in the Resolution called for the 

assessment of the operator's income and taxes, plus all 

other payments to the state, to he based upon either a 

posted or tax reference price for the resources produced. 

Here again, the importance of the terms of trade becomes 

apparent because the resolution calls for the price of the 

hydrocarbons produced to "...move in such a manner as to 

prevent any deterioration in its relationship to the prices 

of manufactured goods trade internationalty." (76) 

The OPEC countries, based upon their past dealings 

with the major multinational oil firms, did not trust them. 

The Resolution therefore includes several provisions 

designed to ensure full and accurate information from the 

oil companies. One provision requires the operators to 

maintain clear and accurate records of its operations and 

to make those records available to auditors of the 

governments when requested. In order to preclude inventive 

accounting practices by the oil companies it was further 
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required that those financial records be kept in accordance 

with the government's written instructions and to conform 

to commonly accepted principles of accounting. 

Experience had also indicated to the governments that 

the oil firms might not be willing to renegotiate their 

contracts, or where renegotiation was started, might 

attempt to procrastinate as long as possible. In order to 

forstall such an eventuality, a provision was included that 

in such cases the government would make its own 

determination of the company's excessive earnings. Such 

earnings would then be paid by the firm to the government. 

As dramatic as the Resolution was, it was not 

confiscatory. The term "excessively high net earnings" was 

very carefully defined as meaning, 

...net profits after taxes which are 
significantly in excess, during any 
twelve—month period, of the level of net 
earnings the reasonable expectation of 
which would have been sufficient to induce 
the operator to take the entrepreneurial 
risks necessary. (77) 

This definition, white certainty open to different 

interpretations by two negotiating parties, is far from 

being a failure to recognize a reward for entrepreneurial 

endeavors. It specifically recognizes that such activities 

should receive a reward. This, plus the positive 

recognition that normal profits are a rightful expectation 
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by the oil firms, again serves to illustrate the 

conservative, capitalistic philosophy with which OPEC 

operates. 

The desire on the part of OPEC member countries to 

obtain a greater degree of participation was neither wholly 

ideological nor entirely based upon a narrow view of 

sovereignty. It also was pursued because of its 

anticipated benefits to the member countries. It was 

recognized that the benefits which would accrue to the OPEC 

countries wQuld not be equally distributed among them. 

Each country was recognized as being unique. 

Certainly high upon te list of anticipated benefits 

was the expected increase in revenues which would be 

forthcoming from the increased level of participation. 

Because of the different quality of crude found in the 

different member countries, and the resulting price 

differences paid forthem, thefinancial benefits would 

very widely from one country to another. 

Once participation became fact it would permit the 

governments of the OPEC countries to exercise much greater 

control over the operations of the oil companies. Included 

in this expanded area of control would be the areas of 

investment in new projects and the preparation of 

development projects. It would also mean that the host 

countries would be able to examine the financial records of 
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the companies operating within their borders. This, in 

turn, wouLd serve an educational purpose. It would provide 

an opportunity for the OPEC countries to learn some of the 

operating secrets of the oil firms. Lastly, participation 

would give the host countries the right to be represented 

on the boards of the companies and thus exercise a greater 

degree of control over their activities. 

Once participation was implemented it would open up 

new investment opportunities for the host countries. Those 

opportunities were seen as being extremely important. Dr. 

Al—Otaiba, Minister of Petroleum and Minerals of the United 

Arab Emirates described the application of the principle of 

participation as, "...a crucial turning point in the 

history of the world oil industry,..." (78) He also 

described the participation issue as being, "...no less 

important than the actual finding of oil." (79) Such 

opportunities would have several advantages. First, with 

the increased revenue they would be able to reinvest some 

of it into their own countries, thus further assisting 

their developmental efforts. These efforts embodied a 

somewhat different set of values than those in the 

developed countries as this quotation illustrates. 

Every Arab country is now making ambitious 
plans for development and construction. We 
may make mistakes in this, our calculations 
for operation progress may be wrong. But 
we do not intend to waste billions of 
dollars to put a man on the surface of the 
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moon or try to fly faster than sound, 
especially when millions of peopLe in every 
part of the earth, including traditionally 
wealthy countries are living wretched 
lives, These spendthrift countries should 
first solve their own problems before 
cri tici sing us. (80) 

Second, some of that investment could be directed towards 

the further development of oil fields whose viability had 

already been established. Such investments would have a 

minimum level of risk attached to them. 

Participation would also assist the development 

efforts of the OPEC countries in a further way. With 

participation it would be possible for the nationals of the 

oil producing countries to be employed by the firms 

operating in their countries. This would provide excellent 

training opportunities and eventually the possibility that 

those nationals would be able to rise within the ranks of 

the firms. There was also the perception of a moral gain. 

In addition to the economic advantages we 
have made moral gains, namely that the 
citizen in this country will feel that his 
oil is really under his control, and that 
he alone is harvesting the fruits of this 
important resource. (81) 

Add iti onal I)', part  ci pat ion would mean that the 

national oil companies of the oil exporting countries would 

be able to obtain crude oil which they could then market 

themselves. This was seen as being extremely important. 

The ability to market all our share of 
production will be the touchstone of our 
success in applying the principle of 
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participation, so we must spare no effort 
to set up the necessary machinery for this. 
Otherwise, we cannot claim that 4e fully 
control our oil industry. We shati go on 
making ourselves believe itp but the oil 
companies will go on controlling the oil 
industry and the oil market. (82) 

Until participation became a reality they had been denied 

the opportunity to gain experience marketing petroleum. 

The marketing opportunities would also provide the 

additional opportunity for the OPEC countries to learn the 

market prices for the different grades of oil which 

previously had been kept secret by the companies. 

QIa UVILH.MaUla 

With the passage of Resolution XVI.90 in June 

1968 a new chapter was opened by OPEC. OPEC had survived 

its initial growing pains. Not only had the original five 

countries managed to create an organization of oil 

exporting countries, that organization had survived and 

grown. It had grown to consist of nine countries. Qatar, 

Indonesia, Libya, and Abu Dhabi had been admitted to 

membership. The five original members had, with the 

exception of Venezuela, been located around the Arabian 

Gulf. Eight years later the geographic spread of members 

included the regions of Southeast Asia and North Africa as 

well as two more countries on the Gulf. Concomitant with 

the increase in membership was an increase in the cultural, 
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linguistic, and historic diversity of the member countries. 

All member countries were Third World countries. 

Not only had the organization managed to survive and 

increase its membership, it had been able to do so without 

any startling instances of success. The world of 

petroleum, the relationship between the iajor international 

oil firms and the oil exporting countries had not been 

significantly altered. OPEC had not caused a revolution 

but had worked to alter the existing system. To the 

outside observer OPEC as viewed as a failure when it was 

viewed at alt. Certainly outside the world of petroleum it 

remained unknown, or where known, often misunderstood, 

(83) 

Appearences were deceiving. While OPEC could not 

claim any major successes, neither could any basic failures 

be attributed to it. The position of the member countries 

was not appreciably worse than when OPEC had been created.' 

What was different was that OPEC had created an 

infrastructure which like the organization it served, was 

designed for long run goals. At the time of its creation 

the Founding Members of OPEC had recognized reality. They 

knew that they were poorly equiped to successfully confront 

the multinational oil firms. They did not have the 

technical knowledge nor the information necessary. The 

creation of OPEC and its organizational efforts during its 
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first eight years can accurately be interpreted as an 

effort devoted to reduce those imbalances. It was a time 

devoted to the development of a strong foundation. Their 

efforts were successful. Information flow between oil 

exporting countries, and about the petroleum firms had been 

developed. A research staff had been established. They 

were now knowledgeable about the industry upon which they 

all were so dependent. They had even begun sharing 

information among the National Oil Companies which had bee', 

created in some of the member countries. (84) 

With the foundation in place it was time to begin building 

the structure upon . it.. one which would serve to facilitate 

the achievement of their long range objectives. Resolution 

XVI.90 was the first such step. 

Resolution XVI.90 was not intended to be a toothless 

document. This was made clear during the final Conference 

of 1968. At that meeting one resolution, Resolution 

XVII.93 included a clause stating that, "...subject to the 

modifications appropriate in each case, Member Countries 

adopt and implement the said pro-forma conservation 

regulation as soon as possible." (85) This was foLlowed at 

the same meetin.g by Resolution XVII.94 which recommended to 

OPEC members that they should not grant any new oil rights 

of any type to companies whose home countries pursued 
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policies which tended to artificially depress petroleum 

prices in international markets. (86) 

In July 1969 the Democratic and Popular RepuoUc of 

Algeria was admitted to OPEC. 

The Twentieth Conference held in Vienna between June 

24th and 26th, 1970 continued the practice of looking 

towards the future. This practice was embodied in two 

resolutions adopted at that Conference. The first, 

Resolution XX..112, embodied the adoption of a production 

plan which catled for "rational increases" in production 

from OPEC to meet the anticipated increase in world oil 

demand during the period 1971-1975. (87)-

The second resolution, Resolution XXm113p using 

Resolution XVI.9,0 as its basis, contains the following 

paragraph: 

instructs the Economic Commission to 
undertake a comprehensive study wtth a view 
to defining the ways and means of 
effectively implementing integration of the 
petroleum industry in , the economies of 
Member Countries, with the understanding 
that such ways and means shoutd aim at 
developing within the territories of Member 
Countries, downstream activities and other 
industrial activities directly or 
indirectly related to hydrocarbon sector, 
whenever such activities have not yet been 
integrated. The proposed study should 
notably aim at ensuring the repatriation in 
Member Countries of an adequate portion of 
the sale proceeds generated from the 
exploitation of their hydrocarbons, 

whenever such requirement for repatriation 
has not been yet provided for in existing 
agreements. (88) 
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This paragraph outlines three ways in which the OPEC 

countries wished to see developments progress. Firsti was 

the integration of the petroleum industry into their own 

national economies. This followed from the recognition 

that in the member countries the petroleum industry existed 

quite separately from the other areas of the economy. Even 

though it was frequently the dominant element of the 

national economies, the petroleum industry had not been 

integrated into those economies. It was a powerful, 

unintegrated economic appendage. It would be necessary to 

fully integrate the petroleum sector into the national 

economies for a more complete development of those 

economies to become possible. 

Second, was the realization that at that time the 

petroleum industry in most OPEC countries was confined 

almost entirely to the extraction of oil. Little had been 

done in those countries to incorporate the refining and 

marketing aspects of the industry into their economies. 

The National Oil Companies would eventually serve to 

facilitate this endeavor. Additionally, even less had been 

done to expand and develop related tertiary industries 

which would complement the extraction ofpetroleum. 

Lastly, the purposewas clearly stated of ensuring 

that a larger percentage of the hydrocarbon revenues were 

returned to the OPEC countries. Taken together what was 
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being called for were measures designed to, facilitate the 

development of the member countries. The necessary element 

required for such development, greater vertical control 

over the hydrocarbon industry.in each of their countries 

was also specified. While the greater importance was 

placed upon vertical integration, the horizontal 

development of the industry was not being neglected. 

Although not explicitly stated, it was undoubtedly 

recognized that to pursue these goats necessitated an 

increasing confrontation with, and opposition by, the 

multinational oil firms. 

By the end of its first decade of exis-tence OPEC 

was able to view with pride its accomplishments. Through 

negotiations it had been successful on three issues: (1) 

expensing of royalty, (2) elimination of the marketing 

allowance, and (3) elimination of the discounts off the 

posted prices granted under the agreements on the expensing 

of royalty. These achievements, for six of the seven 

member countries concerned amounted to a net gain in their 

additional revenues in excess of $400 million in 1968. 

The OPEC Secretariat, the heart of the OPEC 

infrastructure which had seen so carefully established, had 

also produced two documents of lasting importance. These 
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two documents were: (1) The Declaratory Statement on 

Petroleum Pot icy in the Member Countries, and (2) a 

Pro—forma Regulation for the Conservation of Hydrocarbon 

resources. The first was a formal statement by OPEC of its 

essential principles intended to be the oasis of the 

petroleum operations in the Member Countries. The 

Declaratory Statement represented a large step towards the 

unification of policies relating to petro'eum of all OPEC 

members. The second document established rules designed to 

prevent the waste of hydrocarbon resources. It was 

intended to apply beth to the Member Countries of OPEC and 

also to those countries which purchased oetroleum from 

OPEC. The adoptions of the Pro—forma Regulation was a 

clear indication of the seriousness with which OPEC viewed 

the necessity of conservation of nonrenewable resources. 

It also served as an indication to all that OPEC Members 

were prepared to apply the same standards to themselves as 

they wished to apply to others. These two documents looked 

towards the future. 

In its first decade OPEC had also achieved successes 

of more immediate impact. In the field of petroleum 

pricing it could take credit for halting the erosion of 

prices. The unilateral reduction of prices by the oil 

firms had been the original and primary cause of OPEC's 

formation. It had successfully met that challenge. 
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Through the activities of its Secretariat it had managed to 

create for itself an important role in the co-ordination of 

policies among its members. This co-ordination had, by the 

end of the first decade, been extended to include the 

co-ordination of the policies of the National Oil Companies 

which then existed in eight of the ten members. 

OPEC's efforts at 'achieving greater co-ordination 

among petroleum exporting countries was not limited to its 

members. Because of its dominant role in the exporting of 

oil its policies were emulated by other, non-member 

countries. The most important of those countries which 

emulated OPEC's policies were the members of the 

Organization of Arab Petroleum Exporting Countries (OAPEC) 

who were not also members of OPEC. (89) OPEC is thus the 

sole organization for the co-ordination of policy relating 

to petroleum among the major petroleum exporting countries. 

The relationship between OPEC and OAPEC has been compared 

to that of a parent and child. (90) 

Lastly, OPEC had been successful in achieving improved 

oil development agreements which were suostantially 

superior to the older ones. Its new agreements became 

models for non-OPEC countries to follow. - 
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CHAPTER THREE 

GATHERING THE FRUITS 

The first decade of OPEC had gone into history 

like a lamb. The second decade was to begin like a lion. 

The effects would be felt worldwide. But throughout the 

difficulties the behavior of OPEC and its members would 

remain consistent with the policies previously established. 

At the Twenty—First Conference of OPEC held in Caracas 

from December 9th to 12th, 1970 it became apparent that the 

international petroleum situation was changing. If there 

had been any doubt that the situation was changing the 

reports from the delegations of the Member Countries 

quickLy put those doubts to rest. Each of the delegations 

which reported detailed the high degree of difficulty 

encountered in negotiations with their respective 

concessionaire companies. Frequently they reported upon 

the companies' unwillingness to adjust their agreements i 

accordance with the principles contained in OPEC Resolution 

XVI .90. 

The Libyan government was encountering difficulties 

correcting the basis upon which posted prices had been 

calculated since their inception. The Iranian and Kuwaiti 

Delegations reported having equal difficulty with respect 

106 
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to recent increases made in posted prices and also the 

adoption of a uniform 55 per cent tax rate in those 

countries. The Saudi Delegation reported similar 

difficulties. The Algerian and Venezuelan Delegations a1s3 

joined the chorus of complaints. These difficulties were 

being encountered at a time when the economic and market 

outlook of the international oil industry was showing a 

considerable improvement over the conditions which had 

prevailed in the previous years. Additionally the 

competitiveness of oil with respect to other sources of 

energy had been improving. 

Ihe QE 

The response of OPEC was clear. It was not 

inclined towards timidity, especiaLly since market 

conditions were now beginning to change in its favor. OPEC 

therefore adopted Resolution XXI.120 which contained five 

objectives. The first was to establish 55 per cent as the 

minimum rate of taxation on the net income of the oil firms 

operating in the countries which were OPEC members. The 

second goal was to eliminate any existing disparities which 

still existed in posted or tax—reference prices. This was 

to be done on the basis of the highest posted price 

applicable in the OPEC countries. Consideration was to be 

given to such factors as geographical location and gravity 



138 

of crude oils in meeting this objective. The third 

objective was to establish auniform general increase in 

the posted or tax-reference prices. This was to be done in 

a manner consistent with the general improvement in the 

international petroleum market. The fourth objective was 

to adopt a new system for the adjustment of the gravity 

differential of posted or tax-reference prices. Lastly, 

the complete elimination of allowances granted to oil 

companies as of January 1, 1971 was adopted. 

In an effort to accomplish the five objectives OPEC 

established a committee of three to ngotiate with the oiL 

companies. The committee consisted of the representatives 

of Iran, Iraq, and Saudi Arabia, all of which we have 

identified as being members of the core group of OPEC. The 

importance which was attached to these negotiations was 

obvious because of two points. First, the OPEC committee 

was instructed to establish negotiations within one month 

and to report back to OPEC members within seven days 

thereafter. Secondly, an Extraordinary Meeting of the 

Conference was to be held within fifteen days of the 

committee's report to access the results of the 

negotiations. That OPEC was not optimistic regarding the 

outcome of the negotiations was evident by the last 

sentence of the Resolution, It stated: 
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In case, such negotiations fail to achieve 
their purpose, the Conference shall 
determine and set forth a procedure with a 
view to enforcing and achieving the 
objectives as outlined in this Resolution 
through a concerted and simultaneous action 
by all Member Countries. ( 1) 

Negotiations with the oil companies were not the only 

issue on the minds of the delegates to the Twenty-First 

Conference. They had become increasingly concerned about 

the rate of inflation in the industrialized countries and 

its detrimental effects upon their purchasing power. As 

discussed previously it was the U.S. dollar which was the 

currency in which both the posted and tax-reference prices 

of petroleum were expressed. It therefore was an extremely 

important element in determining the revenues of OPEC 

countries. Its maintenance in real terms was also 

important in deter.mining the ability of the Member 

.Countries to implement their development plans. 

Unfortunately for OPEC, the real.v'alue of the U.S. dollar 

had continued to fall. This development was the cause of 

some bitterness by the delegates since the result was that 

they were being forced to bear the consequences of events 

which were external to them. Their action was in the form 

of Resolution XXI.123 which stated in part, 
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That in case of changes in the parity of 
monies of major industrialized countries 
which would have an adverse effect on the 
purchasing power of Member Countries' oil 
revenues, posted or tax—reference prices 
would be adjusted as to reflect such 
changes . '( 2) 

Additionally two issues were discussed at that 

Conference which related primarily to events in Libya, but 

which certainty had ramifications forthe other members as 

future developments wouLd show. Some oil companies had 

reduced their exploration and development activities in 

Libya and other countries appreciably. This was done in an 

effort to bring pressure upon the governments of those 

countries in the hope that they would be Less forceful in 

pressing their goals during the negotiations then in 

process. The OPEC response was clear. It expressed in 

Resolution XXI.123 its "full support to any action" which 

the Member Countries might take in their efforts to ensure 

compliance by the oil companies. (3) 

The second issue raised by Libya was its 

dissatisfaction with the"excessive and windfall profits" 

which were going to the concessionaires oecause of the Suez 

Canal closure andthe circumstances then prevailing in the 

tanker market. Libya, because of its geographic location, 

was best situated to observe these developments. ( 4) OPEC 

expressed its view that Member Countries should be able t 

receive a premium which reflected their comparative freiqht 
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advantage. This, too, was followed by tte adoption of a 

resolution, Resolution XXI.124 which fully supported "any 

appropriate measures" which the countries might use to 

safeguard their legitimate interests on this matter. ( 5) 

The Twenty-Second Extraordinary Conference was held in 

Tehran on February 3rd and 4th, 1971. ( 6) As had been 

agreed at the previous Conference, it heard the report of 

its three-member Ministerial Committee. The delegates of 

Algeria, Libya, and Venezuela also reported. All the 

reports were negative. Negotiations with the oil firms had 

failed to achieve their desired ends. It was therefore 

decided that further, stronger measures were necessary. 

These measures were spelled out in Resolution XXII.131 

which stated in part that the Conference, 

resolves that each Member Country exporting 
oil from Gulf terminals shall introduce on 
the 15th of February the necessary leal 
and/or tegislativemeasures for the 
implementation of the objectives embodied 
in Resolution XXI,120. In the event that 
any oil company concerned fails to comply 
with these legal and/or legislative 
measures within seven days from the date of 
their adoption in all the countries 
concerned, Member Countries, Abu Dhabi, 
Algeria, Iran, Iraq, Kuwait, Libya, Qatar, 
Saudi Arabia, and Venezuela, shall take 
appropriate measures including total 
embargo on the shipments of crude oil and 
petroleum products by such company. ( 7) 

Another, and separate, portion of the resolution was 

aimed specifically at the difficulties which Algeria and 
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Libya were encountering. It stated that if any of the oil 

companies operating within those two countries failed to 

comply with the objectives contained in Resolution XXI.123 

within seven days from the adoption of the appropriate 

Legislation with the same minimum requirements agreed upon 

by the Gulf States, plus an additional premium reflecting 

"a reasonably short-haul freight advantage for their 

crude- oil products, the Member Countries would take 

appropriate action. The appropriate action included the 

total embargo on the shipments of crude oil and petroleum 

products by such company. ( 8) In other words, the members 

of OPEC as a group had agreed to act in concert in a 

forceful way to support one or two of their members shoutJ 

the situation arise. Considering the importance of the 

issUes involved in the negotiations, both those around the 

Gulf and those in North Africa, the companies were 

understandably adarnent in their reluctance to make 

concessions. What was being sought by OPEC was not only a 

large increase in revenues going to the Member Countries, 

but also a significant alteration in the existing 

relationship between the firms and the countries. 

Unfortunately for the companies, the majority of whom 

were based in the United States, they placed great faith in 

the willingness of the American Government to support their 

position. This faith proved to be unfounded. ( 9) Also 
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unfortunate for the oil fir ms was the fact that a series of 

events had placed them at a disadvantage, both in terms of 

the international oil market and also in terms of the major 

area of confrontation, Libya. 

The United States had become a net importer of oil b 

the end of the 1960s. Exploration activities in American 

territory had declined and the development and 

transportation of Alaskan oil had been delayed. In the 

international oil market there had been a large increase in 

demand for petroleum products which had resulted in 

escalating prices. OPEC countries were fully cognizant of 

these developments. They were equally aware of the 

continued erosion of their purchasing power as a result of 

the inflation in the Western industrialized countries. The 

OPEC countries were also intent upon exercising their 

control more fully and forcibly according to the principles 

expressed in their Declaratory Statement. 

Exinli fli Libxa 

The fact that the first and major area of 

confrontation relating to OPEC's Declaratory Statement cane 

in Libya was dictated by several factors. First, the new 

government which had come to power in September 1969 by 

overthrowing the government of 69 year old King Idris, was 

intent upon showing that it could outperform the previous 
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government. That previous governrnent, according to Walter 

Levy, "t,as thought to be sound because it was corrupt." 

(10) The Qaddafi government was highly nationalistic. The 

new government had little need in the immediate short run 

for large revenues and was therefore in a position to 

reduce the quantity of oil pumped. 

Second, and a most crucial factor, Libya, atone 

of the OPEC countries had nearly one hundred foreign oil 

firms operating within its borders.. Within the other OPEC 

countries the oil concessions were confined to a few large 

firms. Therefore Libya, far more than the other countries, 

was able to pLay off one oil company against the others. 

This factor was further increased in its importance by the 

fact that many of the oil firms operating within Libya were 

independents and not the Seven Sisters. (1 1 ) 

The importance which events in Libya had upon OPEC and 

the international petroleum market were crucial. It is 

questionable whether the oil revotutionof the earty 1970s 

would have happened, or at.least would have happened at 

that time and to the same degree, if Libya had not pursued 

the policies which it did. 

In terms of petroleum production Libya was relatively 

new. It was only in 1961 that the production of oil began. 

This had been preceeded on April 12, 1959 by a brief news 

release by the Esso Corporation in Libya which stated: 
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Esso Libya announces its Zelten No. 1 well 
flowed approximately 100 barrels in one 
hour of sour 37 degree gravity oil stem 
test at a depth of approximately 54,000 
feet. This well is located in Cyrenaica on 
Esso's Concession No. 6 and is 
approximately one hundred mites from the 
Mediterranean and two hundred mites south 
of Benghazi. The welt is current1y being 
dri lied to a greater depth. (12) 

However, the increase in its production was rapid. 3 

1964 it was producing 3 million barrels a day. This was 

only slightly less than the rates of production of older 

producers such as Iran, Venezuela, and Saudi Arabia. By 

September 1, 1969, when Qaddafi came to 3ower, Libya was 

the world's fourth largest exporter of oil. This increase 

in production was supported by large petroleum reserves 

estimated at that time as being 35000 million barrels. 

That figure represented an amount which was one and a half 

times the combined reserves of Algeria, Indonesia, Nigeria.-

and Qatar. 

Libya also had an advantage with respect to the 

quality of its oil. Its oil was of the highest quality. 

A further advantage was that of location. Libya is 

located on the southern shores of the Mediterranean Sea. 

This means that the shipping costs to other ports on the 

Mediterranean were lower than those from the Gulf. This 

transportation advantage was further enhanced by the 

closure of the Suez Canal in June 1967. As a result of 

7. 
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that closure tankers from the Gulf were required to journey 

around the Cape, thus adding considerably to the costs. 

The transportation cost advantage which Libya had was 

further increased during the period May 3, 1970 to January 

28, 1971. It was during this period that the Tapline which 

carried 475,000 barrels a day of Saudi crude to the 

Mediterranean was closed. This closure was the result of a 

bulldozer of the Syrian Ministry of Public Works 

"accidentally" breaking the pipeline in the 0araa region. 

The lengthy period of the closure of the Tapline was the 

result of the refusal of the Syrian government to grant 

permission to the owners of the pipeline to repair it. The 

timing of this incident was extremely advantagous for 

Libya. Negotiations between Libya and the foreign oil 

companies operating in Libya began three days after the 

Tapline was ruptured. 

The taxes which oil companies paid in Libya were also 

an important factor. They paid taxes on the basis of real 

prices. This was in contrast to taxes in the other OPEC 

countries where taxes were based on posted prices. The 

difference between the two was significant. Real prices 

had been falling whereas the posted prices had remained 

constant since 1960. This situation represented an 

advantage for the companies operating in Libya. It also 

represented a major problem for Libya. Posted prices were 
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public knowledge to both the companies and the host 

countries. The actual prices were not. There was only one 

way which the Government of Libya could verify the actual 

prices and that was by examining the books of the 

companies. As this was not permitted by the companies, the 

situation was highly conducive to widespread fraud. The 

result, according to Terzian, was that, "...the Libyan 

government received only 30 cents per barrel of oil 

exported, as against 90 cents in the other OPEC countries." 

(13) 

The net result of these and other factors was that 

immediately prior to the 1969 revoLution Libyan oil 

suffered from at least •three disadvantages. According to 

Terzian they were: 

1. an original handicap in that, right 
back to 1961, Exxon had fixed Libyan prices 
at roughly 10 cents a barrel lower than 
"normal" prices. Later this handicap grew 
worse when Exxon added a further "discount" 
of 5 cents a barrel; 
2. the low sulphur content of Libyan oil 
was not taken into account, even though in 
principle it should have resulted in a 
price several cents higher than that of 
other crudes; 
3. only 25% of the transport savings 
enjoyed by the consumers of Libyan oil was 
reflected in the price; the companies 
pocketed the difference. (14) 

Shortly after the revolution in 1969 Qaddafi began a 

study of the oil prices and concessionaire agreements. He 

quickly reached the conclusion that prices for Libyan oil 
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were too low and that, "...the companies hac been rec eiving 

much of the "economic rent" derived from a favorab'e 

geographic location and from the Libyan qualtity 

differential." (15) This resulted in a demand by Libya t 

increase prices from $1.80 to $2.20 per Darrel. The 

response by the companies was an offer to increase the 

price by $0.05. It was rejected by Libya. 

In his confrontation with the oil companies operating 

in Libya Qaddafi had several advantages. The first was a 

result of policies which had been enacted during the reign 

of King Idris. It was the Petroleum Law passed on July 18 

1955 which ensured that no single foreign company or group 

of companies could gain a monopoly in Libya. As a result 

Libya was not faced with a situation as existed in Saudi 

Arabia or Iraq. Also the former Prime Minister of Libya,. 

Mustafa ben Halim, had refused to deal with the oil 

companies 

He had divided Libya into many small concessions and 

then allocated them to as many different companies as was 

possible. This procedure meant that future Libyan 

governments had the option of dealing seoarately with each 

of the companies then operating in the country and doing so 

on the basis of whatever oil had actually been found. 

of the companies operating in Libya were the so—called 

"independents", smaller companies which had been kept out 

Many 
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of the Middle East by the large multinational corporations 

until they were ab'e to operate in Libya. These 

independents were heavily dependent upon their Libyan 

Operations since it was often their only source of crude. 

In 1970 the "independents" produced 55 per cent of the 

crude oil production in Libya. The Petroleum Law had the 

effect of encouraging both exptoration and commercial 

pumping of petroleum. The Law required that the companies 

turn their concessions back to the government when they 

were not active. It was therefore in the companies' own 

self—interest to pump as much of the Libyan crude as 

poossible. (16) 

Libya began its offensive against the oil companies 

operating inside the country by adopting a policy of divide 

and conquer. It did so with the active support of two 

other OPEC members, Algeria and Iraq. On May 23, 1970 the 

oil ministers from those three countries met in Algeria and 

published a joint communique. That communique noted the 

"abnormally towprices of Libyan and Algerian oil" and 

demanded that they be increased. The communique went on to 

express, 

the determination of the three 
revolutionary authorities to take all 
necessary domestic measures, to ensure that 
they would not get dragged into endless and 
sterile negotiations with the companies. 
(17) 



120 

They did not because of actions taken by Libya. 

Within a month Libya ordered Occidental to reduce its 

oil production from 800,000 to 485,000 barrels per day. 

This action was based upon the knowledge that Libya could 

do little to bring pressure on the Large multinational 

firms since they had significant production in other 

countries. That was not the case with respect to the 

independents. Three days after the Libyan action Algeria 

nationalized six companies. Those companies were Shell, 

Phillips, Amif, Sofrapel, Elwerath, and Drilling 

Specialities. 

The companies were obviously taken by surprise by the 

actions of the two North African countries. Walter Levy 

stated that, "The winds of change in the oil industry have 

reached hurricane levels." (18) In a similar vein Nicolas 

Sarkis stated that, 

It is difficult for the companies to 
recognize that things realty have changed 
and that Colonel Ghadafi's Libya is not the 
Libya of King Idriss and the cabal of 
courtiers and crooks who enriched 
themselves under his regime. (19) 

Libya pursued its policy of exerting pressure on 

Occidental, which was the main producer in Libya. The 

President of Occidental, Armand Hammer sought to find other 

sources of oil which would permit him to fulfill his sales 

commitments. In that effort he contacted the President of 
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Exxon, Kenneth Jamieson. (20) He was refused any special 

concessions. On September 1, 1970, one year after the 

revolution in Libya, Occidental was producing just 440,000 

barrels per day. That was half of the amount it had been 

producing at its peak. (21) Hammer then turned to the 

American government for support. He received none. 

Rather, he was informed that the increase of 44 cents per 

barrel which Libya was seeking was considered reasonable. 

(22) In a final desperate bid to avoid the .requested 

increase in prices Hammer went to Tripoli to bargain with 

the Libyan government. When he arrived he •found that 

Occidental's production had been reduced by a further 

60,000 barrels per day and that the production of other 

firms had been reduced as well. Those cuts in production 

when coupled with the stoppages resulting from the closure 

of the Tapline amounted to approximately 1.3 miLlion 

barrels of oiL per day. That was an amount equal to the 

production of Venezuela. 

On September 2, 1970 Occidental agreed to the Libyan 

demands. It agreed to an increase of 30 cents per barrel 

effectively immediately, annual increases of 2 cents per 

barreL in each of the following years, and a 5 per cent 

increase in taxes. Within the next few weeks all the oil 

companies felt into line with the demands of the Libyan 

government. They too had been refused the support of the 
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American government. The final holdout, Shell, agreed to 

the Libyan terms on October 16th. A major revolution in 

the world of international petroleum had occurred. 

The importance of the Libyan success was that it was 

not an isolated event. It was preceeded by an Algerian 

agreement which increased the price of oil from $2.08 to 

$2.85 per barrel. This agreement was backdated to January 

1, 1969. It also represented a larger increase than that 

obtained by Libya five weeks later. 

The Libyan agreement was considered more important 

than the Algerian agreement for several reasons. First, 

the multinational oil companies tended to view the events 

in Algeria as essentially a "French affair". They were not 

as concerned about it since they did not operate there. 

Second, the production of Libya was more than four times 

greater than that of Algeria. While they could afford to 

ignore the events in Algeria, they could not treat the 

events in Libya in the same manner. 

One writer has summed up these events in North Africa 

as follows: 

For the first time since the creation of 
OPEC in 1960, two oil—producing 
countries--Algeria and Libya--had managed 
to secure an increase in oil prices. Their 
success was all the more remarkable in that 
the whole venturewas conducted outside the 
OPEC framework. The other members of the 
organization naturally had no intention of 
being left behind. (23) 
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Ita Ihcu Agzg gagal 

The events in Libya gave OPEC an advantage which 

it sought to pursue. In-addition to Resolution XXII.131 it 

also adopted Resolution XXII.132. This latter resolution 

gave, 

full support to measures taken or to be 
taken by the Libyan Government for 
safeguarding the legitimate interests of 
the Libyan people against any collective 
act that might be exercised by oi 
companies operating in the Libyan Arab 
Republic. (24) 

The Resolution implies a full awareness by OPEC that it 

would most likely be confronted by a unified front of oil 

firms and not by separate individual firms. Unified force 

was to be met .by unified force. 

OPEC emerged from the confrontation with a decisive 

victory. It was set forth in the Tehran Price Agreement of 

February 14, 1971. Thirteen major oil firms and their 

affiliates (25) signed that Agreement, (26) with six OPEC 

Member Countries known as "The Gulf States". (27) The 

Agreem ent covered the period February 15, 1971 through 

December 31st, 1975 and was an overall amendment to the 

then existing agreements between the signatories. 

The terms of the Agreement represented a clear victory 

for OPEC. This was explicitely stated in Article 3, 

subsection (b) of the Agreement which states in part that, 
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The requirements of the six Member 

Countries of OPEC bordering the Gulf under 
OPEC Resolutions XXI.120 and XXII.131 are 
satisfied by the terms of the Agreement. 
(28) 

OPEC had succeeded on several fronts. First it won 

agreement that the total tax rates on income would be 55 

per cent. Second, each of the companies agreed to increase 

its crude posted prices at the Gulf terminals by 33 cents 

per barrel. Also, a number of increases in the crude 

posted prices were agreed upon. The agreed increases were: 

(1) on June 1 of 1971 and 1972 an increase of 2.5 per cent 

of the posted price; (2) on January lo 1973, 1974, and 1975 

an increase of 2.5 per cent of the posted price; (3) on 

January 1, 1971, 1973, 1974, and 1975 an'increase of 5 

cents per barreU (4) an increase of 2 cents per barrel on 

the posted price in satisfaction of claims related to 

freight disparities. (29) Additionally the posted prices 

were increased by varying amounts according to the API 

gravity. (30) Lastly, the Agreement also provided that if 

Libya was receiving a premium for short haul crude and if 

that premium exceeded the lowest level permitted by the 

agreement, the Gulf States would also be entitled to 

additional payments. 

What is important to note with respect to the Tehran 

Agreement is the crucial role which the government of the 

United States exercised. On January 17, 1971 Mr. John 



125 

Irwin, the American Under- Secretary of State, and Mr. 

James Akins arrived in Tehran. (31) Their stated purpose 

was to provide support to the companies as had been 

promised by the American government. The two men met with 

theShah on the day following their arrival. Irwin 

explained the purpose of their visit to a Senate Committee. 

some time later. Its purpose was to moderate the Gulf 

countries' demands, to ensure that there would be no 

interruption of oiLsupplies and that, in all events, 

prices would stay within "reasonable limits". In the same 

testimony he also stated that the Government of the United 

States considered the question of prices as "secondary". 

(32) 

Irwin's testimony places an entirely different 

interpretation upon the power relationships which were 

operating during the negotiations in Tehran than the 

generally accepted one. ,His evidence indicates that the 

price increases which the Gulf states were able to obtain 

during those negotiations were not due primarily to the 

economic power of those states nor of OPEC. Rather, it 

suggests that it was the American concern for an 

uninterrupted flow of petroleum from the Gulf which was the 

crucial element. 
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EQtQt1i. QEQ aalit 

The success which Algeria and Libya had achieved 

represented a breakthrough. That breakthrough had been 

aided by the support of Iraq. Those three countries were 

self—described revolutionary countries. Their success 

placed the conservative monarchies of the Gulf in an 

embarressing situation. Not only had the revolutionary 

states succeeded in gaining significant price increases 

prior to the Gulf states, they were not content with their 

gains. They wanted even more. 

The second Libyan offensive had begun on January 3.-

1971P two weeks before the arrival of Irwin and Akins in 

Tehran. At that time the Libyan government had informed 

the representatives of the oil companies operating within 

Libya that it expected that the most favoured nation clause 

be applied to it with respect to the negotiations which 

were to take place in Tehran. (33) Simultaneously the 

Libyan government demanded an increase of 27 per cent in 

the price of its oil. It also demanded that a minimum of 

25 per cent of the companies' profits be reinvested in 

Libya. 

The most recent demands by Libya put the Gulf states 

in an even more defensive position. Their response was to 

convince the companies not to negotiate with the Gulf 

states as a group, but individually. This would have the 
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effect of neutralizing the North African countries. Once 

the Gulf states had concluded their negotiations the North 

African countries would be forced to choose between 

accepting the same terms or being isolated. The Shah made 

that argument to Irwin and Akins who were easily convinced 

of itssoundness. They recommended to Washington that it 

"urge the companies to initiate separate negotiations with 

the Gulf countries". (34) 

As negotiations were about to begin in ernest in 

Tehran the government of Algeria and Libya issued a joint 

communique which stated that the system of fixing crude oiL 

prices should be revised in order to bring the prices -of 

crude oil into line with those set in the industrialized 

countries. This would require an increase in the price of 

crude oil of 600 to 700 per cent. Shortly after the 

communique was issued the Algerian Minister of Industry and 

Energy, Belaid Abdesselam, Left for Tehran. There he was 

joined by the Venezuelan Minister of Hydrocarbons, Hugo 

Perez La Salvia. 

The Shah gave a press conference on January 24, 1971. 

It was his first press conference in tweLve years. He 

stated that he did not feet bound to -the Mediterranean 

producers. The effect of the Shah's cornnents was to 

confirm the fears of Aljeria, Libya, and Venezuela. They 

issued a call for "OPEC unity" and sought "close 
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co—operation" between all the countries which were members 

of OPEC. The Algerian President, Houari Boumedienne, sent 

a message to the Shah which warned him of the dangers of a 

split developing within OPEC. 

On February 3, 1971 the twenty—second extraordinary 

conference of OPEC began in Tehran. Three days later the 

OPEC Secretariat published the resolutiois which had been 

passed during that conference. Those resolutions amounted 

to the first ultimatum ever issued by OPEC. 

An agreement was concluded on February 14th. Its 

major points as summarized by Terzian were as follows: 

1. a general 33 cents a barrel increase in 
all Gulf posted prices effective 15 
February 1971; 

2. a general increase of 2 cents a barrel, 
effective the same date, t0 take account of 
"freight di ffe rent i als"; 

3. a general 5 cents a barrel increase in 
prices effective from 1 June 1971 and 
subsequently on 1 January 1973, 1974, and 
1975; 

4. from the dates above, a general 
increase of 2.5% to compensate for 
i nf I at i on; 

5. adjustment of gravity differentials for 
each type of crude oil; 

6. a general increase in the companies' 
income tax rate to 55% (35) 

The Tehran agreement, despite its success in some 

areas, was not totally successful from the perspective of 
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OPEC as an organization. The agreement failed to meet the 

Oojective of raising all OPEC prices and taxes to the 

highest existing levels. Price differentials remained 

between the Gulf states and those in the Caribbean. The 

agreement had raised increased the level of taxation to 55 

per cent in the Gulf. It was already 60 per cent in 

Venezuela. 

More importantly, the Tehran agreement embodied a 

renunciation by the OPEC signatories of the most favoured 

nation clause. In addition to that renunciation, they also 

agreed not to take, "...any measures aiming to support 

other OPEC countries demanding an increase in government 

revenues in excess of the limits set by this agreement or 

any other increase." (36) The .effect of this clause was to 

give considerable support to the companies which were to 

begin negotiations with Libya shortly thereafter. The 

signatories to the Tehran agreement had, by these actions, 

not only failed to support another OPEC state, they had 

actively sought to impede itsability to conclude 

negotiations which were favourable to it. 

Libya was not cowed by the actions of the states which 

participated in the Tehran agreement. Qjite the contrary. 

It announced that it would not be satisfied with the gains 

achieved in Tehran. Those aims, if applied to Libya would 
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have resulted in an increase of 56.5 cents per barrel. 

Libya demanded an increase of $1.20 per barrel. 

Nor, as it turned out, was Libya isolated, A meeting 

of the four OPEC countries which exported in the 

Mediterrean, Algeria, Iraq, Libya, and Saudi Arabia, met in 

Tripoli on February 23, 1971. The fact that Saudi Arabia's 

Minister of Petroleum, Sheikh Zaki Yamani, was present at 

that meeting representing Saudi Arabia was a major 

political victory for Libya since Libya was the st -ongest 

supporter of Nasserism which was strongly opposed by the 

conservative Saudi monarchy. Yamani's presence indicated 

that Saudi Arabia wasgiving a higher priority to oil 

matters than to its, political differences with the Libyan 

Leadership. It also indicated a desire to smooth over any 

differences within OPEC which were a result of the Tehran 

Agreement. That political victory was matched by a further 

victory. The four ministers chose Libya to negotiate for 

the four of them. That was a role which previously had 

been assumed by a commission of three Gulf ministers. 

The negotiations were difficult but successful. The 

Tripoli agreement was concluded on March 20, 1971. As a 

result, the price of Libyan oil was increased by 89.7 cents 

a barrel as compared to the 56.5 cents a barrel which the 

application of the Tehran agreement would have achieved. 

Because the Tehran agreement had not included the "most 
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favoured nation" clause, the price of oil in the Gulf 

states remained at $1.261 per barrel as compared to the new 

Libyan price of $2.015 per barrel. To make matters worse, 

the gains of the Tripoli agreement were gradually applied 

to the other Meditarranean exporters. This development 

exacerbated the division'betweenthe signatories of the 

Tehran Agreement and other OPEC members. 

One writer summed up othe Tripoli and Tehran 

agreements in the following manner: 

Furthermore, for the most part, these gains 
were not even the accomplishment of a 
united bloc of countries standing up to the 
oil companies together. Rather, they were 
won thanks to the tenacity and daring of a 
country which had only just emerged from 
the Middle Ages and numbered barely two 
million inhabitants: Libya. Alone, Led by 
"Free Officers" whose averae age was less 
than thirty, she managed to impose her will 
on all—powerful America and on. alt of 
Europe, treating the directors of the 
"majors" like vulgar door—to—door salesmen. 
She even dared to go against the other OPEC 
countries, although they were the only 
backing she could count on. 

LgEINfi Wlid INILAIIQU 

Inflation in the industrialized countries was 

continuing its rapid pace with dire consequences for the 

economies of the OPEC countries. The problems created by 

inflation were compounded for the oil producing states by a 

decision taken by the then President of the United States, 

Richard M. Nixon, on August 13,, 1971. That decision, only 
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four months after the Tripoli negotiations, was to abandon 

the existing international monetary system. It terminated 

the fixed convertability of the dollar and opted instead 

for a freely floating currency. The result was that any 

depreciation in the value of the dollar automatically meant 

that the value of oil which was fixed in terms of the U.S. 

dollar was also devalued. With inflation proceeding at a 

rapid rate the future value of oil revenues were faced with 

substantial declines in terms of purchasing power. This 

was especialtycritical for the OPEC countries since most 

of them relied so totally upon oil revenjes. 

OPEC had not forgotten that four conferences earlier 

it had adopted a resolution which called for adjustment in 

posted or tax—reference prices so as to offset any adverse 

effects resulting from the changes in the parity of monies 

of major industrialized countries. (37) 

They therefore adopted Resolution XXV.140 which 

stated, 

(1) that Member Countries shall take 
necessary action and/or shall establish 
negotiations, individually or in groups, 
with the oil companies with a view to 
adopting ways and means to offset any 
adverse effect on the per barrel real 
income of Member Countries resulting from 
the international monetary developments as 
of 15th August, 1971. 
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(2) that the results of negotiations shall 
be submitted to the next Conference, in 
case such negotiations fail to achieve 
their purposes the Conference shall 
determine such action as necessary for the 
implementation of this Resolution. (38) 

The negotiations with the oil firms did not initially 

go well for OPEC. It had calculated that the devaluation 

of the U.S. doflar was between 11.5 per cent and 12 per 

cent. In spite of their public statement containing this 

contention OPEC limited its demand to an 8.57 per cent 

increase in posted prices. This figure they asserted 

represented the actual loss of the U.S. dollar in terms of 

gold. OPEC did not seek to change the terms of the Tehran 

Agreement. In an effort to calm the concern of the 

consuming countries OPEC 3ointed out that its proposed 

increase of 8.57 per cent should not result in any increase 

in product prices inconsuming countries since those 

countries had already adjusted their currencies by an 

amount greater than the proposed 8.57 per cent. (39) 

Agreement was reached on January 21, 1972. It provided for 

an immediate increase in the posted price of crude oils of 

8.49 per cent. The new agreement wasp as OPEC had wished, 

supplemental to the 1971 Tehran Agreement. It was known as 

the Geneva I Agreement. 

OPEC had achieved a major breakthrough and one which 

it had long sought. It had reached an agreement with the 
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major international oil companies that OPEC countries had a 

right to be protected from the adverse effects of the 

inflation in the industriatized countries. (40) The 

Agreement provided for an increase in the price of crude by 

8.4 per cent. It also called for the price of oil to be 

indexed to a "basket" of nine currencies. (41) Price 

adjustments were to take place every three months based 

upon the fluctuations of the currencies contained in the 

"basket" 

The world economic situation was changing rapidly. As 

a result the Geneva I Agreement did not last long. In 

December 1972 the United States announced a further 

devaluation. It was a devaluation of 10 per cent. As a 

result of this devaluation the Geneva II Agreement was 

signed on June 1 1972. It was an amendment to the Geneva 

I Agreement. The Geneva II Agreement represented an 

improvement in the first Geneva agreement in two respects. 

First, the number of currencies in the "oasket" was ,, 

increased with the addition of the currencies of Canada and 

Australia. Second, the period between price adjustments 

was changed from every three months to every month. 

Fottowing quickly upon OPEC's success with 

respect to inflation another success was achieved. At the 

Twenth—Seventh Extraordinary Conference held in Beirut on 

March 11 and 12, 1972 His Eminence Ahmed Zaki Yamani 
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reported "that Aramco and its sharehoders have accepted 

the principle of Participation in twenty per cent of the 

ownership of their concession." (42) This was welcome news 

but OPEC was quick to point out that it expected such a 

positive attitude to be quickly adopted by all the other 

companies which were operating in OPEC Member Countries. 

(43) 

Despite its success.. OPEC was not inclined to rely 

upon the good will of the oil companies to provide 

additional successes. It therefore requested HE Ahmed Zaki 

Yamani to continue negotiating on behalf of the OPEC 

countries around the Gulf. He was further instructed to 

report back to the next Conference on the final results of 

those negotiations. Anticipating that Yamani's 

negotiations might not result in success, the Conference 

also convened a working party of experts. They were 

instructed to "prepare a study on the establishment of a 

fund to assist any Member Country affected by actions taken 

against it by oil companies." (44) 

The actions of OPEC at that time were not confined to 

either the negotiations or the forthcoming recommendations 

of the working party. The members of OPEC each committed 

themselves to action should the necessity arise. This was 

done in the form of Resolution XXVII.145 which concludes 

that the Conference, 
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resolves that in case one or more oil 
companies fail to comply with, or in any 
other manner oppose, any action taken by a 
Member Country in accordance with decisions 
adopted by the Conference, the Organization 
shall, at the request of the Member Country 
concerned, take appropriate action 
including sanctions against said company or 
companies. (45) 

The Conference stated several reasons for this action. 

The first was to cite paragraph 4 of Resolution 1.2 which 

had been adopted at the Founding Conference of OPEC in 

1960. It stated that, "The principal aim of the 

Organization shall be the unification of. petroleum policies 

for the Member Countries and the determination of the best 

means for safeguarding theinterests of '1ember Countries 

individually and collectively," 

The Conference also stated two other reasons for the 

Resolution. The first was that an action by an oil company 

against one member rnightprove harmful to other members. 

And second, that it recognized that the oil companies might 

attempt to undermine the solidarity of OPEC. (46) The 

three reasons taken together indicate a strong sense of 

solidarity among the members of OPEC, and a recognition of 

the value of the organization to each of them. It also 

shows evidence of a strong sense of mutual interdependency.. 

By voting to support the Resolution, each of the members 

had expressed its willingness to make sacrifice's on behalf 

of any of the other members for the benefit of all. 
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Considering the importance of the issue, not only to the 

members of OPEC, but also to the oil comDanies, the members 

of OPEC must have realized that it was highly probable that 

they might be forced to follow their words with action. 

The need for unifid OPEC action as called for in 

Resolution XXVII.145 was not long in coming. The country 

in need was Iraq. In that country the Ba'th party had 

returned to power on July 17, 1968. The new government had 

quickly consolidated its power and turned Iraq into a 

one—party state. It was following militant, leftist 

policies, both internally and in its foreign policy. 

Relations' between the various Iraqi governments and the 

Iraq Petroleum Company had ne)er been good. Under the new 

government those relations worsened. One writer has 

described the Iraq Petroleum Company as the perfect 

"whipping boy" for the new government. (47) In such 

circumstances Iraq was the logical target of the oil 

companies. 

The method which the oil companies used was to cut the 

production of oil in Iraq. In February 1972 the crude oil 

production from Iraq's Northern fields was 1,237,000 

barrels per day. By April 1972 production had been cut to 

694,000 barrels per day. That was a decline in production 

of 44 per cent. Such a reduction was not normal and could 

not be attributed to market conditions for at least two 
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reasons. First, Nigeria had, during the same period, 

increased its production. Second, Aramc3, which was also 

exporting crude oil from the Mediterranean at the port of 

Sidon had not reduced its exports by a rate comparable to 

that of the Iraq Petroleum Company. (48) 

As a result, the Secretary General of OPEC, Dr. Nadeii 

Pachachi, issued Press Release no. 7-72 on May 30, 1972. 

In the press release he made the following statement: 

It is clear beyond any reasonable doubt 
that the company's production figures 
reflect a deliberate and premeditated 
measure, and a high—level managerial policy 
decision aimed at punishing Iraq for its 
independent national oilpolicy and at 
exerting pressure to hinder implementation 
of its development programmes. (49) 

Because of the developments in Iraq the Twenty—Eighth 

Extraordinary meeting was held in Beirut on June 12, 1972. 

Ahmed Zaki Yamani of Saudi.. Arabia was unanimously elected 

to preside over the meeting. The Head of the Iraqi 

delegation, Dr. Sadoon Hammadi, reported on the failure of 

the negotiations between the Government of Iraq and the 

Iraqi Petroleum Company, and the subsequent nationalization 

of the operations of the Iraqi Petroleum Company. 

Following his report the Conference supported the actions 

of Iraq as "a lawful act of sovereigntyto safeguard its 

legitimate interests." (50) The Confereice then adopted 

Resolution XXVI I'I.146. 
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Resolution XXVIII.146 was supportive of the Iraqi 

nationalization of the Iraqi Petroleum. Company. One of the 

reasons cited in the Resolution for such support was stated 

as follows: 

recognizing that the oil compahies have 
been adopting discriminatory policies 
against Iraq for such a tong time and in 
such a manner that has been causing serious 
damages on the Iraqi national economy, 
notably by denying Iraq such normal 
increases in production and other financial 
rights, which, would have contributed 
effectively in accelerating economic growth 
in that Member Country; (51) 

Consistent with their previously expressed determination, 

the Resolution stated, 

that Member Countries shall not allow bil 
companies to replace the crude oil exported 
by the Iraq Petroleum Company atthe level 
of 1970, by oil produced in their 
territories, and/or to substitute that oil 
in its traditional markets,... (52) 

In order to formulate effective ways to implement that 

decision, a committee was established. It was composed of 

the Heads of the Delegations of Abu Dhabi, Iran, Libyan 

Arab Republic, Saudi Arabia, and Venezuela. One clause in 

the communique which was published at the end of the 

conference was certainly noticed by the companies. OPEC 

resolved, 

to support the action taken by the Iraqi 
Government to nationalize the operations of 
the Iraq Petroleum Company as a lawful act 
of sovereignty to safeguard its legitimate 
interests; (53) 
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That resolution represented the first time which OPEC had 

taken a clear position on the subject of nationalization. 

OPEC had been pushed too far. It had reacted in a 

unanimous manner to support one of its members in a fashion 

which could have important long term implications. 

The Twenty-ninth meeting of the OPEC Conference 

was held in Vienna on June 26th and 27th 1972. Again, 

Ahmed Zaki Yamani was unanimousty elected to be its 

President. At that Conference Yamani reported on the 

negotiations he was conducting on behalf of the five Gulf 

countries (Abu Dhabi,, Iraq, Kuwait, Qatar, and Saudi 

Arabia) regarding participation. In his report he 

confirmed that compensation should be based on the net book 

value of the assets. The stated reason for this was that 

the petroleum reserves belong to the countries. The 

Conference further decided that there should be full 

cooperation between the Gulf countries and Iran, Libya, and 

Nigeria. 

In an apparent effort to ensure that the oil companies 

were aware of its intentions, and the strength of those 

intentions.. OPEC issued a press release on June 27th. In 

that release emphasis was placed upon the fact that the 

Twenty-ninth Conference had felt that the oil companies had 

had sufficient time to implement the principle of 

participation and that the Conference was becoming 
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concerned about the delay. The press release further 

contained the warning that, "Therefore, oil companies 

concerned shall be held responsible for any consequences 

resulting from failure to reach a negotiated settlement." 

(54) As if to further emphasize its determination, the 

following paragraph was included in the press release. 

The Conference is determined to 
achieve Participation and in case of 
failure of negotiations, definite concerted 
action will be taken by Member Countries 
concerned supported by all Member 
Countries...An Extraordinary Meeting of the 
Conference will convene in the near future, 
at the request of HE Zaki Yamani, to 
determine the concerted action that should 
be taken in this respect. (55) 

Unexpectedly OPEC was faced with an internal problem.. 

Less than two days prior to the beginning of the 29th OPEC 

conference the Shah issued a statement to the effect that 

he was withdrawing from the participation negotiations 

which Yamani was heading on behalf of the six countries. 

He also announced that he had been in secret negotiations 

with the oil companies since early in 1972. His actions 

were interpreted by most members of OPEC as a tactic 

designed to embarras Saudi Arabia, the leading exponent of 

participation, by using the difficulties which Iraq was 

having with the Iraq Petroleum Company. 

The reaction by the Saudi government came swiftly. It 

viewed the Shah's actions in the context of the efforts of 
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the two countries to dominate the Gulf. The Saudi Royal 

Cabinet issued a communique which stated that: 

His Majesty's Government has observed with 
great anxiety the policy of timewasting and 
obfuscation adopted by the oil companies in 
the course of the negotiations concerning 
participation. The Royal Cabinet stresses 
that His Majesty's Government is deter-mined 
to take all necessary measures, in 
collaboration with the OPEC member states, 
to ensure that its demands are met. The 
companies will bear full responsibility for 
the consequences of their behaviour should 
the present negotiations fail. (56) 

The issue of participation continued to dominate 

the attention of OPEC. It was therefore with a sense of 

anticipation that the delegates assembled in Riyadh on 

October 27, 1972 for the Thirtieth (Extraordinary) meeting 

of the Conference. They would not be disappointed. Again, 

HE Ahmed Zaki Yamani was unanimously elected President. He 

reported on the negotiations between himself as the 

representative of the five Gulf states and the oil 

companies. A draft agree-nent was reviewed. Four Gulf 

states (Abu Dhabi, Kuwait, Qatar, and Saudi Arabia) had 

been able to determine their position with regard to the 

draft agreement. They expressed their intention to become 

parties to it. In what was perhaps a classic 

understatement, the Conference "expressed its conviction 

that the reatization of effective participation is an event 

marking a turning point in the history of the oil industry 
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and benefiting the interest of the countries concerned and 

their peoples." (57) The Conference also left no doubt as 

to whom should be credited for the breakthrough. It 

stated: 

The Conference was deeply appreciative 
of the effective efforts of His Majesty 
King Faisal, King of Saudi Arabia, that led 
to the elimination of many obstacles that 
were raised against the realization of 
Part ic'ipation for the Gulf States. 
Further, the Conference acknowledges and 
appreciates the efforts expended by Ahmed 
Zaki Yamani. (58) 

Ei±Qttl tQ atatiliza the Ecbia Q.i QI! 

The OPEC success in Tehran did not mean that a 

period of inactivity would foLlow. Quite the contrary. At 

the Twenty—Fourth OPEC Conference held in Vienna on July 

12th and 13th, 1971, after admitting Nigeria to full 

membership, the Conference turned its attention once again 

to the issue of participation. Resolution XXIV.135 was 

adopted, which stated in part that the Conference resolves, 

that Member Countries shall' take immediate 
steps towards the effective implementation 
of the principle of Participation in the 
existing oil concessions. To this end, a-
Ministerial Committee shall be formed 
consisting of the representatives of Iran, 
Iraq, Kuwait, Libya and Saudi Arabia to 
draw up. the bases for the implementation of 
effective participation by Member Countries 
in existing concessions and to submit its 
recommendations to an Extraordinary Meeting 
of the Conference to be convened on 22nd 
September 1971. (59) 
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This action was quickly followed on October 7., 1971 >1 

the adoption by the Twent'y—Fifth (Extraordinary) Conference 

which called for more immediate action. Resolution XXV.139 

was adopted. It contained the following two points: 

(1) that all Member Countries concerned 
shall establish negotiations with the oil 
companies either individually or in groups, 
with a view to achieving effective 
participation on the bases proposed by the 
said Ministerial Committee, and (2) that 
the results of the negotiations shall be 
submitted to the Conference for 
co—ordination. In case such negotiations 
fail to achieve their purpose, the 
Conference shall determine a procedure with 
a view to enforcing and achieving the 
objectives of effective participation 
through concerted action. (60) 

By mid—March 1973 when the Thirty—second 

(Extraordinary) Meeting of the Conference was held in 

Vienna, the members of OPEC were seriously concerned about 

the rate of inflation in the Western industrialized 

countries and the resultant decline in the purchasing power 

of their oil. One result of their concern was that, 

itwas agreed that access to the technology 
and markets of the developed countries for 
the present and future industries of ' the 
Member Countries, together with a just 
valorization for the hydrocarbon resources 
and an adequate protection of their 
revenues, are essential objectives of the, 
Organization. It was also agreed that the 
exploitation of petroleum and its trade 
should be in one form or another linked to 
the process of a rational and accelerated 
economic growth. (61) 
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The Conference also expressed its view that concerted 

action by the industrialized oil importing countries would 

not be in the best interests of either orderly 

international trade nor the present energy situation. This 

was undoubtedly in response to the initial efforts of the 

United States to establish the International Energy Agency. 

That organization was, in fact, established one year later 

in 1974. (62) 

Because of OPEC's concern regarding the changes in the 

value of the United States' dollar it was decided to hold a 

Ministerial Committee meeting. That meeting was also held 

on March 16th and 17th, 1973, concurrently with the 

Conference. The Ministerial Committee established a 

negotiation committee headed by the Head of the Libyan 

delegation. Its purpose was to negotiate and amend the 

Geneva Agreement to obtain full compensation as a result of 

the devaluation of the dollar and also to avoid any future 

loopholes. - 

OPEC had a valid concern. The Tehran Agreement was 

founded on two assumptions. The first was that of a stable 

U.S. dollar. The second assumption was that inflation in 

the industrialized countries would not exceed 2.5 per cent. 

By early 1973 it was apparent that both assumptions were no 

longer valid. In the early 1970s the ex3ort prices of OECD 

manufactured goods rose by 6.3 per cent in 1970, 5.9 per 
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cent in 1971, and 8 per cent in 1972. (63) Because of 

these deve1oments the Ministerial Committee decided to 

negotiate with the oil companies which were operating in 

OPEC countries. 

The purpose of the negotiations was to be to "amend 

the Geneva Agreement with a view to obtaining full 

compensation for the devaluation of the U.S. dollar and to 

avoid any future loopholes." (64) As the OPEC Ministerial 

Committee prepared for their forthcoming negotiations with 

thern oil companies they became increasingly concerned about 

the adverse effects of the devaluation of the U.S. dollar 

on both the value of crude oil and on oil revenues. They 

therefore repeated their goal of obtaining full 

compensation in a press release issued one month later. 

(65) 

The negotiations were scheduled to begin in Beirut on 

April 12, 1973. Eventually they began on April 13th in 

Cairo. At.those initial meetings the representatives of 

OPEC presented to the representatives of the oil companies 

their written proposal for the amendment of the Geneva 

Agreement. Shortly thereafter the oil companies' 

representatives requested that the negotiations be 

suspended to afford them an opportunity to consult with 

their companies. This was done. 
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The negotiations resumed in Vienna on April 23rd. At 

that meeting the oil companies presented to the OPEC 

representatives their proposal which outlined their views 

on the problems facing the two sides. Ii the views of the 

OPEC negotiating team the the oil companies proposed only 

minor changes and completely ignored the substance of the 

problem. As a result the OPEC team called for an 

Extraordinary Conference to be held in Tripoli on May 7th, 

1973. Not wanting to exacerbate the situation, the OPEC 

representatives simultaneously stressed that they were 

leaving the door open until May 7th should the 

representatives of the oil companies decide to submit a 

positive proposal, one which could provide the basis for 

serious discussions. 

Anew proposal from the oil companies was received on 

May 3rd. As a result the Extraordinary leeting of the 

Conference which had been called for May 7th was cancelled. 

Negotiations resumed in Tripoli on May7th. They too 

proved to be unsuccessful. OPEC then issued a calL for an 

Extraordinary Conference to beheld in Vienna on May 21, 

1973. 

The Extraordinary meeting of the Conference was, in 

fact, held on may 25th. After hearing a report from the 

Ministerial Committee about the, outcome of negotiations 

with the oil companies the delegates were becoming 
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frustrated. They did note that they had received a 

communication from the oil companies' representatives which 

expressed their readiness to reach a negotiated settlement 

of the outstanding issues. As a result of that 

communication OPEC decided that they would resume the 

negotiations on May 28th. However, they had by this time 

lost considerable confidence in the desire of the oil 

companies to reach a meaningful and successful conclusion 

to the negotiations. They therefore decided that, "In case 

of failure of the forthcoming negotiations, the Conference 

will resume its Meeting to decide on sanctions to be 

taken." (66) 

The negotiations were successful. The following text 

was released by OPEC on June 1, 1973: 

Ag reement was announced in Geneva 
today between eight Members of the 
Organization of the Petroleum Exporting 
Countries (OPEC) and international oil 
companies on adjustments to crude oil 
posted prices relating to world currency 
turmoil. The eight OPEC Members are Abu 
Dhabi, Iran, Iraq, Libya, Nigeria, Qatar 
and Saudi Arabia. The oil companies 
include all the companies producing in 
these countrie's. 

The agreement is in the form of a 
supplemental agreement amending the Geneva 
Agreement of January 20, 1972, and the 
similar agreements concluded in May and 
June, 1972 between the six Gulf States, 
Libya and Nigeria on the one hand and the 
sane oil companies on the other. The 1972 
agreements were occasioned by the major 
currency movements of late 1971. 
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The new agreement amends the formula 
for adjusting posted prices set forth in 
the 1972 Agreements. Expansion of the 
group of currencies included from nine to 
eleven will make it more broadly 
representative of major currency movements 
against the United States dollar, the 
currency which posted prices for the 
countries' oil exports are quoted. 

The agreement also introduces a number 
of modifications directed towards making 
the operation of the formula more sensitive 
and more immediately responsive to changing 
international monetary relationships, in 
order to provide greater protection against 
changes in value of the US dollar. For 
exampLe, the formula will be recalculated 
monthly, instead of quarterly as under the 
1972 agreements. These modifications are 
particularly significant in the present 
conditions of extreme monetary uncertainty 
and instability. 

The immediate effect of the 
supplemental agreement is that posted 
prices will increase by 6_i per cent, 
bringing the total increase since before 
the February 1973 dollar devaluation to 
11.9 per cent. Future posted price levels 
will depend upon the trend of exchange 
rates between the US dollar and eteven 
major currencies, as calculated under the 
Agreement's formula. (67) 

The success of the negotiations which were concluded 

on June 4, 1973 were not interpreted by OPEC as an occasion 

for the cessation of efforts to pursue its original goals. 

This became quite evident at the Thirty—fourth meeting of 

the Conference which was held in Vienna on June 27 and 28, 

1973. At that Conference, after unanimojsly admitting 

Ecuador as an Associate Member, Resolution XXXIV.155 was 
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adopted. That Resolution was termed a policy statement. 

Its three relevant paragraphs are as follows: 

1. that the exploitation and trade in 
hydrocarbons from Member Countries should, 
in one form or another, be linked to the 

process of a rational and accelerated 
economic growth; 

2. that any concerted action 
undertaken by industrialized-importing 
countries aimed at undermining' OPEC's 
legitimate aspirations would only hamper 
the stable relations that have normally 
existed between these and OPEC Member 
Countries, and that to seek a direct 
confrontation with OPEC may have a damaging 
effect upon the world economy; 

3. that the Governments of Member 
Countries should take, or pursue, whatever 
actions they see fit in the appropriate 
bilateral or multilateral framework in 
order to: 

ça attain greater access to the 
technology and markets of 
the developed countries for 
their present and future 
industrial products and 

(b) further strengthen the 
co-operation with the oil-
importing developing 
countries whose energy 
requirements are ever-
increasing. 

(68) 

- There were -a number of reasons in the minds of the 

OPEC delegates for the adQption of this resolution. The 

first was that while they should attempt to attain the 

correct value for their products on the international 
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petroleum market, they also needed to attempt 'to secure and 

establish conditions which would serve to enhance sources 

of income for them which were both permanent and 

diversified. This contention is based upon the recognition 

of two factors. The first is that the development of their 

countries was a lengthy process. It was not short term. 

Therefore, the sources of revenue to the member states 

needed to re perinahent. This would enable them to have the 

necessary revenue throughout the period of development. 

The second was based upon the recognition that so long as 

they were primarily relying upon a single source of 

revenue, the security and dependability of that one source 

their development plans might be adversly affected. This 

was extremely important since the thirteen countries relied 

so heavily,, if not almost totally in some cases, up,on the 

export earnings of petroleum as their source of revenue. 

Their economic welfare was directly dependent upon these 

factors. 

A second reason was that they continued to maintain 

that they, along with other developing countries were 

confronted with inadequate economic conditions. Foremost 

among these was their lack of access to both the markets 

and the technoloy of the industrialized countries. This 

Lack of access exerted a direct and negative impact upon 

the ability of the developing countries to accomplish their 
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development goals. It was relevant to both OPEC members 

andto other developing countries. - 

Underlying these concerns was the fact that the 

petroleum resources of the OPEC countries were limited and 

exhaustible. Following from that fact was the reatizatioi 

that the exploitation of those resources needed to be 

coordinated with the acceleration and diversification of 

their respective economies. The goal was not to obtain 

immediate and long term profits. Rather, it was to-use the 

limited and exhaustible resources which they possessed as 

the framework for their development. 

Also underlying the action of the Conference in 

adopting the Resolution was the continuing adherence to two 

of the long standing and basic purposes of OPEC as an 

inter-governmental organization. The first was to seek a 

just valorization of the hydrocarbon resources of the 

countries which belonged to OPEC. Additionally,, it was an. 

objective of OPEC to attempt to secure an equitable and 

fair relationship between the producing countries and the 

consuming countries. While this goal was obviously of 

direct relevance to OPEC memberso it was also increasingly 

being perceived by the OPEC countries as part of their 

responsibility to other, Less fortunate, developing 

countries. This objective contained within it the desire 

not to inflict any damage to the world economy which would 
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undoubtedly follow an interruption of petroleum supplies. 

Such an interruption had obviously been on the minds of the 

OPEC members during the negotiations with the oil companies 

which had just been concluded. (69) 

The increasing efforts of the OPEC countries to gain 

control over their natural resources and to obtain a fair 

return for the sale of those resources in the international 

petroleum market dominated the Thirty—fifth Extraordinary 

meeting of the OPEC Conference. That meeting began by 

hearing a report from the Head of the delegation from Abu 

Dhabi, Mana Saeed Otaiba, regarding the calculation of 

posted prices for oil from Abu Dhabi. It was his 

contention that crudes from Abu Dhabi were generally 

underposted and also that their premium quality was not 

reflected in the posted prices. Based upon stipulations 

contained in Resolution XVI.90 to the effect that prices 

should be consistent, subject to differences in gravity, 

quality and geographic 'ocation, with the levels of posted 

or tax reference pr.ices generally prevailing for 

hydrocarbons in other OPEC countries, the Conference agreed 

with Abu Dhabi's contention. (70) Specifically, OPEC 

agreed that the crudes from Abu Dhabi were both generally 

underposted and also that their premium quality was not 

reflected in their posted prices. The Conference resolved 

to fully support any "appropriate" measures taken by the 
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Abu Dhabi Government in attempts to pursae its legitimate 

interests in the matter. 

The Conference also heard a report from the Head of 

the delegation from Libya regarding its dispute with the 

oil companies. Libya was attempting to negotiate higher 

levels of participation with the oft comDanies then 

operating in Libya. Some of these negotiations had fai1e1 

and Libya had, as a result, nationalized 51 per cent of the 

operations of those companies. In response to that 

situation the Conference, by adopting Resolution XXXV.159, 

resolved to support the actions taken by the Libyan 

Government because those actions were taken in an effort 

which was consistent with its sovereign right to control 

its natural resources. Perhaps anticipating that Libya's 

difficulties with the oil companies operating in Libya were 

not over, Resolution XXXV.159 concluded with the clause 

that, "in case certain oil companies take individual or 

collective actions to hinder the implementation of the 

decision taken by the Libyan Government in the fulfillment 

of its sovereign right, the Conference shall take the 

appropriate measures which it deems necessary." (71) 

Despite the importance of the issues raised by Abu 

Dhabi and Libya, by far the most important matter dealt 

with by the Conference at that meeting was the 

international situation and its repurcussions upon all OPEC 
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members. They recognized that given the high rates of 

inflation which then existed in the industrialized 

countries, the assumptions which had been embodied in the 

Tehran.. Tripoli, and Lagos Agreements were no longer 

applicapabte. Additionally, because of the worldwide 

inflation, the annual escalations which were provided for 

in those agreements were no longer in line with the current 

and anticipated trends of inflation in the world. Nor were 

those agreements in line with the future trends of crude 

oil and product prices. As a result, they noted that the 

oil companies were reaping very high unearned profits. 

Al-Otaiba discussed this problem in some length. He 

pointed out that OPEC had frozen its prices for a period of 

nine months and was prepared to do so once again. However, 

if that experience was to be repeatedonce more there would 

have to be conditions attached to it. He stated two 

conditions. They were: 

1. The industrial countries exporting 
manufactured goods should seek to control 
the prices of their goods and freeze those 
prices for the same period which is agreed 
for an oil price freeze. When we look at 
the period of the last seven months we find 
that a freeze was imposed by one side only. 
While the oil-exporting countries froze 
their oil prices, the industrial countries 
allowed the prices of their goods to go on 
rising, so that the prices of some 
industrial goods multiplied several times. 
This means that the oil-exporting 
countries, which import most of their 
needs, have suffered heavy material. damage 
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as a result of price rises of manufactured 
goods. 

2. The values of some world currencies' in 
which oil revenues are paid notably the US 
dollar have begun to fall, which means a 
decline in the purchasing power of oil 
revenues and thus a fall in real oil 
prices. Here the industrial countries are 
called upon to intervene to maintain the 
purchasing power of their currencies and 
make a serious effort to reform the world 
ocurrency system and avoid exporting 
inflation to the oil-exporting countries. 
(72) 

The result was that the Conference adopted 

Resolution XXXV.160 which declared that the members of OPEC 

would seek to negotiate with the oil companies new 

agreements which would revise those agreements already in 

place.. The purpose of the renegotiation was to bring the 

agreements into Line with the economic conditions which 

then prevailed. The Resolution also provided for the 

establishment ofa "Ministerial Committee composed of the 

Heads of the Delegation of the Member Countries bordering 

the Gulf." This Ministerial Committee was charged 

collectively with the renegotiation of the Tehran 

Agreement. (73) 

QE AN LEA 

The negotiations to renegotiate the Tehran Agreement 

didtake place. However, they were not successful in 

reaching a mutually satisfactory settlement. On October 
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12, 1973 the talks broke down after four days of 

negotiations. This was the last time that there were price 

negotiations between the oil companies and OPEC. As a 

result of the breakdown of the negotiations The OPEC 

Ministerial Committee of the Gulf Members issued a press 

communique from Kuwait on October 16, 1973. Its text was a 

follows: 

In accordance with the decision taken 
in Vienna on 12 October, the Ministerial 
Committee (representing the six OPEC Mejnber 
Countries bordering the Gulf) met in Kuwait 
on 16 October and decided to: 

1. In tine with OPEC Resolution No. 
90 as well as the practice of other OPEC 
Member States - Venezuela, Indonesia, and 
Algeria - to establish and announce the 
posted prices of crudes in the Gulf. 

2. The new posted prices are based on 
actual market prices in the Gulf as well as 
in other areas, corrected for gravity 
differentials and geographical location. 

3. From this day on, actual market 
prices will determine the level of 
corresponding posted prices, keeping the 
same relationship between the two prices as 
existed in 1971 before the Tehran 
Agreement. The correction for changing 
posted prices upwards or downwards will 
take place when the actual market prices of 
crude oil exceed or drop below the 
corresponding level of the new announced 
prices by one per cent. 

4. The corresponding market price of 
the new posted price for Arabian Light 
crude is hereby established and announced 
at $3.65/barrel. The prices of other 
crudes will be established accordingly. 
This price represents only a 17 per cent 
increase over the actual sale of the same 
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crude recently. Consequently, the posted 
prices for all crudes shall be increased so 
as to produce the same result. 

5. The sulphur premium of various 
crudes will be determined individually by 
each Member State on the basis of actual 
market trends. 

6. The Geneva Agreements shall 
continue to be in force. 

7. The effective date of the new 
arrangements and prices will be 16 October. 

8. In case the oil companies refuse 
to take crudes on the basis of these 
arrangements, the producing countries will 
make available to any buyer the various 
crudes at prices computed on the basis of 

Arabian Light at' $3.65/barrel fob Ras 
Tanura. (74) 

The OPEC decision to establish prices unilaterally 

represented a major alteration in the power relationships 

in the world of international oil. It was a major break 

with the past and changed forever the nature of the 

international petroleum market. No longer would the 

underdeveloped countries which constituted OPEC be 

subservient partners to the major international oil 

companies. The situation was now reversed. 

The October 12th decision also represented OPEC's 

continued adherence to Resolution 90, The Declaratory 

Statement of Petroleum Policy in Member Countries, which 

had been adopted five years previously. This was evidenced 
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by the first paragraph of the press communique issued on 

October 16th. - 

The press communique is also important for other 

reasons. First, it illustrates OPEC's decision to base its 

petroleum prices upon "actual market prices". This 

indicates that OPEC did not see itself as a cartel seeking 

to establish prices above the level which would be 

determined by market forces. This is the essence of the 

second paragraph of the communique.. •Lest there be any 

doubt on this matter, the third paragraph is even clearer 

as to OPEC's intentions when it is stated that, "From this 

day onp actual market prices will determine the level of 

corresponding posted prices,..." 

OPEC consistency with respect to its desire to 

establish oil prices which were constant in real terms is 

supported by paragraph 6 which states, that the two Geneva 

Agreements were to remain in force. Those agreements had 

marked the first successful efforts by OPEC to adjust 

prices in order to maintain the real price of oil. Despite 

the fact that world inflation had overtaken the specific 

contractual conditions embodied in those two agreements, 

the issue of maintaining real oil prices constant obviously 

remained extremely important to OPEC. 

'Lastly, the concluding paragraph of the communique 

illustrates the real possibility that the oil companies 
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might welt attempt to do all in their power to attempt to 

ensure that the OPEC decision would not oecome effective. 

It was also evidence that OPEC realized that the 

proliferation of the independent oil companies had 

substantially altered the nature of the international oil 

market. No longer were the "Seven Sisters" as dominant as 

they once were. It was now entirely possible for OPEC to 

divide and conquer the firms operating within their 

territories. This ability was firmly based upon the 

demonstrated cohesiveness of the OPEC states. 

The October OPEC decision also represented a major 

change in international power relationships. It 

represented clear evidence that the United States was no 

longer able to control world oil as it had done previously. 

The loss of power by the international oil companies 

represented a loss of power for the United States. 

International power was no longer based only on contracts. 

It was now also based upon the ability to secure a safe, 

stable supply of energy. OPEC had gained control over a 

large portion of the world's petroleum energy. Walter Levy 

recognized this shift in power when he wrote the following 

passage: 

In the past, control over the 
international oil companies could be -and 
was used as a political instrument by their 
home countries in their relationship to 
importing countriese such as the United 
States apparently did during the first Suez 
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crisis or say for oil trade with Cuba, and 
soon. This possibility, to use the 
control over foreign oil for 
political-strategic purposes, is 
disappearing fast. (75) 

The governments of the OPEC countries had been slow to 

realize the importance of oil to the international power 

relationships. Eventually they did do so. As Shaffer 

described them, "...they were entrepreneurs, modern-day - 

Rockefellers, in the true sense of the word. They had 

recognized a change in world market conditions, siezed the 

opportunities presented by that change and elevated 

themselves to positions of world power." (76) The result 

was, according to Levy, "a shift of the major center of 

power over international oil from the borne countries to the 

producing countries." (77) 

Because the OPEC countries were underdeveloped, they 

had only a very limited capacity to use domestically •the 

new,arrd substantially larger revenues, which would result 

from the alteration of the relationship with the oil 

companies. This was not a short term situation. So long 

as the new situation persisted, and there was no indication 

that it would not persist far into the future, the new 

financial power of OPEC countries was seen by some to pose 

a threat to the industrialized countries. Levy, writing 

from an American perspective envisaged the threat as 

f o 11 ow s: 
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In the year ending June 30, 1975, 
conservative estimates imply that OPEC 
countries may add between 6O and $75 
billion to their surplus holdings of 
foreign currencies. Amounts of that order 
would be equal to about 75 per cent of the 
total book value of U.S. direct foreign 
investments, accumulated over many decades 
and owned by many hundreds of private 
corporations, whereas this OPEC surplus, 
held by a handful of governmentso will 
arise in only these current twelve months. 
The annual amount substantially exceeds 
total U.S. net foreign public and private 
long-term and short-term liquid and 
non-liquid assets. By July, 1975 gold and 
foreign exchange reserves of a handful of 
OPECcountries will probably be larger than 
those of all major industrialized nations 
combined. From then on - until such time, 
if ever as these oil-exporting economies 
can absorb all their oil revenues - their 
surplus claims on the rest of the world 
will go on pyramiding. (78) 

Based upon this type of scenerio he argued that the 

industrialized countries should develop appropriate 

counter-measures to the threat of American hegemony. 

M cLualQ ua 

During the early years of the second decade of OPEC's 

existence conditions in the international petroleum market 

changed rapidly from the conditions which had previously 

existed. The changes which took place had their origins 

outside of OPEC. 

Three changes were especially important for OPEC. The 

first was the rapid growth in the world's energy 

consumption. During the previous decade this had been 
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growing at a rate of approximately 5 per cent per year. 

The second was the rapid decline in the share of solid fuel 

in the world's total energy consumption. In 1950 solid 

fuel had accounted for over 60 per cent of the world's 

energy consumption. By 1973 that figure had fallen to 

approximately 30 per cent. It had been halved in less that 

a quarter of a century. The decline in the consumption of 

solid fuels was largely attributable to the increasing 

competitiveness of oil and gas. The final change was the 

rapid increase in the consumption of oil and gas. This was 

attributable to the same market forces which had caused the 

relative decline in the amount of solid fuels which were 

consumed. In 1950 oil had accounted for 27 per cent of the 

fuel market. By 1973 that figure had increased to 46 per 

cent. OPEC was faced with the challenge of successfully 

confronting those changes. 

OPEC was able to meet the challenges of the new 

conditions because it had used its first decade to 

establish a solid framework 'upon which it was able to base 

its response to the new conditions. The Secretariat had 

been established and was operating smoothly. It provided 

the statistical data and analysis which enabled OPEC to 

confront the multinational firms on their own ground. 

Important also was the fact that OPEC had slowly grown in 

membership to encompass a larger percentage of the 
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countries which produced oil and sold it on the 

international market. It had done this while maintaining 

unity within the organization. Also, during the early 

years the members of OPEC had had the opportunity to work 

together and get to know each other, including the views 

and preferences of the other members. 

It is tempting to overlook the degree of unity which 

continued to exist during the turbulent period of the earLy 

1970s. The startling events in Libya.. Tehran, and Geneva 

have a natural tendency to cause an observer to focus upo, 

them at the risk of ignoring the 'base which supported those 

events. Such a risk was recognized by OPEC even before the 

full magnitude of the changes in the oil market were 

apparent. That recognition was embodied in Resolution 

XXI.120. The eye—catching e)ents.which followed were 

Largely attempts to apply the separate parts of that 

resoLution. The Level of taxation was increased. This in 

turn provided the OPEC states with the financial resources 

to accelerate their developmental activities. Successful 

efforts were made to eliminate the disparities which then 

existed in posted or tax—reference prices. This goal was 

accomplished by raising the least favourable Levels up to 

equal the most favourable. Consistent with the achievement 

of those two goats efforts were inaugurated to establish a 

uniform general increase in the posted or tax—reference 
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prices. Also, agreements were negotiated with the 

companies to adjust prices to take into account the gravity 

differential of different crudes. Lastly, the elimination 

of allowances which had been granted to the companies was 

achieved. 

The efforts of Libya to gain control, o-ver its 

petroleum resources was supported by the other OPEC 

members. (79) The feasibility of using a Leap—frogging 

technique, of the Tehran agreement exceeding the Tripoli 

agreements etc., was based upon this solidarity. The OPEC 

states fully recognized that any one OPEC state would be 

confronted by a unified front of oil companies. OPEC 

sought to meet that unified front with its own unified 

front. Even when negotiations involved only a portion of 

the total membership of OPEC care was .taken that any 

agreement signed would be consistent with previously stated 

OPEC positions. (80) 

Some writers have also sought to exaggerate the 

potentiaL differences between groups within OPEC. Such an 

approach is largely unfounded. As stressed previously, the 

members of OPEC are diverse. There are few common 

interests among them except for their reliance upon 

petroleum and their underdevetopment. It therefore would 

appear normal that various alliances would arise to 

confront a given situation and then disappear, once that 
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situation has passed. One example is the alliance among 

Algeria, Iraq, and Libya following the Tehran agreement. 

While it is correct that the governments of those three 

countries were all revolutionary, it is also correct that 

Iraq provided little tangible support to the efforts of the 

other two. Iraq was largely playing a role that it felt a 

revolutionary government should play with respect to 

like—minded governments in need. The contention that the 

basic element was a common problem relating to oil rather 

than one based upon revolutionary ardour is supported by 

the later inctu sion of Saudi Arabia in the group when the 

issues were common to all countries exporting to the 

Mediterranean. 

This is not meant to imply that there were not 

difficulties among OPEC members which were based upon 

political and ideological differences. Certainty the more 

traditional and conservative monarchies found the views and 

actions of Libya at odds with their own proclivities. This 

did not prevent the two from working together within the 

framework of OPEC for the mutual benefit of all. The one 

exception to this is obviously the Shah. On several 

occassions he acted in a manner to benefit Iran and himself 

at the potential expense of the other OPEC countries. The 

reasons for his actions are not known with certainty. They 

may have included ego, a desire to upstage the Gulf states, 
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or a subservience to the American government. In any 

event, those actions did not fundamentally nor permanently 

damage OPEC. 

When one examines the events covered in this chapter, 

one common thread stands out among the efforts of the OPEC 

countries. That thread is political in nature, not 

economic. The issues in dispute were economic, but the 

reasons why they were in dispute were fundamentally 

political. The goals which OPECsought, better tax 

arrangements, participation, stable purchasing power, etc., 

were sought for the purpose of permitting the development 

of the OPEC countries. The goal was to permit those 

countries to achieve a greater degree of control. For the 

countries to be, in fact, truly sovereign, they had first 

to gain control over their most important natural resource, 

petroleum. Without actual control over their.natural 

resources their sovereignty as states wouLd remain only a 

hope and a fiction. 
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CHAPTER FOUR 

THE POLITICALIZATION OF OIL 

The effectiveness of OPEC as an intergovernmental 

organization is dependent upon its ability to achieve its 

goals. Assuming that its internal cohesiveness is not in 

question.. OPEC's success then becomes deoendent upon its 

relations with the other actors in the international 

system. In other words, its success or fa'ilure is a 

question of power. 

M.D. Dickerson and Thomas Flanagan defined power in a 

broad sense as "...the capacity to achieve what one 

wants4'(38) They also point out that "power is inherently 

political."(39) Despite the relative simplicity of the 

definition of power, Robert 0. Keohane and Joseph S. Nye 

are undoubtedLy correct when they state that, "Power has 

always been an elusive concept for statesmen and analysts 

of international politics now it is even more 

slippery."(40) However slippery it mayoe, few would 

disagree with Hans Morganthau's assertion that power is 

essential in international relations. 

International politics, like all politics, 
is a struggle for power. Whatever the 
ultimate aim of international politics, 
power is always the immediate aim. 
Statesmen and people may ultimately seek 
freedom, securityp prosperity, or power 
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itself. They may define their goal in 
terms of a religious, philosophic, 
economic, or social ideal. They may hope 
that this ideal will materialize through 
its own inner force, through divine 
intervention, or through the natural 
development of human affairs. They may 
also try to further its realization through 
non-political means, such as technical 
co-operation with other nations or 
international organizations. But whenever 
they strive to realize their goal by means 
of international politics, they do so by 
striving for power.(41) 

One reason for the slipperyness of power is the 

relative decline in the effectiveness of military power to 

influence the outcome of some events. Another reason is 

that the factors which produce military power have become 

more complex. It was this development which Stanley 

Hoffmann was referring to when he wrote that, "the bostwar 

era has witnessed radical transformation in the elements, 

the uses, and the achievements of power."(42) 

What we are concerned with in this chapter is what 

Aodulaziz Al-Sowayegh has termed petropotitics, by which he 

meant the political status of oil.(43) As power is 

inherently political, so too is oil. Given the importance 

of petroleum to contemporary industrialized society, it is 

difficult to imagine oil as not being closely intertwined 

with power and politics. The rise of the importance of oil 

has been, in historical terms, relatively recent. 

Referring to the events of the early 1970s, Morganthau 
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argued that there had been a major historical event. That 

event was the breaking of the relationship between 

political, military, and economic power. That development 

was shown by the possession by militarily weak countries of 

"monopolistic and quasi—monopolistic control of raw 

materials essential to the operation of advanced 

economies. (44) 

OPEC is an excellent example of the countries which 

Morganthau was referring to. ALL of its members are, by 

world standards, weak militarily. The OPEC countries have 

A 

sought to use their command over petroleun supplies to - 

further their common interests. The best example of this 

effort by OPEC was its act ivi ties surrounding the 1973 War. 

It is to an analysis of that event that we now turn. 

Itt 12U WIC 

The 1973 war between Israel and the Arab 

countries began on October 6th. The outDreak of the war 

was the culmination of a series of warnings by various 

officials of the Arab oil exporting countries that oil 

could and would, be used as a weapon against Israel in 

certain instances. These warnings had been increasing in 

the years immediately preceeding the outbreak of the 

conflict. Simultaneously oil imports from the Middle East 

by the United States had been increasing. The increased 
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imports had created.a tanker shortage.. The result was that 

in the period April 1972 to August 1973 the price of a 

barrel of oil rose from $0.74 per barrel to $4.09. The oil 

shortage and price increase created a rift between the 

United States and its European allies who viewed American 

indicipline as the cause which was forcing them to pay the 

higher prices. The rift was also fueled by growing mention 

of a possible Arab cutoff ofoi'L. From a European 

perspective the cause of that danger was a result of 

American overidentification with Israel. Specifically, it 

arose from the Nixon administration's refusal to exert 

pressure upon Israel to'begin a withdrawal from the 

territory it had captured in 1967. The Europeans 

interpreted the American refusal as being influenced by 

American domestic politics, especially as the American 

election approached. - 

Early in 1971 President Sadat had begun sending 

signals that he wished a settlement with Israel, and that 

he accepted the initiative of Secretary of State Rogers. 

In the spring of that year Sadat had purged those elements 

of the Egyptian political establishment which were 

pro—Soviet. King Faisal of Saudi Arabia, with Sadat's 

knowledge and approval, was keeping Washington abreast of 

Sadat's actions. There was' little response from 

Washington. In April 1972 Sadat attempted to establish 
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contact with Henry Kissinger by sending a representative, 

Hafiz Ismail, to meet with Kissinger. However, Kissinger 

repeatedly postponed the meeting. While Sadat awaited sone 

response from Washington to his proposals the Saudis made a 

proposal for an oil partnership with the Uni ted States. 

Sheiki, Yámani, in a speech to the Middle East Institute in 

Georgetown, termed the proposal a "foundation for real 

cooperation" between the United States and the Arab 

countries. 

The proposal called for the following: 

The Saudis were prepared to raise 
their oil production to 20 million barrels 
a day by 1980, enough to meet the most 
extravagant projections of Western demand, 
and offered to meet all the import needs of 
the United States, at stable prices, even 
if they reached the 8 million barrels a day 
of some estimates. In return, the Saudis 
would expect a privileged commercial 
relationship with the United States that 
would assure a stable market for Saudi oil,' 
a hospitable environment for the investment 
of mounting Saudi treasury surpluses, and 
access for the Saudis to all "downstream" 
activities of the international oil 
business--refining, shipping, 
marketing--that would enhance Saudi return 
on its oil resource.(45) 

As a result of the efforts by Sadat and Faisal a 

situation had been created by the fall of 1972 which, if 

pursued, could have been beneficial to aLt the countries 

concerned. Sadat had turned from the Soviet Union towards 

the United States. He was also prepared to consider a 
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peace treaty between Egypt and Israel. That would have 

required that the United States use its good offices to 

persuade Israel to begin returning land it had conquered in 

1967. Faisat was offering an agreement with the United 

States concerning oil which would be beneficial to both 

countries economically and which would serve to bring the 

two countries closer together. It would also ease the 

American concerns about the security of its oil supplies in 

the future. 

The gestures by Faisal and Sadat did not elicit a 

timely response by the Nixon administration. The meeting 

between Hafiz Ismait and Henry Kissinger did not take pLace 

until February 1983. This was nearly two years after Sadat 

first sought a new relationship with the United States. 

Because of the series of delays by Washington in arranging 

that meeting, Sadat had decided before it took place that 

war with Israel had become inevitable because the United 

States was not willing to become involved. American delays 

were also evident in responding to King Faisat's Letter. 

It took three months for Washington to reply to the Kings 

Letter. When it was received it was interpreted as being a 

terminal rebuff.(46) 

The reason for the American delay to Sadat's letter, 

according to Kissinger, was that President Nixon, 

"...thought Middle East diplomacy was a loser from the 
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domestic point of view and sought to deflect its risks from 

himself."(47) Kissinger stated his interpretation of his 

duties in this area was to stall, to make certain that 

nothing happened to complicate the 1972 eLection.(48) This 

he did. 

When the meeting between Ismail and the American 

government officials finally did take place, the effect was 

to confirm Sadat's impression that war with Israel was the 

only answer. Kissinger's recollection of those meetings 

was that, 

Within the space of forty—eight hours 
he would encounter the American President 
uttering generalities, the State Department 
pushing an interim agreement without White 
House backing, and Nixon's national 
s'ecurity advisor discussing principles of 
an overall settlement at a secret meeting 
without State Department participation.(49) 

As a result of Sadat's frustration, King Faisal also 

changed his position. While not anticipating an Egyptian 

Victory in a war with Israel, he did agree to assist 

Egypt's efforts in two ways. First, he agreed to aid 

financially the Egyptian military preparations. And, 

second, he attempted to pursuade the U.nited States against 

assisting the Israeli military efforts. By early in 1973 

the King recognized that his efforts to pursuade the United 

States not to aid Israel had failed. As a result, he 

altered his position on the use of oil as a political 
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weapon. Even though he had changed his position on the use 

of oil, he had not given up at hope. He made a number of 

attempts to stress Saudi Arabia 's willingness to supply the 

United States with oil would depend upon American 

willingness to aid in a Middle East solution and more 

importantly, upon the United States moderating its strong 

pro—Israeli 05 ition.(50) 

Later, in the spring of 1973, King Faisat had 

recognized that he had sti 11 not been able to influence the 

American government. He therefore attempted to do so by 

pressuring the officials of Aramco. During a meeting with 

them in Geneva he stressed that their concession in Saudi 

Arabia was in danger because of the United States' position 

in the Middle East. He also asked them to convey the 

message to the United States government that American 

tusinesses in Saudi Arabia were in danger unless the 

American government altered its stance. The message of the 

King was taken seriously by the oil executives. They 

responded by placing advertisements in American newspapers 

and sent letters to the stockholders of their firms urging 

a more balanced United States policy in the Middle East. 

They also made representations at various offices of the 

United States government. Their efforts did not meet with 

success. One typical response was that "Faisal is calling 

wolf when no wolf exists except in his imagination." 
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Another response was that "There is Little or nothing the 

U.S. government can do or will do on an urgent basis to 

affect the Arab/Israeli issue."(51) 

The war between Egypt, Syria, and Israel began on 

October 6P 1973. On October 8th OPEC met in, Vienna for a 

meeting which had been scheduled during tne September 27th 

meeting of the OPEC Conference which had also been held i 

Vienna. The war initially went well for the Arab states, 

but by October 9th the Arab oil ministers were meeting to 

consider possible courses of action if the United States 

responded favourably to Israel's plea for a massive airlift 

of supplies. King Faisat remained opposed to the-use of 

oil as a political weapon. 

On October 12th John J. McCloy a lawyer on retainer 

from several oil firms, delivered a memorandum to Alexander 

Haig addressed to President Nixon. That memorandum was 

signed by the four United States partners in Aramco and 

warned the American government that more American support 

of Israel's war effort would risk a major reduction of Arab 

oil to the United States. It stated: 

We have been told that the Saudis will 
impose some cutback in crude oil production 
as a result of the United States action 
taken thus far (support of Israel in the 
United Nations). A further and much more 
substantial move wilt, be taken by Saudi - 

Arabia and Kuwait fri the event of further 
evidence of increased U.S. support of the 
Iraeli position... We are convinced of 
the seriousness of the intentions of the 
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Saudis and Kuwaitis (who would between them 
account for more than half of the oil 
cutoff) and that any actions by the U.S. 
government at this time in terms of 
increased aid to Israel will have a 
critical and adverse effect on or 
relations with the moderate Arab producing 
c ou n t r i e s • (52) 

The memorandum was not effective. President Nixon 

ordered an air resupply of Israel. As if to flaunt 

American support for Israel, and also to gain personal 

support during his Watergate difficulties, Nixon announced 

his decision in a formal message to Congress. He was 

requesting $2.2 billion in aid for Israel. To Arab ears 

this decision was tantamount to a declaration of war. 

The repercussions were swift in coming. They came 

from the Organization of Arab Petroleum Exporting Countries 

(OAPEC). King Faisal. supported an oil embargo and 

production cutbacks. He also supported a price increase of 

70 per cer,t.(53) Ironically, it was the oil companies 

which were responsible for the administration of the 

cutbacks. This they did with great efficiency. 

In terms of the total reduction of crude oil supplies 

as a result of the cutbacks, the amount was not 

unmanageable. It was slightly more than 4 million barrels 

a day. Its effect had been moderated to some degree by the 

increase in production of Iran and Indonesia, both members 
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of OPEC, and by Canada. The net result was a shortfall of 

approximately? per cent below the pre—embargo level. 

It was not the embargo and cutbacks,, - nor the initial 

70 per cent price increase which proved to be important. 

Rather, it was a mounting series of panic biddings which 

rapidly increased the price of oil to levels far exceeding 

what anyone could have foreseen a few months previously. 

By the end of a year the price of oil had risen by 438 per 

cent.. The annual bill to oil consuming countries would be 

$95 million higher in 1974 than in 1973. A precedent 

setting transfer of wealth, and power, had taken place. 

IUL MELQEBEJ•l DE lU9 £Qt.CEI 

The rise of oil as a political weapon took many 

western governments and individuals by surprise. (54) In 

fact, the embargo imposed by OAPEC in 1973 was the 

culmination of a long, slow orocess of developing 

frustration. That frustration is directed most generally 

at the western countries because it was they who voted to 

divide Palestine. Later, after Israel had occupied a much 

greater area than that allocated to it by the United 

Nations, not one western country objected.. 

Although the Arab League had been founded in 1945, it 

was not until its August—September 1951 meeting that it 

made its first decisions regarding the political use of 
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oil. At that time it created the Arab Oil Exports 

Committee. According to Professor Zuhair Mikdashi, 

The reason behind the establishment of the 
committee (AOEC) was primarily political, 
namely the national security of Arab 
countries. This meant the protection of 
the political independence and territorial 
integrity of Arab states. It was hoped it 
would be achieved at that time by 
instituting a general economic boycott, 
including a boycott of oil supplies to 
Israel with a view to cutting the tatter's 
military capacity for expansion into 
neighboring Arab countries..(55) 

The following year was the first instance where the Arab 

countries used oil as a political weapon. That action was 

taken in response to the Israeli failure to act in 

accordance with the 1952 United Nations resolution giving 

the Palestinian Arab refugees the right to return to their 

homeland. The Political Committee of the Arab League 

adopted the following motion which had been proposed by the 

Arab Oil Exports Committee: 

In view of the legitimate right of 
self—defense, considering the necessity of 
Limiting Israel's power of aggression, 
noting Israel's persistence in violating 
the resolutions of the UN, and the latter's 
action in overtookinj Israel's violations 
of the resolutions, considering that, all 
these reasons make it incumbent upon the 
member—states of the Arab League to 
maintain complete soLidarity in tightening 
the grip of boycott on Israel. And after 
being notified of the conditions and 
restrictions imposed by the League's member 
states on firms, tankers and shi-ps to 
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ensure that petroleum does not reach 
Israel, whether it is produced locally or 
transported through their territorial 
waters. (56) 

By 1965 the rise of oil as a political weapon had 

greatly increased in strength and acceptance within the 

Arab world. For example, Ahmed Kamel al-Badri, Chairman of 

the Fifth Arab Petroleum Congress, declared in his opening 

statement that, 

Arab petroleum today is, as it has ever 
been, the axis and object of all the 
conspiracies plotted by the alliance of 
colonialism and Zionism...The weapon that 
Arab petroleum represents can be redirected 
toward the heart of Zionism and 
colonialism, should they ever be tempted to 
commit any new acts of aggression.(57) 

Iha Qi.i LQMD ADial 

The history of the oil producing countries in the 

present century is very much intertwined with oil. For 

those countries the two are inseparable. It is because of 

this connection that the colonial powers first came to 

those regions. They did so to gain control over supplies 

of petroleum. The specific efforts to find oil, refine it, 

and then se11 it on 'the world market was done largely by 

major international oil companies. The relationship 

between the colonial powers and the oil companies referred 

to as the "Seven Sisters" was close, each assisting the 

other in times of need. But it was done largely at the 
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expense of the countries and peoples of the oil producing 

countries.. The activities of the colonial powers and the 

major oil firms were undertaken to serve their interests, 

not those of the countries and peoples where the petroleum 

was found. Nowhere is this more true than in the Middle 

East. 

The Seven Sisters, as the name implies, refers to the 

seven largest international oil companies in this century. 

Five of them are American. One is British. One is 

British-Dutch. The members are: (1) Standard Oil of New 

Jersey (Exxon)(58) (2) the Royal Dutch-Shell Group 

(shell); (3) British Petroleum Company (BP);(59) (4) Gulf 

Oil Corporation (Gulf); (5) Texas Oil Company (Texaco). (6) 

Standard Oil Company of California •(Socal or Chevron) and 

(7) Mobil Oil Company (Mobil). These major oil companies 

grew in power and influence over time. By 1959 Enrico 

Mattéi explained their power as follows: 

That the oil industry has become 
increasingly concentrated in the hands of a 
small group of vertically integrated 
organisations which are banded together in 
various ways, and that for a long time 
satisfaction of the oil needs of the whole 
world has almost entirely depended on 
these, and still does to a large extent 
todays is due to the conditions in which 
the oil industry began and grew up. 

Undoubtedly the system met military 
needs and those of a world economy in the 
deve1opinj stage. But it is equally 
undeniable that consumers of petroleum 
products have paid dearly for the services 
rendered. 
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It is worth noting that for the very 
small number of large international 
companies - most of them also engaged in 
the oil industry in the United States 
dominating world crude oil production, 
there was every interest in expl3iting the 
resources available in all areas, without 
boosting output in any of them in 
particular. For some thirty years now 
these companies have, in fact, functioned 
as regulators of production, sharing 
coverage of the world demand determined by 
the level of prices and by the fiscal 
policy of each of the consumer countries 
between the different areas and the various 
producer companies. 

Clearly this state of affairs has not 
arisen from a concerted plan, but a set of 
circumstances and a network of tacit 
agreements have had the outcome at any 
given moment of eliminating competition 
between the big companies and potential 
challenge to them from smaller 
organizations. 

But the sy.stem has also been based on 
interests of the major international oil 
groups coinciding with the national 
interests of the United States of America, 
namely that the selling price of crude 
should be high enough to make extraction 
profitable even in continental America.(60) 

Three years later, Harvey O'Conner described them from 

a more Marxist perspective as follows: 

These companies have built refineries which 
dot the earth from Japan and Australia to 
the major countries of Western Europe. 
Their tanker fleets roam the seven seas.-
dispatching crude and refined products, 
from the (Persian) Gulf, Indonesia, 
Venezuela and other producing centers to 
markets everywhere, while their prices 
march in majestic harmony , and their 
division of the world's production rests in 
reasonable equilibrium. In marketing they 
permit themselves the extravagance of 
competition, so that a good part of the 
economics of massive organization are 
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frittered away in duplication of 
facilities, as in the domestic market in 
the US. Their animosity, however, is 
directed not against each other, but 
against consumers of all lands who exist to 
fatten their imperial treasuries.(61) 

They have also been compared with the gods of Greek 

MythoLogy by Owais R. Succari: 

The history of the "Majors" resembles 
greatly ancient Greek mythology, in which 
the destiny of the whole world was left in 
the hands of a few gods. These gods warred 
against each other and occasionally married 
one another in giant ceremonies. They 
sometimes demonstrated their authority and 
anger by punishing the people on earth who 
were supposed to obey unquestioningly the 
will of the gods. Taking the arbitrary 
despotism of these "mighty gods" for 
granted, people didn't question the 
valid-ityof their existence for a long 
time. (62) 

The relationship between the oil firms and the oil 

producing countries was not static. It was, in fact, 

dynamic. The rate of change was too fast for the companies 

because change brought with it a diminution of their role 

and power. It was too slow for the oil Droducing countries 

because they wished to gain a full measure of sovereignty 

over their territory and their natural resources. But 

while the rate of change satisfied neither party, it was 

happening. Ahmed Zaki Yamani described the results of that 

change in 1971. 

(The oil—producing) governments now retain 
entirety the decision—making powers of 
price determinati'on, production levels in 
their countriesp future expansion of oil 
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facilities and, to a great extent, the 
destination of oil exports. Consequently, 
the rote so successfully played by the oil 
companies as bridge and buffer between the 
exporting and consuming countries has 
diminished, giving rise to the need for 
filling the vacuum thus created by a new 
two-party relationship between the two 
groups of countries. The rote being played 
by the oil companies now is property that 
of a purchaser, refiner, and provider of 
tech nology.(63) 

In addition to the conflict between the oil firms and 

the oil producing countries, there was also conflict 

between the major states of the world. Each was seeking to 

increase its control over the oil producing areas of the 

world at the expense of the other, major powers. At times 

this effort resulted in collusion between two states in an 

effort to thwart a third country. 

Britain was the first colonial country to realize that 

it not only needed to control an oil producing region, but 

that it also needed the facilities to produce the oil that 

existed in the region which itcontrotled. Persia was a 

case in point. Immediately prior to the First World War 

Britain became concerned that the Anglo-Persian Oil Company 

might be taken over by Rockefeller's Standard Oil. Winston 

Churchill was opposed to such a possibility. To prevent 

such an occurance he proposed that the British government 

buy a controlling interest in the firm. He told the 

British Parliament that, "We must become the owners, or at 
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any rate the controllers at the source, of at least a 

proportion of the supply of natural oil which we 

require...and obtain our oil supply, so far as possible, 

from sources under British control, or British 

influence."(64) The Parliament in 1914 approved the action 

proposed by Churchill by a vote of 254 to 18.(65) 

According to J.E. Hartshorn this development represented a 

new development in British capitalism. 

What is germane in this context is that the 
decision to buy control of 'this company 
represented the first open manifestation of 
the vital interest to the government of a 
country lacking indigenous oil supplies of 
securing a source of supply that it 
recognized as strategically vital. But it 
was the prototype. Britain sought and 
gained command of secured "tied" supplies 
of oil from a promising source that later 
turned out to be part of the richest 
oil—bearing region yet discovered. Over 
the years it extended that command in the 
region. ..(66) 

Another such example was the San Reno Agreement of 

April 24, 1920 between Britain and France. It was the 

object of this agreement, "to exclude the United States 

from all foreign oil fields and markets under British and 

French influence and from the mandated territories taken 

from the Central powers and their allies."(67) This 

agreement brough a response from the United States 

government some three months later alleging that the 

agreement was inconsistent with the principles adopted at 
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the peace negotiations after WorLd War 1.(68) What the 

American government was seeking was the right to 

participate in the petroleum activities of those areas 

controlled by Britain and France. It did not argue that 

the activities of those two countrieswas incorrect with 

regard to the peoples of the oil producing area, only that 

it was incorrect because itexciuded the United States. 

The position of the United States was that it had a valid 

claim to participate in those areas because they were a 

fruit of war. As the State Department said, "This 

Government has contributed to the common victoryo and has a 

rights therefore, to insist that American nationals shall 

not be excluded from a reasonable share in developing the 

resources of territories under mandate."(69)' The American 

position was tenuous and weakened by the fact that it had 

not, as had Britain and France, declared war on Turkey.(70) 

As a result it was not a signatory to the peace treaties 

with Turkey. The position of the United States was further 

weakened because it had refused to join the League of 

Nations and it was through the mandate system of the League 

that Mesopotamia was governed. Even so, the United States 

pressed its "open door" policy by demanding.. 

That no exclusive economic concessions 
covering the whole ofany Mandated region 
or sufficiently large to be virtually 
exclusive shall be granted and that no 
monopolistic concessions relating to any 
commodity or to any economic privilege 
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subsidiary and essential to the production, 
development, or exploitation of such 
commodity shall be granted. 

and 

in general regulations or legislation 
regarding the granting of concessions 
relating to exporting or exploiting 
economic resources or regarding other 
privileges in connection with these shall 
not have the effect of placing American 
citizens or companies or those of other 
nations or controlled by American citizens 
or nationals of other countries at a 
disadvantage compared with the nationals or 
companies of the Mandate nation or 
companies controlled by nationals of the 
Mandate nation or others.(71) 

But the right of the United States government to have 

access to the Middle East oil producing areas was not the 

same as being capable of bringing oil from that region. 

Oil companies were necessary. As a result, a close 

cooperation between the United States government and the 

major oi I firms arose. In many instances the policy of the 

United States government with respect to oil in the Middle 

East was determined by the oil companies. Jack Anderson 

reached the conclusion in 1967 that, 

(T)he State Oepartmenthas often taken its 
policies right out of the executive suites 
of the oil companies. When Big Oil can't 
get what it wants in foreign countries, the 
State Department tries to get it for them. 
In many countries, the American Embassies 
function virtually as branch offices for 
the oil combine... 
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The State Department can be found 
almost always on the side of the "Seven 
Sisters", as giants are known inside the 
oil industry. (72) 

While the United States had advocated an "open door" 

policy to gain access to the Middle East, it was not 

inclined to uphold that policy once it had secured access 

to the area for itself. Three years following American 

entrance into the Middle East in 1928, the United States 

participated in the revision of the concession provisions 

so that sharing the concession with third parties was no 

longer necessary. Testimony before t.he United States 

Senate indicated that, 

In the early twenties when the Anerican oil 
companies first became interested in oil 
concessions in the Middle East, they placed 
great emphasis on what was termed the "open 
door" policy, and, in fact, made the 
acceptance of this policy a sine qua non of 
their participation in IPC. In this they 
were actively supported by the American 
Government. In its initial stages the 
"open door" policy was broadly interpreted 
to mean freedom for any company to obtain, 
without discrimination, oil concessions, in 
mandated areas, particularly in 
Mesopotamia ... The "open door" policy which 
had been so strongly advanced was discarded 
in subsequent years without a single test 
of its adequacy as a practical operating 
pri nc ip le. (73) 

QIQ 

In 1975 Henry Kissinger reflected upon the changing 

nature of international relations. He said: 
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the traditional agenda of international 
affairs--the balance among major powers, 
the security of nations--no longer defines 
our perils or our possibilities...,Now we 
are entering a new era. Old international 
patterns are crumbling; old slogans are 
uninstructive; old solutions are 
unavailing. The world has become 
interdependent in economics, in 
communications, in human aspirations.(74) 

The interdependence which Kissinger referred to has 

been interpreted by some as a process of creating a global 

village. Whether that assessment is correct or not, what 

is obviously correct is that nonterritorial actors have 

become more important in international relations. They 

have become more important in part because of the 

increasing level of interdependence in the world. As 

transnational actors have become more important in our 

interdependent world, they have sought to alter the 

international regimes by which our worldly affairs are 

conducted. 

It has been traditionally assumed that states and 

their statesmen would focus their attentions on military 

and political issues. Their agendas were determined 

primarily by considering the question of the balance of 

power and possible changes in that balance. As 

interdependence has increased, and as the utility of force 

has declined, what were once domestic issues have become 

issues of concern to the actors on the international stage. 
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The ability to set international agendas which was formerly 

confined to states has been expanded to include other 

actors, such as OPEC, that are not important in military 

terms, 

The events pertaining to the 1973 war and oil are 

examples of OPEC, an intergovernmental organization 

altering the agenda of many states. The war was a 

political event. It altered the price of an essential 

commodity, oil. In so doing it caused the United States 

and other oil consuming states to realize their dependence 

upon OPEC and the oil producing states represented by OPEC. 

The oil consuming states were forced to reorganize their 

agendas to take into account their newly recognized 

dependence upon OPEC and its sole export, petroleum. The 

use, of oil as a weapon by some of the .members of OPEC, the 

politicalization of oil, had been the fundamental factor in 

altering the agendas. Oil and OPEC had risen to the 

forefront of international relations. The ramifications of 

that development extended far beyond the initial dispute of 

some of the OPEC countries with Israel. No longer was OPEC 

perceived to be a relatively insignificant actor in 

international relations. Neither was its relevance 

confined to strictly economic matters.. It had become 

politically important also. 
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CHAPTER FIVE 

A BRIEF HISTORY AND THE STRUCTURE OF OPEC 

c.ie1 ff1tQC ,Ql 

Although OPEC (1) itself traces the initial 

events which led to its creation back to 1949, ( ) most 

observers cite 1959 as the crucial date. It was at that 

time that the oil companies unilaterally reduced the posted 

price of Venezuelan crude oil by 5 cents and 25 cents oer 

barrel. (3) Simultaneously the companies also reduced the 

price of Middle Eastern oil by 18 cents oer barrel. These 

unilateral actions led to two developments. The First Arab 

Petroleum Congress was held in Cairo. This Congress, by 

passing a. resolution, called upon the .oil companies to 

refrain from taking unilateral action until they had 

consulted with the local governments. Second, those 

countries attending that Congress established an Oil 

Consultation Commission. 

More importantly the unilateral price reductions 

created most forcefully an appreciation by the major oil 

exporting countries of the economic facts of life in the 

,international oil market. It was truly international in 

scope. The companies could shift their production from one 

200 
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country to another and from one area of the world to 

another. There was little which the oiL exportiong 

countries could do to prevent such unilateral action at 

that time. Those countries had little in the way of a 

countervailing force to limit the oil firms' almost 

complete freedom of action. This recognition of their 

relative situation of powerlessness was further enhanced in 

August 1960 when the oil companies reduced the price of a 

barrel of Middle Eastern crude oil by between 1 cent and 14 

cents. C 4) 

In September 1960 the Government of Iraq invited Iran, 

Kuwait, Saudi Arabia, and Venezuela to send delegations to 

a meeting in Baghdad. The purpose of the meeting was to 

discuss the reduction of the price of oil produced by those 

countries. That meeting was held on September 10-14, 1960. 

All the countries which had been invited sent delegations. 

They determined to establish OPEC as an intergovernmental 

organization. 

At the second meeting of OPEC in January 1961 Qatar 

was admitted to membership. It was followed in April and 

June 1962 by the admission of Indonesia and Libya. At 

those last meetings a resolution was adopted calling for 

the members to enter into negotiations with the oil 

companies to ensure the restoration of crude oil prices to 

the Levels which existed before August 9, 1960. It also 
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maintained that it would be necessary to link oil prices to 

an index of prices of goods imported by members of OPEC. ( 

5) 

On October 17, 1966 the first meeting was held of the 

representatives of OPEC National Oil Companies. The 

creation of National Oil Companies by OPEC member countries 

was seen as a long term project with the ultimate goal 

being to gain greater control over their own nation's 

natural resources, especially oil. Its purpose was to 

permit the fuller exercise of their control over the 

revenues derived from the sale of their oil. Additionally 

these factors would also facilitate the economic 

development of their countries." The first meeting of the 

National Oil Companies was followed by a subsequent meeting 

in Djakarta on November 6-10, 1967. It commissioned a 

study on the co-ordination of policies of the National Oil 

Companies in the international oil market. 

At the 14th OPEC Conference which was held on November 

27-29, 196?, Abu Dhabi was admitted to OPEC as a Full 

Member. 

Until the summer of 1968 OPEC had been primarily 

involved in establishing itself as a viable organization. 

This effort included the original establishment of its 

offices in Geneva and the subsequent move of those offices 

in 1965 to Vienna. It also included the hiring of a 
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research staff to man its Secretariat and the undertaking 

of a number of research projects designed to provide an 

information and data base upon which to formulate plans of 

action. In terms of drastically affecting the 

international petroleum industry it had not achieved any 

major success. 

In the summer of 1968 however, OPEC adopted the 

"Declaratory Statement of Petroleum Policy in Member 

Countries". ( 6) This policy statement was to have 

important long term effects continuing to the present time. 

The Declaratory Statement placed emphasis upon several 

policies. First, it advocated that Member Countries should 

attempt to explore for and subsequently develop their 

petroleum resources themselves. They wished over time to 

reduce their dependence upon the international oil 

companies upon which they were totally dependent and to 

replace the activities of those companies with their own 

national oil companies. It was also a statement advocating 

that they should gradually place themselves in a position 

to exercise control over their territory and resources. 

Second, the statement expressed the goal of gradually 

acquiring participation in the ownership of the 

concession-holding companies which were operating within 

their territory. The achievement of this yoal would permit 

the OPEC countries to exercise a voice in the selection of 
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the acreage to be relinquished and also would permit them 

to base the assessment of the companies' income taxes and 

any payments to the various states on a posted or 

tax-re f  rence price for those resources produced under 

contract. 

The above two points were the major goals of the 

Declaratory Statement. But, equally important from the 

point of view of OPEC's long term behavior would be the 

principles contained in the Preamble to the Statement. The 

first major principle was that the hydrocarbon resources in 

the Member Countries were both limited and exhaustible. 

This principle, while obvious at one level was extremely 

important in terms of its relevance to the volume of 

production and price level of the hydrocarbons. Its 

economic implications were fundamental to the behavior of 

OPEC as subsequent events would demonstrate. A failure to 

consider the high degree with which OPEC Members accepted 

this principle leads to an inevitable failure to understand 

the actions of OPEC as an intergovernmental organization. 

The importance of the principle of depletable 

resources was, in turn, based upon the recognition and 

acceptance by the OPEC Members of the fact that they were 

all Third World countries. None of them were developed t 

a level even approximately equal to that of the Western 

industrialized countries. Their goal was to use their one 
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dominant resource, petroleum, to further their development. 

This would take time. It also meant that their principal 

source of the foreign exchange which would be required was 

the sale, over the period of developments of petroleum. 

Also, the value of that foreign exchange, in real as 

opposed to nominal terms, was directly affected by the 

stability of the Western currencies, especially the United 

States dollar. 

The seriousness with which OPEC subscribed to the 

principle of conservation which was stated in the 

Declaratory Statement was elaborated upon later in 1968 

when it adopted its "Proforma Regulations for the 

Conservation of Petroleum Resources". C 7) This document 

stated that members should not grant new rights to 

companies whose home countries pursued policies which 

tended to artificially depress the prices of petroleum on 

the international markets. The implicit operating 

assumption here being that if the price was too low 

consumers would tend to consume the product in a wasteful 

manner. C 8) Since the majority of oil firms operating in 

the OPEC countries were American and also since the United 

/ States was by far the largest consumer of petroleum, both 

on an aggregate and per capita basis, the resolution was 

most directly aimed at altering the policies of that 

country. C 9) 
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The second decade of OPEC's existence began with a 

decision to begin to co-ordinate the policies of the Member 

Countries in a more organized, long run basis. This new 

development was based upon a report of the OPEC Economic 

Commission Board which recommended a five-year production 

plan covering the years 1971-1975. Its purpose was to 

apply rational increases in OPEC production designed to 

meet the projected increase in the world demand for oil. 

In spite of the frequent assertions that OPEC was 

created as a cartel in 1960 this 1970 decision was the 

first effort by OPEC to regulate the production of all of 

its Member Countries. Furthermore it is important to note 

that the policy adopted was to increase production. 

Logically, if OPEC were a functioning cartel which wished 

to increase the price of oil it would have adopted a policy 

of restricting petroleum output ,rather than increasing it. 

This would be especially true in tight of the projections 

of an increasing demand for oil. 

The movement towards more coordinated policies among 

its members was further developed during the final OPEC 

Conference of 1970. The major thrust of that meeting was 

to begin to eliminate tax differentials among member 

countries with respect to posted or tax-reference prices of 

crude oil. This was to be done while providing allowances 

for the differences of gravity and geographic location. 
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This Last point included obtaining a preiiium for some 

countries because of their comparative freight advantage 

which resulted from the closure of the Suez Canal. 

After a year it became obvious that OPEC was not 

having great success in pursuading the oil companies to 

agree to its demands through negotiations. Additional 

pressure was needed. This was forthcoming when OPEC agreed 

that its members would introduce, effective February 15, 

1971, the necessary legal and/or legislative measures which 

might be required for the implementation of its policies if 

the negotiations continued to be fruitless. 

The Legal threats coupled with the breakthrough 

achieved by Libya in its negotiations resulted in the 

Tehran Agreement of February 14, 1971. (10) This agreement 

resulted in an improvement upon the conditions reached in 

Libya. Although the five-year Tehran Agreement was between 

six Member Countries around the Gulf and 23 international 

oil companies, it established the standard for all members 

of OPEC. The financial improvements of the agreement were 

significant. (11) 

The signing of the Tehran Agreement did not mean that 

OPEC was without problems. Quite the contrary.* it was 

faced with at least two major difficulties. The first 

problem was the high level of inflation in the western 

industrialized world. This meant that the purchasing power 
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of the oil revenues was rapidly declining in value while 

the price of goods and services purchased by OPEC countries 

from the - industrialized countries was rapidly escalating. 

The result of these developments would mean that the 

advantages gained by the Tehran Agreement would be quickly 

eroded. 

The 25th and 26th OPEC Conferences dealt at 

considerable length with alternative methods of nulifying 

the dual effects of inflation and the de facto devaluation 

of the dollar. The resolution to the problem was included 

in the Geneva 'I Agreement. This Agreement between OPEC 

countries and the oil companies was concluded on January 

20, 1972, approximately eleven months after the Tehran 

Agreement. It was a supplement to the Tehran Agreement. 

The Geneva I Agreement, in addition to raising the price of 

Arabian Light posted prices by 8.49 per cent also included 

a provision intended to be a long—term solution to the 

problem of inflation. It included provisions covering the 

period 1972-1975 which were designed to adjust oil revenues 

based on an index which measured changes between the 

exchange rates of the dollar and nine other key currencies. 

The second problem with which OPEC had to contend 

following the Tehran Agreement was participation. In July 

of 1971 OPEC had formed a Ministerial Committee and charged 

it with formutating the bases for implementation of 
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effective participation by the OPEC Member Countries in the 

former oil concessions. The Ministerial Committee 

comprised representatives of Iran, Iraq, Kuwait, Libya, and 

Saudi Arabia. 

The first indication of OPEC success regarding 

participation came at the 27th OPEC (Extraordinary) 

Conference held on March 11-12, 1972 in Beirut. At that 

meeting the Conference heard that Aramco had agreed to the 

principle of participation in 20 per cent of the ownership 

of their concession. This news served to bolster the 

resolve and determination of the other Member Countries to 

achieve similar agreements. By October 1972 four Gulf 

countries, Abu Dhabi, Kuwait, Qatar, and Saudi Arabia, had 

reached agreement with oil companies operating in their 

territory. As a result of this development the 30th OPEC 

(Extraordinary) Conference expressed its conviction, 

"...that the realization of effective participation was an 

event marking a turning point in the history of the oil 

industry and benefiting the interest of the countries 

concerned and their people." (12) 

Despite the initial apparent success of the Geneva I 

Agreement, it was outpaced by events. Inflation in the 

western industrialized countries continued. As a result, 

an OPEC Ministerial Committee met in Beirut on March 22.-

1973. The meeting was attended by representatives of all 
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Member Countries. The decision was taken to seek to amend 

the Geneva I Agreement so that the OPEC Member Countries 

would receive full compensation for the on—going 

devaluations of the dollar. A negotiating committee 

composed of the Heads of the delegations of Iraq, Kuwait, 

and Libya was appointed. 

The negotiations between the OPEC negotiating 

committee and the oil companies' representatives reached an 

impasse on Apri 1 23rd. On May 26th the 33rd OPEC 

(Extraordinary) Conference was informed that the oil 

companies were prepared to reach a settlement. As a 

result, it was decided to resume the negotiations. On June 

1st it was announced that an agreement had been reached 

between the oil companies and the OPEC Member Countries 

which were directly involved in the negotiations. Shortly 

thereafter the remaining OPEC Member Countries adopted the 

agreement. The new agreement was known as the Geneva II 

Agreement. It formed a suppLement to the Geneva I 

Agreement. The new agreement included an expanded "basket" 

of major currencies which had been increased from nine to 

eleven. It also included a new mechanism for a monthly 

measurement of price changes which replaced the quarterly 

adjustments included in the Geneva I Agreement. With the 

signing of the Geneva II Agreement OPEC had won a major 

victory. It had been able to move a considerable distance 
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towards its g'oal of tying the price of oil directly to an 

index of commodities which the OPEC member countries 

imported from the industrialized countries. 

The 34th OPEC Conference 'held on June 27-28, 1973 was 

important as a prelude to the Conference of Sovereigns and 

Heads of State of OPEC Member Countries' Solemn 

Declaratioin which was issued in Algeirs in March 1975. 

(13) It provides further evidence that even in the 

difficult times of 1973 the OPEC concern for underdeveloped 

countries was given serious attention. At the OPEC 

Conference in June 1973 it was pointed out how the oil from 

OPEC Member Countries had contributed substantially to the 

development of the industriaLized countries. The meeting 

then proceeded to stress that a reciprocal gesture was 

deemed to be necessary. The reci,rocal gesture should be 

aimed at alleviating the inadequate economic conditions 

found in many of the developing countries. These 

conditions, according to OPEC were, "...rnainty as a result 

of their lack of access to industrialized countries' 

markets and technology." (14) 

According to the Conference, 

OPEC's main aim,...,was to seek a just 
valorization of the hydrocarbon resources 
of Member Countries and an adequate 
protection of their revenues. To achieve 
this, the exploitation and trade in 
hydrocarbons from Member Countries should 
be Linked to a rational and accelerated 
economic growth. Any concerted action 
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undertaken by the industrialized oil 
importing countries aimed at undermining 
OPEC's legitimate aspirations would hamper 
stable international relations. If the 
industrialized countries sought a direct 
confrontation with OPEC, it would have a 
damaging effect upon the world economy. 
The Conference stated that to maintain 
their development goats OPEC Member 
Countries would pursue whatever actions 
they saw fit within a bilateral or 

multilateral framework, in o:rder to: 
attain greater access to the technology and 
markets of the developed countries for 
their industrialized products; and further 
strengthen co-operation with the oil 
importing developing countries whose energy 
requirements were increasing. (15) 

By September 1973 it had become apparent to OPEC that 

the Geneva II Agreement was proving to be inadequate in the 

face of the continuing inflation in the industrialized 

countries. It was therefore determined that OPEC Members 

would negotiate with the oil companies to revise the terms 

of those agreements. The negotiations which followed were 

not successful. They finally broke down on October 12, 

1973. This was the last time the companies were ever 

involved in price negotiations with OPEC Member Countries. 

The OPEC member countries had gained full control over 

their petroleum. Henceforth, the oil companies would not 

be in a position to determine the price of oil. They would 

only be in a position to buy it or not by it at the going 

price. Four days later the OPEC Ministerial Committee 
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announced an immediate increase in the posted prices to 

$5.12 per barrel. 

Throughout 1974 inflation in the industrialized 

countries continued unabated. The 42nd Conference held in 

Vienna on December 12-13, 1974, had restated its support 

for consultation between developing and industrialized 

countries. There was no response by the industrialized 

countries to this statement. As a result of this tack of 

progress the first OPEC Tri-1inisterial conference was held 

in Algeirs on January 24-26, 1975. Each OPEC Member 

Country sent its Ministers of Foreign Affairs, Petroleum, 

and Finance to the conference. By the conclusion of the 

conference the ministers had concluded that "...the 

international economic crisis constituted a growing threat 

to world peace and stability." (16) They also emphasized 

their belief that there was a high level of interdependence 

among the countries of the world and an urgent necessity to 

encourage international co-operation. Again they 

emphasized their willingness to participate in an 

international conference to discuss the relationship 

between raw materials and development. Lastly, the 

ministers began making preparations for a Conference of 

Sovereigns and Heads of State of OPEC Member Countries to 

deal with these problems. 



214 

That Conference was held in Algeirs on March 4-6.-

1975. It adopted the "Solemn Declaration". (17) The 

Solemn Declaration, after noting that the United Nations' 

Charter accorded equality to states in the international 

community, reaffirmed the right of all countries to the 

ownership, exploitation, and pricing of their natural 

resources. It also discussed with considerable alarm the 

world's economic situation, especially the widespread 

inflation. The blame for that inflation was attributed to 

the absence of monetary discipline and restraint. The 

underlying cause of this lack of restraint was felt to be 

the general tendency of the developed countries to consume 

excessively and to waste scarce resources. (18) 

With respect to petroleum the Conference reached 

several conclusions. Firsti they gave an assurance that 

they would supply sufficient quantities so that the 

essential requirements of the developed countries would be 

met. Put, they also stressed that because of the high 

rates of inflation and currency depreciation the real value 

of the OPEC price adjustments had been largely eliminated. 

They also pointed out.that relative to other forms of 

energy the posted prices of oil were considerably lower. 

Lastly.- with respect to oil prices.-

They determined that the interest of 
'O PEC Member Countries required that oil 
prices should take into account the 
following: the imperatives of conservation 
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of petroleum' including its depletion and 
increasing scarcity in the future; the 
value of oil in terms of its non-energy 
use; and the conditions of availability, 
utilization and costs of alternative 
sources of energy. (19) 

In May 1976 OPEC's continuing interest in development 

and solidarity with developing countries again came to the 

forefront. The occasion was the 47th OPEC Conference heLd 

in Bali on May 27-28. OPEC Member Countries were also 

members of the "Group of 77" which is the group of Third 

World countries inside the United Nations. OPECP reacting 

to actions taken by some consuming countries against OPEC 

Member Countries, declared its support for the Manila 

Declaration which had been adopted by the Group of 77. 

(20) In expressing their support for the Manila Declaration 

the OPEC Member Countries outlined their position with 

respect to the international trade and monetary reforms 

which they favored. This action also was preparatory to . 

the United Nations Conference on Trade and Development 

(UNCTAD) meetings which were to be held later that year in 

Nairobi. 

In December 1977 the OPEC Conference agreed that there 

was a need for consultation designed to strengthen the 

solidarity among developing states in order toestablish a 

New International Economic Order. This was followed six 

months later by an expression of concern about the lack of 
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representation of developing countries in the international 

financial decision-making process. 

By Ma'rch of 1979 OPEC was becoming even more aligned 

with the developing countries. This time the issue was oil 

supplies to those countries. At the 53rd OPEC Conference 

(Extraordinary) held on March 26-27 in Geneva OPEC 

expressed its concern with respect to the difficulties 

developing countries were having obtaining secure supplies 

of oil. It was also concerned about the high prices being 

charged by the trading companies for that oil. In the 

course of the meeting OPEC examined both measures to 

guarantee the requirements of developing countries and also 

methods to ensure that the prices of oil were consistent 

with OPEC prices. 

In November 1981 OPEC held an international seminar in 

Vienna. Its theme was Energy and Development: Options for 

Global Strategies. This seminar was by far the most 

successful of the seminars which OPEC had sponsored. It 

was attended by more than 500 participants, from both 

developing and developed countries. Not only were the 

participants representative of the world geographically, 

they also represented many of the world's financial 

institutions, oil firms, and universities. Their seminar 

served as one further indication of OPEC's continuing 
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interest and concern with developing countries and the 

interdependency of the world's states. 

On September 14, 1982 OPEC celebrated th,e 22nd 

anniversary of its formation. At that time the OPEC 

Secretary General, Dr. Marc S. Nan Nguema issued a 

statement which described OPEC as a model for other export 

based developing countries. His statement included the 

following remarks: 

For any international organization to have 
existed for 22 years, to have grown in 
stature and expanded its horizons during 
those years, is by itself a notable 
achievement. ...OPEC's age now makes it 
one of the longest—existing international 
organizations and the fact that it 
continues to function successfully only 
goes to underline its many important 
achievements since the early days in 1960, 
when its Founder Members met to form an 
Organization that would deal with all 
aspects of their one main exportable 
commodity, crude oil. 

With age come maturity and responsibility, 
and OPEC is no exception. Its evolution 
and development have allowed it to grow 
into the most successful inter—governmental 
organization among the developing country 
primary commodity exporters. Its success 
and strength is firmly based on mutual 
solidarity and co—operation, representing a 
model for other Third World institutions. 
OPEC has been the first organization 
representing a group of developing 
countries, who were determined to take 
control of their national resources. 

The commitment of the Organization towards 
its fellow developing countries has been 
demonstrated through the sharing of Member 
Countries' income. OPEC has demonstrated 
its solidarity by going far beyond the 
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internationally accepted goats for aid. 
Furthermore, the form of OPEC's assistance 
serves as a model for other aid programmes 
because of its outstanding characteristic 
of having no strings attached.. 

In spite of the short—term gains that could 
have been made, OPEC Members have resisted 
pressures in international negotiations to 
focus on energy in isolation from other 
issues vital to the general interests of 
developing countries. Instead, OPEC has 
been a driving force behind negotiations 
for the New International Economic Order 
within the context of the North/South 
Dialogue, beginning with the Algiers Summit 
of OPEC Heads of State, and continuing with 
the Paris North/South Dialogue, the United 
Nations Global Round of talks in New York 
and the Cancun Summit. 

OPEC Members have also shown a strong sense 
of responsibility towards the general 
welt—being of the world community by 
creating a general awareness of the finite 
nature of their raw materi at. By doing so 
they have encouraged the world ocommunity 
to begin thinking about life beyond the oil 
age. Meanwhile OPEC Members, in spite of 
considerable obstacles placed in their way, 
continue to work to bring stability to the 
oil market and create an envirorvnent in 
which realistic investment decisions for 
the future can be made. 

Looking ahead, the Organization's goals 
include achieving a greater share of the 
economic rent of its commodity through 
acquiring the specialized technologies 
needed for the full exploitation of the 
upstream, and a logical expansion of its 
share in the downstream, phases of the oil 
industry. (21) 

The statement of Dr. Nguema summarizes the 

consistency of the OPEC aims over the period of its 

existence, especially with reference to OPEC's sense of 
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solidarity with other developing countries. That same 

degree of consistency is to be found with respect to OPEC's 

behaviour on the other principles .which were originally 

stated in its founding document. Although the 

international petroleum market has reverted back to a 

condition of surplus during the years since Dr. Nguema's 

statement, OPEC's behaviour has remained consistent with 

those original principles. 

IdF. MUCIUSE QE QEC 

OPEC as an organization is composed of three 

major organs. These are: The Conference, the Board of 

Governors, and the Secretariat. 

1bg CQCQ 

The ultimate source of power within OPEC resides with 

the Conference, (22) The Conference is required to meet at 

least two times a year. Any member may, by notifying the 

secretary general of OPEC, cause an extraordinary meeting 

to be convened. (23) It is composed of delegations which 

represent alt the Member Countries, both Full and Associate 

Members. Because of the importance of the Conference 

members usually send a high ranking individual to represent 

them, often the Minister responsible for petroleum. At 

each meeting of the Conference the first order of business 

is the election of a president and alternative president. 
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The Conference requires a quorum of three—fourths of the 

OPEC membership in order to conduct business. Each country 

has one vote. There is no weighted voting. In order to 

fully understand and appreciate the resolutions and 

operations of OPEC it is important to remember that, "all 

decisions of the Conference, other than on procedural 

matters, shalt require the unanimous agreement of all Full 

Members." (24) At present all members of OPEC are Full 

Members. Thus, at the present time OPEC does not take a 

stand on any issue or pursue any policy which is not 

supported by all of its members. (25) Of course this 

provision does not imply that all countries support a given 

measure equally. For some the degree of support may be 

minimal, but not sufficient for them to cast a veto. (26) 

Although this rule of unanimity was originally adopted 

when there were only five members of OPEC, it has remained 

in effect as the membership has increased to the present 

thirteen. This may be viewed as an indication of the 

ability of the Member Countries to focus their attention 

upon petroleum to the exclusion of other, p'osibty more 

devisive, issues. Neither has there been a tendency of 

Member Countries changing their views on •a resolution 

passed by the Conference. This would be permitted since 

Conference Resolutions only become effective after thirty 

days from the conclusion of a meeting and only if the 



221 

Secretariat does not receive any notification from a Member 

Country to the contrary. (27) The concept of unanimity is 

maintained even with respect to resolutions passed when 

Member Countries are absent. In such situations the absent 

country has the right to veto the resolution if it is done 

at least ten days prior to the date fixed for the 

publication of the resolutions (28) 

As mentioned above, the Conference is the supreme 

authority of OPEC. As such, it has a number of functions 

which are specifically mentioned in the Statute. The most 

import of these functions are to formulate the general 

policy of OPEC and to determine the appropriate methods of 

implementation of those policies which are adopted. It 

alone decides upon the application for membership of any 

country and the appointment of Members to the Board of 

Governors. 

If a matter arises which is not clearly allocated to 

the jurisdiction of one of the organs of OPEC it is dealt 

with by the Conference. This is in accordance with Article 

16 which states that, "All matters that are not expressly 

assigned to other organs of the organization shall fall 

within the competence of the Conference." (29) 

Koran>', with respect to this articLe commented that, 

Thus, inasmuch as the Conference represents 
state—sovereignty, par excellence, against 
the encroachmentof supranational 
authority1 the former is considered to be 
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at the basis of th-e organization and is 
bound to affect both the mode of deciding 
(i.e., bargaining among different national 
interests) and the decision itself (i.e., 
which will be much more akin to an 
"outcome" than to a unitary consensual 
choice). (30) 

flit dQard Qf 122 -yarnQrl 

The Board of Governors of OPEC is composed of 

individuals representing each Member Country who have been 

confirmed by the Conference. Thus# as with the Conference, 

the concept of supremacy of state sovereignty is fully 

embodied in the Board of Governors. Unlike the Conference 

where unanimous agreement is required, The Board of 

Governors requires only a simple majority vote for 

decisions. As with the Conference each Governor, hence 

each Member Country,'has one vote. All Member Countries 

are considered equals. The Statute requires that the Board 

of Governors meet at least twice a year. This is normally 

done several days prior to the ordinary Conference 

meetings. 

The Conference establishes the policies of OPEC. The 

Board of Governors is responsible for managing the 

organization and implementinj the policies adopted by the 

Conference. Consistent with its managerial function the 

Board of Governors has responsibilities in the following 

areas: to consider and decide upon the reports submitted 
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by the Secretary GeneraU to submit reports and make 

recommendations to the Conference; to draw up the budget 

for OPEC and submit it to the Conference for its approval; 

to nominate the auditor of OPEC; to evaijate the auditor's 

report and statement of accounts and subiit them to the 

Conference for approval; to approve t'he appointment of 

directors of divisions and heads of departments after their 

nomination by Member Countries.; convene an extraordinary 

meeting of the Conference; and prepare the agenda for the 

Conference. (31) 

The Board of Governors has both a chairman and an 

alternate chairman. They are appointed by the Conference 

for one year terms. The principLe of their appointment is . 

alphabetical rotation, however, the date of membership in 

the organization takes precedence over the principle of 

alphabetical rotation. (32) 

A further difference between the Conference and the 

Board of Governors is that the Governors can, by a 

two—thirds vote, decide that the continuance of membershiD 

of a Governor is detrimental to the interests of OPEC and 

have him replaced. The Governor who fills the vacated 

position must also be confirmed by the Conference. This 

provision illustrates the importance which OPEC as an 

organization places upon sound management, because it is 
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the Board which functions as the vital link between the 

Conference and the Secretariat. 

Itf. lerr rlari al 

The Secretariat carries out the execut.ive 

functions of OPEC which are assigned to it under the 

directions of the Board of Governors. Its chief officer is 

the Secretary General. He is appointed for a three year 

term after a comparative study of all of the nominees' 

qualifications, and may be reappointed once. The personat 

requirements for the position of Secretary General are 

clearly stated in Article 28 of the OPEC Statute. He must 

be thirty—five years old, have a university degree in law, 

economics, science, engineering, or business 

administration. Additionally, he must have fifteen years 

of experience of which at least ten of those years were in 

positions directly related to the oil industry, and five 

years in executive or managerial positions. A desired 

additional qualification is that he have experience in 

government—company relations and the international aspects 

of the oil industry. 

This is not the system which has always been in place. 

The present system was started in 1970. From.the creation 

of OPEC until. 1970 the position of Secretary General was a 

one year term and he was appointed by alphabetical rotation 
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of Member Countries. The appointment was .a formality. It 

also proved to be undesirable for several reasons. First, 

it resulted in a less than efficient Secretariat. The one 

year period proved to be too short a period for the 

individual to learn the job and become acquainted with the 

employees within the Secretariat and their qualifications 

and abilities, and then to properly represent OPEC. It 

sometimes resulted in embarrassment to OPEC. A second 

reason was that the system of appointment meant in practice 

that unqualified individuats could become Secretary 

General. This could result in harming the organization. 

For these reasons the system was changed to the one which 

is curi'ently used. 

The staff of the Secretariat are international 

employees. Article 32 of the OPEC Statute prohibits them 

from seeking or accepting any instructions from outside 

OPEC. They are not employed as representatives of a 

country but of OPEC. (33) They are further required to 

carry out their duties with the single purpose of 

furthering the interests of OPEC. 

The Secretary General is responsible for administering 

the departments of the Secretariat. These departments are: 

research, personnel and administration, public information, 

OPECNA (the OPEC News Agency), and any division or 
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department which the Conference may establish. He also 

administers his own office. 

When individuals refer to OPEC, they are usually 

thinking of th.e Secretariat. It is the organ of OPEC which 

best typifies OPEC as a supranational organization as 

opposed to a meeting where thirteen sovereign states are 

represented. Referring to the status of OPEC, Kubbah noted 

that, 

OPEC was established as a permanent 
intergovernmental organization with an 
international status. In accordance with 
Article 102 of the United Nations Charter, 
the agreement creating OPEC was duly 
registered with the Secretariat of the 
United Nations on November 6, 1962, under 
No. 6363.... The staff of the Secretariat 
are international civil servants. (34) 

Even so, othe Secretariat does come under pressure 

from the nationalistic interests of its members. The 

secretary generals in making appointments to the staff of 

the Secretariat, is required -to "give due consideration, as 

far as possible, to an equitable nationality distribution 

among Members.." The selection is made from lists of 

nationals provided'by the member countries. This 

appointment procedure is constrained by the requiement 

that nothing should "impair the efficiency of the 

Secretariat." (35) 

One observer has therefore concluded that, 

The emphasis on the nationality of the secretary general 
and other top—level officers bolsters the side of state 
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sovereignty against supranational a'uthority, and points up 
the importance of the issue of membership in relation to 
OPEC's decision—making. (36) 

REf, alLU-Ql UL9A I Inti 1.LUQfl 

The underlying purpose of creating OPEC was to 

establish an institution which would amplify the power of 

the Member Countries. If it could not achieve this goal 

there would have been no reason for the oil producing 

countries to join together. Their individual efforts would 

have met with equal success. Institutions, if successful, 

have one advantage over alternative arrangements. They are 

not so dependent upon particular individuals. Institutions 

take on a life of their own. The fomer'French Foreign 

Minister, Robert Schuman, recognized this attribute of 

institutions when referring to the European Coal and Steel 

Community. 

Men pass, others will come and replace us. 
We cannot hand down to them -our personal 
experience, which will vanish with us. 
What we can hand down to them is our 
Institutions. The life of institutions is 
longer than that of men, and institutions, 
if they are well constructed, can thus 
accumulate and transmit wisdom to 
successive generations. (37) 

In the OPEC framework the Conference is intended to 

represent the individual interests of the Member Countries 

while the Secretariat is to represent the common interests 

of all the members. That is the theory. In practice it 
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must be different. This is so because the Statute of OPEC 

definitely places the Conference as the supreme authority. 

The purpose of the Secretariat is to carry out the wishes 

of the Conference and to serve the Conference. The two 

organs are not equals. 

To be successful OPEC must create a community of 

interests. Given the diversity of interests of the Member 

Countries this unifying factor is not necessarily obvious. 

As discussed above, the Member Countries of OPEC appear to 

have many more diverse characteristics than ones in common. 

Their political structure ranges from monarchies to-

democracies. The religious beliefs of their citizens 

encompass Christianity, Islam, Hinduism, and other forms of 

religious adherence. 

In terms of total numbers Islam would be 

dominant, both in terms of the number of individuaLs and 

the number of countries in which it is the predominant 

religion. It is obvious that the OPEC countries do not 

constitute either a political nor a religious community. 

(38) 

OPEC certainly represents countries with a plurality 

of interests. It therefore has a similarity to the 

pluralist model where competing interests coexist within a 

constitutional system whichPaul Taylor used in reference 

to European integration. (39) However, the similarity is 
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only, superficial. OPEC was never intended to integrate its 

member countries either economically or poLitically. On 

the contrary, one of its underlying purposes was to 

maintain the sovereignty of its members. 

Because OPEC is an organization of sovereign states 

which insist upon keeping their sovereignty there did not 

exist an organizational precedent to copy in 1960 when OPEC 

was formed. (40) Its members appear to be largely 

satisfied with the structure as originally established,. 

With the exception of the change discussed previously there 

have been no major alterations to its Statute or 

organization. No fundamental evolution of the Secreta'riat 

is discernible. The changes which have occurred are 

relatively small and follow logically from the original 

structure. They may best be seen as efforts to improve the 

effectiveness in the implementation of the original 

purposes of OPEC. 

Despite the numerous reports, and the generally high 

quality of those reports, the Secretariat has not developed 

its full potential. This failure to maximize its' potential 

was pointed out by Ashraf Lutfi, a Kuwaiti who served as 

Secretary General from May 1965 to December 1966, in a 

report titled OPEC and its Problems. He wrote: 

The biggest problem of the 
Organization is the failure of its members 
to recognize what a formidable instrument 
the' Organization Secretariat could become 
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if its members would only take this 
Secretariat seriously, and built it up into 
a true research center to which they resort 
for consultation, advice and guidance. Yet 
the role of the Secretariat, despite the 
fairly numerous employees it has at its 
disposal, has been to obediently (and 
perhaps not very efficiently) implement 
certain directives from OPEC Conferences 
for the preparation of sets of data and 
figures to put them hurridly in some sort 
of reports to be submitted at the very next 
minute, if ready, to the consideration of 
the delegations to the next Conference.. In 
facts initiative has never been a virtue of 
the Secretariat, but the Secretariat should 
be the last to be blamed for this.. (41) 

Lufti's conclusion that the Secretariat should not be 

blamed for its, lack of initiative is worthy of 

consideration. The employees of the Secretariat are 

usually there for brief periods of time, seldom more than 

four years. Their long term careers are with their own 

governments or government agencies.. It seems 

understandable in those circumstances that while at OPEC 

they would always have their perspective fixed upon their 

long term career path and would not do aiything to endanger 

it. Their brief stay at OPEC would operate against their 

achieving a full, i'ndepth, perspective 'on many issues from 

an OPEC perspective as opposed to their own government's 

perspective. Additionally, the Statute of OPEC, as pointed 

out previously, is clear about the Conference being the 

supreme policy making body. 
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Lastly, but by no means the least important, is that 

of rank or status. The Conference is composed of senior 

politicians, often related to the ruler or royal family of 

a country. The employees of the Secretariat tend to be 

career civil servants. In such a situation the civil 

servant would be reluctant to initiate any action which, 

although furthering the interests of OPEC, would not be in 

accordance with his own government or his government's 

representative on the OPEC Conference. 

While it may be easy to attach blame to the member 

countries it should not be forgotten that they are all 

developing nations. Well trained and skilled individuals 

are in short supply. Those that do exist are badly needed 

in their own countries to assist its development efforts. 

For a country to assign a highly qualified individual to 

OPEC represents a large opportunity cost both to the 

country and to the individual. There is naturally a 

reluctance of both to accept that cost. As the development 

of the Member Countries proceeds, and with it an increase 

in the quality and quantity of its trained people, this 

problem should diminish in importance. The problem itself 

serves as an indication of the difficulties ofthe 

development process, both for the countries concerned and 

for the organizations which they create. (42) 
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Given the fact that OPEC was never intended to have 

supranational authority, and also the diversity of its 

membership, it is perhaps unrealistic to expect the 

Secretariat to have developed other than as it has. 

Certainly there are fundamental differences in policies and 

objectives among the OPEC members. A strong argument can 

be made that such differences can be adequately coped with, 

if not resolved, by the politicians in the Conference thai 

by the civil servants in the Secretariat. One reason would 

be that the differences among members tend to be as much 

political as they are economic. A further reason is that 

for the Secretariat, or some of its members, to become 

embroiled in political issues within OPEC might call into 

question its impartiality and objectiveness on all issues, 

whether political or not. Such a perceptionp if it 

developed, would certainly not serve to strengthen OPEC in 

the long run. Lastly, given the perception of the 

individuals within the Secretariat that thei.r long term 

career prospects do not lie within OPEC, such an occurrence 

is probably unrealistic from the outset. (43) 

QEtL 

The OPEC News Agency (OPECNA) was established at 

the 55th OPEC Conference held on December 17-20 1979 in 

Caracas. It began operations in 1980 as a special unit of 
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the Secretariat. (44) There were two basic reasons for the 

establishment of OPECNA. The first was as a counter to the 

all—pervading news agencies of the West. These news 

agencies had their headquarters in countries which were 

also large importers of oil. That coverage had been, in 

the eyes of OPEC, often misinformed and oased with the 

perspective of the western industrialized countries. 

OPECNA is an attempt to provide an alternative 

counterbalance. Second, was the difficulty OPEC Member 

Countries were experiencing obtaining information about 

events in other OPEC Member Countries. Because they, are 

alt Third World countries they found that the three major 

western based news agencies devoted very little space to 

events which took place in OPEC member countries. 

OPECNA's activities are composed of dispatches from 

correspondents in the national news agencies of Member 

Countries. It also provides news from OPEC itself such as 

the Secretariat, the OPEC Fund for InternationaL 

Development, the Arab Fund for Economic and Social 

Development, the Organization of Arab PetroleumExporting 

Countries (OAPEC), the InternationaL Fund for AgricuLtural 

Development (IFAD), and the United Nations Educational, 

Scientific and Cultural Organization (UNESCO). These 

activities have served to facilitate the flow of 

information among the OPEC Member Countries and also 



234 

between those countries and the other Third World 

countries. 

IdE QEEQ fUr1 f-QR INIERNK IDJAL 2tEI 

The fact that all the Member Countries of OPEC 

are developing countries is a matter of considerable 

importance with respect to their petroleum production 

policies. It is also important with respect to their 

attitudes and policies towards other developing countries. 

OPEC Member Countries feel a kinship with other developing 

countries. This feeling has been put into practice by the 

creation of the OPEC Fund for International Development. 

Despite OPEC's continued reiteration of its members' 

underdeveloped status, the fact has yet to be fully 

recognized and appreciated in the western industrialized 

countries. In the West the accepted myth is that, the OPEC 

Member Countries are rich. This myth exists despite the 

fact that they are all food deficit countries and that five 

of them are among the largest third world borrowers. 

During the early 1980s the OPEC countries as a group were 

net borrowers.. It is only when the myth of OPEC wealth is 

believed that a newspaper headline such as "OPEC applies 

new pressure to West by borrowing" can be used with an. 

effect. (45) The GNP of the OPEC countries is, in fact, 
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rather small. It is approximately seven per cent of the 

GNP of the OECD countries. 

When the economic conditions of the OPEC Member 

Countries are considered in their correct perspective one 

fact stands out starkly: they are among the largest aid 

donors in the world. In 1981 for example, their aid 

approximated $8 billion. Much of this a'nount was in the 

form of outright grants. One Member Country, Saudi Arabia, 

was the largest aid donor in absolute terms in 1981 and 

second largest in 1979 and 1980 only exceeded by the United 

States. Its GNP at that time was only one thirty-third the 

size of that of the United States. During the period 

1975-1983 the list of the ten largest aid donors always 

included at least three OPEC members. 

When aid from OPEC Member Countries is stated in per 

capita terms the figures are truly startling. In 1980 

Oatar gave $1450 per capita, the United Arab Emirates 

$1328, Kuwait $849, and Saudi Arabia $362. This compares 

with the aid of the United States of $30 per capita the 

same year. To even further emphasize the point, the aid 

from OPEC Member Countries is never tied, as it frequently 

is from the developed countries. (46) 

In addition to the actual quantity of aid from OPEC 

countries, there is a second important point. OPEC aid is 

relatively unrelated to the price of oil. Aid from the 
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OPEC countries began long before there were significant 

increases in the price of petroleum. More importantly, 

that aid began tong before the significant increases in oil 

revenue were received by the OPEC countries. Logically it 

would not make any economic sense for the OPEC Member 

Countries, for the sellers of a commodity, to compensate 

those who purchase their product. This would reduce the 

positive effects of raising the price of the commodity 

being sold. (47) 

Iha F.Q1LLUQ QI QE E• Aid 

The preceediny section leads to a basic -question: 

Why do OPEC Member Countries give aid? When one considers 

that they are not rich, but developing countries, that the 

aid is not given to compensate the aid recipients for 

higher expenditures on oil, and that the aid which is given 

is not tied, what advantage is there for OPEC in giving aid 

at alt? 

The basic answer to the preceeding question is to be 

found in the origins of the phenomenon of aid giving. rts 

nucleus is to be found among the Arab OPEC members as far 

back as, the 1930s. The primary reason is the concept of 

Arab solidarity. (48) At that time the relativeLy better 

off Arab countries gave financial assistance, especially in 

the form of education and health services, to their less 
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welt off Arab neighbprs. This was during a time which 

preceeded the benefits of oil wealth. 

Several examples of such aid may be cited. In 1957 

both Saudi Arabia and Egypt gave funds to support the 

budget- of Jordan. In 1958 before its independence, Kuwait 

created the Authority for the South and Arabian Gulf. Its 

purpose was to assist the social services of the Emirates 

and the Yemens. In late 1961 Kuwait established the Kuwait 

Fund for Arab Economic Development, In 1971 Abu Dhabi 

estabtished the Abu Dhabi Fund for Arab Economic 

Development which was closely modeled upon the Kuwaiti 

fund. In 1967 the Arab Summit was held in Khartoum, 

shortly after the Israeli invasion of Syria.. Jordan, and 

Egypt. Two of its decisions were to have considerable 

importance for Arab aid giving. The first decision was 

that, 

(1) agreement was reached that Kuwait, 
Libya and Saudi Arabia would provide 
sizeable budgetary support to the three 
affected countries "Unti L the Li quidation 
of the effects of aggression" (49) 

The second decision was that, 

it was also agreed in principle that a 
regional fund should be established to 
finance the development efforts of Arab 
countries at large. (50) 

Within a year of the Khartoum Summit the Agreement 

Establishing the Arab Fund for Economic and Social 
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Development had been finalized. It became operational in 

1972. Thus, inter-Arab aid already existed prior to the 

substantial increase in oil revenues which occurred in 

1973. This aid had been institutionalized. It was also 

sizeable, amounting to $1.75 billion in 1973. 

With the substantial increase in oil revenues in 1974 

the Arab aid pro grammes underwent substantial changes in 

two significant ways. First, the funds available for aid 

were substantially increased. Second, the eligibility of 

recipient countries was broadened to non-Arab countries. 

Both the Kuwaiti and Abu Dhabi funds underwent these 

changes. During 1974 Saudi Arabia created its Saudi 

Development Fund with an initial sum of $4.5 billion. All 

developing countries were eligible to receive funds from 

it. Lastly, Iraq created its Iraqi Fund for External 

Development with the same geographical coverage as the 

Saudi Fund. 1974 also saw the creation of the Arab Bank 

for Economic DeveLopment in Africa (BADEA), intended to 

help non-Arab Africn states, and the creation of the 

Islamic Solidarity Fund by Saudi Arabia. This Fund was 

supplemented the following year by the creation of the 

Islamic Development Bank. 

The same time period witnessed the inauyeral efforts 

of two non-Arab OPEC members into the aid field. Iran 

developed a fund for the assistance of African and Asian 



239 

countries and Venezuela established a fund to help 

Caribbean and Latin American countries. Libya began using 

its Arab Libyan External Bank to assist other countries. 

Three countries created trust funds with regional banks to 

assist development projects. Both Nigeria and Algeria did 

so with the African Development Bank white Venezuela took a 

similar step with the Inter—American Development Bank. 

In 1976 all the OPEC countries, including countries 

which had been traditional recipients of aid such as 

Indonesia and Ecuador, joined together to create the OPEC 

Fund. By 1983 there were fourteen specialized agencies 

that were either mainly or exclusively supported. 

financially by OPEC members. The resources of these 

agencies were approximately $30 billion. (51) 

The development of OPEC aid efforts can be seen to 

have been one of gradual evolution. It began on a 

relatively small scale with several Arab Countries seeking 

to assist other Arab countries. Gradually it expanded both 

to other donor countries and simultaneously to other 

non—Arab recipient countries. It began with a sense of 

Arab. solidarity and gradually expanded to a sense of 

solidarity with other developing countries. This evolution 

in the period 1973-1983 was summarized by Shihata as 

follows: 
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It is interesting to note in this respect 
that while in 1973, beneficiaries of Arab 
aid numbered 23 countries which were all 
Arab or Muslim, today the beneficiaries of 
the OPEC Fund a Lone have exceeded 80 
countries and only 15% of its Loans have 
gone to Arab countries. (52) 

In March 1975 the heads of state of the OPEC Member 

Countries met in Algiers. By that time only three members 

were not involved in the aid—giving process. The three 

were: Gabon.. Indonesia, and Ecuador. The total official 

development assistance (ODA) of the aid—giving countries of 

OPEC in 1975 was $7,690 billion. Their disbursements were 

$6239 billion which was 2.92 per cent of their combined 

Gross National Product. (53)In spite of this high level 

of donor activity there was no multilateral agency 

providing ODA (Official Development Assistance) in which 

all the OPEC Member Countries participated as donors. 

One of the issues which was on the agenda of the 

Algiers Summit was that -of strengthening cooperation with 

other developing countries. During the meeting the concept 

of the creation of an OPEC aid facility came to dominate 

the discussion. (54) Also as a result of that meeting 

seven OPEC Member Countries participated in the "Group of 

19" developing countries at the Conference an International 

Economic Co—operation in Paris which is often referred to 

as the North—South Dialogue. (55) At that Summit the 

general issue was referred to a committee of OPEC finance 
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ministers to be discussed in greater depth. The finance 

ministers met in November 1975. 'They recommended to their 

governments the "Establishment of a new facility for the 

provision of additional financial support to other less 

developed countries (LDC's) under the aegis ofOPEC". (56) 

The agreement of all OPEC Member Countries was reached 

and signed on January 28, 1976. (57) Its titLe is the 

Agreement Establishing the OPEC Special Fund. (58) 

The Fund has two purposes according to I.F.I.Shihata, 

its first Director—General. They are: 

(1) to assist the development efforts of 
non—OPEC developing countries. and (2) to 
do this in such a manner as to strengthen 
the bond of solidarity between them and 
OPEC member countries, thus serving, to the 
greatest extent possible, the common 
objective of establishing a more equitable 
world economic order. (59) 

There are several aspects of the Fund which are either 

unique or where it served as an innovator. For examples it 

was the first international organization which combined 

support for balance of payments problems with tending for 

specific projects. Because of its wiltiigness to provide 

balance of payments aid it was able to request the 

recipient countries to contribute an equivalent amount in 

local currency to cover the local costs of projects. 

Additionally, it was able to minimize its bureaucracy by 
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relying upon already existing agencies whenever possi-ble. 

(60) 

Furthermore, because of an awareness that a first co-ne 

first served ' approach contained within it a bias in favor 

of the more developed of the underdeveloped countries, the 

Fund based its lending upon carefully selected data which 

was used to create an objective criteria. This reflected a 

clearly stated preference by the Fund that, ceteris 

paribus, its funds should flow to the least developed 

countries. This priority meant that in most cases the 

Fund's monies would o to those countries which import the 

least amount of oil. 

The Fund's priorities with respect to the sectors 

which would receive first consideration also favored those 

which had the smallest probability of being oil importers. 

This is because the two favoured sectors were energy and 

food production. In the case of energy production the Fund 

adopted a clear bias in favor of the development of 

indigenous energy resources. As Shihata noted, "The 

political objective of OPEC member countries in helping 

other developing countries achieve energy independence or 

lessen their dependence on energy imports, was deemed more 

important than promoting oil exports to these countries". 

(61) 
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To access the activity of the OPEC Fund, a brief 

survey of its Lending activities over its first seven years 

is helpful. During its first seven years of operation it 

granted 336 loans totalling $1,812 million. This may be 

subdivided into 160 project lons totalling $1,062.1 

million.: 168 balance of payments loans totalling $687.4 

million; and 8 program loans totalling $62.5 million. 

During that period 190 loans had been totally disbursed. 

They amounted to $830.2 million. 

Geographically the Find 's loans were distributed in 

the following manner: Africa, 188 loans totalling $810.2 

million to 44 countries; Asia, 97 loans totalling $803.6 

million to 21 countries; and 51 loans to Latin America and 

the Caribbean totalling $198.2 million to 16 countries. 

The sector al spread of project loans was as follows: 

energy, 51 percent; transportation 15.7 per cent; 

agriculture 12.5 per cent.: national development banks, 8.1 

per cent; industry, 6.2 per cent; water supply and 

sewerage, 5.4 per cent; education, 0.7 per cent. and 

telecommunications, 0.4 per cent. (62) 

The OPEC Member Countries are proud of the OPEC Fund 

for International Development. Their pride is 

understandable. The Fund has a number of positive 

contributions toits credit. Its very creation stands as 

proof of the sincerity of the Member Countries' 
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declarations about their willingness to assist other 

developing countries. The amount of financial aid which 

has been disbursed, serves as an example to other states 

that, given the will, it is possible to contribute a larger 

percentage of a nation's income to development aid than is 

the norm. The Fund has also demonstrated that in 

undertaking such activities there is room for innovation 

and originality. It has also demonstrated that close 

working relationships among the various aid granting 

organizations can reduce the bureaucracy involved with the 

result that administration costs can be substantially 

reduced. This in turn leads to a greater proportion of the 

funds available being allocated to the recipient countries. 

Not least important from the perspective of OPEC, the 

OPEC Fund stands as further evidence of the willingness and 

ability of the thirteen disparate countries to work 

together for a common cause. That causer the development 

of the least developed countries is one which on1y 

indirectly rebounds to their benefit. It would undoubtedly 

have been to the short run advantage of OPEC to tie the aid 

to purchases of oil from OPEC. This has not been done. 

The priorities which the Fund has adopted and followed in 

practice, also stand as evidence of the long run 

perspective of OPEC rather than the short run alternative 

which so many observers claim to perceive. 



245 

The history of OPEC as presented in this chapter leads 

to several conclusions. The first is that OPEC has been 

throughout its first two decades primarily a defensive 

organization. Despite occasional wishes to formulate 

common responses on energy questions prior to 1960, little 

that was effective was accomplished prior to the formatioi 

of OPEC. The creation of OPEC was. itself a defensive act. 

It was done to attempt to defend certain oil exporting 

nations against the then overwhelming economic and 

political power of the multinational oil firms. Had those 

companies not unilaterally reduced the price of oil in the 

years just preceeding the Baghdad meeting, it is highly 

doubtful whether OPEC would have been created, at least at 

that time and by the five countries which were its founding 

members. 

Second, OPEC was placed in a defensive posture during 

its early years by the glut on the international petroleum 

market. This situation persisted until 1973. It was only 

when the international petroleum market moved into a 

position of relative scarcity that the OPEC members were 

able to begin effectively exerting some power in that 

market. 

OPEC is fundamentally a political organization, an 

intergovernmental organization. Its organizational 
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structure is designed to permit its thirteen members to 

maintain their sovereignty in full. They relinquish none 

of it by joining OPEC. What they do gain, if their efforts 

within OPEC are successful, is additional strength to 

pursue their goals, both individually and collectively. 

Those goats, other than the goal of increased revenues from 

the sale of oil, are primarily political. 

In addition to seeking to enhance their control over 

their natural resources, their goats have been largely 

related to bolstering the power of other Third World states 

and the relative power of those states to the 

industrialized countries of the world. These goals have 

been pursued through a variety of mechanisms including aid 

to countries in need, active participation in the United 

Nations and its bodies, and in the North/South Dialogue. 

OPEC has been attempting to achieve its goals in a 

manner which has remained remarkably consistent with the 

principles which were first established at its founding 

meeting. It has been successful in many of its endeavors 

and has fai ted in varying degrees to achieve others. The 

results have provided OPEC as an organization with 

increased influence among developing and developed 

countr ies alike and also among international organizations 

such as the United Nations and the International Monetary 

Fund. 
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Whi Le . it has gone far in successfully combatting the 

power of the multinational oil firms, it remains severely 

constrained by the international oil market. Even so, OPEC 

now has years of experience, and a tested organizational 

infrastructure with which to pursue that struggle which it 

did not have at the time of its formation. 
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NOTES 

( 1) This section is based primarily upon informatjo 
contained in OPEC, Qe. IfllQCJLt1QQ 12 QQU.e. (Vienna: 
OPEC, 1983). 

( 2) OPEC, p.1. 

( 3) It should be noted that the relevant oil companies 
were all foreign owned and/or controlled. Most of then 
were incorporated in either the United States or-the United 
Kingdom. 

( 4) A1t prices unless otherwise noted are in U.S. 
do lIar s. 

( 5) The significance of this contention by OPEC will be 
examined in a later section. 

( 6) "The Declaratory Statement of Pe'troleum Policy in 
Member Countries" was Resolution XVI.90 of OPEC and was 
adopted at the OPEC meeting held in Vienna on dune 24-5, 
1968. It is reprinted in OPEC, QEC QMfiQD 

ad 12Q—. (Oxford: Pergamàn Press, 
1984), pp. 61-63. 

( 7) The "Proforma Regulations for the Conservations for 
the Conservation of Petroleum Resources" were adopted as 
Resolution XVII.94 at the XVII Conference of OPEC which was 
held in Baghdad on November 9-10, 1968. It is reprinted in 

OPEC, QEEC Qjjj ill a clgluliQn ic 
12:123. pp. 65-6. 

( 8) The principle of conservation was intended by OPEC to 
be a long term policy. Therefore, some of OPEC's actions, 
such as the lowering of the price of oi I by conscious 
overproduction, as was done in late 1985 and early 1986, 
while in conflict with this policy in the short run may be 
seen to be in accordance with it in the long run to the 
extent that consumption over the long run is reduced beLow 
what it otherwise would have been. 

( 9) Not surprisingly, this action was interpreted by some 
individuals within the American government as being an 
unwarranted threat. The American reaction. to this 
perceived threat is dealt with in a later section. 



249 

(10) A detailed examination of the Tehran Agreement, the 
Geneva I, and Geneva II agreements is to be found in a 
later section. 

(11) The Agreement provided that the posted price of the 
Arabian Light be adjusted to $2.18/b. It also included a 
flat across-the-board increase of 33 cents per barrel in 
the posted prices, a flat increase of 5 cents annually in 
lieu of claims relating to adjustments in product prices, 
an increase of 2.5 per cent annually for inflation, full 
expensing of royalties, elimination of the marketing 
allowances, an increase in the tax rate to 55 per cent, and 
the realignment of all posted prices in the Gulf, using the 
price of Arabian Light as a reference, taking into account 
a freight differential based on a rate of Worldscale 72. 

pp. 44-45. 

(12) 1b1L. p. 49. 

(13) See Appendix IV. 

(14) Ib1i.. p. 55. 

(15) JbiJA S pp. 55-57. 

(16) Itid.. p. 68. 

(17) See Appendix IV for the full text of the Solemn 
Declaration. 

(18) The lack of substantive conservation efforts and also 
of cohesive energy policies during this period in both the 
Common Market and the United States, is discussed at length 
in the Chapter on Cohesiveness. 

(19) iidL. p. 72. 

(20) The Manila Declaration outlined the reforms needed in 
the international financial and monetary system. Its 
adoption was intended to be preparatory to the United 
Nations Conference on Trade and Development (UNCTAD) 
meetings which were to be held-Later that year in Nairobi.. 

(21) OPEC, EQ p. 205. 

(22) 0 P E C 5,1 a tute Qi .tbe Qi.ziQu Qi t1 t.CQ1Q1D 
QriD (Vienna: OPEC, 1983), Article 10.-

p . 7 . 

(23) OPEC Statutes, Article 12. 
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(24) Article 11, Section C p. 3. 

(25) Only two countries were originally admitted as 
Associate Members. Ecuador was admitted in that category 
in 1973 and became a Full Member in November of that same 
year. Gabon was also originally admitted as an Associate 
Member in 1973 and became a Full Member in 1975. 

(26) See Abdul Amir Q. Kubbah, Dp.E• P_Ajt lad Er.aQt. 
(Vienna: Petro-Economic Research Centre, 1974), p. 26. 

(27) OPEC Statute, Article 11, Section C, p. 8. 

(28) 

(29) Iti.cL. P. 10. 

(30) Bahgat Korany, et. al., How .EQ.cigD PgliQy Q.11QD 
Ate 1Üd a in lbe Iitd WQC1 d it A f.Qmaa catjur. 
(Boulder, Cob.: Westview Press, 1986) p.. 149. 

(31) OPEC, QEE Article 20, pp. 12-13. 

(32) Ibi jdjL 6 Article 21 P. 13. 

(33) They are, however, appointed for a period of four 
years with the possibi tity of reappointment for an 
additional two years. This factor would appear to increase 
their reluctance to act in accordance with OPEC's interests 
in opposition to the interests of their own country. 

(34) Kubbah, QQit.. p. 17. 

(35) 9EEL SialuictActi.ie 31. 

(36) Korany, QQfLit L. p. 152. 

(37) Cited by Zuhayr Mikdashi in 1hr. Cq MM.Wj)ijyQI QA'! 
F.A 2Qr_.1iQ2 QQJnt.ci. (London: George Allen & Unwin Ltd., 
1972), p.95. 

(38) This conclusion is obviously in disagreement with that 
of Daniel Pipes. See his IQ The Eath Qj Qd. (New York: 
Basic Books, Inc., 1983). 

(39) Paul Taylor, "The Concept of Community and the 
European Integration Process", LQUEEIAI QI .QtnQu Ujr 

December 1968, pp. 85, 87. 
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(40) This statement is based upon an interview given by 
Fuad Rouhani, the first Secretary General of OPEC, in 
Tehran on July 9, 1968. It is cited in Mikdashi, 
P. 97. 

(41) ibIJI. pp. 100101. 

(42) 
There is another possible explanation. If one 

analyses OPEC as a subordinate system, then the weakness of 
the Secretariat might be explained as an attempt to give 
the members of OPEC who are not members of the OPEC "core" 
some appearance of power without giving them sufficient 
power to control the organization. This explanation has 
the appearance of plausibility given the fact that there 
are very few employees of the Secretariat who are from the 
countries which are part of the "core" countries. A 
visitor to the OPEC Secretariat is struck by the absence of 
employees from Saudi Arabia, Kuwait, Iran, and Iraq. This 
possibility is examined further in a later section. 

(43) Some observers might contend that the weakness of the 
Secretariat is intentionali that it is one element of an 
overal effort of the "core" members to maintain control 
over OPEC. A counter argument is that a very strong 
Secretariat based upon very weak member states would not, 
in fact, and for very longs remain strong itself. 

(44) OPEC, Q.E ECIa1C.UQa 
1983)p pp. 93-94. 

(Vienna: OPEC, 

(45) teccit..iQai Hgra jj llibual. February 20-1, 1982, p. 
11. Cited in Ibrahim F.I. Shihata, lhe QPF.0 .Eu.Qd ic 
QD.QDLL .ee1QQ or.. Ih. EQ milaall. (London: 

Croom Helm, 1983), p.2. 

(46) Shihata, QQ.cj,. pp. 3-4. The term "tied" refers to 
the practice of the donor country requiring the recipient 
country to spend a certain amount of the aid funds on goods 
and services in the donor country. This may not be the 
most efficient method of spending such funds. 

(47) An analysis of OPEC *s ability to raise the price of 
oil will be covered in a later section. 

(48) This statement is not intended that the Islamic 
concept of the zakat, or tithingi might not also oe 
relevant. 

(49) JLjd &e p. 6. 
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(50) ibid.. 

(51) p. 8. 

(52) Ibid, P. 8. These data stand in stark contrast t 
the common perception of aid from the OPEC Countries. It 
is interesting to compare the data cited by Shihata with 
the conclusions of Daniel Pipes. 

(53) Development Assistance Committee of OECD, Development 
Cooperation, p.224 of the 1977 review and p.242 of the 1982 
review. According to a study prepared by the United 
Nations Conference on Trade and Development (UNCTAD) the 
corresponding figures for 1975 were US$8.220 billion for 
commitments and US$5.607 billion for disbursements, 
representing 2.69 per cent of the See QQQejQn_ 
IQC Daut .LQQnQt. pp. 14-15, UNCTAD Document TD/B/C7/31, 
Vol. I, 1978.. Net ODA disbursements from DAC (Development 
Assistance Committee of OECD) countries have by contrast 
never exceeded 0.35 per cent of their combinedGNP. See, 

iQQUJfltCaggeraligo. 1982 Review, p. 199. 

(54) See Solemn Declaration of the Conference of the 
Sovereigns and Heads of State of OPEC 'Member Countries, 
Algiers, March 4-6p 1975.. This is found in OPEC, QEQ 
Q.Uic.ii. Ral QlUliQQa 12Q:12. 
(Vienna: OPEC, 1984)o pp. 130-135. 

(55) OPEC, RIC LQC.tJ.QQ Q.QktLt. 
1983), p. 73. 

(56) IL≥ici.. p. 138. 

(Vienna.: OPEC.-

(57) See OPEC Press release no. 1-76 issued in Vienna on 
January 28, 1976. It is reprinted LjjLS p. 139. 

(58) Published in 1131r r.0 at igo al Vol. 15, 
p.1357, November, 1976. 

(59) Shihata, p. 40. 

(60) These points stand in sharp contrast to the lending 
procedures and requirements of the institutions which are 

dominated by developed countries such as the International 
Monetary Fund. 

(61) Shihata, p. 42. 

(62) The OPEC Fund for International Development, AQcIUAI 
QQC.t 123. p. 11 and Appendix I. 



CHAPTER SIX 

LITERATURE SURVEY - CARTELS 

The majority of the literature on OPEC has been 

produced by economists and is therefore economic in nature. 

The majority of the literature also either assumes or 

purports to demonstrate that OPEC is a cartel and that the 

behavior of OPEC can best be explained by the application 

of cartel theory. 

For those reasons this chapter will begin by examining 

the problems of defining a cartel. It witl then procede to 

took at different forms of cartels, FolLowing this section 

an analysis of several theories attemting to explain 

OPEC's behavior will be presented and analysed. 

It is one of the purposes of this investigation 

to examine the reasons for the longevity and cohesion of 

OPEC. OPEC's longevity makes it relatively unique among 

international organizations composed entirely of developing 

countries. Its cohesion is a necessary requirement if it 

is to be an effective force in the service of its member 

countries. Because OPEC is categorized by most observers 

as being a cartel the investigation will initially be 
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undertaken within the context of cartel theory. Since OPEC 

is an organization composed of thirteen independent and 

sovereign countries it will be viewed as a political 

organization operating in a political as well as economic 

env i ronment. The economic factors will oe treated as 

constraints upon the political goals of OPEC as an 

organization. 

There has existed for some time an, extensive body of 

literature within economics on Imperfect competition. 

Within this body of Literature there is a sizeable quantity 

of material on cartels. However, this economic literature 

contains one assumptions that the entities which are 

members of the cartel. are firms. There is very little 

literature which incorporates into the analysis the 

possibility that one or all members of a cartel may be 

states. OPEC is such a body. Al-t thirteen members-of it 

are states. No firms are members of OPEC, nor are they 

permitted to be. 

One purpose of this study is to investigate the 

different behavior and results which a cartel composed of 

states would have when compared to a cartel composed of-

firms. Given this basic purpose, several questions 

immediately follow. According to the usual economic - 

definitions of a cartel, is OPEC a cartel or is it 

something different? With its distinctive membership 
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composition can OPEC behave in a manner similar to a 

traditional cartel? WouLd it necessarily wish to behave in 

such a way? Raising these questions immediately poses a 

further one. Recognizing that corporations can, and do, 

contain their political elements, and that they function in 

a political as welt as an economic environment, the 

following question arises: What factors, both positive and 

negative, impinge upon the members of OPEC. which either 

would not exist or would have different effects if those 

members were firms and not states? Certainly, even if the 

economic environment was the same, the p3titical 

considerations would be different in the two cases. 

Large publicly owned firms are responsible primarily 

to their technocracy, not to their owners those 

individuals who own shares in the company. This phenomenon 

has been recognized for at least fifty years.(75) It is 

exemplified by the title of one of A.A.Berle's books, 

EQC Withgul ?-Egj2rrty .(76) The largest of the 

multinational firms may, in fact, have revenues which 

exceed those of many states. 

States, including those which are members of OPEC, are 

ultimately responsible to their citizens. Past events such 

as cotonialism, the domination of their economy or major 

sectors of their economy by foreigners, exercise a major 

role in the expectations of citizens with respect to the 
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desired behavior of their government. Governments, in 

order to maintain their legitimacy are forced to respond to 

the expectations of their citizens. A feedback mechanism 

therefore exists which is absent in the case of privately 

owned firms. 

The importance of this feedback mechanism is further 

enhanced by two additional factors. If the economy is 

largely dependent upon one product such as oil, its 

importance, both in terms of placing constraints upon what 

the government is capable of undertaking and also in terms 

of affecting the level of expectations, of the citizens is 

magnified relative to what the situation would be if the 

economic basis of the economy is more diversified. The 

price obtained for that single product and the resulting 

governmental revenues place an upper limit upon 

governmental activities. 

Because the importance of the single product looms s 

large it is vitally important when compared with the 

expectations of citizens. The member countries of OPEC are 

all developing countries. Oil revenues are seen by the 

citizens of the OPEC countries as the one and only current 

financial source capable of enabling them to become 

developed. The future well being of the present and future 

generations is seen to be inseparably bound to oil. Since 

the oil is managed by the government, its future and 
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stability is directly tied to oil and the fulfilLment of 

the expectations of the citizens resulting from oil 

revenues. 

The goat of development of the OPEC countries implies 

that the relevant time frame is long run and not short run. 

Such a perspective by the OPEC members is significantLy 

different than the usual short run perspective of firms. 

The development of a country is by definition a long term 

project. It cannot be achieved in the short term. Firms, 

which are continually evaluated on the basis of their 

economic performance during the most recent time period are 

forced to place their emphasis upon the short term. This 

is especially so with respect to their operations in 

developing countries where the prospect of the 

nationalization of their assets is real, and demonstrably 

so. This difference in perspective results in a different 

mode of behavior. For the state, oil is a national 

resource to be husbanded, conserved, and used over time and 

for the long term benefit of future generations of its 

citizens. For the firms oil is a commodity to be managed 

so that it brings the greatest net return over a short time 

period. 

Finally, if OPEC is a cartel composed of sovereign 

states we would expect, such a cartel to behave in a manner 

differently from a cartel composed of firms. The 
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traditional cartel adopts a defensive posture in the sense 

that it seeks to exclude new entrants. This is frequently 

done by the errection of barriers to entry which a new firm 

finds impossible to overcome.(77) Such protective behavior 

is not possible, or desireable, for OPEC. While it may 

exclude countries from membership in OPEC it cannot exclude 

them from selling their product in the international 

petroleum markets. The existence of the U.S.S.R., U.S.A., 

Mexico, Norway, and the U.K. outside of OPEC may be seen 

as supporting evidence of this fact.(78) 

The members of.a traditional cartel usually endeavor 

to create a perception of product differentiation among 

their products within an economic framework.of imperfect 

competition.(79) Such a marketing behavior is not feasible 

on the part of oil producing countries. Their customers 

are major petroleum firms and their product is 

differentiated and readily identifiable by its specific 

gravity and sulfur content. These attributes of the crude 

petroleum which is sold cannot be altered by the seller. 

It can only be refined. (80) 

Because the member states of OPEC are all developing 

countries they also have a perspective which differentiates 

them from the developed industrial countries. This 

perspective has two important elements. On the one hand 

they recognize that the economic world in which they live 
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is dominated by the wealthy industrialized countries and 

the international institutions which those countries 

largely dominate. The industriaL countries are the major, 

if not the only source of many factors which the OPEC 

countries require for their development. These factors 

would include trained expertise and sophisticated 

technology. With the present limited ability of the OPEC, 

countries to absorb the large quantities of capital over 

the short run the industrialized countries are the 

recipients of investment funds derived from the sate of 

petroleum by the OPEC countries. Lastly the developed 

countries are the major consumers of the oil produced by 

OPEC. 

One result noted earlier, is that OPEC has become a 

strong supporter of the New Economic Order espoused by the 

United Nations. This hasplaced OPEC in a position of 

confrontation with the major industrialized countries in 

the North-South debate. It has also resuLted in OPEC 

developing an affinity and sense of responsibility with 

regard to other developing countries. This affinity has 

resulted in the creation of the OPEC Fund for International 

Development, also discussed above. (81) 

The popular conception of OPEC as a cartel has given 

rise to the development of a number of theoretical models 

attempting to explain the power and stability of OPEC. 
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Such models have been based on the general principles of 

cartel behavior and have been designed to account for the 

special characteristics of the so—called "OPEC Cartel". 

The three main characteristics of OPEC which have been 

considered by the theorists are as follows: 

Firstly, since some OPEC countries cannot absorb their 

oil revenues in domestic investment projects, they may 

prefer to keep their oil in the ground rather than obtain 

revenue for it now, depending on their discount rate and 

expectations of future prices. These considerations are 

accounted for by revenue target models in which domestic 

investment requirements determine revenue needs, which in 

turn affect oil production and price. 

Secondly, the price of oit will affect the supply of 

non—OPEC oil and alternative sources of energy in the long 

run; these factors are introduced in limit pricing models 

of OPEC behavior. 

Thirdly, OPEC is a collection of individual producers 

of varying importance and does not therefore behave as a 

giant monopolistic organization. Dominant seller price 

leadership models are used to characterize this fact and in 

particular the key role of Saudi Arabia. 

The standard theory of cartels predicts that cartels 

are inherently unstable, mainly because Df the problems of 

sharing an optimal level of aggregate production between 
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members, and deterring members from cheating.(82) However, 

as argued by O.K. Osborn, sharing and deterring are 

neither the only problems facing cartels nor the most 

important ones, and in any case they are not insoluble.(83) 

Also as R. Mabro has argued, most of the members of OPEC 

neither had the motive to cheat, nor, if they did, could 

they have cheated by increasing output at the expense of 

others.(84) As clearly demonstrated by Rustow and Mungo 

if the "have-nots" had cut prices and increased production 

gradually and the "haves" had retaliated to the extent 

required, the "haves" could have stomached the "have-nots" 

during every round of the game. Once the price dropped by 

more than ten per cent the "have-nots" would have reduced 

their income while enhancing that of the "haves".(85) 

During the early 1970s Saudi Arabia was in a position 

in which it could virtually decide the life or death of 

OPEC. To rijin the other countries of OPEC all it had to do 

was to produce to its full capacity of eleven million 

barrels a day. But as Yamani noted, "We had no incentive 

to do so."(86) A further element in 'the tack of 

commonality of the member countries is political. A few of 

the countries espouse democracy. The majority do not. 

Some espouse socialist principles, while others are 

monarchies supporting conservative philosophies. Their 

level of economic development varies widely. In 1983 the 
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Gross National Product per capita among OPEC members ranged 

from a high in Qatar of US$ 28,929 to a low in Indonesia of 

US$ 502. The average per capita Gross National Product of 

all OPEC members in 1983 was US$ 1,681.(37) 

The assumption which is embodied in the conventional 

approach to modeling OPEC behavior, is that the question of 

the internal distribution of the OPEC market will not cause 

tension among the OPEC members, because most This is 

because most of the largest potential exporters do not 

"need" the revenues. This is doubtless justified for some 

level of earnings from oil exports. Above some threshold 

of petroleum income, Saudi Arabia, Abu Dhabi, Kuwait, 

Libya, even Iran or Iraq in peaceful conditions, will be 

indifferent as to whether they have to forego some added 

increment of revenue. But "savers" are aLso "spenders" in 

OPEC, within some range lower current revenues begin to 

"hurt". Within some range of government revenues a hundred 

million dollars less in the petroleum earnings means giving 

up some item, such as a desalination plant, a fertilizer 

project, a squadron of fighters, a promise of aid, a 

program of food subsidies to fight inflation and preserve 

domestic tranquility, that constitutes a "sacrifice". 

What is the shape of the marginal utility curve for 

energy revenues for the members of the Organization of the 

Petroleum Exporting Countries? This is not primarily an 
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economic question. It is a political question. It is 

political in the broadest sense of the word. It asks the 

following questions: At what level do additional revenues 

from oil (or refined products, or natural gas) become 

superfious for those countries? At what level does a 

decline in energy revenues constitute a "squeeze" on the 

budgets of the countries? At what level does a further 

reduction in energy revenues mean that the government must 

"sacrifice" some program that political groups concerned 

with domestic stability or national defense, or economic 

development, or international influence consider 

"i mp or t a n 

Yet, despite the high degree of diversity the OPEC 

countries have managed not only to maintain OPEC but to 

aãtively work in cooperation with each other with respect 

to the one factor which is common to all: each is a net 

exporter of oil and oil is the single most important source 

of their revenues. 

Two types of questions are important with respect to 

this inquiry. One is economic and the other is political. 

Economically it has generally been assumed that OPEC is a 

cartel. This assertion is widespread throughout western 

literature relating to OPEC. Contrary to widely held 

beliefs, OPEC did not control prices by regulating 

collectively the output of its members until its recent 
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attempts.(88) The only previous instance in which cutbacks 

were decided collectively, not by OPEC but by some of its 

Arab members in OAPEC, was the embargo of 1973-74 following 

the outbreak of the Arab—Israeli war. It was a political 

act limited in its scope and objectives and was not 

undertaken for price reasons. 

OPEC in fact traditionally only administers the price 

of a single variety of oil, Arabian Light, which is 

produced by Saudi Arabia and is known as the "marker" 

crude. There are probably 30 or 40 varieties of crude oils 

of commercia' significance, the prices of which are not 

subject rigidly to OPEC's collective decision. Since 1973, 

OPEC members who sell these oils have considerable freedom 

to determine their own prices at any time depending on 

varying market conditions. This is a remarkable "cartel" 

which has not historically sought to regulate output, has 

not atttempted to determine the price structure of the 30 

or 40 oi Is which it sells, but has contented itself with 

seeking to administer just one reference pr.ice.(89) 

The assertion that OPEC is a cartel is difficult to 

specify with a high degree of rigour because a term such as 

the "world price of crude oil" has been defined in many 

different ways. It is a term which can be deceptive in its 

apparent simplicity. Different price concepts have come to 

be used at different periods in the eventful history of 
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oil; different price concepts apply to transactions 

effected at any given point in time, transactions which 

sometimes involve the same buyers the same sellers and the 

same crude variety.(90) 

IQr.tii iiLicoc 

The theoretical significance of this study is 

considerable. Most theoretical. work to date has assumed 

that OPEC is a cartel. That dssumptior, is 

questionable.(91) It has not been tested. If it is 

determined that OPEC is not a cartel the conclusions of a 

large body of literature concerning OPEC will be called 

into question. If it is found that OPEC is a cartel 

further questions will need to be addressed. What is the 

effect, if any, of OPEC being a cartel of nation states 

rather than firms? 

To date most theories seeking to explain the longevity 

and stability of OPEC have been economic in nature With a 

few exceptions political considerations, both with respect 

to OPEC and, the world, and with respect to relations among 

OPEC members have been largely ignored. This omission may 

be one reason for the poor explanatory power of the 

existing models. A further reason may be the often 

unrecognized assumptions of economic models. This is a 

matter of critical importance. This is so, as G. Allison 
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has pointed outs because analysts in one discipline 

naturally tend to use the concepts of a particular paradigm 

without being totally aware of its particular 

characteristics .(92) These assumptions may well have an 

important impact upon an anaLysiso especially upon 

determining which evidence is relevant aid which is not. 

Therefore those assumptions would also affect the 

predictive ability of the model. 

Thus the findings of this study may have considerable 

impact. At the most significant Level they may call into 

question the most pervasive assumption regarding OPEC, that 

it is a cartel. At a lesser level of significance the 

results may indicate that there is a serious weakness in 

the existing cartel theory when it is apDlied to cartels 

composed of sovereign states as opposed to firms. In any 

case there is considerable theoretical merit to be derived 

from this study because of its examination of the role of 

political factors in affecting the behavior, stability and 

longevity of OPEC as an organization. This is largely 

unexplored territory and therefore this study will be 

breaking new ground. 

Ectii iwco 

The importance of this study is not confined to 

the theoretical. It also has considerable practical 
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importance. Oil is the most important commodity traded 

internationally. It is therefore extremely important 

economically. Also, oil is a basic necessity to our 

contemporary world, both as a fuel and because of the 

products derived from it. OPEC is the single Largest 

source of oil in the world,. What OPEC as an organization 

doesp. directly affcts,the majority of the wor1ds 

inhabitants and their governments. It is not an 

exaggeration to suggest that the actions of OPEC, or its 

potential actions, can have ramifications of the most 

significant consequence for the individuals and their 

governments throughout the world. This power of OPEC wilt 

continue so long as there does not exist a viable and 

competitively priced alternative to petrbteum which is 

readily available throughout the world. The OPEC countries 

also control the largest petroleum reserves in the world. 

OPEC's investment in the developed countries has had a 

major impact upon the financial health of the recipient 

countries. Its aid to other developing countries has 

greatly facilitated the development efforts of those 

recipient countries. As a result OPEC is not only' 

important today but will continue to be important into the 

foreseeable future. Because of its practical importance it 

is necessary that we know and understand OPEC much more 

thoroughly than is now the case. If we 3ersist in dealing 
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with OPEC based upon faulty and incomplete information we 

will do so at great risk to ourselves. To the extent that 

decisions are based upon an incorrect or incomplete 

understanding of OPEC, they run the risk of being an 

erroneous basis for policy. Therefore the practical 

importance of this project is important as well as the 

theoretical importance. 

2pa fiaitiga QI . iX.ei 

Within economics the subject of cartels falls 

within the general area of oligopoly. It thus falls along 

a continuum based upon the number of sellers in the market. 

Within that continuum monopoly and duopoly are at one end 

and perfect competition is at the other end. The 

distinction among the different types of competition is not 

merely a quantitative one of determining how many sellers 

there are in a market. There is also a qualitative 

element. When the number of sellers are few each seller 

must be aware of the actions of the other sellers in the 

market, both with respect to exogenous factors and 

endogenous factors. With respect to the second, he is 

aware that how the other sellers in the market responds to 

changes he makes wilt rebound on him. There is thus a 

relationship of interdependency among all sellers in an 

oligopolistic market. The theoretical efforts to explain 
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this interdependent relationship extends over the entire 

period of economics as a discipline and have not been 

uniformly successful. 

Adam Smith in his Ith Qf tiQci. was the first 

economist to point to the tendency of sellers to collude. 

He wrote: 

People of the same trade seldom meet 
together, even for merriment and diversion.-
but the conversation ends in a conspiracy 
against the public, or in some contrivance 
to raise prices.(93) 

Since Augustin Cournot wrote his classic work in 1838(94) 

economists have been interested in the stability of those 

markets which are dominated by a few sellers. Cournot's 

work was criticised in 1883 by Bertrand(95) because it ha d 

assumed that the sellers hold the quantity constant. 

Bertrand proposed to assume that the sellers believe that 

their competitors would hold their prices constant. 

Fourteen years later the 3ritish economist F.Y. Edgeworth 

applied this notion to duopoly.(96) 

The Edgeworth conclusion was that a duopoty situation 

was both indeterminant and unstable. The Edgeworth version 

did make one improvement upon the Cournot system, by making 

price rather than quantity the variable. However, the 

price for doing so was to introduce indeterininancy. This 

was a problem because empirically both duopoly and 

oligopoly tend to be very stable. In an attempt to explaii 
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this stability Hotelling produced his famous modeL.(97) He 

introduced a further variable, the location of the sellers. 

As a result of this modification Hotelling's model produced 

a price which was both determinant and stable, but the 

result militated against social welfare. He described the 

results of his model as follows: 

Our cities become uneconomicallytarge and 
the business districts within them are too 
concentrated. Methodist and Presbyterian 
churches are too much alike; cider is too 
homogeneous. 

In 1933 Chamberlin proposed a duopoly solution based 

upon Cournot's model. There was one notable difference in 

the Chamberlin model. His solution depended upon the 

mutual recognition of market interdependence by both 

sellers.(99) As a result of this recognition of 

interdependence the two duopolists end by sharing the 

market and profits equally. The result is also stable. 

In 1939 Paul Sweezy produced a further model which 

also produced a stable oligopoly price.(100) It made use 

of the "kinked demand curve hypothesis". In this model one 

section of the demand curve is kinked or vertical. Within 

the kinked range there is indeterminancy. Sweezy was 

unable to explain why the kink appeared at a specific point 

and remained there. This model is now regarded as an 

ex-post and not an ex-ante explanation of equilibrium in 

the market. With the exception of Chamberlin's model all 
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the classical theories of duopoly assume that although 

sellers are interdependent in the market they behave as 

though they are independent of each other. 

Is OPEC a cartel? The question is not an easy one to 

answer. A typical definition of a cartel is that, "A 

cartel is a combination of firms whose object is to limit 

the scope of competitive forces within a market,"(101) For 

our purposes it is important to note that the definition is 

restrictive. It is confined to a combination of firms. 

Consistent with standard economic theory the purpose of 

Limiting "the scope of competitive forces within a market" 

would be to alter the market so that it became more 

monopolistic. The result would be that the profits 

received by the firms would be higher than under more 

competitive conditions. An alternative definition proposed 

by Boulding is as follows: 

A cartel is an organization of a number of 
producers for the common selling of their 
product. It differs from the gentlemen's 
agreement or from price leadership in that 
the title to the commodity passes from the 
hands of the individual producer into those 
of the cartel itself. The individual 
producer, however, retains his 
individuality as a unit of production and 
enterprise. 

This definition is not restricted to firms, but uses the 

more general term, producers. It is however, more 

restrictive in a different area since it requires that the 
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"title to the commodity passes from the hands of the 

individual producer into those of the cartel itself." 

When either of these definitions are applied to OPEC 

problems obviously arise. First.. OPEC is composed entirely 

of sovereign states. That is a requirement of the 

organization. No firms are eligible for membership in 

OPEC. Second, the petroleum of the OPEC Member Count ries 

remains the property of the country in which it is 

produced. It does not become the property of OPEC. While 

other definitions have been advanced by numerous writers 

they do not serve to clarify the definitional problem. 

CrX1,:A eiQci.y Icn 

What is clear however is that among 

"...economists and politicians in developed countries it 

has become popular to call OPEC a cartel. The meaning of 

the, word is cloudy but its meaning to those who use it is 

pejorative." (10 3) 

The reasons for the pejorative connotation of the word 

cartel are clear, and have a long history. The historic 

linkage between the rise of, Laissez—faire capitalism and 

liberal democracy is welt known. It is also important. 

With time, and especially in the United States, free 

enterprise, competition, and capitalism, have become 

embodied in the prevailing ideology. They are now a part 
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of that ideology which is accepted. almost without 

questioning. The poLicy of laissez-faire places reliance 

on market forces to achieve private performance in the 

public interest. 

In the United States there has long been a suspicion 

of uncontrolled economic power. This was present before 

both the creation of the United States and before Adam 

Smith wrote JbI W.Lt.b Q In 1641, for example, 

the Massachusetts legislature decreed that "there shall be 

no monopolies granted or allowed among us but of such new 

inventions as are profitable to the country, and that for a 

short time."(104) The Jeffersonian-Jacksonian economic 

philosophy embodied that suspicion.. After the industrial 

revolution restructured the economy from one dominated by 

small units of production to one dominated by fewer and 

much larger units of production the public conern with the 

aggregation of economic power was increased. Associate 

Justice of the United States Supreme Court John M. Harlan 

wrote in 1911: 

All who recall the condition of the country 
in 1890 will remember that there was 
everywhere, among the people generally, a 
deep feeling of unrest. The nation had 
been rid of human slavery--fortunately, as 
all now feel--but the conviction was 
universal that the country was in real 
danger from another kind of slavery sought 
to be fastened on the American people; 
namely, the slavery that would result from 
aggregations of capital in the hands of a 
few individuals and corporations 
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controlling, for their own profit and 
advantage exclusively, the entire business 
of the country, including the production 
and sate of the necessities of 1ife.(105) 

As a reaction to the growing concentration of economic 

power regulatory bodies were created. The first, the 

Interstate Commerce Commission, was created in 1887. A 

second form of reaction was the enactment of statutes 

designed to enhance competition. These were usually called 

antitrust laws. The first antitrust law, the Sherman Act, 

was passed in 1890. The two different approaches were 

intended to ensure the prevelance of competition. The 

Interstate Commerce Commission was created to regulate a 

"natural" monopoly white the Sherman Act was designed to 

prevent the formation of monopolies. The support of 

competition by the United States has remained in-modern 

times. In 1963 the United States Supreme Court stated: 

Subject to narrow qualificatibn, it is 
surely the case that competition is our 
fundamental national policy, offering as it 
does the only alternative to the 
cartelization orgovernmental regimentation 
of large portions of the economy.(106) 

Given this tong history of belief in the correctness 

of competition over less competitive forms of economic 

organization it is not surprising that the term cartel has 

taken on a definite pejorative meaning. 

A second reason for the pejorative meaning of the term 

cartel is to be found in the necessity of a sovereign state 
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to preserve its sovereigni ty. This is the field of 

national security. As the industrialized countries have 

come to rely more and more on oil, oil has become even more 

important to the maintenance of the economic well-being of 

the industrialized states. Industrialized states derive 

much of their political power from their high level of 

economic performance. As that economic performance has 

increasingly relied upon energy, and as the source of 

energy has increasingly been oil, oil has assumed 

considerable power in the political sense of the word. 

The power of oil results not because of the demand for 

crude oil itseçf, but because of the products which can be 

produced from the crude oil. The demand for crude oil is a 

derived demand. In a very real sense a modern industrial 

economy such as the United States is dependent upon the 

products made from refined crude oil. The automobile 

requires gasoline and lubricants. Homes are heated with 

oil. Given the use of electricity, heavy oils are required 

to generate that electricity. There is also a growing 

demand for petroleum to be used in the creation of new 

materials, including weapons. Modern houses are filled 

with construction materials which have been developed out 

of oil. Plastic products are increasingly important in 

construction of all types. The economic affects of oil are 

magnified by its high inelasticity. Nearly the same 
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quantity is demanded at a higher price as is demanded at a 

lower price. This ihelasticity is a result of consumers 

considering oil and its derivatives to be necessities. it 

is also a result of the fact that in the short run there 

are few available substitutes at comparable prices. 

The economic importance of oil is also heightened by a 

further factor. The industrialized countries are demanding 

and using more of italt the time. For the world as a 

whole oil accounted for 27.4 per cent of the world's energy 

consumption in 1950. By 1975 that figure had risen to 46.9 

per cent. Even with a decline in the rate of increase of 

the consumption of oil during the second half of the 1970s, 

the world's dependence upon oil has continued to increase. 

The only other fuel which even approximates oil in 

importance is coat, which in 1975 accounted for 26.7 per 

cent of the world's energy consumption. This was a decline 

from 81 per cent in 1925.(107) Despite the efforts of the 

Carter administration to have the United States' place 

greater reliance upon coal as a substitute for oil, these 

efforts have not succeeded. A major reason for this 

failure is the increase in public awareness of 

environmental issues and the considerable cost of burning 

coal more cleanly. As a result, coal does not appear to 

represent a viable substitute for oil in the near future. 
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These factors mean that the industrialized countries 

will continue to rely upon imported oil in the foreseeable 

future. Their economic systems are, and will continue to 

be, dependent upon a fuel source which must be imported. 

White the degree of dependency upon imported oil naturally 

varies by country, it is greatest in Japan and Western 

Europe. The energy dependence ratio, (primary imports to 

primary consumption) for major industrialized countries is 

as follows: Japan, 86.5.: West Germany, 58.2; United 

Kingdom, 14.5; France, ?5.4. Italy, 82.2; Belgium, 85.0; 

and the United States, 17.9. For the OECD countries as a 

whole the energy dependence ratio is 32.1.(108) 

From a security perspective, the level of dependency 

upon imported oil would not be as dangerous if the sources 

of oil were many, and independent. However, this is not 

the case. The major suppliers of oil are, and will 

continue to be the OPEC countries. Three statements serve 

to place the importance of OPEC in perspective. First, in 

1980, it produced 85 per cent of all oil which was traded 

internationally. Second, the extraction costs of oil 

produced within the OPEC Member Countries remains the 

lowest in the world. Third, the OPEC Member Countri es have 

two thirds of the known petroleum reserves in the world. 

The per cent of proven oil reserves among major oi I 

producers is as follows: OPEC, 67.1 per cent U.S.S.R., 
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9.7 per cent U.S., 4.0; Mexico, 6,8 per cent; and China, 

3.1 per cent.(109) 

A third reason fop' the perjorative connotation being 

applied to cartels is economic. The economic reason may in 

turn be divided into the theoretical and the practical. In 

economic theory the competitive equilibrium which is given 

by the intersection of the industry demand and marginal 

cost curves does not maximize the income of all firms when 

they are taken together. That would require equality 

between the industry marginal revenue and marginal cost 

curves. If the firms within 

reduce their total output to 

intersection of the industry 

an industry could agree to 

a level indicated by the 

marginal cost curve and the 

'industry marginal revenue curve they would succeed in 

maximizing their income. 

If each firm independently maximizes its income, this 

does not mean that the income of all firms taken together 

is maximized.. The reason for this is that the marginal 

revenue of each firm taken separately equals price, but the 

marginal revenue of all firms within the industry is below 

price. This is attributable to the external effects 

between firms. As each firm produces more it lowers its 

price. This reduces the revenue of the other firms. The 

amount of this reduction, the difference between the 

monopoly and the competitive solutions, is dependent upon 
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the difference between marginal revenue and price, which is 

determined by the elasticity of demand. 

Collusion is the only way to internalize these 

effects. Because of this, it might be expected that each 

industry would evolve into a monopoly.. This doesn 't happen 

because all firms when taken together have a strong 

incentive to depart from the competitive solution, but when 

considered separately each has an equally strong incentive 

to depart from the monopoly solution. Since each firm 

wants to expand its output, collusion has a tendency to 

break down because there is a great temptation by the 

individual firms to break the rules of collusion. Each 

firm hopes that all firms in the industry except itself 

will behave monopolistically while it behaves in a 

competitive manner. 

A cartel, as with any other endeavor, must attempt to 

balance its gains and its losses. Gains are negatively 

related to the elasticity of the industry demand curve and 

positively related to the elasticity of the industry 

marginal cost curve. If costs are large relative to the 

gains, it. would not pay to have the cartel, and the 

industry would stay competitive. If the costs are small, 

the advantages of having a cartel would beconsiderable to 

the firms within it and the industry would become 

effectively a monopoly. In a situation where both the 
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costs and gains were of considerable size, collusion would 

be profitable, and at the same time the cartel would be in 

a position to permit a number of violations by its members. 

This is because the price which was established by the 

cartel would take account of the violations. The price 

would be between that which would occur in a purely 

competitive situation and a monopolistic situation. 

In the traditional economic analysis of cartels the 

resource misallocation caused by noncompetitive pricing is 

measured by the difference between the competitive and 

actual outputs, and the income misallocation by monopoly 

profits. This understates the true resource misallocation 

because it fails to include the resources spent on 

deterring violators. If, however, the cartel does not 

spend any of its resources attempting to either pursuade 

its members not to violate the agreement, or in punishing 

those who do violate it, this cost would not be present. 

OPEC does neither. In fact, it has a reDutation of viewing 

violators with considerable understanding, and at times, 

arranging payments to them from other sources. 

These reasons provide a basis for the term cartel 

being used in a negative sense.(11O) As such the Western 

industrializednations, especially the United States, has 

used the term most effectively to createa negative 

connotation about OPEC itself. This has had the advantage 
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of effectively shifting the burden of the increases in the 

price of petroleum from the failure of several American 

administrations to OPEC. Viewed from that perspective the 

use of the -term has been effective. Such a usage of the 

term is also political. It has served to relieve, in large 

measure, the political pressure which woitd otherwise have 

fallen upon those American administrations. It has also 

provided them with a falaceous but so far effective 

argumento as to why the United States does not need to 

develop a national policy on energy. 

IHE QM 1II1i 

Like O'Neill's protagonist, the Emperor 
Jones, who allowed mysterious little fears 
to become giant nocturnal figures, so a 
society embodies its fears, guilts and 
unfulfilled aspirations in myth, which in 
turn can imprison it. The variety of 
political ghosts and goblins that nations 
and other global actors fabricate is quite 
endless and not usually interesting unless 
a particular myth grows in size and 
plausibility to the extent that it begins 
to create mischief in the decision 
process • (111) 

As Doran correctly pointed out myths can be important, 

especially if they are of a size and general acceptance to 

interfere with the decision process. The most important 

way in which they interfere with the process of decision 

making is by orienting our perception of reality in such a 

manner that the "facts" upon which our analysis and, the 
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subsequent decisions which follow from the analysis, are 

based upon iltusions and not upon reality. 

During the first decade of its existence the public 

was generalLy unaware of the existence or the activities of 

OPEC. This is certainly the case with respect to the 

American public which, because of the importance of the 

United States, both in the world of petroleum and in the 

world generally, is especially important. American ubtic 

opinion polts are one indication of topics which are of 

interest to the American public and also to the American 

government; One researcher noted that prior to 1974 no 

public opinion polls in that country were undertaken 

concerning OPEC by the Gallop Potts, the Harris Survey, or 

Yankelovich, SkeLly and White, lnc.(112) Only in 1974 when 

the members of OPEC dramatically raised the posted price of 

oil was the subject of OPEC deemed, sufficiently important 

to asertain the views of the American public. A similar 

conclusion can be reachedby examining the citations in the 

New York Times on OPEC since 1969. These are presented in 

Table 11.1(113) 
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Tab1e VI-1 

NUMBER OF CITATIONS IN THE NEW YOR< TIMES INFORMATION 
BANK ON OPEC SINCE 1969 

New York Times 
YEAR (NYT) Only 

All No. of Journals 
Citations in Addition to NY  

1969 0 0 0 
1970 4 4 0 
1971 33 44 54 
1972 68 104 65 
1973 78 135 67 
1974 265 457 67 
1975 543 1,024 63 
1976 273 584 75 
1977 200 502 65 
1978 153 287 66 
1979 357 831 85 
1980 41 136 Not 
(through April 28) complete 

Source: New York Times Information Bank. 
Cited in Zentner, 

p. 97. 

Comparing the New York Times only citations for the years 

1973 and 1974 the number increased by more than three 

times, from 78 to 265. The same magnitude of increase is 

also evident in the all citations category where the 

increase there was from 457 in 1973 to 1024 in 1974. The 

number of citations rapidly reached their maximum in 1975 

and then declined to nearly half that number in 1976. 

These figures are even more dramatic when compared to the 
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total lack of citations in 1969 and only 4 citations in 

1970. 

The rapid increase in references to OPEC during the 

early 1970s coincided with the rapidly changing American 

energy situation. Domestic oil production in the United 

States had reached its maximum in 1970. As a result the 

excess productive capacity which had served to cushion that 

country from external factors no Longer existed. The 

United States had become vulnerable to the fluctuations in 

the world petroleum market. Not only had the United States 

become vulnerable to external developments, it had becoe 

dependent upon foreign sources of oil.(114) As a result of 

the international price of oil, which had been raising 

during the early years of that decade, was reflected in the 

oil market within the United States' economy. Oil 

originating outside of the United States amounted to 30 per 

cent of American consumption by 1973. By the middle of 

1973 the United States was importing directly from Arab 

countries more than one million barrels of oil per day. 

This was an increase of 100 per cent of the amount imported 

a year and a half previously.(115) The effects of these 

developments on the United States were twofold. It had 

become vulnerable politically 

because of its increased reliance upon foreign supplies of 

oil. It had also become vulnerable economically because it 



25 

could no longer isolate itself from the international oil 

market. 

As recently as the summer of 1979 there was stilt 

considerable confusion among the American public as to what 

the letters OPEC stood for. Thirty five per cent knew. 

Twenty one per cent said it represented oil producers or an 

oil cartel, while four per c.ent equated it with Arabs. Ii 

the same poll thirty seven per cent admitted that they 

didn't know what OPEC stood for.(116) This poll was taken 

at a time when the United States imported forty five per 

cent of its oil. Two thirds of that amount or thirty per 

cent of the American imports originated in countries which 

were members of OPEC.(117) 

Another element in the American public's perception of 

OPEC is that OPEC and Arab are viewed as being synonyms. 

There is little evidence to indicate that the public 

realizes that such non-Arab countries as Venezuela, 

Nigeria, Iran, and Indonesia are members of OPEC and are 

non-Arab. There is even less awareness of the major role 

which Venezuela played in the formation of OPEC. These 

facts are not surprising in view of two considerations. 

Fi rst, it was OAPEC the Organ ization of Arab Petroleum 

Exporting Countries, which imposed the oil embargo on the 

United States, Canada, and other countries in 1973. Soe 

of the Arab countries which are members of OAPEC are also 
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members of OPEC, although not all are, such as Syria. It 

was the embargo and the subsequent increase in oil prices 

which brought oil to the attention of the American public 

so forceably. Second, given the dominant role of Saudi 

Arabia in oil matters, including OPEC, the confusion by the 

American public may be understood. Other factors may also 

have contributed to the general perception. The most 

visable, as well as vocal of the oil producing countries 

have been the Arab states. Also the majority of the oil 

imported by the United-States is from Arab OPEC countries. 

In 1979 OPEC accounted for 67 per cent of United States' 

oil imports. Oil imported from Arab OPEC members 

constituted thirty six per cent of total United States 

imports. (118) 

Of greater interest to this investigation is whether 

the American public views OPEC as a cartel or not. 

Certainly in view of the frequent references to OPEC as a 

cartel by American government representatives and members 

of the media, one would anticipate that such a perception 

would also be held by the public. In large measure this 

did not appear to be the case in 1979. Two poll questions 

in the United States in 1979 related to this issue. In the 

first, which was discussed above, when respondents were 

asked the meaning of OPEC twenty one per cent indicated te 

category "O.i I producers, oil cartel". When asked about the 



287 

role of OPEC ten per cent chose the answer "They are a 

cartel, a cartel that sets oil prices, a group of countries 

that combine their oil and sell at the same price."(119) 

On the basis of the American public opinion polls we 

can conclude that the American public had an inadequate and 

frequently erroneous perception of OPEC. They did not know 

what it was, what it did, and which countries were members 

of it. The perception of OPEC was certainty incomplete. 

There is no reason to disagree with Zentners conclusion 

that, "...the American public has, like the ancient Greeks, 

fashioned a chimaera."(120) 

La REC A Carlai2 

The countries which established OPEC, and the 

member countries of OPEC since its establishment, have been 

confronted with a basic decision. That decision is whether 

thd OPEC countries should operate as a unit or whether each 

member country should operate independently with respect to 

its activities in the petroleum market. The first 

alternative would lead to the establishment of a cartel. 

The second would be achieved by using less formal methods 

of coordination of their decisions and a greater degree of 

independence among the member countries. The OPEC members 

chose the second alternative. This was a direct result of 
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their unwillingness to give up any of their national 

authority. 

Once the OPEC members had achieved the ability to -

do so, they chose to establish a minimum price and let the 

amount of production be determined by the market. This 

decision represented a willingness to forego the higher 

profits which would have been forthcoming if they had 

chosen to have OPEC behave as a cartel and according to 

profit—maximizing criteria. To have attempted to establish 

OPEC as a traditional cartel would have been difficult 

because of the large differences in costs which confronted 

the different members. 

One reason for their decision was that the 

members were not willing to give up their individual 

abilities to determine the quantities of oetroleum to be 

produced. A further reason was that to have decided to 

create a cartel would have necessitated the determination 

of production shares among all the members. OPEC was 

unable to do this during its first decade of existence and 

found that such an agreement was equally impossible to 

attain during its second decade. The adoption of any tye 

of centralized production control by OPEC was not seriously 

considered during the period of its first two decades. As 

a result, a Surrey Energy Economics Centre study concluded 

not only that, "There is little evidence from the last few 
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years to support the popular view of OPEC as the price 

maker in the world oil market." but also that, "...the 

power of OPEC seems to have been exaggera ted ."(121 ) 

It is correct that oil frequently sells at 

amounts which are close to the OPEC price. However, it 

must be borne in mind that OPEC only establishes a minimum 

price for one grade of oils Arabian Light. It is not 

uncommon for lighter grades of oil to sell for more than 

Arabian light and for heavier grades to sell for somewhat 

Less. The differentials between the prices of different 

grades of oil produced by the OPEC countries is not 

constant. They can and do vary over time. Additionally, 

OPEC members do, at times, discount their oil, while at 

other times, have charged a .premium above the OPE-C price. 

This Led the Surrey Energy Economics group to conclude: 

The fact that most of the OPEC 
countries had neither the motive, nor the 
ability to cheat by increasing output to 
any great extent clearly implies that OPEC 
has not until recently tried to oehave like 
a true cartel, since the output Levels of 
the individual member countries were 
determined outside the influence of OPEC, 
as an organization,. In the absence of any 
formal programmes, pro—rationing was 
effectively carried out by the major oil 
companies on behalf of the OPEC 
countri es.(122) 

The same organization also concluded that, "...the fact 

that most of the OPEC countries had neither the motive nore 

the ability to increase output to any great extent during 
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the 1970's meant that OPEC did not try to behave in the 

ornanner of a true cartel and was not othreatened by the 

destabilising problems characteristic of a cartel.(123) 

Loring Allen described the OPEC price setting 

procedure as follows: 

In setting the OPEC price, members 
seem to have only the most elementary 
strategy. That strategy calls for a high 
price, a rising price, and price control by 
OPEC members. Each members (sic) has a 
different notion of what the price should 
be, and as time passes, each member alters 
its views depending on the state of the 
market, its own supply situation, and many 
other economic and political 

considerations. The views of the members 
differ greatly.(124) 

It is also important to recognize that OPEC, and 

the OPEC Conference deals with many important matters in 

addition to the price of petroleum. Thse other matters 

include the following: the operations of the national oil 

companies, downstream operations, plus any matters which 

the Secretariat has placed on the agenda for the 

consideration of the Conference. 

Allen also suggested that one reason for the urge 

to call OPEC a cartel arises from the need to predict both 

its behavior and its f ate. (125) Certainly that suggestions 

has some merit. To the extent that OPEC is a cartel the 

analysis of it would be considerably easier. So too would 

be the ability to predict its future actions. 
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Additionally, if one accepted that OPEC is a cartel one 

would also be inclined to conclude that, like other 

cartels, OPEC's fate would be to collapse after a 

relatively brief period of existence. The logic of such ai 

argumentis solid. The conclusions remain debatable. They 

are debatable because they rest upon the assumption that 

OPEC is a cartel. That assumption in its turn rests upon 

the assumption that •all members of a cartel seek. to 

maximize their profits. It is this assumption which 

accounts for the behavior of the members of a cartel. 

Robert Stobaugh and Daniel Y e r g i n summed up previous 

analyses as follows: 

All of these analyses shared a common 
thread--they looked at the oil market in 
narrow, abstract economic terms. They 
assumed an underlying stability and 
esaggerated production potentials, 
portraying the producing countries as 
simple profit—maximizing firms.(126) 

Certainly the activities of OPEC during its first 

twenty years of operation provide ample evidence of the 

fact that the maximization of profits has not been its 

sole, nor its major, goal. If, at some point in time OPEC 

does collapse, it will not be because it is a cartel. As 

one writer has noted, 

So far, members have regarded the integrity 
of OPEC as one of their highest -goals. 
Indeed, to date, OPEC unity has been the 
one supreme goal, above profits and all 
else. Members will suffer instability, 
forego economic gain, and accept zero 
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growth or losses, if tolerating them wilt. 
keep OPEC together and strong. They are 
acutely conscious of their situation before 
the success of their cooperation and have 
no intention to revert to those bad old 
days. 

One of the overriding rea,sons for 
the emphasis on the integrity of OPEC is 
that members intend to use their 
cooperation to pursue a whole battery of 
goals other than profits. Money is 
obviously the powerful centripetal force. 
Without it there would be no point to OPEC. 
But since OPEC does exist and has yielded 
profits, members propose to use it also for 
all kinds of other purposes. Some of these 
goals are national; some are international. 
Some are unique to a single member; others 
are shared by many members. As nations, 
members have many interests and 
goals--economic, politicaL, military, and 
strategic--and they can use OPEC to assist 
in their achievernent.(127) 

There are several reasons which argue strongly 

against the proposition that OPEC is a cartel. First, 

during the period being considered, the first two decades 

of OPEC's existence, OPEC did not set any output quotas for 

all of its members. In spite of the wishes of Perrez 

Alfonzo to shape OPEC into an organization capable of 

allocating production, this was not done until an OPEC 

meeting held in March 1982. It was then that OPEC agreed 

for the first time on production quotas. The 1973 OAPEC 

embargo which was supported by the Arab states which were 

also members of OPEC did not lead to the non-Arab OPEC 

members reducing their petroleum production. In fact, they 

increased the quantities of oil which they placed on the 
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international market. On this topic the Surrey Energy 

Economics Centre study concluded that.-

The 1973 Arab-Israeli war also provided the 
proximate reason for the 1973 price 
increase. Nevertheless, without the 
economic forces we have mentioned, it is 
doubtful whether these price increases 
could have been made. The influence of 
OPEC over the market is generally 
exaggerated. It did not have the output 
sharing scheme which would exist in a true 
cartel until recently and, .even then, its 
members have had great difficulty in 
agreeing on and implementing such a scheme. 
From the mid 1970's onwards, OPEC as such 
seems to have had little influence on oil 
prices. The second price "shock" of 
1979-80 for instance, occurred primarily 
because of anticipated shortages and 
uncertainty resulting first from the 
Iranian Revolution and its after-effects 
and then from the Iran—Iraq war.(128) 

Second, no individual member of OPEC is required to abide 

by the pricing decisions of OPEC. Further, OPEC does not 

have any mechanism which would serve to exert force upon 

OPEC members which do not abide by OPEC decisions. Third, 

OPEC as an organization does not make any side payments to 

members as an incentive to encourage them to adhere to OPEC 

decisions. While it is correct that some of the Arab 

members of OPEC do make oayments to other Arab states, the 

recipient states are not members of OPEC.. Fourth, if OPEC 

members are receiving monopoly profits because of the 

influence of OPEC on the market, how are those gains being 
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distributed? OPEC does not possess any mechanism for their 

distribution. 

Because the political and economic differences 

among the OPEC member countries are so great, it has proven 

very difficult, if not impossible to set prices and 

allocate production quotas among the member countries which 

will be adhered to. It is also important to remember that 

the function of OPEC as an organization continues to be a 

limited ones to collect data and to analyse that data. 

What pricing decisions that are made are made by oil 

ministers. They represent their different countries and 

not OPEC. Also, it is important to remember that, 

"...setting prices is not enough to assure that such prices 

will pre vai l.'(129) 

Is OPEC a cartel? We must conclude with Allen 

that the answer is really a matter of semantics, and that 

economists are a bit uneasy about labeling OPEC a cartel. 

They 'do so often because they are unable to find its proper 

classification.(130) Most certainly it is not the 

traditional cartel which is composed of firms which are 

privately owned. It is an inter—overnmental organization, 

one of whose purposes is to control the operations of an 

industry vital to its members' development, and which they 

largely own and control because their countries so dominate 

the supply of the resource, oil. It is not the type of 
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cartel which is referred to in economic history references. 

Nor, is. it of the same type referred to in economic theory 

texts. We cannot, therefore, agree with the contention of 

Allen, who wrote that,"3ut if economists and politicians 

want to calt whatever OPEC is a cartel, then only the 

English language suffers."(131) We cannot agree with Allen 

because, given the importance of OPEC, and the commodity 

with which it deals, petroleum, the soecific nature and 

type of organization it is has important ramifications upon 

its actions. They also bear directly upon possible 

Limitations to those actions. Most importantly, our 

failure to understand OPEC as an organization would impede 

our ability'  to predict its actions and to formulate 

policies designed to either cooperate with, or confront 

them. 

Because OPEC, whatever it is called, is different, it 

has different attributes than the traditional cartel or 

oligopoly. Because its members are sovereign states and 

not firms, its actions take place within the territory of 

its members. For this reason, the members of OPEC are not 

accountabLe to any person or body outside of themselves. 

They are dealing with their own property, their own natural 

resources, and are accountable only to the citizens of 

their own respective countries. The Western industrialized 

countries may consider the actions of OPEC unfair, but this 



296 

is not identical to those actions being illegal. 'It is a 

valLie judgement, not a legal judgement. The actions of 

OPEC cannot be illegal because there is no international 

law which covers such an organization. The activities 

which the members of OPEC undertake may be far wider than 

those which may be undertaken by a member of a traditional 

cartel. The members of OPEC are sovereign. The members of 

traditional cartels are subject to and owe their existence 

to national authorities.(132) 

This chapter has surveyedthe literature of cartel.s 

with a view of examining its relevance to OPEC. The 

starting point was the assumption made by most observers 

that OPEC is a cartel. One immediate difficulty of 

applying cartel theory to OPEC is that the theory of 

cartels assumes that members of the cartel are firms. 

Since firms are not eligible for membership in OPEC, and 

Since OPEC is composed entirely of sovereign states, there 

is an initial and obvious difficulty of analysing OPEC by 

using cartel theory. That difficulty is compounded by the 

fact that firms and states are subject to different 

operational imperatives and constraints. States, for 

example, are not driven by the profit motive as are firms. 

Governments must. strive to maintain their legitimacy. 
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Firms need not do so, at Least in the same mariner and to 

the same extent. 

A classic difficulty which a cartel faces is that the 

individual members will seek to gain an advantage over 

other members of the cartel. Despite the high Level of 

diversity among the members of OPEC, this has not occurred. 

With respect to their most important common element, 

petroleum, they have managed to minimize their differences. 

When differences have arisen they have not developed to so 

large an extent as to threaten the existence of OPEC.(133) 

To the extent that OPEC is not a cartel, and that 

therefore the traditional explanations of its longevity and 

behaviour are questionable, we must reorient our search for 

explanations to other explanatory variables. Until 'the 

present time political factors have been largely ignored as 

possible explanatory variables. 

Neither has OPEC sought to regulate rigidly the price 

of all the different varieties of the crude oil which its 

members produce. It has in most instances been content to 

attempt to exert some influence upon the price of only one 

variety of oil, Arabian Light. 

In addition to the important theoretical questions 

involved in seeking to ascertain whether OPEC is, or is 

not1 a cartel, there are also issues of practical 

importance. These are -based upon the fact that our 
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contemporary world, at 

countries, 

Least in the 1nduStrja1jzed 

is based upon petroleum. A further fact of 

importance is that oil is a non—renewable resource. 

Therefore the behaviour of an organization such as OPEC, 

which controls such a sizeable percentage of the total 

petroleum which is sold on the international market, can 

and does have immediate and direct implications for us in 

our everyday lives. 

The term cartel is frequently used in a perjorative 

sense. From a free enterprise, competitive perspective 

this is understandable. The per jorative connotation has a 

long history, especially in the United States. This 

negative connotation is understandable in an economic sense 

since cartels, if they are effective, can limit competition 

and raise prices. They are therefore viewed to be counter 

to the best interests of the economy. 

In this chapter we also suggested that with respect to 

OPEC, the term cartel has been applied for political 

reasons, namely to cast aspersions upon OPEC. We also 

concluded that myths, can be employed to the same end. 

Additionatly# if myths are accepted as the basis of 

analysis, they would have the effect of reorienting the 

analysis which is based upon them away from reality. Such 

analyses would therefore be'misleaciing. 
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This chapter concludes by posing the question: Is 

OPEC a cartel? Our conclusion is that the answer is 

indefinite. It is certainly not a cartel in the usual and 

traditional sense. This, in itself, is an important 

conclusion. This is because analyses based upon the 

assumption that OPEC is a traditional cartel will most 

likely prove to be unsatisfactory. They wilt not include 

among the factors considered to be important those which 

render OPEC different than traditional cartels. To the 

extent that such factors are important in understanding the 

behaviour of OPEC, such analyses wilt be found wanting. 
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CHAPTER SEVEN 

MODELS OF OPEC 

James M. Griffin and David J. Teece, discussing 

the considerable puzzlement which OPEC behavior elicits, 

commented that, 

Debates erupt over very basic matters, 
such as the degree to which OPEC is a 
cartel responsible for propping up the 
world price, or whether OPEC simp'y 
ratifies prices determined in an 
environment which is approximately 
competitive. It appears to us that OPEC 
behavior is not well understood, either by 
politicians, professional analysts, or the 
OPEC members themselves. (1) 

This statement is generally accepted. Failure to 

fully understand OPEC behavior however, is not because of a 

failure to attempt to understand the behavior of OPEC. 

Indeed, there have been many such efforts, especially 

during the last fifteen years. 

This chapter will be devoted to an ana1ysis of three 

efforts to understand OPEC. The three specific models were 

consciously selected because, taken together, they 

represent a continuum ranging from Adelman's articles 

wherein there is little inclusion of noneconomic factors to 

the article by Moran which explicitely seeks to incorporate 
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a limited number of political factors. The three articles 

were also selected because, they are broadLy representative 

of the analytic efforts of academic theorists to develop a 

model of OPEC.. 

One group of. attempts has been by economists who 

have approached OPEC almost entirely from the strict 

confines of contemporary economics, primarily microeconomic 

theory. A leading representative of this group is 

M. A. Adelman of M.I.T. He has written extensively about 

OPEC. ( 2) 

Adelman treats OPEC as a cartel, ( 3) which he has 

termed, "a convenient forum for the constituent nations." 

( 4) He does recognize two aspects aboutcartels generally, 

and OPEC in particular, that are often absent in the 

analyses of economists. The first is that all cartels are 

different. The term cartel is used as a basis for 

classification. It doesnot imply homogeneity. 

Heterogeneity does in fact exist within the classification 

and within the real world. Second, he recognizes that 

cartels, and the world in which they function, are dynamic. 

This dynamism also applies to OPEC. 

Although Adelman approaches OPEC as an economist, he 

recognizes that non—economic elements may be important 
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considerations in attempts to explain the behavior of OPEC. 

For example, he states that, 

I cannot claim (as many do) to know 
what motivates the OPEC members, but we can 
recognize what is to their economic 
advantage. The reader must judge for 

himself whether noneconomic motives are 
superfluous in explaining their actidns. 

( 5) - 

Having recognized the possibility of noneconomic factors 

being relevant, he then confines his analysis to the 

strictly economic factors. This means that those 

individuals who formulated the OPEC policies would attempt 

to maximize the present value of the enterprise. ( 6) This 

is not an easy exercise. Neither is it foolproof. Because 

it relies upon both estimating and discounting, the 

procedure is heavily dependent upon assumptions. The 

assumptions made by well informed individuals may vary 

considerably. 

The difficulties inherent in the process of estimating 

the present value are compounded in a collusive arrangement 

such as a cartel for two reasons. First, there are more 

possible viewpoints than in a single fir-n. This is because 

the number of actors involved has increased. Second, a 

commonality of interests may be lacking with respect to 

possible assumptions and the desireabilityof possible 

courses of action. These difficulties may be even further 

compounded when the actors are sovereign states and not 
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firms. In that situation the parameters confronting the 

various actors may vary so widely as to be in actual 

conflict. When the actors are states, the parameters which 

constrain their interests may include the form of 

government, religious rules, historical mind sets, racial 

and/or ethnic biases or predjudices. In an oryanizatiónas 

diverse as is OPEC, each of these factors contains within 

it the potentiality of creating serious cleavages within 

the organization. They could cause real and fundamental 

differences with respect to the goals of the organization 

and also with respect to the policies intended to achieve 

the goals of the organization. 

In 1978 Adetman suggested that the best model to 

explain OPEC was somewhere between the two possible 

extremes. ( 7) The one extreme was a.residual—firm 

monopolist. In this case the large seller would permit alt 

other firms to maximize their individual profits based upon 

their own levels of production. The residual —firm would 

then supply to the market the quantity necessary to control 

the price. An example of this type of behavior would be 

that of the Texas and Louisiana prorationirig systems which 

functioned in the United States from 1935 until 1970. In 

such a system the greater the percentage of the total 

market-demand which is supplied by the residual—firm, the 

easier it is for that firn to function effectively. 
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The other extreme would be represented by a compromise 

agreement among all participants in the collusive 

arrangement. That agreement would specify the amount to oe 

produced by each producer and the price at which it would 

be sold. Such an arrangement would seldom if ever be 

totally satisfactory to all members. It would be, and 

would be seen to be, a compromise. 

Neither arrangement is without its difficulties. The 

first case resuLts in the profits to the group as a whole 

being Less than could be achieved using other methods. The 

second arrangement results in all members to the 

arrangement being constantly dissatisfied by differing 

degrees. It also necessitates a constant series of 

meetings to adjust price and production levels as factors 

impinging upon the market alter. Adelman summed up these 

difficulties of operating a cartel some years ago. (8) 

With respect to whether there is a.conf1ict between 

economic and political factors in OPEC pricing, Adelman 

contends that there is not. Referring to the Spanish 

conquistador who, when asked why he went to the New World 

responded: "to serve God and get rich." There was no 

conflict. 

His argument is based upon a comparison of sovereign 

states and stockholders. It is certainly correct, as he 

points out that governments and stockholders want money 
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for many purposes. The two are not however comparable in 

one major respect. The stockholder is responsible only to 

himself. The purpose of his investment is to satisfy his 

own wants, whatever they may be. A government is 

responsible not only to itself, but also and importantly, 

to those it represents. This is a requirement of retaining 

power. It must be concerned to maintain its legitimacy, 

which is "the feeling of respect for authority that exists 

in those who obey..." (9) Without legitimacy a government 

quickly loses its authority to govern.. 

There is also a further difference. Individuals 

normally restrict their time horizon to the anticipated 

length of their lifespan. •Governments do not necessarily 

do so. History is replete with examples of governments 

seeking an objective over a period which far exceeds a 

human lifespan. The dispute over control of the Shatt 

al—Arab waterway is one example. The desire of Russia, and 

Later the Soviet Union, to have an unhindered access to the 

Mediterranian Sea is another. Continued economic growth is 

generally accepted as such a goat. So also is the desire 

of underdeveloped countries to develop. 

Continuing with his analogy Adelman argues that 

getting wealth should not be confused with spending. He 

states that, "There is no conflict or tradeoff between more 

wealth and other purposes." (10) This position embodies at 
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Least two assumptions. The first is that the interest rate 

or rate of return on the wealth wilt be equal to, or 

greater than the rate of inflation. When applied to 

developed countries this assumption is generally accepted 

without argument. It is not'so readiLy accepted by 

underdeveloped countries. Even less is it accepted by 

underdeveloped countries which are largely dependent upon 

one resource denominated in a foreign currency whose value 

is depreciating rapidly. When the required goods and 

services for development must be imported into the 

developing country from developed ones and paid for in the 

currency of the developed countryp the situation is even 

further exacerbated. This was the situation of the OPEC 

member countries throughout much of the history of OPEC. 

The fact that the terms of trade were significantly against 

the OPEC countries in the early 1970s was the cause of 

considerable consternation on the part of OPEC in that 

period. It was the major reason for the failure of the 

Tehran Agreement and the two Geneva Agreements. (1 1) 

A further weakness in Adetman's assumption is the 

issue of absorptive capacity. Developed countries are able 

to absorb alt the investment which might be forthcoming. 

That is nottrue of underdeveloped countries. There is 

general acceptance among economists that in any country 

there is some limit to the rate of capital formation that 
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can be carried out at any given time with a resulting 

increase in productivity, or can be carried out at all, 

other than by using the funds in a wasteful manner, even 

when the funds are virtually unlimited. The inability to 

absorb, to use efficiently, large quantities of investment 

is one element of the definitions of being underdeveloped. 

Underdeveloped countries lack the necessary infrastructure 

to absob unlimited quantities of capital. There is a 

tradeoff between more wealth and other purposes in. 

underdeveloped countries and this tradeoff is greater where 

the source of wealth is derived from selling a depletable 

resource. 

There are numerous limitations on the absorptive 

capacity of developing countries. Some of the limitations 

are technical. These would include the size of the 

construction industry, the availability of construction 

materials for capital construction, the capacity of the 

transportation system to convey the capital goods, and of 

other infrastructure necessary to service capital 

formation. 

The quality and quantity of human resources may also 

be a limitation. A majority of the OPEC countries are 

underpopulated. They have a low ratio of population to 

their geographical size. At the time in which these 

countries became major producers of petroleum these same 
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countries also lacked a well educated and skilled labor 

force. These factors resulted in the necessity of 

importing large numbers of foreign workers simply to meet 

their manpower requirements. They also required that 

technologically skilled personnel be brought in from the 

developed countries. Skilled managers also needed to be 

imported to manage the newly constructed ventures once they 

were completed until sufficient numbers of the local 

population were adequately trained and educated. Lastly, 

the existing state of the productive complex which existed 

prior to the surge in development process was usually 

extremely poor or nearly non—existent. 

While in theory it might be possible to import both 

the quantity and quality of foreign workers necessary this 

can create internal problems in the developing countries. 

Where the number of foreign workers exceeds the local 

population by a ratio of three to ones as in the case of 

Kuwait, this creates a further, and poteitially dangerous 

problem for the host government. When the imported workers 

are from numerous different countries countrieso as is frequently the 

cases the internal problems for the host country are 

further heightened. Animosities among different -ethnic and 

racial groups may arise. Housing and other facilities must 

be provided. The customs and traditions of the foreign 

workers may be aifferent from those of the host country, 
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causing difficultjes. Language may also present a problem. 

ALL these factors might tax the ability of the host 

government as welt as reduce the efficiency with which the 

development projects are carried out.. The concept of 

absorptive capacity presents a real problem and has been 

the subject of numerous books and articles. (12) 

Adelman devotes considerable energy and space to 

criticising models of OPEC behavior which are based upon 

the assumption that the producing countries had lower 

discount rates than did firms operating in those same 

countries. .The argument of these models is that firms 

operating in foreign countries were always concerned about 

the possibility of being expropriated. they considered the 

risk of expropriation to be high. Therefore they used a 

high discount rate which, in turn, indicated that they 

should produce more than if the discount rate were lower. 

When the governments of the oil producing countries gained 

control over the production of their own resources in the 

early 1970s, the fear of expropriation fetl. Logically, 

the governments, given the assumption of .a tower discount 

rate than in previous time periods, should have reduced 

production, which in turn would have caused prices to rise. 

In fact, this did not happen. In the period of the 1950s 

and 1960s real oil prices felt. 
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This argument of Adelman's is based upon the 

contention that during this period the governments were 

gaining more power relative to that of the oil companies. 

The power of the governments, he contends, can be measured 

by the proportion of profits which they took in taxes. 

This rose from 50 per cent in 1950 to over 80 per cent in 

1970.. 

There appear to be several weaknesses in his argument. 

First, while it is correct that the producing governments 

were successful in increasing their tax revenues as a 

percentage of profits, it does not necessarily follow that 

this is a valid measure of their degree' of control. The 

opposite may in fact have been true. Given the desire of 

the producing countries to increase their revenues so that 

they could be used to finance development, what 

alternatives did they have? Their revenues had certainly 

increased, but it does not follow that their power 

necessarily increased also, especially relative to the oil 

companies. This is certainly the more correct 

interpretation since during that period a11the concession 

agreements in the OPEC countries were Limited to a few 

foreign oil firms in each of the countries. The one 

exception was Libya, where until the 1969 revolution the 

government showed little inclination to challenge the oil 

companies. In all the OPEC countries, the lessons of the 
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Iraq nationalization of the Iraq Petroleum Company in 

December 1961 had been learned. So too, were the lessons 

of the Iranian nationalization of 1951 by Dr. Mossadegh. 

Such episodes had demonstrated that those countries could 

not match the power of the oil companies, especially when 

countries such as the United States were willing to move 

actively to support the oil companies,. One result was that 

the governments of the OPEC countries were not inclined to 

challenge the oil companies directly. Their efforts to 

secure greater revenue were gradual and incremental. Above 

all, they were legal. Their efforts were largely confined 

to attempting to renegotiate the contracts between 

themselves and the oil firms. 

Seconi, t-he oil producing countries were very much 

aware of how dependent they were at that time upon the oil 

firms. This dependency had two major elements. The first 

was with respect to technological expertise and manpower. 

The countries had neither the knowledge nor the trained 

personnel to replace that of the oil companies should the 

companies withdraw from their territories. This deficiency 

was in the process of being rectified, but it had not yet 

reached the stage where the companies could be replaced by 

Local personnel. 

Another element was the fact that the oil firms still 

controlled the downstream operations, the refining and 



318 

marketing of the petroleum. It would not profit the 

countries to nationalize their oil operations if they were 

unable to refine and sell the product. The countries 

realized this and were in the early stages of developing 

their own national oil companies. During the period in 

question (before 1970), the national oil companies had not 

yet reached the stage of development where they represented 

a viable alternative to the foreign firms. 

Lastly, as the experience of Iraq and Iran had 

apparently demonstrated, action by only one country was 

doomed to fail. The major oil companies could act in 

concert and stop production in the country which 

nationalized the facilities. They could then replace the 

lost production from the one country by increasing the - 

production in other countries. The indeendent oil firms 

had not yet been successful in establishing themselves in 

the international oil market and in most of the OPEC member 

countries as a potential counterweight to the majors. Thus 

they were not available to be used against the dominant oil 

firms. 

The noncollusive theory of lower discount rates is 

also in conflict with events through 1974. During this 

period also there was not a scarcity of oil. There was, i 

fact, a growing surplus. OPEC crude cil production rose 

through 1973 and showed a drop in 1974 of less than one per 



319 

cent. Even in the years 1973-74 when OAPEC imposed the oil 

embargo, Saudi Arabia increased its production by 11 per 

cent. (13) 

Adelman mocks the hypothesis that OPEC governments set 

production according to their revenue needs. His comments 

relate exclusively to Saudi Arabia. Here also, his 

approach is strictly that of an economist. He correctly 

points out that if the revenue needs of Saudi Arabia 

increasep they could increase their revenues by decreasing 

their production, thereby forcing up the price of 

petroleum. For a strictly economic perspective that is 

correct. It would be represented by a backward bending 

supply curve • He therefore concludes that, " .,. .with some 

exceptions, revenue "needs" explain only short run 

phenomena." (14) This conclusion forms the basis for 

Adelman's assertion that there is no truth to the Saudi 

Government's contention that it has been producing more oil 

than it wants to produce. 

When political considerations are introduced, the 

Saudi contentions may be seen to contain at least a modicum 

of truth. Given the lessons learned by Iraq and Iran it is 

understandable if the Government of Saudi Arabia was 

reluctant to antagonize the United States, by cutting back 

on oil production during the 1970s. The alternative method 

of gaining the same amount of revenues was to increase 
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production. This method was supported by the United States 

government, also for political reasons. It was unwilling 

to run the risk of creating political instability in 'the 

Middle East. These fears were summarized by Henry 

Kissinger as follows: 

The only chance to bring oil prices 
down immediately would be massive political 
warfare against countries like Saudi Arabia 
and Iran to make them risk their political 
stability and maybe their security if they 
did not cooperate. That is too high a 
price to pay even for an immediate 
reduction in oil prices. 

If you bring about an o'verthrow of the 
existing system in Saudi Arabia and a 
Khadaffi takes over, or if you break Iran's 
image of being capable of resisting outside 
pressures, you're going to open up 
political trends that could defeat your 
economic objectives. 

(15) 
Later that same year Kissinger sought to establish a floor 

on the price of oiL sold in developed countries. His 

concern was that should the price of oil fall it would make 

"new" sources of energy such as domestic oil, coal, natural 

gasp nuclear energy, and hydro—electric power 

noncompetitive. (16) Kissinger was also concerned that 

OPEC night decide to follow a course of "predatory price 

cutting" designed to discourage investments in new energy 

sources. Such a course would have long term advantages for 

OPEC members. (17) Thomas Enders. the United States' 

Ambassador to the International Energy Agency, and a future 
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Ambassador to Canada, repeated the same theme in December, 

1975.. 

Consuming nations can act together to 
make it more probable that the bulk of 
available energy opportunities are in fact 
exploited, by protecting them against the 
downside risk of predatory pricing by OPEC 
or a return to competitive conditions in 
the international market. 

(18) 

The International Energy Agency settled upon a price floor 

of $7 per barrel. Its members were not without some 

misgivings regarding the price. (19) 

The involvement of the United States in the l EA' s 

adoption of a floor price for oil must, in itself, be seen 

not as an attempt to help OPEC, but as one element in a 

long term U.S.. strategy. The basic thrust of that 

strategy was to create a new surplus of energy which was 

substantially controlled by the United States. Kissinger 

stated that goal as follows:. 

...the most important aim of US energy 
policy is to bring in alternative sources 
of• energy as rapidly as possible so that 
the combination of new discoveries of oil, 
new oil—producing countries, and new 
sources of energy create a supply situation 
in which it will be increasingly difficult 
for the' cartel to operate. 

(20) 
When the new energy sources were, introduced they would 

cause downward presure on oil prices. This,, in turn, would 
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present a problem for OPEC. The nature of the OPEC proble'ii 

was also outlined by Kissinger. 

Many producers are dependent on their 
revenues for economic development. 
Countries that can cut production 
pai nles sly are those that are simply piling 
up balances. Countries that need oil 
revenues for their economic development, 
Like Algeria, Iran, and Venezuela, do not 
have an unlimited capacity to cut their 
production. If the production of these 
countries is cut by any significant 
percentage, their whole economic 
development plan will be in severe 
jeopardy. Therefore, the problem of 
distributing the cutsHs going to become 
more and more severe. 

(21) 
An economic recession results, in addition to many 

other things, in a decrease in the consumption of energy. 

This point has been recognized by the American government 

since at least 1974 when Kissinger spoke of achieving 

"strength through misery". (22) Others have also pointed 

out that a recession which could be blamed on OPEC would 

have some advantages. Levy, in 1974, noted that such a 

recession might, 

...gain support or acquiescence from 
other importing nations for American 
threats of economic or even military action. 
against some Gulf Arab countries. 

(23) 

Since then the United States has been building its rapid 

deployment force in the Middle East. 
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These political factors were well known by alt the 

members of OPEC, including Saudi Arabia. An analysis of 

the oil price and production policies of the OPEC members 

which does not include some recognition of their relevance 

seems to have omitted some potentially crucial factors. 

Adelman views with considerable scepticism the state 

revenue needs of Saudi Arabia. In 1973 these were given as 

four billion dollars. For 1981 they were stated to be $88 

billion. He states that, "Allowing for higher prices, the 

increase in their "needs" has been by a factor of ten in 

seven years. So much for 'needs'--which common sense ought 

to tell us-- are what people think they can get." And 

also, "Twist and turn as we will, there is no way of 

explaining the Saudi output level by needs' or by the 

desire to conserveoll for future use." (24) 

There does appear to be a way to explain such needs 

which is both reasonable and well known if an ethnocentric 

perspective is not used. That way is to explain the needs 

in terms of the development effort. Because the process of 

development has been continuous for so tong in the westeri 

developed countries, and because current investment 

expenditures are incremental additions to an already 

existing infrastructure of enormous size, it is easy to 

fail to appreciate the costs involved in such an 

undertaking. This is especially true when the country 
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initiating the development has hardly passed beyond the 

stage of development equivalent to Europe in the Middle 

Ages., But this was the economic condition of Saudi Arabia 

at the end of the Second World War. It had only s'ightly 

improved by 1970. The expenditures necessary would, in any 

case, be huge.. The amounts spent would be increased by the 

embodied inefficiencies coupled with the desire to complete 

the task as quickly as possible. 

One of the new government agencies set up by King 

Faisal was the State Planning Organization. It prepared 

plans for the economic development of Saudi Arabia. The 

first plan covered the years 1970-1975. The second plan 

covered the period 1975-1980. The second plan was the most 

arnbitous in terms of expenditures of any plan ever 

developed by any country up to that time. It envisaged 

expenditures of approximately $143 billion over the five 

years of the plan. (25) In any country that is a large 

amount of money. In an underdeveloped country such as 

Saudi Arabia with a population only slightly in excess of 

six million people, it was a truly staggering amount. (26) 

At that time the country lacked many of the basic elements 

of infrastructure common to even underdeveloped countries. 

As a result roads, harbors, airports, hospitals, and 

schools were .buitt. A number of industries were also built 

in an effort to diversify the economy. One firm alone, 
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Bechtel, an American corporation, was awarded contracts of 

$20 billion to undertake the construct ion of major 

projects. More than 500;000 foreign workers were imported 

because of the small native population. These half million 

workers were in addition to the large number of foreign 

workers who were already in the country, primarily in the 

oil industry. The expenditure on development in the year 

1977-78 atone was over $21 billion. (27) 

While the projected expenditures of approximately $143 

billion during the second Saudi plan were indeed enormous, 

it can fruitfully be compared to Iranian planned 

development expenditure of slightly more than $62 billion 

for the 1973-78 period. (28) Iran, relative to Saudi 

Arabia, was a much more developed country and was not 

attempting to make the quantum developmental leap that 

Saudi Arabia was attempting. 

It seems reasonable to conclude that there is no 

necessity of twisting and turning as Adelman suggested. 

The needs of Saudi Arabia can largely be explained by 

examining the record and including political factors. 

Economic decisions are highly dependent upon accurate 

and current information. On this point Adelman makes 

several valid comments. The information which the OPEC 

countries use as a basis for their production decisions is 

inadequate.' Their own production figures are about a month 
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behind. Consumption data from the OECD countries is six 

months out of date. Inventory information is even more out 

of date, including that from !EA member countries. He 

therefore concludes that the OPEC decisions are made in 

ignorance.. While this may be subject to some exaggeratioi, 

it is largely correct. When this ignorance is coupled with 

a demonstrated preference by OPEC for a shortage rather 

than a glut in the oil market a natural response by 

consumers follows. They are very quick to buy if there is 

a fear of a shortage. The fear of a shortage may create a 

shortage which in turn drives up the price of oil. The 

system operates to magnify any shortages which do occur 

with the result that supply becomes insecure. By this 

process the psychology of consumers acts to increase the 

price of oil to their own detriment and to the advantage of 

OPEC. This factor would help explain why OPEC has largely 

been content to establish its prices following the spot 

market rather than attempting to lead that market. 

The paper concludes with several comments regarding 

the cohesion of OPEC. His view is that the real pressure 

upon OPEC is not the pressure of the market but rather the 

pressure on the cohesion of the organization. This arises 

when excess capacity becomes burdensome. Because the 

members of OPEC are all in the process of developing there 

is a tendency, especially at the early stages of 
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development, for their expenditures to exceed -their 

revenues. This is likely to cause some of the members to 

exert pressure upon the Larger producers, especially Saudi 

Arabia, to reduce production and thus to force up prices. 

But the result of such an action would be that the 

countries which do reduce production would be subsidizing 

those which do not do so. This may be a price which a 

country such as Saudi Arabia would be willing to pay, but 

for how Long, and to what degree? At some point it would 

be reasonable to expect a Limit to be reached. 

Another, more long term limit, also exists. As prices 

rise so does elasticity. This serves to make investmenX in 

alternative energy sources more attractive. It represents 

the ultimate competition to OPEC. The effects of the two 

major price rises of petroLeum during the 1970s, coupled 

with the increase in petroleum supplies from non-OPEC 

sources, have most probably not been fully felt, nor can 

the change in elasticities be caLculated with any accuracy. 

(29) 

The decline in the demand for oil also has domestic 

implications for the Saudi government. One western 

diplomat summarized the problem as follows: 

The problem now for the Kingdom is 
that...the world might simply require much 
less oil from Saudi Arabia by the middle of 
the decade than the level of oil production 
necessary (sic) to sustain the huge 
industrial enterprises the country has 
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planned ...The rapid fall, in oil production 
could also spelt political trouble for the 
Saudi government...Any sustained cutback in 
government expenditure and largesse could 
translate into political problems,... .(30) 

One possible way out of this problem is suggested by 

Adelman. (31) It is the existence of a backward bending 

curve. If it exists the result would be that as prices 

increase it would result in more favorable financial 

conditions for the producers. This would Lessen the 

pressure on them to cheat and undersell in order to meet 

their financial obligations. It would, however, be 

unstable in both directions. Whether such a curve exists, 

and is recognized to exist by the producers is 

questionable. 

We turn next to a model developed by another 

economist, David J. Teece. Teece's starting point is the 

failure of economists to predict correctly OPEC behavior 

and the world price of oil. His method is to examine the 

"conceptual tens" which is commonly used to evaluate OPEC. 

(32) 

The conclusions reached by Teece are in considerable 

disagreement both with those of Adelman and also with those 

of most economists. He views as inappropriate the 

wealth-maximizing classical cartel models which rely upon 
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coordinated - behavior and comprehensive coUusion. In their 

place he advanced an alternative model which he summarized 

as follows: 

Several important OPEC producers set oil 
production with reference to budgetary 
"requirements" and internal and external 
political constraints. If export receipts 
plus foreign earnings are such as to 
satisfy expenditure "requirements", oil 
production policies will be determined by 
"conservation" considerations.. where 
"conservation" involves shutting in 
production for future generations, even if 
this is not consistent with maximizing the 
present value of oil reserves. Conversely, 
if export receipts plus foreign earnings 
are such that expenditure requirements are 
not being meti production and capacity will 
be expanded, so long as technical 
conditions permit. Expenditure 
"requirements" are determined by applying 
some percentage growth factor to &ast 
year's expenditure levels, where the growth 
factor is always positive, or very nearly 
so. (33) 

Immediately several major differences are apparent 

between Teece's model and that of Acetman's which was 

discussed above. First, Teece considers the driving force 

in the OPEC pricingand production mechanism to be several 

important countries, not just one country, Saudi Arabia. 

He also accords a major role to budgetary requirements. 

They are not viewed as a convenient public relations tool 

to be used to justify an increase in prices to the 

consuming countries. Teece also includes forefgn earnings 

in addition to their export receipts. He is willing to 
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consider conservation as an honestly held goal by the 

producing countries which Adelman was not. Following from 

this, he is also willing to accept that the behavior of 

OPEC may not be consistent with maximizing the present 

value of oil reserves. This is a viewpoint totally at odds 

with that of Adelman. Last., but by no means of least 

importance, Teece is prepared to include within hi's model 

political constraints. His model is broader than a 

strictly economic one. 

A point of similari'ty between the Teece and Adelman 

models is that both sug gest the possibility of the 

existence of a backward bending supply curve for the short 

run. This implies a negative relationship between current 

price and current production. Teece however, suggests that 

it exists for only "an important subset of OPEC producers". 

(34) As was the case with the Adelman model, this backward 

bending supply curve implies that once a producer is 

operating on the backward bending portion of the curve 

there could be no tendency to cheat on the producers. If a 

producer were not operating on that portion of the curve, 

he would be inclined to cheat, to expand output in an 

attempt to increase revenues. 

As Teece notes, the existence of a rackward bending 

supply curve has two important implications regarding OPEC 

behavior. The first implication is that so long as oil 
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revenues plus other revenues are equal to or exceed the 

budgetary needs of a producer there will, be no tendency for 

the producer to cheat. Should this condition not be met, 

should needs exceed revenues, the tendency to cheat would 

exist.. The second implication is that during the period 

1974-80 there is no need for OPEC to have relied upon 

collusion to maintain its stability. To quote Teece, "The 

backward bending supply curve construct implies that 

monopolization is possible without collusion, at least in 

the short run." (35) If this is correct, then OPEC has yet 

to demonstrate that it is capable through concerted 

collusive action of supporting the international price of 

oil. (36) 

As a result of these views wealth maximization and 

portfolio theory are placed in a secondary, rather than a 

primary, role. What follows from this difference is that 

foreign assets which would result when revenues exceed the 

domestic absorptive capabi tity would not be viewed as being 

desireable. Their major positive, attribute would be. that 

of liquidity. A dominant perception within OPEC countries 

is that the return on foreign investments is Less than the 

eventual return wilt be if the oil is kept in the ground 

during the current time period.. Thereis also the risk 

that the foreign assets may be expropriated for political 

reasons by the country in which they are held. (37) 
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There are also domestic political considerations. 

Foremost among these would be a negative reaction by 

fundamentalists. Their objection would oe that additional 

oil was being pumped to satisfy the desires of the 

consuming countries at the expense of sound conservation 

policies by the producing countries. Also, the policies of 

the consuming countries would tend to be seen as profligate 

by the Islamic fundamentalists. Lastly, it is not the 

policy of most of the OPEC members to pursue policies which 

have as their goal thecreation of coupon clipping 

economies. Such a development is not consistent with their 

conceptions of political and economic development. Teece 

citesTurner and Bedore's statement that, "Producer 

governments would have political difficulties in remaining 

mere exporters of crude oil". (38) 

In Teece's view his model explains two things 

regarding OPEC behavior. The first is why the price level 

has not collapsed because of cheating. That is because 

receipts have been adequate to meet the oudgetary 

requirements of the states. (39) Secondly, it also 

suggests that the behavior of OPEC in tight and soft 

markets will be significantly different. Using this point 

Teece suggested in 1982 that the price of oil might well 

remain in the range of $35 per barrel until 1990. (40) 
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A major element of Teece's model is his contention 

that, "There is growing evidence that a number of important 

OPEC producers adjust output, at least in the short run, in 

a manner which appears to be at odds with the view that 

OPEC is a wealth-maximizing cartel." (41) He bases this 

contention in large measure upon an examination of the 

production policies of OPEC. When the prices of oil rise 

some OPEC producers reduce output, some hold it constant, 

and some have cancelled their expansion plans. He also 

points out that cheating in the form of output expansion 

during the decade of the 1970s was almost totally absent. 

Additionally he notes that in the period 1973 to 1980, 

a period after the initial price rise and which includes 

part of the panic caused by the Iranian revolution, OPEC 

output fell. In that period the world's crude oil 

production rose from 55.8 MMB/D in 1973 to 59.5 MMB/D in 

1980. (42) However crude oil production in the 

non-communist world fell slightly from 45.9 MMB/D in 1973 

to 45.6 MM3/D in 1980. More importantly for Teece's 

contention, OPEC crude oil production felt from 31.8 MMB/D 

in 1973 to 26.9 MMB/D in 1983. In percentage terms, OPEC 

production in 1973 represented 69.3 per cent of the 

non-communist world's crude oil production. In 1980 it 

accounted for 59 per cent. (43) Quite obviously Teece's 

explanation is based upon the assumption that for some OPEC 
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states there exists rapidly diminishing returns to 

increasing current revenues. Also obvious is the fact that 

such an assumption is not consistent with neoclassical 

investment and consumption theory or with the views of 

Adelman. The contention of Teece is that, "the economic 

and political realities of certain less developed economies 

render standard analysis of limited value.." (44) 

In the OPEC member states there may be several factors 

which lend credence to Teece's contention. The first is 

that of absorptive capacity. Rosenstein-Rodan noted a 

quarter of a century ago that, "absorptive capacity relates 

to the ability to use capital productively ... There 

are...narrow limits to the pace and extent at which a 

country's absorptive capacity can be expanded". (45) This 

would mean that at some point the marginal productivity of 

capital would decline because of the limitations placed 

upon its efficient use by the existing infrastructure, 

especially the factor of labor. In such a situation 

according to Eckhaus, the result would be "a kind of 

inevitable decreasing returns to scale of investment." 

(46) A further result would be a backward bending supply 

curve for crude oil. 

The rise of Islamic fundamentalism night provide a 

political constraint. A number of the Middle Eastern 

countries are experiencing rapid transformation. This 
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impinges upon their traditinal social, cultural, and 

religious values. Where there are contending political 

groups, or where the already rapid pace of development has 

caused social unrest, it might be politically wise not to 

increase the pace of development even further. 

Another reason is that wealth maximization may be 

defined differently by different individuals and by 

different countries. Throughout the decade of the 1970s 

there was the perception among some OPEC countries that 

investment in western countries was risky. This viewpoint 

was certainly bolstered by the action of the American 

government when it froze Iranian assets. Returns on 

investments, when corrected for inflation was often less 

than the rate of inflation. Y,S.F. At—Sabah observed that, 

"Kuwait was losing a large amount of money on its portfoli3 

investments as a result of rising inflat'ion and currency 

depreciation. Oil in the ground is better than 

continuously depreciating cash." (47) 

In a 'similar manner Sheik AH of Kuwait argued that 

the OPEC states should adopt a 100:1 reserve to production 

ratio. He stated that, 

The attitude of the OPEC countries, 
amongst them Kuwait, on production should 
be to adopt a reserves to production ratio 
of 100:1, for two important economic 
reasons. The first is that economic 
development is a very long process. It is 
not a five— or ten—year plan, but takes 
hundreds of years. Change does not come 
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overnight or from one year to another. It 
is a question of social development and of 
changing certain concepts. The second 
reason is that we will always be in need of 
oil supplies, and the real price of oil 
will increase over tne next 20 years and, 
for that matter, in the first part of the 
next century. 

(48) 
It should be pointed out that Kuwait is the second largest 

investor in foreign assets among the Middle Eastern members 

of OPEC. In 1979 its foreign investments amounted to 

$40,000 million. Among OPEC members this was exceeded only 

by Saudi Arabia with foreign investments of $75,000 

million. Iraq, the OPEC country with the third largest 

foreign investments, had foreign investments of only 

$17,500 million. (49) 

Reasons such as these indicate that, so tong as they 

are held, "OPEC' producers cannot be expected to expand 

production for the principal purpose of acquiring foreign 

assets, even if by doing so they would enhance the present 

value of their wealth." (50) If additioially, the 

countries have reached the limit of their absorptive 

capacity, there would be no domestic reason for them to 

increase their production. 

Based upon the foregoing considerations, Teece reaches 

the following conclusion: 

These considerations indicate that so 
tong as the above perceptions remain firm, 
OPEC producers cannot be expected to expand 
production for the principal purpose of 
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acquiring foreign assets, even if by doing 
so they would enhance the present value of 
their wealth. Furthermore, if the domestic 
economy is already burdened with all the 
investment that canoe supported prudently, 
then there is no internal reason for a 
producer to expand production. If this is 
an appropriate representation of reality 
for a significant portion of OPEC capacity, 
then supply responses will be quite 
perverse in that large increases in the 
world price in one period need not occasion 
any increase in output in the same period. 
In fact the opposite is possible. 
Conversely fatting world prices will lead 
to production expansion, at least in 
certain countries.- ( 51 ) 

As previously indicated a country's absorptive 

capacity can be an important consideration in the 

determination of a country's decisions regarding 

production. When the countries which are members of OPEC 

are classified according to their absorptive capacity 

several factors become apparent. First, the countries with 

tow absorptive capacities had high average revenues per 

inhabitant. Those countries with high absorptive 

capacities had tow average revenues per inhabitant. What 

is important because of its relevance to cartel theory is 

that the countries with low absorptive capacity have 

considerably more short run excess capacity than do the 

countries with high absorptive capacity. Additionally, the 

countries with low absorptive capacities also have higher 

reserve to production ratios than do countries with higher 

absorptive capacities. This implies that those countries' 
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production behavior will oe of considerable importance in 

the future. This is because their present excess capacity 

and also their ability to add to it represents a threat to 

the monopoly prices which producers are otentially caoable 

of obtaining. (52) 

Several important implications follow from Teece's 

model, One is that in a tight crude oil market it is not 

necessary for collusion among producers to maintain prices 

at levels which generate large monopoly rents. Another 

implication is that OPEC as an organization has been 

largely irrelevant tothe determination of oil prices 

during the 1970s. Following this implication Teece 

concludes that OPEC does not appear to be a cartel. This 

conclusion is based upon the fact that OPEC has no 

prorationing and policing mechanisms. Neither is there an 

ag ree.nent within OPEC about how such prorat i oning and 

policing mechanisms would be established if it were to be 

determined that they were needed. 

The next model we shall examine is one developed 

by Theodore Moran. (53) It represents a significant 

- departure from the two models previously considered in that 

it actively seeks to incorporate within its framework 

political considerations. That effort is, however, 
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confined to Saudi Arabia. The author does not attempt to 

generalize it to OPEC as a whole. This approach is 

unfortunate given the realization by Moran that the 

different states which are members of OPEC do have , 

differing economic interests. These differing interests 

naturally lead to the OPEC member countries having 

different sets of preferences with respect to price and 

production paths for the exploitation of their petroleum 

reserves. (54) according to Moran, his model seeks to 

demonstrate that, 

...not only does the political 
decision rule explain Saudi actions better' 
than an economic optimizing approach but 
also that no economic formula alone, such 
as tightness of energy 'markets or concern 
for the health of the Western economiesp is 
consistent with Saudi behavior. (55) 

After a brief survey of previous attempts by 

economists to model OPEC behavior, Moran concludes that 

they were all relatively unsuccessful.. He states that.. 

In short, the idea of economic 
rationality and the pursuit of economic 
self—interest have not been able to play 
the role of precise guide to, or constraint 
on, the determination of OPEC oil policy. 
Rather, there has been considerable leeway 
for the OPEC states, or a particjlar OPEC 
governments or individual ministers at the 
subnational level, to suggest alternative 
courses of action without being met by a 
decisive demonstration that the damage to 
national economic interests would be. 
overwhelming. (56) 
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From the above conclusion Moran's thesis logically 

follows. It is that there is an operational code of 

advancing Saudi political priorities which, white 

minimizing both hostile external and -internal pressures 

upon the government of that country, expLains Saudi 

behavior better than the economic optimizing model does. 

(57) 

Within the Moran model Saudi Arabia is viewed as being 

the price leader within OPEC. A basic element in the 

leadership which Saudi Arabia exercises is political. The 

relationship between oil and politics as seen by Moran is 

typified by the following statement by the Saudi Oil 

Minister Yamani. 

I have never said that oil -4111 not be 
used as a political weapon.. I have said 
repeatedly that oil is a political weapon 
which can be used indifferent ways. •In 
fact, we have never stopped using this 
weapon. For example, in 1973 we used it 
for a specific purpose, namely to draw the 
attention of the Western nations to their 
dependence on the Arabs. Again in 1977 and 
earlier, when we adopted a particular 
stance vis—a—vis ihe oil price issue we 
used oi I not only to remind the Western 
nations that they are dependent on the 
Arabs but a Iso that they can rely on the 
Arabs in the sense that the friendly 
attitude of the Arab states should be taken 
into account by the West in their political 
calculations. (53) 

It must be stressed that Moran does not suggest that 

economic factors can be ignored. Quite the contrary. 
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Economic factors have a very definite and important place 

within his model. What Moran does propose is that, 

Ultimately, political, security, and 
economic considerations become identical: 
on all three grounds the Saudis must fear, 
in Henry Kissinger's phrase, the 
"strangulation" of the West. But politicat 
and security concerns wag the economic 
tai I, not vice versa; where they have 
conflicted, the former have prevailed. 
(59) 

With this approach Moran has placed the traditional 

analysis of OPEC on its head. No Longer is OPEC, nor the 

policies of the the leading member of OPEC dominated by 

strictly economic considerations. In fact, no longer do 

economic considerations dominate at alt when there is the 

possibility of them conflicting with political 

considerations. 

This approach represents a much greater break with the 

traditional analytic approaches than may at first be 

apparent when one realizes that there are few times and few 

situations which do not have political considerations. 

This is especially true when one is considering 

intergovernmental relations, especially those concerned 

with petroleum. 

Neither does Moran suggest that the prominent role 

which he has assigned in his model to political 

considerations should be equated with the maximization of 

political power by Saudi Arabia. He specifically rejects 
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that notion. (60) Saudi Policy supports Moran's position 

on this point. Certainly if it was intent upon maximizing 

its political power, it would have adopted different 

production policies than it has. For example, its severe 

reduction of oil production from 16 MMB/D in 1983 to a 

target of 12 MMB/D in 1986 was not consistent with power 

maximization. More consistent with a power maximization 

approach would be a policy aimed at substantially 

increasing Saudi production capacity, and hence, increasing 

the swings in actual production. The potential swings 

could then be used as a threat of either punishment or 

reward. Apparently recognizing their international 

political vulnerability, this option has not been pursued. 

The result of Saudi Arabia following a less extreme 

policy certainty has one definite result in practice which 

is recognized by Moran. That is that the linkage between 

oil policy and political issues is asymmetrical. The lack 

of progress with respect to political matters can have 

large negative implications for oil policy. On the other 

hands success in achieving political goals does not 

necessarily entail any economic benefits. (61) 

Reduced to its simplest elements, Moran's theory of 

OPEC behavior, based upon the assumption of Saudi Arabian 

leadership, is that the fundamental decisions of OPEC are 

made to advance the national political goals of Saudi 
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Arabia. These decisions are subject to security concerns, 

concerns about alleviating negative pressures on the Saudi 

government and Royal family. Quite obviousLy, this model 

differs significantly from the traditional economic model. 

Many of the basic elements of the traditional economic 

models of OPEC behavior are either totally absent or are 

present in substantially weaker form in Moran's 

formulation. OPEC is not depicted as a single monopolistic 

cartel. Neither is the guiding principle of the 

organization either the maximizing over the long run the 

discounted present value of its earnings as determined by 

the aggregate discount rate and resource base. Nor' does 

the Moran model suggest that OPEC is dominated by a price 

leader which is moderate because of its Dwn substantial 

resources and low discount rate. In place of the 

traditional formulation OPEC is visualized as operating in 

an environment in which there is no agreement with respect 

to an optimal time path. "The long term for OPEC becomes a 

succession of short terms in which Saudi behavior, in turn.-

is a function of its internal priorities and the external 

pressures upon it." (62) 

For Moran, the econonic factors do not dominate the 

decisions ofOPEC. Those same factors do, however, provide 

the constraints within which OPEC decisions are made. 

Given the dominant position assigned to Saudi Arabia within 
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OPEC, and the large size of its petroleum reservesp and the 

capability to produce from them.. Saudi decisions are 

subject to constraints. One constraint upon their actions 

arises from pressures originating from the consuming 

countries to expand petroleum production, thus limiting the 

increase in prices. A second constraint originates from 

the other members within OPEC, and also possibly from those 

outside of OPEC, to restrain Saudi production. If done, 

such action would serve to increase the upward pressure on 

petroteurn prices. The result of both of these pressures is 

to effectively reduce the freedom of action of the Saudi 

government. It may be the largest and most important 

producer of petroleum within OPEC and the world, but it is 

forced to operate within definite constraints. 

Because df the importance of Saudi Arabia and the 

constraints upon it, OPEC as an organization looses some of 

its freedom of action. It is forced to behave in a fashion 

more akin to that of a cartel than would otherwise be the 

case. This is because the constraints upon Saudi Arabia in 

their turn impose constraints upon OPEC. From a decision 

making perspective, the Saudi constraints reduce the 

resources available to OPEC and increase the need for 

revenues, relative to what would be suggested by published 

figures of exhaustible resources and discount rates. The 

result is that OPEC behavior is more inclined to take more 
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risks in an attempt to exploit the inelasticities of supply 

and demand and increase current earnings. (63) A further 

result is that OPEC behavior is closer to that which would 

be expected from a cartel than would otherwise be the case. 

The external forces which impinge upon Saudi petroleum 

policy may be divided into two parts. The first is 

composed of those member countries of OPEC which are in 

favor of higher pricesand lower production. Moran assigns 

nine countries to this group. They are: Indonesia, 

Nigeria, Iran, Algeria, Libya, Iraq, Venezuela, Ecuador, 

and Gabon. Unfortunately he is not specific as to the 

reasons for assigning the nine countries to this group. 

What he does say is that they "...have some combination of 

Large populations, rapid social mobilization, rising 

expectations, large revenue needs, low petroleum reserves, 

and more costly production." (64) Obviously, any country 

would have "some combination" of the factors which he 

cites. The important criteria of which combination remains 

unspecified. Without some definite specification of 

particular combinations of tne citec factors we have only a 

very general list. It is apparent with only a cursory 

examination that some of the countries included in the list 

do not possess some of the criteria mentioned. For 

example, Libya does not have a large population, low 

petroleum reserves, or more costly production. Also one 
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would expect that risin4 expectations would be found to 

some extent in any developing country. The relevant 

question is not do they have such an expectation, but how 

much, relative to other countries and relative to their 

ability to fulfill such expectations. 

The second group of countries, according to Moran are 

those which are not members of OPEC. They ar.e Arab 

countries which have taken a hawkish position on oil as oie 

element of their general approach to Arab—Israeli issues. 

Moran includes within this group the following: Syria 

Jordan, Lebanese groups, and Palestinians. He also 

suggests that both Iraq and Libya are a part of this group.. 

Obviously, Lebanese groups and Palestinians are not 

countries. This list also includes some countries which 

a're generally supportive of Saudi Arabia and some which are 

often opposed to it. A more important problem from the 

point of view of specifying the criteria for allocating 

countries is that both Libya and Iraq appear in both 

groups. This raises the question of whether the two groups 

are, in fact, separate and distinct groups. This 

definitional problem is not dealt with by Moran. 

In addition to those countries mentioned in the two 

groups, there is another external force .,'hich attempts to 

push Saudi  Arabia towards a policy of lower oil prices 

combined with higher petroleum production. This is the oil 
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importing countries. Among the Third World countries, 

their efforts aimed at infLuencing Saudi Arabia's policy 

have become more muted in recent years. (65) 

Lastly, Moran argues that among the oil importing 

countries the United States is in a special position and 

therefore should be able to exercise a "preponderant" 

influence over the oil policy of Saudi Arabia. (66) This 

assertion is based upon five factors, the first of which is 

that it is only the United States which is able to provide 

a "meaningful security guarantee" to the Saudis. (67) 

Unfortunately Moran does not elaborate upon what he means 

by security. Certainly within the Middle East one factor 

which is generally recognized by the Arab governments as 

having definite security connotations is the issue of 

Arab—Israeli relations, 4ithin that context it must be 

recognized that Saudi Arabia has had for many years 

policy which is in substantial disagreement with that o'f 

the United States. This disagreement came to the forefront 

with definite and obvious ramifications for petroleum.with 

the OAPEC oil embargo. Saudi Arabia played a role of - 

Leader in that endeavor. (68) White the Saudi government 

is well known for its conservative and anti—communist 

policies which tend to be supportive of American policies 

generally, the open disagreement with the policies of the 

United States regarding Israel represents a major and, at 
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times, significant exception to their generally favorable 

relation ship. 

Certainly another factor which does give the United 

States influence with the Saudi government is that it is 

the major arms supptier to Saudi Arabia. This relationship 

is a tong standing one and one which could not be easily 

terminated without incurring substantial costs, both 

financial and strategic, for Saudi Arabia. 

Saudi Arabia also relies heavily upon the United 

States for intelligence, both external and domestic. This 

form of aid could not easily be replaced by other sources. 

However, it must again be evaluated by the Saudis in terms 

of their position, and that of their neighbors, with 

respect to Israel. The failure of the United States to 

inform Saudi Arabia of military actions by Israel when 

those actions were aimed at other Arab states has aroused 

questions within Saudi Arabia about the value of such 

assistance should a future Arab—Israeli conflict occur. It 

has also subjected the Saudi government to verbal attacks 

from its Arab neighbors. 

Fourth, the United States is generally recognized as 

holding the key to Arab—Israeli issues generally. These 

are matters which Saudi Arabia would like resolved. 

However, based upon their past experience, it is difficult 

for them to maintain high hopes regarding future American 
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efforts to resolve the issues in dispute in a manner which 

approaches the Saudi's definition of satisfactory. 

Lastly, the United States does stand as the major 

opponent against communism, both in the Middle East and 

elsewhere. Certainly this is a factor which has brought 

the two countries together in the past. It will most 

likely continue to be a strong unifying force in the 

future. 

While the policies of the United States are generally 

supported by the government of Saudi Arabia, Arab—Israel 

issues excepted, the influence which those policies give 

the United States on Saudi oil policies is open to 

question. - 

One reason is that many of the factors which 

apparently operate to strengthen the influence of the 

United States on Saudi Arabia are weaker in reality than 

they appear in theory. An example is the military and 

intelligence support which it provides to Saudi Arabia. 

The United States has long considered the Gulf area to be 

one of its .major areas of concern. This concern is based 

not only upon a recognition of the importance of the 

petroleum reserves in the area, but is also based upon 

American concerns about Soviet expansion into the area. A 

recent report of the American Department of Defense stated 

that.. The survival of NATO is as likely to be decided in 
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the Middle East /Persian Gulf as -on the plains of Central 

Europe." (69) Therefore it is a reasonable assumption that 

the United States would supply some of the same types of 

assistance, because of its own self—interest and 

assumptions regarding the Soviet intentions, even if it 

were not able to influence Saudi policy to the degree it 

currently is. 

Given the degree of American concern, it would not be 

a credible threat for the United States to suggest that it 

would stop supplying this type of assistance. In fact, 

there is evidence to suggest that the Saudi government is 

critical of American assistance in this area. Their 

complaint is not that it is too much, but rather that .it is 

too little, and often too late. (70) A further Saudi 

complaint is that the United States devotes too much of its 

concern to the Soviet Union and not enough to Israel. (71) 

Neither is a threat by the United States to deny 

access to the American economy a threat which the Saudi 

government need take very seriously. The American economy 

is a very open economy and has long prided itself on that 

fact. The increase in regulations and bireaucracy which 

would be necessary to enforce such a restriction would be 

extremely large. It would also be potentially expensive 

because of the possibility •that not only Saudi Arabia but 

other Middle Eastern countries woutci boycott American firms 
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and products. This would be no smaLl economic matter 

because of the amount of development which is currently 

being undertaken in the area and, more importantly, which 

is planned for the future. In that sense such a move by 

the United States might well prove to be more expensive t 

the United States than to Saudi Arabia. 

Lastly, the American government has sent conflicting 

signals to Saudi Arabia. While on the one hand the United 

States has expressed concern about the increase in the 

price of petroteump, especially after the series of 

increases in the early 1970s, more recently it has 

apparently welcomed price increases as part of the effort 

of the Carter administration to give a high priority to 

energy conservation. According to President Carter 

conservation was to be: 

•..the cornerstone of our policy..our 
first goal... the cheapest, most practical 
way to meet our energy needs and to reduce 
our growing dependence on foreign supplies 
of oil. 

(72) 
This policy was quickly discarded when the Reagan 

administration took power. Rather than encouraging 

conservation, its policies were based upon the belief that 

the underlying cause of the energy problem in the United 

States was the American government itself. It therefore 

followed energy policies based upon its ideological 
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commitment to a "free market". This naturally encouraged 

the overconsumption of energy rather than its conservation. 

The effect of the change in energy policies by the two 

American administrations was to send conflicting signals t 

the government of Saudi Arabia. The confusion was 

compounded by the forecasting agencies of the United 

States, especially the CIA and the Department of Energy'.-

which issued very pessimistic forecasts regarding future 

oil supplies. These forecasts indicated that moderation of 

oil production and prices by Saudi Arabia was not in the 

best long term interests of the United States. 

'As a result of the above factors the influence of the 

United States upon the petroleum policy of Saudi Arabia is, 

it, practice, much less that it might first appear. 

This chapter has analysed three different models of. 

OPEC. Each purported to explain the behaviour of OPEC. 

The three models were selected as being representative of 

the much larger number of models which have been developed 

to explain OPEC's behaviour. Taken together they represent 

a gradual transition from the nearly total reliance upon 

economic factors in the model by Adelman to the open 

inclusion of political considerations by Moran. 
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None of these models is totally satisfactory. Each 

has weaknesses which have been identified and elaborated 

upon. Certainty there does appear to be a correlation 

between the abi tity of a model to explain the behavior of 

OPEC and the degree to which non—economic variables are 

included in the model. Therefore, the model of Moran, 

dispite its weaknesses, does appear to have the greatest 

explanatory power. - 

What appears to be largely tacking in the three models 

which have been analysed is that OPEC itself has not been 

examined, as the models have included more non—economic 

factors. This appears to be a major weakness. If OPEC is 

more than just an umbrella under which its members seek 

shade, it must be included explicitely in a model which has 

as its purpose the explanation of the behaviour of its 

thirteen members as a group. - 

That OPEC, as an organization, does exert power and 

influence upon its members appears to be factually correct. 

Otherwise, why would the members of OPEC have devoted so 

much time, energy, and resources to its development? If 

OPEC itself did not impinge upon the behaviour of its 

members, those members would be following a logical course 

of action if they were to withdraw from it and each proceed 

down their own individual paths. 
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It is for these reasons that we now turn in Chapter 

Eight to the development of a model which seeks to explain 

the behaviour of OPEC as an organization. 
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CHAPTER EIGHT 

A PROPOSED THEORY 

As pointed out previously, most of the 

theoretical work pertaining to OPEC has been economic in 

nature. It has also been primarily the work of academics 

from the western industrialized states. As a result, they 

have tended to view OPEC in terms of economic variables, 

especially profit or wealth maximization. Little attention 

has been given to the fact that the members of OPEC are 

independent sovereign states. Nor has attention been given 

to an often unstated assumption in many of these economic 

models that the governments of these states should pursue 

goals of maximization which the governments of developed 

capitalist countries, such as the United States does not 

pursue. The OPEC member states are also underdeveloped. 

Even Less attention has been devoted to the political 

factors which might help to explain the Dehavior of OPEC. 

Where political factors have been incorporated into models 

the focus has been to serve as explanatory variables of 

economic behavior. ( 1) Such an approach is lacking if the 

purpose is to fully understand the underlying motives and 

actions of OPEC. 

361 
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In terms of understanding and explaining the actions 

and longevity of OPEC, it is more fruitful to view it as 

primarily a political organization whose behavior is 

constrained in some areas by econorni c factorso rather than 

an organization whose purposes are almost totally economic 

in nature. This proposed approach is quite at odds with 

what has come to be the accepted viewpoint. Yet, it must 

also be apparent that the traditional economic oriented 

approaches have not been able to exlain in a satisfactory 

sense the behavior of OPEC. Neither have they been able to 

explain its Longevity and cohesion over a quarter of a 

century. The weaknesses of the strictly economic approach 

most be recognized and rectified. 

A further weakness is also apparent. Few writers have 

studied the OPEC documents, the minutes of OPEC meetings, 

its official resolutions, and its press releases. So 

all—pervasive has been the assumption that OPEC is 

primarily an economic organization that the political 

component of its activities has been almost completely 

ignored. The reasons for this are two. First '.. we live in 

a very interdependent world and the international oil 

market is a large and growing element in that 

interdependence. Because the western worLd is dependent 

upon non—western petroleum supplies, and the United States 

increasingly sop the focus has been placed upon the effects 
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of OPEC actions as they affect the western states. This is 

understandable. It can also be misleading. Focusing 

attention upon the effects of OPEC actiois upon the western 

states, may have led to overlooking the underlying reasons 

why OPEC took those actions. 

Second, this perspective may be the result, at least 

in part, of a large degree of ethnocentris-m. The reasons 

for the actions of OPEC may not be readily apparent to 

observers in industrialized countries. Those observers 

have come to accept development as an existing condition. 

It is not perceived by them as something still to be 

attained. Development in the industrialized countries has 

been proceeding for so tong, and is currently at such an 

advanced level, that the problems and perceptions relating 

to the dvetopment process from a perspective of 

underdevetopment do not come readily to observers in the 

developed countries. 

One of the failures of most of the theoretical, 

attempts to model OPEC is that they have failed to 

recognize that oil and politics are miscible. ( 2) Recent 

examples of the miscibility of the two are the 

nationalization of the British Petroleum Company's holdings 

in Libya in 1971. This was done as a retaliatory measure 

because of Britain's support of Iran's sequestration of 

three Arab Gulf islands. (3) Another writer recognized 
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the relationship as being present in 1973 when the oil 

exporting countries "dramatically reversed their system of 

dependency and increased not only their economic rewards 

but also their poLitical power." (4) Certainly gaining 

control over their own natural resources has been a centrat 

theme of the member countries of OPEC. It has also been a 

fundamental element in the increasing political power of 

the Arab states. 

The reLationship is not a new one. It is, in 

fact, rather old. Most histories of oil, whether they deal 

with the subject on an international or domestic basis, 

deal with the relationship. C 5) What has not been done is 

to recognize the importance of the relationship on a 

theoreti cal level. Nor has consideration been given to the 

perceptions of the relationship from the perspective of the 

underdeveloped producer countries. 

As early as 1913 Winston Churchill, who was then 

the First Lord of the Admiralty, proposed a policy with 

respect to oil which later became the bas'is for Britain's 

oil strategy. He stated before the House of Commons on 

July 17, 1913: 

It is a two—fold policy. There is an 
ultimate policy and there is an interim 
policy. Our ultimate policy is that the 
Admiralty should become the independent 
owner and producer of its own supplies of 
liquid fuel, first, by building up an oil 
reserve in this country sufficient to make 
us safe in war and able to override price 
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fluctuations in peace; secondly, by 
acquiring the powerto deal in crude oils 
as they come cheaply into the market...This 
second aspect of our ultimate policy 
involves the Admiralty being able to 
refine, retort, or distill crude oil of 
various kinds, until it reaches the 
qualities required for naval use. 

The third aspect of the ultimate 
policy is that we must become the owners, 
or at any rate, the controlLers at the 
source, of at least a proportion of the 
supply of natural oil which we require. On 
all these lines we are advancing 
rapidy ... The interim policy consists in 
making at once a series of forward 
contracts...and thirdly, to draw our oil 
supply, so far as possible, from sources 
under British control or British influence, 
and aLong those sea or ocean routes which 
the Navy can most surely protect. 

( 6) 
Such a policy, when viewed from a British perspective, was 

a matter of logically seeking to serve their own best 

interests. 

When viewed from the vantage point of the producing 

areas the perception was considerably different. Asone 

writer noted, 

The original concessions were secured from 
despotic rulers of traditional societies 
who bartered away a national resource the 
value of which they did not comprehend, 
under broad terms whose significance they 
did not understand, to enterprises whose 
power they did not anticipate. 

( 7) 
The current Oil Minister of the United Arab Emirates has 

written about the same events in the following manner: 
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The large oil concessions, 
particularly in the Middle East, were 
granted under political and social 
conditions that were unfavourable for the 
producing countries, since most of them at 
the time did not exercise full sovereign 
rights over their territories or over their 
natural resources; moreover, the nationals 
of such countries lacked the knowledge and 
experience necessary for the proper 
evaluation of the real value of the oil 
rights granted.. 

Iraq, for instance, was 
threatened with the dismemberment of the 
Mosul Province from its territory unless 
the government agreed to grant a concession 
to the then Turkish Petroleum Conpany, 
later renamed Iraq Petroleum Company (IPC). 

( 8) 
It is not surprising that such actions have been referred 

to by both governments of developing countries and others 

as examples of imperialism. 

The United Nations also commented upon the early oil 

agreements in a 1951 report which included the following 

passage: 

The terms of their conce.ssions give 
the foreign companies a freedom of action 
which substantially insulates them from the 
economy of Middle Eastern countries. 
Output is determined by considerations of 
world rather than localconditions. 
Moreover, it is the company which provides 
and owns the means of transport, whether 
pipelines or tankers, to carry Middle 
Eastern oil to its markets. The foreign 
exchange derived from sales of oil accrues 
to the petroleum companies and, in large 
measure.. is retained by them. Hence, the 
impact of oil operations in Middle Eastern 
producing countries is mainly indirect and 
the benefits derived by them are limited. 
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( 9) 
After reviewing the Middle Eastern oil concessions one is 

not surprised with the conclusion of Stocking who stated 

that, "Never in modern times have governments granted so 

much'to so few for so long." (10) 

Ib.c IbQc 

OPEC is an intergovernmental organization 

composed of thirteen underdeveloped, sovereign states. 

This statement contains several implications. First, the 

fact that its members are states implies that to some 

degree the relations between them fall into the area of 

internationalrelations. Second, given the history of 

these oil producing states not being permitted or able to 

exercise their full powers until relatively recently, it 

seems logical to assume that they might not wish to see it 

further constrained or reduced, even voLintarily, by 

membership in an organization. Most probably they would 

seek to use that organization to preserve and enhance their 

power and control if at all possible. 

The fact that they are all underdeveloped or 

developing states (11) implies that these states seek to 

improve their politial and economic status by a process of 

development. If at all possible they would attempt to use 

OPEC to assist them in attaining that goal. Part of the 

process of development implies that they would seek to 
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reduce, if not eliminate, whatever residual ties might 

remain from colonialism which constrains both their 

sovereignty and developmental efforts. It is also likely 

that being underdeveloped countries themselves they would 

feel some type of psychological kinship with other 

underdeveloped countries. If so, it would be a logical 

step for them to attempt to use their organization, OPEC, 

to establish favorable relations with those countries. 

This relationship, if established, might be intended to 

serve two purposes. The first would be to serve the 

interests of the members of OPEC. The second purpose would 

be to facilitate good relations with the other similarly 

situated countries. 

Rather than developing a theory based upon economic 

criteria which have been found wantingo we propose one 

which is based firmly on the framework of international 

relations. The logic for such a model is clear: OPEC is 

composed of thirteen sovereign states. The framework for 

analysing the relationship among states, whether that 

relationship is harmonious or not, is international 

relations. T.Y. Ismael described the concept of an 

international political system as, 

...a theoretical construct of international 
political behavior. To bring meaning and 
order to the vast array of information 
generated by the interaction of states, to 
identify regularities in behavior and to 
recognize deviations from regularity, we 
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visualize international politics as an 
adaptive, self—regulating, and 
self—transforming system of action with 
characteristics of structure and process. 
(12) 

The general methodological apporoach which will be 

adopted is that of systems theory. (13) By systems theory 

we mean a series of statements about relationships among 

independent and dependent variables in which changes in one 

or more variables are accompanied, or followed, by changes 

in other variables or comoinations of variables. (14) This 

definition is consistent with the definition provided by 

Anatol Rapoport which was-that, "A whole which functions as 

a whole by virtue of the interdependence of its parts is 

called a system, and the method which aiis at discovering 

how this is brought about in the widest variety of systems 

has been called yeneral systems theory. (15) It is also 

consistent with Ernest Haas* contention that systems are 

simply "taxonomies devised by the researcher to permit the 

specification of hypothesized nonrandom events and trends 

in the hope of gradually mapping reaLity." (16) 

The decision to employ systems theory was a conscious 

and deliberate choice. In situations where the outcomes 

are affected not only by the properties of the variables, 

but also by their interconnections and pattern of 

organization, it is far more appropriate to the study of an 

inter—governmental organization than a traditional analytic 
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approach would be. This is especially true where there is 

a similarity of outcomes over time despite changes in the 

causal agents producing those changes. As applied to OPEC, 

systems theory has two distinct advantages. First, it 

permits the analysis over time of a system. Second, it 

permits the analysis of how the system affects its 

interacting units and also, how those interacting units 

affect the system. Systems theory permits the analysis of 

both unit—level and systems—level causes. Because of that, 

it can deal both with the changes and continuities that 

arise in a system. Additionally, it permits the analysis 

to be undertaken without enlarging the number of variables 

and ategories required in the analysis. 

The selection of systems theory was undertaken 

with a recognition of the criticisms which have been 

directed against it. Because a systems theory focuses upon 

changes across systems and not within them, systems theory 

has been attacked. This criticism apparently mimimizes the 

fact that such theories do inform us about the forces the 

units are subject to. To the extent that the freedom of a 

system's units are limited in a dynamic sense, their 

behavior does become predictable. The structure of a 

system is generated by the interactions of its principal 

parts. These benefits outweigh the deficiencies of systems 

analysis in a project intended to analyse OPEC. 
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As usually formulated, international relations 

theory has a major weakness. It tends to assume only two 

levels, the state and the global system. A further 

weakness of much of the contemporary writing is that it is 

also based upon an assumption that the world is bi-polar 

and that this bi-potarity dominates all other re1ations 

within the system. While this assumption may have validity 

with respect to most of the developed countries and, 

indeed, some of the underdeveloped countries, it does not 

appear to have the same degree of validity with respect to 

most of the underdeveloped countries. The vast majority of 

the developing countries, those which refer to themselves 

as non-aligned, attempt to pursue relations with other 

states without showing preferences in the East-West, 

Soviet-American confrontation. 

It is therefore oroposed, following Ismael, that the 

most appropriate representation is an international system 

composed of three levels. His proposal was stated as 

follows: 

For our purposes we may consider that 
there are three arenas of political 
action--the globe, the region, and the 
nation-state--that correspond to three 
subsytems--in the global arena, the 
dominant system is seen in the 
confrontation of the most powerfjl of 
nations; in the region, the subordinate 
system is the total interaction of 
relations within that region and in the 
nation-state, the internal system is the 
totality of relations of the organizations 
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composing its domestic politics. Of these 
three subsystems we know a great deal 
about the dominant and internal systems but 
little about subordinate systems and the 
linkages they provide between the 
nation—state and the global arena. (17) 

However IsmaeL's purpose was to develop a framework for 

analysing Middle Eastern political events. That is not the 

present purpose. Therefore it is proposed to replace 

Isrnael's middle level, the region, with an international 

organzation, OPEC. 

The goal is to treat OPEC as a subsystem in the 

international system. The incorporation of subsystems 

within international relations theory has increased 

considerably during the past two decades. There now exists 

a large literature on the topic. Much of this literature 

concerns regional subsystems .in the international system. 

(18) 

OPEC's membership is not confined to one region or 

geographic area. However, that is not a basis for the 

rejection of the concept of such a subsystem as an element 

of an analytical framework. Certainly international 

relations analysis need not be confined to the analysis 

between and among nation states. If the purpose of such 

analysis is to understand the international system, or a 

part of it, the analysis must include whatever elements 

significantly influence the outcome. The- determination as 
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to whether a given element should be included or excluded 

should be based upon the influence or poier which that 

element has, or may have, upon the other elements in the 

system. This has been gradually recognized in 

international relations theory. During that period 

analysts have increasing incorporated within' their analysis 

non—state actors and transnational actors. OPEC certainly 

falls into the category of a non—state actor. There is 

little dispute regarding its having influence and power on 

an inter nat i ona I level, at least since the early 1970s. 

Lewis J. Cantori and Steven L. Spiegel, referring to 

regional subsystems, suggested that they consist of: 

...one state, or of two or more proximate 
regional and interacting states which have 
some common ethnic, linguistic, cultural, 
social, and historical bonds, and whose 
sense of identity is sometimes increased by 
the actions and attitudes of states 
external to the system. (19) 

While their definition is not directly applicable to an 

organization such as OPEC, there are elements which are 

applicable. The member states of OPEC do interact. Many 

of them share common ethnic, linguistic, cultural, social, 

and historical bonds. Most certainly their sense of 

identity is increased by the actions and attitudes of 

states external to the member states of OPEC. Most 

importantly, a necessary requirement for a subsystem to be 

a meaningful analytic tool is that there exists among the 
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members of the subsystem a sense of commonality. That 

sense need not be regional. It may in fact be economic or 

political. 

Certainly in recent years increased attention has been 

focused upon nonstate actors in international relations. 

This has been especially true of multinational 

corporations. They have been recognized because of their 

ability to intervene in the internal affairs of host 

countries, as well as to affect relations be'tween states. 

(20) 

James E. Dougherty and Robert L. Pfaltzgraff, Jr., 

following the work of Cantori and Spiegel. have suggested 

that systems are delineated y four "pattern variables": 

(1) the nature and level of cohesion or 
the "degree of similarity or 
complemeritarity in the properties of the 
political entities being considered and the 
degree of interaction between these units" 
(2) the nature of communications within the 
regions; (3) the level of power in the 
subsystem--with power defined as the 
"present and potential ability and the 
willingness of one nation to alter the 
internal decision-making processes of other 
countries in accordance with its own 
policies" and (4) the structure of 
relations within the region. (21) 

With respect to the applicability of the four pattern 

variables to OPEC, they do seem to be generally applicable, 

although with some modification. While, as pointed out 

previously, the degree of similarity or cohesion (22) of 
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the thirteen member countries in a strictly ideological 

sense is not greati they are highly complementary with 

respect to the basic policies concerning petroleum. In 

this sense the member states of OPEC may he said to be 

highly integrated in terms of their approach to problems 

and solutions relating to petroleum. (23.) In terms of 

analysing OPEC1 it is the degree of similarity on that 

issue which is crucial. Integration implies that the 

states involved will, to some degree, lose their 

independence for the purpose of achieving an improvement of 

the welfare of a11 the members of the organization. 

Cohesion does not involve such an assumption. The concept 

of cohesion is much more applicable to OPEC than is 

integration. There is no general tendency among the member 

states of OPEC to become more similar or reduce their 

individual sovereignty. In fact, the cohesion exhibited by 

the OPEC members with respect to petroleum policies carries 

with it no expectation that those same states will have 

harmonious relations onother matters. (24) 

OPEC has also recognized the importance of 

communications among its members and between individual 

members and the OPEC Secretariat. The organization has 

consistently and consciously sought to improve 

communications by a variety of practices, such as the 

creation of the OPEC News Agency (OPECNA). 
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Within the Arab Middle Eastern core countries, there 

is a high level of communications. This is facilitatedby 

a common Language, religion, and a history with many common 

elements. The elites of these countries are well known to 

each other and meet at gatherings of the Arab League and on 

other occassions. The same degree of communication is not 

to be found within the other member states of OPEC, or 

between those states and the core countries. Distance is 

one reason. Countries such as Indonesia, Venezuela.- and 

Ecuador are far removed from the Middle East. In addition, 

their language and culture is significantly different. The 

two Latin American states also follow a different religion. 

The same general comments are also applicable to Nigeria 

and Gabon. The two North African countries, Algeria and 

Libya liesomewhere between the extremes in terms of 

communications. They do share a common language and 

religion with the core countries. But their geographic 

distance and different history has proven to be an 

impediment to their communications with the core countries. 

Lastly, Iran must also be located midway along the 

continuum. While it is geographically contiguous with the 

core states, it does have a different history and language, 

as well as a different ethnic composition. Perhaps most 

telling of all in regards to communications, OPEC has 
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adopted English as its official language. English is not 

the native language of a single Member Country of OPEC. 

Certainty, with respect to the third pattern variable, 

there is little doubt that OPEC possesses considerable 

power, both in potential and actualized form. Since the 

price rises of the early 1970s the world has become acutely 

aware of its power. Although that power is not constant, 

being subject to the constraints imposed by both the supply 

and demand for metroteum, the power of OPEC underlies all 

current projections pertaining to the future developments 

of the international oil market. 

The power of OPEC as an organization is economic. It 

does not possess any military power itself. (25) Some of 

the Arab states do possess considerable military strength 

on a regional level. These would include Iraq, Iran, Saudi 

Arabia, and Libya. (26) Some OPEC states are also members 

of the Gulf Cooperation Council. These are: Saudi Arabia, 

Kuwait, U.A.E., and Qatar. (27) 

Another broad aspect of power is the material. Most 

of the OPEC countries are heavily dependent upon petroleum 

as a source of foreign exchange. In 1983 oi I. accounted for 

at least 90 per cent of the total exports of eight of the 

countries. The five members with a lower dependency upon 

oil were: Algeria (80.1); Ecuador (66.3); Gabon (82.5); 

Indonesia (63..7) Kuwait (79.6). (28) Four states rely 
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upon oil exports for more than 95 per cent bf their total 

exports. These countries are: Iran (97.8); Iraq (98.6); 

Libya (100); and Saudi Arabia (100). (29) This high degree 

of reliance upon a resource whose price fluctuates 

dramatically at times can be a definite weakness. 

None of the OPEC countries has a large economy. Using 

Gross National Product (30) as a basis of comparison, the 

thirteen Member States fall into three general categories. 

Two countries had a GNP in excess of $100 million dollars 

in 1983. These were: Iran, $110,998, and Saudi Arabia, 

$110,779. Three countries had a GNP in 1983 of less than 

13 million dollars. They were: Ecuador, $12,180; Gabon, 

$2,807; and Qatar.-$8.-100. The GNP of the remaining 

countries was between a low of $25,640 million for Libya, 

and a high of $77,908 million for Indonesia. (31) As a 

genera Ii zat ioni the OPEC countries suffer from low literacy 

rates and relatively inefficient administration common to 

most developing countries, although this is rapidly being 

rectified in most of them. 

A final aspect of power is motivational. This refers 

to a country's desire to attain prestige and status in 

international affairs. Here, certainly, the member 

countries have seen OPEC as one vehicle for the attainment 

of those aims, and have attempted to use it in the 

futherance of that goat. Most of the OPEC countries have 



3?9 

attempted to operate their economies in a manner designed 

to achieve a long term goal of development. This has meant 

having a high rate of investment, and at times, a lower 

level of consumption than might theoretically have been 

possible. This has been done in order to increase their 

material level of power. 

In most instances the motivational aspect of power has 

been assisted by a sense of nationalism and a rapidly 

developing sense of national character. They have also 

been motivated by a desire to become masters of their own 

fate, to shed the influence upon their economies which 

existed in the paste either directly when they were 

colonies, or less directly, through the influence of 

foreign states and foreign owned corporations. 

There is little doubt as to the structure of the 

fourth pattern variable, formal relations of the member 

nations of OPEC, within OPEC itself. These are clearly set 

out in the Statutes of OPEC. The one dominant theme is 

that OPEC will not undertake any action without unanimity.. 

OPEC member relations are also confined to a narrow field, 

petroleums and factors relating to petroleum. This, in its 

turn, reduces the possibility of differences arising on 

other issues which might complicate the establishment of a 

concensus on petroleum issues. 



380 

Within OPEC itself, the requirement of agreement among 

alt thirteen states does not imply that agreement exists on 

all issues. It does not. Large and important differences 

have, and continue, to exist. In such cases the individual 

members are free to pursue their own independent courses of 

action. Within the realm of petroleum differences are 

bound to arise because of the differing qualities and 

quantities of oil in the separate countries, and even 

within a country. The widely separate geographical 

locations, also produce significantly different 

transportation costs. As a result of these factors, 

coupled with historic ties, and shifting demand brought 

about by technological change, the demand for oil from a 

specific country varies among the different markets in the 

w o rId. 

Because these differences are given, they are not 

under the direct control of one state or group of states. 

The problems which they present are ameniable to compromise 

solutions. Such solutions may not be easily achieved. A 

obvious example of this is the determination cf the 

quantity of oil to be produced and offered on the market by 

each country. This has produced difficulties within OPEC... 

(32) 

One of the major difficulties of using the concept of 

regional subsystems within an international relations 
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framework has been that of defining the borders of the 

subsystem. This problem varies according to the region 

being dealt with. Some regions have reasonably clear 

boundaries which are based upon rivers, bodies of water, 

other geological factors, language, etc. But most 

pot iti cal boundaries are not stable. (33) They vary over 

time. Many are arbitrary. This difficulty of definition 

has resulted in the requirement of using subjective 

determinants. The lack of an ability to ac'curately define 

boundaries has resulted in there being many possible 

groupings of subordinate regional subsystems. Whether a 

specific country is, or is not, a member of a regionally 

based subordinate system has proven to be a difficult 

question to answer. 

The difficulties of defining OPEC as a subordinate 

system are, by comparison, simple. A country either is, or 

is not, •a member of OPEC. This is quickly and easily 

determined. The only questionable aspect to this 

determination arises with regard to countries holding 

either associate membership or observer status. In 

practice, the difficulties relating to these two 

possibilities are minimal. At present no country has 

associate status. All countries which have held it rapidly 

became full members. (34) The only country which has been 
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a tong term "observer" of OPEC is Mexico. It seems 

inclined to continue with that arrangement. (35) 

To describe OPEC as a subordinate system entails the 

identification of features common to all of its members 

which serve to create consistent patterns of interaction of 

the internal and external relations of the organization. 

Since OPEC is an organzation with members on three 

continents, such features cannot be primarily geographical 

in nature as might be the case if we were dealing with an 

area such as the Middle East. (36) However other past 

efforts to broaden the relevant variables are more useful 

for our present purpose. (37) Bruce M. Russett identified 

four variables in addition to geography when analysing the 

Middle East as a subordinate system. They were: (1) 

social and cultural homogeneity; (2) similarity of 

political attitudes and behavior; (3) political 

interdependence; and (4) economic interdependence. He 

concluded that the Middle East was a distinct, but not a 

highly integrated region with a welt established core of 

Eastern Arab states. (38) 

When the work of Cantori and Spiegel is compared with 

that of Russett and Leonard Binder, Cantori and Spiegel 

appear to represent a significant advance. This is 

especially so because their effort goes beyond the concept 

of regional cohesion to the factors discussed above. 
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idt MEF.GIQg 

Given the wide variance of the thirteen member 

states of OPEC it is logical to assume that all do not 

possess the same degree of power and influence within OPEC. 

Some wilt possess these attributes in greater measure than 

others. Those states which do possess the greater amount 

of power and influence we refer to as the core sector. 

(39) It is suggested that at present, the core sector of 

OPEC is composed of the following countries: Iran, Iraq, 

Kuwait, Saudi Arabia, and the United Arab Emirates. The 

remaining members of OPEC, those not in the core sector, 

constitute the peripheral sector. 

The inclusion of these five countries in the core 

sector can be clarified by using the four pattern variables 

suggested by Can,tori and Spiegel. 

L! QI Qb.1QQ 

The LeveL of cohesion establishes the minimum 

conditions of inclusion within the sector. Four of the 

five countries are Arab. The exception is Iran. All five 

border the Arabian Gulf, and thus are found within a 

relatively small contiguous area. The same five countries 

are the five largest in terms of proven crude oil reserves. 

The proven crude oil reserves of these countries in 1983 

were as follows: Iran, 51,000 million barrels; Iraq, 
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65,000 million barrels; (4.0) Kuwait, 67,000 million 

barrets Saudi Arabia, 168,847 million barrels; and the 

United Arao Emirates, 32,340 million barrels. (41) The 

proven crude oil reserves of these five countries are 

significantly above those of any other 0EC member, The 

five countries also account for approximately 82 per cent 

of the proven crude oil reserves of OPEC, and 55 per cent 

of the total world reserves, and 63 per cent of world crude 

oil reserves, excluding the centrally planned economies. 

Thus, it may be stated without exaggeration that the five 

countries dominate both OPEC and the world's petroleum 

supplies which are traded internationally. 

In terms of social cohesiveness, four of the five 

countries are ethnically Semitic and almost totally Arabic 

speaking. Iran is the exception, being neither Semitic nor 

being primarily Arabic speaking. All five are 

predominantly Muslim, although Iran is predominantly Shia 

white the others are predominantly Sunni. (42) They all 

share a common Islamic cultural heritage. All were, in 

varying degrees under the domination of the Ottoman Empire 

during all or part of the period from the 16th century 

until the first World War. Following that War, all five 

were under varying degrees of domination by European 

colonial powers or the United States. ALL had their 
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petroleum industry dominated by foreign petroleum 

corporations. 

With respect to economic cohesion among the five 

countries, this is naturally dominated by petroleum. Among 

the four Arab states, Iraq is the only country with a 

si zeable agricultural sector. Among the five states there 

is little trade and economic resources are not 

complementary to any significant degree. All five 

countries have as their major export oil, and this is sold 

outside the core. All are heavily dependent upon imports 

from outside the core, both for. industrialization and for 

many other necessities. 

Political cohesion refers to the relative homogeneity 

of the types of regime in a country. The five core 

countries are not homogeneous with respect to their form of 

government nor to political ideology. They are quite the 

opposite. Iraq's government is based upon an ideology 

which is left wings revolutionary, and secular. The Arab 

9a'th Socialist Party has ruled the country since 1968. 

Saudi Arabia is governed by a monarchy dominated by one 

family with strong conservative Sunni Islamic beliefs. 

Kuwait is ruled by H}1 Sheikh Saa'd Al-Abdullah Al-Salim 

Al-Sabah who is both Crown Prince and Prime Minister. The 

Islamic Republic of Iran is led by Ayatollah Ruhollah 

Khomeini who succeeded the Shah in 1979. The major 
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elements of the government consist of a President, a Prime 

Minister, and a National Assembly as well as a Supreme 

Council of Guardians. The United Arab Emirates is composed 

of the following seven independent federated sheikdoms: 

Abu Dhabi, Dubai, Sharjah, Ajman, Umm al-Quwain, Ras 

at-Khaimah, and Fujairah. It has existed since 1971. It 

is ruled by a Federal Council of Ministers. Thus diversity 

and not similarity is the norm. 

Such diversity is not conducive to political cohesion. 

This is most obviously the case with respect to Iran and 

Iraq. Those two countries have been engaged in a terrible 

war for more than six years. One of the major elements in 

that continuing conflict is the desire by Iran to overthrow 

the secular government of Iraq and to replace it with one 

based upon Islamic principles. 

The prevai Hng political philosophy of the governments 

of Kuwait, Saudi Arabia, and the United Arab Emirates are 

more traditional and conservative than that of their Arab 

neighbor Iraq. There have been disputes between Kuwait and 

Saudi Arabia regarding the control over the Neutral Zone. 

Iraq has claimed segments of Kuwait. (43) During the early 

1950s a dispute arose among Saudi Arabia, Abu Dhabi, and 

Oman over the control of the Buraimi oasis. The dispute 

reached its high point in 1955 when the chairman and 

another member of the aroitration panel which had been 
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established to settle the dispute resigned. Shortly 

thereafter military forces of Oman and Abu Dhabi ejected 

the Saudis and occupied the oasis. The dispute was not 

resolved until May 1974. (44) Also, Saudi Arabia had 

historically maintained a patron-client relationship with 

the then Trucial Coast states. The creation of the United 

Arab Emirates was viewed by Saudi Arabia as a possible 

challenge to that type of relationship. Both for this 

reason and the dispute over the Buraimi oasis Saudi Arabia 

did not establish formal relations with the United Arab 

Emirates until 1974. (45) 

The organizational cohesion of the core sector is high 

among the four Arab states, but nearly non-existent between 

them and Iran. The four Arab states are members of the 

Arab League and three of those, excluding Iraq, are members 

of the Gulf Cooperation Council. AdditiDnally, the four 

Arab states have provided assistance to Iraq in its war 

against [ran. Prior to the overthrow of the Shah Iran had 

invaded three islands which are at the western entrance of 

the Strait of Hormuz. Those islands are Abu Musa and the 

Greater and Lesser Tunb. (46) This action did little to 

foster closer retàtions between Iran and the countries on 

the western side of the Arabian Gulf. (47) More recently, 

the new government in Iran has caused concern in the four 
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Arab core states that Iran would seek to use the Shia 

minorities in those states to cause unrest. (48) 

QD1C11Q 

The second pattern variable is that of 

communications. Because of a paucity of data little can be 

said with respect to personal communications, the mass 

media, or exchanges among the elite. With respect to 

transportation more data is available. The core states are 

well linked by a developed system of roads, although 

distances are considerable. All countries are well served 

by air transportation.. River transportation in Iraq and 

Iran is important. It is dominated by the Shatt al—Arab, 

which also serves as a border between the two countries. 

Most important is the maritime transportation of petroleum 

products. Here the shipping on the Arabian Gulf canno,t be 

underestimated. It is crucial to all five countries. (49) 

Also crucial is the well developed system of pipelines in 

alt five countries which serves as an invaluable form of 

transportation for both oil and gas. 

The third pattern variable is power. The primary 

interest will be on the relational process within the 

boundaries of the subordinate system. The examination of 

the material characteristics of power will focus upon 
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several economic factors. These are: population, GNP, per 

capita GNP, and consumption of refined products. 

Poputation is one of three factors which economists 

define as basic factors of production. (50) The population 

of the five core countries in 1983 was as follows: Iran, 

41,640,000; Iraq, 14,550,000; Kuwait, 1,670,000; Saudi 

Arabia, 10,370,000; and the United Arab Emirates, 

1,210,000. (51) It is immediately apparent that Iran 

possesses by far the largest population of the five 

countries. The other four countries in the core have a 

total population of only 67 per cent that of Iran's. Nor 

is the population of the remaining four equally 

distributed. Iraq and Saudi Arabia are approximately the 

same while Kuwait and the United Arab Emirates are much 

smaller. The population of the five core countries 

represents only 19 per cent of the total population of the 

thirteen OPEC member states. 

The Gross National Product of the five core states is 

dominated by Iran with a GNP of $110,998 million and Saudi 

Arabia with a GNP of $110,779 million U.S. dollars in 

1983. The remaining three countries have GNPs of similar, 

but much smaller magnitude. They are: Iraq, $32,630 

million; Kuwait, $30,036 million; and the United Arab 

Emirates with a GNP of $26,270 million. The total GNP of 
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the five countries is 50 per cent of the total GNP of the 

OPEC countries. (52) 

With respect to annual GNP per capita, the five core 

countries fall into three distinct groups. The United Arab 

Emirates is the largest at $21,711, followed by Kuwait at 

$17,986. Saudi Arabia stands in the middle with a per 

capita GNP of $10,683. Iran and Iraq are the two lowest 

with Iran having a per capita GNP of $2,666 while Iraq's is 

$2,243. These figures compare with an OPEC average per 

capita GNP of $1,681. The average of the five core states 

is $11,058 which is roughly six and one—half times larger 

than the OPEC average. (53) 

Our last measure is consumption of refined products. 

We include this as a proxy for the amount of energy 

consumed. It is measured in thousands of barrels per day. 

The figures for this measure are as follows: Iran, 675; 

Iraq, 250; Kuwa it, 82; Saudi Arabia, 425; and the United 

Arab Emirates, 78. The total of the core countries is 52 

per, cent of the total consumption of refined products by 

all OPEC countries. (54) 

The dominance of OPEC by the five core countries is 

readily apparent from the above figures. Countries with 

less than twentyper cent of the population account for 

half of the GNP and slightly more than haLf of the 

consumption of refined products. They have a per capita 
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GNP six and one-half times larger on average than the OPEC 

average. These figures, plus the relative size of their 

petroLeum reserves clarify why these countries represent 

the OPEC core in terms of power. 

attur'IULC Q± RliAligni 

The structure of relations among the five core 

countries is highly inconsistent. As has been discussed 

previously, the relations among the four Arab states have 

been marked by conflict and near conflict situations in the 

past. At the present time their relations have been 

normalized and there is no conflict. (55) Even during 

periods of tension among those states there has been a very 

high degree of agreement on one topic, the perceived threat 

by Israel, which all share. All are strongly opposed to 

IsraeL and have openly aided the Palestinian refugees and 

their primary representative organization, the Palestine 

Liberation Organization. This aid has taken the form of 

diplomatic support, financial support, and military 

support. Several of the countries have refugee camps in 

their territory. All have groups of Palestinians living 

and working in their countries. This perception of a 

common enemy is shared by Iran. Since the 1979 revolution 

it too has been most active in opposing Israel. 
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Concurrently, Iran's relations with the Arab states 

have not normally been cordial. The Arab states have beei 

concerned by the military strength of Iran relative to 

theirs both in the time of the Shah and at present. This 

concern has increased in recent years foltowing the Iranian 

revolution and the war with Iraq. Following the Iranian 

revolution the Arab states have expressed their concern 

regarding Iran's intentions based on religious differences. 

They are concerned that Iran will use the Shia population 

which is resident in the Arab states to undermine their 

stability. 

A further division within the Arab states is the 

division between republican socialism, represented by Iraq, 

and the monarchical principal adhered to by the others. 

The same division is further exacerbated by the fact that 

Iraq is a secular state while Saudi Arabia perceives itself 

as the custodian of the major Islamic shrines and a 

protector of the faith. The primary method of cooperatio, 

among the Arab states has been the Arab League. This has 

at times been facilitated by the assistance of an Arab 

state acting as a mediator. 

Lastly, the four Arab states all have relations with 

the United States. Although these have sometimes been 

strained, especially in the case of Iraq, and on the issue 

of Israel, the relations between those states and the 
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United States has been much closer than 3etween them and 

the U.S.S.R. (56) This is not the case with respect to 

Iran-U.S. relations. Following the Iranian R'evolution and 

the capture of the United States' embassy in Tehran, 

followed by the seizing of Iranian assets in the United 

States, official diplomatic relations between those two 

countries have not existed. (57) 

Relations among the five core states may be best 

described as tentative and fragile. There is certainly 

ample basis for improvement. At the same time, with the 

obvious exception of Iran and Iraq, outright military 

conflicts of any significance have not been experienced. 

IHE B1HEEM. aia 

Foltowing Cantori and Spiegel, the peripheral 

sector is defined as follows: "The peripheral sector 

includes all those states within a given subordinate system 

which are alienated from the core sector in some degree by 

social, political, economic, or organizationat factors, but 

which nevertheless play a role in the politics of the 

subordinate system." (58) While the core system tends to 

be homogeneous, the peripheral sector tends towards 

heterogeneity. Interaction among the members of the 

perpheral sector tends to be much less than is the 

interaction among the members of the core. 
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When the concept of a subordinate system is applied to 

a geographical area such as the Middle East, geography is a 

prime determinant in demarcating the core states from those 

in the periphery. When the subordinate system is not a 

geographical area but an intergovernmenta' organization 

such as OPEC, geography is not necessarily the prime 

determinant. It may however continue to be important as 

discussed above. Having identified those states which 

comprise the core sector, the peripheral sector can then be 

defined as those member states of OPEC which are not 

included in the core sector. Thus we define the peripheral 

sector of OPEC to be the following states Algeria, 

Ecuador, Gabon, Indonesia, Libya, Nigeria, Qatar, and 

Venezuel. a. 

As is readily apparent, these eight states are 

extremely diverse. From a geographical perspective two are 

located in South America, two in North Africa, two in 

sub—Sahara Africa, one on the Arabian Gulf, and one in 

Asia. While alt members of the core sector are located on 

the Arabian Gulf, only one member of the peripheral sector 

is. That is Qatar. The heterogeneous character of this 

sector is obvious. Furthermore, only two of these states 

have a common border, Algeria and Libya. 

Neither do the states in the peripheraL sector have a 

common colonial history. Indonesia was a Dutch colony. 
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Ecuador and Venezuela were once Spanish colonies. Algeria 

and Gabon were French colonies white Libya was most 

recently a colony of Italy. Nigeria was a British colony 

while Qatar was under British domination until its 

independence. 

Diversity is also apparent with respect to religion. 

Ecuador and Venezuela are predominantly Roman Catholic, 

Algeria, Indonesia, Libya, and Qatar are almost totally 

Muslim. Religious persuasions in the remaining three 

countries are are mixed, containing Muslims, Christians, 

anamists. 

Comparing the states of the peripheral sector with 

those of the core sector, it is obvious that within the 

peripheral sector there is Less cohesion and less 

communication, than in the core sector. The peripheral 

sector is dominated by a much greater degree of diversity 

than the core sector. 

Cantori and Spiegel, when referring to relations 

between the two sectors based upon primarily geographical 

considerations, suggest that alienation is a central fact3r 

in that relationship. (59) We suggest that if alienation 

does exist, it would tend to exist within the OPEC 

framework and in a far more moderate and constrained form 

than in the case of geographically based subordinate 

systems discussed by Cantori and Spiegel. There are 
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several reasons for this contention. First, within OPEC 

each member state is considered equal. One requirement for 

membership in OPEC is that 3 country must have 

"fundamentally simitiar" interests to those of Member 

Countries. This ensures that at least so far as voting 

within the organization is concerned, all countries are not 

only equal, with each possessing one vote, but also that 

there exists a basic commonality of interests (60) 

Second, the power of the individual members within 

OPEC is largely a function of their proven oil reserves and 

the degree to which these reserves have been developed. 

The quantity of reserves which a country possesses is 

largely a function of geological factors not within the 

control of the individual states or their governments. 

Because of this, the basis for jealousy and envy of one 

government to another is minimized. 

Lastly, the basic reason for OPEC's existence is the 

recognition that there is strength in numbers. Given this 

reasons it is -more logical for member countries to attempt 

to sotve problems by cooperation rather than by 

antagonistic acts directed towards other members. 

The one country which would appear to have the most 

obvious case for a sense of alienation is Venezuela. It 

was a founding member of OPEC in 1960. At that time its 

crude oil production amounted to 28.2 per cent of the crude 
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oil prbduction of the thirteen states which are currently 

members of OPEC. By 1983 its production amounted to only 

10.6 per cent of total OPEC production. The 1983 figure is 

perhaps misleading since total production in that year was 

down to 55 per cent of its highest level of production 

which was in 1979. (61) In 1979 Venezuela's production 

accounted for only 7.7 per cent of OPEC's total production. 

In the period 1963-1979 OPEC's total crude oil production 

increased by 2.7 per cent. Twelve of the thirteen members 

increased their production by an average of 13.5 per cent 

when compared to their 1963 levels. Only one country 

suffered a decline in production. That country was 

Venezuela. In 1979 its production was 73 per cent of what 

it had been in 1963. In 1963 Venezuela had been the 

largest producer of the thirteen countries. Its production 

was one and one—half times larger than that of Kuwait, the 

then second largest producer. By 1979 Venezuela ranked 

fifth, just slightly ahead of Nigeria. (62) 

Despite this relative decline by Venezuela, we have 

found no evidence to indicate that alienation either exists 

or, if it does exist, that it has had a detrimental effect 

upon the functioning of OPEC. 

It has previously been noted that according to the 

OPEC Statute each member has one vote. In other words, all. 

members are deemed by OPEC to be equal in a legal sense. 
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There is however a difference between the legal situation 

and the situation in practice. In practice it would be 

unrealistic to consioder all members as being equal. They 

are not. The petroleum reserves, production, and quality 

of petroleum-definitely affects the relative importance of 

the members within OPEC. Given the enormous reserves, 

production capacity and quality of tight oil it is 

understandable that Saudi Arabia emerges as the single most 

important country within OPEC. By the same logic the 

members identified as being in the OPEC core have been 

deemed to be more important than those identified as being 

in the periphery even though in a legal sense, they are alt 

equaL. 

IdE INIBUIVEI1 

The intrusive system is a system which, 

"...consists of the politically significant participation 

of external powers in the international relations of the 

subordinate system." (63) Both core and peripheral sectors 

involve only the members of OPEC. OPEC as an organization 

does not function in a vacuum. On the contrary, given the 

fact that its members sell their products internationally 

other organizations and states impinge upon its operations. 

The role which non—OPEC actors can play cane and does, have 

a significant impact upon OPEC. 
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The activities of the actors in the intrusive system 

can be both in the political and in the economic realm. 

Involvement can be divided into two categories, those which 

are significant and those which are not. Politically 

significant actors are those whose actions may produce a 

change in the balance of power within the subordinate 

system. Those members of the intrusive system whose 

actions cannot alter the balance of power within OPEC are 

termed politically insignificant. A non-OPEC country which 

is a major political supporter or antagonist of OPEC,or 

whose military strength might be used effectively against 

one or more OPEC states would thus be a significant actor. 

The most important members of this category internationally 

would be the OECD countries and the U.S.S.R. Regionally 

the most important actors in the intrusive system would be 

Israe', Turkey, OAPEC, (64) the Gulf Cooeration Council, 

and the Arab League. 

External po.,ers may attempt to exert their will upon 

OPEC in a variety of ways. They may do so by the creation 

of a multilateral organization designed specifically to 

confront OPEC such as the International Energy Agency. 

This organization was'created in 1974 through the efforts 

of the United States and the OECD countries. They might 

also use already existing multilateral organizations such 

as the United Nations, the International Monetary Fund, 
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etc. Regional organizations such as the Organization of 

African Unity could be used to focus their concerns upon 

OPEC, especially when there is an overlapping of membership 

of the two organizations. (65) 

Given the fact that many of the OPEC states have 

accumulated sizeable financial surpluses and that these are 

target>' held in non—OPEC states, and also that the OPEC 

states are heavily dependent upon imported goods and 

services to assist their development efforts, trade and 

economic investment becomes a major channel through which 

intrusive powers can attempt to influence OPEC,. The degree 

of dependency of the OPEC states upon exporting one 

commodity, petroleum, also serves to give great teaverage 

to its major customers. Those customers, if their 

purchases are large enough, can exert a divisive influence 

upon OPEC by shifting their purchases from one member state 

to another, or to a non—OPEC state if alternative supplies 

are available.. (66) In situations where one external power 

is dominant, such as the United States in Latin America, 

the leaverage of that external power would be further 

enhanced. 

No less important is economic investment in OPEC 

countries. Such activity has been the source of frequent 

charges of undue political interference oy developing 
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countries in the past. (67) Attempts by intrusive states 

in this area may also be open and public. (68) 

A further method of exerting influence is open to 

intrusive states. That method is military intervention or 

the threat of such intervention. The Carter Doctrine of 

January 1980 which enunciated the vital interests.of the 

United States in the Arabian Gulf is an examp'e. In that 

instance the Doctrine merely made explicit what was already 

widely recognized, the fact that American and Western 

interests generally, are centrally related to the Gulf 

region. Arms sales, or the refusal to sett armsp have 

become a major method of attempting to exert influence upon 

states. This method is employed both by the West and the 

East. In addition to military intervention an intrusive 

state may also use subversion. This was used by the United 

States in Iran in 1953. The United States also openly 

discussed the possibility of both military and subversive 

action against Libya in 1986. 

There are also less direct methods open to intrusive 

powers. One such method is to use the United Nations. 

This method may be employed even when the role of the 

United Nations per se is not important. It may be used as 

a forum fora country to express its position by supporting 

or arguing against resolutions aimed at particular states 

or viewpoints. In those instances such action would be 
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supplementary to, or a predecessor to, other forms of 

act ion. 

It should not be assumed from the foregoing that 

the actions of states in the intrusive sector will always 

be detrimental to the interests of the states in a 

subordinate system. The contrary may well be true. One 

example is education. Many of the developed countries have 

established educational programs intended to facilitate the 

efforts of OPEC countries in increasing the educational 

attainment of their population. Such efforts have taken a 

variety of forms including sending students from OPEC 

countries to developed countries for studies, and sending 

teachers from developed countries to the OPEC countries 

where they may teach or advise nativeteachers.. Because 

the OPEC states are strongly nationalistic the foreigners 

are employed with the definite understanding that they will. 

be replaced as soon as sufficiently qualified local talent 

becomes available. In the interim, cordial relations may 

be established between the individuals, institutions, and 

governments of the two states. The results may be 

increased social. cohesion within the recipient country as 

well as an increase in the economic complementarity of the 

two economies,, 
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Intrusive states may obviously have an effect upon the 

political cohesion of states within a subordinate system. 

The results of colonial powers' administration of their 

colonies may have furthered the prospects of the colony to 

function efficiently as an independent state. The British 

efforts in training a welt disciplined civil service in its 

colonies, such as in India, would be an example. Equally, 

their artificial division of a colony, such as Nigeria, 

into competing districts, proved to be an impediment to the 

unification and cohesion of the country when it became 

independent. 

The effects upon political cohesion may also be more 

direct and intended. The intrusive state may support a 

particular political group or party in a country, thus 

attempting to determine the poli ti cal ideologi cal stance of 

a country's government. 

It is also possible for members of the intrusive 

system to influence communications within the subordinate 

system. This ability has, until recently, been increasing 

because of the increasing technological gap in the field of 

communications between the developed and developing 

countries. The situation may not continue for much longer, 

at least with respect to some of the more advanced ana 

affluent developing countries. They may be able to bridge 

the technological gap in one swift move. Saudi Arabia, for 
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example, now has the most advanced telephone system of any 

country in the world. This is because it did not have a 

large outmoded system in place previously. It was 

therefore able to install as its first system an -advanced 

system manufactured in Canada. In other countries the 

economic assistance plans frequently emphasize the 

development of a country's infrastructure. A basic element 

of that infrastructure is communication facilities. 

With increasing technological improvements the price 

of small radios has fallen drastically. This has meant 

that it is now increasingly possible for a family in an 

underdeveloped state to afford a radio The possession of 

a radio greatly increases the communications within a 

country. In many areas it also renders possible the 

reception of radio signals from outside one's country of 

residence. 

Countries within the intrusive system can exert 

considerable impact upon the level of power within states 

of a subordinate system and also upon the subordinate 

system itself. This can be done by altering the level of 

power in its various forms. Aid programs can increase the 

material powers of a recipient state. Military aid can 

also increase the power of a state, both with respect to 

its control over its territory and population, and in 

relation to potential enemies. The two forms of aid may 
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also be complementary. Economic aid would free funds in 

the receiving country which could then be used to purchase 

other commodities, such as arms. Educational aid could 

result in a country gaining sufficient technological 

expertise to begin manufacturing items which previously it 

was forced to import. This, in turn, would free amounts of 

foreign exchange which is often in short supply. 

A close relationship with a member of the intrusive 

system is not without risks for a member of the subordinate 

system. The degree of dependency may grow to such an 

extent that the power and control of the state within the 

subordinate system may be lost, or at leas€ severly 

diminished. Even if, in fact, this is not the case, it may 

be perceived to be the case. Such a development wouLd pose 

grave risks to the government from within its own borders 

since nationalism is highly prized by most citizens of 

every country. Alternatively, other states may not wish to 

be associated too closely with a state which is perceived 

to be under the control of a foreign country. Both of 

these reasons have been suggested as having varying degrees 

of explanatory power for the ostracism of Egypt by other 

Arab states following the Camp David Agreement. 

Additionally, a dependent relationship may greatly 

alter the economy of the dependent state to its own long 

term disadvantage. This was, after all, one reason why 
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some European countries sought to establish colonial 

empires. When carried to the extreme the colony became a 

source of raw materials and a market for goods produced in 

the colonial power without simultaneously being in 

competition with the colonial power. It is possible for 

the, same thing to happen to a country in a subordinate 

system as a result of' aid from a state in the intrusive 

system. 

Even when the dependency relationship is not so 

extreme, it may still represent a long term economic cost 

to the dependent state. Given the specialized nature of 

modern t echnotogyo, once a country becomes dependent upon 

goods from one country it may find that it cannot 

substitute parts obtained from suppliers in other countries 

because they are technologically incompatible. This, in 

turn, may deprive the dependent state of the benefits of 

competition, of purchasing desired products at the lowest 

cost. One resUlt would be the expenditure of scarce 

foreign exchange in quantities larger than theoretically 

necessary. Such a situation would not be advantagous to 

the long term developmental aspirations of the developing 

country. 

Military aid may also have detrimental effects. If 

one state in a subordinate system gains superiority 

relative to other members of the same subordinate system, 
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especially if the states are in close geographical 

proximity, the level of cohesion of the subordinate system 

may be threatened. Certainly the military strength of Ira, 

before the 1979 revolution, achieved in large measure by 

assistance from the United State, did little to calm the 

fears of its Arab neighbors around the GuLf. Such fears 

could not have facilitated the cohesiveness of the core 

sector of OPEC. The extent of Iran's military forces 

certainty caused its Arab neighbors to increase their 

military forces, thus spending money which would otherwise 

have been available for other purposes. 

A further possible result of military aid may be to 

create in the recipient country a sense of strength which 

is exaggerated, and so be instrumental in pursuading it to 

undertake unwise acts of military adventurism. This may 

well have been a major element in the decision of Iraq to 

attack Iran following the Iranian revolution. 

Lastly, external aid may contribute significantly to  

level of ideological dynamism which would not have 

otherwise been present. This, in turn, may lead the 

recipient country to undertake activities beyond its 

objective capabilities. Further, such ideological dynamism 

may serve to frighten the neighbors of the recipient state 

and cause them to unify and oppose the recipient state's 

actions. In this manner the structure of relations of 
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states may be affected within the subordinate system. 

Certainly American support for Israel has had the effect of 

unifying the Arab core states of OPEC to a degree which 

would be difficult to imagine without such support. It has 

also affected the means of relations between states in the 

Middle East. Rather than reLations between the states 

being conducted through the normal channel.s of diplomacy, 

relations are now carried out by more viotent methods such 

as terrorism and.. at times, outright military conflict. 

In this chapter aframework for the analysis of 

OPEC has been outlined. That framework is an application 

and modification of the work of Cantori and Spiegel. Their 

basic unit of analysis was the subordinate system which was 

composed of two parts, the core and fhe periphery. Unlike 

Cantori and Spiegel the concept of a subordinate system, as 

we have defined it, is not necessarily related to 

geography. It may, as in the case of OPEC, be spread 

across several continents. Also, unlike Cantori and 

Spiegel, a subordinate system may be an intergovernmental 

organization composed of sovereign states. 

The framework is that of international relations. The 

methodology is that of systems analysis. We have 

visualized the system as being composed of three distinct 
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levels of interaction. The first, and middle level, is 

that of the subordinate system. It would interact with the 

level above, the intrusive system.. It would also interact 

with other subordinate systems, and with the states within 

the same subordinate system. The methods of interaction 

have been analysed in terms of four pattern variabI.es. 

If the preceding efforts prove successful they will 

have initiated a method of analysis which may be usefully 

applied to actors in international relations which have 

heretofore been difficult to analyse and encompass within 

traditional modes of analysis in international relations. 

Those actors such as intergovernmental organizations and 

multinational corporations are of increasing importance in 

international relations in the contemporary world. Those 

actors do not exist and function in a vacuum, but in a real 

world. That existence incorporates the ramifications of 

the interdependence of the actors within it. The success 

of intergovernmental organizations such as OPEC is 

therefore crucially dependent upon the ability of its 

members to operate in a manner which is consistent with the 

achievement of the goals of OPEC. It is also dependent 

upon OPEC's abi tity to interact with the other actors in 

the international sphere in a manner which is consistent 

with the achievement of its own goals. The success of OPEC 
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is dependent upon its abitity to batance confticting 

interests, both internal and external to itself. 
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( 1) See Chapter Seven for several examples. 

(2) This relationship was first suggested to this writer 
by T.Y. Ismael. See his book, T.Y. Ismael. Uc t1ii 

QjJj. (Syracuse: Syracuse University 
Press, 1974), pp226-7. 

( 3) See Ismael, p.226. 

( 4) Joan Edelman Spero IhI eajjjjjQS Qj Q jQ ij 
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Press, 1985),p..293. 
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(New York: Vintage Books, 1978). 

C 6) Quoted in L. Vernon Gibbs. Qjj ACIJ Etsjrp, (Los 
Angeles, Calif.:Paxer, Stone& Baird, 1929),. pp.33-4; also 

quoted in Abdulaziz Al-Sowayegh. Arat EQ—_EQiii. 
(London: Croom Helm, 1983), pp.15-6. 
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(10) George W. Stocking. Q.jj 

EQiiliQAi 213J QQrnj (Nashville, Tenn.: 
Vanderbilt University Press, 1970), p.133. 

( 11 ) The terms underdeveloped and developing are used 
interchangabty. 

(12) T.Y. Ismael. Q31. p.240, 
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(13) The author, while adopting. some of the basic elements 
of systems theory, has deliberately attempted to avoid 
using the technical vocabulary of syste'ns theory as it is 
found in, for example, the following works: David Easton, 

jja Qi P_Q I iU.c.J. Jjf. New York: John 
Wiley & Sons, Inc., 1965; Morton Kaplan, 
io LQX..CD.tiQfl.i EQiXi. New York: John Wiley & Sons, 
Inc., 1957; and O.R. Young, "A Survey of General Systems 
Theory," lica rt.C.Al ax IX (1964), pp.61-80. Because of 
this approach we have attempted to defiie the concept of a 
system in its simplest possible form: in terms of a 
relationship or interaction. 

(14) This definition was suggested by James E. Dougherty 
and Robert L. Pfaltzgraff, Jr. CQa trtad ina IhggLiru 2f 

New York:Harper & Row, 
Publishers, 1981, p.135. 

(15) Anatol Rapoport, "Forward," Walter Buckley, ed., 
iQerD IQC th b1QCL1 2DUXZ 
Chicago: Aldine, 1968, p.xvii. 

(16) Ernst B. Haas, "On Systems and International Regimes," 
Wgrid 2QlitjLj,. XXVII#No.2(January 1975),p.15O. 

(17) T.Y. Ism ae1, p.241. 

(18) See Dougherty and Pfaltzgraff, Jr., QD,.Gj tL. for a 
listing of the early research in this area. 

(19) Louis - J. Cantori and Steven L. Spiegel, IhVL 
Rglitirs QL 2g1QDa.L. PQLQj'. 

(Englewood Ctif fs,N.J.:Prentice—Hall, 1970),p.607. 

(20) The topic of nonstate actors has been explored by 
Richard W. Mansbach, Yale H. Ferguson, and Donald 

E. Lampert, The Wb QI WQ.C1k EQii1 QD:.XX 8Qi 
(Englewood Cliffs, N.J.: 

Prentice—Hall, 1976). See also David E. Apter and Louis 
Wolf Goodman ,eds., Jhp. 0wjtj0 djjgj3,d j £QtQCtJ..QL 
Qb,ug. (New York: Praeger, 1976); Louis Turner, Qj'j 
LQMl2aJ3 i2S io tii.e ecD.tiQD! i-tem. (London; Allen and 
Unwin, 1978). 

(21) Cantori and Spiegel, p.1f7. 
"pattern variable" as "...a general 
inter—connects several related factors." 

They defined a 
category which 

(22) Cantori and Spiegel define these terms as follows: 
"By cohesion we mean the degree of similarity or 
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complementarity in the properties of the political entities 
being considered and the degree of interaction between 
these units." Cantori and Spiegel, QQit,. p.10. 

(23) Myron Weiner defined integration in the context of 
comparative national politics as, "the problem of creating 
a sense of territorial nationality which overshadows-or 
eliminates- subordinate parochial loyalties." Myron 
Weiner, "Political Integration and Political Development," 
in EQjjç.j 1QCZt.1QQ. ed. C..Welch, (Belmont, 
Calif.: Wadsworth Publishing Co., Inc., 1967), pp.150-51. 

(24) The war between Iraq and Iran is thus not interpreted 
as adversely affecting the cohesion of OPEC until and 
unless those two nations bring their territorial and other 
differences into the OPEC meetings and thus encompass 
petroleum within their general disagreement. 

(25) It must be recognized though that it does have the 
power to refuse to sell oil to states and this can have 
definite and important military implications. 

(26) Iraq and Iran have, at the time of writings been at 
war with each other for more than six years. 

(27) Non-OPEC states which are members of the Gutf 
Cooperation Council are Oman and Bahrain. The Gulf 
Cooperation Council is primarily a military organization 
composed of the Arab states around the Gulf. It was 
created in an effort to fill the vacuum left by the 
withdrawal'of the British military forces from that area. 
Terzian, however, has suggested that the real purpose of 
the organization is to ensure "...the security of the Gulf 
monarchies, free from Iran's influence and for once with no 
need to fear Iraq's opposition." Pierre Terzian, QEt 
It I I a a ide S tQr. (London: Zed Books Ltd., 1985), p. 
283. - 

(28)" OPEC QeEf, AaElt,4511 aj.tjj ujjt.j .12. (Vienna: 
OPEC, 1984), Table 7. 

(29) LbiL. 

(30) Gross National Product (GNP) is the total market vale 
of all final goods and services produced in an economy in 
one year. 

( 3 1 ) Table 3. 
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(32) The most obvious recent examples are the desire of 
both Iraq and Iran to increase production at the expense of 
the other, and the desire of Nigeria to increase its 
production, and hence, its national revenues. 

(33) This factor is a major reason behind the current 
conflict between Iran and Iraq. See T.V. Ismael, 
Ico. Syracuse: Syracuse University Press, 1982. 

(34) Ecuador became an Associate Member in 1973 and a Futt 
Member later that same year. Gabon became an Associate 
MemDer •in 1973 and a Full Member in June 1975. Gabon was 
the last country to become a member of OPEC. 

(35) Some observers have suggested that the most important 
reason for Mexico not officially joining OPEC is political 
pressure from its northern neighbor, the United States.. 

(36) For examples of the latter see Leonard Binder, "The 
Middle East as a Subordinate International System" Wgrl d 
aglitial  X (1958), and T.Y. Ismael Jhp. fidie jo 
WQticL EQLitiC.. Chapter 11. 

(37) See Bruce M. Russett, jjj 
latp.tu at i.Q1aal aylteqll. (Chicago: Rand McNally, 1967). 

(38) .Ibj1ia. 

(39) Following Cantori and Spiegel we define the core 
sector as fo-liows: "The core sector consists of a state or 
a group of states which form a central focus of the 
international politics within a given organization," 

(40) There are more recent figures indicating that oil, 
discoveries in three of Iraq's southern provinces wilt 
raise that country's reserves beyond 100 million barrels. 
If proven, Iraq's reserves would be second only to Saudi 
Arabia. QEC du i iUo. Vol. XVI, No.3 (April 1985). 
p.5?. 

(41) QEC oouj alalizlicai Ji1XiQ 12&. Table 34. 

(42) According to Pipes, the percentage of Muslims in each 
country is as follows: Iran, 96 Iraq, 95; Kuwait, 96 
Saudi Arabia, 99 and the United Arab Emirates, 92. Daniel 
Pipes, lo Ibe 2.tb of (New York: Basic Books, Inc., 
1983), Table A.1. There is also a sizeable Shia population 
in Iraq. 

(43) See G.Lenczowski pp.298-299. 
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(44) John 3u11och, Ibg QUlf. (London: Century Publishing, 
1984),pp .47-51. 

(45)' For a detailed account of Buraimi within the context 
of eastern Arabia, see Arabian American Oil Company, 

Qtb.CQ bQe QI tb.e Bezjj.1112 Quil. (Cairo, 1952), 
pp.141-157; and J.B. Kelly, ELQDXJ.C. 
(London:1964). 

(46) See G. Lenczowski, pp.657-a; 679-80. 

(47) The assistance given by Iran to Oman in putting down 
the Dhofar rebellion is an obvious exception to this 
statement. 

(48) Several incidences of such attempts have, in fact, 
been reported in Kuwait -and Saudi Arabia. 

(49) Obviously the above statements do not take into 
consideration the effects of the Iraq-Iran war which has 
seriously disrupted communications of all types. 

(50) The other two factors are land and capital. 

(51) OPEC QE.0 xii O.U1121io 123. Table 
1. 

(52) OPEC 1b1a. Table 3. 

(53) Table 2. 

(54) OPEC. Aouui .ti.ati.L .tzii.t.th .12&3. Table 
21. 

(55) Since Iran is not predominately an Arab country, the 
Iraq-Iran war does not affect the validity of this 
statement. 

(56) Until recently Kuwait was the only Arab Gulf state to 
have formal relations with the U.S.S.R. and China. John 
t3ulLoch QQ&1ta.. p.34. 

(57) Events in the fall of 1986 did demonstrate that 
economic relations between the countries did exist, 
primarily the sale of weapons by the United States to Iran. 

(58) Canton i and Spiegel, p.22. 

(59) Qit,a.. p.24. 
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(60) One exception must be noted. It is the right of veto 
by the Founder Members of a membership application. Two 
Countries have had their membership applications vetoed by 
a Founder Member. They were: Trinidad and Tobago, and the 
Republic of Congo Brazzavile. Kubbah, QQ.jt.. p. 18. 

(61) This decline in production was because of two factors. 
The first was the decline in the demand for petroleum. The 
second, and more minor cause, was the war between Iran and 
Iraq. 

(62) OPEC, rjj u!.LIii Table 13. 

(63) Cantori and Spiegel Qj. p.25. 

(64) The members of OAPEC are: Saudi Arabia, Kuwait, 
Libya, Algeria, Bahrain, Qatar, the U.A.E., Iraq, Syria, 
and Egypt. Albert L. Danielsen, pp.153-154. 

(65) Four states, Algeria Gabon, Libya, and Nigeria are 
members of both the OAU and OPEC, for example,. This would 
also be true of the Organization of Arab Petroleum 
Exporting Countries (OAPEC)S 

(66) This ability is limited by several factors including 
transportation costs the type of oil produced and 
demanded, and the available refining capabilities. 

(6?) The charges have not originated solely in developing 
countries,. The Gaulists, for example, charged the United 
States with undue political and economic influence ii 
France. Nor have the charges been directed only at 
capitalist countries. The Soviet Union was the object of 
such charges by Egypt as a result of the influence it 
gained by assisting with the construction of the Aswan dam. 

(68) The American ban upon its firms and citizens working 
in and trading with Libya in January 1985 is an example. 



CHAPTER NINE 

THE THEORY APPLIED TO OPEC 

It has been emphasized that the membership 

of OPEC is highly diverse. There is little basis in terms 

of retigion, ethnicity, geographical location, or language 

to serve as a common element holding the member states of 

the organization together. It has also been suggested that 

the two elements which are common to all the member sta-tes 

of OPEC, underdevelopment and a heavy reliance upon 

petroleum for governmental revenues, are recognized by alt 

members of OPEC. These two factors thus serve as the basis 

for the creation and continuation of. the organization. 

They do not, however, provide a basis for the determination 

of policies within OPEC. 

Within an organization as large and disparate as 

is OPEC the question must be asked, where does the real 

power reside? It is obvious to even the casual observer 

that the decision—making power within OPEC is not equally 

distributed within the thirteen members. Why would a 

country such as Saudi Arabia, with its enormous petroleum 

reserves, be wilting to share power on an equal basis with 

countries such as Gabon or Ecuador? The power in terms of 

417 
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petroleum reserves and productive capacity of these latter 

two states is miniscule when compared with that of Saudi 

Arabia. Additionally, why would consuming states such as 

those in Western Europe consider Gabon and Ecuador to be 

the equals of Saudi Arabia in matters pertaining to 

petroteum policies? Obviously they do not. 

For these reasons this chapter will focus upon an 

analysis  of the cored and peripheral groups within OPEC. 

Th.e purpose of the' analysis is to ascertain the various 

power relationships which may exist, andtheir'relative 

power.. -within OPEC as an organization. Specifically, 

within the framework which has been adopted, that of 

subordinate systems, the purpose is to determine whether or 

not there is a core sector within OPEC. The operating 

definition of a core sector is that it consists of a state 

or group of states which form a central focus of 

international politics within a given organization. The 

tentative hypothesis is that the Gulf states of OPEC, 

excluding Qatar, do constitute such a core sector. 
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EQIQ QNIkUI.IN.G IQ IUE au-CL Eal Q.E H EL 

MOMENTUM 

The successful results which followed the events 

of 1973 created within OPEC demonstrable proof of its 

effectiveness and simultaneously created the momentum for 

further activities in the future. This sense of momentum 

had begun with the successful efforts of Libya to gain 

higher levels of revenues from the oil companies operating 

in its territory. Those efforts had-begun in 1970. Had 

the effects of the Libyan actions been confined solely to 

Libya they would not have had the results upon OPEC which 

they did. They were not confined to Libya. Rather, they 

spread rapidly to other members of OPEC with the result 

that in a relatively short period of time all the member 

states of OPEC had achieved significant benefits.(1) The 

most notable.of these benefits were the increased control 

over the pricing of petroleum and additionally greater 

control over the levels of production. 

As a direct res.ilt of the actions of Libya which 

were subsequently built upon by other menbers, and which 

culminated with the events of 1973 and 1974, OPEC faced new 

challenges. These new challenges were the outcome of the 

transfer of power from the oil corporations to the oil 
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producing countries. New problems and challenges were also 

the result of the sizeable increase in revenues which 

followed the actions of those years. Not only the locus, 

but also the nature of the decisionmaking with respect to 

petroleum, had undergone a fundamental change. This change 

resulted in an increase in the responsibilities of OPEC. 

The momentum which had been created by the early 

successes of the OPEC states did not end with the 

termination of the oil embargo in early 1974. Rather, the 

events, surrounding the emoargo created the basis for a 

continuations and possible amplification of the momentum. 

The price increases of 1973 and early 1974 served to 

increase the profits of the oil firms as welt as the 

revenues to the oit.exporting countries. These higher 

profit levels served as new targets for the OPEC states. 

The efforts of the OPEC members to further increase their 

revenues by gaining a portion of the newly enlarged 

corporate profits were also facilitated oy recent changes 

in market conditions. These changes had rendered the 

companies less able to resist the demands of the producing 

countries.(2) 

The newly increased oil revenues also facilitated 

the ability of the oil states to vigorously pursue even 

higher taxes from the oil companies. The oil states were 

now in a better financial position to withstand a possible 
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drop in revenues as a result of production cutbacks during 

negotiations. This increased bargaining power was also 

cumulative. The longer high prices continued the greater 

was the theoretical ability of the states to withstand a 

reduction of production. 

COMPATIBILITY OF MEMBER POLICES WITH THOSE OF OPEC 

A second factor which accounts for the 

effectiveness of OPEC in achieving its goals is the 

demonstrated wilUingness and ability of its members to 

subordinate their differing oil policies to a singleOPEC 

policy. As M.A. Tetreault has pointed ot,(3) this ability 

was well demonstrated during the embargo of 1973. That 

embargo was the result of a decision taken by OAPEC, not 

OPEC. It was the product of Arab oil producing states. 

Some of those states were members of both organizations, 

while others were not.(4) The increases in the price of 

oil were set by OPEC. Those increases were based upon the 

reduction of the supply of oil. Therefore all members of 

OPEC were benefitting from the price increases which onlya 

portion of the OPEC members, the OAPEC Arab states, were 

responsible for. 

As George Lenczowski noted, "On the price issue.. 

OPEC as a group demonstrated outward solidarity although 
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substantial, differences in approach emerged among its 

members."(5) There were at that time two distinct policies 

being advocated for OPEC. One policy was that of Iran's. 

The other was put forward by Saudi Arabia. 

Iran's policy was to encourage higher oil prices. 

This policy became the OPEC policy and was supported by the 

majority of states within OPEC. It was founded upon 

several contentions. First, Iran argued that higher prices 

were a matter of simple justice. Given the many years in 

which the price of petroleum had been too low and when the 

producing countries had not received a fair price for their 

oil., higher oil prices now were justified as a form of 

compensation for past wrongs.(6) 

Second, it was contended that higher oil. prices 

would serve to stimulate conservation of petroleum. This 

was desirable according to Iran because oil. was a 

depletable, non—renewable resource. Conservation policies 

would serve to stimulate the development of alternative 

forms of energy, and thus would serve to benefit all 

consumers in the tong run. 

Lastly, Iran dismissed the complaints arising in 

the Western countries that higher oil prices would have an 

adverse effect upon the rates of inflation in those 

economies, and eventually, worldwide. The basis for the 

rejection of this contention was that the increase in oil 
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prices accounted for no less that two per cent of the 

'world's inflation.(7) Additionally, Iran pointed out that 

the increase in the level of inflation preceded the 

increase in the oil prices.(8) 

There is also the probability that in addition to 

the reasons stated above, there were other domestic 

political considerations which bolstered Iran's position of 

favouring a higher price. Certainly, a higher price, if it 

were achieved, would do no harm to the image and power of 

the Shah. It would stand in direct contrast to the 

policies of Mossadegh some years earlier. The increased 

revenues which would flow from higher prices would not only 

create a, more positive image of the Shah but would provide 

him with additional revenues with which the development of 

the Iranian economy and military could be pursued. A 

stronger economy and military could then be used to 

increase Iran's role in the affairs of the Gulf and 

elsewhere. 

The policy of Saudi Arabia at that time was to 

oppose the higher prices being advocated by Iran.(9) 

Eventually, as a result of effective lobbying by Iran and a 

change of instructions by the Saudi Government,' Saudi 

Arabia changed its position. This assured that the Iranian 

position was accepted without opposition as the OPEC 

position. The Saudi position with respect to the Tehran 
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Agreement was consistent with the general position taken by 

Saudi Arabia. It sought to moderate the level of price 

increases and to stabilize oil prices. The position of the 

smaller Gulf states tended to follow that of Saudi Arabia. 

Iraq and Kuwait tended to support the Iranian position. 

The position of Saudi Arabia which sought 

moderation in price increases was based upon several 

factors. First, King Faisal was concerned that if the 

price of oil increased too rapidly it would inflict harm 

upon the Western economies. If such a possibility were to 

occur it would weaken the ability of those countries to 

resist a possible spread of cornmunism.(.1O) While this 

concern was shared by the other Gulf states, nowhere did it 

receive the emphasis which it was accorded in Saudi Arabia. 

Secondly the rapid increase in oil prices 

entailed the possibility of damaging Saudi Arabia's 

relations with the United States. The enbargo had 

certainly weakened that relationship, at least from the 

American perspective.(11) In spite of the embargo and the 

American relationship with Israel, King Faisal continued to 

pursue a policy based upon cooperation with the United 

States. He did not want it damaged by a policy which, from 

a Saudi perspective, was unnecessary. 

Lastly, the Saudi position was based upon its 

analysis of the Arab world's relations with the West. King 
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Faisat was concerned that because higher petroleum prices 

would hurt all oil importing countries, whether they 

supported the Arab world or not, it would have the result 

of alienating the friendship of those countries which had 

traditionally supported the Arabs in their dispute with 

Israel. Additionally, such a policy would provide an 

opportunity for Israel to make inroads in the West and 

weaken the support for the Arabs. 

The decision with which Saudi Arabia was faced 

regarding the Tehran Agreement was not an easy one. On the 

one hand they were concerned that to support the Agreement 

would damage the foreign policy of all of the Arab states 

and could possibly Lead to increased intrusive efforts by 

communists. On the other hand,a failure to support the 

Iranian position and the majority of OPEC states would 

weaken the position of OPEC. It would weaken the 

solidarity of OPEC which had been created over thirteen 

years and which had proven to be so beneficial to all of 

its members in the recent past. That soLidarity would 

undoubtedly be needed in the future. 

The Saudis chose a middle road which was intended 

to maximize both alternatives. They supported the Tehran 

Agreement and thus maintained the solidarity of OPEC. They 

also, along with Qatar and the United Arab Emirates, 
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Lowered the posted price of marker crude by 40 cents a 

barrel on November 10, 1974. 

It must be remembered that while the various 

members of OPEC may have dissimilar goals, this does not 

necessarily imply that the methods chosen to achieve those 

goats are not reinforcing. Neither does it imply that the 

methods emoloyed are necessarily in conflict. The events 

of Late 1973 and early 1974 within OPEC provide a 

supporting example of this. The Arab members had 

undertaken an embargo which reduced their production 

levels. Non-Arab members were also reducing their 

production levels in an effort to increase the price of 

oil. The reduction.of production by the Arab states was 

done for political reasons. It was intertwined with the 

Arab-Israeli war. The cutback in production by the 

non-Arab states had nothing to do with the conflict in the 

MiddLe East but was solely an attempt to increase 

government revenues while simultaneously conserving their 

oil. Because the two OPEC groups were pursuing different, 

although non-conflicting policies, there persisted within 

OPEC a disagreement pertaining to what OPEC's pricing 

policy should be. 

Tetreault cites a further example of dissimilar 

but non-conflicting policies within OPEC.(12) Following 

the 1973 embargo Iraq began following a policy of slightly 
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reducing the price which it was charging for its oil. It 

adopted this policy in an effort both to increase its share 

of the market and aLsoto secure higher oil revenues. This 

policy was in conflict with that of other OPEC countries 

which were reducing their production. Examples of 

countries which were reducing their production were Libya.. 

Kuwait, and Venezuela. For Libya the underlying reason for 

the reduction of production was to discipline the petroleum 

companies which were then operating within it territory. 

The decision of both Venezuela and Kuwait to limit 

production was based upon a desire to conserve their 

petroleum reserves. The two sets of policies were 

obviously in conflict. This conflict did not however 

seriously disrupt the oil market as some, including M.F. 

Adelman had predicted.(13) One reason why Adelmans 

prediction proved to be incorrect might be that the 

independent action taken by Venezuela, Kuwait, and Libya 

offset the action taken by Iraq. 

NON—OPEC PRODUCERS AS "FREE RIDERS" 

The willingness of non—OPEC producers to adopt 

the OPEC price as the minimum price for oil is a further 

reason. Thus producers external to OPEC acted in a manner 

which supported the efforts of OPEC. 8y accepting the OPEC 
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price as the minimum price for their products, the non—OPEC 

producers behaved as "free riders" in the international oil 

market. So long as they were witting to accept the OPEC 

price and not weaken it through overproduction, they could 

receive the benefits of OPEC efforts without having to 

devote their energies to ooticies which 4ould achieve the 

same or similar ends.(14) 

Taken together the reasons discussed above 

constitute much of the basis for the success of OPEC. 

QE 

The events of 1973 and 1974 were important from a 

bargaining, perspective. Previous to that period OPEC had 

been attempting to redistribute income from the oil 

corporations operating within OPEC member states to those 

states. Because of this purpose, no redistribution of 

assets was required within OPEC. The redistribution of 

assets was between OPEC and the corporations. There was no 

necessity of facing the problems of redistribution among 

the OPEC members. Because of this prevaiting mode of - 

bargaining, the goals of the individual OPEC members could 

be soughto and often attained, without being in conflict 

with the goals and methods of OPEC. The prevailing system 

atso meant that the individual members need not be in - 

conflict with each other in their individual efforts to 
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achieve their own separate goal-s. This system facilitated 

the maintanence of unity and the low level of conflict 

among OPEC member states. Conflict, when it did occur, was 

between OPEC and those Outside OPEC. 

This type of bargaining situation also was 

conducive to the individual members of OPEC supporting the 

efforts of each other. Within OPEC the members were not 

engaged in a zero sum game. The benefits which one state 

achieved were not at the expense of another member state. 

This situation also facilitated the rapid spread of the 

benefits achieved by one state to other states. The way in 

which, following the successful efforts 3f Libya to gain 

control from the oil firms, other OPEC members quickly 

emulated Libya's tactics is an example. Such behavior was 

logical in that context because the increased benefits, 

when they were achieved, were at the expense of the 

corporations and not the members of OPEC. This fact also 

served to stimulate mutual support and leap frogging among 

the OPEC countries, 

Another factor which has facilitated the 

bargaining effectiveness of OPEC as well as working to 

insure its solidarity is the fact that OPEC provides 

beneficial services to its members. These services are in 

the form of public goods. One of the first efforts of OPEC 

was to create a Secretariat. This was done -successfully. 
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The result is that OPEC gathers and disseminates to its 

members data pertaining to the internationaL petroleum 

situation which the individual member countries would, most 

probably, not be able to do by their individual, but 

separate, efforts. The members of OPEC have been willing 

to provide to OPEC information relating to their reserves, 

levels of production, etc., which they would otherwise be 

reluctant to provide to other governments. In this sense 

OPEC has achieved strength through numbers. The resulting 

information and analyses of data which is produced by the 

OPEC Secretariat is then made available to the members on a 

equal basis. 

The information also provides the basis for the 

decisions which OPEC as an organization takes. The 

advantage is that all the members are working with the same 

common data. Therefore; conflicting policies which might 

result from different data bases can be avoided. 

A further factor which has facilitated the 

solidarity of OPEC is that throughout most of its history 

it has not had to contend with the prospect of prorationi.ig 

among its fnembers.(15) This would be highly divisive since 

such a situation would cause each member to attempt to 

maximize its own situation. Such an-outcome could only be 

accomplished to the detriment of the other members of the 

organization. So long as OPEC has been in a situation 
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where its members could achieve their ends at the expense 

of outsiders, as opposed to other members, the prospect of 

internal division could be avoided. 

A subset of this factor is that since OPEC 

activities do result in the production of public goods, 

namely the establishment of a floor price for the petroleum 

which is marketed internationally, it also benefits 

non-OPEC countries. This is so because of the basic nature 

of public goods, that they cannot be withheld from some 

segments of the public once they have been created. This 

fact has created good will for OPEC from some 

underdeveloped oil producing countries. Examples of.such 

countries are Mexico and Egypt. 

The same factor also presents a potential risk to 

OPEC. To the extent that OPEC is successful in 

establishing and maintaining a floor price for 

international petroleum, that floor price serves to reduce 

the potential economic risk for other oil producers. 

Should those non-OPEC producers attempt to maximize their 

income by substantially increasing their production, those 

efforts could serve to destabilize the floor price which 

OPEC has estabtished(16) Should the non-OPEC countries 

continue such a policy, the only alternative which OPEC 

would have should it wish to maintain the floor price, 

would be for the OPEC countries to reduce their own 
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production. This reduction would have the effect of again 

stabiLizing supply and demand at an equilibrium position, 

but the cost would have been incurred by OPEC. (17) 

Because of the potential danger to OPEC 

solidarity of redistributive bargaining, there has been a 

tendency within the members of OPEC to avoid it so far as 

possible. For most of OPEC's history there has not been 

the overriding necessity to engage in such bargaining. On 

other occasions, when it appeared that such bargaining was 

required, methods have been found to circumvent that 

necessity. An example of this latter approach occurred in 

1976 at the Doha Conference where the members proved to be 

unable to reach a pricing policy which could receive the 

support of alt members. As a result, OPEC adopted a 

two—tier pricing policy. In fact, the format action taken 

at Doha represented only a format recognition of an already 

existing situation. There existed prior to that meeting no 

uniform pricing policy in operation within all thirteen 

OPEC members. That situation continued until at least 

1978. This example illustrates the importance attached to 

solidarity or at least the appearance of solidarity within 

OPEC, by its members. 

As was discussed above, the existence of 

differing goats among the various OPEC states need not 

present a problem for OPEC solidarity so tong as those 
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goals are compatible. One of the basic reasons for the 

creation of OPEC in 1960 was to enhance the capabilities of 

its members in achieving development. This raises the 

possibility that OPEC, by serving to facilitate the 

development of its members, may simultaneously have the 

effect of producing conditions detrimental to the 

solidarity and hence, the existence, of OPEC itself. 
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TABLE IX-0 

OPEC MEMBER COUNTRIES' GROSS NATIONAL PRODUCT AT 
CURRENT MARKET PRICES, 1963 & 1983 

(Millions of U.S. Dot. I. a r s) 

COUNTRY 1963 1983 1983/1963'/ 

Alger i a 
Ec uad or 
Gabon 
Indonesia 
Iran 
Iraq 
Kuwai t 
Libya 
Ni geria 
Qatar 
Saudi Arabia 
U. A.E. 
Venezuela 

2653. 4A 
950.1 
160.0 

704OO.O 
4,756.3 
l.-675.0 
1,360.8 
739.2 

4.-076.8 
106. 0* 

1,497.3 
73. 3* 

9,108.7 

44,830.0* 
12;1 80.2 
2,807.3 

77,908. 5* 
110,998.0* 
32,630.0* 
30,036.6* 
25,640.0* 
72,170.0 
8,100.0* 

110,779.1 
26,270.0* 
64112.1 

OPEC TOTAL 97,5 56.6 

1689.53 
1281.99 
1754.56 
110.67 

2333.70 
1948.06 
2207.28 
3463.61 
1770.26 
7641.51 
7398.59 

35986.30 
703.86 

618461.8 633.95 

AVERAGE 

AVERAGE 

CORE 
1,872.5 62,142.7 

PERIPHERY 
11,024.3 32875.6 

9,974.79 

2302.62 

SOURCE: OPEC, 
DELL Al2QUill 5tatiltiQAI Q.Ulllliat 12. 
(Vienna: OPEC, 1984), Table 3. 

* Provi Si onat, preliminary, or estimated figures 

A Gross Domestic Product 

An examination of Table IX-0 reveals that there is a 

widespread divergence in the rate of growth of OPEC member 

countries' GNP 

Low of 110 for 

in the period 1963-1983. It ranges from a 

Indonesia, the country with the highest GNP 

in 1963, to 35,986 for the U.A.E., the country with the 
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Lowest GNP in 1963. More importantly, the five core 

countries are among the seven highest in terms of increase 

of GNP. The two peripheral states among the highest seven 

are Qatar and Libya. Qatar is relatively unimportant by 

most standards. It has not played an important role_within 

OPEC. Rather, it has tended to follow the lead of the 

U.A.E., and especially Saudi Arabia, with which it shares a 

common border and generally close ties. Libya is the 

exception. In terms of increase in GNP it ranks fourth. 

Nearly, alt of its growth occurred during the second of the 

two decades being examined. White its rote within OPEC has 

been important, especially during the early 1970s, its 

infuence in other time periods has been reduced because of 

the political differences between its political leadership 

and the conservative monarchies of several of the Arab Gulf 

states. In any cases there does appear to be a high 

correlation in the level of increase in GNP and the states 

identified as core states. Lastly , it should be noted that 

Venezuela ranks only 12th out of 13 countries. While its 

importance in the creation of OPEC was crucial, it has not 

benefitted to nearly the same degree as have the core 

states. 

Certainly the fact that the core states are all among 

those with the greatest increase in GNP would have a 

tendency to cause power and influence within OPEC to flow 
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to them. Negatively, that same factor could also be the 

cause of jealousy and friction if the peripheral states 

perceived that the core states have used that power and 

influence to better their situation at the cost of the 

peripheral states. We have found little evidence of this 

however. 

As the result of the activities of OPEC its 

members have developed considerably over the last quarter 

century. Their national incomes have increased several 

fold over what they had been in 1960. Understandably as a 

result of this development, the different countries have 

often sought to achieve different goals. Even wh-ere the 

goals were the same, different countries have adopted 

differing paths to achieve those goals. Inshort, the 

members of OPEC may well be experiencing a process of 

gradual differentialization. As they become more 

differentiated the OPEC solidarity may prove to be 

increasingly more difficult to sustain. 

It is natural, after a cursory examination, to 

identify the five countries we have identified as the OPEC 

core as being dominant solely because of their relative 

abundance of petroleum. This impression is bolstered when 

the data are examined. 
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TABLE IX-1 

OPEC OIL RESERVES 

(Millions of Barrels) 

A,S PER CENT OF 
YEAR CORE RESERVES OPEC RESERVES 

1979 
1980 
1981 
1982 
1983 

353, 421 
35387O 
356,756 
379,132 
384,188 

SOURCE: OPEC, 

QEC a0llgll alSlli2liQAl QU112.tiQ4 12. 
(Vienna: OPEC, 1984), Table 34. 

81.02 
81.17 
81.35 
81.26 
81.64 

Table IX-1 presents the OPEC oil reserves for 

1979-1983. Some observers have suggested that the 

"Official oil reserves are a form of propaganda put out by 

oil companies in order to influence both outsiders and 

insiders to OPEC politics."(18) This is a political 

argument based upon the contention that the quantity of oil 

reserves which a country possesses has considerable bearing 

upon both its relations with consumers and upon other. OPEC 

members. (19) In any case, the purpose of the data in this 

instance is to provide a measure of the relative reserves 

among OPEC members. What is quickly obvious is that the 

core countries' reserves accounted for approximately 81 per 
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cent of the total OPEC reserves. Based only on this 

factor, we would expect the core states to exert a dominant 

influence both within OPEC and upon consuming countries. 

By itself, the size of the oil reserves of the core states 

would indicate that those countries would most probably 

continue to dominate OPEC in the future. Within OPEC we 

also find that the five core states consume on average 52 

per cent of the refined petroleum products of OPEC, whereas 

the remaining eight states consume 48 per cent of OPEC's 

refined products.(20) Given the much larger reserves of 

the core states this factor further increases their 

relative power within OPEC. 

Reserves represent potential. That potential may not 

be realized. Production, on the other hand, represents 

realized or actual control over the resource. 
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TABLE IX-2 

OPEC OIL PRODUCTION 

(Thousand Barrels per day) 

YEAR 
TOTAL 
OPEC CORE CORE/OPEC% 

1963 
1973 
1979 
1 980 
1981 
1982 
1983 

11514.2 
30,988.5 
30,928.8 
26,878.4 
22,598.7 
19004.2 
16,988.7 

6,583.7 
20,028.2 
20,508.4 
17,379.8 
14,6.53.3 
11959.5 
10,283.0 

SOURCE: OPEC, 

ooi atsitiali cal c4.U.1DL 12. 
(Vienna: OPEC, 1984), Table 13. 

57.18 
64.63 
66.31 
64.66 
64.48 
62.93 
60.05 

Table IX-2 shows OPEC oil production for selected 

years from 1963 to 1983. Again, as with the pr.evious 

table, it is quickly obvious that the core states account 

for the majority of petroleum production within OPEC. Over 

the period examined, the core countries' percentage of OPEC 

product 'ion ranged from a tow of 57.18 per cent in 1963 to a 

high of 66.31 per cent in 1979. When considering those 

percentages two facts need to be borne in mind. First, in 

1963 oil production in some of the core countries was not 

yet fully developed. This was es,pecially true with respect 
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to Saudi Arabia and the United Arab Emirates.(21) In 1963 

Saudi Arabia produced only 55 per cent as much oil as did 

Venezuela. 

Second, there has been a reduction of production in 

some of the core states since 1979 oecause of the war 

between Iraq and Iran. In 1979 Iran produced 3167.9 

thousand barrels per day. By 1981 this had fallen to 

1315.9 thousand barrels per day. In 1979 Iraq produced 

3476.9 thousand barrels per day. By 1981 its production 

had been reduced to 897.4 thousand barrels per day. These 

reductions of 58 per cent and 74 per cent respectively in 

production were taking place against the general backdrop 

of production cutbacks caused by the general suplus of 

petroleum on the international market. The evidence is 

clear however. The core countries account for 

apptoximately 60 per cent of the total OPEC production. 

This is certainly sufficient to give them a significant 

voice in OPEC policies. 

It was stated above that oil reserves represent 

potential power as opposed to the actual power represented 

by production. There is obviously a relationship between 

them. Oil is a non—renewable, depletable resource. 

Therefore the oil which is produced today is at the expense 

of oil which could have been produced in the future. 
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If one wishes to project the future power 

relationships in OPEC it is necessary to examine the 

production ratio. The production ratio is the ratio of 

reserves (R) to production (P). It is usually abbreviated 

as (RIP). The production ratio is an indication of a 

country'i ability to maintain a given level of production 

over time. - 

TABLE IX-3 

R/P RATIOS FOR OPEC MEMBERS 1985 

COUNTRY PRODUCTION RESERVES 
(cnb/d) (bb) 

Algeria 0.666 8.82 
Ecuador 0.279 1.18 
Gabon 0.172 0.67 
Indonesia 1.178 8.50 
Iran 2.192 59.00 
Iraq 1.354 65.00 
Kuwait 0.936 92.46 
Libya 1.024 21.30 
Nigeria 1.491 16.60 
Qatar 0.290 4.50 
Saudi Arabia 3.175 171.49 
U .A .E. I fl ;  312. 99 1 .0 57  . 

Venezuela 1.563 27.20 

RIP 
(years) 

13.24 
4.23 
3.90 
7.22 

26.92 
48.00 
98.78 
20.80 
11.13 
15.52 
54.01 
31.21 
17.40 

CORE 8.714 420.94 

PERIPHERY 6.663 88.7? 

48.31 

3.32 

SOURCE: OPEC, 

QEC ADULI. BQQCt 12a. 
(Vienna: OPEC, 1987), pp. 16-23. 
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Table IX-3 gives the production ratios for all the 

OPEC member countries. What is revealed in this table is 

consistent with the two previous tables. The productioi 

ratio for the core countries is 48.31 while it is 13.32 for 

the countries of the periphery. In other words, at 1985 

levels of production the core states can maintain their 

current levels of production for 48 years, while those of 

the periphery can maintain their current level of 

production for onLy 13 years. Viewed separately, the five 

core countries have larger production ratios than any 

states in the periphery. Libya has the sixth highest 

production ratio at 20.80. The production ratios of Iran 

and Iraq are longer than would be expected because their 

production has been reduced as a result of their war. It 

would be logical to anticipate that •the production ratios 

of those two countries would fall if, and when, the war is 

terminated and their oil industry is reinstated to pre—war 

levels. 

Basic in the attempt to control prices is the ability 

to control the supply of the product on the market. 

Therefore production capacity is important. It is 

important because, assuming that certain suppliers account 

for a large percentage of the product available, they can 

exert influence upon the price by their decisions to 

increase or decrease their production. Countries which 
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have a sizeable budget surplus, or those whose dependence 

upon oil is less than other suppliers, are more likely to 

be able and wilting, to reduce their production. The 

existence of excess productive capacity is a necessary 

requirement to increase the supply in the short run and 

thus bring about a dowpward pressure on price. 

TABLE IX-4 

OPEC PRODUCTION CAPACITYP 1979 

COUNTRY CAPACITY IN MB/D 

Saudi Arabia* 
Iran 
I r a q 
Kuwait* 
U.A.E. 
Qatar 
Venezuela 
Ni geria 
Li bya 
Al geri a 
Indonesia 
Ecuado r 
Gabon 

10.80 
4.50 
4.00 
2.80 
2.48 
0.65 
2.40 
2.40 
2.10 
1.20 
1.65 
0.25 
0.25 

TOTAL 
Domestic Consumption 

Available for export if 
production maintained at 

capacity 

35.48 
2.30 

33.18 

SOURCE: Fereidun Fesharaki, "Global Petroleum Supplies 
in the 1980's: Prospects and Problems" 

QEEC aid. - 

4(Summer 1980), p. 33. 

* Includes one-half Neutral Zone Capacity 
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Examination of Table IX-4 reveals the dominant 

position of Saudi Arabia in terms of production capacity. 

Its capacity in 1979 was more than 30 per cent of the total 

OPEC production capacity. The production capacity of the 

core states within OPEC amounted to more than 69 per cent 

of OPEC's total production capacity. 

TABLE IX-5 

EXCESS OIL PRODUCTION CAPACITY, 1979 (in MB/D) 

Saudi Arabia* 
Iran 
Iraq 
Kuwait* 
U. A.E. 
Qatar 
Venezuela 
Ni geri a 
L i bya 
Al geri a 
Indonesia 
Ecuador 
Gabon 

TOTAL 
Core Total 

Core/OPEC 

1.32 
1.52 
.62 
.55 
.66 
.15 
.06 
.07 
.04 
.06 
.05 
.04 
.04 

5.18 
4.67 

90.15 per cent 

SOURCE: Fereidun Fesharaki, "GLobal Petroleum Supplies 
in the 1980's: Prospects and Problems" 

4(Summer), p. 33. 

* Includes one-half Neutral lone Capacity 

TabLe IX-5 presents the excess oil production capacity 

in 1979. Again, the position of Saudi Arabia is important, 

although the excess capacity of Iran exceeded it by .20 
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million barrels per day.(22) As in pr'evious tables, what 

is clear is the dominant position of the OPEC core states. 

In Table IX-5 they account for more than 90 per cent of 

OPEC's excess oil production capacity. 

EALI Qrs EarQUEAgiag Qb.iQQ 

It has now been.rnore than twenty—six years since OPEC 

was created. The maintanence of any inter—governmental 

organization for that length of time is itself an 

accomplishment. But the world is dynamic. The world of 

petroleum is especially so. The factors which led to the 

creation of OPEC and which operated to facilitate its 

continued existence and success are not static. The fact 

that OPEC has existed for more than a quarter of a century 

is not, of itself, any guarantee that it will continue to 

exist for a further quarter of a century. Neither is it a 

guarantee than even if OPEC does continue to exist it wilt 

do so in an unaltered form. As Doran noted, "Maintenance 

of cohesion entails a capacity to deal with a changing set 

of market conditions, new entrants to the market, and the 

possibte emergence of internal tensions and disputes."(23) 

It is to an analysis of the factors operating to maintain 

the cohesiveness of the OPEC core sector that we now turn 

our attention.. 
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If any one factor was dominant at the time of the 

creation of OPEC it was that of collective self-interest. 

OPEC was not created merely to create another organization. 

It was created to serve and to protect the interests of its 

members. Those members perceived the international world 

of oil as being arranged in such a fashion that individual 

small, underdeveloped countries had little possibility of 

exercising control over their own resources to any 

significant degree. OPEC was created in an effort to 

attempt to rectify that situation, at least to some degree. 

It was seen by its founders as an effort to • strengthen them 

individually through collective action. Thus, from its 

inception OPEC was seen by its members as having a 

political as well as an economic purpose. The success of 

OPEC was understood to depend crucially upon the unity Df 

its members. Should that unity fail to be maintained the 

self -interest of each of the members wou1dbe at risk. 

The transfer of power within the OPEC countries from 

the multinational oil companies to the OPEC member states 

in the early 1970s has not had adverse effects upon OPEC. 

The vertical integration of the oil industry remains. It 

is probably as economically effective as ever. What has 

changed is the ultimate source of power. The relationshi 

between the oil companies and OPEC remains symbiotic. The 

ability of the firms to market petroleum has not been 
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replaced by the OPEC members. The two parties also share a 

common need for maintaining some degree of stability and 

discipline within the oil markets. 

The flow of information which the oil firms now 

provide to the OPEC countries is also imortant. While the 

OPEC Secretariat has developed into an organization which 

provides a considerable quantity of useful information and 

analyses to OPEC members, the data provided by the 

companies remains indispensable. It is through information 

provided by the companies that OPEC is able to identify any 

of its members who might be cheating on OPEC agreed 

production quotas. The daily information provided to OPEC 

is also the basis for analysing the factors of supply and 

demand in-the international petroleum market. 

The lack of immediate competition from alternative 

forms of energy also provides OPEC with a sense of 

confidence. I All of the new energy sources which might 

compete with oil are expensive, especially when compared to 

the current price of petroleum. The traditional policy of 

OPEC has been that of moderation of price increases. The 

underlying reason for that policy has been to attempt to 

preclude the development of alternative forms of energy. 

That policy has so far been successful. 

The OPEC price policy has also been assisted by 

exogenous factors. In the developed countries there has 
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been a growing awareness and concern relating to 

environmental factors over the past several decades. This 

concern has effectively eliminated the large scale use of 

coal. The 1986 Soviet nuclear accident, coupled with a 

growing concern in many western countries about the 

potential hazards of nuclear power, has brought the 

development of nuclear generated power to a standstill, 

except for the obvious exception of France. 

The multinational energy corporations have been 

hesitant to develop alternate,, forms of energy for two 

reasons. First, many of them are heavily involved in the 

oil industry. They are therefore reluctant to reduce 

profits from it when the potential remains for continued 

profits in the future in that industry.. Foreclosing the 

realization of profits in the petroleum industry would not 

represent sound economic policy in the tong run for firms 

dominated by the profit motive. 

Second, the paucity of alternatives to oil in the 

short run effectively places .a price floor on the price of 

oil. So long as the level of that floor is tolerable, 

there is little incentive to change energy sources. This 

is especially so when the development of alternative energy 

forms involves significant amounts of risk. The incentives 

to uhdertake that risk have so far been lacking. Because 

of the span of time which would be necessary to develop 
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alternative energy sources.. OPEC remains confident of its 

ability to profit from oil for many years into the future. 

With each passing period of time without efforts to develop 

alternative forms of energy, there is less danger to OPEC 

from energy substitution. This is because of the Long time 

rrequired for research and development before substitute 

forms of oenergy can be made widely available.. 

Because OPEC has existed for more than a quarter of a 

century, it is optimistic about its future. This optimism 

has some basis in fact. Few observers gave the 

organization much chance for a tong existence, Let alone 

success, when it was formed. Given the relative failure of 

OPEC to achieve any apparent successes during its first 

decade, coupled with the decline in the demand for oil in 

the middle of the 1970s, and the decline in oil prices in 

the 1980s, OPEC members contend that the organization has 

been able to successfuLly weather the most. adverse 

conditions possible. They therefore have a strong sense of 

optimism about the future. In that context they do not see 

the threat of energy substitution as a major threat to the 

cohesion of OPEC. 

Lt Lgtpl ign 

White the member states of OPEC remain confident about 

the tong term cohesion of OPEC, that optimism is not 
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universally shared. A variety of reasons have been 

advanced to support the contention that OPEC cohesion is 

problematic. 

The first reason is that there exists within OPEC a 

definite split among its members with respect to the price 

of oil. One group favours a high price while the other 

favours a much lower price. The group which favours the 

high price is led by Iran, closely followed in recent years 

by Libya. The states which favour this approach tend to be 

those with large populations,(24) very sizeable programs 

for development, and a propensity to increase their 

military capabilities significantly. These programs 

require large amounts of financial resources. For members 

of OPEC, given their great reliance upoi oil revenues the 

logical source of the needed revenues is from oil. Most, 

though not all of the states favouring this approach also 

tend to have relatively small reserves of petroleum. Given 

their relatively small petroleum reserves, they are not as 

concerned about the long term as the short term. Therefore 

their concern that higher oil prices will enhance the 

development of alternative energy sources is not as great a 

concern to them as it is for states with larger petroleum 

supplies. Most of their petroleum reserves will be 

exhausted in the short run. Also, with higher prices there 

would be less need to produce oil to attain a given amount 
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of revenue. This would tend to conserve the petroleum 

reserves which they have. 

Those states which favour lower oil prices are led by 

Saudi Arabia, They tend to have small populations, a 

limited ability to absorb capital, and large financial 

reserves. They also tend to be the states with the largest 

petroleum reserves. These countries have not forgotten the 

adverse effects of the devaluation of the United States 

dollar, as welt as the relative devaluation of the price of 

oil which was caused by the inflation in western countries. 

Because of their larger petroleum reserves, and hence, 

their longer time horizon, they are more mindful of the 

possible effects of high prices encouraging the development 

of alternative forms of energy. Correspondingly, they are 

not so attracted by the arguments favouring conservation 

caused by higher prices. 

One possible method of achieving a working agreement 

designed to moderate the divisive demands by OPEC members 

with respect to price increases would be for the wealthier 

members to loan money to the less wealthy members. Such an 

arrangement could either be formalized or operated on an ad 

hoc basis. Such a proposal could operate as an internat 

version of the OPEC Fund far International Development, and 

couUd be operated according to similar financial 

criteria.(25) One of the problems which the wealthier OPEC 
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countries have had is in investing their surplus' funds. 

Given the fact that their countries could only absorb a 

Limited amount of funds, and that their revenues have often 

exceeded that amount, they have been forced to turn to 

investing in the developed countries. That investment has 

raised considerable fears in the western stat e' s where the 

funds were invested.(26) 

As discussed previous lys investment in the western 

countries has not been viewed as being an optimal solution 

by the OPEC countries for several reasons. First, the real 

value of the investment frequently declined as a result of 

inflation in the western countries. Also investments have 

been adversely effected by devaluation of the American 

dollar. Second, there is a concern that the assets of the 

OPEC countries might be frozen if political differences 

arise between the OPEC country and the country in which the 

investment is made, ,The action of the United States with 

respect to Iranian assets by President Carter served as a 

reminder .f this danger. 

Lastly, there has been a concern expressed in the West 

that the OPEC countries do not possess the necessary 

financial skills to invest their wealth wisely. Walter 

Levy, for example, wrote that, 

Not the least of the dangers posed by this 
extreme concentration of oil power and 
"unearned" money power is the pervasive and 
corruptive influence which this will 
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inevitably have on political, economic, and 
commercial action in both the relatively 
primitive and unsophisticated societies and 
the advanced societies of the dependent 
industrialized nat ions.(27) 

A similar expression of the same concern is the following: 

Of the $100 million (total OPEC oil. 
revenues) $60 million goes into the 
treasuries of not—very—stable governments 
in thinly popjlated countries, thus 
becoming by far the biggest accunulation of 
floating uncommitted capital in all 
history ... Some of the Sheikhs who collected 
this money have studied at Harvard. This 
gave them a Western education; it did not 
give them the experience of handling the 
great power that comes with the possession 
of great wealth. Money minus diplomacy 
equals uncertainty. This uncertainty is 
another symptom of energy disease.(28) 

The advantage of such an OPEC scheme would be that it 

could strengthen the solidarity of OPEC. It would aid 

considerably the ability of the poorer OPEC countries in 

the same manner as OPEC has been assisting non—OPEC 

countries in need. Given the high level of repayment to 

the OPEC Fund. for International Devetopiflent, the perceived 

risk by the lender countries would be miiimal. 

What woutd be necessary if such a proposal were to be 

implemented would be a high level of trust and tolerance by 

the OPEC members.(29) Such a level of trust would not De 

easityachieved given the differences which currently exist 

among the OPEC member states. 



454 

Whether such a program will be developed or not 

remains to be seen. If it does not, there wilt be mounting 

pressure by the poorer states for ever increasing oil 

prices in an effort to increase their revenues. How Long 

OPEC could cope with such pressures and remain unified can 

only be the subject of speculation. 

There are also other divisions within OPEC in addition 

to the division regarding the level of oil prices. Saudi 

Arabia and Iran have tong had a simmering dispute. It is 

centered on Saudi concerns about possible Iranian 

te r r it or i at expansion. This Saudi concern has been 

heightened since the revolution in Iran and is now focused 

on possible third—column activities in the Saudi Shi'ite 

population. The same concern regarding Iranian activities 

is shared by other Arab states bordering the Gulf. Whether 

such fears prove to be correct or not, they are undoubtedly 

bolstered by the fact that the production ratio of the Arab 

Gulf states, with the exception of Qatar, are alt larger 

than that of Iran. Saudi Arabia 's production ratio is more 

than twice as large as is Iran's.<30) The longer 

productive life of the Arab reserves would represent a 

potential target for an Iran with depleted oil reserves. 

Iran has also had concerns with respect to the Arab 

states, it has sought to distance itself from inter—Arab 

disputes and from the Arab—Israeli dispute. Because of the 
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importance of the Gulf to Arab interests it has been 

concerned about the Arab states dominating the.Gulf. The 

concerns of Iran reached a peak during the time of Nasser, 

largely because of his policy of Arab nationalism. When 

Sadat came to power he successfully sought to reduce Iran's 

concerns. 

The military conflict between Iraq and Iran, a 

conflict which has now persisted for more than six years, 

is also a major potential challenge to OPEC cohesiveness. 

There have also been other disputes among OPEC members 

since 1960 as well. One was the invasion of Kuwait by 

Iraq. Another was the dispute between Saudi Arabia and the 

U.A.ES over the oasis of Buraimi. 

White these disputes certainly have existed, and 

undoubtedly caused difficulties within OPEC, they have not 

measureabty impaired the functioning of OPEC. Indeed, the 

argument can be made that OPEC's success is a result of the 

willingness of its members to confine their OPEC 

discussions to the topic of petroleum. This is all the 

more astounding when one remembers tha't the official 

language of OPEC is English and that the seating at OPEC 

meetings is alphabetical by country. Therefore, at every 

OPEC meeting Iraq and Iran sit next to each other. This 

practice has not altered during their protracted war. 

While it would be fanciful to suggest that the war has not 
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affected the behavior of the representatives of those two 

states at OPEC meetings, what is of greater importance is 

that their behavior has not irreparably damaged OPEC. It 

is indeed a testiment to the recognition of the necessity 

of unity within OPEC. The fact that both Iraq and Iran 

have chosen to remain in OPEC is also testimony to their 

assessment of the value of OPEC membership to' each of then. 

This unity is a requirement for OPEC action. Articte 

11, paragraph C of the OPEC Statute states: 

Each Full Member Country shall have one 
vote. All decisions of the Conference, 
other than on procedural matters, shall 
require the unanimous agreement of all Full 
Members. 

While this requirement gives every member the right to stop 

any anticipated action by OPEC, it also places them in a 

position of being singled out if they exercise that right. 

If a member opts to exercise that right it automaticalLy 

becomes the target of intensive lobbying efforts by the 

other members.. 

More importantly, if a country exercises its right to 

veto a proposed action, it will be perceived by the other 

members as calling into question the fundamental assumption 

of OPEC, that there is strength in unity. The force of 

this argument undoubtedly explains why, when a country has 

threatened to exercise its right of veto on a particular 

issue, it has done so for only a relatively brief period of 
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time. During that interlude the members have been able to 

develop some form of compromise which has proven acceptable 

to all. Because of the pressure upon a potentialt>' 

dissenting member, the threat of a veto has become a 

bargaining tactic, while its actual use has not been 

employed. 

The political decisions of OPEC take place within an 

economic framework. The political problem of cohesiveness 

is exacerbated by the widely varying economic conditions 

which face the individual members. They have varying rates 

of production, quantities of proven reserves, 

reserve/production ratios, and needs for revenue. They 

also have different Levels of capital absorption. The 

difficulties produced by these varying factors tend to 

become focused when the economic factors in the 

international petroleum market combine to either halt the 

increase in revenues to member countries, or to cause a 

decline ih the price of oil. When such conditions prevail 

the need for action by OPEC is obvious. 

What is not obvious is the best course of action to oe 

followed, given the differences of the individual members. 

Some members will be able to adapt more quickly and 

successfully to the altered conditions than wilt others. 

The degree of governmental centralization, especi ally when 

combined with a strong sense of discipline, augers well for 
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a country to make 'the necessary, but difficult choices 

quickly. Countries which are dominated by a small elite 

find the decision-making process considerably more 

difficult. The reason is readily apparent. When the elite 

is both small and has become accustomed to, new wealth and 

the benefits which flow from it, the efforts of the 

government to reduce those recently acquired perquisites 

will face strong opposition. Should the government persist 

in its efforts, it may become the target of efforts to 

overthrow it. As a result, the government may, in terms of 

its own domestic considerations, perceive the most 

favourable course of action to be to place pressure on 

fellow OPEC members rather than on its own domestic elite. 

In such a case the government would seek to have its market 

share enlarged at the expense of its fellow member 

countries. Alternatively, it could seek to convince other 

OPEC members to increase the price of oi L even if such an 

action would tend to reduce the total market share of all 

the OPEC members. 

There has also been a second method by which OPEC has 

sought to resolve its internal disagreements. That method 

is to grant to member countries in distress permission to 

deviate from policies which have been agreed upon by OPEC. 

This method has been applied to both pricing and levels of 

production of specific countries. At times the needy 
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country has been assisted by financial help from one of the 

more prosperous member states, unually Saudi Arabia. The 

result of this policy is an agreement to disagree while 

permitting the formal requirement of unity. Instances of 

this form of behavior were characterized by one observer 

as, "...OPEC's traditional pattern of allowing individual 

members some latitude to improve individual positions visa 

vis a basic consensus decision.'(32) 

The dispute among OPEC members with respect to the 

price of oil must also be placed in a wider context, 

especially from the perspective of the Arab states. They 

have frequently questioned the wisdom of allowing financial 

surpluses to be created at all. If they were to reduce 

their production to a level just sufficient to produce the 

amount of revenue which they require, they would not have a 

problem of surpluses to contend with. They have continued 

their high levels of production in an effort to maintain 

good political relations with the West, especially the 

United States. This is the reason why they have frequently 

referred to their high levels of production as a sacrifice. 

Nazli Choucri has suggested that sacrifice is, to 
. . . a 

euphemism for the awareness of the political and military 

pressures to which these countries are 

vulnerable given their weakness militarily."(33) 

so clearly 
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Choucri also argued that: 

This expression of drilling as a 
"sacrifice" is not simply rhetorical.: the 
Arab oil-exporting countries regard 
continued production at levels beyond those 
needed to accomodate immediate domestic 
requirements as a service performed for the 
international communi ty. (34) 

The points which Choucri made are impQrtant. 

Unfortunately., they have not been sufficiently recognized 

nor given adequate weight by the West. The heart of the 

OPEC position has been a .recognition of the relative 

weakness of its member countries according to any criteria 

other than oil. Oil has been historicaLLyp and continues 

to be, the sole source of strength of the OPEC countries.. 

Following from that recognition, and coupled with an 

awareness of the crucial nature of petroleum to the world, 

has been the contention that the relationship between OPEC 

and the consumers of oil should be reciprocal and fair. 

The relationship should not operate to the advantage of one 

and the disadvantage of the other. The perception however, 

especially among the Arab states in OPEC is that in 

practice, the relationship has been one-sided. It has 

worked to the advantage of the oil consuming states and t.o 

the disadvantage of the oil producing states. This 

perception has been bolstered by the periods in which oil 

has been produced in quantities which far exceeded the 
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revenue requirements and absorptive capacities of the oil 

producing states. 

The notion of producing oil beyond the immediate needs 

of the producing country as - a sacrifice is not confined to 

any particular country, nor to any specific ideology. For 

example, Mana' Sa'id a1—Otaiba, the Minister of Petroleuii 

and Industry of Abu Dhabi said: 

We have made it abundantly clear that we 
are prepared to produce more oil than we 
need because Western civilization depends 
on our oil and we do not want to hurt them. 
But you .must appreciate our sacrifices and 
go very far toward accommodating our 
legitimate political and economic 
aspirations. (35) 

Yamani, the Ministerof Petroleum of Saudi Arabia, made a 

similar statement: 

Since most of these (oil—exporting) 
countries are required to produce more than 
what they need for their economic 
requirements, their right to establish 
diversified economic industrial structures 
must be recognized. 

These countries which are amassing 
foreign currency reserves in the process, 
must be given adequate safeguards against 
the erosion of the value of currencies and 
the - political dangers of foreign 
investment. (36) 

The Prime Minister of Libya, an individual whose views are 

substantially different from those of either al—Otaiba or 

Yamani declared: 

Libya as an oil producer is making 
sacrifices. We should be exporting 800,000 
b/d in accordance with our spending - 

requirements, but in response to world 
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energy demand we are exporting more than 
our requirements. This is a great 
sacrifice, particularLy in view of currency 
movements. If we are making a sacrifice, 
others must sacrifice too. (37) 

The President of Iraq also echoed the views of the others 

when he reported to a conference of the Sa'ath Party. He 

stated: 

Iraq must avoid being caught in the current 
tendency to raise production levels in a 
manner which is out of line with a 
producing countries' financial requirements 
and their capacity to use the higher oil 
revenues effectively. (38) 

The persistent perception by OPEC that the 

relationship between its members and the oil consuming 

countries was responsible fr a significant alteration in 

the OPEC countries' attitudes by the mid-1970s. This 

followed the 1973 War and the criticism of the increase in 

oil prices of the early 1970s. The result was a growing 

pragmatism by the OPEC countries. 

CQD eCt1ID 

In the mid-1970s the concern of the West with respect 

to investment by OPEC countries was countered by the 

reluctance of some OPEC countries to invest in the West. 

The OPEC country which best illustrates that orientation is 

Algeria. It was keenly aware of its colonial past and, as 

a result, favoured an investment poticy which was aimed at 

national development and regional development. The best 
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known expression of the Algerian viewpoint was their 

successful effort in 1974 when they persuaded the United 

Nations' General Assembly to adopt a Declaration and 

Programme of Action on the Establishment of a New. 

International Economic Order. President Boumediene of 

Algeria summarized his views on this topic when he said 

that, 

It is criminal to let large sums remain in 
foreign banks when the Arabs need 
factories, hospitals, roads, agricultural 
supplies, etc. The basis of a renaissance 
in the Arab world lies in development, and 
this implies financial cooperation. 
Without this Arabism wiU. be an empty 
word. (39) 

And also, 

For the first time in contemporary history, 
the advanced world feels that its destiny 
is tied to the Arabs and that the era of 
economic dependence of the Arabs on the 
West has gone.(40) 

And further, 

If the Arabs can unify their points of view 
and capabilities at the lowest common level 
and can build with speed and strength an 
Arab—African bridge, they will De able to 
change--both politicalty and 
economicalLy--their relations with a large 
number of countries in their favor in 
record time and in a most fruitful way... 

We should also make the best possible 
use of our potential, not to harm the 
interests of others, but to defend our own 
interests and our future.(41) 



464 

The view of President Boumediene was quickly countered 

by Prince Fand, First Deputy Premier of -Saudi Arabia. He 

stated: 

We often hear of the demand (to redirect 
surplus revenues towards development of an 
investment in the Arab world) and read 
criticism of the oil states, as if they 
actually preferred to invest aoroad. But 
those who pose such questions are 
forgetting the experience which Arab 
capital has undergone and the obstacles 
placed in its way. Despite this, I would 
ask our critics to name one weti—studied 
Arab project that has been proposed to 
Saudi Arabia and which Saudi Arabia hds 
refused to finance.(42) 

The two quotes represent something far more than the 

differing views of two leaders. As Choucri noted, "Far 

from representing the ideosyncracies of two individuats, 

these views illustrate significant differences in national 

priorities and perspectives, and in structural 

characteristics such as population size and economic 

developrnent."(43) What is at the root of the two differing 

views is the perception of the countries' place in the 

world. The view of Saudi Arabia and of the other core 

states is that whether they like it or not, the OPEC 

countries are part of the Western economic-system. Given 

that assumption, it follows that in the long term what 

damages the West will also have adverse repercussions or 

the OPEC countri es. (44) 
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Incorporated within the views of the core states are 

several political assumptions. First, they want to 

maintain the existing international system, including the 

dominant role of the West in that system. Second, ii 

keeping with the original purposes of OPEC, they want to 

regulate the economic transactions with the West in order 

to minimize the uncertainties. Lastly, they want to 

minimize the influence of the Communist bloc. 

While the differing viewpoints between Algeria and 

Saudi Arabia in 1974 are interesting, they are now largely 

irrelevant. Those views have been overcome by necessity. 

The dominant theme of that necessity is pragmatism. 

Regardless of the ideological leanings of the member 

countries, the OPEC states have now moved a long way down 

the path of technocratic pragmatism. They have 

increasingly adopted a non—ideological approach to their 

financial and other transactions. Illustrative of this 

approach is the following statement by a Kuwaiti financial 

advisor: 

The investment of these funds must be 
carried out according to principles which 
will preserve their value; give us a good 
yield, and also allow for selection of 
those types of investments that will 
safeguard the political interests of th.e 
Arab world and serve its national 
causes. (45) 
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Even within the framework of helping other Arab states a. 

pragmatic approach, is evident: "(We are) contributing to 

the strengthening of the Arab economy--which offers 

excellent markets and returns--on a sound and objective 

commercial investment basis."(46) Not only is the 

pragmatic approach followed with respect to financial 

investments, it also dominates the relationship between the 

countries and the multinational corporations. This is 

illustrated by the foLlowing .statement made by Al-Hamad of 

the Kuwait Fund for Arab Economic Development: 

The MNCs (multinational corporations) are 
essentially, it is true, only 
profit-motivated enterprises and it would 
be idle to expect them to have as regards 
our countries, or any other 
country...development aims as such. 
However.-...it is up to the host countries 
themselves to apprise according to the 
merits of each individual case, the 
contributions that the tlNCs can, 4ventuaLLy 
make towards furthering national 
objectives. (47) 

Perhaps the best example of the rising dominance of 

pragmatism among the Arab states is to be found in their 

willingness to recognize the legitimacy of national 

control. This is in sharp contrast to earlier periods 

where it was deemed necessary to pay homage to the goal of 

creating a unified Arab state. Exa.iiples of this new 

pragmatism abound. One is the Saudi-Sudanese agreement for 

exploiting Red Sea resources. Included in that agreement 
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is a formal recognition of the Legal jurisdiction of each 

country over parts of the Red Sea.(48) A second example is 

the Investment Guarantee Agreement which was ratified by 

twelve Arab states, it provides safeguards against 

nationalization or confiscation by those countries which 

signed it. 

When the data pertaining to petroleum are examined, 

there is little room for doubt that, taken as a whole, the 

countries which we have identified as being the core 

countries of OPEC are those where the power within OPEC 

resides. Data pertaining to petroleum reserves show that 

the core states have more than four—fifths of the OPEC 

reserves. The same countries account for approximately 

three—fifths of the OPEC petroteuin production. Their 

production ratios are approximately three and one—half 

times Longer than those of the states in the OPEC 

periphery. Even more telling is the fact that the OPEC 

core countries have more than 90 per cent of OPEC's excess 

capacity. It therefore appears reasonable to conclude tha 

the five states do, in fact, constitute the core states Df 

OPEC. 

What appears to be more open to question is the 

cohesiveness of the core group itself. The factors which 
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Led to the identification of certain states as being part 

of the core relate very largely to factors which are beyond 

the capabilities of the governments to alter, at least ii 

the first instance. Oil either exists in a country or it 

does not. While exploration may resuLt in the discovery of 

additional quantities of oil, and technology may enable the 

extraction of a larger percentage of itineither can create 

oil where none exists. Therefore the OPEC core states owe 

their existence as a member of the core to exogenous 

factors. They have been placed there by nature and chance, 

at least initiatLy as opposed to a comnon desire to work 

together. 

Despite the many obvious differences which do exist 

among the core states, the conclusion that they will remain 

the core of OPEC into the foreseeable future appears to be 

supported. There are several reasons for this conclusion. 

First, none 

states 

of the states in the periphery approaches the 

in the core with respect to the usual categories 

applied to petroleum. They have neither the reserves, nor 

the Levels of production to mount a viable challenge. 

Neither are they, with the exception of 'Libya, as dependent 

upon oil as are the core states. Most importantly, and 

barring a future massive oil strike in one of the 

peripheral states, the peripheral states will not be major 

petroleum exporters in the next century. Additionally, 
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according to the data in Table IX-3, the average length of 

time that a member of the periphery will be producing oil 

is slightly more than thirteen years. The data in that 

table are for 1985. Therefore, ceteris paribus, we may 

expect that by the year 2,000 OPEC may well be reduced to 

its five core states.(49) 

The eventuality of OPEC being reduced, in effect, to 

the core states renders the cohesiveness of the core all 

the more important. If and when OPEC is reduced to five 

countries the matter of their cohesiveness becomes even 

more crucial to the continued existence, let alone the 

effectiveness of OPEC as an organization, than it is at the 

present time. There are many reasons to support an 

argument that a degree of cohesiveness necessary to 

effectively continue the existence of OPEC will not be 

forthcoming. Those arguments cannot he dismissed lightly. 

For reasons given previously, their correctness in the long 

run is not convincing. 

What does appear to be the major argument in favour of 

OPEC's long term viability is its developing sense of 

pragmatism coupled with the self—interest of its members. 

The history of OPEC can be seen as a history of developing 

pragmatism. Its development into the organization it is 

today was not achieved quickly. Neither was it done 

without errors or difficulties. It has been slow, and at 
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times, painful. The history of OPEC has also been one of 

gradualism, with the, obvious exception of the 1973-4 

period. The OPEC history is one of underdeveloped 

countries confronting and learning to successfully master 

many of the obstacles in their paths to development. 

The efforts of the member countries of OPEC have 

resulted in positive gains in terms of their deveLopment. 

That, after all, was 'the fundamental purpose of OPEC. 

Where those gains have been less than anticipated by 

individual countries, the reason is more often than not 

attributable to internal political factors within the 

individual countries and not to OPEC as an organization. 

The OPEC success has furthered the well-being of its 

member states. It has served their individual 

self -interest. It has done so white mantainirig their 

separate individuality and sovereignty. But it has been 

done by working with a sense of common purpose. The 

self-interest of the members has been aided by a most 

important ingredient, a strong sense of the importance of 

unity. So long as that element remains in the forefront, 

OPEC as an intergovernmental organization should be welt 

equiped to meet any future challenges. It may not do so in 

the same manner as previously, nor with the same thirteen 

members, but the future of 'OPEC appears to be bright. 
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( 1) See George Schuler's testimony in U.S. Congress, 
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manufactured goods which are produced in the OECD countries 
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Development Prospects." fiQcgjg 57 (Winter 
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( 8) Based on the statements of H.I.M. the Shah of Iran, 
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1974; and December 14, 1974; as welt as on the statements 
of Jamshid Amuzegar, Minister of Finance in Up,.W I.QZE Ii 
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cited in Lenczowski, 
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concert with the oil companies is not known. Neither are 
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(10) This position was based upon the assumption that 
higher oil prices would reduce the rate of economic growth 
in the Western economies and further, that such a 
development would reduce the funds available in those 
countries for military expenditures. 

(11) The relationship was restored to its former level 
rather quickly. The embargo ended by March 1974. In June 
Prince Fand visited Washington and the revival of friendly 
relations was cemented by the creation of a program of 
American technical assistance to Saudi Arabia. 

(12) Tetreault, page 130.. 
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(15) Danielsen defined market demand prorationing as "a 
quota system whereby a decision is reached regarding what 
total demand will be at a specified price." Shares of the 
fixed total are then a113cated, or prorated, to individual 
producers. Danielsen, p. 49. 

(16) See Vanderberg, 

(17) This is, in fact, the type of situation which 
prevailed prior to November, 1985, and which led OPEC to 
react in such a drastic manner that month. See Vanderbeg 

(18) Tetreault, p. 137. 
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it may also be related to their desire for increased 
production. The data we have used is the data supplied to 
OPEC by the member countries of OPEC. It therefore would 
only affect a countries' relations with consumers and other 
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(23) Charles F. Doran Mxjh4 Dile Qii.Lc. (New York: 
The Free Press, 1977), p. 135. 
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CHAPTER TEN 

CONCLUSIONS 

The Organization of the Petroleum Exporting 

Countries (OPEC) has been in existence for more than 

twenty—six years. Over that period of time it has gone 

from an organization dhose founding and early existence was 

largely ignored by much of the world to an organization 

which is recognized throughout the world. It -has become an 

organization which has been ràundly condemned as being "the 

greatest monopoly in history"(50) and also one whose 

financial aid to developing countries has been widely 

recognized and respected. OPEC has, during the course of 

its existence, become an important intergovernmental 

organization in the world. 

OPEC is an enigma. It has existed since 1960.-

yet it has been poorly and inadequately understood. This 

failure to understand OPEC persists despite many research 

efforts by competent scholars. 

It is important to attempt to understand OPEC for both 

practical and theoretical reasons. The world is heavily 

dependent upon petroleum. Our way of life is based upon a 
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reliance upon petroleum. In spite of sporadic efforts to 

reduce, or at least minimize the rate of growth of our 

demand for oil, our demand for it continues to increase. 

The increase in the demand for oil would not constitute a 

major probLem if it were not for several factors. 

The first factor is that the supply of oil has not 

been increasing as fast as the demand for it. This has 

resulted in a growing relative scarcityàf oil. A second 

factor is that the demand for oil is not uniform throughout 

the world. It is highly concentrated in the OECD 

countries, especially in the United States. This factor, 

coupled with the increasing depletion of oil reserves in 

that country has caused the "oil question" to assume major 

importance. That importance is not confined to the United 

States, but extends to all developed countries, and also to 

the countries of the Third World. 

A third factor is that most of the prospecting 

for petroleum until the present decade has been conducted 

in the developed world. Current exploration efforts are 

producing fewer discoveries. The cost of exploration for 

oil in the industriaLized countries per successful well are 

rapidly increasing. This leads to several conclusions. 

First, the probability of making significant discoveries of 

oil in the developed countries is less now than it was in 

the past. Second, the market price of oil is rising. And 
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third, the industrialized countries will encounter a 

growing deoendence upon foreign supplies of oil. While it 

may be possible to substitute alternative forms of energy 

for petroleum in the future, that is not possible at the 

present time, at least not in the quantities required. 

If the necessary supplies of oiL are not 

available in the developed countries they must seek their 

required supplies elsewhere. There is only one source for 

such suppLies in the required quantities and which is 

wilting to sell • That source is OPEC. Its member 

countries possess both the reserves and oroductive 

capabilities necessary to meet the demand for oil for many 

years. They produce the majority of petroleum sold on the 

international petroleum market.. The industrialized 

ountries are now, and wilt be increasingly in the future, 

dependent upon OPEC for their required supplies of oil. 

The importance of OPEC has resulted in a large 

body of literature being generated about it. It has not 

resulted in an adequate theory being developed to explain 

the behavior of OPEC. One of the reasons for the failure 

to explain the behavior of OPEC is that the efforts to date 

have concentrated almost exclusively upon economics. The 

most common assumption in the literature is that OPEC is an 

economic organization. There has been a failure to 

recognize, and then take into consideration, the fact that 
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the members of OPEC are sovereign states. Those highly 

diverse states are all developing countries which are 

highly dependent upon petroleum for the Dulk of their 

revenues. The petroleum, upon which they are so dependent, 

is sold in the international market. Petroleum is  

nonrenewable resource. We have contended that "any 

analysis of OPEC which failed to take into account the 

special features of the nonrenewable resources market wou'd 

be of littLe value in understanding the primary forces 

motivating and constraining the behavior of OPEC." OPEC is 

an intergovernmental organization. It is therefore• 

necessary to analyse OPEC as a political organization 

operating in an economic environment. It was for this 

reason that we defined this study to be "an analysis of an 

intergovernmental political organization of developing 

countrie-s operating in an international market for 

nonrenewable resources." 

our analysis began with an examination of the 

membership of OPEC. It was noted that there is a great 

degree of heterogeneity among that membership. This is 

true of the geographical location, ptedominant religion, 

raciaL and/or ethnic compositions of the member countries, 

as well as the predominant language, and the form of 

government. It is also true of such variables as the size 

of the countries, the population per unit of area, Gross 
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National Product, and per capita Gross Nationat Product. 

Also important is the fact that there is a large degree of 

divergence with respect to petroleum reserves, productive 

capacity of petroleum, and the quality of petroleum 

produced. Only two factors were identified which were 

common to all thirteen members of OPEC. The first was that 

all the member states are underdeveLoped. The second was 

that all those states are heavily dependent upon petroleum 

revenues. We concluded that it was these two factors which 

provide the common elements which account for the creation 

and development of OPEC. 

Chapter Two began with the assumption that OPEC is 

best understood as being primarily a political 

organization. This assumption does not imply that economic 

considerations are totally excluded from the analysis. 

Rather, it was assumed that OPEC is primarily a political 

organization whose behavior is constrained by economic 

factors. 

Adopting the assumption that OPEC is primarily a 

political organization led also to a change in the type of 

data which would be employed in the analysis. Rather than 

relying upon economic data, which would be logicalLy 

consistent with the assumption that OPEC is primarily an 

economic organization, we elected to rely more heavily upon 

non—economic data than has previously been done. The 
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non-economic data which we have used most heavily is that 

of OPEC resolutions and press releases. This has been 

supplemented by statements made by politicians as well as 

economic data, where relevant. 

The heavy reliance upon OPEC resolutions was made 

for several reasons. First, it was done in an effort to 

"let OPEC speak for itself". Most of the studies of OPEC 

have been undertaken by individuals who were not citizens 

of OPEC states. :4oreover, those individuals were 

frequently citizens of western industrialized, oil 

consuming states. More frequently yet, the majority of the 

previous studies of OPEC were undertaken by Americans. It 

was therefore deemed possible that the previous studies 

contained an element of ethnocentrism. The reliance upon 

OPEC documerts was undertaken in the hope that any 

enthnocentrism which might have been present in past 

studies would be minimized, if not eliminated. 

Second, if ethnocentrism did exist in the 

previous analyses of OPEC, it might well have proven to 

have been a severe obstacle to the understanding of OPEC 

from the perspective of underdeveloped countries. As a 

condition of underdevelopment was one of the few common 

elements among all the countries which are members of OPEC, 

it wasdetermined that it was important to analyse its 

application upon OPEC behavior, if any. The reliance upon 
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OPEC documents was seenas one method by which the 

influence of underdevelopment, if any, might be recognized 

and its possible effects determined. 

Third, and given the assumption that OPEC is 

primarily a political organization, a further assumption 

appeared to be justified, at least in the initial stages. 

That assumption was that one of the purposes of OPEC is to 

facilitate the process of nation building, of increasing 

the controL of the OPEC members over their resources. In 

the case of the OPEC members the primary resourc'e is that 

of petroleum. Such a goal is fuLly as political as it is 

economic in nature. 

Chapter Two, OPEC--Creation and Early Years, 

explored and analysed the events leading to the creation of 

OPEC and the first decade of OPEC's existence. It was 

stressed that the decision to create OPEC was not a sudden 

decision. Efforts has been made by Venezuela as early as 

1949 to establish some framework where petroleum exporting 

countries might meet to discuss, and hopefully resolve, 

their common problems. The initial efforts of Venezuela 

did not meet with success. Neither did the initial efforts 

of the Arab League meet with success even though they 

pre—dated the Venezuelan efforts. The creation of the Arab 

League did establish a precedent from which the founders of 

OPEC could learn and build. Foremost among the principles 
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which OPEC adopted from the Arab League were those of 

voluntary cooperation and consultation. These were based 

upon the twin concepts of mutual respect for other systems 

of government and the recognition of the sovereignty of 

each member state.' 

Two events were identified as being crucial in 

the decision to create OPEC. The first was the 

nationalization of the Suez Canal by Egypt. This event 

served to orovide the Arab countries with the necessary 

element of seU—confidence which had previous'y been 

lacking. The other element was the series of reductions in 

the price of oil which had oeen inaugerated by the 

international petroleum firms prior to the meeing in 

Baghdad in September 1960. The price cuts created the 

necessary awareness among the countries which were to 

become the Founding Members of OPEC that there was an 

element of common interest among them. It also served to 

convince them that a policy of collective action would be 

in their best interests. Taken together, those two 

elements provided the necessary stimulus for the five 

countries which gathered in Baghdad to embark upon a new.-

and radically different course of action. 

The five points which were listed in the Preamble 

to the first resolution adopted by OPEC at its founding 

meeting established the basic elements upon which the 
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organization would be established. Those same points have 

continued to guide the decisions of OPEC and its members to , 

the present time. Based upon an examination of the basic 

points which were stated in the Preamble and the actions 

taken by OPEC in the following years, we concluded that 

analysts had errored by not taking those principles more 

seriously. We contended that an examination of OPEC 

behaviour during its first fifteen years was largely 

consistent with the principles which were stated in the 

Preamble to the first resolution of OPEC. 

The basic premise which underlay the creation of 

OPEC was that its members were underdeveloped. Their goat 

was the development of their respective countries. To 

achieve the goal of development they possessed only one 

asset which could be relied upon. That asset was 

petroleum. They recognized a fundamental fact 'about the 

nature of petroleum: it is a depletable resource. This 

meant that its use needed to be husbanded. It should not 

be squandered,. The two facts of the underdeveloped nature 

of the OPEC members in 1960 coupled with the nonrewable 

nature of petroleum necessitated that the major policies of 

OPEC wuld be tong run and not short run in nature. It 

atso meant that the policies which OPEC adopted would be 

conservative. The conservative basis of the OPEC policies 

was founded both on the conservative nature of the majority 
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of the Founding Members of OPEC and upon their recognition 

of the power relationship which then existed with respect 

to petroleum in their countries. 

The adoption of long term goals by OPEC meant 

that short term profits of great magnitude were Less 

desireable and beneficial in achieving those goals than was 

a steady stream of income at Lower rates of profit over the 

tong term. The conservatism of the governments also was 

not conducive toward the investment problems which would 

have arisen if OPEC had opted for policies of short term 

maximum profits. 

This conservatism and long term perspective was 

also embodied in OPEC's policies towards the other 

countries in the world. The fourth point in the OPEC 

Preamble stressed the interdependency of the countries in 

the world. It also recognized the dependence of the 

underdeveloped countries upon petroleum. For OPEC, the 

countries of the world constituted a community which had to 

coexist. OPEC sought to do its part to ensure that the 

coexistence was peaceful and mutually beneficial. This 

philosophy was the bedrock upon which OPEC's stand on the 

New International Economic Order was based. The OPEC Fund 

for International Development was based upon it. More 

recently, OPEC efforts to attempt to bring stability to the 

international petroleum market in the mid-1980s was also 
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founded upon that same principle. It sought to achieve a 

working and mutually beneficial relationship among all the 

producers of petroleum, both OPEC members and non-members. 

Based upon these principles OPEC was created as 

an intergovernmental organization initially composed of 

five states. To achieve their tong term goat of the 

development of their individual countries they recognized 

that it would be necessary to increase the power and 

control of their own countries, not only in an absolute 

sense, but also with respect to the international petroleum 

companies which controlled their basic resource, oil. The 

basic method which they had at their disposal was unity and 

the support of the other members of OPEC. 

Chapter Three, Gathering the Fruits, analysed the 

period 1970 to October 1973 when the 1973 War began. That 

period of slightly more than two and one-half years was a 

turbulent one for OPEC. OPEC's first decade had been one 

of small, but important gains. It was a period of 

carefully laying a foundation. The first few years of the 

1970s presented several opportunities for OPEC to use the 

preparations which it had made during the previous decade 

for its own benefit. This it did. The period was 

tumultuous. The action began first in Libya, on moved to 

Tehran.. and on to Geneva. What was sought by OPEC and its 

members during that period was consistent with the 
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principles which had been stated at the original meeting of 

the organization. Preminent among the goals was to 

increase the control of the OPEC member states over their 

primary natural resource, oil. What was achieved was 

because of the actions of one of its members acting alone 

or in concert with several other OPEC members. In either 

situation, the actions were supported by OPEC as an 

organization and by the other individual members of OPEC. 

The possibility for the gains which were achieved 

during this period was attritutable to changes which either 

had occurred, or were in the process of occurring in the 

international petroleum situation. Relative to supply, the 

demand for petroleum had increased substantially. This 

change provided OPEC with a degree of economic leverage 

which had not previously existed. The members of OPEC had 

learned through experience how to work together for their 

mutual benefit. They had also developed the OPEC 

Secretariat. It was now able to supply its members with 

the required data that were necessary in negotiations with 

the petroleum companies. No longer were the members of 

OPEC reliant upon the data which were made available to 

them by the firms. 

By the beginning of the decade of the 1970s OPEC 

was able to function more uniformly than had previously 

been possible. It had sought through the previous decade 
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to eliminate the disparities in tax rates among its members 

which had previously existed. It had been successful. The 

Least favourable rates had been raised to the level of the 

most favourable. Also OPEC had successfully negotiated 

agreements with the companies which adjusted prices to take 

into account the gravity differentials of oil. This 

success meant that it was now far more difficult for the 

oil firms to divide the members of OPEC in negotiations 

than it had previously been. 

While the issues which were in dispute during 

this period were economic in nature, the basis of the 

disputes was fundamentally political. The OPEC countries 

were seeking to gradually gain control over their economies 

and the natural resources therein. They were seeking 

economic changes for political purposes. Foremost among 

the political purposes was the increase in sovereignty, 

without which their other goals economic or political, 

would be difficult to achieve. 

In Chapter Four, The Politicalization of Oil, was 

concerned with OPEC, an intergovernmental organization, 

altering the agendas of many states. The topic was 

concerned with the relationship between oil and power. 

More specifically, it was concerned with the use of oil as 

a political weapon by some of the members of OPEC. The 

weapon was in the form of an oil embargo instituted by the 
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Organization of Arab Petroleum Exporting Countries against 

those states which were actively supporting Israel in the 

war which began on October 6P 1973. Foremost among the 

countries against which the embargo was aimed was the 

United States,. OPEC itsetf was not directly involved in 

the embargo. 

While the importance of transnational, or 

intergovernmental organizations, had certainly been 

recognized previous to 1973, their importance, with some 

notab'e exceptions such as the Uni'ted Nations, had not 

generally been appreciated. As a result of the 1973 oil 

embargo the realization of the importance of transnationat 

organizations suddenly increased. It was now appreciated 

that some of them, such as OPEC, had some influence upon 

the agendas of the major countries in the world. This was 

true even if, as was the case with OPEC, it did not possess 

any military capability. It was able to do so by 

withholding from the market a commodity which was vitally 

necessary-for the economic welt—being of most countries and 

of their armies. As a result of OPEC's capability, the 

relations between OPEC and the oil consuming states in the 

world rose quickly in the heirarchy of international 

relations issues. OPEC had become politically important as 

well as economically important. 
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In Chapter Five, A Brief History of OPEC, the 

history of OPEC as an organization was examined and 

analysed. The Declaratory Statement of Petroleum Policy in 

Member Countries was examined as was OPEC 's Proforma 

Regulations for the Conservation of Petroleum Resources. 

These two documents were consistent with, and an 

elaboration upon the principles which were adopted at 

OPEC's initial meeting. Taken together, they provided much 

of the basis for future OPEC policies. 

By the start of OPEC's second decade it had 

reached a level of development where it could realisticalLy 

anticipate the inaugeration of long term policies which 

could be implemented by all its members. The first of 

these was a five year production plan for the period 

1971-1975. Its purpose was, to increase the production of 

petroleum in a rational manner to meet the projected 

increase in demand for oil. That policy was OPEC's first 

effort to regulate the production of its members. It 

presents a considerable difficulty to those observers who 

have contended that OPEC is a cartel. If OPEC were in fact 

a cartel, the fact that its first production decision was 

to increase, rather than decrease, production would be 

difficult if not impossible to explain. It would be 

especially difficult to explain given the fact that the 

demand for OPEC oil was increasing rapidly at that time,. 
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and aLso that OPEC controlled more than half of the world's 

supply of petroleum which was available on the 

international market. 

In addition to success in signing participation 

agreements with the major oil companies, OPEC also had 

success in seeking to stabilize the purchasing power of the 

oil which it sold. It had been able, in the Geneva II 

Agreement, to move towards its goal of tying the price of 

oil directly to an index of commodities which the OPEC 

countries imported from the industrialized countries. 

In addition to attempting to alleviate its own 

problems with respect to the continuing inflation, OPEC 

also sought to ameliorate that situation as it affected the 

underdeveloped countries. The mos't dramatic element in 

this effort was the Conference of Sovereigns and Heads of 

State of OPEC Member Countries which was held in Algeirs an 

March 4-6, 1975. It was that Conference which adopted the 

"Solemn Declaration" which reaffirmed the right of all 

countries to the ownership, exploitation, and pricing of 

their natural resources. OPEC's concern for, and 

solidarity with, the underdeveloped countries of the world 

has continued to the present time. 

While OPEC's primary purpose is to serve the 

interests of its members, it has also devoted an increasing 

amount of its financial capabilities to assisting other 
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developing countries. The OPEC Fund for Intonal 

Development is the main vehicle for this assistance by 

OPEC. By 1983 the Fund had assisted more than 80 

countries. Its assistance was not confined to the Arab 

countries. Those countries received only 15 per cent of 

the loans which were awarded during the period 1973-1983. 

The operation of the OPEC Fund stands as an example of the 

sincerity of the OPEC countries' declarations about their 

wilLingness to assist other developing countries. The 

operation of the OPEC Fund exists as evidence of the long 

run perspective of OPEC which many observers have failed to 

recognize. 

Following a brief history of OPEC which was 

designed to provide the reader with a background for the 

analysis which followed, the structure of OPEC as an 

organization was discussed. There it was pointed out that 

the Conference is the ultimate source of power within OPEC 

and that it is composed of individuals who represent their 

respective governments. Quite frequently those individuals 

are part of.their governments, often serving as Ministers 

of Energy or in similar positions. In this manner the 

policies of OPEC are determined by politicians whose 

purpose it is to represent their own governments. There is 

therefore, within the organizational structure of OPEC, a 

clear recognition that OPEC is a creation of its members, 
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all of whom are sovereign states. The OPEC Secretariat is 

an example of this. Its purpose is to serve the 

Conference. This it does by undertaking the required 

research and making the results available to the 

Conference, where it serves as a basis for decisions. 

Later, many of those results are made public. This is 

frequently done by OPECNA, the OPEC News Agency. The 

employees of the Secretariat normally work for brief 

periods, usually one or two years in the Secretariat and 

then return to positions in their nome governments. The 

result is that the employees of OPEC recognize that their 

first and primary allegiance is to their own respective 

governments, not to OPEC. 

The structure of OPEC reflects the concern of its 

members with respect to controlling theirown affairs, both 

foreign and domestic. Each member country retains its 

sovereignty. It relinquishes none of its powers by joining 

OPEC. Neither is there weighted voting within OPEC. Each 

member country has one vote. Because of these two factors, 

OPEC as an intergovernmental organization has been 

successful in not appearing to be a potential threat to its 

member states,. 

These factors haveatso been important contributors in 

the development of an atmosphere of cooperation among the 

members as opposed to confrontation. because OPEC requires 
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unanimity among its members before it can act, and because 

it exists solely to serve the interests of its members, 

there has developed a strong internal impulse towards 

mutual understanding and cooperation on petroleum matters 

rather than a reliance upon tactics of confrontation. 

Also, because OPEC itself is only concerned with issues 

relating to petroleum, the potential area for disagreements 

among its members has been minimized. 

Two chapters, Six and Seven, analysed the 

literature which is relevant to OPEC. The first, Chapter 

Six, deals with cartels, especially standard definitions of 

cartels, and then asks the question, are these definitions 

of cartels applicable to OPEC? The question is important 

for two reasons. First, it is usually assumed that OPEC is 

a cartel. This assumption has seldom been questioned. 

Second, most of the literature pertaining to OPEC has been 

the product of economists. Those economists have assumed 

that OPEC is a carteL and have based their analyses upon 

that assumption. If the assumption that OPEC is not a 

cartel is found to be questionable or wr3ng, it would call 

into question the majority of the literature to date. 

One major difference between OPEC and standard 

definitions of a cartel was immediately obvious. OPEC is 

not composed of firms but of sovereign states. A 

definition of a cartel composed of' states was not found in 
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our search of the literature. More importantLy, even if 

such a definition had been found, it is questionable if a 

cartel composed of firms would behave in a manner similar 

to a cartel composed of states. States, regardiess of 

their form of government, must in the long run be 

responsive to the will of those who are governed. This is 

not true of a firm. Even the requirement that a firm must 

be responsive to the desires of its shareholders has 

diminished over time with the increasing importance of 

technocracy within the firms and the increasingly wide 

distribution of ownership of shares in the firm. 

Chapter Six, Literature Survey Cartels, is a 

survey and examination of the subject of cartels as it 

applies to OPEC. Certainly most individuals who have 

written about OPEC have either assumed or argued that OPEC 

is a cartel. Our investigation concluded that this is a 

highly questionable assumption. A survey of definitions of 

cartels indicated that cartels are defined as being 

composed of firms. On that basis, OPEC cannot be 

considered a cartel since membership in OPEC is only open 

to states. 

If OPEC is not consistent with the standard 

definitions of a cartel, why has the term cartel been so 

frequently applied to it? Several possiote answers were 

suggested. The first was that in the Western 
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industrialized countries, especially the United States, the 

term cartel has a very definite perjorative connotation. 

The application of a perjorative connotation to OPEC has 

the political advantage for American politicians of 

shifting the burden of the price increases of petroleum 

from domestic factors to foreign factors. Second, from an 

economic perspective, cartels imply a misallocation of 

resources because of noncompetitive pricing. This 

misallocation would tend to support the contention held by 

the Americans and others that the allocation' of important 

resource so such as petroleum, would be more equitable if 

left to the unhampered functioning of the market. 

The concept of myths was then examined as it 

applied to OPEC. This section concentrated upon the 

perceptions of 'OPEC held by Americans. The logic for this 

approach was that myths can, and do, influence behavior. 

Myths held by Americans with respect to petroleum and OPEC 

are important because of the large role which the United 

States has in the international petroleum market both as a 

producer and as a supplier. Myths are also important 

because they impinge upon perceptions, and perceptions are 

a fundamental ingredient in decision making. The 

-conclusion was that the American public opinion was both 

inadequate and erroneous with respect to OPEC. This 

conclusion was in agreement with that of Zentner's. He had 
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concluded that, "...the American public has, like the 

ancient Greeks, fashioned a chimaera."(51) 

What appeared to be even more Duzzling about 

defining OPEC as a cartel is that those who do so are 

obviously aware that OPEC is not composed of firms. This 

means that those writers are assuming that the states which 

are members of OPEC behave in a manner identical to the way 

in which firms would behave. This is a highly questionable 

assumption. 

A further difficulty with defining OPEC as a 

cartel is that according to the economic theory of cartels, 

they tend to be unstable and have relatively short lives. 

This is not the case with OPEC. It has now existed for 

nearly twenty seven years. No country which has joined 

OPEC has left. Its membership has been stable and growing 

over time. While there certainly have been internal 

differences and difficulties within OPEC, the extent to 

which its members have been able to reach agreements 

appeared to be much greater than would have been expected 

based upon the literature pertaining to cartels. 'There is 

no reference in the literature on OPEC which suggests that 

any topic on which there was disagreement among the members 

of OPEC was of such a nature that it threatened to destroy 

the organization. Neither is there any evidence to 
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indicate that any member of OPEC has ever considered 

withdrawing from membership in the organization. 

A traditional cartel is supposed to seek to 

restrict the membership to the cartel either through the 

existence of already existing barriers, or through the 

erection of such barriers. This is contrary to the policy 

which OPEC has followed throughout its existence. The 

membership in OPEC has gradually expanded from the original 

five Founding Members to the present thirteen. There is no 

evidence that the failure of OPEC to increase its 

membership even further in recent years has been because 

potential members were dissuaded from joining by OPEC. 

Rather, it appears that such potential members as there 

are, such as Oman, for example, have been content to remain 

outside the 

noting that 

which might 

organization as "free riders".. It is worth 

the most important of the major non—OPEC states 

be eligible for OPEC membership, Mexico, does 

attend all OPEC meetings as an observer and closely adheres 

to OPEC policies. 

The analysis indicated that the possibility, did 

exist that OPEC has consciously been referred to as a 

cartel because of the negative connotations of the term 

cartel. While the correctness of this possibility cannot 

be substantiated beyond question, it does appear plausible. 

With respect to the United States, the plausibility is 
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increased because of its efforts in 1974 and in succeeding 

years to establish the International Energy Agency. With 

respect to that organization, the United States has 

frequently referred to it as a cartel of consumers in a 

most approving way. 

It was concluded that whether OPEC is in fact a 

cartel is really a matter of semantics. It does not fit 

neatly and clearly into any of the standard economic 

classifications of types of competition. The 

classification of OPEC is important. It is important 

because whatever it is, whether a traditional cartel or 

oligopoly, or something else, OPEC does possess different 

attributes. These attributes will have a bearing upon its 

functioning and upon our ability to adequately understand 

OPEC and predict its actions and their ramifications. 

As a result of t.he analysis in Chapter Six it was 

not possible to reach any definite conclusion as to whether 

OPEC was a cartel or not. Most certainly it does not fit 

any of the standard definitions of a cartel. Whether it is 

a cartel of a unique type remains open to question. 

In Chapter Seven, Models of OPEC, three models 

which purported to explain OPEC were analysed. The three 

models which were analysed were those of Adelman, Teece, 

and Moran. They were consciously selected because, when 

taken together, they represent a continuum from the 
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strictly economic approach to the inclusion of greater 

amounts of poLitical analysis. Another reason for the 

selection of the three models was that they are 

representative of current efforts intended to develop an 

adequate model of OPEC. All of them are economic in 

nature. 

The first model examined was that of M.A. 

Adelman. His model is almost exclusively economic in 

nature. OPEC is treated as a cartel, almost totally 

dominated by Saudia Arabia. 

The second model examined was by economist o,J. 

Teece. His starting point was the failure of economists to 

develop a model which accurately predicted OPEC behavior. 

In his view, the reason for this failure was the starting 

assumption of most economists, the assumption that OPEC is 

a wealth—maximizing classical cartel. In his view OPEC can 

best be understood by assuming that OPEC members set oil 

production with reference to budgetary requirements. He 

also recognizes the necessity of including within his modeL 

political constraints. These political constraints are 

primarily the balancing of exports and imports. Teece 

concludes that OPEC does not appear to be a cartel. It has 

no prorationing and poLicing mechanisms. Nor is there an 

agreement within OPEC as to how such mechanisms would be 
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established if it were to be determined that they were 

necessary. 

The third model which was examined was that of 

Theodore Moran. Unlike the previous two models, it 

consciously attempts to incorporate political 

considerations within the model. The effort to incorporate 

political considerations is, however, confined entirely to 

Saudi Arabia. That country is viewed as being the price 

leader within OPEC. Moran's approach represents a 

significant departure from that of Adelman and Teece in 

that he gives priority to political considerations ratrier 

than economic factors. According to Moran, the fundamentaL 

decisions of OPEC are made to advance the national 

political goals of Saudi Arabia. He does not give much 

attention to the individual needs and desires of the other 

members of OPEC, and how they may differ from those of 

Saudi Arabia. What he does do is to divide oil producing 

countries into two groups based upon their preferences for 

prices and quantity of production. The countries in his 

second group are not members of OPEC, and all are Arab 

countries. Unfortunately the reasons for this division is 

not adequately specified. 

It was concluded that none of the models which 

were examined provided a satisfactory model for an 

understanding of OPEC. A number of weaknesses in each of 
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the models was examined. These weaknesses were elaborated 

upon. It was also concluded however, that the more 

noneconomic factors which were included in the modeL, the 

greater was the explanatory power of the model. Moran's 

model, which incorporated the greatest number of 

noneconomic factors, was found. to have the greatest 

explanat ory power. 

The major weakness which was identified as a 

result of the analysis of the three models was a failure to 

examine OPEC itself. What the models did was to examine 

the actions of OPEC without incorporating into the analysis 

any consideration of OPEC itself, of OPEC as an 

intergovernmental organization. Such an approach raised 

the possibility that the members of OPEC would have taken 

the same actions if they had not been members of OPEC as 

they in fact did take as members of theorganization. The 

approach taken by the three models which were analysed 

implied that OPEC itself had not had any effect upon the 

decisions and behaviour of its members. The implication 

was that OPEC was merely a convenient meeting place where 

its members could meet and chat, but that those discussions 

did not have any effect upon the behaviour of the members 

of OPEC. 

Such an implication did not apear to be either 

rational nor consistent with the facts. If the only 
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purpose of OPEC was to provide a venue for periodic 

discussions among oiL producing countries regarding oil, 

then why had the members of OPEC felt it was necessary to 

establish such a large and developed infrastructure such as 

the Secretariat? If the purpose of OPEC was not to 

develop, or seek to develop, a common approach to many of 

the petroleum issues which the members were facing, then 

why was it feLt necessary to develop such formalized 

procedures for meetings and voting? Also, if OPEC as an 

organization was intended by its members to be only a site 

for discussions, why was such care taken to ensure that the 

sovereignty of each member was in no way diminished by 

joining OPEC? Certainly the question of retention of full 

sovereignty would not likely have arisen if OPEC was 

intended to be only a site for discussions. 

Based upon the analyses of the three models and 

coupled with the doubts just raised, it was concluded that 

OPEC as an organization, does, in fact have power in its 

own right. Given the failure of the existing models to 

analyse OPEC behaviour it was concluded that there was the 

necessity of developing a new model of OPEC. The new 

approach should attempt to incorporate within its variables 

political elements. The emphasis would be placed upon OPEC 

as an intergovernmental organization. 
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In developing a new theory to explain OPEC a, 

conscious effort was made to develop a theory which would 

be consistent with the assumptions mentioned above and 

which would not embody elements considered to be 

weaknesses. This necessitated the development of a theory 

which permitted the consideration that oil and politics are 

miscible. The fact that the members of OPEC are sovereign 

states meant that the analysis would fall within the area 

of international relations. This would be true both of the 

relations between and among the members of OPEC and the 

relations between OPEC and other countries and 

-organizations. 

The determination was made to analyse OPEC as a 

subsystem within the international system. That subsysten 

would be considered one level of a three level system, and 

would be a modification of a concept put 'forward by 'T.Y. 

Ismael. The modification is that whereas Ismael considered 

the middle level of his system, the region, to be a 

geographic regioni it was now defined to be OPEC. Thus 

OPEC was viewed as a subsystem within the international 

system. This modification meant that it was possible to 

include a non—state actor, OPEC, as the basic element 

within the analytical framework. If the modification 

proved to be fruitful it would have the advantage of 

representing a meaningful step forward in the analysis and 
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incorporation of non—state actors in international. 

re I. a t i on s. 

The theoretical model which was developed and 

used for the analysis was a combination of Ismael's 

modified model with that of the model first developed by 

Cant-ori and Spiegel. The Cantori and Spiegel model, as 

subsequently modified by Dougherty and Pfaitzgraff, Jr., 

provided the elements used to define the mode's of 

interaction between the actors. The relations of OPEC with 

other international actors was done within the framework of 

three levels of interaction. The levels were: the core 

sector, the peripheral sectors and the intrusive system. 

Chapter Nine, The Theory Applied to OPEC, is 

devoted to testing the theory developed in Chapter Eight to 

ascertain whether, and to what extent, it is successful in 

explaining OPEC. The analysis is confined to the core and 

peripheral sectors of the model developed in the previous 

chapter. 

The evidence which was examined indicated that 

OPEC did indeed have a group of states which could be 

identified as a core group, fhey were all situated around 

the Gulf. On the basis of the factors which had been 

identified as being important in the determination of 

whether or not a state shoijld be classified as a member of 

the core group, it was found that these factors were 
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largely beyond the control of the different governments or 

the states themselves. The reason is that the crucial 

factors largely relate to the existence of petroleum within 

the boundaries of the individual states. This is a element 

which, excluding successful exploration for petroleum, is 

beyond the powers of the states to alter. Therefore the 

states which were identified as being menbers of the OPEC 

core hold that position for exogenous reasons. 

Given that the members of the core group are 

there for exogenous reasons, the questions of their 

cohesiveness naturally arose. Based upon the factors which 

Led to their inclusion in the core group, it was concluded 

that the membership in the core would remain unaltered into 

the foreseeable future. There was no evidence to indicate 

that either one or more of the present members of the core 

would exit from the core. Neither was there any evidence 

suggesting that there was a basis for anticipating that the 

core would be supplemented in the future by a new member or 

members. 

It was also concluded that based upon current 

reserve/production ratios, there was a strong liktihood 

that in the early years of the next century OPEC membership 

would be reduced to those stateswhich cjrrently constitute 

the core. If such an eventuality does occur, then the 

question of the cohesiveness of the core group becomes all 
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the more important since what wiLl then oe in question witl 

be the very existence of OPEC as an organization. The 

analysis Led to the conclusion that given that eventuality, 

the cohesiveness of the core group would be sufficient to 

ensure the perpetuation of OPEC, although in a much reduced 

form. 

Such a conclusion does not necessarily lead to 

the conclusion that the OPEC of twenty years hence will 

have greatly diminished power on the international 

petroleum market as compared with the OPEC of the present 

time. The opposite might well be correct. When the supply 

of, and demand for, petroleum at that future time are 

considereclp it is quite probable that the future OPEC wilt 

wield considerably greater power than it does at present. 

Certainly the basic principles upon which OPEC was founded, 

and its present policies, are intended to ensure that OPEC 

will be there and still exerting an important role for the 

benefit of its members and others. 

QQLUQ 

On the basis of the analysis contained in the 

previous nine chapters the foLlowing conctusions have been 

reached: 

1. The hypothesis has been confirmed. OPEC is a 

political organization. It is apolitical organization in 
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several senses. Certainly it is political in the sense 

that it engages in a "distributive process of conflict 

resolution in which support is mobilized and maintained for 

collective projects."(52) That is a restatement of the 

purpose of OPEC in general terms. OPEC 's purpose is 

political in Easton's distributive sense of allocating 

values.(53) 

OPEC is also political in the sense in which 

Dickerson and Flanagan used the term of being "a. 

distributive process of conflict resolution in which 

support is mobilized and maintained for collective 

projects."(54) That distributive process has been used by 

OPEC both with respect to how the oil revenues should be 

shared between the multinational oil firms and OPEC member 

states and also among the OPEC states themselves. The 

process has involved both conflict and the resolution of 

that conflict.. 

The political element is crucial, in an adequate 

analysis of OPEC behaviour because what underlays the 

functioning of OPEC as an organization is the future 

development of the OPEC member states. In a very real 

sense their future development rests upon the successful 

functioning of OPEC. If OPEC is successful in implementing 

policies which are consistent with its original principles, 

the probability that its members will advance toward their 
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goal of development are increased. To the extent that OPEC 

is unsuccessful, the probability that its members will 

achieve their development goals is correspondingly reduced. 

Because of the central and crucial nature of OPEC to its 

members' tong term future the members themselves find 

themselves in a situation of mutual interdependency. 

2. While it might be correctly suggested that 

the degree of interdependency, is not equal among all OPEC 

members, the performance to date would indicate that each 

of the member states considers it so important that they do 

not wish to risk any possible consequences of causing a 

major and permanent rift in OPEC's solidarity. 

Tte history of OPEC provides several examples of 

its members' risk aversion with respect to this issue. The 

first is the formation of the Organization itself. Given 

the 1960 projections of Venezuela's future importance in 

the world of petroleum, relative to the other four Founding 

Members of OPEC, it might be argued that OPEC should have 

been created without Venezuela. It was not. There was a 

recognition fhat, indeed there is strength in numbers, even 

if it is anticipated that one of them will have a declining 

importance in the future. It was also recognized that 

knowledge is transferrable and that knowledge and 

experience are very definitely important assets. Relative 

to the other Founding Members, Venezuela in 1960 brought a 
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wealth of relevant experience to the infant OPEC. That 

experience was to prove very important daring OPEC's early 

years. 

A second example was the inclusion of Qatar as 

the sixth OPEC member shortly after OPEC's creation. An 

objective anaLysis of Qatar's future importance in the 

world of petroleum in 1960 would not have indicated that it 

would be a major player. That analysis has been proven 

correct. By admitting Qatar to membership OPEC showed its 

willingness to abide immediately by its founding 

principles, which Qatar met, and not to oase membership 

upon the absolute importance which a country exercised on 

the international petroleum market. By refusing to admit 

Qatar as a Founding Member, the Founding Members of OPEC 

also made the point that the new organization was not 

necessarily intending to be an Arab dominated organization. 

Those points undoubtedly had some favourable impact upon 

the decisions of the smaller, non—Arab countries which 

later successfully applied for membership in OPEC. 

The realization of the importance of solidarity 

is also bolstered by recalling the importance of Libya to 

OPEC in the early 1970s. Certainly, at that time, Libya 

was not one of the major countries in OPEC in terms of 

importance. It was struggling to develop its oil industry. 

It had just undergone a change in government. The new 



511 

government was composed of young, unknown, and 

inexperienced men. Yet, it was Libya which took a series 

of initiatives which fundamentally altered the world of oil 

and OPEC. Those events impressed upon OPEC the realization 

that the less irtportant of its members can play a crucial 

role. It also impressed upon them the fact that the future 

is indeed undertain and that there may be considerable 

advantages to OPEC and its members if as many options as 

possible are kept open. 

A third illustration of OPEC sotidarity is 

provided by the 1973 OAPEC oil emoargo. Here, oil was 

employed as a political weapon. The OAPEC states which 

were also members of OPEC did not attempt to influence the 

non—Arab OPEC states into participating in that embargo or 

in aiding the Arab cause by other means. In fact, the 

non—Arab OPEC states did increase their exports of oil, and 

in so doing reduced the effectiveness of the OAPEC embargo. 

Their actions did not cause problems within OPEC. Within 

OPEC there has always been a recognition of the possibility 

of disagreements between its members and an acceptance of 

that possibility. That is a indication of a politically 

mature organization. What OPEC as an organization has 

sought to do is to ensure that those disagreements do not 

have a negative impact upon OPEC and its functioning. To 

date OPEC has been successful. 
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A fourth and final example of the recognition of 

the importance of solidarity within OPEC is the 

relationship among OPEC members since the beginning of the 

Iran—Iraq war. Despite public utterances to the contrary.-

those two states have not sought to pursue .thei r 

differences with the vigor which was possible within the 

confines of OPEC. For the most part, they have kept their 

hosti'ity outside the OPEC meetings. This does not imply 

that each has not sought to increase its allotted 

production quota at the expense of the other. That was an 

element o.f their behaviour prior to their war, as it was 

for other member states. The behaviour of the two warring 

states with respect to OPEC is an excellent and forceful 

illustration of the importance which they both attach to 

OPEC so t idarity. 

3. It is also important to examine the 

non—renewable nature of petroleum from a political 

perspective. The fact that petroleum is a non—renewable 

resource means, if one's future is heavily dependent upon 

it, that it must be used wisely. It must be husbanded. To 

waste it now carries with it the possibility that its 

benefits may not be available in the future when they are 

most urgently needed. It is for this reason that a 

dominant theme within OPEC has been the conservation of 

petroleum resources. Within OPEC the suoport for 
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conservation of petroleum resources has been increased by 

the recognition by the member states of their current state 

of underdevelopment. Given their high degree of dependence 

upon petroleum revenues, they cannot afford to waste their 

most important resource. To waste it is to run the risk of 

nullifying any possibility of achieving development. 

Certainly until 1980 the OPEC states demonstrated a great 

feality to the principle of conservation. When they 

departed from a strict adherance to that principle, it was 

primarily for political reasons. The foremost reason was 

to maintain good political relations with the OECD 

countries which are so dependent upon OPEC oil. 

4. The pattern of behaviour exhibited by the 

OPEC states is not consistent with profit maximization. If 

they had behaved in a manner solely consistent with a goat 

of maximizing profits, they would have reduced their output 

even mores thus causing a scarcity and higher prices. This 

they did not do. Rather, they sought a middle path. That 

path was a combinationdesigned both to serve their goal of 

development and their goal of reasonable and stable 

political relations with other states. Because their 

policy embodied within it political as well as economic 

considerations, it is not surprising that an analysis of 

OPEC policies incorporating solely econonic factors has 

proven to be unsatisfactory. 
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5. It was also concluded that OPEC during the 

first two decades of its existence, was not a cartel, at 

least in the usual economic meaning of that term. Not only 

did it fail to meet many of the elements found in the 

traditional definitions of a cartel, it did not behave as 

cartel theory would lead us to expect. The reason for the 

deviation in behaviour by OPEC from that of a cartel was 

explained by political factors. Primary among the 

cons.iderations of the OPEC states were political factors, 

especially the increase in their powers. Also important in 

their decisions, especially in the long terms was the 

development of their states. These two considerations 

served for the most part to support the solidarity which 

existed among the OPEC states. This beneficial 'effect t.as 

far more pervasive than were self—serving, competitive 

policies. Therefore, the longevity of OPEC as an 

organization was also found to be explained by political 

factors. 

This acceptance of the importance of solidarity 

at the expense of economic competition among the member 

states is best illustrated by the willingness of the OPEC 

states to supply the OPEC Secretar iate with important data. 

Such behavior among states which were engaged in economic 

competition would be difficult to explain since that same 



515 

data could also be employed to give the other members of 

the organization a competitive advantage. 

6. A further conclusion which was reached was 

that during the first twenty years of its existence.. OPEC 

has demonstrated a consistent and strong adherence to the 

principles which it established at its founding meeting. 

Whether by luck or design, those principles provided a 

solid foundation for OPEC to base its subsequent decisions. 

7. The seventh conclusion which has been reached 

is that the power and influence of OPEC as an 

intergovernmental organization has very likely been 

underestimated, especially in a political sense. Certainty 

the world has come to recognize the importance of OPEC in 

terms of its perceived influence upon the international 

petroleum market. What has not been so often recognized is 

that OPEC has also come to exert a growing role on the 

international political scene. It has become an 

influential member of a number of United Nations' 

organizations. It has frequently acted as a spokesman for 

underdeveloped countries in the North-South debates, 

especially in confrontations with OECD countries. While it 

must be acknowledged that many of the political positions 

which OPEC has taken have contained an element which is 

best described as being self-serving there have also been 

instances where this was not so. The OPEC countries have 
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not forgotten that they were, and remain at the present 

time, underdeveloped countries. They have not hesitated to 

associate with other underdeveloped states, both through 

words and deeds. The result is that OPEC has achieved some 

degree of political power and influence among other 

underdeveloped countries. 

8. OPEC's political power has been based upon 

its growing economic leverage. With resoect to other 

underdeve(oped states, the OPEC Fund for International 

Development has served to assist needy countries. In so 

doing it has also served to enhance closer relations 

between the recipient countries and OPEC. OPEC aid has 

been especially helpful in promoting good political 

relations since it is frequently given to states for 

projects which did not qualify for assistance from other 

international lending organizations. The OPEC Fund has, in 

that senses become a willing lender of last resort. 

OPEC's political power has also been increased in 

developed countries through the investments by its member 

states. Fears about the potential adverse effects of such 

investment on the economies of the developed countries have 

now subsided. Those fears have been reduced largely as a 

result of experience. The OPEC states have been found to 

be mature and responsible investors which freely recognize 
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the interdependent nature of the relationship between 

borrower and tender. 

9. OPEC is firmly under the control of its 

members. The organizational structure of OPEC is designed 

to ensure that it will not become so powerful in its own 

right as to be able to dictate policies to the member 

states. The ultimate source of power within the OPEC 

structure is the Conference. This ensures that OPEC as an 

organization will not have any authority which its members 

do not freely grant to it. The rule of ounanimity 

guarantees that at least on the formal level, no state can 

be subjected to the decisions of the other members. This 

structure does no imply that OPEC itself does not have 

power. It does. 

EUIUE REaEABLB 

1. The model which we outlined in Chapter Eight 

can be further expanded and developed. The effects of the 

intrusive sector were not explored in this present 

investigation. ObviousLyp if OPEC is to be investigated as 

a political organization in an international relations 

framework, and given the identification of OPEC's core as 

states bounding the Gulf, OPEC itself is likely to become 

involved in the East—West conflict. Indirectly it has 

already become involved. The growing energy dependency of 
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the United States, and its growing volume of oil imports 

from OPEC statesp especially the Gulf area, have caused 

concern within the Government of the United States about 

security of supply. This is the reason given by t,he 

American government for their military presence in the 

Gulf. While the United States has for many years 

considered the Gulf an area of strategic importance, their 

growing reliance upon petroleum from, that area wilt most 

likely serve to heighten their involvement. That 

involvement will certainly have ramifications for OPEC. 

The Soviet Union has also been involved in the 

area for some time. 'While it has traditionally been.a 

supporter of OPEC, its involvtement may .iell increase in 

response to the increased American military presence. Its 

motives are somewhat different th'an those of the United 

States. The Soviet Union is the world's Largest producer 

of petroleum. Yet, it exDorts relatively little of the 

petroleum which it produces'. Almost alt of its oil exports 

are to countries in Eastern Europe. It is not dependent 

upon OPEC oil and neither is it in substantial competition 

with OPEC. Therefore, it would be fruitful to investigate 

the effects of the intrusive sector upon OPEC, especially 

the major states in that sector. 

2. An examination of other intergovernmental 

organizations using this model would also appear to be 
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fruitful. There are many such organizations which might be 

investigated. They are an important aspect of the 

international relations scene. Too often they have been 

neglected, or if studied, only from the Perspective of 

economics, Transnational actors have become an important 

element in world events, but with the exception of the 

international economic implications of the behaviour of 

firms, have been relatively ignored. Our understanding of 

international relations is seriously deficient without a 

more accurate and comprehensive knowledge about them. 

3. A further line of investigation i,s the often 

misleading understanding we have of intergovernmental 

organizations based upon a less than rigourous 

classification of those bodies. To the extent that OPEC is 

not, in fact, a cartel, many years of investigation have 

been misdirected by that faulty assumption. Classification 

is a valuable tool in research. But it nust be done 

carefully and analytically. Its use for non—scientific, 

political purposes may serve to confuse rather than to 

illuminate, 

4. It would be extremely beneficial to know how, 

by what processes, conclusions are arrived at within OPEC. 

The requirement of unanimity necessitates considerable 

political maneuvering to reach a unanimous position. A 

full understanding of OPEC cannot be achieved without such 
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information. There is a great paucity of knowledge about 

this topic which reflects the tendency of past research t 

concentrate upon what has been perceived to be the results 

of OPEC's actions as opposed to investigations of OPEC 

itself. 

5. One result of this analysis has been a 

greater awareness of the important role which perceptions 

play in OPEC, and we suspect, in international relations 

generally. The oil market during the twenty years covered 

by this investigation has been dominated at times more by 

producer and consumer expectations than by actual events. 

A thorough investigation into the role of expectations, 

both as they affect OPEC and as they affect internationat 

relations, would undoubtedly provide many useful insights 

into both. These insights would be of value both 

theoretically and practically. 

6. A further result of this investigation has 

been the realization that there is much to be done in the 

area of political philosophy, especially in the area of 

distributive justice. The resources of the world are 

distributed randomly. As a result, the interdependence of 

the states of the world is growing as those states develop. 

As Tucker has pointed out, interdependence cannot of itself 

provide a reason for moving toward a consensual world. To 

often it does the reverse. It is a source of conflict 



521 

whiLe promoting insecurity and competition. The commitment 

to development among the underdeveloped states is also a 

commitment to a greater degree of equality. The problem is 

that, 

...the achievement of this end remains 
unattainable without the preexistent 
measure of cohesiveness and solidarity that 
safeguards against the conflicts raised by 
the demands for greater equality, conflicts 
that may well prove destructive of 
fellows hip. (55) 

The exploration of the notion advanced by Beitz 

that, "The appropriate analogue of individual autonomy in 

the international realm is not national autonomy but 

conformity of a society's basic institutions with 

appropriate principles of social justice"P might well have 

important practical as well as theoreticat benefitsif 

pursued. (56) Certainly an analysis of such a proposition 

might well have fundamental implications for an 

organization such as OPEC. 

7. Lastly, this investigation has reveaLed that 

the model of a subordinate system can be fruitfully applied 

to an international organization which is not confined to 

one geographic region. This present exploration should be 

further developed and applied to other intergovernmental 

organizations. To the extent that such investigations 

prove to be successful, a major advance in the development 

of the theoretical infrastructure of international 
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relations theory might be anticipated. Equally, the 

practical results would be beneficial. 
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( 1) M.A. Adelman, "The World Oil Cartel: Scarcity.-
Economics and Politics", QI QQ1 

16(2), (Summer 1976), pp. 7-18. 
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Ragaei El Mallakh (ed.), QE Jut dad Ejrygoj, 
(Boulder, Colorado: Westview Press, 1982), p. 111. 

( 3) M.O. Dickerson and Thomas Flanagan, Al2IQQQ ta 
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( 4) See David Easton, Qf pQjjtjraj 
Life. (New York: John Wiley and Sons, 1965), p. 21. 
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York: Basic Books, Inc., 1977), p. 104. 
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