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Faced wiifi the potential threat of ol embargoes imposed by
‘producer couniries: for political reasons, the consumer countries
reacted by creating different altematwes which granted them some

. energy mdependnnm amd security. of “supply by using altemative

o pmr* icis and technotogies avsilable in thelr own countries.

Can & muddle level devalc:ping country bmak out of the cycle of
dependency inthe araaofenergy? o

 his dissertatian in\restigateé the = strategy developed and

" implémented by South Africa between 1973 und 1993, which .
o invested heévlly in the generation of fue! extracted from coal in order
. toresous its country from crisis and support it through crtice periads_- -

| _of h:story\ - _
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INTRODUCTION .

 The future of the less developed countries Is one of the most pressing
 issues of international politic economy in our era, and the resolution of
' this Issus wi _'probably affect the future of the planét. The intense
_ des{re of the"fnajorﬁy of' the human race to sscape its debilitating '
; povarty and Jom the davaioped worid s a determmmg featurs of
_ _mternatlonai polihca Yat in the final decades of the twantieth century, _
- bitter oontro\zersy amsts rsgarding the causes of and possnblasolu’dons' -

Sr 0, this problsm

) _'The' siructuraiisi argumént_‘ (or what became known as the Siriger-
~ Prebisch theary) is that the world acanoniy is enmposed of & core or
~ gentre of highly industriatised countrles and a farge under-developed -

_ pariphary“ Technlcal progress thet leads. to increasing productiVIty a

#nd aconomic development ia the dﬂwng forca in this . SYstam, but [

'technical -advance hes different canssquancas for the industnalised -

~ centre of the ﬂOH-deUbtl'laHSBd periphery tus to structural feamras of -
the less developed: economias and to the internatianal division of_..' :

: Iabour Inherited frum the past

- Samir Amin, astructuralfa* thaoriat and former. profasser at the Dakar -

Unlversﬂy an& dlrectcr of the Instiute of Afdcan Economie - "
Davalopment and Plannmg. suggests that "today about 75 per cent of ..
the under-developed countries’ raw material exports c,n_m_a not rom -

~ "wadltional" low-productisity, but from ‘modern® high-productivity: B

= Robart Gilpin Tite Pa!ftlca! Ecanomy of Intamationat- Relatkms Ch7,p283 .
2 gas Paul Preblsch, Towards a Dynam(n Devaiopment Policy for Latln Avherica.
_ Naw furk 1968 - _



pracesses and sectors, 8s in mining, plantation agriculture, to say
nothing of, In our day, petrolsum. In this sense, the production of raw
pragucers’ ‘goods need not: per se be so different. from that of
industrial producers gonds"a Moreover, the indusirialising countries

"such a8 Britain and the Unttad States alsc produced important

arnogints of raw matsﬂals and exported them - the former coal and ths

-Iatter "otton and wheat - In tne course of thelr daveiopment.

By ths 1960’s Izheral assumptions about ths developmsnt pmspects _
- for- many LDCs came under infense critcism from a number -of _

schoiars, sspscua]ly in Latln Ametica. These critics of the liberal model

R of developmsnt wers prhnarily from the r:CLA‘1 Among the eariier

oritiques is the work of Raul Preblsch, which provided a. slgniﬁcant

“momentum for the dependency psrspsctive and _its interprotation of the -
2 -__dweiqpmsnt dilsmma among LDCs, 's_s dealt with In Ghapter 1. The
> Economic Survey of Lafin America ~ 1949 by the Economic

Commission for Latin America (ECLA) marked the birth of the EGLA -

. perspective” of poliical economy. Celso Furtado, a non—Marxlst

depandentlst theorist, best raprssanted it in Brazil, and it clsarly

' d_elmeatsd the specific problematics of psriphsral capitaism. The

Survay, coordinated by Raul Prebisch, devsloped from evidence that

~ Latin American growth relied directly upon the export sector which
L furnished the forelgn exchange necessary to import marufactures.
o This_ centre-periphery structure tended to perpetuate itseff, In that its
“dynamics were _cantroi!ad' by decislors made in the centre and were
‘agcentuatad by the deterioration of the terms of trade. In this context,

8 L ccumulation o' fechalle montiale. Parls, 1970, p.44

* BCLA, Economic Gommissian for Latin America, founded Tn 1948,
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only national mdustnallsatlor- wouid be capable of braaklng the viclous
-~ Gycle of runciar—c‘!ewa.fr-:*lca;:.\ment5

'y _prombter _of_‘Ul'il(.‘.Tx!i.l:)B and its first secretary general, Preblscn .
B argued that t_h's Idg.\'rel'opnierit dilermain Laﬁn America was _i_n'ex_tricably'
“ linked t3 fastors outside of the reglon, Prebisch was éspecialiy aritlcal
of the existing irtternational division of labour and free frade system.
- He and.others {Andre G. Frank, Theotonso dos Santos, F. Henrigue

_"Gér'doséo') amQ';ig Marxstand non~MaerSt.anti»imperia_lisfs, s.%gu’ed that -

" the internatioral trade system relnforced the LDGS' role as producers

- of pnmary prcrducts and raw materials, while the developed countnes |
- continued to lDrosper as producars of mdustrhl products’ L

This t’er_'m of tﬁade pessimism; as daaﬁ with in Chapter'1_, hes come o
" be known as the Prebisch-Singer thesis, after the two famous

~ developmenit sconomists who explorad fs Implications in the 1950's"

_ They argued that there was and would continue to be a secular decline -

' I the ierms -of trada of 'pi"trhary-aqmri'todiiy exporters dus to a-

_cqmbln‘étmﬁ .df:lowinc_j:ome.ahrj price elasticities of demend. This
_deciina rasal’ted ina [ong-tefm'transﬁar of income from poor 1o rich

- countrles that: could be combated nn"y by efforts to pratect domestic

manufacturng incustries through a ‘process that has come to be e

known as iu ‘,.prt substltution.

- pertha K.‘ Becker, Brazﬂ A Nesi .“*m;lonal Power in the Woﬂd—Econwny Gambﬁdga
© 1982 puic.
® UNCTAD fs a body of the United Nations whose primary oblective s to promote
* International trade and commerce with a principal facus on #rade and balance. of

'ment problems of developlng nations.

“oup’ of 77 couniries =t UMCTAD In 1064 fon'ned a !uose Doalll]on the Group

+% ~ to exprass and further their collective fiterests In the warld economic system,

Toc‘uj there ara ‘miate than 100 countries in that group,
l\.’lfchael F. r-daro. Eccnomic Development. -New York, 1997. p. 429
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‘One dape.t dency thaonst In partlcular has focused a good dea, of-
attention ot the eﬁeots of Impenallsm in the Third Workd, Andre
Gunder Frank, ‘a Marxlst depemdanﬂst theorist, re;acted the Marxist
'notion that sncishes go thraugh different stageb or modes of
producﬂon 85 they develop. However he supported the imperialism

. thiasls that corinections betwstn developed and developing reglons of

the wnrid resulted in exp!oitat[on of penpheral regions by metropo!ﬁaﬂ
o capﬂ‘aﬁst couhtries.” : SR

T‘he "stfu'cf'u'féiists, under tf’ie‘leadership of Raul Prebisch, befieved that
B refnrm of the international economy and a development strategy -

B basad on |mport substitution would be a solution to these problems’™.

'Unfortunatezy for the deveiopmg countrtes the number of ccmmodfties '
- whose supphes ca_a_n be eﬁectwely controlled is rather small“.

Nevartheless, the resolutlon of the energy. question is mtfmately related

 with the transformations carried out in. tha internationai scoriemmic

- sphera, = Rapid transltto_ns in the gver-greater search of enargy
) 'resourcés hy the lnterhational’consurhers caussd a profound é&erétioh L
in terms of depandancles, leading. the world industrial economy o - -
~ depend more an scarce sources of energy. A stale Is politicelly

- '_dopendent when Its pcrwer structure and Institutions are corttrofied from

© outside, and scanornioally depsndan* when expc.d:s and imports are
_ necassary for lts suwwal

Davld N Balaan !nb'oducﬂqn to fntemarfona! Pufiricaf Econonw New- Jersay, 1996

& P : _

1y Robert Giipin, Op.cit p.285 _

W Arthue Lews. The Evolution “of the !nremaﬂona! Ecanam!a Omw ‘Ch.8.
"Cnmmn-dlw Ptﬁlce‘ Prlncaton. 1878, p.2?
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' Energy has come to _assumea ei_eminanf position within the broad eco- -
' political agenda, It is not herr{! _te see why, beeeuse enargy, in its

- various forme;- ls synonymious with economic development and -

' _ .thei'efere' with wealth. Cohsequehﬁy, eeces_e_te an¢l control of enei‘gy - '_
_ re‘se'ur_ces has becorme & central concern of governments as well as of
those 'in'iiehred-le the processes of industrial production, There is,

" moreover, o source of erergy, which outstrips all the otiers in its

impe'r‘cence - oll, as deatt witﬁ In Ghaf:ﬁter 3. In-1984, oil accounted for
39 per cent of the total world prit;ary snergy demand. This factwould
net in itself place od onthe mtemetmn; il agenda since, were i the case _
' ﬂwat_.cmsumers of oll could satisfy their energy neads from thair ewn_- :

~ " resources, the Jikellhood s that o would remaln an issue of greater

_ '_eignlﬁcance in domestic rather than In :ntematienal terms. Hawever,
this i3 not the case. Oit has become an issue in world pOIIﬂCS as a

o - consequence of the |mperet_|ves of: ge_ology, ‘geography and the

~_patterns of global economic development which have creeted a
" ituation w'hereby-. the producers of ail are not its ma]or_consumers. -

11878, & "mmher of Arab netions [rnpeqed an eii embarge on the '
. United States and Its allies in an attempt to :nﬂuence US policy with
respect to Isretel‘z “The ol embargo of 1973 was & momentaus event'
for the Stetes of the Arabian Peninsula as wel! as for the world
ecmemy Arab o pmddeers discovered thet thear petroleum could be .
© -used asa dlpiomatlc and, pehtlcal weapon in the Arab-israell confiict #s
- deslt with in t"hepter 5, and ail consumers were braught toa ‘sudden
e reeegn_itien of thelr growing dependence on Middle Eastern oil®®,

-

2, Alan Randall Rasourca Ecaaamrcs, Chapte 18, The Energy Crisis afma 1970'9",
New York, p. 13, '

¥ \niiiam 1. Clevelent, A History of the Modem Mfdcﬂe East. Part 4. Chapter 19
cencfusmn Uxford 1994 pase. .
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Only the oil crisls of the 1970's headsd by OPEC would lead the
intarnational lgyers to re-crientate their energy policies from oil*!, to
| different energy resources. The coal® glternative does not solve alt the
-problems faced by the dependent countties, since it does not -
compensata all the uses of ol as liguid fuel. South Africs, the unique
casa in the whole warld, duelts qo'ai_ and tschnology availability, chnse
the coal ahemative. Natural gas and nuclear snergy do nof present
very optimistic perspactives. The first because of the establishraent of
sttong deperiderice links between the praducer and the consumer, and
thia second dLia to the diﬁ'icl .04 it presents relating ta the high costs
o of installation of technoiogica! lnfra&*.*trl.u:turest enrichiment of uranium
and the need for & high initial invastment assocleted with & raduced
- dimension of the national markets of less developsd countrizs.

After 1973 and durlng the OPEC decade, the Western industrial '
gountrigs saught 1o raduce tha}r?-_depen_denca on forelgn suppliers of |
oft. Fo i_a_kamplre. in February 11974, US Pres}_t_ier'it Richard Nixon
' ptfbpased to "re-estabiish [US}' capabifity for _se!f-suﬂicia_ncy“_by 1980
and called for “an acceptab'la pattern of world trade in betroleum“: ahd
the new conservation maesures and a shit to altermnaiive sources of
- energy {alongside an economic recession) c!id, in fact, combine fo
push down the demand for ofl.

A shift to 'ar:érnative energy sources contibuied tq' the reduced
rellance on OPEC all. Coal, for example, agair became a major
: 's_nu'fce of US energy. Similarly, Japan increased is Imports of coal to
miest A growing proportian of its giactrical generation and Industrial

Sae Figura 12 -
See rlgure 17
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needs, and China relied heavily on coal as lts primary soures of fossil
fuel. Elsewhere, nuclear power became an aitemtive. The French,
for example, increased thelr electrical generstion' through nuclear
_' _po&;}er mee than seventesntold between 1973 and 1886, to help"
~ reduce their depsandance on Imported ofl. - The German government
- encouwraged a shift from oll to netural gas. . : '

" Facsd with the threat of ol smbargoes imposed by producer countries

* for poliicel reasons, South Affica reacted by creating different

alternatives which granted it some energy Independance and security
of supply by using alternative products and tachnologles avaliable In
its own country, as dealt with in chaptar 8. In December 1974, one
year after e Arab off embargo, the South African Minlster of_
Economic Affalrs announced the dacision taken by the Cabinet to
increase the oil-rom-coal praducton™®. The new plant would produce -
‘more than ten times the amount of petrdl and petroleum products then
- the -existing oikrom-coal plant, and would be one of the largast
: _'industrial projects ever undertakan In South Africa,

S__aum Africa with‘_ 8 __modera_te -aépiratlon 0 becor_na’__a g‘réat warld
power with medium econormlcal, technological, educational, and soclal
levels, and having extensive territary, wanted to free ftself from this
' formof économ_iti imperialism -which was used by the oil cartel in 1978
- when the oll cartel intended o reach political eims acting n the
supply continuity of strategle energy rest_:urc’es"’.’ :

® Paa Wessels, Crascarido T Success. SASQL 10751287, GapE Town, 1690
A
E’ Ag Machiavellt wrote: "One shuuld ask h‘ g ruter hag enuugh resnumas 1o be able
- ifneressary, tu look after himself, or whether he will always bi dependent on havlng :
_ alliances witn olher njars”, Se!ecfed Pakﬁca! Whithigs. Chapier Ten. p.34.
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" Whereas in 1986, the Middie East pratiuded naarly 22 per cent of the,
world's ail, t consumed only 3,8 per cent. In contrast Japan, with B
: SGarcaly aﬁy ahargy resources, produced less than 0,06 per cent of
the world's ol and conswhad 7,1 per cent. As a result of this. ol

.- became a key c:mrncdity in international trade and, &8 cunsumers

sought to sstablished securs resources of supply, as South Africa had
done, so the conditiohs were created under which *oil pnlltlc:s“ could

o develop

| Indééd it'was' against this ba‘t:kdrdp that the pol‘rﬂc,s' of oll forced
' themsalvsa 1o the top of the world’s political agenda in the 1970's and

1980, - That thay did 50 reflected a complex interweaving of trends

~ and events in several centres and involvad & varlety of State and non-
 State actors, Ori the one hand, the large ot multinationals, for fong the
- domiriant influsnce in the oif Industry, were confronted durlng the
1950’s and 1980's with declining profits as the price of crude oil fll.
At the same time, the rise of nationalism In the Third World™ affectad
the attitudes of the ol praducing States, which began to demand
“higher revenues flom, and more control over, thelr oi resources. The
_main manifestatior: of this latter development was the enhanced role
played by the oll producers assoclation, the Or-géhisatiq'ri of Petrolaum

 Exparting Countries (OPEG). Esteblished in 1960, with en original

- mambership camptising Venazusla, Kuwait, Iraq and iran, OPEC was

'-'inmaliy Iargely igniored by the oil companias and felled to act as & -

_oohealve entity in promoﬁng the often-divergent Interests of its

® ne Wurlct Bank- classmad 6 Third World the preaant 145 developing countries
of Agla, Afriss, tha Middle East and Latin Amiea, malnly chardcterisad hy low levels

of living, high rates of papulation growtf, kv income per sapita and general economic
~ and tachnological dépendence on First Workd econornies, 1t considered as Finst -
- World the now econombcally advanced capitalist counttes of Western Europs, Marth
Amerled, Australia, wow Zealand end Japan, These were the first counties to
axperienca sustalned Inng—tarm acanomic growth, o
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fembers. By the beg‘l_n'nlng of the 1970's however, the map of world
oll power was assuming a different shape. In part, this was due not
only 10 a strengthening of the demand for oll but also to changing

. political attitudes among producers, imostly clearly indicated by the
o ar?tibhs af the Oadhaf regime, which sei?e’d power in libya in 1970
' (oushng the pro *Wester govemment of King Idris). Libya bagan to -
-_'seek control over the supply and price of its ol which, since the

closure of tha Suez Canal in 1987 had become of major importance
to the- Wes‘.“’. Against this backdrop, aﬂd in the wake of du,cisions

madeata mesting in (}aracas In Decernber 1970, OPEC demonstrated

! _capac_ity:mr callsctive action in ex_erciéi_ng gregter control over the

.
[y

- government, for whom the prospect of enhanced energy costs for Its L
. eoonomic rivals in Westatn Eurupe and Japan was not dl plaaslng

price and supply of oll.: Inttially, the strengthening role of OPEC was
not unwelcoms gither to the oif companies, who saw ks actions as
hav:ng & beneflcial effect on the profitabllity of off, or to the US

| ’;Hc;:weyér. % was soon clear that. dPEf_: could use its newly found
~ strength through control over supply and price to threaten the
. sconomic secﬁrlty of the advanred industrialised States. The dramatic.
400 per catit rise in the price ot oll In the wake of the 1973 Arab-lsraelt

-, war and the embargo on oll axports umpused by the Organisa'non of
-Arab Petroleum Exporting Courdries (OPEG), on selected countries
- vegerded #s pro-sragl showed the potential sffects of contrived™

scarcity 8t & time when concern was being expressed about the |

' naturally Impossd scarcity of energy resources. in thw long term, the

9 jan Brownlle. Pdnc&:!es of Publiz { demational Law. Gxford. 1890 p.276.
W gee pPeter R Qdell O and Wond Fower ! Bachgrotnd to the O} Crigs,
Ayleshury, 1974, : o



capaciy of DPEC to set the 'prib.é of oil (which again rbse dramaticaily "

- inthe late 1970's) was lessened by declining demand in the West and

' the growing tenslons within the organisation itself - particularly those
) .generatéd by the conflict between iran end Irag. At the present ime,
 the slump in off prices from over $29 per bacrel to $9 in 1988 has oy
'partly been reversad, Howevar, the impact of OPEC pollcles on the
B Wastern ecqnomies hes been and remalrs profound, constituting a
E threat Which,_ as Odell suggaéﬁs, poésesses three dimensions:

(1) The challangs o the West's supply of of ihreatened the survival
' E o tba-econdmlss and theraby the legitimacy of governments;
(2)  Rapid off price rises Induced high levels of inflation” which,
. betause OPEG linked ofl to the inflation rate In the Wast,
becams even more marked; and _
@) The !arge tradlng surpiuses ‘acquired by OPECS oll salas -
C '_thraatened to reinforee the world recession and disrupt the
moneﬁary systern '

Bearin’g this ih mind, ii is clear that the energy crisis axhiblted al the
features likely to force this issue to the top of the agenda. The
~ ssserice of Its urgency lay in the fact that for the re'asbns outlined
above, the very survival of the Westem geonarmic systam was brought

o it quaestion. Moreover, despite the fact that In terms of location,

. affedting as it did the advenced Industrilised States, the energy orisis

_ tcuch&d, dlrectly or !ncinracily, the majority of States In the Internatlcnai

-aystem, thug underseoring the extent of the problem. Finally, the

impact qf OPEC policies ware highly visible as an lssue st national
le\feE af‘qncting the motoring public and creatlng powerful domestac '
political pressuras '
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~ Twenty years after it burst into'intamaftIOnal}pdlitics with the 1973 crisis,
ol remains a strategic commodity critical in the global halance of
'powa-r, as dealt with in Chapter 4, but looking towards the 21st
century, the perspective has chanted radically since those days when
It seemed thet ol pow~ *ould engulf world palitics.

Today, aconamics takes precedance over po!ﬁics. Many ex'portihg _
countries court the International oif cdmpanies that they onne shunned.
The;'db_or thet was slammed shust in the 1970's Is being reopened. In-
fact, with the'prospect of the opening of the petroleum reserves in
~ - Russla and many other countris thet. up to now have been politically
“inaccessible, oll 18 truly ¢ global business for the first time since the

' bari’ioades went up with the BDisﬁ_eka Revolution, .

In retrospect, the sheicks of the 1970's can be seen as the high point
ﬁf ofl nationalism. 1t was the era when the world economy hung onthe
' cornments of ot minsters in the ha;l!~ways of OPEC meetings and when
the wrongs of colonfallsm were to be set right. It was fo be the
~ beginning of the "new internationgl order”, a zero-sum game that would
. see a wholesale redistribution of wealth from the North to the South
and & dimlritior! of the mternatlmnal stature of the Unlted States and -
the uther major Industrlal pow-rk

Much of thet Is .nqw history. - The oli exparters learned that thay
needed the importérs a8 much':; as the importers needed them. The
producers may have had ol tc sell, but the consumers provided the
markets. They could also _prfavidai_ when nesded, security. These
devalopments iedto new quesf.bns about the very meaning of securlty,
and what durable relations wers now -possiblé between consumers and
producers that would seNe _ihe long-term Intarests of both.  The
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Persian Gulf War Hllustrates both the critical position of oil In the global'
© . bafance of power and the Importance of intardependenoa between

- -producers and industrial consumers. There is also the Increasingly

ﬁ important guestion of how 'to_ reconclle anergy use and environmental
imperatives.

With the cdllapse of commurism, ths global security lssues that were

uppermmost have receded. Fteglohal s2curity issues, however, remain. -
Tha wold is now shifting back to o) dependence on the Middle East,
 where mudernisation and Islamic revivallsm are fn'cﬂnﬂm Moreover, -
- oi's traditional refationship ta other global issues continue, K Is
. intertwined with’ Russia’s transltion to free markets and Asia’s
‘economic growth. The Unitad Stafes is back on the track of higher ol

imports, which means that its foreign policy wil remain acutely sensitive o

| to developments In oll-exporting countrles,

in the years _ahead,_ the global ol .ihdUS.try will requlre-rri_uch highet
levels of investment than In the recent past, to meet both energy needs
and environmental. requiremants, Poli_ﬂd_s, which in the 1970's .
- sundered economic links bstween producers and consumers, is now
permitting the reco’nﬁec'tidn of those finks, though on a ditferent basis,
Thus, a new dimengion af security between axpcrhng nations and oll

uompanies wlll come from the intemeavmg of mvastment tracie and _ o

~ fhance, . This raconstruction will mobfise the investment necessary to
| deve!op supplles for the next century. As a resuilt, producers wiil be
abla to. tap into the- capital, technology and. skills of consurnlng
countries whule supp!y!ng thair markats

. On the other hand, South Africa’s government decided to support
- Improvernent in tha praduction of the oil-from-coal producad by Sasol
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in South Affica. The rm 5 Totable 'slemen't' an the new technology
drive at Sasol Synthetic Fuels is the launch ofa prog;amme’ to raplace

. the original Synthoi reactors a{ Secunda with a new- -generation Sasol

Advanced Synthol (SAS) reactor at a cost of Ras! 000 000.00. Synthot
reaciors convarted cosl-derived synthesas gas into liquid petroteum

. products and -2 vatisty of petro-chermical feedstock. The new SAS

B reac:tor would enhanca the high-temparature Fischer—Tropsch process
- by reducing. capltal operating and ma:ntenance Costs, increaslng

: productlwty and aoonomies of scale snd improving thermai efﬁciencyz‘ :

-Chaptsr 1-of: ray dtsssrtation deals with emnomtc lmpertahsm and

o .dependanca and considering ihe. woﬂd resources managament and _

forelgn -poltical control, the negative Impact of GATT In under-
 developed cauntries and fts’ davelopment strategles besed on seff-

_reliance and [mport—substitutian as decldad by South Africa when

threatened by o!t embargcres imposed by producer courdries for -

. poitical reasans, In Chapter 2 | analyzed the economic threats posed

by the giabe's scarge natural resources and the sovereignty overthem,

' and what- prompted the oll producer countries to use that important
- and &ratagm source of energy as an economlc and dinlomatic waapon
over the dnpendant consumers, The lmpoﬂanca thereof for industry

*_and war s dealt with in Ghapfar 3. The Souther oll-exporting States

| __ac:tmg together in a praducer cartel which substituted the former ane, '

- discussed In Chapter 4, formed a very suooassfui new system

which’ cantrolted_ the world olf supply, so powerful thar it permitted the _' B
use th';eraof a8 an _écbnoml_c and. dipiomatic weapor, ‘namely in off

- 'ambargoes Imposed by Arab petraleum exporting countries In 1987

and 1973-1974 against Western Gtates which directly alded israel inits

2! SASOL, Annual Repor, 196, pA



 war with Arab adversaries, as dieeueSed_ in Chapter 5.

Faced with the petenha[ threat of eil embargees 1mposed by producer

L _' countries for polmea! reasons, the dependent consumer countries

reacted by creating difrerent a:ternatnfes which granted them some

- energy independence and sec:urlty of suppiy in Ghapter 8, | deal with
South Afrlea & option Due 10 Its substantlai lack of erude-olil, its coal

avallabihty and its technical capacrty, the Soutr: Afican governmént

~_ decided to invest heevny in the generation of fust extracted from its

e ;_'_QWn eoal in order te rescus its courtry from crlees and allow In the. . | |
future, South Adrica to rore easily defend |teelf from pellncal pressuree N
and extarnal embargees :
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GHAPTER 1 : ECONOMIC IMPERIALISM AND DEPENDENGE

Latin Americanists repreéanﬁng- various branc‘he_s pfthe social sciences
~ have prbducad-soma of the more provocative work in the globalist
traciiion. They have come to be known col[ectively as dependency
 theorists, and they now Include North American and European
. schnlars_as well as Latin Americans. Several of these writers were
assoclated in the 1950° with the Economic Commissibn on Latin

- Amierica (ECLA) and the Unlted Nations Conference on Trade and
o Deveiopment (UNGTAD) “They were r:oncerned with the important
- problem of explaining why Latin America arid other Third Warld regions

. were not davaloping as an'ac:i;::aten-:i"'2

_ D_epe_ndency theory was a popular radical critiqus of Western capitalist
~ ‘nations'in thelr reIétiOns‘ with the Third World d'ur'ing the 1860’s and
' 1970's, and still has its advocates today. The basic Idea is that major -
pc:IWesrs exarcisad ENOIMOUS polltlcal control over Latin America, Africa
and Asia, However they do this now by the uss of economic pressure
- and by exploiting their superlor markst positlons to extract unfair
| adventage to mtemational trade. '

Bsuohd t e'historical studies that are concerned with 'accu'muldtion and
. thaones of deve!opment and. under-daveiopmant R wauld seem
. reasonable to concentrate inquiry on international politlcal econamy

- ~ around theories of unperiallsm and dependericy. The following -

discussion, summansas the migjor ihes of thought on lmperiahsm and
dependency '

. 22 pour R Viotti, International Relations Theory. New York, 1983, p_.'455.
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14 Ecanomic Imperialist -

‘The common characteristic of the policles we call scanormic
-imrerialis'm ie: ﬂ'teirtandancy, onthe one harid, to overthrow the status C

quo by changing the power relations between the Impariahst natior |

' and others and, on tha other hand, to do so nat through e ﬁonquaat

of terntory but by way of econamic controlz"‘ lFa natlon cannot or wﬂl

_ not qnnquer the te.'rltory for the purposa of establishing its mastery

ovar other natrons, it can try it achiava the same end by es;abllshing
its control over those who control the terr tury"‘" ' '

As Cart w:m Glausewﬂz wrote "War is thus en act of fnme (rJ compel
our snemy to do our will. Foroce - thatls, physica furce, o < 15 thius the
means of war, ! to tmr.ose aur wﬂl Oﬂ the enemy is :tb objact”"‘ B

_.-he}_"nau,ﬁfe_. of e_oandrrii;: impa_rialism as an unobtrug_l_ve;' indiredt, but -

Feirty sffsctive misthod of gaining and malrtaining dominaﬁdn’ over other -

! nations, Is partlcularly striklng +here two rival mpenahats nompete wﬂh =

eccnormo means for contml over tha same gcvemmant.

. Structurallsm'argws that' a loss! caﬁitailst world iecohomy tends to

preserve qr actually increase inequat:ties betwean daveiopad and I¢ 5
devciopad economms, Whereas trade was fndaed a": angine ofgrowth

2 s Suntzy seld; .. attalning une hundred: victories Inane hundred battles is not
the pinnacle of sxcellenc.a Subjugating the enemy's anmy without ﬂghtlng ia the thie
- pinnacle 'of excelience®. The Arf of War Bcok 3 "Planning Oﬁanswea" haglnmng

ATT . . )
§4 Hans + Margenmau. Op. ot p?.‘!
On War. Chapter One. p. 75
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o In the niheteanth t:,emturz';';'2Ii 'étm'c'tdralists argue that it cannot continue
- to perform this rals because of the comblined sffects of free trade and
the economlcal swoiagica! and demographscal conditlons (structures)

B . preva!ent a'nang ipss deveioped eaonomtes inthe twer-na?h century

- .'-'Ihe haart of tne argument s *hat tha neture of technlcal advanca.:- .

-cvcagsif price miavements and: dszemnﬂa“ in demane for dustil

¥, ) '_Qucsdc: and primary 3 uleQtE: nause & semuar deteriaration in ths isrms_ e

y ' ’ bf trazi for c,ommcdaty axpom‘:s, d‘!*at ts, Qﬁterioration c:f the pr.re tbe_ .
..___-j'_L!::Gs rac:ewa for their comme:drty exports relative t:J the mces of the

-"_?.'-mianufacturad guuds they mport frar developed c*'»urstrlas. In the -

industiial core, tectinical progress s . * 1o ‘arise fom the -
Spontanetlls oparations ofthe economy.end to diffuse throughout the

- _ _whola erxznumy $0 that emp!oyment displacad by mcreasing aﬁ"ciancy

-gan be absorbed by investment in gthar expending industrial sectors -
Without Iarge-soala unsmploymant and with the prassures of powstiul
'Idbuur umons there is an increase in real wages. Further,

monnpoiist:c cnrpurations can. maintain the price level despite

pmductimty increases and the decreaslng cost of product‘un. The
trults of techrical progress and increased productlon are thus retained.
in-the core Boonamy and are absorbed by a sizeabla fractlon of the '
- _society

% Bemard .Hoekman, The Palitiral Eeorlamy of the World Trading System, .1

“Although trade flows between developing countdes regions of the world are much

smaller than thoss invalving - high-income regions, the volums and growth rate of
: global trade flows are Important becausa Internationat trade ls an engine of growth."

" *" By terms of trade |3 considered the ratio of & country's average export prics to s
average imgort price; atsa gnown as the comimadity terms of frade. A tountry's ferms -
ot trade are said fo o ve when this rafle Incresses apd fo worgen when i
devreasep, that Is, when t1 port prices rise at a relatively faster rate than export prices
{the e»;sslence of most LOCs in recent decades). Saa Mls:hael P Tndaro Economic
Dave!op aenf, § ed. Naw York 1987 p.723. .
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Egunarn i imperialismis 'le,ss' ohirusive =ric aler generally less affactive
“dhen the rilitary varisty and is, &3 a rafional method of gaining power, -
‘a product of modern times.. As e, It Is A concomitant of the age of
‘marcantiism and capitallst sxpansion®.  British supremacy? in the
- Argb world was the rasult of econamic poficies for which the term "ot
dipiomacy" is not- m.spla\.aa. ‘Similarly, the Arab discovary of the
='-'-:3:'Jlmc.ai USes cf oft has ghcan the oii—producmg Arab nettms '
unpreredented powet over the industrial nations Importing Arah (Zlil“ -
_ The agraement of 1872 betwe an the oﬂ producers to rause oll pricss s
- afeturn to the pro-wer mode. The consumers are not ¢ party tothe = -
.agreemant %1d #re not conaulted®, '

o Tha renawed outoreak ut war betwaan fs.28l and the Arab States in

Qetobar 197 aid the lstier's decigion to use of ag an economic and -
political weapon in their siniggle, provided the motivation for the
accontuation and acceieration'of this process™ it was a situatif:m in
which twa df the. major industriaised regions of the world - Western
'Eumpa and Jagan ~ hadt riot anly sllowad themselves o become
almost entiraly dapandant an OPES ofl for sustaining thair economic
_sys'tems, but had also falled to také any effective counteraction, even

% Andes Gunder Frank, Rependent Accumulation and Undendevelopment, London,
1878, p. X, distinguished thrae main stages or perlods In this world embracing
process of caplal accumulation and capltalist development mercantitsm (1500-177(1). :
industrial papitalist (1770-1870), and mpesalist (187D-1930} -
20 Richard Nixot. Tire Roal War. Londol, 1880, .78, '
© "The Britlsh first moved Into-the Gulf in the early 1800% in order fo pravan* pirates.
from aisrupting théir trade, From then until the exrly 1970°% British military power kept
urder, provided protection and setlled disautas in the rardous shelkdcns duttmg the
Gulf's coastiing"
® Mans J Morgerthau, Pam‘!cs among Mations, Pant Two Gh, &, “Eeonomic
!mpedansm Naw Yark, 1688, p.72.
YW Arthur Lawis. The Evalution of the fnfemational Economic Orrler, Princeton,
1978, 28.
" poter R Odeil. Of and World Pawer. 3 ed. Middiesex, 1974, p.200.
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in the ilght of the deteriorating outlook for the viability of their cheap-
energy policies a5 a result of the changed post-1970 ol situation.
Western Europs falled even to take & serious look at the option of an -
" indigenous energy policy opened-up by the jrospects for North Sea
oil and gas production on & very !arge s'c_:alé inceed. _ ' '

* The State’s power i a function of lts'-depandenca on the outside world,
st tha same time as of Its resourcss and degree of mobillsation. An
Industry, or an artry, can be paraiysed by the [ack of & raw material or
of a particuiar pmduct

States_ raly on each other" for resources and commodities that eneble
“them to develop and sustain their economies and the well being of

-  their peoples, This reliance is central to the ideas of leverage and
e vu!neribility Thoss who possess tham tn influence those who do nat,

“can manipufata accsnomlc rasources,

Nothing in the: international system s equally distributed. This, of
“oourse, applies to econamic resources as well as to the economic
reculrements of varlous States; States that possess a surplus (or a
_' monopoly) of resources may achieve greater egonomic influsnce;
States that lack the resources and commodities ihey. refjuire arg rmore
vulnerable to economic influence™., - The sconomic resources of States
can be used across the whole range of lnﬂuenéa mechanisms, The
sanipuiation of gconamic resources takes many forms, States can
use trade-,' monetary policy, or -Intema.tlona!' organlsaﬂons to acquire
mare economic ressurces o to deny them to their adversaries. These

% Bruce Russett Woﬂd Politios The Menu for Cho!ca 5"' ed. New York 1808,
pASt.
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 resources cart then be used to generate additional economic and
military resources®. The central use of economic techaiques for
 International Influgnce s the exploitation of the vulnerabiity of other -
 States, Few States can even attempt a palicy of autarky, because in
" one way ar ancther, all States have economic nesds théy canriot -

satisfy. Thus they ere vulnerable to the Infiuerice of States that have
Ievérag_e of some Kind - what they need,

1.2 The word resources management

" © The challenge to hurnariking Is to manage effectively the esolrces of

tha planet so as to maximise the satisfaction derived from them. The
challenge has a time dimihision thit is absolutely oritioal, If humanking
were willing to accept the extinction or demise of civillsation within a

. 'fgw'gnaratich's, reSource axtraction cauld proteed without restraint,

' -and the harvest of renewable resources could sxceed egullibrium rates
: _and thus bring about the demise of these resources, The rasources
.- of Immediate concem are companents of hlghlv complex systems.
The eartl’s resource system 1s a vast, L.omplex, dynamic, interactive
“systerh,: Attempts t. odify Individual companents of that system will
result Iny bhanges elsawhara inthe system‘ Yet human understanding

* of this system is very, very limited and so tha consequerces of .
“manipulating companients of the system are not easy to pradict. Often

 these consequences manifest themselves In unexpected ways and sre
obsetved soms considerable time after the initlal stimulus. Cause and

eﬁec‘t gra difficult to lmk The effects of new. actions are difficul to - -

_ pradlct, this i a major scurr'a of concerm i1 a tlme of rapld

- ™ tdem, pas2
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- techr:oioglcai"progress. Another may see as adverse what Is seen as
 bensficial 1o one individual, Any decision will influence many people

‘whose well being Wil be afiected differently and whose power to
- participate in decision-making will vary witlely, Thus, there are few

resource-related dedisions thet are truly private, In the sense that all

- their impacts are confined 1o ihe Ind[wduals who voluntarlly agresd

upon the dacisions

43 Bublic interest

: 1t is perhaps only a minor axaggeraﬂon 0 claim that today‘s major
. disagreemartits about the lmite of government power o coerce
Individuals in the attempt to pursue the public good are eésentiaﬂy

- Teplays of much earller debates amang soclel contract theorists,

Today's clashas betwaen the individualists and defenders of "the public

imerest* are foreshadawed in the arguments of social contractarians _

John Locke® end Jean-dacques Rousseau™,  As England was

N emerging froin feudalism, the old patterns of authority were braaking '

down, and the relatianshlps amaong the church, the monarchy, the

arlstacreey, and avaryone else noeded radefinition, Thormas Habbes™
.congtructed a soclal theory rooted in individualism. The inclividual, not

soclety, wes. considered the fundamental entity, and the only truly
fundamental rtght was that of the Individual to preserve him or her and

_to ‘choose the meang of saft-preservation. Thus, govemmental

authority Is derwad fram individuals, who voluntarily delegate tolt some

% sae Two Troatises of Govemment. Cambyidie University Bross, 1988,
% sew Saciol Gontract
*T Sea Loviathan. Everyman's Library, London. 1887,
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rights that are fundamentally theirs®.

There are many arenes in which oonﬂi_cts' may be resolvad, These
inciLde the hgislature, the executive branch, the judiciary, and the

E ‘market-place,

Publio decisiqn_s are often not final, That is, they can often be reserved
at some tolerable cost (notable exceptions, of course, Includs the
“irreversible destruction of natural systems). So those dlsappointed by .
" & decleion will oftan contmue to battle, seeking its reversal in the sams

or differertt erenas. Given the muiltiplioity of conflict-resolution arenas,

the opan progess i which agendas are set and conflicts are assigned

giong arenas, the lack of finallty In many declsions, and the wide

' range of sel- intarasted particlpants in the pracess, thg notion of "the
pablic-poliey dacision maker" joges its credibility.

The problem of power i‘orbid_s the seorifice of any vital plece of the

- machinery of production._. “The negative impact of the enargy orises on

the welfare of ordinary consumers were to be minimised, and
rechstribution from citizens to dé.nestic oll producers was to be limited
to pofitically asceptable levels. Obviously, the foreign and domestic

~ poliicel otjectives were In direct confiict. f the government wishes to

reduce the quantity of energy demended a3 & means of reducing

Imports, it is countar-praductive to protect the ultimate consumers of |

enargy from la.rge ptice mcraases“"

. Sea Andre Vincent. Mpde_tm Poiticel ldeoiogies., oh "Individuslist®, Oxfard

Blackwall. 2™ ad, 1685,
Raymond Aron, Peace and War. Ch. 8 "On Resolrcas”, p255 Malabar. F-1arlda. .

T 19gs,
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14 Political control exercised by méjor powers

Ol may have once been a matter for exploitation and potitical control

by the First World; it is now ¢'sarly a weapon of considerable power -

i the hands of the oll States agalnst thelr former explaiters.

Neverthelesé, the theary, by pointing out how Irrelevant format pofitical B
control may be, does he'p ta show how long-lasting are the chains of
" ‘ampire as they wers cast during the great development of colonial
~ enonumic exploitations by the Europsan powers In the 16" century,
- Gombined with the spread of multinational companies outside the -
control of any Westorr governments, dnmpénies that frequently do-
~ sontrol the raw resources of poor countries, the general notion of
emnomic dapendenc:y cannot be ignoreci.

' '_ Poor oountfies 'afé dspendent on rich countries when the twosway
' aspects of ‘Interdspendence are minimal,  They are unequéily__ '
vulnerahle;- there is orly a very lopsided Interdependenca‘“ Actshy
the government of developed centre countries or by MNCs based in
those countries affect what happens in peripheral™ countries much
~‘more than almost any actlon in the peripheral country (espeoially &
- small, poor ona) can aﬁact"_ what happens [n a rich -lndu'strialised-

_country. Paor countries are dependant, penstrated, vulnerable - hardly

the unitady independent actors of some realist theotists. Nearly &ll -
devsloping duuntries are now deeply pehah'ated by and in important
WayS dependent an, the Industrial world and espaclally the worid
economy Penetratlon can occur tn a vanety of economical, poiitic:al

4 Bruce Russett. Op. olt. p, 964

# Gantrs in dependence theory, the First Worid, the ecanomic develapad world.
Perlphery in dependenca theary, the Third Werld.
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- and cultural motes and at diffsrent peﬁodé inacountry's development.

*The main problem of the unearal North-Souttt system of refations
among the deve'oped market economies and the Third World - the
" less developed economies of Africa, Asia and Latin America - is
| 'dependenoe‘z Dependence usually takes one or more forms, . Flrst,
it can e trade dependence. A second farm of depenuence I8 in the

area of investrnent. A third form of dependence Is ﬂnanclal Usually,
- thsse economic dependencies - trade, investment, ﬂnance - ae
reinforced by other types of relaﬁonships with the North: cultural ties, -

alianges and treatles, more informal poltical ties, and ratlitary nks

ranging from mifitary ald tu milltary Intervention. In 'pélitical terms, the

dependent Southern country Is subjected ta the poiit‘cal dacismns_
mede by institutions in whict it has httle say

- Article (13)- of the Unlted Nations Charter decléres that ona of the

purpases ofthe United Nations is *to achieve international co-operation
in solving lnternational'problams of &N econamic .. charécte_f', and the
poarer Stetes In the world have oftan used meetings of the United

Nations organs as &n oécaélpn for urging the richer States ta helpthe - -

- poorer States to develop their acanomies. On such gusstions United
Nations organs have o power to take declsions which are binding on
member-States; they can only make recatimendations; for instance,
: the Brifish government spends raore than 14 2/3 times as mucth on

defence as it spends on overseas ald® However, the fact that it has

- ™ Joan E Spero. The Polltics of Intermaticral Eccmam:c Refations, Landot, 1930

0.18.
3 Micliagl Akehurst AMndem intoduction fo intemational Law. eu’ed London. 1087

'_9238-



a3z

_bacome standard practice for xicher States to give ald to poorer States
is quite a remerkable development, when one remembers that before

" the Second World Wer no gavernment provided aid to help the

- economic development of other States on a continuing basis (as
 opposed to temporary relief after earthquakes, famines and similar
disasters). The quadrupling of the price of off in late 1973 aggraveted

- the. economic problems of most of the poorer States, but 1t

strangthened thelr politicet posttlons because the newly rich oil-

. - exporting States 5upported the damands of the poorer S'tates against__' .
 the richer industr&altsed States, :

-As Jan Tinbergen wrote: " ... But there should also be rédistributio'n
at the intgrnational iavei through dewalopment co—oparation How
muc:h should the industrial nations maks aveliable to the develsiang
- countries? In 1870, the UN General A_sssmbly decided that 0.7% was'
-needed, Bsf'.‘lSS‘l, the actual average for the OECD countrigs was only
0.33% but the UN target figure is Itself foo low. ~In the 1970's and -
1980's, ffe gap between the developing and industrial countrles
widened. To prevent this would have 'requlrad aid aquivalent to 18%.
of GDP. " As the world econoimy hacormes increaéingly integrated, so
the redistribution of world income shouId become similer to that within
weilagovemad natlans"“"

* Human Developinsnt Repozt 1894, United Natlons Dewelopment ngramma New
ank 19894, p. 88



1.5 bépendenc‘e theor_y.

The dependency theory arose In the mid-1980's, partially as a
response to the apparent faiture of the structuralist analysis and
' prescriptions. Dependence theorists argus that the import-substitution
induétrisl_isaﬁon siratagy ofthe structuraists falled to produce sustained
aconomic growth "in_ the lsss developed countries because the
traditional social and sconamic conditions of the LDCs remalned intact;
indeéd the nea-coloniallst-aliance of indigencus feudal elite with
. Interristionsd capltalism had been an lncreasad maldistribution of
""Iincoma, domestic demand too wesk to sustain c:ontlnued

'-mdustria!isation and. ever-greater dspendence on those multinational. - B

-corporatsons of developed economtes that took advantage of the -
'Import-substituﬁan policles. Less developed countries nad iost control

o over their domesﬂc econumies as a consequence and hed become

~ more and rmore depsndent an interriational capitalfsm.
* The mejor component in dspendence theory included analysis of:

1) the nature and dynamics of the capitalism world syster, |

@  the re!_atiorxship or linkage between the 'advanc;e'd 'capi'talist :
~ countries a_md the lsss developed oountrles. and - |

@ the Internal ‘characteristics of the denendent cnuntrles'
L thernseives '

Al dépéndancy thenrists malntaln that underdevelopment is dus
prinarlly to external forces of the world capita!i_ét s_ystatn and -ia_fnot due R
to the policies of the LDCs themselves. Both LDC under-developtment
and ca'pﬂalist'devalbpment ara the produé_t of the -expansion of
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 international c:.a'pitalism‘a. The historical situation ho~  tfundamentsily
thangsd; the international balance of economic and political power
- continues to be distorted In favour of the developed capltalist

e econo’miés. Although the dependent less developed economy may

‘advance in absolute terms, it will always be backward in refative terms.

k Th_a- hy urd majér component of dependerzcy'theory is a quasj-Marﬂst
| '.anai?s[s of the deiperident acanomy; it is this aspect'of dépendency
' " theory that best distinauighes it from what its adherents regard &s the

'.refonnrst, bourge ~ Hion of tha structurahsts

| _:_ A centr"ai' proposlt'ion’-_ in dapandancy theory. Is that the relationshlp
‘bstween the advanced capltalist socleties and those at the periphery -
of the warld polltical sconomy is exploltative From this view print,

: undar-dmfaiupment ls not a stalled stage of near development, &
| question of pre-capitallsm, retardad or backward development, but
 rather & struoturel position in & hisrarchical world division of abour.
"~ The vary term "dapendency high[ights the sxtent 1o whlch the -

. movement of sconormics and politics in poor countrles is condltioned
by a global sconomy dominated by others. Hence dependsncy
theorists aver that we reed alty to lnok to contemporary roIattons wath
“other sogistles ty expluin underdev;alopment“ ' '

| - Bamlr Anin® has shoom the two tendencies of capliallami. In surveylng
changes in the international diwsinn uf labour, Amln arguied that South

%5 Robert @lipin. Op: cit. p.238
. " loid, p.137
T The Futum ¢ Sotith Am'ca Jounal of Snutham Afrloen Affaies, 11.3.1077.
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 Africa reprer=nted a backward form of capitallsm. it depicted “Yhe
hideous pict .. of what the v.orld imperialist system would increasingly
be if continued to develop acdofding to lts logic", Accordin'g to Amin,
the diizi_sion of the ‘world Imperialist systsm between dominant

. Imperiafist centres and dominated peripheries had led to the over-

- "-:_{de\ralopment of the tertlary sector of the ‘world economy and rts_ |

- __"concentratlon at the centres of the system This was made possib!a

by super exploitatic_m In the pariphery of the_ primary sector. For Amin,

o therefore, South African capital had largely been forced by the political

. hegﬁemohy"of the Idcal -boﬂrgaoisie'to astah[lsh &N inte’gfated auto- .

- centred structura and not an externally orientated siructure as.ri the

- Third World Capltal Investment In the South African formation has.

~ beena fact_running through the world historl_cal phase of capitalist:

'development' up to the -time 'when Unled States finance capital

: aﬂm'aunds“Ii | 'The South Alrican economy ranges from the affluence and

B saphisticat[on of gleaming shopping malls and an advanced ﬂnancial_ '

- services industry to jevels’ of poverty assaclated with developing

cc tries. South Africa hias one of the must unequallad dlstributions -~

“of income In the wcrld The: dominant sourse of eoonomic acﬂwtv is
centred cm mmarals and energy“" ' '

. The flrst maiar stream, called the. neo-coioniai Jependant.e mudel Is

.. @an indlract outgrowth of Mandst thinking. It auributes the existence

' and ,.ontlnuanca of Third World under-davelopment pnmarlly i1 the

% Derick Chitels, SADCC: Prospects for D!sangagemant and Development in
" Southerm Alrica, Londnn. 1887, g5 :
* he Econumist [ntelhgence Urit. South Afriza: Country Pmﬁ?e. 1996- 1997 Lcmdnn.
oterm
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" historical evolution of a highly unequal intemationa) vapitalist system of
 righ country/poor country relationships™. Whather . because rich
nations are Intsritionally exploatative or un!ntentlona!ly neglectiul, the co-
'exis_tenaa of rich and poar natlons in an international system dommated |
by such unequal power relationships between the centre (the
developed countries) and the parlphery (the LDCs) renders attermnpts '_
by pocr nations to ba saif-reilant and 1ndepandent difftcuit and
sometimes aven imposmble "

~ I contrast with tha *stages of growth" theory thet developing States
o would attaib-- autonomous self-sustaining gfrowth as they mature, the
" "davelopment of under-development* to the historical expansion of
cagitailst éy_stems that "sffectively and entirely penetrated even the.
apnarently mast 1?n}atad.sections_ 'of'the_l__.tnder_rdeveltjped worlc",
 Dependenista: , -.3 ey were freuently called, viewed the penstration
‘process as fiwlea by capltalism’s need for external sources of demanci -
-and profitable investment outlets .

- Daj:erjdahcy theciriété, proceading in most instances from 8 Malrxisi®. -
perspective, argue that "class® fs & much better unit of analysis than

Iy
- \il

e ':erhandu Hanrlqua Gardosa and En:o Faletto /1878) contended with the iden tha'_ :
capitollshy, prometes under-development. Ta the contrary, they. argued that capitallst -
development can oceur in dopendznt sluations.  Thay believed that depsndent

" capitalist development has become a new form of menopolistic expansion in the Thlrd

gvorld Developmerit thus takes place within the new dependency.
Michael P. Todare, Econcmic Development. p.81, 1994,
lb!d p.137 : .
ﬁépendency theory builds on Lenin's theory of rmperiallam. but . 08 beynnd

~ Lenin by specifying the nature of imperalisn mare completely and by accounting for

changes that heve otcurrad since Lenin wrote his treatise at the beginning of the

century, {Sharles W, Kegiey Worfd Folitics. New Yok, 1985, p 133) : '
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“state”, They beliave mat_interriational relalions divide the world
horizontally (into nation-statas) while the realify of political and
econamig life can be better understood in vertical terms by depicting
the capitelist class and thelr dominatiun of the warking classes®™

Specifically, dependency theory asserts that the dependent country s
- fastened to the world economy by @ transnational class Inkage.

“Thae structure of the globat political econorﬁy essentially enslaves the
less developed countries of the "South” by meldng them dependent on
the nations of the vapitallst core of the "North*. Thestoneo dos
Santos, one of the Marist dependentist theorist, pointed outi=

“.... By dependcnoe we mean a situation In which the acoanmy
of cerlin countries is conditioried by the development and
axpansion of another sconomy to which the formar is subjectad,
~ The relation of interdeperdence between two aor more
aconomios, and between these and world trade, assumes the
form of independance when soma countrles {the daminant -
anes) ean expand and can be sali-sustaining, whils others (the
dependent ones) can do this only &s @ reflection of that
expanslan, which can havo eithar a positive or a negative effect -
on thelr imrediate developr. o,

Pog Sa'n_tos aoes throe araé of dependence in modetn history: colonial

dependoences {during the eighteentitand ninstaenth cenfuries), financlal-
intlustriat dependence (during the nincteenth and aarly twentleth

« vy

S fucodare A. Gouloumbis. fntrduction k Inomtianal Relations. 1890, p.27.
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- centuries) end a structure of 'dependence 'tdday based on the post-war
- muiltinational corporations™,

Contemporary perspactives of dependency reveal the contrasting
forms of cominance and dependence amang the nations of the
- tapltalist world,  Capitallsm may be efther progressive or regressive.
Depend nt nations may davelop as & reflaction of the exp'anslon of
dominant natiens or under-teveloped as a conaequence af their
sub}entive relaﬂonshtps .

' _Thosa who employ dependency in the analysis of development and o
under-devalopment™ often focus on the protilem of forsign penstration
Into the poiitical economies of the Third World, Outside sconomical
* and political Influences affact local development and reinforee ruiing
classes at the expense of the marginal ciasses.

Chilean oconomist Osvaldo Sunkel, one of the non-Marist
dapendentist theorists, slaborated on this interpratation:-

*Foreign factors ers seen not ag intringle to the system, with
manifold and somstimes hidden or subtie political, financlal,
edanofniu. technical and cultural effects inside tﬁa urigers
develapett country ... Thus the concept of "dependsncla” inks
‘the postwar - gvolution of capitalism Interngtionady to the
discriminatory nature of the local process of developmiert, as

fs Bavid N Baloan. intratluction to Intornatrono! Politicat Economy. p.73. 1968
% Ronald H Ghicote. Theors of Comparative Politics. Oxford. 1894, p.236.

% Fomande Memrique Cardose arguod it dopendant copitalist development was
ovident In tho undordevalopad world.  Cordosy and other also hegan Yo dink thoir
theores of dopendongy to Lonin's theory of imporiafism.
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we knuw it. Actess fo the means and benefits of develonment

~ is selective; rathar than spreading them, the process tends to
- ansure a self-reinforcing accumulation of privitege for special’

groups as well as continuad existence of & marginal class."®

 Marists® a3 well as non-Marxists® might find that these definitions

“deplct the world taday, At some time, It Is clear that there is no

: 'consan 3UB slbout & theory of dependency. Indeed no commpn theory |
. BXists; the terature o dependancy moves In many direcﬂans, and
" oritics set forth & multitude of positions, Some critics attack- the
nationalist inciineitions_.df some advocates of dependency who oppose
mitsideﬂlnﬂﬁence. Mény argue that attantion to external cansidérations
of depenidency avolds considerations of the extsmal class struggle,
 and others believe that dependency obscures the enalysis of
- imperialsri, |

N

st
1.

“The noh-Marxist theories are hased ot several posltions. ‘One position
aclvocates turning Inward to devalop by promoting national autonomy
 through State control and planning of the political econory under the
'_ direction of petit-bourgeais inteligantsia and the Industiial hourgeoisie,
Under the modemising State, the hourgeolsie will become a
progressive Influehce and support netionel interests s capitalist
development diffuses ttuelf inte rural arass and as economic and
 political policles restrict the Influa'h_ce of forsign interests. A dual .
soclety, one advanosd and moderm and the other backward and

% ogvaldo Sunkel, *Bly Business and 'Depondencia®™. Forsign Affalrs. 50 Aypril 1872,
® fhe branch of the Manist dependentis! thearlsts includes malnly: Paul Baran,
© Swanry, Ruy Maure Marl, Andre Gunder Frank, Walter Rotinay ancd Thsowios dos
&antos

8% The branch of non'Marxiat depandentist thaorists includae mainly Faul Prebisch,
Belse Furtado, Qsvalde Sunkel, Pable Gonzalez Casanova ant Moanuel Corraia do
Anglrada.
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fsudél. charac_ferises the developing natlans, which in turn reprasent
a ptinary producing periphery whose resources tend to be

~ appropriated by the industrial centre™.

' _'Gélso Furtada developed this position by sxamining inequalities in

Brazil throughout hlstbric_al' periods and tracing the shiit of major

: acon_'oi‘nic activity and production from the North-East to the Centre-

South region where Sao Paulo is located. 'He belleved that the State

_ shauld Intervene to rectily fhis knbalance and to move Lapltahst
development slong its future course™,

' -Dépendenc’.e theory was a popular radk_:él critique of Western capitalist
~nations tn.thelr relations with the Third World during the 1960's anid

- 1970°s and stilt hes its advocates today. It derives from & theory of

| gconomi imperialism, and is also used as a ¢ritique of forelgn aid
programs. The basic ldea Is that majar capitaiist powers like the USA

_ " and eading members of the Eurapean Comimunities have not raally
“ givan up thair pawers of colonialism""*‘ but In fact exerclss sriormous

pnluical control over Latin Ametlea, Africe and Asiti. However, they do

this now by the use of economic pressure and by axploling thelr

-supsrior market pos!tion o extract unfair advantages In international
" trade, The theary holds that as most of the finance for industrial and

- agricultural development in the Third World has to come fram the.

Ronald H Chileots, Theores af Comparative Polilics. 2™ od. Oxford, 1644, £.368
B2 8ee Economiv Growlh of Brazii: A Survey ﬁnm Colaniat in Modern Times, Berkeley,
1983, - .
R Gliin pointed out that the axtamal tranator: of wonlth fmm golonisg to colorial
powsrs couldn't explain the distibution of wealth and pawer in the contemporary
worid.

inraover, intomationl acanomic relutions have existed primatily amang the mora
advanced countiiee themselves, Rebart Gilpin, ap. oit.
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miorigy markets in the developed capita[tst States, that development is.
tied to the econamic interests of tha Woest.

© . Samuel and Arturo Valenzuela criticlsed the “modernisation
perspective* that sconamists, enthropole s, soclologists and political
scientlsts had developed In the post-war period to explaln the faiture

~ of ew nations” to reach the "economic take-off* point with an Infusion

of Western tarelgn ald. Such a perspective, In thelr view, was an
_ outgrowth of the tradition-modernity dichotomy of ninstesnth century
Europesn soclology that saw culture itsel, resistant to changs, 28 the
meln obstacls to economic modernisation, Dependenicy theorlsts, note

 the Velerizuslas, reject the madernisationlst assumption that genuine

develtpment can result only through an appropriate response to stimull
from extgenous sources' a'ccording tothe uniquely successiul Western -
motdl, a5 if developmant and Westernisation wers Identical processes.
They aisa reject the notiori that the national society fs the proper unt
of analysis In this context. The Valenzueles argus that differant ievels
 in the transition tram tradittion to modernity cannot explain ditferences

In Jevels of scoriomic grawth achisvement. Nations and regions can

+ -be analyzed only by raference to thelr locus in the word poliical-
" gconomit ‘gystam whether thay -are clcaer to the core or tm the
periphﬂry"* '

_ Although caplitelist economiss possess a powérft_al incentive to expand,
~ it does not follow that this expension must take the form of colonial

8 James E Dougherty. Cantendmg Theories of infomational Rolafions. New Yok,
. 190 p280.
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-ImpéﬁaliSm_. Econoralc sxpansion through the markst mechanism is
~ also possible; there is a wide range of economic and non-sconomic. _

‘actors that are of significance In affécting the type of expansfon,

 Furthermors, capitalist exparsion by itself s not necessarlly
'rasponstbie for war; it ‘may aggravate relations amoryg States and -

evan lead to- mirior conﬁlc,ts but major wars are dus to the clash of
mere fundamental strategsc and vital national Interests,

- Tha argﬂme@_t tnet c_:_apitalist econ_omies have a powerful Incentive to
T expand thmugh'the m'echarilsms of trade and investment doss net

~ support the rogltion of s‘ume"cantemporary dependency theatists that

- cap:talisuc imperiglismi has- pt.rposely underdeveloped the so-caﬂed
 Third werld

oA Staee s ao!mcaﬂy dependent wh-an itss power struc:tum and

msututinns are controlied from outsuie, economically dependent whan

‘ axporfﬁ and Imports are necessary for its survival®™, The riegree to
which g cnuntrv Is dependant on foraign economic, social and pamical
. forces is relate.] W ils size, resource sndowment, and polittc:a[ h\at(}l‘y

F. most Third World: countries, this dependence Is substantial, In
some oases, ft tauchea almost every facet of life. Most small natinngs
are highly dependent on foreign trade with the developed world.

 Almost alt smal! nations are dependernt on the importation of foraign' __
and often Inappropiate technokugle~ of production. This fact slons.
“axerts an extranrdlnary influence on the character of the grnwth

process in these d{ppandant natiors®,

b " Robert Gilp’m. Qp. of. 283, _
Sae C. Lewls. An Ebsay on the Government of Dependancies.
Michael P Tudaro Economfc Davalopment. " ed. New York, 1987, p.2k
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The theory is sven taken by soms to the point that .ouiﬁght foréign ald
gifts are suspect because the sunding is simply usad {0 cievélop Thlr_d
World sconomies In such a way that they remain totally depepdent on
markets In the First World, While i s clear that ecoriomic power is

vital, and that the Western investors. will try to maximise their .
-aclvantage, it Is far from ciear that poor and aver-populatad countnas.

heve any altematlve, at least in the short tarm, to exploit ihﬂ{l‘ pnmary
products for the. Wastam rrarkets B

~ There is, aftefﬁ all, nothlng fxed about the terms of trade in primary

goods.

Theﬁris"cs -focus_&'d' on the Third World in order to ﬁork out & theory of

under-development.. The idea that the diffusion of capitalism promotes. -
- under~de;valopmant and not developmant in many parts of the world
 was embodted In Andrs Gundet. Frani's CapHalism and Undor-
E d_eve..apment in Latin America (1967), Walisr Rodney" s_.How Eumpe
Under-developed Africa (1872), and Malcolm Caidwell's The Wealth
of Some Nations (1979). Theotonso dos Santos formulsted the ldoa

of the "new dependency” to explain the traditions! relationship. of

nations in these areas to the advanced capltalist countries, especlally
- the United States; this form of demendencs was espacially

charac:taristic aof-the muttinational firms in the period aitsr tha_ Second

- World War. A varlation of this thame sppsarad in Ruy Mauro Marint's
. _notieh of “sublmparlalisrh"' a situation in which some Third Warid ..
- countrles could serve as lntermedlanes for impéerialist aations in the

sxploftation of other countries. Finally, Fernando Hennque Ca doso

~ advocated the idea of associated dependent dava_lopment, whereby
some capltelist growth was passible In dependsnt countrles, These'

ldsas sppoared as radical alternatives to the North Amerloan literature
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~.on develcipmant. b th'ey avaniuaﬂy _became ghsorbed into the
" mainstream of poiiticaj science, despitel -th_a' ob}actiohs of Gabrlel
‘Almond, Samuel Hurtington and some other comparativists who
_responded o the oriticism that Iargaty dis wadited thelr earfier
theorles

'The financial dependence of the developing countries on the

- devoloped Is not due to thelr poverty, since sven the.riche_'st cauntries
' have been borrowers™ The developing courtries' dependence for
. finance derives uitimately from their high rate of popuiation growth and
intsrmediataly trom their high rate of growth of urbenisation - around
- per tent per annum or more  to which this populatson growth glves
mse.  Arthur Lq_wis conmders two dlsadvantagas of financial
' dependence that were already evident before the First World War., The.
first of fhese disedvantages Is the vuinerabiity of debtors to

© Intemational recesslon &nd the second s the speed with which we

© debtcharges mount. Exporters of primary products are vulnerable to

 international recession, whether they borrow or not, because the price
of their axparts swing very widely over the course of the trade cytle.

in the nor-ndustrial periphery, -however, technical progress s
introduga’d_ from the outside and is rastri_cted pricnarily to tha'production
‘of commodities. and raw materials" tha_t_ are axportad_to- the care.
~ Inflextble structures and Immobile facts of production make adaptation
. 1o price chengss impossibla. Increased praductivity In the prmary

~sectar, @ shortage of bapitai due to & jow rate of savings and a elite -

| ~ consumption pattern imitative of advanced countries &l combine to

%8 Roned H. Chileats. Op. ok, p. 11,
5% w. Artrr Lowis. Op. cit, .43,

S
[
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increase the.level of national unemployment, With surplus lebaur in =~

primary occupations and the ebsarice of strong trade unions, the real
wage i the parighery economy then deciines, ‘transfe’rring the fruits of

- technical advance in tha periphery economy to the core economies via
' depressad pricas for commndity BYports,

As Sariilr Amin argu*ed, the under-development was not a badkward
phase of development but & macem pheromenan af world-wide

_ | capataﬁst expansfon respcnsibie atthe time for the development of the

g cantres and the under-develnpmant of the periphaties He horrowad
E '_the_ terms "centre" and "perlphery” from the early writings of Prebisch
bt gave them a new content, Sarmir Amin arguad from the outset thet
under-development was produced by the structural adjusiment of -

socleties that were not in at the heginning of the qualitative lsap
represaniad by the constitution of the riational bourgeois State and an
autocratlc cepitalist economy on tho basls, The soclkties were

- subjected to the external expansion of the bourgedis States. He
- stressed the fundamental dlstinctton to be made baiwesn petipheries

and new cenires. They have a differerit sooial dynamics™.

Dependency thearists differ from orthoclox analysts in the Induairlalised

* Western States rmost fundamantally on two points. First, orthodox
~+ analysts of economic and poiitical developments who considarsd the

problems of newly independani nations after the Second World War
tendad to assume that the path to econamic and politicel success for -

" those countrles wes essantlally the same path followed by rich,
: industrialised countries In the North. The rich cauntries hed starteci

dawn thit path earlier, 5o naturally they were more advanced than

™ Re-Readiny tho Postwar Period, New York, 1994, .63,
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nawly independent countries, The way for the latecomers to catch up

. wasto emulate the sarly birds. They had been damocratic, 50 less
" developsd countries should strive to be, So-called heavy industries
had been lsading sectlons of thelr sconomies decades earller, so less
' developed countriés should facus their effors on such industries.

. They had deyainpec_i_ under dapltalist, market-oriented éystems, so that

was the type of system best sulted to the needs of the less developad.
o, br'ieﬂyl- Iess_devélop’ed States would adopt development strétegias :
8s simfiar as possibie 1o those trisd-anc-tested strategles devised by
- Great Britain, the Urited States, and the other rich countries, before
toa long. they would progress down :he same path biszed earller by -
those oountries, reach a taks-off stage, and en]c:y the frults of moaderm
prcspenty ' ' :

'--'Gi_obali_Sts-and dependentists

An e!liance of mnvanlence and common Interest exists between the

- centres of international cepltalism and the dlientele class that wields

- power In the dependent aconomy'“ ‘This parasitic or faudal~capttalist-
- alllance is composed of agrasian Interests, the milltary, and the-
lndigenous managers of the multinationat corporations, who have a
ves__ted ln_tarest in malntalning the Iinka_ga with International capitaltsm '
and In preventing the development of an Independent and powerful
Indusgtrial edoriomy thraugh social and palitical reforms, - Dap'andency
theorists argue thst this co-opt slite resists the loss of its privileges and
I kept In powar by the forces of world capltalism and also that the
strategy of Impoﬂ-sub'stitution supparted by the structuralists mersly

™ Rober, Sipin. Op. Gt p. 206,
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| incraésas the foreign hold over the scanomy.

" Once those that are under-developed have besh penetrated by the
~ advanced capitalist States, continues the dependency argument, the
lnherantly exploitative lirkages that bind them together are sustained h
by the local elites within the penatrated soc%eties he fortunas of
' thesa pnwleged aristocrats Is tlad to the dominant powers; therefore,
~they are. cu—opted by thelr desire to ma:ntaln then' prlvileged pasltions :

- in-their own socleties, Third World (ocal elites parpetuate thelr
 countries’ domination and dependence by scting dormestically ih ways

that favour thelr mtarnatlonal connectlons They put persona[ welfare

" over thet of their t.ountry ' :

_ Dependancy theotists also. reject dualism as a descriptton of Third
- World countries sconomic and soclal sysfems instead of & division
inta modam" and "wraditional" sectcrs, they maintain that in, fact there
is only & single international capitallst econorny that determines sogial,
__ aconomic_al,_'and politioal outcomes throughout the glabal economy.

- Globalists assume that it is not only useful but also imparative to view
- International relations from a Historical perspective, it Is only through _
“an examination of history thet one can understand the current

envirFonment: within which world pollics take place. For- many
' 'glc:bali_été, Maryists as well as non-Marxists, the defining characteristic
of the international ay_stém is that it s capitelist. Some States and "
socleties benefit from this ' capitallst system, others do not.
- Furthermars, the evalution of the world oaphalist system supposedly

_accounts for the, creatlon of States, not just thelr behaviour. - Whu.a

B

7 Naul R Vietd. op. et . 8
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| "raalis'ts and pluralists tend o see States s & given, utillslng them as
_lndepandent vanab!es some globalists view States as dependent
-vanab!es '

Althaugh globalists recognise the importance of State-ss-actors-
 internationel organisetions, and transnational actors and coalition:

_ particular fopus of thelr analysis s on haw these and other factors

" as mechanisms of dornination by which some States, tlasses, of
.- manage to berstit from the capltalist system at the exnanss of othars™.
More speciically, globalists are typlcaly concerned with the
development and malntenarice of deperidency relations among

no_rthern; industriaisad States (In North America, Europs, Japan) end -

~ the poor, under-developed, or industrially backwafd.‘rhlrd Woarld or lesy
developed countries (LDCs) of Latin Amerios, Afrlca and Asla. The
“basle argument Is that these latter Stetes and soolatles are under- o
developed not because they have fallad to develop a 'cajpi‘taﬁst
BoONOMIC system or becauss thay sre poorly integrated nto the warld
“oapltalist system. Or the contrary, it ' nat & matter of oo litte
~ capitalism but too much, Far from being placed outslde the
mainstream of the world caprtailst system. LDCs have become an
integral part of . The structure of the global palitical eeonamy has
 developed in such & manner - rdentionally and unintentionally as to

o keap the Third World countries unuar»davelopau and aependant on the

“Heh __Nort_hern States. As part of the world cepitalist system, LEvS_
© cannot. -choose theli* own path fowerds acdnomic snd poiitical _
| development. Autortomous deveiopmen‘* in these circumstances is
impossible

™ idem p.8
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1,6 Development stratogy based on self-rolionce

Both structurglists and dapendanc:y theorists bave gdvocoed a

dovelopment  strateny based on  nations! soifrelionce.  For
 steucturalists, this has moant an emphagis on importb-substitution
sirateqy, rapid industrialisation behind figh tariff walis, and a risform of
_ ir:te:rnatioria! institutions.  Dopendency theories go further and argus
that autsnomous solfreliont development requires o soeial ranaiticn
from a feuds cupitalist socioty to a soctalistono. Domestic squity can
bo netiaved, shey arque, only by losooning or actually Breawing the
lirlkg with the world eopitalict oeonumies,

The wbrld Inoks quits diffaront from the view point of depondonoy
thooriats, Tiug, Industriolised countries startad down a poath 18 woulth
hafare the Third Wenki eauntrios.  But dopendoney theorists betiove
that les= dovolopad States must foflow o difterent path Just hegause
richer cowrtrics pot that head start.  Loss doveioped countries must
Row compoto in & ystom donvinatod oconomically, poliically, and
rulitarily by Stames thag ha\m plroie bocamo rolatively ich and
pewerful.  Thig ciftoront eltustion, 'aﬁsnrding to the dopondency
- theoriste, talis for auite diffaroat steatogios from thoso used in ooflior
glays by 8totos sueh gs Giroot Britein angl the Unitod Statoa, 1o fuct, to
use vovelopmont steategios of the capitalist varioty espoused by Great
Britoin ond ‘the United Siotos 18 o ploy right into tho hands of
ca}::itﬁtists in tho riehar, industrialised countrion and 12 ensure loss.
devoloped Stntos a subordnato and {Qeearding to oMo dopendency
theorists) rolotivoly impovodishng: - tetug in the wind cconomy’™. _

B R e e L e e

" damies Leo Hop. Gl Fofirs, 67 ot buncotan, 1005 poR3
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Dopendency theorists teliove that such a stretegy would perpotuste a
process that onthodox counomists and histosians in the North tond to-
overleak when froy andlyzo the histenical oxporionco of the curromtly

wealthy industriolisnd Stotos.  That prowoss transfors woaltth frem

poOre rogions ang countrivs ta weolthier counties.  Suth a
redistribution of weaith, i the viow of most dependency thoorists, is a8
mere or loss Rtural cansequence of capitalism, Qrihodax economigts

- gnd historians In the Yovolopad Statos must acknowlodgo thet

golonialism and imperiolism oxisted, but they tndorstate the oxtont to

. which neonemic pronrass in the tish Norhorn couniries wore bagscd on

exploftation of the eurrortly undor-dovolopad rogions, i briof,

- uepondengy theorists arceit that rich eountries got righ, to an

imponant extont, by maoking poor countries foor.  Herg oanin, o

owrse, 15 @ fostor pointng in the direction of dovolapmont stratenios

quite diliorent from ¢ ¢ +30d in cadior epochg.  Cuwnrently 6%
dovelopod States have no roldtivoly defencoloss, untoushed &rons

- awdilnbie for exploitatian - tho koy 10 sucsoss tor copitatist States.

Tho suetnd fundamontal digsegroomont botwegn arthiedox scholarg
- from dovelbpad countrits ofird dopendongy thoeists (w adedition 1o the
ane regarding the rolevanco of dovelopment Sratogios usad by First
Wil countrics for currontly poor muntr;asj involvos stackly difforeet
- uslimates of tho rolntive impact of axternal and intornal factors entho

procoas of sovoloprient, The fatmer nosevtod olior tho Second Wesld
‘War that he GHHGED NCEOSIONY & DNG DEONOMIG HrONFess 10 1665
davetopod eauntries was targely "intornal’ t6 those countries, ond most
orthadox onalyste S beliove this 1o bo fruo. I brieh, intomal,
domostie, politicat und eeenomic Shanges or tho Loy to poliieal and
GCOnOINIC prograss.  Dopendoncy theorists do nat deny that intornad
changos Ore negnssory, but from their viewpeint Birst World onalysts
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gerinusly undor-estimate the extent to whic_h the problems of iesy
dovelnped countrios are caused by factars “axternal’ to those cauntries
and the impact of the international sconamic and political environmant
on them, | -

.1.?_‘ T_erms of srade and GATTY

 Economists have of course long recagnised that a country, especlally
0 large one, could Improve s terms of trade ang national welfare
through the ifnpasiﬁnn of 6 so-called affoctive tariff or an optiauim tariff.
Tho manipuletion of tariff schedules on different types of products
tc:nmm_oe:iiﬁma; semi-procassed end finlshed guots) or the exploiiation
of 3 monopoly pasition with roapact to a particulﬁr pracuct or market -
can enablo an agonomy to improve its termg of trads, 68 OPES proved
~intho 1670%. Lorge economies con manipulato their commercio! and
othor policios in ordor to improve ther tormg of trade, and the loss
doveloped countrios undoubiedly hove suffered from tariffa that -
diserininate againgt thuir cxports of semipracossod products.
* Novertheloas, tho eosta of resuiing conetristions on total fracde and of
foreign rotaliation aro sufficient to make their bvoradi offocts minimal and
" temporary. | | |

Depondoricy thoorists also arguo that tha terms of trade involving the
primory producta on which davelcplng gountries  depond  Fawo
dotorioratod stoadily. This Is, the amaunt of given raw matericd they
must export to got & manufaciurod product in retum koops growing™,

FoTAT EEL T N AT AT ARG S T M T S TR £ ek i DRSS R ] O T TR AT 4T YT e R R, R 4 K S

“ Rebodt Sipn concludos "The shidaalist idoo thot tho ems of trodo
commndily vrprdors hava detodorated ever tho long toim and i3t thig 15 tho rensen
for e eeomanie phght is nak ouppaied by ovidoned”. Op. it wh.y pono
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- Also, the prices of raw materigls and commodities fluctuate in a -

notorious fashion, Qceasianally, the prices of axporta from developing

- countries, such as conper, coffee, or sugar, have been very Pigh, and
* the producers have experlenced temporary windfalls, However, in the

next year, the prices of those same products wilf drop preciplitausiy,

- and the tisveloping countrias that export thern suffer grievaus balance-

of-trade defléits and othar parnful dislocations in thelr highly vulnerabie
ect:-nornies '

Tha’inaz:r;d;hacy of I_nternationai arengerents to deal with e

- aoonomic difficulties of the transition frarn wer ¥ peace was party
. ofiset Ly atternpts to combing special temporary assistarce for this

purpose with some of the meesurss for recenstructing & 'parmanent
international system™.  The UK subscribed to the American
gevernment's pruposal far fberalising vorld frade fhrough the creation

~of an Interngtional Trade Organisation (ITO) of the United Nations.

Sincw one of the cbligations of the membiers of this body was to agree

e abida by the exchange principles leld down at Bretton Woods, its
) _sponsors as ang of tha key i |stitutians of the new systerm envisaged

tha i"r@ As Tong o8 it was morely a questicn of devising adn inistrative
machsn_uy andd proparing e staternont of princlples, steady progress

 was made, but whon it came o msking the acheme a wosking veality,
~veory litle happened. What Ity was achieved to reduce trads |

restrictians, was done separately by means of a !arga nunher of

 gommerceal agreementa

- The first important action of this kind after the war taok place at

et e T

C yilkom Actworth. A Shit Higlory of Tho Intemational Economy. 48801950,
Fonoon, 1953 p23d
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Gerava in 1947. While discussions about the formation of the ITO
went ari thers, the representatives of 23 countries conducted lariff
negotiaions among themselves. The outcome was 123 bilateral
agrearnens wmch were all embodled in & Generai Agreement on
Tariffs ant Trade (GATT)”

‘The most obvious sxarnple of exclusion from managamant of ths
- under-developed ¢ountries has been inthe major sconomic institutions

- of the North -the International Manetary Fund, the Intornational Bank
. for Hscons{ruu{lon and Developmant and the General Agreement on
' Teriffs and Trade - instiutlons that were created by the developed
countries and reflected their dominant power™ This political structure
also means that the management decisians made by the North reflect
the Interests, destred and goals of the North, not those of the South.
* This adds angther dimansion 1o dependency - the feeling among the
under-develuped cauntries that nat only do they not share in the-
managament of tha_ syatom but also they do not share I the rescurcas
and the benefits ¢f the system, and the systeny exists to perpetuate the
 Souti's deperdont status. The impact of dependence s seen as the
_perpetuation of dependency and undar-development.

in-a highly mierdlependent warld composed of powsriul libaral
'ecunomlas,_ the CGATT principies of non-diserimingtion, National
~Treatment, and Most Favaured Nation may no longer be appropriate™
* It a greater harmonigation + 1iong national ecenomic practices and

v ldern p. 237

b Joan € Bpore.  Tho Poilies of intemplional Economi: Relatmns Lorclon, 1990
p 14.
® Robert G1lpin Op. clt p. 383



54

domestic societles does not occur, liberal socleties mey be forced in
_their own defence to adbpt industrial and other Gountewailing
- practices. The question of whether statlst socletles shiould become
_ mora.-.libér.al. ot liberal socleties mc statist, or, a8 most econamists

aver, dornestic structures do not really mater, has become central to

an evaluation of the problem posed by the Inherent confiict betwasn

domiestic autonomy and international norms.

~ Developing countrlss ware strongly Involved In shaping the WTO™
- égrean-_iants.- They had a significant Impact on lssues such as GA
_  toxtiles and giothing, agf[cu&ure, tropical- products, TRIM_s“‘ and
tispute séttlement, This influsrics was already manifested at the 1988
- ministerial mesting in Punta 'da!-'Esta, where a group of smaller

daveloping and developed economies (the Swiss-Colomblan coalition)
played 2 mediating role betwsen the United States, the Euiupean
Union.  *large developing countries such as Brazll and India, - This
marked 2 sea change: - dsveloping countrles could no longer be

- regardedas 8 bloc. Insteed, they pursuad their self-mterast In & much

more open way than In the past“

# The World Trade Organfsation (WTO) is &n International organlsation, establishsd
in 1985, ' It is responsible for administering muRilateral trade agreements negotisted
by its members, paricularly the Genaral Agraetnent on Tarils and Trade (GATT}, the
Goheral -Agréament on Trade In Services {GATS) and tho Agreement on ‘Trada-
Realated inteliactuat Proparty Rights {TRIPE), Total werld trade In goods, sorvicas and
wiellectual property stood at USE 5 trillion in 1995, of which services and Intellestual

_ property sccounted for ovar § 1 titilon. The WTQ's nules and principlas establlsh

sot of diseiplines regarting the roguiatory irammvoﬂ{ in whlch the axchange takes
placo.

& Ganeval Agreement on Trads In Sorvices.

Trade—ralated Investment Measura.

%% Bernard M. Hackman, The Pelitical Ecanomy of tho Wor!d Trading System : me
GATT g WTO. New York, 1898, p. 241,
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Aithough the initlal premiss undsrlying GATT™ w. . essentially parity of
obligations bstween rich and poor trading nations, the concept of
giving preferentia! treatment fo developln;  afries existed from the
start. 1 gained promlnenca in the mid-1950's when a large number of
 colonies approached Independsnce, Two tpes of preferential
_ traatme_nt can be distinguis_hed The flrst consists of a request for
" preferantial access to rich-country markets through tariff preferences.
Such'-praferandes wers already In effect, largely reflecting ecanomic
-'i'elaﬂoﬁsﬁips bultt up by France and the *  ith thelr colonles. A
second form of preferentlal treatment ¢~ of sxemptions from
GATT rules -and mechanisms, Preferences were Justified in various
ways. One argumant was the so-callets export pessimism. The fear
. was that if devaloping countries refiad upon exports for growth, their
supply of commodities wotidd extead what could be absorbed by the
_world, The resﬁltin_g pradicted decline in the terms of trade were
consideted to justify trade restrictions by developing countries « in
effect, they had to Impose an optimal tariff to improva their terms of
trade.

_Given their reliance on axporls of commodities, expart pessimism was

' mmplemented by the view - persuasively argued by Preblsch - that
'develOphg Gountries nesdied protection to achieve Industriatisation and
aconamic developmeant, _and that & new warld trade order was required
1 break the "viious dircle of under-development™®. Developing

¥ Bemard Hoskman. op. . p. 2 R o

"GATT and UNCTAD were: e v Hx B ki .:uﬁ: =4 rival organisations, a8 the two
gntitles have slmliar arens of interest, LHut Bdigred grealy i farms of thelr functions,
operations and underying ldeoiegy, interestingly, ihey cod-operate tiraugh a Joint
venture, in Intgrnationsl Trade Gentra (YC) which provides port prometion and
marka!:r-g aosistance and - ralated training snd ccunsu!ting g vices (o doveloping

coyntrias?,
% Bemard Hookman, Op. cit. 5.237.
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* countries, it was argued, sufferad from fareign-exchange shortages -
requiring protectionist policies 1o protect thelr balance of payments,
-+ Some as an instrument of expluitat[o'n and self-sufficiency also saw
 internatione} trade as beneficial. Mare generally, it was argued that
development strateglas raquired fraedom o pursue import~¢:ubst|tut|on
-'po!icles ' : :

The lnsﬁtﬂtion'al expression of this line of thinking was smbodied in the
* creation of UNCTAD In 1964, and the formation of a politicel bloc: of
' developing countries in the Unlted Nations cafled the "Group of 77".
 One year later, in 1985, develcpmg country dermands for speclal status

In the frulfiiaters! tradlng sysfem led to the adoption of a new Part IV
of the @ATT. Part IV defined non-reciprocity for developing countries, -
To alarge. extent ihe inciuslon of Part % can be seen as a reaction of
 the GATT contraating parties to the creation of UNCTAD

These anal_ytical"reﬂac_tioﬁs provide a framework for discussing in the
next Chapter the sconamic threats posed by the globe's scarce natural
resources and the soverelgnty over them, which permitted the oil

producer cauntries to use it es an economic end diplomatic weapon = - .

- over the depengent conaumers of that so Impnrtant and strateglc
iy at:urce of anergy.



57

GHAPTER 2 : ECONOMIC THREATS

Econormic threats ar‘é_jwnhom doubt the trickiest and mast difficult ones
“to handls within the ramework of national securlty. [f the Stats is
taken as the referent a_b]_ect, then econamic security becomes part aoF
the national seeurity agenda, Applying the idea of economic security

to the State raises méany simiiar questions to those arlsing i the
 referent object Is the Individugl, Tho simplest view is to equate security

 with the econornic coneiffions nacessary for survival. If the econamic
critetla for ssounty are rau\sad heyond that, than complex issues arise
about the Impact of raducaid vulnarabuhty Qn economic efficiency, and
‘thus In the long term about the State's abllity to Imgrove, or even to
hold, its posttion In the international system.

24 Conflict over the qldh'a’-‘._.s SCarce roSources

Tha central problem with the ldeg of ecoromic senurity‘ is that the
norrnal condition of actors In a market aconamy s ane of risk, .
aggresswe compatition and uncertau‘aty With the vital cnllapsa of the
cantrally planned oonomies as an aternative to market-hased unes,
‘the merket stands es the dominant. mudel for sound ezoncmic
prectica; The national securlty Is in ofe sense part of the physical
base of the State®, If one cannot datsrmlne the normal condition of -
something, and doas rot know exactly wnat measures help o hinder
it, then it is hard to caloulate what actions might pose threats to i,

™ Bany Buzan, Poople, Stales it Foar, New Yok, 1961. p.126
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‘What might seem a threat in the short term, like oil embargoes or
inflated prices, might turn out to be a boom in stimulating more rational
anergy -pricing pohcies and more energy-aﬁlclent technological
developments over ths Iong un, )

Even i modern sclence and technology have given mankind a new
- constlousness of share velues and comman problems, this s'ltuatl_on '

jgno guarantafa'nf comrman interast or of a wilinghess to subordinate

- selfish concemns to the larger good. On the contrary, modern science
and technology may lrtensify the sonflict with the globe’s scarce
resources. ' '

The maximisation of efforts to attaln economic and welfare goals entalls
the diversion of resaurces from national security. In a world of scarce
_ msources. where every benefit entalls a cost, socidties seldom, if ever, §
choose guns or butter, at feast aver the long run®,

It Ts however more important 'to inquire whether or not & unifisd
humanity really axiats. Unfortunately, it does not. The medern "unitied _
- warld" has been a craation of the West which has sought to impoese its -
valugs and way of lifs on a recalcltrant set of diverse cultures. Tha
unity was ghattered ecanarmically and ideclogically by the Bolshevik
Revolution in Russia and by the triumph there (and, after World War i,

. elsewhere) of & radically differant mode of potiical and econam!c |

organigation. The madern revival of Isiam and tha revoit of other non-
western cultires against Western values may pcalnt i an even graater
© sohlsm ahead“

87 Rabert Gilpin, War ang Chango-in Word Poilics. p.19. Gombridg, 1981,
% Robart Gilpin. Op. ot
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Within the sconomic sector, then, sconomic threats fall very largely
withir the noundarles of normal conduet, and cannot pasily or Glearly -
be lnked to the loglc of national security, However when the
consequences of economic threat reash beyond the strictly sconomic
s-ctur into the: rrifitery and political spharas, then three somewhat
| ciearer national secunty issues emerga*

D ‘the link between ecormic and miitary capabillty,

:.(2) the link between scanomy and the overell power of the State
 within the International system, and

{3) the eccnomic thréat to dormestic gtabliity. The linkages Involved
are betwwan economic capabllity on the one hand, and military
capablity, power antt sogio-political stabliity on the other.

The link batween econarmic and military capability is quita specific and
well understood. A'State"*.-'military capability rests not dr_lly on the
* supply of key strategiv materlals fike fuel and 3rergy resources, but
also on-poésessian of an industrial base capable of supporting the
‘armed forees, When strategic materials must ks obtalned utside the
State, threats to security of supply can be- clissified as a natlonal" _'
security Issue. Thrests to such filter quite quickly: thmugh into m!i!tary- '
~ capabiiity, and can thus almost ba seen in the same hght as ml'itary' _
| threats™.

% willlam J. Porry, USA Secratary of Defenico. Defonuo iran Age of Hope. Forelgn
Affoirs. USA, 1985 ¢ "In the post-Cold War security of vironmont, US strategy for
managing conflict resfs an threo basie lines of defonce. The firsk ke of defence i 1o

- prevent threats from emerging; the socond is 1o deter thrgats that do emerge; and
tha lhird. tfpraua.minn and datecronce foll, Is tv defeat the *hrea' uaing military fores.,
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In g crude, direst way, such vulrierakilives give rise to ‘aars of extortion
whers States use thelr econcmic sdventages to extract political
concessions. The ofl politics of the 1970's raisad fears of this type of
threat to considerable heights. -lowever, such fears are’ generally
offset by the abundant mechanisms o1 compstitive supply that axist
a global market, South Ah'lca‘s' option was the use of alternative
products end technologies avallable In its av  country.

Except in rare casaé‘ the diversi_ty of the system tends to offer

- alternative suppliers and n_"larkers an opportunity to underc: * attempts
o use economic levers for apecific palitical purppses. Even the rather
“well placad and well 6rganised oil cattel was defeated qu’ite epekly In
this way. Nevertheless, tho risk of such vuinerabilities may create a
‘hational security refionsle for avoiding excessive or asymmetrical -

_ dspenaeah;:iés that might offer political opportunities for the use of

poonamic pressure,

- Economic threats do resembic an attack on the Stats, in the senge that

cansclaus extarnal actions by others resuit in material loss, strain an
various institutions of the State, and even subsiantial demage to the
haalth and longevity of the population. The parallel with & military
attack cannot be sustained, howaver; becsuse whils a milita_ry attack
erosses a clear boundary between peacefut and aggressive behaviour,
an gconamic “attack” does not,  Aggressive behaviour is normal In

" suonomic affalrs, and risk of lossas are part of the price that has to be

paid to gain access to opportunity for gain.  From this pers pn&tive,

“aconomic threats are self Inflicted in as inuch as & ohvice Is made o

participate in a pattern of production and axchange in which such risis
arw andamie, though there is no escape hers from the point that many
countries have preciaus litle choice about whether to participate or not
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Nevertheless, devalopments which have recently occurred have had
" & major Impact on the way policy makers are required to interpret a
~ Siate's securfly concems. In other wordls, ob_ntamporary_forcas have
" tended to ensure that the military dimension of security Is, irt many
cases, submerged by 6ther, non-rilitary factors, which impirge.on the |
- survival of politicar e_:'a_mmunities;_' This, it should be nofed,_is a very
* difterent ‘proposition from that which Implies that because "rilltary
security’ may be relating relatively less sinnifizantly, the_ concarm with
“national security’ itself is diminishing. Rather, a far more complex
sscunty environment i which the military dirr'ension ls jootted bya
range of pther factars confrcmts policy makers, Of course, given e

diversity of actors In the international system, it Is dengerous o

generalise hecause each Is fkely to have its own specific
~ clreumstances producing a distinctive security sgends. However, even
- where the military dimension rémains \éery significant (as it doss for
many States In the Middla East, for example) other _noremifitary
_ elemants in the security equatlon cannot be ignored™. Thers ara two |

key elements In the processes s_urroundmg the redeﬂmtmn of securlty:
the nature of the Issuss Involved and the maans by which securlty ls
sought, The éecurity impﬁca_tlnns of tha two Issues are indicative of the
broadening security agenda, Clearly, the threat 1o the West's ofl
's_upplies proddced by the OPEC price' vises of the 1670°s eleveted
security of off supplies 1o the top of national concerns  Unllke the
~ more traditional military aspects of security, which focus on external
 threats, many current issues touching on national security emphasise-

% Brgn Hocking. Op: cit, p. 187,
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- the growing__ l_lhkagas' betweeﬁ the domestic and intemational realms. =
Enha‘ncad_--éo{;nomic expectations on the part of national populations

" thet frequently csinot be rriet from within a State's own resources may

create demands on governments which, if not satisfied, can prcduce .
" internal instablltty, and thus increase insec:urltya’

n the non—mlhtary sphere, problema relatmg to- management of the

Earth's resourcss andio environmental poliution can only be dealt with

ona co!lective basie. This doss not mean that c_:oll_ectlve inttiatives will
b forthcoming ard that Individus) action by government is irrelavant -
- ot the mariagement of the contemporary aganda} What it doas mear,

**"in that the pattern of Interactions betwsen the actors Influsncing and

- : hﬂuancad by that agenda, I8 more varied than In parber perlods

R Sévemignty-over'natural reéources .

‘The acanamic order created at the end of the Sa&qﬁd World War” had
" been huilt on the principles of equs! and nonfdiscrim!nétory trestment
of all countrles fri matters of trade and economic relations, Here too,
experience was to show that *no matter how valid the principle of the
-most-favoursd natian may ba in the trade relations among squals, itis
not an acceptable and au‘,quate concept for trade among countries
;with highly unequa! economic l,':ft:“.cve:r"“a '

Ibid p 1»;9
2 W, Anthur Lewls. The Ebo!uf.'an of the International Ecanomfc Ordgr, Princetnn.

T 4978, paT

* Rat Prabisch. Proferantial Treatment : A New Standam ?brmrematf:ana! Economic
Re.'atruns Harvard, 1877. "
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The principle of permanent sovnrelgnty over natural resources was_
asserted in the early fiftles in order to justiiy abrogatlon, or alteration
ofterms of cancess:ons, secured by foreigi companies, by which they
-were granted extensive rights to extract. petro!eum or minerals
' underiying the territories of host States, These c‘oncessions were
| - perceivedto be "inequftable“ as belng markedly more advantageous
to the fareiga’ concesslonairs than 1o the host State or as having baan :
_ granted as a result of duress or undus mﬂuence '

~“The principle of éétmanént' sovereighiy ' 'bver natural resources
: emergsd in the sarly fifties as the process of denolonisation got undér
way, and newly 1nclependent States felt it necessary 10 Y- appraise and:
alter "inequitable’ legel arrangements, In the form of concessions,
inhetited from the colbnial period under which foreign Investors'(mosﬂy
_ transnational corparations with thelr headguarters in the metropolitan:
coﬁritry)_ were axplofting their natuval resources. While permanent
 soversignty over natural resources Is now recognissd as a fundarmsntal
principle of internaiional taw, the definition of its pracise scope and
implications remain & juristic task of some importance, This Is not only
- because it Is a principls that is undergoing progressive developmant,
but also because it conﬁhua's to be a seminal source from which rules
can be derived to sareguard the |ntarasts of deveioplng countnes in
. relation to tha utilisation of their natural TeSOUrCes.

A-natlc:n with unususlly 'abuhdan"c natural resourcés for Its slze, as
* South Africa In this case, hawsver, can enjoy high national income
" despite a position In the factor-driven stage, though it is not ikely ta b
sustainahle indefinitely. Good eicamp!es would be Kuwalt and Saudi
- Avabila, which may snjoy high income per caplia for decades because
~ of an-abundance of ofl. Eventually, hawevér, dependence of natural
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resources will leave & nation vulnerable to depletion, new forelgn

- sources, o technalogical changes that reduce or sliminate resource

nesds.. Abundart natural resources also craate more subtle
problems®.

Around 25 per cent of world trade involve the 'impcirfand export of
primary procucts, Many of the world’s poorent countrles are heavily

_ dependent upon such exparts for their forelgn exchange earnings
~ However, ths export.of natural resources often Involves environmental
- ‘and, somefimes, social costs which do not figure in the natic ial

accnuntlng systems ,

The prlnciple of permanent sovereignty over natural resources has
. heen enunclated and reaffirmed In a series of resolutions of the United

Nations General Assembly, culminating In s incorporation in the

o Charter of Economic Rights and Duties of _States_-(adbptéd by the
United Nations General Assembly resolution 3281 In December 1974).
- As early ag 1852, It was recognised in the United Nahons General
- Assembly rasolution 826 of 21 Diacember 1952 that “the right of the °
. peoples to: use and explolt th_ei_r natural wealth and resources is
 inherent in thelr soverelgnty”. The dralt Human Rights Govenants

proposed by the Human Flights Comrmission in January 1955 affirmed,

- In paragraph 3 of Aricle 1, that “The right of peoples fo sell-

determination. shall also dnciude parmanent soversignty aver thelr

- __naturai wealth and rduourcas. In no cast may a peopie be f.:lepriveti

of its own means of subsiatence on the grounds of any right'that may

be claimed by other States®,

[P

9“ Michaal E Portst. The Corpuifitive Advantage ofNat!ans Landon, 1690, pp. 664,

Kevln Watkins The Oxfam Poverty Report Oxford 1895 p. 113
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The text prcpcusad by the-Human nghts Commlss-cn was modn‘led by
the Third Ge . nittess of the United Nations General Asssmbly, 86 that
a "rght" was incorporated in the first Article of the United Nations
- Covenants on Human Fiights in the following terms: '"The peooles_
' 'rnay, far Ihﬂl[‘ own ends, fresly dtspose of their natural wealth and
" resotrces without prejudice to  any  obligations arising aut c_:f _
'In*efhaﬂonai sconomic co-operation based upto'the principle of mutual
 beneflt and intamattonai faw. in no case may people be depnved of
~ its own means of subsistence w08,

' - For 'déveiop_ihg_ _ccu’mtries the" principle '_of.'permanent sovereignty was
important because It provided & basls on which they kould claim to

-7 alter "inequitable” fegal an'angements under which forelgn investars
o an]ayed rights to explolt natural resources found within thelr tarntorles

Buch altera_t_lon could be effected through an exi_arcise of P

&=V ' the rlght to natlonahse, that is, 0 acql,lra the nghts en]oyed by
' the fcre!gn investnr, or -

| (b " the right to alter certain terms o? the arrangements for to
' repudlate an agresment antered Into wlth the foratgn Investor).

The Declaration also provided guidelines on the busls of which -
daveloping countries proceeded to establish hew legal frameworks for.

natural resourcés’ davelopmant' which are & manifest Improvement'br'l. .

: the old framework of traditional concessinns Under the traditional
: 'con_cessions, the State was & mers tax~cailactor racewing certain
madest ﬁnancial payments, ‘whiis the ownershlp of the minarals or

® Kamal Hosaain Lega! Aspacrs of l‘he Naw Inlgrtational Econamic O!der London,
180,
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other resources stoad vested in the foreign nvestor as did conitrol over
- operations; thus, all eritical decisions, such as those relating to the

o plece and extent of exploration and development and policies relating

to preductldn. pricing and marketing were leﬁ to be determined by the
concess]orialre

The hew_ frameworks have not only ensurec; mare substantlal finaical
" payments, but have reserved for the State, ownership of the resources,

and mcorperated mechanisme which are aimed at develdp[ng national

_ eapabulltiee and securing eﬁechve control over operatlene. '

. For the'deveidped dountfiee ang .‘:ransﬁatiena! corporations erigaged
~in Paturel resources devslopmant, the new developments are se8n as
i reducind their freedam of action (that is freedom from contrul by host

. governments over thelr eperaﬁens) and as threatenang the stab!hty of
- contractual errangemente They retain a preference for arrangements o
. In which host governments seek to maximise financial returns rather -
_than control ovar eperatlons They alsa assert the importance of

malntalnlng etab[lﬂy of centradtuel relations and in case of

natianalisation, of paying to the affectsd party prompt, adsquate and
effective compensation,

“The principle of parmanent soverelgnty over netural resources 8s
alaborated in the 1962 Declaration, contains certain guidslines. on the

- basis of whieh new types of arrangements for developrent of natural
 resources hev'e: bean developed. * Paragraph & of this Deglaration
 provides that intemnational co-operation for development of natural
.. resources in developing countries, whether in the form of public o
- privets cep%fei. fereibn nvestment, should be such as to further their -
“inde pehdent nhational development and should be bosed upon respact
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fbr'pérmanent soverelgnity over thelt natural res_ourcas.' B

s to be renajled that the heated cantroversy arising aut of the
“sudden, melor increase in the price of crude oil announced by the ol

exportets late In 1973 and the mounting splrit of confrontation that

_ followed; manifested, for example, In the Wa‘shingt’qn r_rieeting of the
. big ol consumers in March 1974, and was the immediate cause ofthe
- call for the Sixih Special Session of the United Nations General

Assembly on raw materisls and development. The prlmary alm of that_ _

“Bpacial Session held In April 1974 was, of dourse, to alr the collective

© grisvances of the developing countries and to put forward their own _
~counteralalms. Anather alm was to defuse the tension and pu an end
| to mutuel recriminations with & view to introducing a new and more

balanced formulaf for future internatlonal economls co'operation, '

- generally accaptable to the varlous oom,,anents of the world
' cummunlty“ ' '

| Tha Sixth Session did contribute significantly towards the subsequent

relaxation of tension and the subsidence of mounting confrontatiors.

* Unfortungtely, netther that Session nor any of the international

meetings which have baen convened In its wake, notebly the

‘Conference on International Econormic Co-operation (CIEC) - the so-
calied North»St.uth Conference - have been successful In forging

conc!uswely 8 concrete and. mutually acceptable formuls for fuitre
economic co-cmeratiun. ' '

 one _Importaht' aspsct of that global debate has bsen the question of |

State soverelgity over natural resourcss. This was loglcal eriough,

% Kama! Hossaln. Op. cit, p. 208.
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After all, it was petrolaum. the natural resource pay exoellence, which_

“kindlad the hig cnntroversy In the first. plage. .~ Thus both the. |
Declaration of the Establishment of 8 New Internationsl EGOHOITIIG o

'Order (resolution 8201) and the Programme of Action therean
| _ (resoiut:an 3202) reaffirm the crudial place of natural resources, and
the manner in which they ought to be developed and disposed of both
for the benefit of the produmng onuntrles and in the interests of the
: world communlty at large. '

: '.The battls for sconomic self—dstarmmét_idn'_and'pérmanent sn\)ereignty '
* over natural rescurces was fought simultansously in the post-World
“War Il era on two fronts: Conarete political and economic action by

some of the devalaping nations indvidually o collectively, and the
theoretical refinement of the undarlying 1egal ooncepts and pnncuplas v

within, t‘ne Umtad Nahons system

. Wathout golng as far as ascrlbmg to the United. Natlons resolutlcns an -

soveteignly over hatural resources ‘8 "causa ‘and sffect” impact oft

) subsequant rmejor svents i the da\felopmg countries, such as the -
ma]or oll exporters, It Is not to be denled that thesa rasolutions were
for them a rlch source of msplration, selfwnﬂdence and mrral
_suppcrt“ '
Unf_ortuh’at'e!y most, 1f riot all, of these countries a6 nut uble 1o meet
e enormous  costs of petroleum exploration on thalr own.

- Consequently, the task has been, and wit have ta continue to be,
‘carriad out with outside assistance. This assistance can be sought

% Kamal Hossaln, Op. oit. p. 210,
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sither from the mternat[onal pr[vate sector, the international public
sector, bilateral arrangements with other countnes ora comblnaﬂon of
two or mare of the above. '

23 c-ollecﬂve Security System’

In recént years, theorists of international relations have tended to
. siress the moderating and stabllising influences of contamparary
_developments on the behaviour of States, especially the increasing
* sponomic interdepsndence among nations and the deetructivenass of
maderr weapons. ‘These important developmertts have encouraged
many inclividuals o beflevs tht peaceful evolution has replaced military

: mnﬁict as the pri_nclpié'-maan's of adjustlhg relatiung among nation-

states In the contemporary world. This assumption has been
- _ac'dbmpanied_by a belief that sconomic and welfare goals have -
triumphed over the traditional power and security objectives of States,
Thus, mary believe that the opportunity for peateful economic
_intercourse and the constraints Imposed by modein destructive warfare
'has'sérved to dao’r_easé the p:‘obability of & major War'*"?'. '

On 31 January 1892, the United Nations’ Security Gouncii met for the
first time at tha Ievei of heads of State of Government. The "c:olcl war®
had ended it was a time of hope and changs and. of rlsing

B expectaﬂons for - and of - the United Nations The members of the -

_: Council asked the Secretary Genersl to prepare an "analysis and
recammendations on ways of strengmentng and making more efficlent '
within tha framewnrk and prowsions of the_: Charter, the capacity of the

% Robert Gilgin. Op. cll. p.6
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| _'Untted Nations for preventive diplomacy, for peacemaking and for

peace- keeplng "0 Eive months later, In June 1992, the Secretary
General submittad his repart entiied *An Agenda for Peace™!, . It a

~ dealt with the three problems the Council had requested the Secretary

~ Genural to donsider, 10 which he added the related concept of post-

s conflict peace building. It siso touched on peace enforcement,

o n suh}mitting thelr rEcomrﬁehdatiqns on hd_w ta improve the
* Organisation’s capacity to maintain psace and securlty, he sald that

. the search for improved mechanisms and tschniques would ba ot litle

'-_s'igniﬂ'cance_ unless the new spirit of commonality that had emergsd, of '
which the. Ssum'mit'was éuch a cleat manifestation, was ‘propelled by
-the will to take the hard decisions demancad by this ﬁme of .
Gpportunlty““”“ |

S Theh, t'he' Unite}j'NaﬂOns developed a. rang.'e' of instruments for

' controlling and rescﬂving conflicts betwsen and within States. The
~.most important of these are preventive diplomacy and peacemaking;
: _peace-kaepmg, peace building; disarmament; sanctions; and peace-
- enforcement “The ﬁrst three can be employed only with the cansent

- otthe parties to the confiict. Sanctions and enforcement, on the other -

: hand are coercwa measures and thus, by definition, do ot requlre the
"congent of thz 'aarty concerned Disar*nament can take place onan

- agreed bris of In the context of cosrcive action tnder Chaptar Vil of

_the United Nations Charter'™,.

1% {)nited Nations documents $/23 500: p.1156

thited Nations tocuments AM7/277-524111; p.38

airos Boubroe-Ghall. s1r Agenda for Peace. Para. 6, 1995,
N{d p 2 -
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The validity of the cdncept of post-contlict peace building has received

- witle reoognition The measures it ¢an use - and there are many - can _

o a!so support preventwa dlplomacy Demiltarisation, the controf of

. small arms, institutional reform, imiproved pollce and judicial systems, :

‘the manrtoring of human rights, electoral reform and- social. ana -
economic development can be &5 valuable in preventing conﬂ'ct asin
. haahng the wounds a&er confhct has occurred.

K At the CUI’!GIU‘-‘-IOI‘I ofthe 3046“‘ meeting ofthe Sacurlty Council, held =

i the level of Heads of State and Government on 31 .January 1992 in
'c_onnecﬂqn with the ftem entnﬂed_”‘m_a res_ponsnbif!ty o_f the Security
"Councll in the malntenance of Internationai peece and security", the
: President of the Securlty Councl issued his statement on behalf of the
‘memhers of the Coungil. He stated that-'ihe absence of war and

. mllitary confiicts amangst States does not n itsalf ensure international
.. peace and securlty. The non—military sources of instability In the

aconomic, 5ocial, humamtanan and ecologucai fi elds have becoms

- threats to peace and secunty The United States membership as a

whola, ‘working through the appropriate bodies, needs to give the .
~ highest priority to the sofution of these metters '™,

The members of the, Coundll reaffirmed thelr odmmitmeﬁt to the
:"coilact‘\(e securlty system" of the Ghartar to deat \mth threats o peac;e
and 1o reverse acts of aggression‘“ '

o4 g United Netlons decuments §/28500, 31 -_lanuary 1997.
Bnulros Boutros-Ghall. Op cit. p.117
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. Ancther source of instability arlses from changes in Siates’ capabilities -

that have Ii&le o do_with' the ar,'t_quisitlon of new territories or alies

(which may be opposed by other mernbers of the system). Scholars
~conoerned with- the rise ‘and dewfine of systern leaders and thelr

.~ challengers have focused on the diferentiat growth of power amang
 the great powers, as dealt witn In Chapter 1.4. This means there can
' be system changes without great wai's as aocurred with the collapse

o ~ of the Soviet Uniort and the i'ntix}amant trom bipolarty to the present

_ _system Tha dlﬁerentlal growth of power can come from "lmperla[

' over-stretch o Lisé Paul Kenniedy aterm, or from a variety of domastic -

-conditions affsctlng acanom:c growify and/or internel stebility. High

levels of civil canfict, or even revolution, can seriously weaken a State.
Rapid eccnomic growth can Increase a State's capability even without

‘& consclous decision bv' its leaders to increase the State's power inthe
internations system.. Technological inniovation may ‘acour faster inone - '

'_..State that In another - affecting production, creatlng new means of

. gxplolting rgsources, or producing a potent new weapon ThUS,
- geonomie and rmhtary capabllltles mey shift Stgnificantly A variety of

- aconomic, technologlcal or socio»cultural changes may lead to the'
bregkdown ‘of ona system and the emergenos of another.

" Ano{har kind of ris'.k stems dirsctly from bcth thé-dhfareritlal g'rowth of

power and the fraquent trlals of strength that test’ naw power
- reladonships, b '

) Such oonﬂicts are an mtegral part of the balancauof-power system, as
dealt with In Ghapter 4. When a major power is eliminated, t may be
- vary hard to ﬁnd another State capabte of fillng the gap. Some blg'

States will cqntmu_e to grow despite the.aﬁo_r._ts of others to restrain
‘them. Thus thera ars elements in any system that tend to eliminate
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 son.@ major powers end to strengthen others, meking precarious the
maintenanca ~f the sansrtlve balance required in the long run'®,

| Th'_'_s gruwing dependenc_e of SPergy stil led th the imp_lémentaﬁcn_of
consetvation p-:lirj\'as offering incentives @ for the develoy. nerit of enegy
 sllernatives, m an shtempt to reduoe the nmand and stimulatn o
 produetion, : '

o chavar the auocess of i r«*e measures depends laugely on tna'

o c:rpportumty of ts irnplementahan and on the avallabiity of enargy

L resources ln the country

The atcess to dstermined resourose such s ol, Imposed new end
irﬁ.'aortant obiigations on the axternal and defence policies. However-
i the: lndustrialiaad couhtries depancl ori the exporlmg countries, they'
o *letsrm!we two fundamental logistic requirements: the transport and

refinlng of o, Qegarding production, it is controlled by the policies of
CPEC courtiries, but netin an ebsolite manner. The trar:sportation is
- controlled by the dwslopau ovntries taking Inta account that the
mejority of the olf wells are found & e i Yarior of the United States,
Ganada, Europe and Russua, and which are nat conirolled by the _

- OPEC members,

The pﬂncfpal enér'gy cansumer countries' capacity of processlng is .

 sufficient to supply thelr ehergy niesds. In regare <3 the markets, these
" are concentrated in the Industrialised countries. The malntaning of
freedom of sea rafic constitutes & bigger imperative to all the maritime

"% Bruce Russctt. Op. it p. 108, '
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‘countries, especially Iran and lrag, whose supply of off to Europe is o

compromised by the Implementation of a powe. in the area of the
- Ormuz stratt, '

| As the rélatiqns of dependence Increase betwsen producer and - _
.consumer countries, the relationship between security and energy

~ policles of the consumer countries worser.

_ | -'_T'hTs.wbrsenihg qcbﬂrs_ thaihly__fmm the growing energy needs. of the
" Industrlalised countrles and the increase of poltical instability In the -
producing countries. Any energy palicy has connecting finks with the

reasons and dimensions of objectives to be achteved by the producing
countries, as well as with the threats that are facad by the dependlng
‘countries, in the same way, one rieeds o consider the avallable

A defanua to face the crisis creatad by the provision zohes, mainly in
relatinn to their msittary and abonomic capaclty in ralatlon to tha_ :

internauonat baianca-of~powar

24 OPEC and the "Petro-Jihad"

" Untilthe mid~1980’s;' the objectives of the dependent Easiern countries

 Joined for the creation of a new pesice zone In the Middle East, In'an
 attempt to craata @ co-speration space as free as possible of external:
. ifluences, although recepiive to the constructive patticipation of the

‘Weitern powers. " In the crontion of a pesce zone, or in the
construction of & co- operation space, they aimed to support a political
zone of ragional security with the mt_enﬁon of maintalning the constant

fiow of olf to mest the enargy needs of the United States and ts alfes.
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‘As Hic_;hérd Nixon wrote:-

*The. Unitedt States has become invrsasingly dependent on 6
" as asource of energy, ant Increasingly dspendent on imports
&5 & source of of. Ol now supplies nearly 50 per cent of our
energy, and while we depended on imports for a third of our ofl
' In 1973, we now Import haif of t. - Further, Canada was ane of
Qur [ead!ng s'upp'liers in 1973; five yoars later the OPEC
provided more than 80 par cent of our imports. The United
States, onee the world's principal supplter of ofl, has become
the Iarg_as‘t_ purchaser from OPEQS, taking 4 fitth of its all™”,

The construction and ‘maintelning of security policies depands not only
on the definition of objectives that must be kept, but also on the type
' of threats that relata to the objectlves

The uﬁlisation of_-tha emnbmi's: weapon as a farm of pressure against
'lndustriailsed muntries cambined with threats originating by terrotism

- and subverslon, could act in & destabilising manner in the economias :
' and anergy potic[es of the dapendent countnas

| Howaver, _the strategle chéngas that cccufred in the last years were
: promising since the USSR did not constitute an elternative to the
- West's pohﬁcal end econnm‘c support to the radical countries of the
Middie E-Iast - 3

‘What relates to the countrles of radical terderies {iran and Irag) were
axpansionist poliies and the war having consumed a great pert of the

Y7 The Rea! War. Lotidon, 1980, p.74
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GNP, showing budgst constraints that limited thelr acquisition of
scphistlcated and distracting materlals, able to thraatan In a diract
contict, the temtonal European and Arnerican space. '

i that-.fador_ is favoufable to the Industrialised powers dependent and
milkary present In the Gulf, the same cannot be said about the
guarantes of stability of the regimes that support that presence at the
monient. The existerice barely congolidated In power, of some royal

 families of the Middle East, united with a olimeate of soolal agitation and

 reballion towards what-it considered to be the perpetuation of the

-coldntal -European'-pr'esenca_ and the intervening presence of North
AmariCa, to which one can #dd the' effects that the econamic boyoott

'ls'tarts producing, will in the near future wesken the stebilty of the
' gimes of the ol producing countries which would comprnmis'e and
: hampar the normal supply of provisions to the Industriglisod c:ountr:es

~inan energy crisis sltuatton.

o HuWe._vsr even ln the -raairn of the peacefil uses of atomlc énérgy, the
_nuclear age is potentially a disservice to lslam. It is oil rather than

. uranium are which has recently give:: Islam & new economic leverage

. it the wczr!d system. OPEC is primarily a Muslim organtsation in
: _composition and Arab-led. The world has sometimes witnessed a kind
~ of "petro-ihad” - as during the Arab ofl embargo in 19?3“_“. Howaver,

~ “will the world viiness nuclearised *had" In the near future? in the
- short term, the prospsects are fraught with difficutes, The produsing
. countriés will try to Itensify s praduction togethier with an Insertion In

~ the oil Industry transport sector, assuring the acqulsition of the whola.

198 All A Mazrul. The Politiaal Guiture of War and Nuclear Profifaration; A Third World
. Perspective, Hugh G Dyer, The Study of international Refations: The Stafe of the Art.
_ London, 1989, p.167 : .
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logical sys ‘am of supply, necessary to a mora efficient and profitale
corntrol of' 5 axf:rorts Evert though some areas have been
' damarcated the Middia East Woulkd remain as the prafarential area of
' supply The davalopad countries Wil try to teuce thelr lovels of
depenoency on Eastern oil, searching for alternative sources of anergy.
such as natural gas, cogl and nuclear energy out of the OPEC sphera
as done by South Africa by increasing the production of its ailfrom-
coel and launching new technolagies developed by its own know—haw,

- &g deait with in Chiepter 8. The defence of alternative rouites, parts and

terminals are sl aspeuta to be tonsidered within the geopolitical
_s_phere and enaergy rosOUrces. '

" In'the political and strategic domain, the sconomic weeapon and the |

religious Tactor Is ethnic, saeming to confirm its efficiency and impect,
| cﬁharac_:tarislng' the majority of the actual conilicts to a regional lavel,
_mai'rﬂy in the midst of less developed countries, but who possess
- resourcas of highly ectnomic and stratagic valua for the industrialised
countries in today s wnrld

- i.-*t the néxt_ chaepter, 1 cor‘_\tlnue my _anéﬂysts on the importéncé of natural
re_sbur_ces m_airﬂy oll, anc_l- which represents an impnriant and strategic
'source of energy, of more and more importance whether for industry -
o for national securlty, " o '
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CHAPTER 3 : WHY OIL?

Despite the erormous impartance of tachnology in the modern world,
~any attempt to examine It tends to be obfuscated by the sheer
: compiailty of the subject. -Qne of {hé most impoeriant changes of this
. gentury was the discove.  «xploitation and use of petroleum. Ol fusls
- not only Increased the versatiiity and convenience of the internal -
- mmbustlon sngine, they also made it mobile because a supply of
petrc:l (gasoline), paraﬂine (kerosene} or diesel ofl could be easily
“carriedina tank to supply the engina Everywhere: the reasons for the
Shlft to ofl were the same, Ehergy clerlvaci fram ofl was cleaner and
' Iesa expensive than cosl, The result was an astonishing expansion In
the produbﬂon of this priina mover, which has deeply affected mod_ern
technological civilisation and !ts'_permanant search for new sources of
- fiquid fuels, and increesed the struggls for ofl. In the light of its major

importance and manliold uses, petroleum has soquired great

geopolitical significance.  Petroleum deposits gre widely scattered
throughout the world, but most production comes fraom & relatively
small number of geographical aress. Ironlcally, Eurape stthough

| - Bbundantly andowed with coa), has the smallest petrolsum reservas of -'

any malor land mass. The United States, Russia and possibly China,
onthe other hand, have plentiful resources of both coal andpétroisum. _
Trie countrles of the Middie East surraunding the Persian Gulf are now

~ collectively, the largest saurce of supply for the wold markets.

‘31 The Increasing n_eeds' of energy sources

- The idea of techhbloglcal revalution helps to define and explain one of
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the most imporiant 'phendmena of modem life, This is the fact that we
in the twentieth century, Ive In a process of profound and continuing
changa,'Whlch is different from the cyclical change of the seasans or- -

_ the natural processes of ageing. It is rather, a change In the '

condltlons of fe; lfe has becoma @ process of parmanent_

: tranqmuta'uon, and thlS makes i ingreasingly difficult to understand

_ what lfe wess like at times - most of the past experience of humankind -
o when such change was not endemic. This process of changs has
| "-'-'r'_'baen driven by lnnovatlons in sources of powsr, in menufacturing
i techn[ques and In the means of transpart and communications - in &

: word by technology To be surs, the pracess of tachnological change

. I_-_has been going onfor a very long time, since the first man and woman
-Z"'Stru_ggiad to take advantage of their environment, and has acquired
g'rbwing- momenturn over muny millennia, However, In the last three

. ‘centuries, It his accelerated in an unprecadented manner, and the -

consequent changes in s::ciai_'and hurnan conditions have been so far-

 reaching that the warld process Justly deserves to be regarded as one
- of technological revolutior:,

1t was not easy in the nineteenth century to understand how & steam

engine worked, and howaver dextrous contemporary secretaries mey
be in handling thelr perscnal computers, few of them have much
comprehension of how they oporate. The propristies of slactriclty,

- nuclear energy and complicated chernical reactions have been brought
.- under human c::ntrol but sven solentists famillar with these caricepts

find it difﬂcuit 1o express them in terms, which the iay person can
understand

Ih_the nineteenth century, new machines began to appear everywhere
in large numbers, Though they became more and more complicated
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than earlier ones, they ofte_n'- - wed easier to use. They weretobe
seen evarywh'ere in Europe and North America, on the streets of major -
 oities (cars, trams and bloycles) in factories (loams, lathes, drils) in
oﬂ“ees angl sheps (cash registers, typevwiters) They transfotmed iife

- in many ways. First and most obvious, they snormously increased the . '_ -
" value of labour..:.._w_sth their aid a worker could praduce much more

o quickly This was an essentlal cantrioution to the huge growth in the ﬁ

o '_ output of wealth of the age. The resulis could aven. ba Been in the

- . countryside.  Soon after the nineteenth century began, Enghsh o
N _'_‘egfixi'u!turel machinery was baing shown at Eurepe__en.fatrs, and by the.
‘middle of the century steam was being used to drive maehinefy' and
drag ploughs. 20 000 mechanical reapere on German farms in 1980 -
~had hecome over 300 G0G by 1907. Many simiter figuree can be cited '
' By 1810, the pc‘uol dnven tractor had mads its appearance.

Even mere ob\nous than agrlcultural Impravement, manufacturing
-yested | nn the coming of better, cheapsr, more ingenlous machines.

- They directly provided the taols needed to mek things - lathies and
other machine-taols, drop-hammers, ‘blastfurnaces, boot-making

- machinary and a thousand and one other examples can be cited - -
‘which saved labour In other ways less directly connected with
"manufectunng iteolf. The electric: trams and underground trains, for
- | example, which were by *914 taking frilions of people It marty oftfes . -
- to wark, were conserving energy that would have beer used fifty yeere ) _
: 'eerlier in waikmg Iong distances, as well as helping tc: eher*.en fhe time :
| 'thet hed to be spent earnhg a livlng '

Even'in the home the eﬁectsof machines were very great. The supply
. of gas for cooking (from local gasworks) enarmously reduce the
trouble and expense invelved_in getting fuel into and around the houss.



 Piped water (ram centre! waterwoiks} was avallable in milions of

k homes by 1814 and the effect of this can easily be graspad by anyane N

who has seen the procession of village women in parts of Southern
" Europe to the loca) stream or well to draw what they needed fot thelr
~ domestic: tasks (In Asia or Africa, of courss, the sight is even more _

o -c’ommdn)_; The sewing __machine actually changed the production of - |

B goods in the home, but in the houses of the American and Eurspaan.
 rich, other household machinery were to bs found - the first *vacuur’
claanars slectric "lits", washing machines and et all levels of society

" thatfind old standby whlch hed taken 50 much effort out of drying and .

- pressing clathas. the mangie

. Justasitls *hard to st chfonblogicalty the most impaitant mechanical
__ Ennovahons of the. century because the interraiation betwasn thern ali
B fis so complloated an rapid, so ftis citficutt to trace the overali affects
of the coming of the maohmes, on the way work was organised and
“how occupations wera shaped though it can be done {at some length)
far any particular trade, A whole range of new fasks appeared
“Engmear" was an old word but its meaning wes extended much

- further in the mnateenth centurv Spaclefisation appeared within

‘engineering, in construction, in electrical work, in ships and chemicals.

* Insthutions of technioal education had appeared in many countriss to

give advanced instruction in engineering and award quaiiﬂcatiohs _
- widely regarded as the equivalent of uhl__verslty degrees; : son‘ie_
universities began to teach the subjects. Engineers regarcled.
- themsslves as a profess]on and were usually organised ‘into
' professional bodies which looked a&ar thalr ccmcerns

"Mechanic" was another word which camef';o have: a new meaning: a .
craftsman spedalising In the handling of machinery. The rumber of .
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such skilled workers grew at a hugh rate in industrialised countries,

Mechanics tro, were becoming specialised: by the end of this period
* and thelr trade qualiiications were increasingly deﬁnad_ by standards
- set by ar,:-pranﬁr:aship' ru!e*i_ and national certiﬂcatés; However,
-"mec'hanic_“ is a very végue term - as is "machinist’, another which
- reflscted the technical change of the era - and new applications of the
* word were emerging all the time, Bofler-makers, artificers, toal-makers,

- -Jig-setters, mechanical d_réughtsman, wets alt needed i1 greater-and
" greater numbers and all of them did more and mors specialised 1obé '
| ---as'tirrie pas'séd._ "It.is_ not true then to say thafihdu'strial_iéation and’
mechanisaﬁbﬁ decreased the varisty and individuality of trades; [
Killed off many handicrafts but increased the number of special skills

"needed in_ many ways. On the other hand, t also required large
numbars of unsklllad workers who were at best, machine4enders and
whose work was vary dult and unstlmulat]ng

| Chang'es an this scale were hound to affect ideas and outiooks. Not:

_only did many mare people begin to believe that machines might be
made to do almost anythlng, given sufficlent time and trouble (and this

- meant that the universs looked much less mysterlous and

unmanageable) but many people saw tachnioat progress as proof that
' Europwan riligation was on the right track and moving in the right

direction. & jew wien did not think so and said so loudly and often,
* Howuver, most people before 1914 found the evidence of thelr owr

- syes convincing. Visibly, tasks that had once been enormously

| - IabOrIdu's had come to be carrisd OU’( tuch maore easlly. Goods,

which had once besn 1uxuries, had bacome c_nmmon-'plaoe._ Qutside

" the rich wqud', the social benefits of technology appeared as rallways
pushed Into Aftica and Asia, taking with them other benefits - better

' purnps, wells, communications and medicines. Somehow, the world's
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leading civilisation had at last come to take machines for granted and.

1o treat them as an indispensable part of progress. This was an. -

enormous changa In humamty s cutlonk.

The raniways and the steamsh:ps could not howevar, create new -
industrial entities stich as Germany, Russia and the Unltad States,
without creating naw industrial rivalries and thersfora as a result of the
rn:uiWay 'era, therg s anincreased struggle among nations to control the
_ raw materlal produr'ing areas and the markets of the worid. There was
8 rlew stlmulus to acquire colonles and spheres of inﬂuanoa

| N'ew machiries rsquirad new power, The oonsumpiion of energy rose -
- siter _'I-Bin at unprecedented rates, Elghteenth-century improvements
10 the steam ehgine mada it possible for most- of the new poWer
_ nees:ied in the nmeteenth century to be found from gteam. Althcugh
R _rai‘wavs in some parts of the world were woothfired, they increased the
. i for coel, too. . A world output already of 800 milion tons a
11900 went up to more thar, 1300 miliori by 1998 (nine-tenths
s game from Europe and the United States). -Other sources of

ar had also becorns avaiiable. With th\e dlsmvery that gle Htrlcity_ N

_ '1 be ganerated - the principle of the dynamn was discoverad by
Faraday in 1831 - the_demand for coal (to run gg;nerators) was to nse
~agalf, but a new way of tapping running water in *hydra-electric*
- schemes was also mads: available, gnd with 1t a further extension of
- energy resources. ' |

® ¢, A Knowles, Tha industrial and Commercial Revolutions In Groat Britain wgfng :
the Ninafeanth Cenfury. London. 1933 L 187,
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o Vegetéb'le and animal oils had long been used for lighting when the -
refining of petroteum (first commercially produced in Pennsylvania in
1859) opened the way to the use of minera) oils for, fi rst lighting (in the

- farm of paraffin lamps) and then for fuel. O and petrol in turn made

- possible the internal cc“nbustlon engine - ong in which the energy from

_ the fuel 1s not utilised by turning water into steam o drive & pistan, but
I wh_ich the explosion of the fuel inside a cylinder itself drives a pistan.
From this was to stem not only the motor-ca: but small, portable

. engines for all kinds of work, ol turbines for use In ships at se;e__i_and in

" power .g_enaratioh, and eventually engines powerful and light enough

to be used in alrorafts. With this Increase, world oll production - mqs{
“of it in the Unlied States - jumped from 5.75 million barrals in 1871-1c -
407.5 milion [ 1914, This implied not mersly  buiiding of new
;.'wells " but a huge refining i*\dustry and the necessary transport

arrangements for moving off to witere it was needed. F{apld Increases .
- . i energy usage in general and petn. gum in partlcular are pramafy_ '

post-World War il phenomena. In 195(3, when waild population stood
.i'gughly at 2,5 billion people, world energy consumption was 2,5 bilion -
: tdns of éoal48qulva'ei tenergy. Population Incressed rapidly during the
riext quarter-century, but energy 'use Increased almest twics as fast.
By 1979 the world's 4,4 biffion people were consuming 8,7 bilfion tons

of coal-squivalent. energy This increase was cinsaly tled 10 the_. |

- unprecedanted level of ecanormc growith that the worid axrlartencad '

" From 1850 to 1973, the world ecaacmy expanded at & rate of 4 per

‘eent annually, spurred by the 7 per cent growth in world olf ouiput
during this period, on a per-caplta besis, this meant that the amount .
_ of oll avaltable increasecl from an average of 1,5 barrels per person in
~ 1950 to over 5,3 barrels in 1973, Hapidly r:sing papulatiun made oil :
the world's prmclpal sourua of comrmercial am.rgy
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{.ittla mora-thén ‘8 cenury ﬁgo,’fuel-wna‘d was the princip'al énargy

source,  4s the mechanical revolution saltered the nature of

 transportation, work, and Ielsure, coal began to replace fuel-woad.
- Early inn ihe twentieth century, coal becams the dominent source of
 energy throughout the world. By 1913 It accounted for 75 per cent of
global energy coneumption. | a o

. Naw technological dévnélopments, particularly the frmernal combustion

angine, spurred the shift from coal to ofl and, somewhat less sa, -

natural gas. The United States, well endowed with petroleum

resources, ad the development of oi-liased technologles, above all in

the automotive and petrachernical industrias. Although ofl accounted

for less than g third of world energy production In 19850, by 1985 it
‘squalled ol producﬂon In the next decads it rapldly m.rtpaced coai
as the main energy source.

' EverWhere the réasons for tha shift to oll were the same. Energy
derived from c.aal (and gas) was cleanser and less expensive than coél,
(The zost of dnce inaxpan_slva ¢oal also rose in response o labour
_demands for higher wages; rules to protect the environment and mare
«ustly sefety standards). The unprecedented growth of population in
the twentieth bentury, as well as the growing affluence of at least a part
of the world, resulted in-an unprecederited demand on the world
rasaurces “Tha most important davalopmem in terms of rasourc:es In
- the twentleth cantury has been @ change In the nature and sources of
primary energy. in the nineteenth century coal became the most
important source of energy in industriallsing netiahs, largsly replaclng
wood, charcoal, wind and water power. In the twentieth cantury coal
has been largsly, thaugh not wholly, displaced by new energy soutces,
espedially petrolsum and natural gas. Alihough petroleum was first



BG

commercially produced. In the nineteenth .century, it was then _ﬁsad
- mainly for ilumination and secandly as a lubricant. The development
of interrial combustion engines at the end of the nineteenth century
' grsafly- extended its poséib!iities, and it also competed with coal and
 water-power |y the prodution of electricty and with the former for
space heating. in the second helf of the twentieth century, it acquired
new 1rnpartance asa raw material for the production of syntheties and

B -plastlcs

' 3.2_ ~ South Afrlcan séaréhing for potroleum.

_ South Altica doss not produce crude Gl but reflnes imported crude nll _

Iocally proc!uc.sd ges. and synihetic il from coal™™, S
The first oll company was éstabiished in Cape Tow’n In 1884 1o Import
refined oll prdducts Today the country pracesses close to 20 milion

- tons of crude annual!y and uses 23 million tons of liquid fuels, 45 per

cent of which is petrol and 26 par vent dissel. As a result of South
Africa's abundant resources of cheap oo, liquid fuels prowde QFuy
about 21 per cent of the country’s energy re’quil whents,

o South Africa. Is-a world leader in synthetlc fuel teohnology quu!d |
: ‘hydrocarbons hava been syntheslsecl from coal sirce 1958, Past
dacisions of the Government to nvest in synfuel projects were largely
:base;d on strategic ‘conslderations,  Synthetic ol is refined . to
‘hydrocarbon fuels at three Sasol reﬁnarlas, with a total capacity of 4,5
' rnilllon tons annually "

South Africa's séarch for petroleum began a Jong tima ago. Small oll
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accurrerices in the Karoo System, malnly assaciated with ignecus

“rocks, hes oftan been mentioned in literature from as éarly as 18890,

Oil«impregnated sand-stones - of the Middle Ecca Stage were

_encountared in coal prospecting boreholss in the Dannhauser area
: prlnr to 1828, These sarly discoveries led to sporadic prospecting by
- local syndicates since the beginning of the cantury. Some of their -

activities Included a deep borshole (1-548m) at Dubbslde Viel,

“ Carnarvon District, & 690m hola on Doornkraal near Elandslaagte and
o __a_humber of s’hail_pw holes In the Dannhauser ares, The Cretaceous
., System was tested by driling a 1 038m hole at Swartkaps, Port

Elizaioetf, In 1908, In 1914, Cunninghary crarg carried out the first

ganerai avaluatlon to establish South Africa’s potenﬁa[ for oll ang
suggesteﬁi tha exploraﬁon of the northern flank of the Gape Falded -
Balt. Followmg_his recomimendations, the ares was mapped In 1917,

~ and &ll the avaliable data on oll In South Afrlca was summarised In

1921, Several of the ol ocourrences around Lesotho were invostigated
in '19535 as weli s the potential for oil around Bethieherm and Kestel],

- niorth of Lesatha In 1837, The first faidy extensive ofl exploration
programme was armbarked upon by the Geological Survey In 1940,
~~ The northern flank of the Caps Folded Helt was mepped, seven deep

Jles wers ditilied in that area and & number of shaﬁow ones at Barkly
East and in the Oranga Free State.

The oil discovered in mine woridngs and coel expleration Holes in the

- Dannhauser area was Investigated by the Geologleal Survey by means

f ‘19 holes frorm 1653 to 1957 and 1964 10 1967

"0 See Figure 1
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A systematic Imresﬁgat uit of South Africa” off potential both on-shore

and off-short cammenced in 865, with the creation of tha Southern O

" Exploration Ca-poration, a private but stetedinanced company, later

named Soskor™. Concessions on-shore were granted to varous

- ompanies, which did a small amaunt of exploration work. The most

systematic exploration on-shore was carried out by Soekor ltself, by
the Saekor E and P (formerly Zululand Off Exploration Co.) and by tha

- Geologleal Survey. Off-shore eress were sub-leased by Sosker to

international olf exploration companies.

- Prospacting by these concams were carrled out in sccardance with

modarr sclentific principles and techniguss of oil exploratlan. " Prilling
wais preceded by the maasurernents of strahgraphie protiles, structural

mappmg and geophystcal work fo locate the best structures in the

mioat famurab!e parts of the Karoo, Gaps and __ Cretacauus baslras.

The rasulta dhtained in the Karoo by drifing were disappoinﬂng The

degrae of diggenesis prnvad to be too high for ol to be present avan
I rocks of the Karco System. Sarid-stenes had very poor ressrvoir
properﬁes. The high tlagenesls Is confirmed by the presence of

E pssudocaal which Is generally considared tobe & metamorphic #nd

product of uﬂ

Oft was 'founc_i In four ; sreholes no_rth'af- Utrat:h_t while -prﬁs_pacting far

" Soekor is a 100 per cent subsidiary of tha Central Energy Fund (CEF). The maln

. husiness of Sookor and Ra subsidiary Scokor E and P is the co-drdination, promotion
-amd undartaking of off and gas explaration agiivities In the Republls of South Africa

and to explolt & ny oif and gas fieids which are discovared,  Before 1 April 1888
Saakyr was finanead by maane of yrants and thareafter all activities of the campany

- have boon financed by meana of laans, CEF and the Central Enorgy Fund. Annugt

Financial Statoments for 1984.85 p. 59,
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coal during the period 1952 to 1858, In three of the holes, the ofl-
bearing sand-stonas had & thickness less than 1.0m; inthe fourth

parts of a 27m thick sand-stone bed wers found to be oi-
impreginated.The oll occurs st different strategic levels and is not
structurally controlied, A somewhat mote promising steurrence was
reportsd from a hole driled on Jakhalsdraal. Here, about 24m of
sand-stone was falrly well saturated with ofl, with an additional 10m
exhibiting traces of ail. “Tha ol bearing sand-stone, with good porosity

~and fair permeabliity, lies In the upper part of a closed structure,

Pressure. howevar, Is low and consequenﬂy ofl production will be

diffioult, If not Impossible.

Ol was -c_t_iscdvared in *wo boreholes In tight sand-stones [n the Algaa

" Basln, & short distante above the Colchester Member and In fractures -

in this member. The gray maring shales of the Sundays River
Formatian wers cer.sidered poor source racks ¢ ol and were
probably Immature at Iéaat'[n their upper sections, while the dark gray
shelles of the Colchester Member seemed to be the obvious source of

L the oltbasin.

 Altogether, 8 'h'oias"_had beon drllled to test the Mesozolc rocks of
- Zululand ater a faily extensiva geophysical exploration prograrime,
 Sand-storps with good reservolr properties ogcurred but wers not

abtindant. The sheles In most of the boreholes were rather poor

SOUIGS. rocks and a.::pearad to bia immature, excapt intne daepest part '
-of the basin.

By the ond ar 1972, sufficient exploration work and drlling had been
- done to Indicate thav only a few areas, namely Port Elizabeth, Northern
- Kwazulu Natal and the north-eastern Free State, held any promise.
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| coal during the perlod 1952 to 1958. In three of the holes, the oll-
bearing sand-stones had a thickness less than 1,0m; in the fourth,

parts of a 27m thick sand-stone bed were found to be of-

impregnated.The oll ocours at different strategic levels and is not
"strucmraﬂy cbntrol’l'sd. A somewhst more promlsing occurrence was
'réported'.from & hole drilled on Jakhalsdraal. Here, ebout 24m of
sand-stone was fairly well seturated with oil, with an additional 10m
R exhibﬁing. traces of ail. The d'ii-bearin- sand-stone, with good porosity
aﬁd fair pefmeabﬁity, lies in- the upper part of a closed struchure.
~ Pressure, however, Is fow and consequanﬂy all produotion will be
- difffcut, not irnpossrble

| Oil was discoverad In two boreholes in tighit sand-stonss in the Algoa
‘Basin, a short distance above the Colchester Member and in fraciures
in thls member. The gray marine shales of the Sundays River
* Formation wera r_:on'si_derad poor sourca rocks for oll and were
probably im-matL’ré at least in their upper sectlons, while the dark gray"
shales of the Coicheatar Member seamed tobe the obvious source of
the ol basin,

-A[togethar, 8 holes had been drilled to test the Mesozmc rocks of
Zyluland after a falrly extengive gaophysical axploration programme.
Sand-stones with good reservoir properties occurred but ware nat
gbundant. The sheles in most of the borgholes were rather poor'-
- source rocks and appeared tobe Immatura, except in fha deepest part
of tr-e basin,

. By the end of 1972, sufficlent exploration work _a.nd drllling had bean
* done to Indicate that only a few areas, namely Port Ellzebeth, Northern
Kwazulu Natal end the north-eastern Free State, held any promise.
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Intensive exploration of these areas followed, A fow discoveries ware

made, and by the end of 1978, however, it was svident that In each
' casa there would be technical difficutties invalved In production, and
that reserves were Insufiiclent. it was, abcordingly, decided that further
exploration on land was nat warranted and Soskor then focused s
- attention on the ofi-shore ereas. Since then, a number of mainly
locally-based private uperators have secured exploration concessions -
' onland and continued the seach inthe Karoo and Cretaceaus basins.

*"With reference to the of-shore exploration during the early stages,
" exploration was conduicted by forsign companiss who had obtained

off-shore sub-leases from Soskor. The first woll in South African

waters, drllled: In 1989 by the Superior Group, discoversd gas off
_ Plettenberg Bay. A mejor gas discovery was mads in 1974 by the
Chewon Group off the mouth of the Orangs fAiver, in Namiblan waters.
‘The extent of the gas at Plettenberg Bay was considered toa small to
'warrant- 'explortaﬁon'._at_ that time, wl'_li!st"tha avaluation of the Orange
River_oc_:currence was hamperad by pollﬁcal developments in Namibla,

~ Soskar drilled its first off-shore well in 1973 and has been responsible
for all off-shore driling since 1976, In 1978, a well In the Mossel Bay
a_re:a provided the first real proof of the prassncé of il off the South
- African 'cpast; and by the end of 1980 several oll and gas deposits had
beers encountersd off both the south and west costs, Driling was thus -
concentrated in these promising areas, but in pérﬁcﬁlar,' off the sOuth
" coast. intlally, however, the fack of adequatte porosity and permeabliity
in the sand-stone r'eéarvolrs-remalnsd- & barrier to major discoveries, |

In Dacernber 1980, one other well yielded the best results up to that
date: 56 mililon cubic feet of gas and 1200 barrels of condensete per
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day. This wol, appfoXir_‘n’ately 80 km south of Mossel Bay,
- subsequently praved to be the discovery well for the Mossel Bay gas-
: .ﬁel_d and was later to be complemented by the discovery of another, -
80 kmito the west of the first gas-field discoversd, Athird, discovered
approximately 85 km south west of the first gas-field discovered; has |

| reserves of 13 4 to 19 million barrels. . These fields were to form the

' nuclaus of the reserves for the Mossef Bay Geas Pro]eci

. '3.'3-_ Intarnational searching for iiquid-fnels

‘The principal objection to oll was Hs cost - anywhere from four td
. twalve times that of coal in Britain around 1800. Yet the price of

~ petraleum products fel rapldly as new sources of supply wers opened |

up and the industry perfeoted its methods of refmmg and techniques
of dtstribution

The aarli_é:st commercially practical ofl engines were probebly those

_' used In Russia from the 1870's to burn ostatk waste from distiflation
of Baku crude in the manutacture of kerosens and lamp ol Practically |
aﬂ the steam power in Russia, hoth for factorles andt navigation of the
inland seas and rivers, was baing reised o.1910 from ostatki fuel. In
the West however, in - 'spi'te ot widespread and successful

“experimentation with ol engines, petroleurn did not really catch on untl
tte opening of the Barneo (1898) and Texas fields (Spindietop Well,

- 12 paud S, Landes. The Unbound Prometheus. Gambridge, 1968, p. 281
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1901) made aveilable olt especially suited by chermical composition to

o _serve a5 fuel. Shortly thereafter (1802) the Ha’mburg-American Line

adopted petraleurt in place of coal on its new liners and was followed

B '_ by one after another of the great steamship companies, At the same

' tima the navies of the great Europaan powers began the process of

| conversinn Italy installed an ofl bumer as early as 1880; _ Britain
pegan in 1903 with vessels pperating in waters near sources of
petroleum - the Far Eiast particularly - but within & decate built a world-
 wide storage network that permitted the use of liquid fusl through the
ﬂe&t'ﬁ&' ’

Gas enginas were able to compete succassﬁJIly W1th stearm power for _
many small and medium “duties in the glosing decades of the
ninetesnth qemury because of the widespread availability of coal gas
" and the practical advantage of not needing the elzborate boiler plant
for -réi_sing steam which was Ihdispanéabla- to the steam sngfne. There
~ was, howsver, no realistic possibllity of competing with steam for
locomotive purposes because of the fixed naturs of the gas supply.
This- situation was revolutionised by the introduction of an altermative’
fuel for the Internal combustion engine - oil and its derivatives.

* Natural bitumen and bther olls from vegetables and ani'mials had fong
~ bhsen exploited for the Huminating properiiss In lamps, Bt the

o devatopment of the internal combustion engine openad up & vast new
market for them, and the systematic exploltaﬂon of off resarves, with a
glant industfy devoted fo reﬁmnq the praducts of the oil walls, baoama
 essential featuras of twentieth century Industriafisation.

M2 op. cit p. 262



One of the most Important che, ms ln'the area was the discovery;

exploitation, and use of pefroleum. The process heganin the Russian-

miled parts of the Middla East, where the first drilling for oil took place
in the Apsheron Penmsuia as far back as 1842, The development of
the ol industry in Russia Azerbaljan was roughly oontnmporary with
- American deve[opment in-Pennsyi.anta, The far'?t refinery was bullt in
" Baku in 4863, and & plpeline constructed from the Apsheron ofl fields
o Baku in 1877-78. By the eve of the Russian Revolution, the Baku ofl

B wern providlng 95 per cent of ait Russia’s oll. ‘Further South, in. - - -

_ sttll mdepandant franfan and Ottoman lands, Eurcpean and
= '_!_\. nerican busln_sssmen wers making the first attempts to obtain
- noncessions.” Atthe beginning of the twentieth century (1901) the first
major concessmn was granted by the Shah of Iran Muzzafir a-Din to .
a Britlsh busnnassman called Wiliam Knox C° A{c'y

'Thé D'Arcy concession grantad him' oll rights In the entiré"c_ountryj

. exoept for five Northern Provinces. In exchange, the lrarian

' government was to recelve 16 per tent of the company’s annual
“profits, This proved to be a costly surrender of ran's resaurces. ol -
was discovered in commercial quantities in 1908, and in 1914 the

: Brltlsh govemment became the major sharsholder in the c:ompany -
holding the concesslon, Iran's vast oif reserves were placed at the
disposal of Briteln, and the preservation of British control over iran oil
“became & central factor In Britain's Middle Eastern poficy. The D*Arcy
- coricession was acquired by the subsequently created Anglo-Persian
(lator renamed Anglo-iranian) Ol Company. This was the first of a

guries of simllar arfangements whereby concessionary companies, . - -

“most of them Brmsh Franch, Dutch and Amerlcan, expiolted the oif of
the Middle East under royalty agreements with Middle Eastern
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govarmﬁents. First in fran, then In Irag, Iatat" in'Ar:abia and elsewhera.'
- great new ol fields were opened up, and the Middle East became _orie
of the maj_or oll—producing aress of the .worlct““. a

As the fclrmer British Chancellor of the Exchequar Hargld Macmillen
"'-haswntten- - - '

'In the Middle Esst, Britain was stll & great power. In rag, &
' _' i ijya, wa maintain considerabie farcss and hold impartant air _
-_ bases Our influenca was supreme in T ransjordan In Egypt,
by the treaiy of 1936, we controlled the Ganal zone, The Sudan
was stil under our authorlty. ‘The Amerdcans showed nio

L jealdusy of our strength and prestigs through the area. Onthe _
-, contrary, they wers ready anough to Ieave Brrtam to Iook after_ —— '

this part of the warld"®,
And further :

"It March 1951, the Prime Minister of iran was assassinated,
" and in May the _haﬁv government 'annbunced the nationa!iéatioh
 of the Anglo-iranian Ot Company, which supplied about 25 per

cent of Eritts_f‘a_qi'l.' : 1l the seizura of the Abadan, tha bigga'st :
“ vefinery in tﬁé world. It July King Abdullah of Jordan was’
assassinated and a year later came the overthrow of King
Farouk of Egypt, with all that it was to entail for the future of the

"' Bomand Lewls. The Middla Eask. Landon, 1995. p. 352
"% Tides of Fortune ; 1945-1965. London. 1860, p.140



Susz Canal. Ifthe troubles of tho Middle East were to prove a
source of persistent difficutty and even danger during this
L period, In the Fer East our pro’alems were relatlvely less
 acus™™, '

On the eve of World War 1, the Mé]lis remained suspended, and Iran -
was goﬁarned by'a--ecnsarvativa group of ministets whose actions
were closgy monitored: by Britain .and Russla.'_ In addition, the
" Nerthern and Southemn halves of the country were under foreign
~ milltary occupation. The ocoupying powers desit with tribal leaders

- ‘and local ‘merchants In thelt spheres of Infiisnce without any
- conslderation for the government in Tehran. Iran had gained &

constitution and elininated the authority of the Qajar Shahs, but in the

prousss Ik had bacoma divided against itself. Not only did the coelition

of bazaars, ulama, and feformers break down under the pressures of
governing, but the objective that had brought them together In the first
_ _pla¢e - the reductlon of foreign presehee in iran - hat been thwert_ed.
_ The casting aside of traditional institutions, no matter how desirable it

_ mlght appear, was & painful process that did not always produce tl"a'
intended results '

- {ran, which had not _ﬁndérerip s Intense & transformation as the
Qﬂoman Empits,___'ne\rartheless e.—;"berienced a constitutional revoiution -
that had the same larget oblective as the Young Turk revolt : to
preserve the State from Intemal coliapse and axternyi’ aggresson,
Howsver, within Iran, the forcss favouring a constitution had--very'
different ideas abiout what thie constitution was supposed to achleve In

"% op. it p. 160
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terms of the domestic social and pcl&ical order. For the ulaman arid
the bazaaris, the new regime was 10 reduce European economic
activity and preserva their customary position in the social hierarchy
but the European-inspired reformers hoped for a more _t_hurbu'gh
" transformation that would lead to the Intraduction of secular laws and
_ a skrang legislative assembly,

Once the constitition was prociaimed, the differances amang the
coaliion members burst into the open and made effective governerice
- impossible, Marsover, the central State and the wmed forces weare 80
‘weak and tho treasury so depleted that neliner a royal regime nara

 constitutional one could exert authorty within the country.  As the

gitustion In Iran deteriorated, Britain end Russia attenpted to keep
order in their zones of influence by occupying tham. This was the first
pf sBvers' twentieth century violations of fran's soversignty by outside
powers, and it contributed to the growth of the intense franian
resentment apalnst fureign intsrvertion,

inpeneral, Reze 'Shah’s efforta to free ran from the ecnncsmtd b'ondaga
in which the Qalars had placed it were successhul. However, bring
one farelgn enterprise he was unabla to control the Anglo-Iranian O
Company (AIOC) which functioned as a virtual State within a Steie in
the Perslan Gulf Provlnce_of Khuzistan. The company's influence was
made all the greater hecause It wes by far the largest -ihdustrial
employer in tha country, with over 80 000 Iranlan workers on its

payroll. The Sheh endeavoured to renegatiate the famous D'Arcy
| soicession of 1801, hut the company showed no Inclination to offar
major revisions. After four years of embittered discussions, the parties
' sfg;_yed a now agreement in 1933 that provided Iran with & modest
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Increase In the annusi royalty payments (from 18 per cent to 20 per
-cart of the company’s world-wide. profits) and the guaraniee of a
minimurm annual payment of 750 000 Pounds. In return, iran agreed
ta extend the concession from 1961, when it was originally dus to
~ expire, 10 1893, This agresment did Bttle to improve iran's economic

gain fron its oil resourbes or to advance its clalms to sovereigniy aver
'- them; it wasto bécorﬁe'tha-source of acrimonious disputés between
* iran and Britaln in the years after World Wer II"7,

3.4 . The struggls for oll by great powers -

. wiltain's continued dominance In the oli-praducing region and her
ungoing Influsnce In the South were sources of annoyance to Reza
" Shah, and he tried to counter them by cuitwating diplomatic and
- commerciel tles with Germany. During the late 1930's Germany
became lran’s largest trading partner, and German technigians and
agents were gctive throughbutthe country. When World War I! began,
Iran’ proclalmed fts neutrality, but Reza Shah's known pro-German
sympathies caused the Soviet Union and Britain o view Iran with
suspicion,  With the Gierman Invasion of the USSR in June 1841, Iran
once agaln bacame a pawn in the hostilides bstween outside powers.
In order to keep 2 supply corridor open to the Soviet Unlon, the British

" The expl'oration_ of mineral resources In particwar of peu‘oleﬁm. has baén tha target

of many agreements. - In the case of patroleum, mullipla Intergovernmentat
agreements can be found, in which the States share pebroleuny oxploration fghts in
determined terntories, In e many times mentioned the San Remo agreement of 26
Aprll 48920, beiwsen Great Britain and Franco for the spliting of Middle East
petralenim. The agresmant for the spiitting of patroleum resources In tha Middia East
betwesn the United States and Great Srtaln of 8™ August 1944, and the r.hanged on
24" Soptember 10485, hss nat baen ratified.
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and the Soviets invaded li'an in August. The pampered Iranlan army
quick!y collapsed the governmant surendersd on the day after the
lnvasion, and on September 16, 1841, Reza Shah made a desperate -

- atteript to praserve the Pahlavi dynasty by abditating In favour of his
son, Muhammad Reza., The former Sheh then left Iran under British
supervision, eventually settling' in Sauth Africa, where he died in 1944,
Iran wntered World Wer 1) just as it had World War 1 - part.ti ed and

occupled by outslde pnwers -

As the war of 1930 appmached. the British had to suppress a full-suale
Arab rising, but In dealing with it they out an absalute fimit on the
number of Jews to be eliowed Into Palsstine in future. British relations
with Areto $tates were more and more Importarit to the British who now
.&lso had & new Interest: the flow of ol from Irac, deliverad by plpefine

‘across Transjordan and Palestine to Halfa. Attempts to be even-

. handed were doomed to faliure,

in the 1930's, war became an increasing possibiiity. Al powers were _
aweare of ths danger of war and continuously increased armament
expenditure on the one hand, snd developed diplomatic measures fo
avoid contlict on the c‘;the'r,. Recourse 1o the discredited policy of
appeasement by Britaln and France, was an elaborats exercise to
avdld'ﬁghting Although it cannot be clalmed thet the war hed simply
~ seonomic causes, there Is fitle doubt that the unstable intemational
aconomic environrent, the ecnnomic rivalry of the 1880's, contributed
to the coming conflic™. Imports of vital raw raterials redticed the
dapa::lty ta Impﬂft-GORSm 81 goods, expeiditures had to _be pald for

8 poger Munting. Crisis, Retovery and War. New York, 1991,
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through taxation or loans and they were very expensive.

- Appeasement was thus an understandable policy, though one
discredited by histdnj In the 1930's Britaln and France could not
negotiate from a position of strength, though it later became clear that -
they had greatly over-estimated German miltary powar It Is evident
that before 1933 there was a real and growing fear_of wer and of
- German miltary might In Europe. To what extent there wes en
sconomic cause of war Is a contertious Issus, but thers is no doubt
_that thera were some economic factors behind German expension and,
 ultimately, war. With the coliapse of the already fragile intemnetional
~ ecanomy In the 1930’6 all European nations were faced with economio
 difficulties.  There was @ desperate need to secure marksts and
sources. ui supply. While' there was a rational mutual intevest in -
'internatiuhal trade thers was & widespread .political- pursuit of trade
minimisationi, Yet ng nation couid be perfectly self-sufficlent. Brlteln
" needed to Import 2 large propartion of foodstuffs and raw materials,
‘aven France was a net food Imporer and virtually dependent on
 imported enargy. Germany and Italy, despita thelr efforts, remained -

‘dependent on & margin of food imports. High-gradie ron ore, bauxite, o

coppsr, tungsten, as well as of, rineral fertlisers rid a host of oiher

- vitdl ingredients of & modern econartly were tmparted from bayond
Burope. In the inter-wer years, Brltain and ‘mee between them
“corttrofied* almost a third of the wavid. imperial possa_sslon and allies
became Increasingly Important as trading partners In the 1930's. "There
ware specific end partioular areas of conflict rver resources such as
ofl. German and laly, were particularly vulnerable in this respect'®,

" Sae Figure 4



a3
. [

Com .
gt

- qa0

Britain and 'Frarice had the mos{ influencs In the Middle East; -there

was a fear that Garman expansion might cut off British and French

su'pplies from that quarter. For Germany, frading deals with Eurcpe

{wabecially the Batkans and the USSR) were essential to provide
foodstuffs, raw materials and oll (from Romenia and the USSR). This

was also conslstent with the revival of the Mitfeleurope concept, newly

. manffested In Hider's imperial aims™.

War brdught a crisis. The Bilish governiment waé_ rot the only one -

. restricting the entry of Jews who fled from the German extermination
~ programme biitt it was the government ruilng Paiestine, the place where
many of-them wanted to go, and to which it was easy for other

¢ountries 1o say they shouid go, Zionist terrorism was now added to
Arap viclange. Amerlcan pressure mounted, because Jewish votes
were important to American polificians,  Viotory made things worse.
The Russiens took up the Zionist cause, seeing in ita way of making
trouble for a Cold War opponent, and of extending thelr influence In the
ares. ' '

" The Briish took the matter to the United Natioris, which agresd on &
 plan of partition (eoth the United States and Russla voted for k); the

Arabs would not emccept. - Violence mounted. Finally, the Bridsh

: 'annnunc_ed that they would give up Palestine. They faft on 16 May
1948, tna doy after & new 'n_atlnn Stats, Israsl, had been pr_cciatmed by

the .16, Almast at orios, Egypt ettacked It and its Areb neighbaurs,

who claimied to protect Palestinlan Arabs, lsrael survived and won,

™ pager Munting, 0p. 6. p.280.
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Yet victory .I'eft her surrounded by defeated but revengeful enemies,

who now had the addiional grievance - of which they made mush - -

useful propaganda - an exadus of 700 000 Palestinian Arabs who fled
: from 1srael rather than five under Jewish ruie. The Jews appedred to
be parsacutors In their turn, thcugh many Palestinian Arabs returned
to israel in 1948, :

In the next few years, thres big upheavals changed the Arab position
* in almost avery respact except Its continuing hosillity to lsrasl. One
-was the worsening of the Gold War. Russla had long bean dabbiing
ir_u' the politics of the arey; riow the United'..Statés'Juin_ed in. The
' second was 2 dramatic rise In the consumption of o by the major
Inclustrial nations and In its production: {iargsly from vast new ol fields
discovered in the Persian Guff, Arebla and Libya). The third great
| 'charj'g'é was & more complicated and drawn-out pulitical upheaval,
" which removed 'ool'onial demingtion from the Islamic world and
: ‘replaced many traditionalist Islamic manarchs with more radical and
' 'revolatbnary ragimes,

: During and after the Second World War, Britaln was the victim of e self.
evaluation, which Incited her gremles and depressed her owh peaple.
Her lumbering and flaling In distress were those of a "tro‘uhled glant’,

IThere ware genuine problems for & country of limited manpc:war

" defending a vast and vu!nsrab!a empire, for "the first Inclustrial nation”

. to keep up with the tieed to inriovate a_nd for a commeraidl world-

 leader adjusting from absolute supremacy to relative superiority. Early

industrialisation had bacqueathed uprlvier shipyards, with stéalyarﬁa over
expling ones. Comimitment to heavy industries of the "herals age"
could nat easily b reversed nor the extemporised working practices
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of sn experimental era revised. Weakness In k'ey flelds of relatively late
duvelopment, lika slacirical engineering and chemtcals', wera only
s!bwly and imperfectiy overcomg. Oil - an increasingly important -

.suur‘ce of energy was In short suppiy from dangerously exposed

snurcas Yet British Industry's recuperative and adaptive powers wers

o a"nply demonstrated in the crisis of the 1930's and ratreat was not the

result of a long decllne - except W self-system - but the suddsh

| ‘corspquence of the peculiar clreumstances of the Second World War,
which over-taxed the resources of a stil-mighty power™®'. - - '

 The 1_95Q'S.Wa.‘s a re\kdlutlonary' decade, The French had to give up
independénce of Morooco gnd Tunisia. - The Egyptlan king was
-~ overthrown I 1952, In 1954 & full-scale rebsllion began egainst the
_ European setflers of French Algerla - of whorn there were over &
-million. The British had zalr't:aac'l':gF withdrawn thelr garrison fron, Suez

when a "strong man’" who had ermerged In Egypt, Gamel Abde, 1 'aser, _
gaermed to be the ant-imperialist, reforming leader for whon the Arabs
had walted. . The British, French and Israells cansplred _.tn overthrow -

_him in the 1956 Susz ativenture, the last filng of old-style Imperiafism.

It falled (though the Egyptians suffered a disasirous defeat) and kis
preatiga o868 e\\en hlghueu"‘az

‘“’ r-'enpa Femandez-Amesto. Miiennium, London, 1995, p. 609

22 faraid Macmillan.  Tides of Fordune: 10456-1958, Londor, 1969. p. /59, .
Nasser was subsquently to claim that the failure of this nagotiatlon waa one of the

- regsons for the seizure of the Canal. This allegation was manifestly false. Unhappily,

ae in the casa of the arms deal, he foll-to- the wiles of Soviet diplomasy, which
encouraged him in his amhitiots and dangerous dream of Arab imperieflsm. Ceralrly
hoth British and American jovernments used all thelr ‘efforts to conclude this
agrearant on reasariabile- ar even genemus terms. Nasgor's was a political and nat -

! ﬁnancin[ decislon,.
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Algerla finally became indepandent in- 1962, after dreadiut suffering;
Libya (already Independent and rid of its king) began jockeying with
- Syils, Eg: 9t and Saudi Arabia for leadership of the Arab world. By

way of radressmg the -balance, the Egyptian and Jordanian

* ' governments got ready to attack Istaet; Howaver, In 1967, the Israelis -

siruck firat, inﬂicting a third major defeat on Arab armies. Vlctory gave
- themmore saslly defended frontiers, which they announced they would

. keep &nd S0 maka a fourth war aimost Inevitable. it came in 1973,

This time Israsl’'s anarmies struck at a ime disadvantageous to Israel;
the industial world wes having to take more accaount of the most -
powerful of the Arab States, the small but immensely rich all-producers,
_ whosa declslon to ralse the prices of thelr ¢l created an international
~ economio crisis emost overright. As the world begen to fear an
~ geoniomic siump like that of the 1930's, it laoked as If Israsl might not
_ forever be ab!e«io raly on the-yullt feit in Europa and the Unitad States
abaut Hitler’s trsatment of Eurgpsan Jews,

Meanwhile, In the Far East, Japan had In 1940 used the
~ embarrassments of Great Britaln and France 1o occupy Indo-China and
" obtain & closure of the Burma Road siong which supplles had been
gent 1o the Chinese. | |

Nothing in Japanese histary is adequatsly explalned as imitati_dn and
© thers were plenty of reasons Impelling Imperiafism from within Japaﬁ.
The country had the resaurces at hame to start indus_trial'isln, but rot.
to continue it indefinitely. Maintand Asia had; among other attractions, |
‘cosl and konto replace Ja'pan s dwindling supplies, Off was the oblect
" of the fateful dacision 1o Invade Indonesia and thersfore to take on the
United States in the Sacond World War, Imparialism was & route of
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as'capa from poverty and vulnerabllity - the poveﬁy of the Japaneée
hinteriand, vulnerabi!tty to the embargoes of snemaes“"

_ The United States regarded this exﬁanslon of Axis powar irta South
 Eost Asia as Intolerable, and put severa sconomic pressurs on Jap'an,
" whose trade and supplles depended entirsly on maritime
- commuhications it was this conflict that led to war between the two
“countries™, The drastic application of economic sanctions in July

494t brought to a head the Internal crisis in dapaneae palitics. .

Conservative elements were shocksd ang the r_no;_!arata. le_aders

- scared. The domestic ‘prestige of the Japanese. Army as &

conetitutlonal factor in shaping Japanese policy was already Involved.
 However, the emhargoes which the United States, Great Britairr and
- “Holland hacl anforced olt off all supplles af oll to Japan on which the .
B Navy, and indeed the whale war-powet of Japan, depended, The
. Japanese Navy was at once forced to live on its reserves, and af the
© outbreak of the Pacific war, had in fact consumed four out of elghteen
months’ supply"“ There was much sympathy for China In the USA,
and socon American citizang were forbldden to- supply goods of
stratagic importance - o, above all - o Japan, The American Paciic -
 flest was ‘moved from its Calffornian base to Pearl Harbour, Hawall
- Oplnion In Tokyo, was fong divided about what to do. Finally, in the
- autumn of 1941, the Japanese government decidad to go o war with
 the United States. Intalligence interceots meant that by the end. of -
November, Roasevelt kriew that war was coming.

'% Eolipe Femandoz-Ammesta. Milenaium, London, 1996, p, 685,
"4 e Hobsbaw. Age of Extromes. London, 1994, p. 40, .
"5 \Winston Ghurahiil. The Secondt Wonld ar Vot It Londe., 1960. p. 621,
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.On the other side, throughout tha lé‘te 1940s, Iranian Mosaddig's
impassioned campsign against continued foreign interference in iran

and his warning about the dangers of abiandoning dernocracy for royal

- dictatorship attracted widespread support. In 1949, several political
- parties and Iinterested groups, joined together under Mosaddia’s

leaderstp by elements from both the traditional and the modern’

 riddis classes thet were unitad In their opposition to foreign influence
and to anincreass In the powsrs of the monarchy, The diversity of the -
~Natibnal Front - it contalned utarna who advocated a greater roll for the

shaflah and Western educated professionals who pushed fur new -'

" mgasures of seoulafisation - made i difficult for Mosaddig td satisfy the -
- demands of one faction of the coalitior; without offending the other.

Howaver, on the questlcm of national sovere[gnty, the mambars of the
organisauon agresad.

The issue that propelied 'Mosaddiq' and the National Front to polﬁlcal
prorminence was the control of the franian oll Industry by the British
dominatad Anglo-lranian Off Company. By the lawe 1940's the AIOC

had bullt up such a massive pressnce throughout the courtyy that it -~

was practically a State within a State, Not anly did the AIOC build its
own cc:_mpany town at Abadan, slte of the world's largest ofl refinery,

but it also supplisd its own municlpal services, bullt its own roads and
“airport, and  negotiated its own sacurty arangements with

neighbalring tibes. Managament and cletical positions wara In the
hands of foreigners, and Iranians were employed only &s labourers,

' Although the AIOG was a private enterprise, the British government
“owned the majority of lts stock; - Iranlans viswed the compeny es just
 another manifostation of British Influence In the country. '
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The Iranian government was displeased with the terms _of the
soncsssion Reza Shah signed with the AIOC In 1938 and in the lat~
1940's nagotiated revisions, In 1950, the revisions were submitted to
the Majlis, where they mat Mth the determined opposition of Mosaddig
and the Natlonal Frant deputies. Branding the AIOC as an arin of the
British government, Mosaddig called for the cancellation of the
concession and the nationalisation of the Iranian Ol industry, Over the
course of the next several months, Mosaddiq and his allles organised

- demonstrations and pave speeches to win publlc oplnion to their side;
One of the Uama members of the National Front equatad the ofl lssue

o with the very essence of Iran's being, urging "serious Muslims and

~ patriotic cltizens to fight against the enemies of Islam and lran by
- Joining the nationalisation struggle”. In 195"_!, amidst the wave of
© popular enthUaiasm_ generated by the National Front's campaign, the

- Majlis taok two dramatic steps: It passed legistation nationalising the
ol industry, and it invited Mosaddiq to become Prime Minister.
_Although Mogaddiq was asked to assume prime ministership hecause
of his stance onthe nationalisation of ofl, his tumultuous term in offics
‘(May 1951 - August 1953) was devoted to much more than the dispute

-~ betwean Jran and the AlOG; it was also devated to a struggle for the
_ politucal future of lran,

In rasponse to the passage of the ol nationallsation law, the 'Aloc' .

called for & warld-witke boyeott of iranian ofl, -The Beitish government
quickly became & parly to the crisls by endorsing the boycut,
- reinforeing its naval forces in the Perstan Gulf, and imposing economic -
sanctions on \ran, When the United States Joined the boycott in 1952,
 Iréin was efféctlvely preventac irom seling fts off on the international
market, an'd_t'he country was plunged into a financial crisls by the
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aimost total lose of olf revenues. Despite the econoniic hardstips
created by the embargo, Magaddiqg refused 10 comproinise on the
nationalisation lssus, and in Ogtot Br 1952, Iran’s confroritation witn the
AlOC and Britaln produced a domestic as well as an internationa,
+ crigis. '

During the psriod 1951 to 1§ | » - slised Iranian soclsty In

an aftempt to recover nationsl - Yablish an alternative
1o royel autocracy, His oven.. : sh of the forces to
“which he wag ~uposad. The ooup « ‘. ataut the return

ofrovel dictatorship and an intensiﬁcatlan thok - wiBlies intorference
irt the domestic affairs o‘ iran ' '

- '-The ot cispute, which had givan Mosadciq his paliticel 'piatfc:r“m was

- quickly selilad by an arrangament that gave lran a 50 par cent share

~ of ihe profis from petroleum Iranfan ol repicily recovarsd its place In
the Internationsl market end providad the governient with ever-
increasing revenues. The Shah also undertook to Improve lran's
standing with the Western powers. Diplomatic relations with Britain
ware restored in 1964, and the Shah prm.laiméd his commitinent ta the
‘Wastern alllance and to & program of ecoromic develapinent on the
Wastern model,  Such diplomatic loyalty and econormic emulatlan
* would, he hoped, result in substantiel Ink ~lons of United States ald.
The Shah was not diaappnlnted on that score; hetween 1953 and
1963, the United Nations provided Iran with $500 miliion in military ald.

AR 'I-iiratd- Macmillan wrote: "After the change of governmem in the
Uriited States ot the beginning of 1853, when it became olear that the
new Rspublican edministration was not prepared to underwrite the
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{ranian ecunomy, Mosaddia's preatige tegan to wane.  Although hia
tenacious grip of power was sufficient to drive the Shah ins temporary
exiie in August 1953, he was arrestod by the army bslore tise manth
was out, and his successors negotisted an agrasment with the British
oit Interosts, in which the Americans were clasely involved '™,

The total control that Western-owned carmpat figs reaintained over the
production, markatlng and pricing of Middie Bastern off was & constant
Terminder of the region’s cordinuing deperdonce on the Westand a
constant irritant to Araly nationaf(@. In irag sach of the regimes that
ruled after the revolution I 1958 attempted to acquirs controt of the
courdry's -p_at_fo!e_um resources from the foreign-owned kag Petrotaum
Gampany (FC). IPC was a consortium of saveral Westarn companies.
_' Britain having the largest shars; it completely danvinated all 1spacts
of the Irag) patroleum Industry in the yoars after Wond War 1l and
showed littie inclination ta relinquish fts power. Rawevar, in 1972, the
Ba'th regime, frustrated with (PC's unyielding stance, prociaimed the
natienalisotion of the compahy. This was an event of major politival
and nucnomic importance.  For ong thing, it wes far and away the
most poputar moasure that the regime had taken and contributed
substanﬂatty to its aooeptance. Fram an economical parﬁp’ecﬁw, the
nationalisation of IPG brought henefits 1o iray that could nat have been
foragnen ot the tme., The govarnment ganed control of Irdg's ol
" resources on the ovo of the momenttus price revolution that
“gecompanied the 1873 Arabsraell war, For exampla, irag's 1968 gl
revenues amounted to $478 millon; in 1980 the figure was $26
billon™, - . |

e

:"“ Op. ¢it. p. 350, -
2 Wﬁlmm L. Clovatand. Op. oft, .
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The long-term stabilty of world ail prices is striking. During World
Wars | and II, each praduced small increments in the price of off, but
essentially It remainsd stable.  As the price of othar commodities ag
well as manufactured goods increassd, il became relatively cheaper.
It therefore made good economic sense to uss it in large quantities.
As & rasult, the peak year of world oil donsurnptlon since tha first well
was driled in the middle of the ninetesnth century; 1978 over 31 000
galioons of petroloum tvery second, The Unlted Natiors alone
. gonsumed more then & fourth of this amount'?, Not until the ongetof
the first OPEC ol shock was this upwerd wnsumptlon trend
interrupted, '

In the mid-1970's, the EU wrestied with serious problems brought
- about by the A rab use of the "oil weapon® and a prolonged recession, -
- Europe dapends on Middle Eest for about 60 per cent of s i, and
when the Arab countrles slowett down ol production and picked the
_Netharlands 89 a target for a cumplets boycott, sigmﬂcant centrifugal
pressures were put on the EL, Each member State scrambled In &
_ rather unsésmly fashlan to make separate deals with the Arabs, and
- thé BU taok no bifective steps, at least officlally, to help Holland in its
- limg of need. The recession exacerbaied several slrendy serious
problems and, comblned with the energy crisis, scuttied entirely (o so
it gsemed) the plans the KU had to launch & monstary union, based
" on & common currency for il members by 1980, Theea problems
E ware so grava; that It seemed pdssible that the community might be
- faced with totel dissolution.

129 geo Figure &
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As the world's largest energy consurner’™, the United Stetes must

- have been highly sensiiive to the vuinerability causad by its growing
import dependence on forelgn oll supplies, The United States uged

almost as much oll as it did in 1873, but imported 4£,6 per cent of it,
up from 87,2 per cant in 1973, At tha tima of the embargo, 5.3 per
cent of the ol used in the United States cammie from Arab mermbers of

()

(@)

@)

the OPEC; In 1993 1 reached 11,6 per cent.

. Growing dependencs on ol imports from the palticaly volatile Middle
East is cause Yor spaclal US concern for several reasons:-

Graatér reliarice on ol frofn_foreign sources magnifles the
potentlal impacts of import curtaliments on US oit supplies and

 the aconomy;

.qil_ Imp't:nrts cnntrl'buta to US balance-of-payments defictts, and
~ as ofl imports {and/or prices) rise, more US export earnings

must be aliccated to paying for oll rather thar devoled to
domestic caonsumption. In 1990, the bl for ol imports

“amounted o $85 billlon, more than hatf of the US* $101 billion
 halance-of-payments deficl; '

~the threat of potential sconomis and soclal disiveations that
_could accompany major of sup_plg_.? o prive disruptions could
‘constrain US policy-makars in foielgn ~falrs, netional securiy
- and military matters where off supgiss might be aifested; and

ot ot i b

™ Soe Figure 2
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@} the ready avaliabiity of cheap Impcrted of in the United States
s & powerful inancial disincentive for oll-saving investmarits in
sfficiency and alternative energy Sourees or the development of
high-cost domostic ofl,

Uniike Japan and mogt Westem Europsan countrles that sre highly
dependent on ail imports and where ol Is heavity texed, US.olt prices
are comperatively low and do not fully reflect rhany of the external
. costs of il use, Among the mpsi notable of theses externalites are, for
example, the énviro_nmenta! damage from production, oif spills, and
smisslons from refining and combﬁstlon, and the costs of maintaining
and deploying miltary forces to protect supplies. The defence costs
~in particular heve applied dlsproportlonateiy to the United States
: rslatwe 10 E-.umpean countrlea and Japan,

. in"light of ihese considerations, it is not surprising that the Unlted
States has seen a strong link between ofl and national security. This
8, In an sconomically Interdlepandent giobai merketplacs, & global
issue.

Tha United States produces most of the minerals used by ita indust.y,
but the Department of State hrs noted that mdustry “depancia on
fcralgn suppliers to meet soms or all of s needs for more thean 20 of
the 80 strategic and critical (non-fus!) minerals included In national
defencs stockpilss', Many of those minerals are located In the Third
Warld, and the Unlted States imports large quantities of oit from some
Third Warld gountries™, Could this need be the explanation for -

30 So Figure 3



nea-mperiaiistic policies? Perhaps, but there is room for doubt,
. Consider first the relationship between the United Stetes and Third
World suppliers of the most critical natural resource, ofl, in the 1870's,
Despite some efforis to stem the tide, the United States becarne
increasingly reliant on Middle Eastern ol throughout most of the
1970's. Yet the United Steies did not abandon Israel, attack any
‘Middle Eastern gountry, or {(as far as we know) destabilise or arrange
“the averitrow of any Middle Eestern government. In fact; the
~ experiencs of tha 1970's would suggest that Inoreased ieliance by the
_ U'nite_d Statos on Third World resources for raw materigls will not
strengthen the neo-Imperialist tendencles of the former but, rather wil
tnprove the bargslning power and relative economic standing: 9f the
- latter, '

it is true though, that the Persian Gult Wer In 1890-91 gave this
-p_artic:ular Gontroversy contemporary significance. That war may bs
plausibly interproted as an imperialistic war 1o ensure secure supplies
of ol But it Is diffioult to argue that the war was really about "cheap
gas" and a war fought In tha interests of the oy companies at one and
the same time, The ol companies do not have an interest In cheap
ges. In fact, chances are thet if Saddam Huaseln had established
 contral over a large percentagie of the ol vesarves in the world and had
ducceaded in hiking the price of ofl significantly, most of the off
companies of the world would have benefited,

I the second quarter of 1990, according to estimates of the

International Bnergy Agerity, warld production excerded demand by

- a8 much s 2,8 MBD. In other words, there was @ massive bulid-ug
* of stockpiles; thoso held by the United States government and the
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governments of other major Industrislised countries, as well as those -
held by privats companies, were et an alktime high'. In Jung 1990
prices were back to the low levels of 1388'%%

At this stage It »ss sesn In London and Washington as a show of
faree fo influence the OPEC meetirig assambling In Geneva on 26 July
- - 1990 with Iraq demanding a price rise from $18 0 $25 & barrel. British
* Foreign Secretary Douglas Hurd put down a mild diplomatic marker:
" “We would deplore any threat or use of foroe”.  Presitent Bush's
‘spokesman, Martin Fizwater, chimed In with: "All disputes should be
haridled thraugh peaceful nsans®. There was no emphatio warning to
maks it tlear 1o Saddam Husseln thet the West would not tolerate any
aggression agéinm Kuwalt Nelthier that nor the offer at the OPEG -
' meeting of a price. rlsa 10 §21 & barrel was enough to satisty Saddam
Hussein, “The last therce of @ secttlement gnded with lrag walklng out
of talke with Kuwalt in Jecidah on 1 August‘“

'Thsn.- in Aug_ust; the Iraq] invasion of Kuwalt triggered an ol crisls. By
‘October 1980, cruda oll prices had risen from abous $18 to beiween
$35 and $4 a barrel, The cut-off of iraqt and Kuwalt ofl shipments
removed soma 4 MBD fram world exports, and the resulting rise In
prives was aggravated by speculative buying which, according to ane
estimate; added ebout 2 MBD to demend™., In response to the rising
prices, Sawi Arabla, the United Arab Emirates, Venezusla, end others
announced that they were stepping up pfcductio_rj to full capaclty_. The

9 64 ang Gas Jcm'ra.' P 4143 * Potraleosim Econorist, May 1889, p. 143,
R petroloum Economist, Aptl 1996, pp. 130-131,
15 John Dickle. Inside the Foreign ORce. London, 1892, p. 163

¥ The Now York Times, August 12 1694,
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motivation wes economic: to eliminate budgetary and balanca of
- paymert deﬁcits . sibly e\éen pile up some surpluses); and, at the
same time, to :pu. & damper on price ascalation.' which some
 producers fear will repeat the 1980°s scerario of a boom followsd by
& severe bust™, A ' -

The surplus problam [s linked to the objective of increasing and-
_ stabilising the fiow of cepltal and ald to the Third Wotld, and avolding
~the re-emergenc: type of debt problems that were experlshced

Inthe 1980's with u . wonsegquent series of write-offs and rescheduling.
* Lewving the OPEC surpluses to be recycled to daveloping countrles by
the banking aystem turmed aut to be & major disaster, aggravated by
the subsequaent rise In interest rates {whizh was itealf a consequence
“of the Inflationary effects of the oil price bqom)““. The bala_nde of
‘payment surpluses of the OPEC countries becsme a mejor factor in
the world econamy, and higher Interest rates accentuated developing
cnuntrles’ debt problems.

AT happened, when the Unlted States and its allies launched an air
attack againgt irag, and Mussel proved he could not disable Saudt oit
‘wells, the international price of oll dropped $10 in ons day, the largest
slngle drop on record. -

In any vase, whila oll s certainly an important excepticn to this rule, the
~ United Stetes and the entre industriglised world have becoms
_ dremai’ie:::;:“gvi ‘eey depandent on raw materials from the Third World in
-~ recent yéa_is. By 1086, raw materlal prices were at thelr lowest levels,

% Enyahu Kanoveky, Wiy the OFf Crisis Wan't Last. p. 88; CQrbls. Winter 1991,
138 Jonathan Michie, Managing the Global Economy. Dxtord, 1995, p. 283,
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relative to the prices of manufactured goods and seivices, in history.
‘Thie main reason for this fall was quite clear. Production of food, raw
meterials, and oll increesed rapidly in the 1980's, so 1t is falrly safe to

| say that foodstutis and raw materials are In permanent ovef-s’uppiy. '

This over-supply has brought sbout an ‘uncaupling® of industrial
econamies and industrial growth fron: the suppliers of raw materials,

N _'Indus‘tri'ai production is steadlly swttching away from heavity matertal-

~ Intensive produc:ts and processes. In brief, evan if rahance on primary
products from developing countriss has been an important factor
: s_h_qptng neo-rperialistic pallcies since the Secand World War (and the
) fate of ol producers In the 4670, &t lsast, casts some doubt on this

nation), that rellance has apparently decreased substentislly, and its
~impact on the foreign polit:las of the United States and other
industrialised cauntries can raasonab[y be expectad to decresse

i aacorglingly

| ln the nex_t Ghaptar, | éhalyza'how the tfansfar nf supplying control to
the countries of the Middle East surrounding the Persian Gulf ocourred
- In so l:ug a manner that allowed themn to uss that power as 2

evonomic and dap!omatlc weapon over the dapendent wnsumar-

~ountries.
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GHAPTER 4: = BALANGE OF POWER FRom THE "SEVEN
' SISTER " o OPEC

Abundént Ibw-crjst oll was ths energy source thet fuelled the past-war
recovery of Europe and Japan and assured the economic pmmlnence
of the United States™. With the rise of gasline-fuslied automobiles

- and dies__al-powered trains and the mounting use of oll to supply energy
~ for Industry, economiés that had previously been based on coal
became depencent on ol Thig transformation was based on the
assumiption that ol would always be readily available and moderatsly
priced. During the late 1950's and early 1970's, the assumption was
burn out as the industrial States anjoyed a perlod of rapid economic
growth made pcss[b'la by an sver<increasing supply of cheap oil.

Howover, the Industrlal world's avid consumption of oll made & more
' dependant on Middle Eastarn countries’ petroleum praducers, The
rost successful effort of these countries to alter their dependent
relationship with the North was the commaon action of OPEC

(Organisstion of Petroleum Exporting Countries) in selzing contro! over
the world's olf markets'®®, By acting togsther in a praducer cartel, the
Southern ofl-axporting States were &ble to Increass not only thelr
aconamic rewards but also their political pawer.

A1 The oligopoly of the "seven sisters” cartel

. For 'm'ost of the mantieih cantury, the International oil system has been
- controlled by & producer cartel. Untit 1673, that cartel conslisted or an

1a? " See Figure 8
® Morris A, Adelman. The Wodd Market Baftimors, 19?2
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oligopoly of international off companl'es“’“. The "seven sisters” - five
American (Slandard Ol of New Jersey, now known as Exxor
Stanclard Off of California, now known as Chevron; Gulf, now part of

‘Ghevron; Mabi; and Texaco), one British (British Petroleumn) and one

- Ariglo-Duteh {Royal Dutch-Shell) - further gained control of their

~ domestic ofl ndustries through vertical Integration, that 'is, by

_ ' controlting all supply; ﬁrans'portaﬁdn. refining and marketing operations
- as well as by controlling the techinology for exploration and refining.

~In the late ninsteanth century, the oil companiss then In existance
* began to mave abroad and obtaln control of foreign supplies on
- extremely favourable terms. After Would War |, the seven formed ioint.
_' - vertiures to éxplore te forelgn ofl fleld, and eventually in the 1920's
began to divide up sources of supply by expliclt agraements. They
- were thus able to divide markets, fix world prices and discriminate
against outsiders. | o

Northern political dominance of the oll-producing regions, the Middle
~ Ewst, Indonesia and Latin Americe, facilitated the activities of the ol
_ sompanies. Qovernments provided a favourable political and military
anvirunment snd actively supportad the oit comparies owned by their
nationals. - o '

In bal'gaining with the ofl cormparnles, the less-developed countries wers
confronted by an oll dligopoly supported by powerkil northemn
- governments as well as by uncertainty about the success of oll

90 Anthony Sampron, Tho Seven Sisters: The Great OFf Companies ard the World -
they matle. New Yorit. 1978,
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exploration and the avallahility of alternative sources of supply, It is not "
surprising that the "seven sisters® obtalned concession agresmerts thiat
gave them cantrol over thie production and sale of much of the world's
oil in return for the payment of a small fixed royalty to their host

. governments'®,

- Beginning in the late 1920's and continulng through the years t_:f the
great depression in the 1830"s, ~1 prices tumbled despite the sfforts of
' the “saven sisters” to stabilllse rarkets. At that time, the United States
was the largest prodicer In the warld and exported ofl to Europe and
elsewhere, FEfforts at government level (ncluding not only the US
- Federal Government bui also more significantly, the largest producer
‘State, Texas) succeeded where the “seven sisters® had not In
regulating production in order to create a prica floor. As a result, the
Texas Rairoad Commission emerged as the sirigle most signiﬁcant
_palitical force in the International oft industry. '

Chenges in this system began to emergs in the decede following
" World War l. I the 1950%, relatively Inexpenslve Imported oil becarme -
the primary sourge of energy for the developad world, Western
Europe and Japan, with no ol supplies of thalr own, became significant
‘importers of oll. In 1850, US ofl consumption out-distanced its vast:
domestic production, and the United States became & nat importer of
oll. Inthe host countrles, growing nationalism carmbined with the grest
sucoess of oll exploration, led 1o dissatisfaction with concesslon
agresments and to mure aggressive policles. During this time, i_ha

host gavernments succesded in revising cono-sslon agreements

10 pranklin Tugwell. The Folities of OFf in Venezuela, Stinford. 1975
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‘negatiated befors the War, They redafi_ned the basiy for royalty
payments and imposed an Incoms tax an foreign oil oparations.

They alsa established what at the time was cohsfdared'a revalutionary
principle: the new royalties and taxes combined wotlld yleld'a fifty-fifty
division of profits “stwaen the companies and their respective host
governments, As & result, profits aceoruing o st governmsnts -
~ Increased significantly. ‘The per-barel payment to Suudi Argibl for

- exampla, rnge from $0,17 in 1645 o $0,560 In 1956-1067,

Nonethelass, the "seven sisters” alan known a5 the majors, continuad
to dominate the system. By controlling amost ali the world’s ol
raserves outside the Communist States {eg. prodhction at the well-
head, refining and transportation and m.;rketing) they wers ablo to
mansge the price of ofl, |

Thio "seven sisters” maintainad control, In part, by preventing incursions
by competitars. The majors blocked wihnr compares from ertering
upstre'am operglions ouwide North Amerlea, ot 15, crude oil
gxploration and pradiuetion, by tagking In concasslon agreements with
many oibiich arsas Bnd by the leng lead times required for fining and
da\_feloplng oll in tarritury unclaimed by the majors  Outsiders were
also déterred from competing with tho "seven sisters” downstream, that
. is, In tefining, transzortation ard 'markeiihg operalions.  Not having
“theh own cruda oil supplies, independeni refiners had o ptitsha vl -
from the majars, who were also thed competitors. However, the
majors dekiberately taok thelr profits at the less-competitva and lower-
toxad upstréam lavel by cherging & kigh price for cuds M ag
comparad with the final proguct.  The mmall profits for ¢ woskeam
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operations discouraged new entrants.

The management of the price of oll was faciltatet) by the highly
_ inetastic demand for oil. As there are no readily availeble subsﬁiutes _
-~ and becauss It Is difficult to decreass consumptlon, an Increase In the
- price does riot greatly decrease the daménd for ofl in the short term.

Thus, ¥ companies could maintain a hlghar price for oli thay wodld not_
_lose sale volumes and so wou[d reap hlgh proﬁts

'- Thus. in the 1950°s and 1880's, the "seven- sistars" controfied supply
B by keepling out competitdrs_ and by a series of ooaopéraﬁve veniures:
| Joint production and reflning arrangements, long-term purchase anct
supply agreatﬁanw, joint ownership of pipelines, and some Joint

. marketing outside the United States. They alsa refralned from price

* competition. Price managemenit by the majors was deslgned to keep

the' price .of all economically attractive but also low enough to

 discourage c.ompating forms of energy fike nuclnar energy. Devaloped

: oountrtes governmants did not oppose this brice rmanagement. The
- Europeans adklet a tax on petroleum In order to protect thelr clnmaat_io
conl Industry, bscause lower off priced wouid heve Increased ol
~ sonsumption at the expenss of the politically powerful coal companies
erid coal miners. In the United qtates. higher oil prices wera suppotted
by the domestic oil Industry which needed protactlon from lower
" Interniational prices to suwtve and, as we shall discuss, gventually
"abtainad that prutection

Finally, the dominancé o_f'the "seven slsters® was _badkéd: by polltical
intervention. One exireme example oceurred I the early 1950's when
* tha governiment of Iran sought a new agresment with the Anglo-irantan
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Oll Company, a predecessor of British Petrolelm, and nationalised the
" company's asséts in ran, as analyzed in Ghapter 3. The British _
government sacame actively involved in the negotiations, imposed an-
“sconomic embergo on fran, and threatened military in_terventioﬁ;- After
 trying unsuccessfully to mediate betwsen Britain and iran, the United
" gtates.worked with opposttion parties and the Shah to over-throw the
lranian govemnment. A new concession was soon negotiated under

~ which the US companies reptaced Anglo-iranian. '

" However, as QPEG would later discover, It Is Uifiicult to malntaln a
| producer cartel In the long’ torm. Over time, changes in the
 international off Industry, the olkproducing States, and the. ot
~consuming developed countries, Uh'deri'h!ned the dominance of the

- "seven sisters”. The entrance of new players weskened. the_

ohgopolfsnc structure of the Intemational ofl industry. Ccmpetmn
increased both upstream, as new players sought congessions to
explore for and produce crude ofl, and downstrean, as mofe 'raﬁnaries
were bultt and compatitlun grew in markats for refined oll. S‘tarmg in

- the mId-‘!SSD s, ‘companies previously - not ac:tlve lntemationaily,

obtamsd and successfully developed concassions in exlsﬁng and new -
_ onl-pmducsng regians such as Algeris, Libya and Nigeria, In 1952, the

‘'seven majors produced 80 per cent of crude of outside North America.
and the Communist oountrlae., and by 1 968 they still produced 78 par' |
cont.

~ As new production by new produoers came on line, the "seven sisters” -
~ were ne longer able o restriot supply and mainteln the price of ofl &t

the oid level, By the end of the 1850, praduction increases out-

* distanced the growth in consumptlon. United States'quotas on the
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Import lif foreign ail aggravated the problem. Quotes wers imposed
T 1958 dstenslbly for national security reasons: to protect US market
from lo\ﬁ.:empriced _foi'a‘ign oil in order to ensure domestic praduction
“and national se'lf—.sLJfﬂciency. in fact, quotas also helped _domasﬂc_: us.
produgers that could rot have survived without protection, The qu_otaé
éﬁéctiveiy c_ilt'off the US market for the absorp{ton of the new suppliss
o produéed abroad. As a result, In 1959 and 1960, the lhternaﬁnnal ofl
- companies, Iowmed the posted price of oil, the office prlea used to
 valoulate texes. This act was to be a Key catalyst for producer
governmsnt action agalnst the oit companies

.42 : Oll concessions govemad by intemational or mumclpal '

law

It has sometimes bean suggasted that individuals (or ccmpanies} can
o ac'qu..e rights under lntarnatlonal law by maklng agresments with

‘States (or international crganisations) containing a provision that the.

agresment shol'd be governed by international law. This suggestion.

has given :'se to cansiderable controversy, especially in connection
with oll concessions; Since the quadrupling of the price of ol in 1673,
oll producing States have been I a strang bargaining postion, and ol

~ congessions granted since 1973 are generally governed by the law of |
the State grantlng the conoess:on However, before 1973, the ol

: '_'companias w_ere in 8 stronger bargaining posmon. and wefe often
reluctart: to allow thelr oll cancessions to be goveimed by the law of the -
-~ State granting the eoncession. On the other hand, the State granting
- the corcession might have felt humiliated if it had afiowsd the
concession o be .governed by the law of a forelgn country, Tha
' _obviaus: answer was for the State and the company to agres that the |
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k concass_lon':be governed by international law or (more commonly) by

general principles of law. General princlples of law are a source of
international law, but some writers have suggested thet genersi
pnnc:plas of law also constrtute a legal system in thelr own rlght

dlrtinct*frcm municipal law and from International 1aw“‘

43, The rise of OPEC

qiﬂanges in _the' oil-pmduclng States aiso weekened the pbwer of the -

Bl company cartel. I addition to changing elite attitudes, Improvad

skiﬁs and less uncettainty, the emergence of new competitors was
vifa!ly lmportant in Increasing the bargalning power of the host

~ governmants. In negotiations with the ot companies, producer States
_'dbta'ined larger percentages of earnings and provisions for
“relinquishing unexploited parts of concessions. As a result, the ol

producing gnvarnment's, especially largs producers such as Libya and -
Saudi ‘Arabia, increased their earnings and began to accumulate

- significant foreign exchange reserves, Monetary reserves sirengthened
. the hard of 'tha-oil 'produoa‘rs' by enabling them to absarb any short-

~ termt loss of eamings from an embargo or production reduction
designied to Increase the price of oil or to obtain other concessions.

At the sams time, host govemments began to no-operats with -BacH
- other.  Infuriated by the price cuts of 195¢ and 1960" that reduced
- the'riaxreceipts, five of the mejor petrolsum-exporting couniries - Iran,

_ 18 Michael Akehurs. Op. olt. p. 74

 See f’gura &
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fraq, Kuweit, Saudi Ar~ ta and Venezusla - met In 1980 to discuss
- unilaterst actlon by the oll companlas Atthatmeeting, the five decidsd
to found the Organlsatnon of Petroieum Exporting Countries (OPEG) to
protect the price of oif and the revenuss of their govemments™, A
~ parallel group. the Organieation of Arab Petrolaum Expomng Countries

* (OAPEC) composed solely of Arab off exparters, was created in 1968. |

" The Impulse behind the formation ‘of the two organlsations was a |
. deslre onthe pait of the member States to assert control of the most

- valuable natursl vesource. For the Middle Eastern States in particufar .

. the issue was indepandenoe. OPEC was _f_ounde_d in the Nass_er ara,

- and ohe of tha principal go;ais of Nasserismi. was to break out of the -
' bonétr’aints of post-war neo-colanialism that found the Western powers
* sl manipulating the diplometic and economic affalrs of the Arab world.
OPEC's immediate objective was to utlise the collective-bargaining
' 3powér of lts 'rr_lember States to pressure the Westém oll companias to
increase ol prices. However, as long &s the world's supply of ofl was
plentiful, OPEC had Ilmibed Suceess in its affort.: to change the policies -
- and attitudes of the oil companies,

In its first -decade, OPEG expandet! from five to thirtesn members, who
accounted for 85 per oarit of the world's oll éxports Initially, the new
 ofganlsation had Jitle succsss. OPECs Influence depended on the
ability of its members to co—oparate to reduce production and thus
fcrce a price Increase, Although OPEC tried, it was unable to agree
-on production reduction schemes. Nevertheless, tha individual oil-
produclng States sucoeedecl In Increasing thelr revenues. The posted
prlca of ofl Was hever again lowered and the ollproducing States

™3 Juhaye Mikdashl. The Community of Oif Exporr!ng Cotntres : A Study In -
Govemmant Go-operation, New Yark. 1972, :



\‘:‘w“ .

125

gradua!!y expandsd their axperianca in co-operation. However, it was
not until the 1970's when other conditions became favourable that

" OPEC became an effective tool of the producer States

. OPEC, fc_)rméd in 1960, has evolved over the last 35 years with a

nurnider of successes and setbacks, By choosing fo establish much
higher prices in the 1870's, OPEG producers hed to frade-off

significant volumes of future production. ~ Prior to 1973, warld il

. demand had been growing by 7.5 pot cent per annum for more than
two decades and OPEC production was incraasing at a rate of around

10 per cent per annum. Plans were in place for OPEC countries to -

significantly expand capacity and production duting the 1970's, but
OPEC's decision 1o quadruple oil prices in 1873/74, greatly reduced -
the growth in deman_d for its ofl, and hence the necessity for capacity

- expangion. The first set of price increases were absorbed relatively’
- - easily by the market - notwithstanding disruptions and recession - and
by the late 1970's it appeared that OPEC oil production might be

growlng again OPEC production in 1879 was only slightly above the
1973 level, as growth in demand of some 4 per cent per annum was

.~ nearly all being met by increases in non-OPEC supply™. The setund
. setof price increases in 1979/80 wers much more savere than the first
- and led to OPEC's output being cut in half by 1985. OPEC {and
. others) thought demand and supply to be mate Inelastic than in fact _
‘proved to be the case. In addltion to the impact from th_'e‘;_se{:ond price "

shack, many of the adjustmants incuced by the first price shock had
not yet been completed when prices rose again in 1979"* As history

144 Sae Flgure - Wald Crude Olf Production 1950-1984

* Michael Rausmar OPEC and the Price of Petroleum, . Bariin, 1987



126

has shoWn, the pricé lavels were fér_too high-f’dr OPEC to sustain,

although at the time most market participants and observers thought

B that not only would pricas be maintained, but they w::uid "forevar" tiss

to astonlshlng helghts“"

Singe the second major ail price increase, OPEC produetion has bean

- well below fts former peek end its 1995 qu_o_ta is still 20 per cent below__

this level, OPEG has been adjusting to its 1878/90 strategy for 15

yoars and Lha prncess wk}i continue for some ysars to come. World oil -
demand on average has grown by tess then 1 per cent per annum |
. since the ﬁrst price shock, d_o_wn suibstantially from pre-1973 rates of
‘growtt,  Much of the lost demand'is'permanent and wil not be
. revéréed by lowsr prices™™ - Migh oil prices “have 'so resulted in -
. greater valumes of competing supplies - both. off and non-ol fuls.
. Bven if ohe Gontends that at some pomt the lost OPEC production w1li A

- be required, it is deferred so. far mto the future that tha present va!ua |
L s e_ssantlaﬁy zero™

1.45

' OPEC is a diverse ‘group of countries with large differances in
| _pupulatinn, per capita income, current accounts, debts, culture, etc. -
~'Within the Gulf there have bsen two wars between ceriain OPEC
_- o mambers inthe last 15 years"®. Often tnere are confiicting differences -
o among countries on p!___‘m'objec'twes} ‘While all countries desire higher . |
_fev_eriues; those with limited oil reservas dasire higher price presently,
white :larg_a_rssan{e halders (which also desiré higher 'r_evenues) have

Tha World Bank Rev!aw and Ouﬂook for fh& Woﬂd Qif Market, Washington, :

e pBO
M7 Desmot Galely. Ene Jouma! Ve, 14, No. 4. 1993

"% The World Bank. Op. cit. p.61
9 The World Bank, Op. ¢it, p.63
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an interest in preserving a longer term m'érket for their major résdurce,
' 13 to maintain and hopefully expand market sharé Gountries with

large populations and budgetary difficulties have a tendency to favour
~ higher prices at the expense of present and future volumes The
- conflicting objectives make i next to impossible for the cartel to
maximige fong term revenues for the graup - even if such optirnal path
~ wara known. Thus OPEC shouid nat be thought of as a [oint proﬁt :
maximlsat[on monopollst
 Ofen dﬁEC _ié-p‘orh‘éyed as having several sub-groups, eg,, reverue
 maximisers, out-put maximisers, and a cartel core. In the past, the
cartel core has included Saudi Arabla, Kuwalt United Arab Emirates,
" Qatar-and Libya. These countries wers grouped because of thelr

common characteristics of large reservas, low populations and barren

" desert topography. This same group hes also been labefied the “ow

_ absarbers“ when grouping countties according to expendrture
requlremants Someﬂmes OPEG s broken Into Gulf and non-Guif'®.
. countrles lncreasmgly, the future cartel core is dep[ctscl as tie large

L reserve-holders - Saudi Arabia, lran, [raq, Kuwait, the United Arab

~ Emirates and Venszuela. The other OPEC countrles have smaller
reserves and are thought to have [ess potertial to significantly raise -
their exports beczause of & number of econamic and political factars,

. However, the African membar countries (with the exception parhépé'of |

Gabon) have the potential to 51gnificantly ralse produutiva capaclty,
they are all geclogically rich oll beanng reglons. Peak production for -

o these three countries (nnt at the same pcaint in ﬂma) was 6. 8 rnb/d '

versus 4.2 mb/d in 1994, -

0 See Flgure 7 o S
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At first glance, the six rgserve-rich OPEC countries seem less cohasive
-on'a number of economic, political and social grounds than the first
described cartel core, Nevertheless, these six countrles account for

o ‘nearly two-thirds of the wold's reserves'®; have high resenve-to-

* production rations; and all except for Iran, have relatively low
pcipulatiohé. With the immense reserves of this cartel core, # would
' appear that they could haire formidable power over the oll markets.
Only with surplus capadity can It engineer a large price decline, but it

~ could restrict out-put at any time and send prices consrderab!y higher,

as previous actions have shown in 1973/ 74, 1979/80 andtca degrse
" - ]n 1990152 . .

.To'day," the dominart player In OPEC Is Saudi Arabia and T'Tli"“"’ijf.
| _'obsar\ger's feel that the fuiiure of oll pricing developments will depend
~ an'how the Saudi Arablan '_govérnm'ent plays its "oil cards", Only Saudi
_ Arabia has signiﬁcanf spaira_.ca_padity' gt present and thus it s able o
exe_ﬁ considerable authority within OPEG™®, It was the cartel’s swing

praducer for more than three years but abandoned that role In 1985
and has stated that it will no langer untaterally defend the price of oll,
- Since the collapse In ofl prlces, the Seud! shars of OPEC o'utaput has .
risert to near 1 /'3rd from about 15 per centurn in mid-1985, although
a porticm of the gain was due to the Linited Nations embargo agamst
- raq) exports. Saucll Arabia aiso maintains some 2 mb/d of surplus

- capaclty and isthe oniy country with & sizeable surplus outside of Irag.

‘Because of its ‘surplus capacity and dominant position withln the

_ grou'p,' it can expert.donsiderable influénc'e on OPEC’s o pfoduction

- 18 Ses Flgure g
182 10 A Adelman, The Enargy Joumal. Val, 14, No. 4 1950,
153 Ses Figre B
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policies. Power within OPEC has shifted over the years depending on
‘relative lovels of production and other factors, The five largest OPEC
“members all he similar levels of out-puit in 1970 - Saudi Arabia, Iran,
Venezuala, Libya and Kuwait - thus all hed conmdarable influsnce ory
~ OPEC pricing decistons In the early 1970 's™, Saudi Arabia was "only _
o among the Iargest OPEG producera in 1970 with & 16 per cent share
| - of the groups’ out put. ‘During the 1970's, the Saudis established
) themselves as the dornrnant producer with its share of OPEC .
production reachlng 37 per centin 1980. it was clearly the key plaver _
durmg the 1980's both in sustatning nigh ofl-prices through 1685 as
swing producar and then byl incraasing market share and c.'}ntrlbutlng .
_to the price’ co!lapse when the former pohcy failed, While it had
becoms the dommant ‘producer today, a variety of unforesean _
A _ davelopmen_ts_ could shift the balance of power over time, ' '

5 DPEG counttries are éxp-éctad to continue to have significant i'nﬂuance S

over the level ot gl prices inta the foreseeabie future, The orgarisation
may change mambership or structure of may even dissolve and later
. reunite, but there is great economic incentive to maintain the group (or. |
' somethin' SImllar) to secure higher ol reveriues. The ptimary objective
of the organ_lsatlon Is waglth maximisation, _whlch._ is achieved by
restricting dut-pu*t s snalntain prices well sbove the fong run
'_ competttwa Gosts of product;on However, the- optumal price path is
elusive . and often shqrt-term gains . .outweigh lohg-term
 considerations'™®. T o

e odew o anigh Waﬂd Power New York, 1986,
8 op. it o td :
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44 OPECbegins tolis oil weapon
Finally, the Westem consuming eountﬁee bacame vuinerable to the

. treat of SIJpply interrption of reductton As ofl became the pnmary'
gource of energy and as US supplies t:lm'nnlehed153 the developad-

market economies became Increasingly dependent on foreign oll,

- especially from the Middle East and North Africa. By 1972, Westen
Eurepe derived almost 60 per cent of its energy from oll, almost alt of

~ which. wWas: tmperted Qif from abroad supplied 73 per eent of Japan's
. ensrgy neede and 45 per cent of US energy came fron oil, almost one-
 third of which was irmparted. By 1972, 80 per cént of Western European

~ and Japanese cu! mports came from the Mididle East and North Africa,

By 1672, even the United States relied on the Middle East and Norts

~ Africa for 15 per eent_of_ its-ofl imports. This economic vulnerability was

. accentuated by dedining political influsnce in the cilproducing regions
* and by the absence of individual or Joint energy policies to counter any
_mampulation ofeupply |

N Jn order to understand the extent to which the cil embergo and the ol
pnee increases of 1973 changed the world's sconomy and catapulted

B Seudi Arabia inte prominence as a global fi nanciaf pewer ,wemust

% gee Figure 10
As Hemry iﬁaeinger In hle book For the Record Lariden, 1981 "Eali[er in tils

_ dlemeelon (Fetruary 3% we spoke of the dangers of the 1990's entlrely in ferms of East:

- 'West relafions. A fair aseeeement would show that the East-West prohlem Is curently

~ gomplicas 1 by histarical ptoceesee In many pars of the worid, including the Guif and

Saudf Al'abfﬁ, that ol o some- -axent independent of tha East—Weat eunﬂict. In Sal.ldi

. Arabla and the Gulf we now face fwo diskinct problems One i the growing perception

~ of the potenﬂat imelevance of American power fo the most ficsly d angers (hat these
'-cuumnee face. They are bound to be conceraed lest the Urﬂted States fora vanety of
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. review the arangements thet existsd between the Saudis and the
- foreign oll compartles prior 1o 1973, The kingdony's first ol concession
8 Wiﬁs'granted by lbri Saud in 1938 to the Standard Qi Sompany of
California {fater rearganised as the Arabian Am_e._ﬁcan Ol Company
~ (ARAMCOY)) which acquired the right o extract anid ransport whatever
petroleum wes found within its ccnc:aslsiqn' in exchange for the
B cohstrdction of a refinary and the payment _b*_éox'altles'tn four gold -
‘shilligs per ton of crude oll. The terms of the concesslon were
. immensely favourable to ARAMCO, Ol was discoveied ir the Eastern
| Provinca of Dhahran in 1938, but major commerciallprcdl.-tztlon dliel ot
- take place unti after World War 11: During the 1950, the concession

- agreements were modified so that Saudi Arabla and most other
- Middle Esstern cil praducers received 50 per cent of the profits fromt

_ -'tha foreign compamas. Howaver, the oil4 producing countriss had htt}e' :
. say in detennining prices or production levels, ARAMCO emargad as
ta giant multinay jorial corporatlon that controlled notonly the exp!oratlon
and extraction of Saudi off, but also its reﬂnmg,. ma_rketmg and priclng.

" As the world detrang for oll rosa,'the Middle East came to supply an
" gver-greater percentage of the demand. This was especlally trus for
. Jepan and 'Westérn Europe, araasthat sither had no off of their own -
", orhad oll that was extremely costly to extract (as in the case of the |
"Nonh Sea reserves). ' As a result of this rellance on 1ow—oost
| petroleum, Saidi Arabsa suppiied 21,6 per cent of Europe's off
| reéquirements in 1972 and’ 13 per .r_:ent of the world’s tota_r production |
. of crude olt In 1973, Even the Uiited States, a major producer and the
world's largest consumer of petroleurn, became dependént on
~ Imported oil. Saudi Arabis's share of US ol imports in 1973 was 8.1
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 per cant™,

in these circumstances of growing European, Jepe-ese and US
- dependence on Middle Eastern pstm.eum, & gradual restructuring of
 the Industry sta&éd to take place. Led by demands from the Shah of
tran, prices began to edge upward In the lats 1980's, and some of the

Droduclng countrles attained! partial control over pnclngand production _
levals. Desnite thess change o *ha world was unpreparad for the

"decislon of the- Arab producsts to deploy thelr oll weapon as an
inst_qument of_dlpiomacy. “In the miidst of the Arab-lsraeli ‘War of

October 1973, the United States engaged In an extanslve air-lift of

'm_iiitary' supplies to israsl; and'Pr_es'idant fichard Nixon requested that
Congress approve a $2,2 bilion appropriation for military essistance to
- “lsragl, Saudi Arsbia responded to these actions by declaring an

“embargo on all ofl shipmertts 1 thie United States and the Netherlands

- {the latter was targeted primarlly because of Rotterdam's importance
- asa port of entry and distribution cantre for cil destined for other parts

| " of Europe). In addition, the Saudis =4d ather Arah ofl producers

announced that they would out back wa ofl production and reduce the
amounts available o the consuming countries. These announcaments
created panic antl confusion within the indusirial States. A scramble
to purchase noneArab oll took place, anci prlcew began to fise. In

Navembar 1973 the- political laverage of the oll weapon bacame_

-Iapparent as the Europeen Economic Communily and Japan beth
issuet statoments affirming Palestinian rights and wying lsrael's
withdrawal from the territorles occupled in 1967, In the fellowing

188 Nadar Safvan. Saudi Arabia: The Ceaseless Quest for Securlly. thaca, 1988
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months, previously underpriced petroleum began to find Its true market
value. OPEC set the price at $11.85 per barre) effective 1 January,
1974; ayear sarller the price had been $2.74. The effect of the price
increases on Saudi revenues was dramatio. In the yeer preceding the

- price hikes, the kingdom sarmed $8,4 bilion In ofl revenues; in the

fiscal year 1974-75, Saud| revenues sky-rocketed by 330 per cent to

. $27,7 billon. During 1981, when il price's peaked at $34 per barrel,

" saudl Arabia’s oll revenues were an astounding $102 bilion. The
- kingdom was awash In funds, - . "

" The embargo of 1973 set In motion a series  of other'signiﬁcant
-developments within the petroleum industry, most notably the
'incr_aased participation by OPEC coUntri'as_in the ownership of ofl-
produ_cing operations ‘and their involve'm'en_t' in such downstream-
activities sucht as refining, diatrfbﬂting and marketing However, th"e'_
) _gnant foreign ol companies did not disappear. The provided the
. technology and expertise on which the producers st depended, and
* theirservices were retalried through lsase-back arrangsments and joint
~ventures with the- local natlonal ail companies. ARAMCO thus
 remaingd a prominent factor in the national e of Saudt Arabla,

o In the next chaptar, ! analyze how this rew carte! used Its power as an
' econcxmlc and diplomeatic weapon by imposing o}l embargoes to attain
politicat _goals, and how Sauth Africa reactedt to these threats,
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CHAPTER 5 ; OIL AS A DIPLONIATIC WEAFON

' Oll____ embargoes were imposed by the Argb petroleurn exporting
" countries in 1967 and 187374 against Western States that directly
alded isras! in its war with Arab adversaries. The scale and speed of
Israell attacks on the Egyptian, Syrian and Jordanian alf bases in early
Jiine 1967 led Galro and Amman to accuse Washington and London -

of direct participation in the Aralb- Israsl] corflict.  An emergency

_mesting ofthe Arab petroleum sxporting cauntries In Baghdad decided
" to citt off ol supplies to the Unlted States, Britain and West Germany,
' but not France, which had condemned the sraali action. The smbarga
-fested untl the end of August 1967 ard led to the formation In January
L 1968 of the Organisation of Arab Petroleum Exportrng Countries
- (OAPEG)“" as discussed In Chapter 4, :

"Later. in 1878, a numbe'r of'Arab nat!an‘s used 'ance'again an oil
- embargo apgainst the Unlted States and its allies in an attempt to
 Influence United States policy with regard to israel'®. The sconiomic

and political Impact of this move In the United States was iImmediate
and pronounced, * Soon afterwards, the Middle Eastern members of
the Organisation of Petroleum Exporting Countrles {OPEC, wers -

~ successfiy in persuading that organisation 1o explott its strategic
' posmon as a cartel anct dramatically increase the prlca of the ol thay

188 The ten OAPEG member counties are: Algeria, Saudi Arabla, Sahisln, Egypt,
United Arab Emirates (UAE), Katar, Kuwait, Irag, Libys, and Syrla _
1% Alan Randall. Resources Economics 2™ ed. New York, 1987, p.305
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exported'®, In 1979, following & political crisis in Iran (which reduced
oll exports fram that country and led to a situation in which the spot-
market price for ol substantially exceeded the cartel price) and a-

o . continued decline In the value of the United States doiar relative to

- other currericles, the OPEG cartel slgmﬂcantly increasad oll prices

o agam‘“

The success of QPEG in quadrupling the price of petralaum was due
toa peouliar et of favoursble circumstances. Both demand and-
supply factors were ripa when the third Arab-lsreell War In 1973
- caused Arabs toimpose an ambargu on the West and the Shah of Iran
took advantags of the situation 1o rajsa the price of petroleum axports
drastically, During the months just prior to the out-break of the War,
N demand for -pe_trélatjm and other commeodities had increased greatly
while accelerating Inflation had reduced the real price of ofl. On the
supply. side, thete Was no .longar' an excess capacity available which

- - the West couid tap irto 1o compensate “or the Areb-Induced shortfal,

n _.f_ﬂ(:"t, one.car argue that the energy crisis actually be_gan earﬁer, '
whan the Linited States began {ull production from its dornestic o
fields, thus losing ks excess papacity and relinquishing to the OPEG
~ cartel, effective nontrol aver the world petroleurm market.

Within the g.bntekt of the diplomacy of the Arab-lsraeli conflict, the use
~of the ofl weapor prompted the governments of Western Europe and

18! The producars assodlations constitute a forms of aotlan on prices.  Under the
Intarnatianal rights fhe legitimacy of such assoclktions has many times bsen -

‘questioriod, In the United States, for example, the Trade Act of 3™ January, 1978,
considers iliclt the cartels of the producers of raw materizls and sllows the North
Ameilean administratlon the adaption of measures against mamber Statea of such
agresments like, for examp!e. thalr non-adimission to the system « generalised
-prafarences o i

? See Flgure g



m

136

Japén 1o look trore favdurably on the Arab cause and forced United
States pollcymalmrs to face up lo the growing United Stetes
-dEyendency on Irnported oil. ' '

84 'Anewpowe_rfulfactor -

. Sinoe the First World Wer, oil as a source of ensrgy had becore more
- “"and more important for industry and war. - Most mechanised weapons - -
and vehicles were driven by ofi; consequently, countries thet psssessed
considerable deposits of ol had acquired an influence in intemational
- affairs which in some cases could be -aftributed primarity, if not
exclusively, to that possession. The emergence of oif as an
indispensable raw materiai brought about a shift in the relaiive power of
the politically leading nations. The former Soviet Union had become
“more powertul since It had been self-sufficlent In this respact. Japan
had grown donsiderably \nreaker as it had been completely lacking. in oil
deposits*” |

Aside from its location as the land bridge of three continents, the Near
East was strateglcally Important because of the. oil deposits of the -
‘Arabian Peninsula™.  Control over them traditionally had been an
important factor in the distribution of power, in the sense that whuever
- was able to add them to Its olher sources of raw materials added that

© ans J. Mnrnenmau FPolities amng Netions, 8" ed. New Yark. 1978, p. 133,
Sea Figure 11
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much strength to lts own resources and deprived its competitors
proportionally. 1tis for this reason that Great Britain, the Unitad States
and, for a time, France, embarked in the Near East upon what has
aptly besr called "ol dip'  oy": that Is, the establishment of spheres
of mﬂuence giving them emuswe access to the oII deposits in carteln
reglans, ' '

* Yet oll Is o longer one of many raw materials important . the
" meastirement of a nation’s power. 1t Is now & material factor whose
very possession. threafens to over-fum penturies-old paﬁe_rns of
International polltics. The ofl embargo by the oll-producing States in -

the winter of 1973-74, topsther with the drastic rise in the price of oll, -
o suddenly clarifled certaln basic aspects of world politics which we

might have undarstood thanreticaily, but whiich were brought home In
earnest: by the drastic change in power relations brought on by the
new politlcs of cll - '

A cartel was a 'powerful tendency td undermine Itself, and its
' maintenanca requires the existence of a large producer with excess
capacity that can insti disclpllne, such & leader can strongly influence _

o world prices through _inoreases or decreases in the aggregate supply.

By 1873, this pivotal posttion had shifted from the Unlted States and its
 petroleum compenles to the King of Saudi Arabia, Subsequently, the

Saudis dominated world energy markets for over a decade; - by

-~ Increasiig or décreasing their p'mduction,' they melntained the cartet

and inﬂuanced the world price. They thus operated the cartel to their

owrt national advartage and that of at oast soma other prnducera

in tha early 1 980's Saud! influsnce over the cartel was undermine'd and
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OPEC's fortunes were dramatically reversed. The success of
- conservation measufes, the entry of new non-OPEC producers,
especially Mexico and Great Britain, -and global recession greatly
g reduced worid demand for petro[eum At the sams time, total :
| productzon was mcreased ag individual producars tried to preventafall. -
in thek total oil reveriues. The consequent decline in ol prices from a
- previous high in the range of $35 or more a barrel to & low of less than
1 2_ih_ﬁ13 summer of 1986, caused the Saudis to crease production:

significantly to force a collapss In the price and thereby to Te-establish - -

thelr lnfluanc:e over the cartel. Although the cansequences of this
: price war’ were undemded projections suggmsted that the world_
' demanq_for petroleum would again overtake. upply s_ometlme. In the
-~ early 1980's. If and when this occurred, Saud! Arabia would regain its
dommatlnn Over the cariel and would once agaln strongly influence zhe
_pnce of petroleum and world gnergy.

| Aithough commodity cartols ha\}a had vafying"degrees of suooeés in -

raising or rnalntalnlng prrces, there does not appear to ba any other B

: commodity ina sttuatton slmilar to that of petro[eum

-Over-astimatiun by-developl_ng_oountries of thelr ability to manipulate
 taw material prices, following the modlel of the ofl carte, hes been ane
- of the causes of_ihe recert: fallure of the North-South dialogus™.
‘However, off Is & speclal case. It Is un!ikaiy that aven'_thé' most
| imaginatlv_a schemes could alter the long-term mearket pi‘ospec’ts for
""_any_dthér commodity. One basio reasori Is that the Industrislised
" countries, particularly the United States, Canada, Australia and the

% Henry Kissinger, For the Record, 1977, Op, cit, p. 33



Sovist Union, are themselves major producers of commadities like iran
ore, nickel, copper, cotton and sugar. In addition, there are
- iachnologicai possibiies for su'bstitution, which make & difficult to
assert in other comracdities the Kind of control over supply and pnoe,

'which *he 01] cartel (-:mp::}.rs155 '

Substitutions for almast all other commodities are readily available, and

- the wc:u"fci demand for many commodities has dec!ihed due to dramatic

redudidnns in.the resource content of manufaetured goads With the

Y exception of a few metals, the United States or phe of iis alies can

~ produce the commodities. Howavar,__more impqrtantly, no single

 producsr Nke Ssudi Arabla exists that can control the supply and

- hence the "pricé Fihaiiy,'alth'ough c'artéls: may benefit certain tess
- daveloped countries (as happenad WIth petroleum), they do sc: only at

the expensa of most other LGD's, For meny reasons, cartels | in scarce

_ commodlties do not eppear to provide a promising method far'
: improvlng the lost of the lass daveloped gountries,

Ti'aditionally; a funictiopsl rélationshlp has existed betweén political,
mifitary and seanamic power. That is to say, political power has been
" throughout histary, a funiction of miltary and - in recent times more

' __-particularly .¢f economic power. Take for Instancs the expansion of

Europe igtia} what Tatar bacame the colorial areas of the Westarn

o Hem_isph_ere_, Africa and Asla. That expansion was primarlly due toa - -

technological gap beiween the colonial powsrs and the colonised
tations, In other words, the-conquest of Indla by Great Britain (greatly
 inferlor in manpower and in many other aspects of national power) was

18 Op. ¢it, p.és
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largsly made possible hy Great Britain's possession of a high

" techniology which, when transformed into mllitary power; the !ndian

S Statas cc:uld not rae'.lst“”

Those relationiships of a functional neture between technology and
*_economic power, on the one hand, and political and milltary powet, on

the other, have been disturbed - one might even say destroyed - by

the racent use of ol a8 a poiitica[ weapon, Measured in terms of _
_ nétural resouroes, they have nothing but sand and ofl However, it Is
. the oll, which seemlngly overnight has made itthose smali plots onthe
B map which we call States, important and even pov\rerful factors inworld
L polrﬁcs. In other words, & State which has nothing to go an by way of

e _powar,_ which is lacking I all the elements which traditionally _hava:;

. gone inte’ the making of & natinnal power, suddan[y beébmes &

o 'powerful factor in world polltlcs because it has ons important asset -

oll. This Is indeed an event which is of revclmionary lmportance for
_ world pqiitics

o _ A State which is power!ess in all athar respets, which is not a rnajor
foree In terms of tradltuonai powar, can exert enarmous - and under
: certain onndiﬂons even decisive - power over nations which have al
_ the Implements of power at thelr dlsposal except one - deposits ot ofl.
- Thus a nation ke Japan, one of the foremost industri_ai nations of the
warld and potentially a great power, is complataly dependent upon the
~ supply of oil from abroad. 1f for sorme reason the oil-producing nations
“wore to impose a total embargo upon Japan, they could destroy her
political, economic and sacial fabric, and i they were to combine that

T g, 134,
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threat of a total embargo with poftical conditions, they could impose
their will upon Japan. They could reduce Japan to the status of satellite
a dependency of the oil—praduclng nations :

52 Ol revenues for political ends

Since the 1967 war, OAPEC &t & series of Arab conferences held to
. determine future policy, a new philosophy towards the use of oil as a
" means of achlewng desired ends began to Bimerge. In brief, the new -
_' ~ policy was to make deliberate use of revenugs from exported aif to
 provide the financial base for the achievement of political ends. ‘The
- scope of this new policy ~ emerglng not only from the growth in total
exports, bt also from the growth in revenue per barrel'®, which rose

) '.fmmaboutsocentsm1946toaboul$1by19?0 isdlear. In 1972, the
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Middle East (includmg Libya and Algeria but exciuding Irany exported
“aver 5 000 millicrs barrels of oil and secured some $5,000 million in
" revenues. The smail morithly payments of approximately $5 million
~ being made by two of the major Arab oll-producing nations (Kuwait and
Saudi Arabia) to Egypt while the Suez Canal is closed, and to Jordan for
an indefi~ite = */0d, to help witn the costs of the Palestine refugees and
- thelass of i, » West-bank region to lsrael, was a first small indication of
- the possiufites which exist for using off revenuas for pofitical snds™.

See Flgure §
% Peter R, Odaill, Oﬂmd Warld Pawer. 3"‘ ed Middlasex, 1974, p. 174
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The formar Egyptlan Minlster of Foreign Affairs, Mohamed Helkal' _
. --argued that no problem In the Mlddie East area involving war and '
.peaca could be solved without an active participation of the twa super-
| ‘powers, but that thers was no need for the Arab-lsrael problem to
' become polarised between the former Soviet Union and the Urited

- ‘States. Whils Egyptians had to accapt that the interests of America -
tates. Whils Egyp _ _ |

. and lsrael, Heikal wrote, were i:losely Iiriked, Egyptians should always
strive to erisur_e' that they did not become completely identified with _
- each olner, -“We must work to preéer_\ze- & gap bét_ween the interests
and policles of the two cauntries, and in that gap we should find room -
o mansure and o bring pressure on Israsl, The assets on which
we could couhffor the achisvement of these ends include our ability
 tawage a limiied war, our close relations Wlth the Soviet Union (slways
_'pi‘ﬂvided they. are kept properly mformed of our intentions) the oil .
' ,)n and the solldarity of other Arab countrias""“
;re now appaarad 10 be & chance that oil revenues aione womd ba
i 1o achieve the geo-pofitical aims at the Arab group of States, with )

N .1 matn results. . Firstly, there would be a flow of ol from the area

" unaffected by political orisis, s the producing countries increasigly

" _ attached more importance ta ensuring the conﬁnuahon of revenies

from-ofl rather than use off as a political weagon. Secondly, as a result
. of the economic 'a_nd political advantages that ofl revenues could buy,

~ there would be an Arab Middle East with greater internal cohesion and

- ‘amare significant geo-political potential amang the blocs of the world
in the later part of the twentieth t:entury"‘ .

BRLLE Rnau.’uRamadan London, 1675, p. 116
r Peter R Odall Op it P 178
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By 19"3 Egypt hed aimost become the laughtng stock of the Argb
world. They. claimed to be the leadf*f and protector of the Arabs, but
~ gave no lead to their own people and showad themselves unable to

~ protect their own terntory We asked others, Mohamed Helkel wrote, -

to use then' ol waapm but showad no sign of usmg our -own
"weapuns ' ' S

' 'The s_ymbiotic relationship among bank crsditor; LDG horrawer and _
- advanced country exporters, worked effectively throughout much ofthe.
© 1970'. The market was praised for its sucoassful recyciing of petro-

*doltars. Then came the second oll crisis In 1979, ecession of the

- _Iate' Carter Adminlstraﬂon and ths even deeper recession of the first

years of the Resgan Administration. The Reagan "revolution“ "'t |

- sconomic poficy fotiowsd these disturbing events. The world economy
and Amerzca 3 rale in it was dramadcaily transformed,

The massive 'A'mertc'a'n budget deficlt and éccnmpanying restrictive
monetary, polioy had a profourid impact on LDC debtors. The United
States was forcad to ralse interest rates to finance its unprecedentad
~ budget deficlt; this siphoned off the warld's capltal, [n addition to
" raising global Interest rates and service charges, Amerfcan policies
- induced a world recesslon that decressed debtor eamings on their
commodity expor_ts. The un-anticipated reversal in Intsrest payments
_' plat:ed the debtars Inan imjaossible position; the rise of protedti_onism
E agaihst_the'ii‘ manufaciured goods aggravated their plight by decreasing -

' thelr export sarmings. The dabtors suddenly found themselves caught.

- 1" Mohamed Hell1  Thé Road to Ramadan, London, 1975, p, 208



between increassd intérest payments due tc the "crnwdlng out"

ph'enomenon caused by the American budget deficit and decreased

prices for thelr cammodity and uther axports dus to the globsal
'_recessmn _Tha world "debt crisls had arrived,

Ametican officlals "pfaysd é 'key rale in the transformation of worid
 financlel markets, most notably on two occasions. The first was in

© . 197 when Nixon closed the "gold window". No longer was it possible

* toredeem dollars for gold. For non-Americans this meant that they
had to keep their doliars on deposit somewhers in the world or convert
thern Into some other cusrency. The second event carne sight years
later, in 1878, when Paul Volcket, chairman of the Federal Reserve

- Board, tried to fight inflation in tha United States by outting the money
supply. He used the standerd tool, charging substertlally higher
interest rates to commercial banks to obtain dollars frorn the Fedsral
Reserve, Snge the dollar was the regerve currency for the world,
| hcwever, the Fed had unwittingly ralsed Interest rates everywhere, and
both interest rates and exchange rates begen fluctuating widely, The -
buying, sefing and lending of monetary products_ world-wide became |
businesses in themselves. Mast of it had littls or nothing to do with

- investmen  elther production or commerce. {However, as exchange
retes became more volatlle, hedging became almast & necessity for

- some transitional businesses). Forelgn hanke of the world saw that

thay _oculd" reap quick profits in commissions, fees and interest by
_"recycling“' tens ot billlons of *petro-dollars from the coffers of Kuwalt

 and Seaud! Aradia try the governments and thelr buginess assoclates in

* poor counirles,

In brief, the combination of the maesive OPEG financial surplus, the
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over-aagemess of the International private banks (frequently abetted

by thelr governments) to recycls that surplus, and the multitude of

'capltal-hungry aconomiss in Esistern Europe and the Third World
proved to be & dangerous mixture, This curious alliarice of capltalist

bankers hoping to profit from the acoumulated OPEG surplus and the

: governments of less developed and East European countries s.akmg

unrestricted financial support for state-directed programs of rapld

" ecanormic growth brought the capitalist world to the brink of financlal
 disaster. Although the tale is complicated arid its sonclusion not as yet -
unfolded, it Is clear that the debt problem introduced a novel and

unstable element into the post-war international financial system.

- The shlft--by the United States to a mare restrictive monetary policy In
1979, the spread of global re~ession and the energy conservation
efforts of the advanced gooriomies, produced & third oil shock; a
'major decline in revenues for ol exporters llke Algeria, Migeria and
Mexico. These countries had sunk heavily inta debt to finance
developinent projects, subsidise food Imports and expand weltars
- programs. With the drop in oil reveries, they found themselves'
unable to finance thelr debt burden.

The global récee'".sion, the rise In real Interast rates due to the drop In -
 the rate of inflation, and the. declining terms of trads for the exports of
debtor econamies producec a global debt problem and a severs threat
o the .Intégrlty_ of the international financial system.. The market was
‘unable to manage the escalating erisis. In 1982, with the Mexican
ebonomy $86 bifion i Hebt and on the verge of dsfault, optimism gave
way to desp pasalmism Drastlo and immedicte action was clearly
required. ' '
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53 The implementation and first use of the "oil weapon”

 In October 1973, the Egyptian armies swarmed over the Suez Canel.
In the new few days of fighting, they end the Syrians to the aorth
dramatically reversed the current of the previous dacades and proved - |
that Arabs could hold their own with Israsl in open battle. In the stili
rore critlcal weeks thet followed, oil for the ﬂrét time was usad as 8
pc:litica! weapon by the Arab powers. Yet these events were only the
culmination of a long and patient process of negotiations and
l'BCOﬂStI"LthIOﬂ whlch had gone on since the crushlng defeat of the
' Atabs In the June War of 19877,

Presldent Sada‘t crdered & mesting of the Egyptian National Security
~ Goundll - a poliical body - on the 2nd Qotober, At this meeting, In
. Ramadan™, the President expleined that it might be necessary in the
risar future to break the cease-fire. He was asked what sort of battle
he expetted to result and said ha thought it would be a limited battle,
*Some of thase pragent tried to get him to defing more precissly what
' he meent by a "imited bettle". The Prasldant was asked whether he -
thought ofl would become a waapon Inthe battle, . is answsr was that
e did not thirk ha could make any derands on the oil-producing

- Argh States n advance but that once the fighting had started, any

o Egypttan recjuests would find a ready reponse'™,

_,Aﬁar the fanure of the Unitsd States Securily Gouncil calied by United
States'Presiden_t Nixon to mest, attention begen to move to the

™ Jold. p. 23.

" The Ramadan is the month-ong fast commemoratlng the first revelation of the
Loran during which devout Moslems heither sat nor drink during the holirs of dayllght
18 Muhamed I-Ie!kal Op. cit. p. 27 . .
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question of the alr-lift of arms to the combatents. The lsraskis had
-organised an alr-ift from the first moment otthe war, diﬁerting as many
of thelr own civillan planes as they could to the United States whers
- they were aniabled, with ihe express sanction of President Nixon, 1o
load up with arms and ammunition, When the Egyptians and Syrlans
- heard of this Israell alr-ift, they increased their pressure on the
Russlans to organise a corresponding alr-lift for themselves, Oncethis

Russlan alr-ift to the Arabs had started, tie Americans stepped up
thelr alr-Hft to Israel, making open use of American plans for this
purpose. There was however, a conilict between the State Departrment |
and the Pentagon, with some fearing that if the United States rushed
. to Israal all the arms that were belng asked for (and the lsrasli
derands for; above all, anti-fenk guns and missiles had become
urgant) thera would be an adverse reaction on the Arab side and sven
thte implementation of the much fearad "ol weapon*'™, :

o buring the Quotaber '19?3_' Arab-Israall War, OAPEC oil ministers met In
: Kuwait on 16 Ogtober. The hext day, in 8 gesture of sympathy with
Syrla and Eqypt, reacting to United Stetes President Richard Nixon's

- daglsion to airift weapons ta laragl on a' massive scale, the Arab

member Stetes -of OPEC™ detided that ‘all Arsb ot exporting:
~ countries shall forthwith out productior. oy no is&s then 5 per cent of
* the September produstion, and malntaln the same rate of reduction _
each month untl the lsreeli foroes are fully withdrawn from all Arab
territories ocoupled during the [June] 1967 [Arab-ls aell) War and tha

m ” bid, p. 245
7 OPES ts en organisation formed i 1860, as dlscussed in Chaptor 4, and inchutles

the foliowing member States: Algerla, Saudl Arghin, Unlted Awh Emirates (UAE),
. Equadur. Gabon, lndunesla Iracy, Iran, Kawalt, Nigetis, Katar. Lybia, and Venezuela
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legitimate rights of the Palestinian people are restorad'™:. They
categorised the consumar countrles as friendly, neutral or hostile to the

~ Arab pause, with fﬁendly nations to be supplied at the 'Saotember_ level,
- neutrals at & reduced level and hostile ones not at all. Thay also

confirmed the steep price rise decided earlier by OPEC. Saudi Arabia

.ordered # 25 per cent cut in its olt-put, then running at 8 milion

berrels  day, but Ireg ignared the OAPEC decision. Two days later,
Saudl Arsbla suspended Indefinftely all oft shipments to the United

"' States. The reduction in the international supply of ofl sent prices

soaring and caused the world community to- reassess Its praviously

held assumptlons that about petralewim prbduchon

The October 1 73 War completely charged the face of the petraleum
industry and provlded the oil- producing nations with a level of power

-~ that was praviausly thnught impossrbla for th-m to achIaVa

One consequgnce of the war was that -tha Arabis used the so-called "ofl |
waapon" for the first time, This was something that many people inthe

Arab world ‘had been demanding for a long time and which many

peopla in the West had been dreading. However, as will be seen, the
first appncatmn of it did [fittle to harm those It was meant to harm, or
beneﬁt those it was meart to benefit. '

As the formar Egyptian Minister of Forasgn Affairs Mchameri Haikal

3 wirote: -

*It was hoped that the oll-producing countries would co-operate

8 Seq Figum 19_'
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by putﬁng pressure on the Amerlcans, but should these hapes

ot be reslised it might become nacsssary to think of other
' ways of exartlng pressure.

u179

As Henry' Kissinger stated to a request by the- editars of the
Washfngton Past, published in the Washmgton Post an the 28th
Ncwernber, 1979

"I 19?3-?4 fran was the enly Middla East oft- praducing oountry'

that did not join the oll ambargc: against bs; [t continued to sel

- oil to the United States, to Isreel, and 1o our other alfles. lran
kept its off groduction at maximum capasity (thus helping
~ stahiise the prics) and never usad off as a political weapon,

The Shah was & source of assistance and encouragement to
the forces of moderation in the Middle East, Africa end Asia; he

‘used his own military power to _ensUre the security of the

Persian Guif and to discourage adventures by radials. He

 firmly _suppbrted the peace process that culminated I the.

Egyptian-lsrael iraaty; he wes a deferider of President Sadat

agains't' radlel forces in the area. After his Initial advocacy of

higher pr_Ic:es in 1973, he used his Influence to keap the prices
stoady so that the real price of ol actually declined over the -

~ period from 1973 to 1978 (dus to inflation).”®.

o ~ Uniike the June 1987 embargo, this only hurt the Unite_cl-s'tate'sé pafﬂy
because it was applied during sttumn and winter when demand for

™ ap, clt. p. 56
8 Eor the Record : Setected Statemanta 1977-1935 Londnn, 1281, p. 258,
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h_eétihg' oll was ‘high, and partly becauss the ‘United States had -

‘become more dependent on Arsb oll, as | dealt with In Chapter 4. The

OAPEC move reduced the anrual United States gross domestic |
product by $10-20 biffion, '

These oll embargoes, which might have become the Achilles heel of

- the-South African ecanomy, and threatened a real criéis_, was one for

which Sauth Africa had plenty of time to prepare. Kuwalt banned ol

‘axports to South Africa in 1964, as part of an Intefnational bid to toroe_

South Africa to change her poficies, with very fithe sffect on the

‘country’s supplies. The OPEC added weight to the ban in the 1978
- embargo; but at that time South Africa could still obtain supplies from

Iran, and continued to Import iranlan off until the ranian revolution of -
1978 no longer made this possible. However, by this time, South

" Africa possassed Its own oll-frami-coal, as | will deal with In the next
" chapter, ' ' o

- The resolve of QAPEC mambérs, espaclally of Baudi Arabia, began to

falter, Aware of the staunchly anticommunist views of the Saudi

- rnonarch, Falsal fon Abdul Aziz, Edward Heeth, Prime Minister of Britain
(which was riot on the Arab oll embargo fist) _t_argqad publicly in late
" December that any prolonged oll squesze would, by weakening the

Waest, strengthen communlsm. 1t did not take long for President Anwar

 Sadat, working In conjuriction with Unitad States Secretary of State
- Henry Kissinger, to convince Falsal to end the é;mbargo. Falsal and
Badat then prevalled upon other mermbers of OAPEG to snd the five-
“month embargo on 18 March 1974 ‘a3 & token of Arab goodwill to the
Wast - gven though the Israells had not withdrawn from anywhere In

 the occupied Arab ferritories and the lagitimate rights of the Palestinian
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people had net been restor .

- Asa consequence of the embarga, the first oll shock occurrad in 1973-

1974, when, shortly after the 1978 Yomn i_(‘;ppur War, the price of ol
incressed fourfold as a result of that major Middle Eastern ol

! The second jump In world oil prices -

produced by the oil- exportlng oountrles oeeurrad in 1979-1880 in the -
wake of the revolution in Iran. irag’ s invasion of Kuwait on August 2,

1990 précipitated the third shock. The next day, Friday, August 3, the

United States Natlonal Security Councll met at the White House, The

" United States Presidert Bush indlcated that he agreed with his national
. seourity adviser. The participants discussed aconomic sanctions, and

ways the administration might wark with the allies and the United

Natlons to erect a wall araund Saddam 16 Isolate him. They discussad
aCiA r’eport'érguing that the Invasion posed a threat to the current
- world order and that the long-term Impact on the worid economy could
[+:] davastatlng Sadidam was bent on turning irag into an Arab super-

‘power « a halance to the Unlted States, fhe former Soviet Union and

~ Japan. Gonfrol of .20 per cent «. 18 world's oll would give him more
than enough laverage. Bush ordered the CIA to begin planning for a
covert operation that would destabilise the regime and, he hoped,
~ remove Saddam from pcm‘.few“2 '

. On thé 29th Noﬁamber, the lgl_nlted.States Security Counclt met tovote

 for an authorization to Lise force o expet Irag] forces from Kuwat. 1f
- It passed, the resclution would be the broadest authotity for war it had

8 geq Flgura 8
“*2 Bob Woodward, The Commarnders. New Yurk 1901, p. 257
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granted since. Korea in 1950. The resalutfcn passed 12 to 2. Yemen
: and Cuba were the two countries vcﬂng agalnst it, Ghrna absta]ned‘“a

As the former Untted States Pres:dent Richard Nixon wrote"“

"it becarme ambarraésing!y “obvinus that the conslming
countries had become so dapsndent on OPEG - and the OPEC
govemnments had assumed so commanding & posttion In ofl
=" decisions - that in the'short run, at least, the West was virtually
helpless in the face of whatever demands those governments
might choose to make. The cantrol over Midwest oil had shifted
- from the _murtinattdnal c'-.ompanias' to the host countries and
‘statesmanship and restraint on the pert of Arab leaders
o suddenly became the key to Western suwmal Nalther the onl
- companies nor the Wastsrn gnvernments could dictate terms to
- the OPEC countries any longer. The best he Western nations
could do was try to persuade the producing nations that thelr
own 316ng~t_e‘rm- intafests were tisd up with those of the West;
‘that If their actiors wrecked the Westerr ecdnurr_)ies,_ or
destroyed the dollar, or 8o weakened the West thet it could rio
lenger protect thelr Interests as wel as its own, then those
'act;ons would be ulttmately salf-defeatlng '

The oil'f_actor' was a major .incienti&ié fqr Washingtqn’s intensive affort
1o sesk a peaceful settlerment of ihe Arab-lstfaeli conflict,

8 1, . 338,
184 rno Real Wer, London, 1080, p.81.
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These efforts were représanted by Secretary of State Kisslnger's so-
© called shuttle dip_!omatcg,!“’5 In January 1874 Kissinger neg'otlated'_a'
disengagsmaht' agreement betwesn Egypt and lsrael, and iIn _
o 'Septembar"le?s he per'suadad the two parties to sign a document
~known as Sinai Il, which provide for the withdrawal of Israell forces
_fn_'om_Westem Sinal. United States peace—making was sroothed by
" economic aSsist__an_ce._ The spacial relationship betwaen the United
. States and lsrael waé réon‘nﬁrme‘_cl. during the negatiating sessions-and
was reflectsd by an Increase fn United. §*+te~ miltary aid from an
- average annul sum of $400 milion Inthe .4 1971-1978 to an.
average of $1,5 bilion during 1974-1975, This amounted to 42 per -
* cent of Israel's annuel defsnce spend!ng Egypt also reaped rewards

- for its wlilingness to follow Kissingers lead The United *States
. contributed to the reconstruction of the Suez Canel, which reopened

'_ In 1975, and raised its’ Pconomic mssistance package to Calro from' |

-85 milion in 1974 to $750 millen by 1976.

5.4 _'.Ec'onorhic t:on_séquences of the oil embargoes

'Although the dommaﬂon of the world economy hy mu!tinational | .

] corporaﬁons seemed assured in the 1980's as discussed in Ghapter'
4, tha_ 1973-74 ol ambargo by OPEG and the subsaquent_ massive rise
in the price of pétro!eurn demonstrated mat-natlbn-states_ had not Iosf |
their capacity for counter-aitack.  Within a relatively short period of
tims, the gigahtic oil comparnies - previbusly mf. ‘.J_ihté'ssehtlal-_ B

- 15 The Whita House Years, London, 1988, p. 558,
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international corporations - had hadr  of their forélgn sUbsidiaries _ |
. nationalised and had become subservient to States sarliar considersd

“powerless and servile. World history records litle equivaleht '
- redistrioution of wealth and power in such a shostpedlod.

Inthe United States, the close identification of corpo-ats interests and
'natlma! Interest began. to wane aftar the 1973 energy . ctlsls.
-rOrgamsed laour and- certain academlc critics had long been
-__'cnncerned about the :rnplic:atnons of foreign investmant for domestic
- employment, ihe distribution of riational income, and the competitive
position of the Amencan economy. Such criticism became more -

. general at the time of the Arab-israeli War of October 19?3 when.- -
‘United States oil companies were viewsed as alding the Arab off

| embargo of Westarn couritres, Subsequently, with the relative decline

of American mdustry and the onset of m"'sswa frade def cﬁs, hlgh'_ o
Jeoeo-unemploymert, and chranis balance-o _f-paymants difficutties, the bellef

_ has spread that_ multinetionals export United States jobs end decrease
_Uni*ed States exports, Sanwe critics hav argued that muitinationals .
. should be forced 1o invnsi In the American economy and to limilt the -

o transfer of Amancan tectmology to competltor eoonomles

el 67 cduntriés,“’ Ic:ng-ferm trends In unempiojnnent since the War
. show & distinct break around 1870, ‘The increase in unemployment-

~ has been gfeatast in the mejor countries of the European Union, with - '.

e Robart Gilpin, The Poliical Eoonomy of international Relations, Pﬂncaton. 1987,
p. 244
7 iy seven leading industralised Ffrst Wan'd nations - the United States, Canada,
Great Brifaln, France, Germany, Japan, and ftaly ~ who meet armualry to disouss
_globkal aconomic isslBs.
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Western (::armany expanencing an almost elght fold Incraase (from a

very low base), Of the major European countries, cmiy laly had a
relatively small propomonate increase In unemployment but this was
| frorm what was, for the 1960's, & high base. . Canada and the United
States, both relatively htgh unemployment countries in the 1960's have

_also suﬁered *only’ 50 per centum and 130 pet cent Increases In .

average levels of unamploymant‘“ "The year 1969 marked the first
trade deﬁcrt of the United States with Japan, and the nation ell behind

o _]n its compettﬂon with Germeny as well. As infation cllmbad so did

__unamplny_ment. By the early 1970's stagnation became a rew
* phenomenon, The Great Americ_:ah lndustrial machine, the source of

unprecedented polftical and economic might, was running down.

- Government and consurmers alike were spending wildly, and investing

 little, America’s compatitivensess, especially vis a-vis Japen and its East

'Iﬁsiah nelghbours, was eroding. In 1978, th3 repid rise In the price of

ol dictated by OPEC exacerbated the fficulties. Rather than facing

 the reality of increasingly expenéive energy, the gDVerhment sought to
~ soften the blow. ltg.conirol of oil prices deiaysd the inevitable

~ adjustment by the automobile' Industry and by the economy as a

- whols, The country was stlll fealing the consecquences of that exercise
B | escapism as 'Iata as the 1880's. Simultansousty, new perceptions

of the onvlronment ware foraing Amaricans to raalise thet they were
- ocntaminating thet iife-support system, Al and “wetter, like ofl, were

nelther free nor Inexpensive. In'vesponse to tha_cnsn_s and inte_rest_-

| group pressures, g'bv_efmment regulation prdi_ifarated. This was &

masslve Interventlon in the free- entarprise s'ystem, but, because

- Americans were so adverse to the coneept of planmng, the intervention -

- was fi agmented "

*%% Giearge ¢ Lodga. /dsology and Natione! Cormpatitiveness. 1387. p. 186,
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Japan's experience I8 exceptional, having very low unemployffnent in
" the 1960's, and from that low base suffering “cily" a 120 per cert
Increase™™ The sconomic distuption visited upon the 1670's by o
price shocks, together with the deflationary measures taken by G7 -

governinsnts In resction to the oil price rise, might be thought to be -~

the source of the deterloration in G7 ecoriomis performanca™. Not
only had the Western economies absarbed simllar rises i raw material -
prices at the time of the Korean War without similar slow-down, but
- also the new high trend levals of unemployment were not riotably
aifactad by the collapse In ofl prices and other commaodity prices In
1986 - | |

Many of the post-war favourable supply conditions had dramatically
" changed by the 1860's, at law.t as far a5 the advanced economies
wé_;re concerned, Not only did these economies no longer possess
inexpensive (sbour supplies, but in some cases they were forced to
import “guast workers" or résort to the strategy of forelgn direct
Investment n. low-wage economies. The global shortage of cepital
ralsed real Interest rates, thus depressiﬁg growth rates. On the
positive side, at least for importing cauntries, the world in the mid-
1980's had a giut of petroleum™® and other commodities dus in part
to conservation measures and raductions In the material content of
ma_nufadturad gobds. This over-capacity, particularly In petraleurn,
howavar, was also a consequencs of the restrictive growth policies

L

130 Joratnan Michie, Managing he Glolal Feonomy. Oxford, 1995, p. 271

0 e OEGD cstimated thot 20 per cent of the loss In OECD raal incomo was dud
" o the tarms of trado effect of the ol prica fise, and 80 per cont due to the concarted
deftatien of the Weslern economies. -

1 Jonathan Michie, Qp. ot p. 272,
' See Figure 12
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pursusd by many nevarnments rather than belng solely as a reversal
of the supply sltuation that hed triggered the global recession in 1878;
many governments had trade-offs of higher levels of unampioyrment
‘and lower rates of economic growth for reductions in the rate uf
inflatior and energy costs, With the continuing Industrialisation of the
less developed countries, the world demand for petroleum could onee
agaln exceed supply sometime in the 198('s. |

The most problematic aspect of supply conditions had been the
change in the téhhnolo’gical situation.  Although important neaw
_ - tachnological opportunities existed in computerisation, bio»technoiquy
" and othar advanced figids, it was highly doubtful that the would catise
‘a replication of the unprecedented post-war global rate of econamic
growth. This unusugl shuation crested elevatet expectations of an
ever-increasing standard of living and of expanding welfare progmm's
 In many economies, which had made adjustment much moare chifticutt.

Oit and politics - ar more accurately, ‘patraleum and politics” because
. gaslhys invalved too - hava enarmaus potentiel to make each other's job
more difficuit. Dariel Yergin reminds us In his recent book that ofl Is
a commodily *irtimately Intertwined with nationa! strategles and global
" politics and power"; and he gaes on to say that:- :

| “Today, oil s the only  commaedity whose doings ana
controversies are to be faund regularly not enly on the business
page but also on tha front page*,'™,

9 1o Prize: Tho Epic Quest for OF, Monay and Power, London, 1991



168

However, political problems, pressures and priarities change over time.
‘The politics of ofl in the 1990%s are very diffarent from those of
the1960's and 1970", With hindsight, we can now see that the 1980's
" was a decade of fransition; suspicion and uneass between “palitics
and petroleum’ giving way to a greater sense of lnterdépenden’c:_e"“.

Something eise happened in the 1880's. Whether as a cause or a
consequence is riot too important;  but # Is clear that many
governmanta now feel that petruleum compantﬂs pcse a far smaller
threat to the public Interest tian was once widely supposed. It Is
heneflalal thet they should reach this conclusion, athough for the
" Industry this is riot all-good news. The risks facing the community are
as great &S ever - not least because we are now expscted 10 assume
somd of the risk formerly should ~:ed by governments’®®

A different kind of consequence occurred In 1973 when the Bretton
Woods™ system came to an end. I March, the decision was taken
to let exchange rates fioat. Then, the Quadru[uling of world ariergy
prices in the OPEC ravolution deakt another blow to the system™. Its
impact on Intemational balarices of payment and on finantlal matkets
confronted the dominant sconomic powers once agélln with the task
of raalignihg thelr currencies. In cantrast to the Smithsanian

Ry Sea Flgurea dand 5 -
"6 Qobert Harton. O and Folltics in the 1990 in the World Today. 1962, p. 101
"8 Grentad by the design of naw International financial maghinery. This had bean .

 under discussion since 1042, and agreement was reached at 4 Uniiue Netlons.
Gonference at Bretion Waods In the summer of 1944. Two new Instifutions, an

. Internationg! Monetane Fund (MMF) and an international Bank for Reconstruction and

Davelopment [IBRD), wera creatod.  The chlaf purposa of the IMF wera to maintaln
‘oxchanps stability and to nosist the eslabllshment of a multilateral system of
 payments, uphamperad by foreign exchange restictions. Tho IBRD was concamad
tg facilitate investment for procugctive purposes,
197 John Wiliamsan, The QOpen Economy and the Warld Ecanamy' A Texthook in
International Economics. Nrew York, 1083 - _
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Agréament hawéver. in which the currency realignments had heen
forced upon other cauntries by the United States and then negotiated
multilaterally, the key actor this tirne was West Germany, which refused

. to continue to support the dollar, In effect, the United States and fts
_ aconomic partners decided to abandon the post-war systern of fixed

exchange rates in favour ot one basad on flexlole rates. The refusal

~ of an important slly 1o allow American scenomic leadership led to the

abaridonmant of & key component of the Bretton WOods system.
Bretton Woods was, In fruth, en extension of the United States
dornastic financlal syster to the world, and the attempts et building an
snlightened warld financial government were compromised even in the _

excaptional crcumstances of the early postwar perlod™. First, the
early 1970's saw -progressive  disintegration and the eventual

breakdown of the Brettor Woods system: currency market turbulence
and exchange rats installity could thus be expected to persist untit
floating was generalised and the markets leamad and established new
rules of the gamé Saecond, the infiationary experiance following the oif
price Tses of the 1970's had destabliising influanoes for the
internatmna! manetary and ﬂnanclal sy:e:tem“"’EI

'_ e de facta end c:f f:xed exchenye rates and tha Bretton Woods

gystemn was mada de Jure n 1978, at a meeting of the leading iMF“"'_
msmibiers held In Ktngston, damaica. The Jamalca confarence decidad_

s follows:

G, Janathan Mighia, Op. cit. p. 305
89 Janathan Michie. Op ¢it, p. 85
200 Intetnationsi Monetary Fund (IMF) Isi an sutonomaus organisatfon. ufticted glnge

" 1947 with the United Natliens; to-operstas . closely with tha International Bank for -

Reconsirustion and Development (IBRD); desighed to faciiate interna¥onal trade,

" reduge inequities In exchange and stabillse curroncles
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(1) fioating exchange rates wers logalised;

{2) the reserve role of gold was ' ~uced;

(@) IMFquotas were incrasged, especially thass of OPEG countries;

(4 funding for the less develaped countrles was Increaged; and,
o most Impartart,

(5_) ' ihe determination of the par valus of a currency became the
. res;mnsibi[ity of the country ftself '

Romestlo aUtonamy ha{i tr-lur'riphed over international rules; nations

 disengaged fr_cmi the requirementts of a fixed-axchange system in order
1o pursue one or another nationel bb]ective such as expanding exports,

stimulating . ecorcmic actwitles. or preventing the Importation of

'Inﬂationary prassuras

A

~Now __ts’c_msider thei 'suppiy_sidfe’of the equation, Oil and haturel gas

production in the Unktad Stateé peaked by 1970 Oll imports increased
rapidly, so that by 1877 Imports amoun’ca’d to mors than 40 per cent

~of all United States consumption. Early In the 1970's, there was

serious discusslon of massive Imports of liquefiedt hetural gas to the

- United States, Eisewhere, the major pe . 'cim exporters, maﬁy of
'which were Middle Eastern countries and almost afl ‘of which had

relativaly hackwerd  sconarmles heavily reliant on the petroleum
ifdusty ¥ wars becaming mcraasing‘y awarg that thelr reserves wote
finite and, in some cases, approaehing axhiaustion at current rates of
extrac:tion
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" 55 Increasing dependence of the ol consumers

 Yet even as the Gold War division batween egst and West has lost its
_' " slgnificance, so econoinic progress is also er-asin'g the division

 betwssn Narth and South that was once so intense. Today, producers

and consumers have a comman intersst in the technalogical advaricas

neadsd to kesp off emvironmentally as well es economically
- cpmpeﬂtiv_a. ‘The global energy supply system itself has becoms much

more Tlexible. Over the last two decades, both producers and -

~ consum 13 have learned pawertul lassons that relnforce thelr mutuality
of Interests and recognlﬂm of inter—dependence Those lessons In
 themselves are a form of sscurity. They constitute a major element In
a framawork _that oan help buffer whatever surprises may fie ahead. |

In the middle of the 1970°s the world enterad what has been called the =
- “Second Cold War. _if colncitled with a major c_hanga In the world -
acanomy, the period of'langfierm arisls which was to choracterise: the
two Gecadss beginning n 1973, and resched a climex in e early
19&0 S, However, initially the change ins the economlc* glimaa wes nat .
- mugch naticed by the players In the super-power game except for the
sudden jump in energy prices brought about by the successfl’ coup.
dfthé‘ il producers cartel, OPEC, one of several developments which |
- seamed 1o suggest a weaker lng'v of the international domination of the
'Unﬁed States. Both super-powers. in that time, wers reasonabry -
héippy abou* the Soundness of thelr ecoriomies. The United States
was plainly less affacted by the new econaimic slaw-dowrt than Eurape; K
- the former Soviet Union - whom the gods they wish to destroy they
first make complacent - falt that everything was going its way. Leonld
. Brezhnav, Khrugtichiav's sudc':ess'or, who présided over the twenty
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| years of what Soviet reformers were to call "The era af stagnation“,
- seemed to have’ éb_ma cause for optimism, not least because the of
orisls of 1973 had Just quadrupled the international markat velue of the
_ glgantlc new de'}osm of of and natural gas which had been
' discovared in the former Soviet Union since the middle 1960's.

Yet, aconomlcs apart, two-year lnter-relatad developments o -
- sesmed to shift ihe balance of the super—powars The first was what

- looked like defent and destabilisation In the United States, as that

country taunched itseff Into a matqr war. The Vietnam War
i '_ demorallsed and divlded the nation, amid televised scenes of ot and
. entbwar damonstratsons, desiroyed an Americar‘ Prasidant, ledtoa
universally pradicted defeat and retrest afiar ten years (1965-1975);
and, what weis even more to the point, demonstrated the isolation of

. the United Srates asriota smgle ons of Ametica’s European allies sent
B even nommai oonﬂngenmss of troops to fight elangside the Llntted

 States’ forces Why the United Stetes came 1o embroll self in a
| dcomed war against which both its afiies, neutrals and evan the former
. Soviet Unlon had warnsd ft, Is almost impossioleto understand except
as part of that dense cloud of incomprehensian, confusion and .
_paranma thratgh which the mairt actars in t!*a Goid War tapped their _
_;-"__wlay |
o A&a !f Vletnam wes not enaugh to demonstrate America’s 1solat;on, the
'1lf3‘?3 Yom Kippur War between Istasl, which the United States had
aljowed to become its closest aliy In ma Mlddle East, and the Soviet-

~ " gupplied forces of Egypt and Gyria, made It even mora evident, Whern.

_ ahard-preSSed lsraei, short of planes and ammunitlun, appemsd to than §
- Uniited States to rush- suppligs, the European aflies, with the single -
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exception of Portugal, refused even to allow United States planes io
use the Uhitad States alr bases on thelr soil for this purpose (the
~ supplies resched israel via the Portugusse Azores islands). The
United States belleved - one does not quite ses why - that its ownvital
interests were at stake, Ihd_eéd, the United States Secratary of State,
Henry Kissingsr (whose President, Richard Nixan, was otherwise
- engaged valnly tried to fend off Impeachment) actually declared the
first nutlear alert since the Cuban rissile crists, an action characteristic -
inits bruts! lnsinceﬂty of this able and cynicel operator. This did not
sway America's allles who were far more concerned with their ol
suppiles from the Middle East than with supporting soms tegional play
. of the United States which Washington claimed unconvineingly to be
- essentlal 1o the glc’:bai' struggle agains‘f communism; for throug’h

'OPEG, the Arab Statss of ihe Middie East had dona what they could
 to Impeds suppoart for Israsl by cutting oil supplies and threatening oll
- embargoes. in dolng so, they disdbvered their ability to muttiply the
world prica of off and tha fareign miristries of the world could not fai
to notice that there was nbthing the all-powerful United States did or
couid Immediately do about that. -

_.Tha all arnbergn of 1973 was a momerrtous event for the States of tha
. Arablari Peninsula as well as for the world economy. Areb oll
_ producers discoverad that thelr _petrolaum could be used as a
_ d!plornatic Waapcn in the Atab-isracli cﬁc’-hﬂlct ‘and oil consumers were
 brought to & sudden recogrition of thelr growing dependence on
Middle Zastern oll. By withhalding their oil from the market, the
producing States were given an opportunity to discovar the true value
~ of thelr mast_'p'r'aclous resource. During the final monthg of 1973,
* consuming countries were willing to pay several times the set price for
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non-Arah oll. When the Arab producars re-entered the market-place
in January 1974, they ]ciined with thelr OPEC partners to set the price
of & barrel of off at $11,65, & dramatic Increass from the $2.74 price of
‘& year cerfier. -Until 1982, the price of oil rose steadly, brin_ging :
encnmli_s wealth and enhanced status to the producing States,

Qlt revenues fuelled a development boom of unprecedented
proportions among the States of the Arabian Peninsufa. Yet amid the
- glittering materlal improvements and the disruptive soclal chenges,
- political power remained In the hands of the hereditary dynasties. The
*dlominant ruling tamiies atternptsd to proserve thelr authorlty by
praventing the emergence of representative assemblies and maess
polifes. Théy muted discontent by the skilful distribution of oll income,
 providing well-paying Jobs for the educated siite and ganarmés walfare

systems fdr_ the population as a whols. This technique created
‘remarkabls pofiical stabilty and assured the survival of the ruing

 families. It did nat howaver rescive problems, but mersly postooned
them, o | |

Eaoh of the importing countries reacted to the oft embargoes in its own
- wey. ‘Some, which imported aimost all of the petroleum thay used™', =
- made sure that the full price increase was reflected in the prices pald
by the users of refingd petrolenm produq'ts. The United States, &
significant importer that nevertheless produced miora than half of fts
' *?cmdé ot domestically, responded rather schizophrenically. Public
~ policy was confused bacause et the outset, there was broad
* disagreemant at the most baste levals of diagnosis: Wes it a politica!

M goa Flgura 12
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prablem or an scornmic problem, and if a pol'rticél problem, wasit &
~ problem for foreign or domestic policy? :

- During the early years of the "energy ofisis”, the politfcst diagnosls'

sesmed to old. Reducing domestic consumption was the stated goal

of the foreign poticy aittack, with the objective of reducing the demand

.- for OPEG ofl and thus undermining the cartel. To this purpose, speed

Umits on the interstate highways wera reduced from 70 ta 55 miles per
 hour, & rather cruda method of reducing the tatal miles driven while
Increasing'.the average number of miles per gailon of gascling
 consumed. '- L '

The dominant domestic political cbjective seemed 1o be distributional,
“The negative impacts of the energy urisis on the welfare of ordinary
bonsumé_rs vigre to be minimised, end redistribution from citizens to
domestic ol producers was t.. Jelimited to pofitically acosptabls levels.
Ofbaviausly, the foraign and domestic political objectives wers in direct -
-confilct, f one wishes to redus the quantity of energy dema-ded s
a mgans of reducing imports, it Is counterproductive to protect the
“ultimate consumers of enargy from large price Increases™. When
OPEG Increesed the price of ofl agaln In 1879, the second off shack
- helped throw the Industrialised world into a recession. in 1982, it

. brought the United States the despest recession It had experienced

 since World War Ii. Immediately thereafter, the United States enterad
'~ into the longest perlod of peace-time growth In tts history, Low
inflatton and low unemployment accompenied this growth, However,

%2 pfan Randall, Gp. cit, 307



in the middle and late 1980*3,'tha United States also experienced large
federal budget deficlts, huge balance-of-trade deficlts and a bufgeonlng
| - national debt. According to some methods of accounting, it was
trarstormed from the world's largest creditor to the world's largest
 dabtor, Finafly, in 1990, the long perlod of economic growth_camé to
an end as the United States entered into & recession, which, along with
'tha Persnan Gulf War, threatensd to create evan larger federal budget -
ds‘icitsm - |

" Oll demands, left sfagnant ot declining by .tha 1970's oii orisls, only

o 'began to grow again after the 1986 prioe coliapse By 1989, world

consumptuon ﬂnally regalnad the previous record level of 1078, and is
corttinuing to grow™*, Indeed, If Russla Is excapted, world oll demand
is purrantly lncreasing at1 8 par cant’ per year, gven In the midst of a
‘waak global stonomy. o

o .'-_iowevar, the pattefn of growth has changed. Demand s tather flatin
North Afnerica and Westarmn Europs, reflecting among other things, the
 growing us® of more efficlent automoblies. In these nations, the ol
* industry is preoceupfed with the costs of staying In business, The US
~ oil industry s estimated to be facing $152 bifion in costs and

| ihvés_t"r_nant over the next 20 years to meet envirnnmentai standards™, -

- Demand growth g slsewhirs - refiecting econormic advancement in the
developing world. . The new prize 18 Asla, Econhomio "mtracles"
sustalnad growth and nslng mcomas requira energy Many of these

© ™3 james Lee Rey. Global Poliflos. 6 ed. Buatnn. 1925, p. 255

24 1508 Figurg 10 . _
2% pagiional Petroleum Council, US Patmfaum Refiting: A Report fo 0 the us Secratary
of Enemy Washlngton, 1083, _
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countries are swiftly applying higher environmental standards, but they
" do not want to be impaded from striving for higher standards, Over a
decads, Asta will require in excess of a trillion dollars of energy
" investment to suppart aconomic growth™?,

Ol -damand will increass by five million ba_ri*-eis or mare. By early b

" hext decade, Asia will be consuming more oil than North Ame=

" “Fhis means a shift In the oil market's centre of gravity and the Asw,

“courtries wll c'ome to play a blgger r‘qte In investrnent and oif trads,
commensirate with thelr stakes., Despite continusd cnnservatlon,
" global ol ‘demand could ba 15 o 20 per cent higher a decade from
now. The trend could, of course, be changed by the considerable

research and developrmerd efforts to find alternatives to oll, particularly

in 'treinsportation Yet, as things are today, ol I8 more than

. aoonam!cally competltlva snmatljing that would have seomed unlikely
i the ara of the oll crisis.

Thie years ahead wil sea an sconomic and snvironmersal competition
arnong energy sources, a technological horse race in which tens of

: b'illians of dollars will be wagered. T!_'o' date, ol is proving to b
environmentally competitive, keeplng up with ar even running ahead of
new standards, albelt with considerable Investrment,

Natural ges, once the unwanted by-product of oli praduction, is. now
 oits biggest competitor and Is becoming the preTmusa fuel around the
world. A great deal of the financial rescurces of the "ol and gas
- lnduétry" vﬂll'actuaily be going into natural gas. 1 I's_an- environmantally

26 gambridge Energy Resaarch Assoclstions.  Eneigy investment to Meet Asle’s
Economis Gromh M, 1993
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atiractive fue!;' some evan call it the "polifically correct” energy source.
A decade from now there Is every likelihoed of being a vigorous and
diversified International trade in naturg! ges.  Natural gas s not &
significant compstitor in transportatior, whers off relgrs supreme.
Hather, the batile for markets will be played out around the world In
slectric  generation, whera the emph_asis will vaty much be on
~ environmental attributes. '

'Howé\?er. ihé“g is B question mark over ofl supplies. An United States -

embarga hes.excluded Iraq from the world market since it nwaded

T Ruwait, AS & result, Iraq has forgone more than $4€ billion of ol
 earnings from August 1980 to 1983 At some point, however, Trag wil
' mest United States reuirements and will re-anter the world market

with substatitial exports, When it does, prices could well sag for a

time,

As 1t is, OPEC countries cortinue to ergue tver quotes. Sl th
market balknce I8 very different from the conditions of a decads ago,
Even taking the giroumstances preveiiing in lrag, the world el market
Is operating at about 32 per cent of production capacity, Gulte different
~ from the 1990's when It wag down to 80 per cent. Taday's market is
. raminiscent of the balunce in the 1870'a on the eve of the first oil
- shock. '

Although political considerations and pratiucer-consumer relatlons are

- very differant from the 19803, a tight it market Is vuinerable to shocks
jn'a way that an over-supplied markst Is not. Projecting into the next

- gentury, one $8es N sh'ortage of potartial orisis that could affect world
ofl supplies, with dangerous consequences. Future crisls could arlse
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from the Middle East, as in the past. Sings the fall of the Shahin 1879,
Iran's population e grown from 38 milion paople to more than 50
million®”, e policles in the future are ursertsin. torn as thay will be
 between Islamic miitancy, both at home end abroad, and acandmic
 geltinterest. A number of other countries are fesling the prassure of
politicel Islam and soclal turbulence, However future crisls could aiso
arise from events in other paris of the world such as some Kkind of
disruption in the former Soviet Urion,

The embargo caused the cost of oll 10 soar and speeted up
negotiations that enabled oil producara to acquira vontrol of pricing
and mackating. As the price of oll increased precipiously, dire
pradictions were made about the collapse of the Western and
Japanesea ecanomies, However, the tndust_riallséd nations were willing
o pay whatever the market would bear. Actess to oll, ot its price,

- bacame the uriving forca bishind the West's policles toward the of-

- produging States. To ensure actess, the West, led by the Unkted
States, sought to shore up the Riendly monarchies thet ruled most of
. the major oi[«pmducihg States and preserve the palitical status quo In
~ the Persian Guif™. - |

Of the several new political forces to emerge during this era, two may
‘be mentioned here. Israsl’s cccupation of the West Bark and the
 Gaza strip following the 1967 was contrik:. iod to the rise of Palestinian
~ orgenisations committed to-the establishment of ar: Indspendent
Palestiniari- State. The activities of these arganisations exerclsed a

W7 o Figuro 7

%00 witkiam 1. Cloveland. A History of Madom Middie Eost, Oxford, 1894,
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maJor influence on Middle Eastern developments. A second féctur, the
revival of Islamic-oesed poliial activity, wes not really new, but it
appeared with riew forzs. In the first two decades after World War I,
Westsrn developing world foi tha metter, would become Inereasingly
. secular as they became increasingly mudsrn. Yet even as the role of
the ulama daclined and the urisdiction of the Sharlah wes Iegislatéd
out of existenca, the Islamic senslbiliies of the population as a whole-
¥ remained Intact. When the impor'ed ideclogles of the independence

ora falled bring econamic well being to sdciety at large, a current of
- Islamio revivalism cama into existence. its most dramatic manifestation
‘was the Irenian revolution of 1979, but it was & persistent feature of 1
polit:cai life of every lslamic country in the Middle East and shows little
slgn of ebatmg"m

“The overthrow of Muhammad Reza Shah Pehlavi of fran in sarly. 1978,
‘partly caused by & strike In the ranian on Industry, relsad the price
from $14 to $28 a barrel within a few months. The outbreak of Iran
Iraq War In Septernber 1960, resulting in extensive damage to both
* countrles’ oll industries and & drop in their oil exports, led to htghsr
prices during 1881, reaching a spot-price peak of $41 a barrel but
 ste’ lising around $34 & berrel in the early 1980's. When, inrespone s
' to the high price, world-wide demand for oll began to dedline, Saudi
~ Arabla, the largest OFEC producer, curtalied its out-put sharpiy to
stabllise the price &t $29 g barrel in 1984,

Ta meet the pr!ca-cuttl_n’g c_hallenge by nnn-OPE.G Western producers
‘such as Britaln and Norway, and to enlargs OPEC's share of the

%2 william 1.. Cleveland. Op. ot
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‘market and damage tan's war effort, Saudi Arabia and Kuwalt began |

to ﬂ_obd the il market from Dacembar 1985, deprassing iie price from
$28 to less than $10 In July 1986. Then Saudi Arabie decided o
reverse the strateqy, and In alllance with iran, encouraged OPEC Yo -
aim for $18 a barrel by cutting overall production. By and large this
alm was achieved, the dollar prics rising to the lower 20s in the spring
of 1989. However, in early 1990°%, onee again for political reasons
(this time to put preseurg on Ireq), Kuwalt and the United Arab

 Emirates over~produced and reduceel the price to $12 a barrsl™",

IFa drsruption accurs na tight rmarket a fow years from new, perhaps

at atime of acanornlc grawth around the warid, the effacts could be
- quite sharp, both as measured in Irlation and recession and in terms
- of raising international tensions, '

* Such fisks undetling the contihuing nead to assure an adsguate

“sectirity margin® that can absorb such shocks. Mareaver,considerable
new procuction capaciy wil have o be added to support a growing
warld ecanomy, but the timing of those addttions is'uncertalr. What
happans 16:0l prices, with all that they slgnify for the world ecnnnmy;
daperids very muoh on the rslative timing of demand growth and
investmeant in new prncluctinn capaa’rty

Where wil the additional supplies coma from? Nt from the Urited

~ States, whare oll production hes fallen by a dramatic 25 per cent since
1988 and Is continuing to decline. The domestic US oll production

22 g oll price nearly doubled bolween 1060 and 1093, Taking Into acstunt the
£00-plus por ¢ant inflatlon in the Wester: nations of the 24-momber OEGD during that
ger!od il was one third chaaper in the mid-1990's than R was In the late 1850's.

"' Dilip Hira. Dictionary of tho Middo Ea London, 1895,



B

172

Industry Is deeply depressed and the US ofl services indugtry, which |
is the globel leader, is also under heavy econamic pressure. US ail -

imports are fikely to continue riging in the years ahead, Some of it will
come from oll dévelopment thet is being encouraged by more open
Investment pollcles around the world. As Russia struggles to stem its
aconomic decling, at least two of the newly Independent Repubiics,

_ -Azerbai]an anct Kazakhstan will necome important players In the world

oil market

Much of the new supplies wilt come from the Middia East, in particular

from Saudi Arebla. In 1972 the Middle East provided 42 per cent of
world oll {excluding the former Soviet Union); by 1983 It had declined
to 27 per cent; today Itis 82 per cent, and will probably rise to 45 per
cenit by 2003, This means that production capacity in the Middle East
will rige from 18,3 million barrels a day™™ to 28 mition barrels a day.

~Infight of the political and social farces In the region, and the poteritial

for yet another surprise or two in the decade ahead, security of supply
will be a continuing congern far importing countrles, even as the
exporters continue to worry about “sectirity of demand®,

There Is no single answ_ar is] theSe security quastioné. Rather, the best

 bet for stabllity In & changing world arises from & global pattern of
-nvestment and trade in whizh security is enhanced by the diversity and
- dlenstty of economic and pohtlcal finks and by the commonality of

interests 4o an environmental ags,

M2 oo Figuro 11
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inthe yearé ahead, refations between producers and consumars catid
" hecome strained &gain if, for instance, économic and démograph!c '
pféssuf‘es mount In the exgorting countries, or if political instability
bscomes pervasive. or if ldeologles -again shn‘t or If changes teke
- place in the balance of power of the kind for whl* "1 Sat-Jam Hussein
bids; or, for instance, if the exporting countries come ‘o see the
impiementation of the environmental agenda In developed cauntrias as
an assault on thelr main sourcs of natlonal Income.

It we ask who smerged victorious out of the first use of the ofl weapon,
the answer must be the Unlted States. Befors 1973, we hed been
thinking of & world in which the domination of the two super-powers,
the United States and the Soviet Union, was being challenged by the -
newcomers, Western Europe, Japan and China. After 1973, the
challengs fror Western Europe and Japan faded out comp‘lé_tély while
China rema .«d @s much on the side-ines as ever. In the end, the
Ameticans ware to decide that the best oll price for them was one
somewhere between the pre-war price and the price o which they ail-
- preducing companies and countries had pushed I, so they stepped up
thelr attempts to bring Europe into Bine with them. It wit be an
unfortunate qutcome for the Arabs If Europe Is taken over, wherse ol
fs concamad"""‘by the Amerloan camp. However, whatever happens,
there can be no doubt that it was the two energy giants, the United
' Sfates and to a smaller degres, the former Soviet Union, which
| stoppad the war and formulated the peace - if peace Is In fact ever to
coma,
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CHAPTER 6:  REACTION TO THE EMBARC S umposen . |
. BY OIL PRODUCERS

THE SOUTH AFRICAN OFIION : OIL-FROM.
COAL {CASE STUDY)

ol embargoes imposed by Arab petroleum exporting couritries in 1967

-_.and 19731974 against dependent oonsumers caused litle effect on
South Africa’s supplies becausa at thet time th- “nepublic could st
obtain supplles from ran, and continued to I nlan oil until the
) Iranian revolution of 1_979 no longer made this possitie, as | discssed -
n Chapter 5. The South African government knowing the country’s
: lack of crude oll, as dlscussed in Chapter 3, had begun to develop

. .planeenng techiniques for the extraction of oif from coal, Whlch Sauth

N Africa possessed in abundanca. in ardsr to prevent future embargoes
-and gconomic threats with conseguence to its securlty and
sovergignty. '

This era of energy austerity was ushered in by the starting everts of .
1973, which marked a year of major changes in the worldwlde
_ petroleum buslness !t was a year which saw ' "

) - tha primlege of pastmg markat prices for crude il pass fromthe
:  Internationgl «l! oo-npanies to the Organisation of Patroleum" _
o Exportmg Countriss (OPEC) and saw prlca_s sky-rocket to
- unprecedented levels;

{8)  the Arab oll-praducing cduhtrias cut back on productlon angd
"~ ambargo ofl shipments to "unfriendly” countries;
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@) cortrol of their ol resources taken by a growmg number of
~ producing oountrles, and

RO produétibn I non-communist areas increase by 8.5 per centto
a record 45,8 million barrels per day, while crude oil output in’
the United States declined by 2.8 per cent to 9,2 million barrels
per day

In addltloh, 1973 saw varled activity worldwide I neerly every segment
of the Industry - exploration. refining, marketing and pipelining. In
"exp!oration. the blg surge for hurting new off resstves has taken
explorationists offshore. Increases In the waorld prices of crude oll have
guaranteed the creation of a major, worldwide synthetic-fuel Industry.
The 'pric:e- arid demand for liguid petrolsam and flowing netural gas - -
as well as the determination of governments - has enhanced the
-'._econor_nics of 'synthetic fue! past the point of no return. Large,
commerclal synfuet plants airéady are uoperating in-South Afrlea and
~ Canada. Now large-scale plants are belng planned in the Unkted
~ States, Israal and other oil-imparting oountries with large coal and ofl-
shale resawas Meanwhile, the South African government began
~_ production of oll from coal using the Lurgl process to make gas from
. coal, 'and its own process to co‘hver't the-gas nto !Iquid fuel. -

K Ganarating alectrlclty frorn ccai satisfles threa quarters of South - frlca 8
~ energy neads®™™, Most of the principal industrial centres are sltuated
~ hear extenslive coslfields. Nearly all efectricity Is ganeratad from coal,

13 sue Figure 13,
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and some huusaholds, industries and mines glso use coal as a direct
souroe of energy Ofl is used 1o & ralatively limited extent by the
industriad, mining and conversion sectors, malnly for transport
puiiposes and as a chemival feedstock™, Sauth Aftica ts mainly
dependent upon imports for oll-but the Sasol oli-irom-coal plants play
an important part®'s, '

- The 1973 crials ushered in a new era in Sasol's progress, bringing an

axpansion and development prcigrarrme which had long beert planned,
but which was implemented far sooner than initially expected. As a
result, South Africa was able 1o weether the 1973 debacle successiuly,
‘The mid-seventies werg a frustrating petiod for ﬂnafgy planners
thraughout the world. Inflation and a fack of dynamism in the majarity
of sconomles created financlel problems for many planners who,
foliowing 'the- 1973 ofl crisis, proposed gigantic enurgy projects o
replace pe'traleum’  Many of these énargy proposals held great
promise but vanished fike the morning mist in- tha face of economic
end scological realitles

“The revolution in Iran and the resultant olf price explosion in 1979 held
: grave economic Implications for the world. When Iranfan oll was no
longer avaliabls to South Africs, the country already had its first
“synthetic fue! plant (Sasol One) and the second (Sasel Twa) was under
 construction. South Africa catld therafore survive.

© The South Aflcan government, Industry and labour groups are
conaldmng optians for changing the reguiatory framework of the fuel

™ oo Flgura 1. _
#18 Standard Bouk. An Economic Profile of South Africa, 1895. Johannesburg, p, 14.
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industry. Regulation in the past was guided by sanctions and the
resulting need to securs ofl supplies by building stock-piles and
| developing synfugl production {olf end gas from coal) as well as by
eftorts to make the investment environment for foreign companies
attractive enoughi to overcoms the political disincentives.

- South Africa disposed of thelr financing _resqurces, technological -
‘background and abundant raw materials, which could be used in order
to create its own atternative in case of foreign pressures and future .
ambargoas. |

-in this chapter, 1 analyze both the oil embargoes imposed on Sou{h_
- Africa and those sconomic and financial parameters which brought |
_about the \strategy dsveloped and implemented by South Africa -
_ between 1873 and 1893 to obitaln flquld fuel from ks own naticnal
product, coal, in order to’ grant South African energy indepsndence
~ and secutity of supply. |

84 Oil embargoes imposed on South Aftica

Oll was South Afca's econamy potential Achilles heel, for nane had
~ been found In the Republic™®, In the case of oll sancticns, a real crisis
‘threatened, but It was ona for which the country hiad had plenty of time
“to prepare. Kuwait barined olt exparts to South Africa in 1964, with
 very liitle effect on the country’s supplies because at that time the
‘South African govamiment had Investad in converting the country's

- ¥ ggo Figure 14
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abundaht supply of coal into oil {the Sasal project) but it was still reliant
_ on imporis which care melnly from tran,

- Bhedesta’s Unliateral Declaration of independence In November 1965
Increased South Africa's diffieutties on the International front, for withaut
wishing to appear to back white supremacy outsids her borders, she

' felt bound to ignote the instructions of the United Nations Securlty

Council to Impose ecanomic sanctions on tha territory, especially as
‘South Africa was itself bagitning to feel the chill of an external arme
embargo. It was pafitically impossible to alienats the upstart
govemment of Rhodesta, to which the while South African government
© felt drawn by ties of common Interest. From the outset, thersiors, the
 South A_frlt:an government treated the dispute between Britain and the
. Simith fagima a8 a private-dispute, and recogniser the S_mith-
“government de facto but not de jure, 1t also refused to apply
B sanetlons on the grcun_ds_that It ‘was opposed to such action in
principle. The ties between the South African government and the
Rhodleslan govefnment were drawn tightar In 4967 by the dispatch of
South Africen police units to halp combat guerrillas on the Zambesl
border. Two years later, & two-thirds majorfty In the Unted Nations
. Security Caunall voter! for the application of sanctions on Sauth Africa
and Portugal for the essistence they had given to Rhadesla; butthe
United States and the United Kingdom vetoed implementation. As
 political confrontation developed betwsen South Afrlea and the outside
- world during the premiership of Verwoerd?" and Vorster, so thera grew

217 Londnk Verwoerd, was telling the vorld in 1985 : “Our mottd 1s ke maintain white
supramagy for ail time to coma gver qur awn people and our own country, by force
W necessary™, John Yarster wha followed, assured the white aloctorata that the wonld
should know that 11 defanding Reelf white South Allea “wilf fight o the ond with all
that we bave got®  James Barber and John Boawratt.  Sauth Aflea's Forolga Palicy.
OCombrldge, 1980, p.2



a parallsi threat of economic confrontatior as part of an international
bid to forcs South Atica to change her policies. The issuss were

~ tomplex, ss attempls by South Afica’s oriics to  promote

disinvestment and various fa;ms of «artlons on the ons hand, and

South Africa’s retellatory flaunting of ner global strategic position and '

her possessian of strateglc minerals on.the other, had side sffects
which wers ot a!ways anticipated.

inthe years of sanctions that fclinwed there ware periods of corgern, -

partlcuiar!u when olf sanctiuns werg imposed In Decermber 1085 ang
the British blocikaded the port of Belra in Mozambique, through which

most of Rhodesia’s ol had passed. Fuel supplies from South Africain -
“trangit through Mozambigue on the "CEM" ralway lines to Rhodesia

werg flowing et & reassuring rate during the most cruslsl period of

19688 and the months that followad. As Jorge Jardim, former

Portuguese Secretary of $tate for Cornmerce and Industry (1948-1 952)
wrcte a'lﬂ .

76,814 tons (2,471 tank—c.ars) e gune through in these six
months of 1956“

The 1mpca!tihn of trada sanations grew into a campaign at the United

Nations during the 1970’s whan South Africa refused to join the
boycott of Rhodesla, thus undermining the effectivengss of that
- campaigh. At first South Africa could rely on the vetoing of resolutions
_ démandtng_ sanctions by one or more of s trading partners with
| permanernt seats on the United Nations Seourity Gounell, naihaly the

- Sanctans Doublo-Cross, Ol fo Rhiadosia.  Bulawayo, 1079, p.67.
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United States, -B_ritain and France, the only exception baing the arms
embargo, which had the endorsament of avery other member nation
by tid-1987. In 1981 the new soslallst government in France began
“to lake & more punitive lins. However if a single event can be sald to
have committed tha international cormmunity to a general sanctions

. poticy, it was Botha's "Rubicon" speech of August 1985, for the false

"_'expectatsons which it had eroused after the out-bresk of the
: disturban*‘es of tiat year, seen against the contlnuing deadiock in

- South Wes‘l: Africa and the unstable relations hetween South Africa and

the Fronthne States

The Organisatlon of Petruiaum Expurting Countries (@PEC} adued its
walght to the bart in 1973,

All the Scandlnavlan coUntdés, which had banned new investrent i
- Soutk Africa [n 1979, placed restrictions on trade in 1986-87. The |
'European Community declded on both restrictive and posiiive
measures at Luxembourg in Septembar 1985, and extended these to
2 ban on new Investment and various Imports after the fatlure of Sir
Gepﬁrey Howe's visit to- South Afrlca in 1986, though they found
‘collective punitive sanctions hard to bring together. The United States
Congress went much further by swoeplng aside a relatively rmild
package proposed by President Reagan pfior to ‘snatling lts
Comprehensive Ant-Apartheld Act uf 1986. This banned new
invaa*mant in South Africa, loans to the South African government, the
~ export nf.onmputers_ and aoll, the i_mpartation of non-stratagic minsrals

and agricultural products from South Africa, es well as direct air ravel

between the two countries. Further clauses threetened o deny
- weapon saleé to countries which continued to supply South Africa _
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(which Israg! took to heart In 1887 by deciding to cut back on the
extent of her scientific co-operation and renouncing new miitary
| contracts) and threatened also to slap trade embargoss on countries
- which took advattage uf restrictions imposad on United States
- hationals. -

~ The Commonwealth was _slowei- to act, but ended with the most
decisive package of all. At thelr mesting in the Baharnas in 1985 most
foreign ministers recommended the imposition of various trade and
financlal restrictions, A committee appolnted at their Kusaka meeting
'in February 1988, consisting of Cariadtan, 1ncl|an and Australian -
exparts, reparted In August that the most targetable, =reas of the South _
Afrian economy were trade credits, which were cr:_mmonly convertad:
" Into medium-term loans. When the Commonwealth leadiers met again
. atKuala Lumpur In Maleysia In October 1988, the entire gathering, with-
the exception of the British representatives, was prepared to adopt a
ihree-wave plan to "ratchet up" sanctions againit South Africa in a
manner calculated to make it very difficult Indee__tl_for South Africa fo - '
- reject demands far the effective dismanting c:f_;}aparthaid. The first
wave envisaged the andlng of el agriculturs! and !:n'_a‘riufactured imports :
from South Africa, and of selected mineral imporis excluding high-value
or -Strateglc categnries such as gold, diamonds; chromis and platinum, |
~and a start to the phasing-out of trade oredits. - The sécond phass,
should it prove necessary, would tighten oil and arms ewbargoés and
~ ban the export to South Africa of refired ofl products, computers,
~ electronic and telecommunlcations equipment, and stop technology
transfeis, the export of key vehicle parts, ali devices which pramote
 automation, and the rectultment of skilled personnel. in cass a third
stage should be necessary, a decislon was taken to investigate the -
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possibllity of sanctionlng South African gold exports and thlrd-cauntry
. products wrth slgnif icant Sauth African content.

6.2 The South African coal avallability -

Coalis & Sduth Africari'rha]dr energy éou?ce; prbduct_ion has picked
up since the fate _198'0"&. and exports are beheﬂting irom the fect that
: fhe country no longer needs to give a "political” discount on overseas -

seles becausa of sanctions Proven reserves®"® could yisld more than

180 years ‘production and oxports® reached a record 59,7m tans In

1995, helped by Improved facllites at the ports of Maputo (in
Mozambique) and Richard's Bay. '

" It South Alfrica, the first récordad discaveties of cosl were in Kwazulu

~ Natal and thé_ Eastern Cape towards the middla of the last century.

Mining on a substantial scale, however, only began in 1870 when the
now dormant Molteno-Indws coslfields In the Eastern Caps, from
‘where coa! was transportsd by ox-wagan to Kimberley, was exploited
in order to supply enargy to the newly discovered Kimbertey dlamond
fields. In Mpuma!anga, the Voorirekkers discovered coalﬁalds, bt
_mlning anly comrnenced gfter the development of the wntwatarsrand' _

- gold deposits in the late 19" _century Goncurrenﬂy with the great

expansion of the South Afican economy, there has been a

2% 5o0 Flowe 15.
%Y See Figura 16.
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concomitant Increase in coel production since World War [*, Coal

- produgtion ross from 500 ki in 1890 to 2 Mt in 1890, By 1920, with an

out-pit of 8,8 Mt per annum, the Mpumalanga coslfieids comprised the

country's lsading producers and It was in that yeer that the first

racorded export of c_:_oaf occurred when approkimateiy ane ton was

~ exported, During most of the 1940's, production averaged about 20

Mt per annum, Goal out-put rose to about 30 Mt per annum at the

beginning of the 1950’5, and at the same fime, exports Increased o3 -~

NIt per annum®?,

After_ e adysfnt of Eskom's "captive c:o!lle'ry" policy, coal demand and. B
produr fion grew ragidly, The onset of the world energy orisis in 1878,

~ as discussed in Chaptsrs 4 anid §, created further inferest in South
~ Aftican coal, and rlsing demand saw out-put gscalaie to new helights.
* During the 1970's, production rose from 50 Mt to 74 Mt, most of the

coé_sl being used locally. Coal exports becams -important only later s
a consequence of the development of a new product called "low ash
bituminows". This beneficiated product eventually became acceptable

in the European markst as steam and blend metalilgical coal. The

recessary Infrastructurs for the larga-sca!é éprrts of coal was created
with the establlshment of the Rlchards Bay Coal Terminal and
assoclated raftway lines,

" in-al, the country has 18 prinélpal coalfields, spraad over an area of

some 700 km frea North-to South and 500 km from West to East,

231 Dapartment of Mines, Geological Survey. Mineral Resources of the Republic of -
Snuth Africa. Handbook 7 5™ ed. 1976. p, 289

% Depariment of Minersl and Energy Afalrs, Mtnerais Bureau South Africe's
Mineral Jndustfy' 199&96 +3 43 .
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The resources of miheable cog' M sifu were sssessed at 81 274 miliion
‘tons by the Commiission of inquiry into Coal Resources of the Republic
of épuﬂ'\ Africa {Petrick Report, 1975). The resources of mineable coal
int situ Yepresent anly a portion of the total coat In the ground and is
L cat_c:ulate_zd' fram total coal by'ﬁapplylng cartaih spec':]ﬁc_:ation's. From this
quantity, 24 891 milion tons of high-grade steam coal and 3,451 million
tons of metaliurgleal coal could be obtained by washing, Resources
" of minsable anthracitic coal in sifu were estimated at 744 million toris
i whan washed?®, The Commisslon also calculated that under tha
- economics and tachnclogy which applied In 1974, only 24 915 mmillion
tons of coal (apart from anthracite) or 31 per cent of the mingable coal
in situ would be extractable by underground mining. - When the
extractable is prepare_d for the market, a 'further loss arises from
- transport and benefaction. '

" Ganéraily; the rank 6f maturity of coal Searhs in'crsasa'a_adtw{ard, with
concombiant decreass in the nuriber of seams and their thickness.
Compared with the great time—.spé.h.during which coal of the !ilqrthern
hemisphers were laid down, malniy some 330 miffion years between
the Devonian and Gretaceous, South Africa’s coal seams were
| deposited essentially over only 55 million years bstween the Pérmian
and Triassle periods, and under very different conditions. The derse
.tr’opical forests of 'Europa. China and North America were formed in
shallow ice-scoured basins and associated rivars, swamps and deltaic
- systems In cool or temperate environments. Net surprisingly,
therefore, coals from the two hemispheres differ markedly In several
respects, _'Nor.them hemisphere coal Is gerierally rich in vitrinite and

%2 op. ot. p. 320
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exinite, and s, thus, mare reactive and softer than the durain-rich typeé
common in the Southern hemisphere. Northern cagl, by contrast, is
more friable and prons o spontaneous heating, rlch(-)!‘ In sulphur but -

 containing less ash than the coal . the south®™.

Most of South Africa’s coal mining ocours in Mpumalenga, which

 contributes some 82 per cent to the country's totel production; the

Free State cantributes @ per cent, the Northern Province & per cent

“and' KwaZulu Natai 3 per cent. As anihracitic coal deposits inthe East -

becorne more depleted, bitumingius coal from the central coalfisids

: (con‘tributtng 98,9 per centin 19951 wﬂf eventua!l f make up alf of South
' Afnca's coal produotann ' '

in 1992 coal was agam a major cnntributor to foreign axch; 1ge

:a-armngs"'25 Atotal of 89,7 Mt, valued at R 478,8 milllon, was shappad

_ to_foralgn_consumers _represanting #n‘increase of 8,8 per cent-and

' 34,1 per cent in terms of mass and value, respeciively. This was the
‘result of increased economic a_c:tiv'lty--'-in Asia, the Unitect States and

‘Eurape, which fuslled the demand for coal and strengthened prices™,

Ecanomists are very cautious. about the prospects for marketing coal

" in Europe In the near-stm future, - Thelr poncerns ars based on the

racent appearance of a European Union White Paper"advocating an

| energy pollcy that requires a relishle but *clean” energy saurce to meat
o the future needs of tha European Union, - As a result natura! gas is

: 22“ " Op. ci, p. 50

Sea Figure 3 ' :
Dapartmant of Minera! and Energy Affalrs Annuar Reporf, 1985, Jahannesburg.
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seen as the logloal substitite for hard coal b Europe, and

powerstations aie therefore slowly shifing to gas. It Is expected that
by the turn of the gentury, about 20 per. cent of the European Union’s
pc:Wer utﬂ]tles will e gas- -based.. On .the other hand, it is aiso
antlclpf.ded that with the removal of coal mine subSIdles many existing

mm_es in the region wil close, which wi[l result in an increase in .

demand for imported coal. However, whatever the outcorne in Europe, -
rapid economic growth is bound to raise power fequirsments in As1a,

' thue. creating aiterrsatwe oppnrtunlt[es in ‘-‘;ou’th African coal exportsz :

6.3 'Tec_hnologicait backg'rdu'nd to produce fuei-from-. oal

' South' Afrlca. becarmie @ world Jeader in synthetic fuel technology. |

Uquld h),;circncarb::ms"‘w have been synthesised from coal since 1956 at
Saa@plmtrq in the Free State. Two more Sasol plants, Sasal Two in
1 980 and Sasol Three i in 1982 have since been comp[ated at Secunda
In Mpumalanga The Sasol plants afso produce fuel gas®, Past

decnsmns of the govemment to invest In synfuel prajects ware largsly
basad on stretegle canslderations. Howeve_r, decisions on future

synthetic fuel projects will be based on economic consideratians?,

- Sasol prﬁdn}cgs syntﬁétic' oil- (about 52 per cent of South Africa’s

recuiremerits), gas and a host of ather by-products (some 120) such

3t See F[gure 15

* See Figure 18 ' o
29 Departmant of Mineral and Energy Aﬁalrs, inerals Bureau Soulh Afflen's
Wineral Industry, 1995!96 19986, p. 58 ] :
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.- as waxss,_ phenal, ammonia, explosives and sulphuric acid from coal,
The Fisdher«‘rropscb pracess used was originally developed overseas
. 'but was Improved to the exterit that South- Afnca is the first World

o producer of these products from coal and gas®™®

| ) _' Synthetu: olt Is refined to hydrocarbon fuals at threa rsﬂneries Sasol
- Ong at Sagolburg with & capaclty of 4,5 milhon tons per arnum and

- sasol Two and Sasol Three st Secunda,  Liquid fuel productlon at

. Sasol One'is {o be phased out and the- plant will be converted to _

; "produca arnmnnia, other chemica.!s and waxes’“

- TJo the Iéyfnan it may.seam_-bewildering that.petroi can be made from
coal. Actually, coal is similar to psirol in that bath have the alements
- carbon and hydroqen as constituents. The basic problem onginally
was 1o comblne hydrogen with carbon hsy means of a chamical

' -reacticm In 1925 the work of Fischer af*d ‘Tropsch had shown -

conclusweiy that figuid hyclrocarbons could be’ produced when
L synthesis gas derived from coal was passed over a sultable catalyst, -
'and in Germany the F‘scher~Tropsch pramss was applied industr]ally
for soma years. startlng in 1038,

| Tha'_Sn.uth African Turbinats .Minin_g' and Refining Gomipany (Satmar), - |
to some extent the cradie of the fuiure Sasol, was established by
Anglovaal at about ihe same time as Boksburg, Satmar's motor spirit

was the first to be manufactured from “entlrely Indigenous raw

; matanals :

2 Gp &t pEO
% |bid. p, 69
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- Anglovaal was determined to use this process in order to make oil out

of the coal. It lost no time In acquiring the right to an oll-from-soat

- process devaloped in Germany, known by the names of the scientists
* Fischer and Tropsch ' o

. When th"e company' acq’uired the Fischer-Tropsch rights it planned to -

apply that process to the _éo_al- whfbh occurred in association with o

Ermelo oll shale. Progress on tis project was Interrupted by the war,
but towards its end Anglovas! also came into the possassron of the
- nghts to the Amencan version of the process. However, as has been .
-~ related, it surrendered ths oil from-coal process because of devaluation -
- ang the demands made on Its capltal resources by the developing

v .Oranga Fres Stata gold-ﬂelds

It was Dr F Mayer, later chanrman of Iscor, and a technlcai adviser to
' _the Department of Gommerce, lndustry and Mines, who wrote the
White Paper of 1927 In which coal gasﬁica’non and low temperature
carbonization were strongly recommended.

- The utiiisation of coal In South Africa for the manufacture of of) gaé
* and petrochemicals began in 1950 with the estuilishment of the Sauth |
African Coal, Ol and Gas Corporation Limited (SASOL).

' “The oikrom-coal plant is based on the Fischer-Tropsch synthesls
pfbcess by meens of which '_carbqn monoxide and hydrogen are
* catalyticafly combined to- produce a range of hydrocarbons and
'organic chemicals. _At Sasol two versions of the Fischer-Tropsch - '
synthesis are smployed. For the lighter hydrocarbons such as liquid
 petroleum gas, petrol and diessl oll, the moving catalyst synthesis is
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| ~ iged.  For the medium to.heavy h’ydroca'rbons, from naphfha upward

" © 1o waxes, the stationary-cataiyst synthesis is used. Bath processes

ernploy iron-based catalysts, produced in the Sasol plant. The coal as
- .mined is crushad to 6-50 mm size and pressure-gasified with the aid
- of stearn and oxygen. A‘ter atringent purlﬂcation, whsch Is necessary

to avold’ ‘sulphur poisoning of the catalyst the gas is sert to the

-~ synthesls sectione®™,

" Varlous systems of cos gasificatic have been developed and virtually
-any coal can be gasified. Normally, higher t_emparaturés lead to faster

ol reacti'on rates and thus greater tﬁmughpm here a limiting factor may

- ba the ash fusion characteristics, a3 low ash fusion tamperatures cauid
et operatlng temperatr.n'exsm

- _Allt’nough'the hi'st'o'ry cﬁ Sasol dates from September 1950, mnétructiqn '

.of the plant could only start towards the middle of 1962, and the first
units ware put into operation in 1954, By the end of 1955 all the main
construgtion wark of Sasol's first phase had besn complsted. It was
" supervised by the Kellogg International Corparation (KI0) which had
- b'y'that time becarne ane of the teading builders ot oil refineries and

o chemlc:al plants in the world, . Most of the squipment cams from

B Germany and USA; smallet ;uanti’nes came from Britam, Swrlzeﬂancl -
- Belglum and France.’ ~ The South Afrcan industry suppliad B
squivalent amount of structura{ and rennforced steel.

Slgm_a's :relaﬁ\reiy shédlow coal, 150 méti-eé Beiow' the _surfada', had a
highashe *“tand Wc:uld be of fittle value on the apen _market. a

232 prineral Resoumes n'the Republiv of South Atica. op. ot p. 328 o
= op. et P 328
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However it was suftable for pressure gasification and for steamn
ganeratiori without any pr.4reatment bayond crushing and screening.

_ “The minus tan millimetre fraction was to be pulverised for use in
" boilers, and the ten—mlllimetre to fifty- miiﬁmetra ‘was to be fed to the
o gasn‘lers. '

Tha flrst main unit of the Sasol works 1o be started up was the power :

_ station, where the first boiler was fired on oil on the 15th June 1954.
o Th:s was only thlrteen mionths. after the bw!dmg of the power station '
. had started. Orloa coal from Sigma. oould be brought to the surface, |

‘ the power station boliers sthched over to Coal buming. Also in the

- second half of 1954 the first turbo-compressor in the oxygen plant was
~ started up, and in the foltow:ng manths, several air separatlon units

- {wera ccmmtssloned

The fi rst synthesis raaction was achieved in 1955 and by the end of
- that yaar, cars were ﬂlling up wlth Sasol.

As a. ploneering achiavemant it is ona 'of South Africa’s grestest

" success storles, onie which can largely be surbuted to Dr Elenne |
'_Housseau, managing director for sightesn years. He said, - after the
_ 'factory had been bullt "We at Sasol believe that we are engaged in the
Cmost exclting and . one of “the  most [mportant technologtcal

N deveiopments in South Africa".

- On_ce could see how_ thé Sasol plarit was originally envisaged through:
" a seale model, which was put up on view in the shtrancs hall of the

admanistratlon bullding. When actual construction began, pruvismn
was made for the establlshment of allied lnddstrles or thase, which
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'- were to maka use of Sasoi products adjcnmng the plant. To start

with, the undertaking ccmprlsad a synthetic ofl plant a colliery, water

works, a power statlon, sewage and Industrial waste disposal plant,

raiway sidihg, roads, administrative buildings, a village, housing for

.- Black miners and & townshrp for those Blacks not errlplayed at the
mine. o

T A tﬁe Sigma Mine capital Spé’nding escalated from HS 611 260 at the -
 end of the 1954-55 financlal year to R16 420 628 on 3¢ Jure 1474,
: -From October 1953 untl ths mine was officially opened by Frandis du _

" Toitih September 1954, 66 746 tong of coal had been raised. On the.

11" of that month the first coalwas suppiied to the power station and
oni9 No\_fember the gesiflers rcoeived their first 136 tons. By 1974
Sigma’s annusl out-put had increased to 4 537 000 tons.. '

o [From Sasol's _ihcé-ptiohj the a};]écti\ze-orientated management wanted
" "to deliver the goods'. So the maln laboratory checked the quality of
raw materlais and intermediate and final products st an early stage.

Coal and ash were tested, raw and pure synthesls gas, cafaiysts, tar,

| gas !Iquor ammonium suiphate, petrok, dleset oll and parafiin waxes,
‘as well as numerous solvents. Products almed at were enormous
quantltles of ammonia, crecsole, ttstr1 pardﬂln waxes of varioua types, '
alcohol a host of othar chemlcals and, of course, fuel.  Sasol petrol

' wes to ba of top-grade qualty as it wauld be practicatly sulphur—free .
. and required no fead additive.
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6.4  Financial resotrces

~ The calls for economic sanctions and_emha_rgqés against South Africa,
as | disoussed previously, were ineffectve bscauss those who
advocatad them had few links with South Africa, while those that had,
~ opposed sanctions,  Yet the govariment was ot complacent, To
' counter the sanctions threat it set out to Increase self-rellance and
reduce the country's vulnerability Thraugh the Defence Amendrment
 Act and the Forelgn Affalts Speclal Ascourt, trade and Investment wes

- prometed and Interrational partners shielded from adverse publicity by

: .'st.tppressing information. Strategic minerals, Including of, wera
stockplisd, and strategic industries were promoted, such as the Iron
and Stee| Corporaﬂon' (l_SCO_FI), Sasol tha coal to oll plants, and
. Ar'ms_cbr the arms manufacturlhg company, The strongest econamic
links were In Southern Atlca and with the West, In the West the
© traditionat links with Britain flourished, while trade with the Urited
- Siétés_',"the former ‘West Germany and Japan expanded quickly, For
 exainple, trade with Japan which had totallad about USDA80M in 1987
- had risen spectacularly to mare than UC1J1 000m by 1973, The battle
“over gold prices oontinuéd._'but' with a decline in the strangth of ths
. dollar and increased demand for gold following the 1973-74 ol crisls,

) ; lSnuth Africa- eme.ged in & strong position. " Guld remained South

: 'Afrlca s single most ‘mportant export and s posttion strengthened on

~_the free market. In 1971 the gold prioe, which hau been fixed at

'USDS5 en ounce for forty years, was allowad to fmd lts own value. By
June 1872 it had reachet! USDBO and by the end of 1974 k stood at

USD188. In 1973, 98 per cent of gold production, wortn BY,750m.,
was exportad. Alongside gold, the production of other minerals also
mcreasad reinforeing South Africa's imks wi*th Wastern Industries.
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Alerted by the 1973-74 OPEG ofl shock, thets wete overall concerns
 sbout South Africa’s minerals. Between 1970 and 1980, the world
traclé.in_ chrome doUbieB‘_as inclustrial demand increased. Thers was
no easy substitute, and athough supplies were plentiful in the main,
~ production areas {former Soviet Unlon and Southemn Africa - Rhodesia
“‘and ‘South Africa) chrome had become “oritical for Western
ecohbmies"'.- South Affica was an afiractive supplier because of Its .
“relstively low labour costs, its Invesiment in reseerch, its reliellity and
its sound Infrastructirs, Added to that, by 1977 the internationial

chrome market was in corfusion when the former Soviet Unlon
suppliss becare erratic and the United States repeeled the Byrd
. Amendment (by which the United States had continued to ll'l"lpCrft
Rhodesian chrome) In that sltuatlon, South Africa, which in 1978
produced 35 per cent of the worlds chrome and 52 per cert of
© ferrachrome, was of key importance. In 1877-78 South Africa supphed
50 per cant of the EEC's chrome (70 par cert in Brltaln S. case) and 48
per cont uf the Unlted State’ 8

a The_ imppriance of South Africa as & producer of stratégic minerals
- became a E;uestion for the Western powers of balancing current ease
of access. to minerals of unquestionable ‘military end economic
importanc'é. the obteining of which from other sources would have
been possible, but not always eas'y and probably very expansive,
_agalns;.tha' need to ensure continued access ta South Africa’s minerals
in the event of a change of regime at some later, date. By comman

-agreement, the thres key stretegic milnerals found in large guantities
and produced in South Alfrica, were chrome, manganese and platinutm,
Al had to d o with the production of high guallty hardened, heat-
resistart steel, of special Importance for jet engines and the burning of |
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- rocket fuele. In 1983. South Africa produced half the world's platinum, |

38 per cent. of the world's chroma and 22 per cert of the world's
manganese These tiroportions were by any standards impressive,
- especially when it Is realised that 81 per cent of the world’s reserves

~of chrome and 78 per cent of manganese were considered 1o be. _
' 1ocated in South Aftica. '

" Despite its successes, Solith Afrloa could not escape the vagaries of
the international economy, and in her case problems were
compoUnded by 'pbl[ﬁcal_ factors. That was underiined by the ol crisis.

. The crisls, which startedi in 1878-74, with a sharp increase in prices,

- deepened following the October 1978 Araky/Israeli we., as discussed

- InChapter 5, when the Arah States cut 20 per cent of thelr production,

| - increasec! prices further, piaced an.embargo on "unfriendly” States and -
= s.Jpported and OAU call for a total embargo of the white "racist
- regimes®, Although South Africa could rmeet tany of her energy needs.
from her own coaP* and hydro-electrical®® supplies, she had no
natural oll. - Before the crisis ofl sup]ﬁiies had come fom Iran (38 per
cent), Saud! Arabla (24 par cent), the Gulf States (20 per cent) and Iraq
(18 per cent) whish Sasol produced 7 per cent. It 1878 oll actounted.
for only 25 per cent of tatal energy requirements but it rapresented
' m_z':re than 80 par cent of transport needs, There was, therefors, great
. c:onderﬁ The gavernment reduced con‘sumpﬁdn by ralsing.the price
of petrol In posing spaed limits, closing ﬂliing stations In the evenings
“and weskends and calfing for restraint, but the solutlcn came [ a new
agreement with lran for mcre_ased supplies.  While the cost of the
agrasment was high, it was offset by the increas[r__lg' price of South

%4 Soe Figure 20
% Sen Flgure 21
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- Afrloa’s own minerals as tradets turned to gold as insurance against

fluctuation currenclés, and Western Industrialists, alerted by the ofl

crisls to the vulnerabllity of strategic materials, Stqcked minerals. In
~Japuary 1974 the government was abls to announce that petrol
rationing would not be necessary, - '

Dr Diederichs, the Sauth African Minister of Finance's, 19?4 New Year
- econamic _'survey_ Was_'op_timisttc.' He based It on the previous _year's

- growth - domestic product 8 per cent; gross national product 8 per

“ gent; and manufacturing production 9 per cent. He said that it would

be misleading to suggest that South Africa had not been affected by -

adversa international developments because trade and Investment’
wars so important to- her econorny, but four factors had helped to

' '_ overvoma the problems - the recognition that South Afrlca stood *on
- the thrashoid" of a new phase of prosperity; her limlted rellance on of _
for energy needs, the favourdble climate for her manufacturers and | _
exporters; and ﬂnally, increased ntemational demand for her natural
" resources. |

85 Political Will

_ The decisions-tékan in tﬁé ﬁﬁies, rssuitthg in today's tachnciqglcﬁl_..._
~ galn, rescued ‘South Alrica from crisls antl supported it through critical
- periods of hlstory.' In August 1966, thres waaks before the death of Dr

HeF Verwoerd, South Africa’s sixih Prime Minlster, the Cabinet took the

decision td establish the Natref Petroleum refinery, In which Sasol,

Total ‘and the National Iranian Oli ‘Company (NIOC) would be,



186

shareholders. I'_Fhie.- mo@:e had se.curlty as well as aconomi_c objectives,
~and 1t was in keeping with action taken by govemments of many -
Western cunsumer colintries, through which they acyuired an interest
“Inthe oll induétry. 'Shci*tly I'J_eforé Waorld War 1, the British govermnment-
ana praposat by Winston Churchil, created a precedent' whah it
obtamed control of the Anglo Petsian Company, later known as British

- _'Patroieum Subsequantiy France, and then Raly, took similar steps,

~ and the majority of consumer countries followed suit:

it was obvious that Sé_\sol would be chosen to take the lead with the

. _ sstablishment of the reﬂnary on behalf of the government. In fact,

Sasol had Initiated the venturs and had pavad the way to a satisfactory
' agreemsnt between the partners concernad. Its vics-chairman at ths
. tlrne, Dr H.l Van Eck was the first to advocate participation by Sasol
i the refining of natural patro[eum which he considered to be in the
“Interests of the country and the balanced developmant of the
orgarisstion. Apart from its established interest and accumulated
| know-'hdw In tha production of liquid and gaseous fusls from coal,
Sasal was Instrumental In purchasing and stock-plling cruds oft for
-s*rataglc purposes, and ft afso held half the shares in Soekor, the

g ~ coneern chargad with tha search for natl,Jral ofl and gas.

The Shah of Iran hed always indlcsted that his covinty, 8 & exporter
of pet'r-o!aum,' _de'si'red' paﬁlcipat!on in down-stream operations and that
" It was prepared to make investments In consumer countries. South
- Africa was prapared to accept that offer. On the occasion of Sasal's
twenty-third annual generat mesting in September 1973, when an ol
orlsls seemed inevitable, the E:halrman had cause to stats,
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. we ai Sasol considef' ourselves fortunate in already having
~. the Natlonal Irantan Oil Company asa partnar and tha main il

suppller at the Natref ret‘nery“

Itis sngnlﬁcant that the Irariar invsstment in Natref was one of the first

o two down-stream ventures in a consurner c:caurrtmr by a member of

| QPEC. The Iranian decision to co—aparate with Sasol was taken six
' years before the OPEC Perticipation Agrsarnents and was prauf of_
- excellent forasight,

In the early seventies the ‘world's energy policy-makers began 1o
- appreclate __tha'_r energy sources such as oll were indeed finite. Genuine _

" " attempts to conserve oll and rever! to alternative forms of energy on

a large scale were expressed worldwide, Little came of this. - By 1975
oul provided more than half the world's anargy neads ancl consumptlon '
_was incraasing

t_n 1673, when oll-related politics began to place the anergy world in
jeopardy, two-thirds of the non-communist world obtained fts ofl from
the Middle East and Africe, and only 19 per cent came from Amefica.
Cheap ofl from the Middle East was a malor cause of ol greed and the
sbandonment of economic Jaws - the so-called “diseconc':"[.hy of plenty”.
* The growing depéndence on oil made the highly dsveloped oil-
importing countries an cbvious sconomic ard poli‘tical' target for oil-
producing Middle _Eastern countrié_s.- These po_litlcaily unstable
countrles wers, for some time, ina position to open or strangle the oll
* flow fo the rest of the world voluntarily, thereby manipulating ¢ ':_ prices.

As garly as 1980 the Organisation of Petrdleum_ Exporting Countries
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(OPEC) was founded, its primfs'.ryr aim being the negotiation of higher
ofl reveriues for its member countries.

Strife among its merﬁbers meaﬁf that immediate suctess was not. -
. forthicoming, and the ofl price in 1970 was néarfy_ the same as that of _
o 1960. At the beglnning of the seventies the members of OPEC settled - |
o t_hefr -differances _and OPEG began to use ofl a3 a political weapon, -
Drastlc brice incresses 'fbli_owed' in repid 's_uccesslbn,_ shaking an
- aher'gyﬂgre_eby' warld to Its foundation, 'In1970 a barrél of oll stil cost
- $1,25. By 1978, it hed risen to as high as $17. |

in October 1973, the world was wranched even further from its energy
‘Utopia. In the' Middie East, the' Yom Kippur wat broke out between

- Israel and Egypt - é_war from which’ the. Israglls were to emerge .

" victorious after Just six deys. The consequences of‘!g_h_e war, however,

~ were hot as shortlived.  The syrapathy of the Westizm countries lay
withisrael, The Middle Eastern ol countries, an the-other hand, wers

-~ well dispose_'d towsrds Egypt and used of as a powerful international

. “weapon, by drastically reducing production while at the same time
 imposing baycdfts‘ on countries well disposed towards Israel, An

artificial off shortage was created. The West had no opﬁon but tO' -

_ accept phenomenal price increasas

‘Being haewity dép_endent on Imported crude o from the Parstan Gulf
for its transportation fusl, South Africa fost apprt»XImately RSO0 milfioh
 per annum due tothe higher ol prices. Moreover, It seemed that there
was Virtually riu'-__cei'lirig to further price increases,

" There wera; howe\?er. factors that c_:oﬂnted n South Africa’s favour



09

'whlch helper:l o counter the snack of the enargy cr1515 F‘rst[y,
~ imported ol accountsd for less than 25 per cent of the country's
-‘"anargy need‘ sacond[y, Natref in. which tran had a share, hed -
airaady begun produutlon in. 1971 and thlrdly six of the big -
internationat ofl comparies with access to sources of of in ‘many

' countries had vested interests in South Africa.

' However, the gfeatesf asset was coal. As the sixth biggest producer

~_ of coalith the fifth largest reserves, South Afrloa's greatest strengih

‘Iay Infbetter wiiisation of casl.

'Dn 12 November 1973 the South Afrrcan public was literally stoppad
_m fts tracks by the announcement of drastic fuel conservation

C measures, ino_ludmg speed Iimits ¢t 60km/h on the open road. In
~“sharp contrast to the spesd limits, this era was one of. unpreoedented o

- acceieraﬁcn in the development of the oft fronwoal procsss South
~ Adrica might not have had its own o:! resources, but it have its own
B Goal resourses, '

On 5. December 1974 the SABC's News at Nine (from Durban)
foatured Senator Ower' P.F Horwood, Minister of Economic Affa;rs,
* announcing thet "the Cabinet has decided that a second Sasol must
be bl as soon as posslb!e to produce patrol, diesel and other
~ petroleumn producté' from coal', and further, in. the  same

: _ announcem@nt, that "the naw plant, Sasol Twa; wil produoe more than

ten tlme the amount of patrol and petroteum products ihan the a;dsttng
oil-fro_mfcoal plant, and will be one of the largest indust_riai prajects sver

 undertaken in South Africa. Based on.current costs, the capital o

requirements, township development exciuded, will exceed one bilion
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N Rand, and it wil p'rovide j_ob opportunities for thousands of white and
__ nbn—whita workers, The capital fund_s will mainly bs 'acquired from the
- following three sources: _the 'Strat_eglc_:_Oit Fund, export credit facilities,
‘and moniss appropriated by Parliament to tne value of approximately
ong fifth of the total. - The w1thdrawals from the Strategic Oil Fund will
_ make it nacessary in dua course ta | mcrease the exlsting [evy on fue!s" o

" “To reduce Sauth Africa's depandanné on éxpenslve imported crude oil, '

& second plant, sasol Two' (tenfald the size of Sasol One) was
o comm!ss:oned in the south-sastern Transvaal {now Mpumalanga)m

i Constructlon started in 1975 and the first ofl was producsd ]n 1880,

| In the conéumer' countriss the lack of progress__towardé greater
" Independence from imported ofl was. disappointing. - This was )
-espédiali_y applioablé to the Industrial countries and 1o the b'igg'er _
conisumer countries fike the United States, In particuiar. Here ol
Imports had increased from 35 per cent to 46 per cent of total
o consumption. Very little came of the much-discussed Carter energy
~ plan, The w_'o_rid’s dependence on oil meant that it was still a powerful

: po_lltlc:al_weapqn_.:_ oil imparts were seen as South Africa’s Achilles heal,
and & target on which radicals could focus ther attacks. Oil boycotts
~would not only hmder Industry and tra"\spnrt but could hava a npp!e .
erffect, causing disruption and unemp]oyment‘ :

| ._ ‘In 1979 threats became réality fdr South Africa, The regime of the
: Shah of Iran was overthrown by a revolution. [ran’s oil product:cn was
| drasticaliy raduced The rasu!tant all shortage led o unheard-of prices

- ™ See Sasof Facls 1997. p. 4
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belng asked - and Ipaid - for oil sald on the open market. These pfice_s
were sometimes Substantially more then double the official price.
Since the new Iranian government refused to supply Sotth Africa or

-1sraet with oil, South Africa could only satisfy part of its ofl requiremerits
- on term contracts at official prices, The bulk had to be obta:nad on
- the open market inmai!y at high prermums.

a '_ If, as was ganerally predlcted the crude ofl price would continus to Hise
| after the complation of South Afrlca's second synthetlc fuel plant Sagol .

- T\n_\_to, the country would enjoy graatly increased savings In forelgn
. exchange. The proftability of the Sasol project, and its strategic valus
~ tothe country, would also incraass considerably. - For Sasol, therefore,

the cri5|s was actually an energy boost, cauamg it to undergo a total

. _ transformatlon wh!ch wouid bscome evident’ Iatar,_

: Between Chrlstmas 19?8 and New Year 1973, Sabol Managing
. Director, Mr Johannes A Stegmann (1976-1887), was requested by the
Minister of Economic Affelrs, Mr Chris Heunis, to submit a report on P
the doubling of Sasal Two to the government. A pkbvisibnat.- but
 reliable report was ready on 5 January 1979, It coversd alf the .
- paran.ets . ncluding costs of constriation, economlc [ustification for

the pr~le 1 and the overall financial schame, as well as the timatable

- for the r.zrc:jec:t,t the raquirements arid prn\}slon of staff end the sffect
~on the eoonorny of South Afrlca as a whole. This first brief report of

oniy a few pagas contained the essential facts and recommendatlons _ |

 relating to the third synthetic fuel plant pro]ect Hewever, the declslon

to proceed with the project was not taken befare further thurough' '

: studies had been undertakan,
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The Energy Palicy Commitiee, then un'der' the_chairmenship of Plet -
: Preterius of 'the'Department of Planning, was to advise e government

on all important enargy matters. Mlnlster Heunis® directive was that

this commrttee should investigate and submit recommendaﬂens onthe

i deSIraburty of such a project. By the middle of January 1978, t_he
cummittee submitted & concise but comprehensive repart with a
:strdng, L_manih'ious reeommendatio'n- that the project proceed. Justfive

- waeks after the project had first been considered the Cabinet was in.
o pesmen 1o igke a deelslon The decision was made a week later,

e after the matter had heen referred o a Cebme’r cemrr-lttee The

'estimete_d final cost was R3 267 milion, The expected censtr_uetten
‘. tlnie, tater impraved upon, was 42 menths' The accuracy of the data
was. fagilitated by the fact that the Sasol Three pre]ect would be &

dur;‘ieefen ef Sesol Two.

3 time the flnanelal plan had taken shape. It was alraady ciear :
nuch money had to come frorr‘ abroad, from fuel levies and from
1overnment At that point, the financial contnbutmn which the

.. «isation of sasal. wotld make could not be estimated.. However,
the possrblmy was already uncler consideration, For sound eommercla!
- renastnrs, Sasol requested Mr Hetnis to postpone the announcement
' _ because centraets needed to be renegotiated. By using emet!ng
. 'centracts to Sasol Two asa pelnt of reference, vast sums of money
wers ea\ted Wlth the. mejorlty of contracts concluded, Sasol could
-gwe the green light for the official annouricementt of the project, On 22 3
' February 1978 Minister HBLlnIS enneunced

“Sasol Two at Secunda Is to be extended to more. than double
its producﬁen A [evy will be lmpesed on the aensumpt{on of
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' petrd_leum prcrducfs In order to cover _part_;bf the cost of

" expansion. The estimated cost of the expansions, including
extended mining activities, is R_a 276 mitiion. ._Ti-:_;'e goverhment
haé ‘decided that this fs & golden opportunity‘ jor greater

partic:pation by the privaf‘e sector in the energy fleld; the

opportumty will be created for the purchase of shares In the
Saso! Group, ‘A programrne to this end is currentfy bemg -

devised and it is expectad that the offer to the public of shares - |

~inthe raievant cnmpames In the Sasol Group wul take place by'
" the middle of this year. The expanstons will he. ﬂnanoed as
T .follows - )

(1)' sharaholdlng by the State by way. of parnamentary _ |
) appropnations,

@ 'shafeh_btdin'g hy the private sector; -

(8 export credits; and
(4 the State OIl Fund, financed by & levy on all products
- menufactured from ofl and bridging finance from private

sources, supplemented by State finarce.

* The first phase df.the expahsions at Sasol Two Is expected to

be completed as sarly as March 1982 and wul be able {0 start’

productng immedlately

- less than _fcsur' mon_ths __aftsr i .'_mnouncemant, all the cuntragts and
~‘orders, with the e~icaption of certaln mass materlals such as plpes, had
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aready been placed. Site preparstion wes alfeady 25 per cent
_complete and the first foundation plles wers sunk on 1 July 1979,

When s Sasol Two project was approved in 1974, the estimated ims -
for con‘pleﬂon was six and a half years. Accordlng to this timetable,
the dersign was to. have, been finallsed in Saptamber 1979, while
construction was to begin &y July 1977 and be campleted In Qctober

1984, In reality, Sasal Three (almost an exact replica of Sasol Two)

- was almost finished by then. It was fully operational in 1982,

= Ac:dording to Sasol's reports, Sasol had invested RS 800 millan in the
iwo Sasol plants alorie. - Todey these two plants (Sasol Two and
Thrae) have an estimated replacement vaue of R32 000 miliion. With
Sasol .Two_ otilt um_er construction, it was decided in 1979 to proceed
with the construction of Sasol Thres, Financing of the project was
undertaken by the Central Energy Fund (CEDY? and the Industrial
Development Corporation {DCY* through ts submdlary, Konoll, with
the ald of Stats grants\

27 GEP's origins date back to 1984, with the formation of SFF to procure and store’
“orode ol for Bouth Africa’s transpott needs, The main ebjectives of CEF in terms of
the Cantral Energy Fund Aet, Act 38 of 1877 as amended, Is finance and/or pramote
tha acqulsition of coaty the exploltation of coal teposits, and the manufacture of iiquid -
fuel, olf and other products frott coal, The 1975 RSA Budget iavled fwo cents perfitre

_ on the retall selling prica of petroleum producis to be pald inta C'SF, The levy payable

" on petrel, aviation gasoline, kerdsena and distilate fuel was Increasad from twa cents
*'pat litrs to four centy per litre in 1977 and was fhen discontinued on 31 March 1888,

| CEF Annual Flnanclal Statements ior 1994-95 g, 19

.28 The DG is a wholly owned State Corporation established by Act 22 of 1940, lis
“misslon i to assist]  rithe financing of new ar existing private sector erterprises
. gb thet jndushisl develupment takes plage In South AXica nmccording to sound
" business pringiples. DG Annusl Report 1894, The 1DC gronted R428,.2 miliion in

. “financial Interasts In Foskor ond the Sasol group fn 1984, and contributed for the -
finaneing of Sasel 2 and 3 projacts. The IDC Is actually (1892) a shataholder of Sasol

It 3.4 per cent,



Sasol becams a private sector company In 19789 when Sasol Limited,
the group's holding company, 'was listed on The Johannesburg Stack
'Exchange. The share Issue was then the biggest in the history of the
. Stock Exchange. Sasol was once again preparing for anather
important step of its development.  Sasol One had shaken off its
withdrawal symptams. The commissioning of Sasol Two had produced
' sdme remarkable achievemenm. The construction of Sasol Three was
progressing ameme[y wel[ - The time was ripe' to round off the
 privatisation pracess. | | |

" Asfar back as the 1978 prospectus it had been spelled out that Sasol
wohld sventually buy out the govarmment’s shares in Sasol Two. The
deadliine for the takeover was 1989, In the 1879 prospectus, 1984 had
been sét as an optimistio target date. Thanks to Sasol's success and
- guod flnanc;a! rasults it was possibie to bring this date forward by
| _approxlmately 8 yaar, |n the midst of fluctuating exchange rates and
~ uncertaln international oil and commadity prices, Desplte the difficuit
ecanomic times preveling In South Africa, on 7 November 1983 Sasol
‘bought out the State’s share in Sasol Two, and it became a wholly-
owned subsidiary of Sasol Limited, Sasol repaid the Stew in full for fts
investmant in Sasol Two - with intarest calculated from dey one. The
buylng out of the State's 50 per cent interest In Sasol Two, for an
amount of R2 820 mmilion, concludsd a process which had Begur ten
. years garliat, ‘Sasol's contribution to the alleviation of South Afrlca’s
. balance of payments problem ¢ that stage was evidert, particularly i
it is borne in mind that the Sasol factoties saved the country mors than
R2 billon in forelgn exchanga annually For the State too, the |
privatisation was & great success. With the takeover of both Sasol
- One and Sasal Twn, the State's retum in the form of shares and cash
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amouried to approximately seven times Its investment in Sasol One,
plus full repayment w'ith_irltarast in the case of iis investmenit in Sasol

* Two. Aiter the takeover of Sasol Two, Sasol's assats amounted to
- approximately R6,5 billion, Sasol Synthetic Fuels (Pty) Limtted became

rasponsible {or coal canversian into fuels, -

At the $ame time, in 1984, OPEC lowered the price of crude off to $28

. per barral, reduced i_ts -produotion celing to 16 milion barrels a _clay, '

and lowered individual praduction quotas. Despite GPEC's production
allocation scheme, virually all the decling in output was absorbed by
Saudl Arabla. Whila b_ther QPEC members elther maintalned or
increased theie but‘pﬂt, Saudi prbduct_ion declined dramatically, By
August 1985, Saudi Arabla’s output had fallen to 2,5 milllon barrels a

day, less than ane-fourth of fts production in 1880-1881. in the second

half of 1985, Saudi Arabia abandoned the role of swing producer. In
order to increase its production and restore its market share, Saudl

 Arabla abandoned selling crude oft on the basis of official OPEG prices

and Instituted a markei-responsive price formula besed on the value of

~ praducts into which its ofl was refined, or *netback” sales contracts.
 Once this h. Jpened, OPEC was no longer able to manage the price
“of ol In December 1985, OPEG recognised the insvitable. it

 ebandoned the eystem of fixed official sellng prices end concertad
- production reductions. Far ths first Yime since the “seven sistars”

agresd to set prices, the ol cartel agresd to aliow prices to bs
determined by the market. Largely due to the dramatic increase in

~ Saudi Arabia produstion, OPEC cutput soared by almost one-third in

1988, The resutt was volatiity and a sharp fall in the prics of ol Spot
market prices felf from aboit $27 to $31 per barrsl n November 1985

o $8 to $10 per baree) In July 1986, The collapse of ofl pricss led to
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& parallel drop in the vaiue of ol exports to their lowest fevel since
1973%8, - '

Another important probfem grew out of the Iran-traq war. It was a sign
of the change in the oil rﬁarkats thet the bambing of ol tankers and _
shippinig faclities In the Persfan Gulf did not lead to & run-up In ofl
prices.during the 1980s. The spare capacity of the other GPEC and
" non-OPEC oll producers, public staoks in consuming countries, as well
* s the oll-sharing arrangement of the Intemational Energy Agency
cushioned any pota’htiat threat. 1t was the end of the Iran-lraq war that
posed a threat to ofl prlbés. During the war, lraql demands for an
- increass in jts quote met implacab!e reslstance from lran, which
inslsted on mairitalning its second place in OPEC quotas (behind Saud
Aréibla) and refused to allow Its enemy to improve lts relative position,
Resolution of the confilct was deferred during the war by leaving iraq
'+ put of the allocation scheme. As long as the war limited the akility of
both Iran and lrag to pump of, tha frag-lran cantlict did not threaten
. OPEC’s supply management, Howevar, the cease-fire betwaen the
two agreed to In mid-1888, posed a serlous thraat to OPEC's ability to
control ol supplles, Irag was in the process of significantly expanding
its production capscity. Both countries faced highef revenue neads for
* rebuiiding and fesuming economla development after the lengthy war,
. and .'bu_th" falt justiiied in producing more becausa of the post-war
needs and because of thelr retiuced production during the war.
H-, wever, because of the mutual distrust and antagonism arising from
 the war, OPEG was initiafly unable to regotiate a new allocation _'
" scheme. By November, action by Saudl Arabla and Kuwait had forced

39 yuan Bdeiman Spero. The Rolitis of Infemational Economic Relations, 47 ed.
1880. p. 283.
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OPEG to agres on a naw production agresment ta limit production to

18,5 milion barrels a day and raise prices to $18 per barrel, Iran
- received s old share allocation and agresd to allow Irag to return to

e OPEC system with a quota syual to its own. Iraq‘s .incl_‘aase_ same
at the expense of other cartel members, sspeclally Saudi Arabia,
whose quotas wers decressed, :

Sasol's financial fortunes are intimately connected with events in the -
internetioni! of markets®®, The serlous negative Impact of the lower

. product prices was cushioned by increased ‘production volumes
~ auhievad by the oil-from-cosl Sasol's production divislon™! and by the

cantainment of gost incresﬁses to substantially kelow the inflation rate,
In 1987, the total market growth of liguid fuels exceeded the increass
in production of synthe®~ fuels at Secunda (Sasol) which led o a
higher volume of crude ou being processed than in the previaus year,
However, the favourable sifect of the Increased volumes was

~ tounteracted by lower refining marglns arlsing from the gradual rise In
~ orude ofl prices which were not fully reflacted In the prices of refined

products™®, The 1987 Sesol aperating profits of the crude olf refining.
divigion was therefore lower than In the previous year. South Afrlca
kept its own strategic fuels without exira expenses far the government

 due to the fact that Sasol malrdalned its fusl-from-cosl production -
“which h_tgh costs were compensated by diversification of its by-

products such as the chemicals for industry and agriculture by bold
investmant In new chemicel plants and infrastructure, as well as new

0 gaol Annual Raport 19t p. 3

2% The produstion of Sasal's fuel-frum-coal way A0 per vent of the total ef South
Afrina § total consumption
P42 gasol Annual Report 1087, p.8
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markets. Since the mid-1980s the Sasol Group's emphasls has shifted
" towards .deﬁ:albping and marketing higher-value chemicals for a wide
- sbect'rum of domestic and international markets. This drive was based
' on seversl favourable factors which included:- L

@

)

@

'axtensive reserves of low-grade coal that have litde alternative
“commearglal value. DUtSIde the Saso! Group s vast synfuals and
: chemlca! opsratlons, _

world~class track' record In developing and refining process
technologies, espacially in the ﬂeld of Flscher-‘!'ropsch
synthasis, '

favourable eocmdmles of scale, especlally at Secuhda, and the -

~ gli-round drive to reduce wastage, enhance the cast base and -
imprnve productwity and quality, and

' combihation of u'nlque' tedhnoidgieé and feedstacks, as well as
the extent of some of Its under-axplouted petrochemlcat paols
(most notably olefi ns) '

Since 1he mid-_1980_s, Sasolfhas entered several new chiemical and
~ associated fields, emang them crylonitele and acrylic fibres, a!pha_

 olefins, polybropylens™, This prompted Sasol to enter the fertiiser
market in 1983, mining explosives In 1885 and polyprapylene in 1990.

243 Sasol Report Engineering Week. Apti 1967, p. 8
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In addition to hroducing and marksting a rangs of chemical fertilisers,
the fertlser division beneficlates phosphate rock at the 50% Sesol
Chemical Industries-owned phosphoric acid faclities in Phalaborwa™,

~ As the BasoPs chairman wrote In Sasol's Annual Report 1991:-

“Admittecly, there are fawer opportunities for irnpc_art replacement
o now than a few decades ago, but these should not be
" disregarded, More often than not It is the successful import
replacement indusiry that also mana_gés 1o competa affectively

" on export markets'.... "Government's serious consideration of
policles to improve the competitiveness of the South African _
industry should.be commenced. There- ara many irivestrnent
disadvantages and henee competitive Impediments facing the
South African Indusiry. The major ories are high tax rates,
inadequate investment Incentives, scaroe human resource skills
and poor productivity'... "It I very. gratifying, therefore, that
‘Sasol, In a pérlod of low econcimic activity, is able to praceed

- with confidence with a wide-ranging Investment programme.
Sasol is currently engaged in projects valued at B3 000 million,

| most of which will serve both export and domestic markets".

In fact, since the 192(1_5, South African trade policy has résted on the -

assurnption that domestic impart substitution Industrialisation (ISf)

" could be financed by fh_e expnrt of natural resource progucts such as.
gold and diamonds, and by the exploltation of cheap labour. This led

4 susol Facls 1907, p5
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. to thie deu'alopfnant of expensive and complex protectionism structures,
whizh nurtured largely inefficient domestic manufacturing industrles. -
" These tendencies were strengthened by the permISSivéness of the

State 8s r'egardt" the protectionist and monopdiistic behaviour of
~ powerful business ‘groups, and by strategic concerns derwing from -
aparthelduinducad lnternatlonal isolation®,

Thé forme_r[y'_'State-rUn sy'nfue.l firm, Sasol, has been privatised but
‘continues to beneft from State subsidiaries although the government
announced in Decermber 1995 that these wouild be phased out. Sesol
s likely to shitt out of fairly aﬁcpensl've synfuel” production ‘info. the
~ developmerit of a petrochemicals industry, which. could significantly
boost jobs and eHpoit-© '**‘"ninls, and aid import substitution,

""Hovy.f_é{-ar, there was slso an _el_ement of risk: the prc[eét'é product

' would have to compete with OPEG oll. The prices of ts products

-wottld thersfore be Influenced by internationa! polttical considerafions.”
As tha Enargy Chle Directorate wrote inits 1995 Annusl Report:

The clavelopmant of a Iqultd fusl polic:y has been & long and'

tortunus process This is mainly dus to the Tormidably complex _ |

issues and the divergent Interest groups, ‘often with directly -
 opposed agendas, lnvolved, This sector has been regulated:

25 vy Polrcy Dossier. Sauth Afca and the GATT. School of Econumlcs.
Univarsity of Cape Town. 1884 pd4 -

"Bacause of the orlsls In South Aftica's traditional axporta and the dovious nead fo
stimulate compefifive manufactured expors, a rangs of South Afilean commentatars
and government Instiutions proposed varibus paths to trade and industrial poloy.

reform in the late 1880s and eady 1980s. In addifion, both the Warld Benk and the 3

GATT Trada Folicy Review Mechanism issued reporis duting 1983 recommending the
" rafionalisation and reform of South Afrdcan trade policy".
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over 40 years and thers are strong pressures to deregulate. If

this Is done without careful thought, many of the retattars and

same of the 60 000 forecourt attendants. could Iose their
fivelihoods. Sasol pratuces 35 per cent of national fuel, and to

complicate metters, the financlal assistance which It receives

ftom the motorist via the patrol prica, is becommg increasingly
| cantrovarsiai "

a On the other hand South Afncas acceptance of the. GATI‘ trade .
reforms integrated South Africa into the world econormy more fuiiy than
- gver before.. Nat anly wi!! inte_mal ghanges re-focus Industry towards . '_
international markets, but greater dpportunitles will smarge thraughout -

the world for South African produts. The GATT certalnly wil provide

~the most importarit ool for South Africa’s exports as well as & wider
o range of off suppflers In order to avoid dramatic sltuations creatad by . .

-exporters cartel. In any way, South Africa will keep s 35 per cent of
national fuel produced by 1ts uwn natural resources (oii-from-caal) ay
a strategic reserve
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GONCLUSIONS

‘One cannot deny that there is a close relationship - but not imperétive -
between the posaession' of naturel resources and the weatth of a
_country, being one of the factors of tts power. The increasing demand
for energy resources by the Industrial countries led them to the need
of implementaﬂon of energy policies, ks impiementation will aliow to
the “djoption of policies destined to assure access to the additional

al supply, reduc:ing its depentency on external supphes Unllke
the mors traditional mifitary aspects of asecurity, which facus on external
__thraats. raany ourrent issues touching on national security emphasise . -
_the growing Inkages between the domestic and intemat‘ional r_e’aims;
_Enhancéd ecanamic expectations on the part of nattonal popuia’t’lbn_s
~ that frequahtl:; cannot e met from within a State's own resources may. -
-'cr'e_at'e damands on government, whigh, if not s'atisﬂsd,'can produce
internal instability, and thus increase insacurity,

The growing depéhdehcy' on energy led stilt o the !_mplement'atinn of .
conservative policies.'oﬁaﬁﬁg Incentives for the devslopment of snergy
~ slternatives, _th Bn attermpt to reduce the demand and stimulate
-~ production. However, the success of thess measures depends largely
on the oppqrtun‘r'ty-' of its implementation and on the avéﬂabil[ty' of
ensrgy resources in the country. The ancess to determined resources
su'ah' s oll, imposed new’ and important: abligétions on the exterrial
o and defence pBl[GIBS as In the vears of sanctions imposed on South
N "8, partlcu!arly when oil sanctions were mposed in December 1965
e and the British biockeded the port of Belra in Mozambiqus, through
which most of Rhodesia's olt had passed. Oif was South Africa's
 potential Achiiles' heei; for none had been found in South Africa, The
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government hed iharefore invested in converting the couhtry s
abundant supply of coal into ofl but It was still refiant on imports, whlch
 came mainly from fran. Before the 1973 ol orisis supplles had come

from Iran (39 per cent), Saudi Arzbia (24 per cent), the Gulf States (20

o 'per cent) and Iraqg (18 per cent), while South Africa’s own production
Cof ail-frorm-coal suppl[ed in that time, anly 7 per cent of the total
courtry’s needs, In 1878 oil accounted for cmiy 2h per cent of South
- Africa's total anergy requirements but it rapresented more than BD per

e cant of transport needs.

' The surprise .attack that launched the 1978 Yom Kippur Wer wes
quickly followsd by the biggest off embargo. In fact, the orisis had -
~ been bullding over the previous ihree years as the work market

' tightened and off exporters hegan pushlng up prices and agserting
controt over the oll resources within their borders. . The 1973 crisis
d_rove prices from $2,50 to $20.a barrel _and sent the global economy
inta a downturn, Then, at the end of the 1970's, revalution disrupted
supplies from iran, ci_'eatlhg a panic that di'ov_a' pficaé from $18 to $33
a barral, seeming to faretell a_permanerit shortage and continuing

turmoil.

' Tha caﬂs for embargaes and acunomic sanc:’aons mare meﬂactlva fo
South Africa 1secauss those who advotated them héd few finks with
South Afilca, while those thet had opposed sanctions, Yet the South
Airican govermnment was not complacent. To counter the sanctions
~ threat it set out to increase self-reliance and reduce the country's |
vulnerablity, Through the Defance Amendment Act and the Forslgn
' Aftalrs Speclal Account, trade and investments were promoted but
" international paftriars ceid be shislded from adverse publicty by
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suppressing information.  Strategic materials, ncluding oll, were
. stockpiled, and stfategic industries were prontoted, such as the iran
ard Stes| Cdmpahy (ISCOR), Sas'ol the coal 1o oll plants and Armscor
- the amms rnanufacturing company. In the meantime, the battle 6var i
- gold prices oontmuad hut wlth a decline In the strength of the dolfar
' and increased demand for gold following the 1973-74 olf crisls the
_ South Africans emerged In & strong position, In the sarly seventies,
 the gold price rose substantially after the fixed dollar price had been
abandoned in 1971, By 1974 gold rose to a high of $198 an ounce; .
" which served to push up the growth rate of the South African economy
" 1o 8.3 pér cent st vear. Alerted by the 1978-74 OPEG oil shock,
thers was speclal concern about Southern Afrloa’s minerals. Amang’
theows chrome provides an example of the issues at steke. Betwaan
19°3 and 1980 the world trade In chrome doubled as industrial
demarnd increased. There was no easy substitute, and aithough
supplies wére p{antiful in the main production areas {Soviet U'nion,
_ Rhodesaa and Scuth Africa) chrome had become critical for Western
- geonomies. South Africa was an attractive supplist because of Its
'ralatwe!y fow labour costs, s 1nvestment in ressareh, its reliabllity and
its sourid infrastructure. In that sttuation South Afr[ca, which in 1878
" protuced 35 per cent of the world's chrams and 52 per cent of
ferrochrome, was of key Importarice. 1n 1977-78 South Afrlca supplied
" 50 per cent of the EEC's chrome (70 per cent in Britain's case) and 48
per cent of the t?n_ited State’s. - Gold and minerals, mainly chroms,
 allowed South Africa to emerge from the first oif crisis In & strang
position and granted the Indispensable financizl resnuroes' to malntaln -
its energy prograrmme v/hich wau[d suppL « it through future critical
pa\'iods '
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Within a few years, howsver, i became evident that the price increases
 and the spectre of oll shortages was creating powarful counter
' reactions Norn-OPEC oll devalopment procesded at a rapid pace, -
Conservation proved far mare pawerful than generally expected. Al
. over the world, utfiles switched from oil to other fuels. Confronted
with such developments, the exporters found that they could maintain
high prices anly through laboriously negotisted production quotas:

' OPEC was soon faced with decliring oll demand end diminishing
~market shares, Its share of the world oft markets (excluding the former

- Soviet Union) fell fram 83 par cent in 1872 to 38 per cent by the end

of 1885. In one memorable quartar, Saudi Arabia’s oll pfoduction_had
slumped to less thet of the Bitish sector of the North Sea. In 1986, In
the exporiers’ quest to regaln market share, ofl prices collapsed, falling
1o $1u before recr.war ng to about $1B a barrel.

In the meandme, tha consuming countries established security
measures that would help moderate future crisis as devided by the
South African government who long before had begun to develop
ploneering technigues for the extraction of ail from coal, which South
Africa pmssessas In abundance, in order to prevent future embargoes
~and economic threats with consequence to - its secwity and
- sovereignty. Those global aecurrty mieasures inciuded the Intarnational
Energy Agancy; an international emergency shating systam, incressed

- communications, and pre-positioned stocks such a3 the Linited States

gtrateglc petroleum reserve.

~In the same years, the ol market beceme more flexible and
transparent, wity the development of trading (ofl as Just another
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" commodity) and the rise of future markets. Oll Is now carrded around
“the world not only- in behemath supertankers but also in a sea of

elgctronic Information that instanteneausly sweeps through trading .
rooms on every continent. Whita ft can take & desade or more to

develop a msjor new oll field, to_day*s market can swiflly adjust to |
changes In gurrent 'aupply_ and demand. For example, oil pricas rose

~ dramatically st the beginning of the Gulf crisi= but began declining in

response to adiustments after only two manths, as ather producers
hastened 1o bring unused capacity back into production. By the sve

~~ of Desert Storm, ol prices were actually lower than they had been a
halt-yeer earlier, In the weeks before the iragl Invaslon of Kuwalt,

. These chan 38 have bought a drametic shitt In the perspectives of ol
~ exporting countriss, The are redefining their relationship with the

market and with the International ofl Industry. For the exporiing .
nations, the essential lssus of sovereignty hes been answered. They
own thalr resotrces and determing what hiappens to them, That wes

 their essential vigtory in the 1970's. Now undisputed, this fundamenial

political recognition provides the exporting countries with the flextbility
10 focus on thalr longerarm aconomic ferests,

Part of this reflects 2 shit in tl‘gé broad Intellactual currents in the global
economy. In the 1870s the trend was towards Increased state contro)
- whether nationalisation in daveibping countries or price mhtfb!s inthe
Urited States, Today, the frend ls ouite the opposie - towards
pnvatisation deregulattun and commercialisation.

| Many of these' developing countries are also in an sconomic bind. |
Populations are growing tapldly, When combined with flat oll prices, _
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that means declining real per capita incoms, The OPEC surpluses,
which so worried central bankers In the 1870s have long since
disappeared. What Is less recognised is the debt burden and the
-budget end bélance—of—paymenta pressures many of these countries
are under, Like many other governments around the world, they need
to reduce govehment spending and deficits. Yet they face political
difflculties in making such adjustments in & world in which off prices are -
“notaven kaaping"pabe with inflation, off earnings can be increased ortly
through greater praductivity and Increased output.  But thet takes
- significant investment - money that many exporters do not hava,

_ Thus economic imperstives and changing ldeclogles ars moving -
current and would be exporting countries to seek the international ol
lndustrv's capitel, tachnology and management skills. Thesa countries
ara showing & new wmlngnass to transfer the risk of exploration and
the Investment requirsments to an international off industry that is
orgahiéad_ to carry such risks and that has the capital - thus preserving
limited state funds for Investment in Infrestructure and sonietel needs.

Around the world, doars are being reopened.  Venszusia, which
natlanaiise_d foreign compeantes in 1976, was cautiously inviting them

- back to davelop marginal fialds. Argentina, which established the first

- state oft company In 1822, Is now privatising it, and at the same tfime -
was enonu'raging torelgn companles to explote and prcciuca-within its
borders.  Algeria was actively Invitng companies to stem the
threatened decline in its ol production and to bolster naturat__g_éé

© ouiput, and Vistnam no ionger & Soviat dole, has offsred some of the

most attractive tarms' to entice compenles to explore there, It is
already the site of & minl-oll boom and wit becoma the slte of & bigger
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boom anca the United States’ restrictions on American companies are
ited, China, worried about the adequacy of energy to sustaln its
gconomic growih, is opening new arsas to Western compenies as well,

'_The oll crisls Had two apparently fortunate consequerices, For ol
producers, of whom the former Soviet Union happened to be ane of
- the most Impartant, It turmed biack fiquid into gold.. It was ike a
guaranteed weekly winning ticket to the lottery. The millions are simply
 rolled in without sffort, postponing the need for eeonomic reform and,
inbid_ental!y, an_aéb}ing the Soviet Unlon to pay for its rapidiy grbwihg
Imports frb_rn bé{}!talisi Wast with exported erergy. Between 1970 and
1980 Soviet expf’brts toythe de\}eloped market sconomies rose from ju'st
~ under 19 per -?{:ant of totel exports ‘o 32 per cert. It hes been
" suggested that it was this enormous and unforeseen bonanza that
' tempted-' Brezhnev's regime Into & more active International polloy of
" gompeting with the Unlted States in the middle of the 1970s, as
ravolutionary unrest once against swept the Third Wotld, and into the
‘suiicidal caurse of irying to match American arms superiority,

“The other spparantly fortunate consequerice of the ol crisls was the
floed of dolars which now spurted fram mult-bilionialrs OFEC States,
‘often with tiny populaﬁoris. and 'which_ was distﬂbu:a'qi.e by the
International banking system In the form of loans 1 anyone who
wanted to borrow. Few developlng countriss resisted the tamptation
o take the millons thus_shﬁvalie_d into their pockeh‘s; arid which were
to provoke the warld debt crisls oi the eerly. 1980s. For the soclalist
sountries, which succurbed o | - notably Poland and Hungary - loans
saamed a praﬂclenﬂal way of simultaneausly paying for investment in
accelerating growth end raising their prople’s standard of living. |
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On the dther hand, the triumph of OPEG In 1973 produced, for the first

" time, & body of Third Werld States, mostly backward by any criterla

‘and hithert - poor, which now emerged as world-scale super-.
millonaires, aspecally when they consisted of smallish thinly inhablted
stretches of sand or forest ruled by (usually Muslim) sheiks or sultans.

- ltwas pl'alnly -imposs[ble to cless, say, the'Unrted'Arab Emirates, each

of whose half-millon inhabitants had, In theory, & shere of the GNP

worth over $13 000 - almost double the GDP per capita of the United -

States at this dats, 1975 - In the same pigeen-holy as, Pakistan, which

~then enjoyed a GNP per capita of $180. Ol States with & large

population did not do so well, but It neverthaless became evident that

~ States dependerit on the export of a single primary commodliy,
_however disedvantaged in cther respecs, could becotne extremely
" rich, even if this gasy money aiso, almost :nvariably, tempted them into
throwing it out of the window '

N that spec!ﬂc field South Africa attalned its a'*n too. Grace of Its gold
and its minerals, mainly chrome, South Afrtt:a got its own financlal
. resolirees to produce Rts own liquid fusls from coal, which rescusd It
frani 'cris'_ls, keeplrig the country out the set of debtor countries that
-~ provoked the warid debt risis of the early 1980s. In fact, the forelgn
South African debt increased from RE24 milion in the next five years,
By the early 1290s even Saudl Arabia had managed to run Into debt.
* In 1991, the tote' i uth African forelgn dabt reached the surm of R1774
milllen but fts goid and forelgry excﬁange onntlngenc;y reserve account
reachad the sum of R10 851 millon. |
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~ Figurs 1

_ $OUTH AFRICA _
Parcentage contribution of the various energy sources
to primary energy supply in 1933
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Source: Souih Afiican Ensrgy Stafistics No. 2, Repariment of Minerals and Energy (1935)



Pigure 2.

ENERGY

Large.st producers - o Largest consumers

Millfors tonnes coal equivalent, 1992 - Million tonnes coal equivalent, 1992
1" United States : 2,291.5 : 1 United States ~ 2,739.8
2 Russla o 1,603.5 2 Russia - 14,0082

3 China - 1,038.8 3 China o727

- 4 Saudi Arabia 8741 © & Japan ‘589.4
§ Cariata 418.2 § Germany 4727
6 United Ki qdom 307.7 - 6 Ukraine 27

© T lran : 286.7 7 United Kingdom =~ 312.7
8 Mexico 270 ' 8 France 310.9
9 India '_ - 2701 9 India ) 307.8
10 Germany . ; 228.6 _ 10 Canada - 3004 -
11 Australia 2288 11 Raly 2323

" 12 Venezuela . 288 12 Mexjco 66,7

~. 13 Norway - < ¥ I _ 13 South Korea 140.8

4 Indonesia’ 196.8 14 Pojand 133.8
BUAE . 124.9 . 15 Australia 120.8
16 Ukraine -~ - 1693 - ' 46 Braz! 124.8
17 Algatia : 167.8 17 Spain 1218
18 Kazakhstan | - 1858 : 18 South Africa 1127
19 France : 152.2 18 Kazakhstan 108.3
20 Nigaria - 187.8 " 20 Netheriands 108.0
21 South Afrie 1 - 134.3 . Alen 1023
22Poland R, .- X 22 Saudi Arabla . a71
23 Libye 109.8 23 North Korea ©6.3
24 Japan : 1071 . 24 Indonesia - 182
25 Nethsriands 104.5 25 Uzhekistan 69.1
26 Tutkmenistan - = 876 : - 28 Belgium 68,7
27 North Korea L 87.3 - _ 27 Argentina 66.0
28 Brazl : n27 2P Venezuela : f4.9
29 Kuwait S 820 _ 29 Romanfa 63.0

- B0 Egypt 80.5 : 30 Turkay 61.0

Source: The Econamist
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| EN_ERGY

' Lagestexporters - '
MIHIOH funnas coal eqt..mant 1892

1 Saudi Arahia

2 Russia

$ lran
. 4 Canada
5 Norway
& Venszuela
T UAE
8 United States
¥ dndonesia
18 Australly
41 Nigeria
12 Natharlands
13 Algwia

14 Wexico

18 United Kingdom
- 16 Libya

17 Kuwait

18 Kazakhstan

49 Turkmenistan

20 China
-21 Malaysia

- 22 Oman

" 23 Singapore
24 Soufly Afrlsa
25 Egypt

Sbufcef The Economist

§358.7

480.7

186.3
184,

789
1514

148.8

1350
125.1
1238
1145,
1138
122

107.8

dor.e
7 82,0
7

6.7‘6
861
58,5
§3.2
50.9

475
434
20,

. Largest imporiers

Piguie §

Million tonnes coal equivalent, 1962

1 United States

. 2 Japan -

3 Germany -

4 italy

§ France

6 Ukraine

7 South Korea

& Netherdands -
9 United Kingdom
10 Spain

11 Singapore’

12 Balgium
- 43 Russia

14 India
15 Brazl

- 18 Canada
- 17 Belarus

18 Turkey

. 19 Kazakhstan

20 Swaden
21 Greece
22 Chilng -
23 Thailand
24 Poland -

- 25 Portugal

631.9

520.9
200.4
2244
2033
165.9
1495
130.6
i34

129

1.4
0.5

- B8.2

58,2

NB2RREBSRY
w?mmaamamAq



" QIL (includes cude oll, shals ol oll sands and natural gas liquids)

" Top 15 pmducers

- 000 bams!s per day, 1993

X Saudi Ardbla
2 United States
3 Russia
4 lran -
-9 Mexico
. & China '
7 Venguuela -
. B UAE. o
. 9 Norway
10 Canada
A1 United Kingdom
12 Kuwait
13 Nigeria
14 {\ndonesia.
16 Libya -

* NATURAL GAS

_ Top 10 producers .
*GRO terajoules, 1982 _

1 Russila .

.2 United States
3 Canada .
4 Netheriands

5 Turkmenistan
6 Algeria :
7 Unijted Kingdom
8 Indonesia
9 Uzbekistan -
10 Ssudi Arabis

" Swume: The Economist

. 8,688

8,566
6,995
3,620
3,135

2,800 -
2,865

2,435
2,340

2180 .
2,085

1,850

- 1810
1520

21,761

19,379
4787

2,881
2245
2177

2120

2,022
1,670

1,343

12 Brazil

Top 150_aﬁsumer's o
"000 barrels per day, 1993

1 Unlted States

2 Japan

3 Russia

4 China .

5 Germany -
8 France

7 ltaly

8 United Kingdom
9 Canada

90 South Korea

11 Mexico
13 india

14 Spain
- 16 Indonesia

-Top 10 tonsumers '
. Q00 terafoules, 1992

1_Uniied States
2 Russia

3 Ukraine
4 Canata

§ Germany

§ United Kingdom
7 Japan

B ltaly

g Uzbekistan

- 10 Natlf.edands

Figure 4

16,410

5,455
3,585

2 820
1,865
T 1905
1,780
1 675
1,635

1560
1,360

1,295
1,080
790

21,654

15,402
3,789
2,702
2821
2,336
2,199

- 1.913
- 1811

AR



WORLD 0!!. CONSUMPTION AND FRODbCTlON

- Supply and DisposHion
. Produciion

Unkted! Statas
 Camda,

oECD Etrope

OPEC
ommwwma _

- stuck Draw and Dlscwpanw
Eurasia

Production
Chirvy
Enstern B i
o Soviet Unkon
Total e

Wt

" sonsumption
Chira
ot S i
h Europs
. otat

w«mnncnmﬂmen'

(malllon barrels per day)

9%

268

458 -

2481

1112
ST

AT
1.4
- 034
1431

280
83
1.5

1234

e

Ty O

Bas.

12as

e

 Source; Ehmyyfnfamﬂmmhmdm(ﬂm
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881
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042
6674
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 PRICEOF US CRUDE OIL 1900-1994 ~ Flgure6
' . {constant 1984 $/bbi) ' o S

'wﬂn-'.ﬁuu.n*nd--u-q--:u'—t-\-i-q.-&_---a_.ua_._qqq-'_.

-m_----'-.-'u.v--n_q-\'q--i-:uo--iq-.--.-.-u_v'n B
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- Sourve: (e World Bank: Review and Outiaok for the Off Markst, p, 59 .
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OPEC COUNTRIES STATISTICS 1884

~ CrudeON . Crude O3 " CrudeOF _ GDP per
 Popidation Production Reserves = R/ - Capaclty - Capita®

_(millions) ~ {mb/d)  (BbbI)  {years}  {mbid) - (US$)

- Gulf S o . - . _
© SaudiArabia - 488 . 8OS® - 2567 - 88 R 13 - B270
fan . ‘632 - 38) - 883 88 3, 2841
JBAE 1.8 2.18 e84 128 25 . 18,081
L Kuwalt 15 . 208 84,0 127 - .24 12387
oy w4 053 1000 91" : 25 By
- Cuatar 08 . 041 87 25 05 ©- 15,208
Total . 1054 16.85 = €438 105 218 e

NonGulf - _ R T ' .

Venezuela ' 213 244 645 = J2.. - 28 - 2,557
.. Nigeria .. togp 19 179 . 26 o249 :

- Libya - o 52 1.38 . 228 45 15 na,
Indonesida - 1800 o432 58 12 14 827
Alyeiia _ - £ 0,758 8.2 -34 . s 2,438
3abon . S 13 0.32 1.3 11 . 04 3,585

__TotalNonGulf 2833 - BA2 -~ 1248 41 8B

OPEC . asey 2497 7833 84 e~
* PreGuifWar ' ' S -
- ¥ Estimatés expressed In constant 1987 prices and exthange rates

® Includes half ef neutral zons production 6F0.38 mbfd

Source: The World Bank: Review e Outlook for the OF Market, p. 64
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OiL POWER _
_ Figure 8
. Proven reserves, end 1989
Tota world: 1,09 2bn barrels

Bidd e Bast
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BlAfrica .
MNarth Amatica
WRost of World
o0 40 0D 5D X0 20
C Brbines | e e i
SaudiAmabla [ |
irag I
Roweit W
Fran | |
Abubhabl [}
Rest of -
Middle Eaet
o Produtiion, 1860 -
e Tamwmeasmbmels;day
il Wit Eaat
’ . b “ImLetin Anesicd
17.4% 8 I'.'ISnvla:'l.lnlm& E, Europe
v BATres
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Wenl of WarH

4 1.2 3 4 5 8
mbarelsldny STt bt ®

' saudiArebla - [T ]
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OPEC CRUDE OIL PRODUCTION
(mbr‘d) :

Figure 9

1860 __1965__ 1970

3 Inciudes naulral zonE '
b Tala!sdoqoiaddduatomundlng '

 source: The mnu Bankc Review and Outlook for the Of Marker, p, 65

o 19781980 1985 _ 1900 _ 19%"
SaudiArabla® 13 22 88 74 09 34 64 a1
iran’ 11 19 38 54 15 22 31 88
o Waqo 40 13 15 0 23 26 14 20 05
" Kowsit® R I | 24 30 21 47 10 0 12 20
VAE - - .- 00 03 . 08 17. 47 12 21 22
Venezueia - - .- 28 36 37 24 - 22 18 29
Llya - 00 42 - 33 15 18 14 14 14
- Algaria Coo02 08 19 1o 10 07 08 08
CNigeda . - neg, 03 11 18 .29 15 18 18
“Indonesia 04 05 08 13 18 12 13 . 13
Gabon - neg. ~ neg. 01 02 02 02 03 03
. Qatar .02 02 04 04 G5 03 04 04
R " 87 143 234 270 28 5.8 27

"o

24
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Fignre 10

wom.n CRUDE OIL PROBUCTIGN 19501294
| (mbidy

- W s m oW mamAm oW

%--.a.u—q-t—‘--‘-h..huﬂ D AR P N Ry Y.

 Souirce: The Worid Bank: Review and Outidok for the Ol Mathet, p. 61



. Flgtu'e -

WGRLDWIDE CRUDE OIL PROEUCT ION
(1 000 barrels per day} '

12 Month

h __1' Kaayalt and Sauell Azabia produtilon epch nclud half of Neulral Z3ne
Sotirce: Q¥ 8 Gasdmalﬂmﬂoﬁ(., 7886 Edifon.

Country/Reglon. 12 Month 1 Coupntry/Region
o : Average ' - Average
Production Productien . |
1924 4883 . 1884 1993
Arganting €8 4 Batsuin CoMns 106
Bolivla o R [ itan . 587 3en
Bradl - €84 . frag 0 a8
Canada 1,730 1,85 Kuwait 3 2poa 1869
1 Chile 1z 14 Oman, 807 782
Caolombla . 486 - 3 [ | Qatar 07 - A29
r. - a7y 30 | Saud Arabla " 5,000 8082
Mexico 2685 2673 Syria A 574 =4
Reny 2% . 2wl Linked Atab Emirates * - 2291 2,194
“frinidad 12 122§  }vyemen. = <]
Unlhdshigs | 6625 s847 ) Other Middie East )
Vetiezusl 2463 265 Middle Gast 48,639 18,367
Omeruﬂnﬁmm 35 32 | :
Westarn Hemisphere 18011 = 5870 ‘| Ausiralla 837 .
: AR S . - | Brupal - 162 . s7
Ausira - - ] z4 ‘| Ghinn- 2961 2008 |
Darmark 18 168 India 625 " 834
| France - By Indoneala 1318 1,226
| Ganvany 5B &0 | dapan - 15 18
by - 48 87 Makysia . - 547 845
-Natheitands ) 54 New Zratind 55 0
Spain - 18 17| | Papua New Guinea . 121 127
Turkey 7 s - Thellapd: - &4 -3
Unltadl(hgdm R P ' Vietnam 143 23
.| Other Westen Eurcge —{0.” 11 Qther Asia-Pacific .=
. Wiestern Ejvops LU s Aula-Pacifle 8,708 4,802
Albania 12 10 TOTAL WORLD 60480 i kirid
cis 7o vssel | .
Crodtia v 40 <« OPEC 248856 24678
R o NothSea S04 -
. 33 37 ea. 204 4352
" Barbia 24 24 ' h
Other Easter Eureps 2 2 : :
EastemEurapa&cis © A3 FET]
Algerda” - ri- <R
Angola S8 |8
Cameroon - 110 C U7
Congo - 188 166 1
Egypt E04 891
Gahop "™ g " 300
{ toya” | 1380 | 130
“Nigerta 1833 . 1802
J Tunisia o9 o7
2alre - 24
Cther Afiica PR (- i8]
Allea. Y1 S %7
* OPEC member




1NTERNA110NAL -nlL CONSUMPTION |

1"S

9953 1

1583 __—
M!'M.Em_".ﬂsm
Nurth America . . . : i ) N
usy, 7043 2027 73| 7848 | P67 | 53| TBIA| VEEE
Canada 82t 86Ty 85| 7ol B we{ 8#03| TAT| 748
Wasters Europe o : . : . .
Austria 10,1 g8 881 1w4| 107 1wH] 04| 0S| N8
Belglum & Lwtembuurg 21,1 04| 208] 235 287| 244} 2341 2481 285
France - 894 5P} 843 BE| €881 BEO! 8841 B4 @48
: 2] edg] 844| B85 SO0 ) B7( @WE 938| w24
Netherfands A 27| 22 4] 4] S| =39 35| 5
Portugal ‘BS 95 Bat - 95{ .83 a7t 13| f1a 15
Spaln - 4781 M8 428 &7 M7y 458 451 £T| 484
.| Bweden w4 175 184] 7] 1711 183} 85| 164| 156
Tutkey 182 170 188} 183 =210} 223! W8] 21| 21|
United Kingdom 725] w88 T4 Th4] T2 eon] 817 8287 82|
Gemnany 1231 1 1225 | 1263 1933 | 1285| 1204 1218 | 1273| 1338
Avgiralagia . B | . . | i o
' Fa| WwWs| wp]| W2 2B7| We| #MA| ANs[ w08
‘MewZgaland - B8] 38 61 40| 43| 44| 45| 48 51
‘i Rast of the world o o : ' o
Japarni : 2072 2178 | 2083 20851 2092 | 2047 2329 27T 2524
| ehina . 847! 885| 3| 1000] 10831 102 | Hza] 103 | 1178
‘USSR MEE | 4T MTI| 4182 4202 | 4145 | 4133 | 4201 | 8984
| South Afrlca e} M7 3] 1M1 H9| 128 1z8 132

.1553

. Souros: Scuth Atioan Energy Staistios 1950-199%- AP 2

ziamy



. Figore 13

- SUB-SAHARAN AFRICA -
GROSS ‘PRODUCT!ON OF ELECTRICITY

CWh

Country “Year | Thermal | Hydro Mucleear | Geo- | Toldl | %of

s Ended : : : 1 thermai | | total
Angola ® | tzes * 165,00 877,00 —1 . e|. 104200 050 -
Botswana ** . 3/88 | 4017,00 ] S - =] 1070} 040

© . Congo |- t28s[. . 1,88 35201 -] 353,871 0,17
Kenya - - |  6EE 283681 5108,00 | -~ |20158°1 267833; 177
Lesotho®® . | ame| .- of. - D — e 0 -

- Malawi® oo ] 38BL 441 . BSBAM} — —| s@os2l D41
C NMaudtius™ . | 12§ F - 94320 134,18 —_— —] 404738 050"
- anamblqé:a" Cq2es [ . 2857 335,907 | — — 9447 | 05,18

Namlbia * - BIYS “ 124801 113410 —_ — ]| 1258,70% 0,61

- South Africa ®® 12/85 |- 161 324,00 [ - 2000,60" |41 301,00 e FITATAS,OD | 84,18
Swezfland*® | ams5F . o8| 109,00 B i 108,841 0,08

© Tanzania® 12106 25200 1 539,00 - — 479%00| 088

. Zahef | 12m4 .- BAD{ 537380 —_ — |} 537800] 259
Zaimbla® .| - 8ms 1400 ¢ 8102,001 — —| B1M600} 391
Zimbabwe® | &85 552830 228470 — —| 7FEM00]| 376

CTolelGWh . -1 168@80,88 | ' 26200,68 | 11301,00 | 284,56 | 207 544,11 { 100,0

SADC, GWh . 169 369,82 | 17 481,98 | 11301,00 0 § 197 085,63 | 94,98
bm:nh A\Ln:an Customs | 162 466,44 | 333340 | 11301,00 0 177 100,54 | 85,33
nnn,G 1 Co . s . .

. Mamberufma Soulinm African nmlnpmem cammunltr{&ADC)
© ® Membser of the South Afrleat Custorms Mnion
* lnoimias1p9&w119mhdbyvdndhlﬂm
4 Includas Cohora Bassa :
* Inchrdes memped storags
t suusﬁmuryuaﬁadm newm-z. wmmmmatﬁrnufpumlm

Source: _Jmmmﬁmmﬁwmmmhh@mm Blaciicity Raguiator

Co



F:gure 14

~ SOUTH AFRICA
TOT AL PRIMARY ENERGY CONSUMPTION

[ om I\Iaiurai Hydre l Nuciear | Renewable rto'rm.
Year . . -
: mmmwm _
1950 | 196 - T 3 PR T } oQ 0o 29 255
1851 251 33 007 o 0oy 30 | 588
Sl e ) 28 - 00 . @n 00 a2 282
1953 | »51 . 3r|] . oof .00 0o | .33 o=l
1854 : 40 .08 o0 Do 35 30,8
1055 280 | 45 ap 00 a7 Y
1955 274 " 48 oo 0o 00 38 Iz
1850 WA B 00 o4 A2 | 38
1859 29 53 oo | (1)) on 42 x4
1950 we 5| 00 00 0o S 43 40,8
1961 320 58 oo | 00 00 45 23
1952 50 61 00 00 oo . A8t L cte]
1963 32 68 0o 00 00 49 457
1964 35.3 T2 - 00 o0 a0 51 87
1865 . B2 a1 0p 0o a1 524
16966 29 88 o0 on o0 57 53,5
1967 00 88 0,0 oo 8o |. 556
1868 485 104 - 0o 00 00 60 se2
1869 qx2 s - 00 o4 on Bt 3.6
1870 440 13,1 0o 00 | 61 83,2
1871 A7T5 142 00 "0 oo 64 633
1972 474 15,4 00 03 0o w00
1973 501 170 0a o a0 T2 743
1974 528 163 Qo | 04 0o 76 T4
1975 554 178 00 04 Le1s) 82 a1,5
‘11978 s o 8 oo | .08 00 ¥ 53
B 503 178 0 06 L3 8,0 BY |
4678 o822l 184 oRp| o8 004 80 20,1
1979 et 18,4 0o 04 00 83 4.4
1980 T4 17,8 00 . 03 09 28 2094
981 81,2 76 00 a5 0p 106 1099
1982 - A5 172 00 03 o8 108 1198
1963 =7 170 00 02 00 0.7 1218
1684 100,7 187 .00, 62 13 1t,6 1305
1585 1087 165 . R o2 w7 115 1338
1966 1058 152 ooal- 05 28 11,7 1368
1987 189 159 08 05 20 120 1383
1988 a4 17 - 00 .14 54 125 1523
1989 1080 185 og |- o0g 35 . 125 4437
1990 AT 183 o0 K] 27f- - 140 1481
1981 1088 188 - o - OB 28 - 145 1468
1992 1074 182 ©oae © a2 30 o144 1240
1983 108,1 2% 25 o1 23 43| | 1488

- Souros; -+ Afiaan Enargy Statisis 19501593~ N° 2



Figure 16

South Africa’s posliion in the world mineral reserve base 1395

The resetve base is that part of an tdentrﬁad resourcs that meets specn‘" ed
minimum physical and chemical criteria related to current mining and
production practices, those of grade, quallty, thickness and depth. It is the
in situ demonsirated resource from which reserves are estimated. i may
encompass those parts of the regource that have a reasonable potential
for becoming economically availabie within planning horizons beyond -
those that assure proven technology and current economics. The reserve
base includes those resources that-are currently economic (demonstrated
_mserves) and rnaxginally acbnomlc (dﬂmnnstrated mamma! nesources) '

R ngl_‘ld .
Commodity - Unit [ SA % Rank
Alumind-sticates | ¥ L e 37 ]
Antimony . |t 20000 § 2
Ashastos : L 8200 Nav |  Mav
Chromlura e 320 ] 1
Coaf W sa | H 5
Copper K japml . 2] o2
Diamorus Y- Nay Nav 4
Flunrsper R 35000 12 -3
.ok t e | 45 %
ires . - P M gat0 8 8
faad - K 2000 2 &

| Masgrariess . Mt 4000 K- R 1
| Nickel K 11 800 10 | 1]
Phosphdte roak - | Mt 230 T 3
Mum-mup - T
melals t 52516 R 1
t 10000 2 T
Tmrum minemle | | 72000 17 2
Uranfum t 172440 <] &
Vanadium Mt 12500 LRI t
Vermicufite it 80000 4} 2
i), it 15000 & 4
Zirondum ® 4500 28 2

' Locaiity ofm?g_rﬁun;u .

5A Ush
Bollvia A
China Canada
84 Zimbabwes
UsA clg

-Chile UsA’
Acrstralla Zalre

G158 China

8A UsA

Cis Australle
Australla UBA | )
84 4111 o
Cuha N. Caledonia
Moracoa UsA

BA | Russlg
LUsA Cis
Austrafia SA
Ausiralla Niger

-84 China

Usa 5A
Ausiraifa Canada
Australla SA

UsA

. Suarce: Dapartment of Minerat and Easrgy Alfafes ~ Anotiel Repor, 1965,



Figure 16

South Africa’s position in worid mineral exports 1994

) ) Wiortd

Commudity Unk | SA % Rapk | Malor Exporters
Alainino-slicates L 155 000 58 1] SA France - USA
Antiitiony t 200 4 g | China Bolivia BA
Ashestos 3 13t .2 3 | Ganada dmbabwe SA
Chroriie ora it 203 il 11 8A Trkay cIs
Coal - Mt ol 3 | Australiz UsA 8A
Gopper a2 1 1% Ohile Canada UBA
Ferochromium t - 947 500 5| 1, 3A. Cis Zimbabie
Feromanganese t 428 700 24 1184 Norway Brazll .
_Feresiiivon t =500 02 8 | Noivay Ching, Brazll .
Fluorspar t &S100m | 189" 2| China A Mexico -
fran ore Kt 19 600 5 6 . Brait cls
- bsad t 24000 7 - T | Australia China Carada
Manganess ore 3 1244 27y & | rakon ‘Alstrabia
Fhoaphate rock i 13 5 € | Mofcoen Jorden Usa
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INTERNATIONAL COAL CONSUMPTION |
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Figure 18
- SOUTH AFRICA

- CONSUMPTION OF LIOUID FUELS -
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: SOUTH AFRICA :
GOAL CONSUMPTION AND PRODUCTION OF THE SASOL G RQUP
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Figure 20 -

o . SOUTHAFRICA
COAL CONSUMPTION FOR CONVERSION PURPOSES
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Figure 21

SUB-SAHARAN AFRICA :
NET MAXIMUM GENERATING CAPACITY

o Gountry Yeat Thermal | Hydro | Nuclear Geo- [ Total % of
_ Ended .| thermnal | . ) tolal
Anga[a . 12495 125,22 | 200,80 - — | amo2| 074
Botswana®? | g 172,00 | — - — 17200 | 030
~Conge 12066 18,20 . 8900 - - 107,20 | 0,24
Kenya ¢ | ems| - 10048 |  s88.50 - | 45,25° 71833 1 4,62
Lesetho¥ . amgr - 188 3.2 - — 4831 001
Malawi® Bi06 2468 | - 18460 — — 189,16 0,43
Mawritius* . | 1285 kiRl 420 - —f .33100| 0OV
- Mozambique * 12/95 97,38 491,18 - —| s8as8| 134 -
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Swezilend®® [ 305 -, 9,50 4050 | — — 5000 01
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Zimbabwa* e/gs|  1068,00 666,00 - —| t77200| 391
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mian, X .

" Thermal electricy comprises conventionat plartts of all types, whether or not equipped for

- the combinsd generation of heat and electric energy. Accordingly, they Include steam-
operated generating plants, with condensation (with of without exdractien) or with back-
pressure furbines and plants using Infernal combustion engines or gas turbines whether or
not thesa are aquipped for heat reuovery
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* Member of the South Aftisan Customs Unlon
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