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Best available estimates reveal that the Soviet Union will not be able to produce
sufficient oil to meet her needs. While this deficiency can be met several ways, one
logical alternative, on which Moscow has already embarked, is the exploitation of
Mideast oil. The hazards of this move to the West are more than the loss of a small
portion of the world oil trade, as in today's seller’'s market, a small ““margin" might
be enough to give the Soviets a key economic and potential lever for use not only in
the Middle East, but against the free world as well. The West must view these
developments realistically and, with enough foresight, it can prevent the Soviet
Union from exercising this dominant control.

CHANGING SOVIET OIL INTERESTS:
IMPLICATIONS FOR THE MIDDLE EAST

A research paper prepared
by
Major C. Powell Hutton, U.S. Army
College of Naval Command and Staff

Background, The growing inlluence
ol the Sovicl Union in the alfairs of the
Middle Iast over the past 15 years has
been a phenomenon all Western ob-
scrvers have watched with varying de-
grees of alarm, Some have argued that it
was natural, just an cxtlension of Rus-
sian power into her own hackyard,
Others have scen it as a decisive play Tor
the Third World. More recent evenls
have added drama 1o lhe setling: the
mmpending  withdrawal of the DBritish
[rom the Persian Gulf; the swifl growth
of the Soviet Navy not only in the
Mediterranean, but also in the Indian
Ocean; and the effeets of the conlinued
Arab-Isracli inpasse, Lo name bul a lew.

The one factor that had been as
sumed Lo be relatively conslant in the
Fast-West equation, the presence and

availability of Lhe world’s largesl proven
oil reserves, is now the focus for another
dimension ol uncertainty, and the ques-
tion must be asked again: What role
docs Middle Fastern oil play in Soviet
strategy? No attempt will be made to
project an oil-theory-of-hislory or as-
sume that the future of the Middic Kast
will hinge on oil, but oil must be a vital
ingredient in the planning councils of
those coneerncd wilh the region, and it
is on Lhe significanee ol this point that
this paper is locused.,

The erux ol the issue is that Soviel
oil production, despite vast Siberian oil
discoverics, cannol keep pace wilth do-
meslic and [ast European consumption,
so thal by the mid-1970’s the Sovicl
Union will become a net oil importer,
rather than the nct exporter as she is
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now,! In the late 1940’ and carly
1950°, (he main Western fear with
regard Lo oil was thal the Soviels might
“gct their hand on the lap™ and, by
regulating the vital oil flow Lo Western
Furope, exert the same: controlling in-
flucnee that they have been able Lo hold
to date over Fastern Kurope. Simul-
tancously, they would be in a position
to deny the United States and Britain a
key support to their dollar and sterling
balances. By the late 1950% and early
1960%, the nature of the Soviel threal
beeame more pervasive, Russia had, for
the first time sinee the Second World
War, beconie a major exporler of oil to
Weslern markets beeause of the newly
opencd Volga-Ural oilficlds and, in so
doing, vicd with Arab oil (and American
oil companies) in Western markelts. This
Sovict “oil offensive” scemed Lo be
aimed not simply Lo sell the oil, but “to
disrupt, undermine and, il possible,
destroy the posilions of the private oil
industry,”®

That sccond fear did nol materialize,
and instead of a surplus, the USSR
now faces an  impending  shortage,
Middle East oilficlds now appear in a
new and more allraclive light and may
possibly lempt the Soviels into a more
positive role than they might otherwise
have taken. Domeslic urgencics may
foree their hand sooner Lhan loreign
nicelics, Not only could economic bene-
fits resull, but a political harvest of
consgiderable proportions might well be
rcalized.

Before an analysis of Soviel policies
in the Middle Fuast can take place,
however, one musl examine the Soviel
oil induslry Lo appreciale Lhe cconomic
rationale for her fulure actions,

The Soviet Oil Industry. One ol the
major dilficullies any stndent of Soviet
cconomics [aces 18 Lhe problem of statis-
tics. Sources difler, arc vague, or do nol
cxisl; bul the lollowing represenls a
rcasonable picture of the paramelers of
the Sovict oil markel. Petroleum oulpul
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from domestie Soviet sources has in-
creascd roughly from 150 million tons
in 1960 to 350 million tons by 1970 Lo
sceure the Soviel position as the seeond
fargest oil producer in the world behind
the United States (whose production in
1970 was above 500 milion tons).
Natural gas produclion expericnced an
even more spectacular rise during the
decade, from almost 50 billion Lo al-
most 200 billion ¢nbic melters.

These rapid rises in level of supply,
however, did not keep pace with de-
mand which, during the 1960%, in-
ercased faster by 10 percent. This was in
large measure due o the rapid expan-
sion of Soviet industry now powcred by
petroleam based fuels rather than coal.
Thus, by 1970 oil and natural gas
accounted for 60 percent of all energy
consumed in the Soviet Union, (The
Amcricun and Wesl European ligures are
75 percent and 50 percent respectively.)

Internal consumption of petroteum
was nol the sole demand on these
expanding supplics. For rcasons to be
explored more fully later, the Sovicts
exporled crude oil and petroleum prod-
ucls to Fast and West Lurope and 10
other, largely developing, nations. In
1905 these exports lolaled 65 million
Lons; by 1969 they were over 90 million
tons (more than a quacter of their
domeslic production), but the rate of
annual inercase was falling rapidly.

Projections of Lhese trends indicate
that, by 1980, the Sovicl bloe will need
up Lo 730 million lons of ¢rude oil for
internal use, which is 100 million Lons
grealer thun the Soviels can anticipale
producing by then®  Although this
Weslern estimate of a 100 million Lon
Soviet deficit has also heen subscribed
o by a leading Soviel oil expert, Doris
Rachkov,® depuly minister for oil ex-
traction Ralkhal Mingarecy, is nol as
pessimistic. The latler has claimed Rus-
sian imports (of an undelined quantily)
would be delermined striclly by Lhe
ceonomics ol oil transporl, though he
did acknowledge production and
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consnmplion [igntes wonld be  very
close by 1980.° In any event, increased
Soviel imports of ol appear likely,

Mingareev’s comments alluded Lo
whal has becomne a truism in the oil
industry—thal petrolenm is always dis-
covered in the least acecssible parts of o
counlry, Certainly the experience of the
Sovicls bears Lhis oul. Tn chronological
order ol development, three major oil
producing arcas existin the US.5.R.:

I. Buku and the Caucasian liclds
woest of Lhe Caspian Sca, These are Lhe
traditional [lields, arc best developed,
and prodnee about 100 million Lons of
Cl‘udc mmu&llly.

2. The Volgu-Urals ficlds, lying west
of the Ural Mountains and centered on
Ula and Knybyshev. World War U
speeded the development of these, and
they are now Lhe largest snppliers, ae-
counting for over 200 million Lons or 60
percenl of Soviel crude outpul.

3. The western Siberian oil fields in
the Tyumen, Omsk, Tomsk, Surgut
arca, just east ol the Urals and soulh of
the River Ob. Discovered in 1959, they
now praduce only little more than 30
million lons, bul wilh the largesl re-
serves in the country, they alone arc
expected Lo provide annually 230-260
millien Lons of crude by 1980.

Additional oil reserves are also found
in areas such as the south-central region
near Tashkent and the Mangyshlak Pen-
insula on the ecast side ol the Caspian
Seca, offshore in Lhe Arctic along the
Kara Sca, and some major nalural gas
reservoirs in cast Siberia not far from
Yakulsk.

ln general, all these sources lie in
temole districls far from the industrial
regions where Lhe [uel would be used, so
that it would appear Lo be cconomically
profitable Lo imporl capitalist oil to
salisly weslern Soviel nceds, while cx-
porting Sovict Siberian oil Lo Asiatic
asers, principally Japan.® This, in facl,
is what the Kremlin has deeided Lo
altempl, with conslruction on a
4,000-mile, 40-inch pipeline for crude

OLLLEGE REVIEW

oil from west Siberia to the Pacilic coast
beginning in 1971, A similar arrange-
ment has already been consnmmated
with lvan: lranian natnral gas is piped in
from the south Lo service southern
Russian needs, and Soviet gas and oil
from more northern arcas are shipped to
liast and West lurope, largely via the
3,500-mile “Friendship™ pipcline sys-
lem, Thus, any analysis of Sovicl oil
trade musl neeessarily lake into account
tbe geographical distribulion of ber in-
ternal supplies, the ability Lo Llransport
and absorb the (rade, and the more
intangible, yet critical, political ingredi-
cnls,

Vaced with a 100 million {on, or at
least major, oil shorlage in the near
[uture, the Soviet Union has fonr basic
alternatives which are not necessarily
mn Lually exclusive. She can:

® cut consumplion

® increase produclion

® cul exporls or

® increase imports

Obviously, eculting  consumption—
other than waste and inefficiency—will
nol be considered a viable course ol
aclion given Lhe plans for industrial
development that the Kremlin has oul-

lined.

Production Increases. An increase in
production would be bighly desirable,
bul indications are that development in
progressing as rapidly as technology will
permil. Perhaps an indicalion of the
high priorily of Lhis cifort is that the oil
industry was one of the few zectors of
the economy to reach expeeted oulpul
goals, cven though carlier long-range
objectives had Lo be scaled down.” Not

*This would seem Lo be even more true
with natural gas since, becanse of the fixed
installalions required, the cost per umit of
chergy I8 aboul double that of crude oil II
would not appear to be sound economices Lo
pump Sakhalin and ecast Siberian gas to
linrope. Sce Walter T.aqueur, The Struggle for
the Middle tiast, p. 130.
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only is a massive cxploralion cfforl
being nndertaken, but known reserves
are being tapped a8 much as possible,
Thus, drilling at Baku is being done
beyond 12,000 fect. Steam and gas
injection and water tlooding techniques,
high-speed, turbine-driven  improved
bits, and automated procedures at well-
heads have all been adopled to increase
ex traction, for, in Lthe words of the oil
minister, “raising lhe recovery co-
efficient by even one per cenl is cquiva-
lent to discovering a major new oil
ficld.”® In the last 4 years, 282 new
fields have been discovered, of which
109 are now producing.

The problems, however, are similar
to the Lechnical ones associaled with the
extraction of Alaskan oil. Samotlar, sile
of Russia’s largesl single licld, is covered
with lakes and bogs. Operators are
hampered by the severe west Siberian
climate, extremely mushy terrain (when
thawed), virtual absence of roads, and
distance from any industrial eenter.?
There is no ready cleetric power for the
region. The difticultiecs of extracling
through casl Siberia’s permalrosl are
even greater—drilling for oil almost re-
sembles quarrying rock.

Transport, as in north Alaska, re-
mains another key problem, Surgul is Lo
have two necw airports Lhis year. A
railroad joining Tyumen and Surgut is
to be completed by 1974, These will be
as essenlial Lo gel equipmenl in as Lo gel
supplics out. DPipelines must be the
answer for movement ol oily and they
are being buill with lorcign assistance as
rapidly as possible but so far have fallen
short of Lhe need. In 1970 alone 40,000
miles of pipe were laid, short of the
planned 52,000. Healing facilitics or
chemicals to make oil less viscous, com-
pressors, pumps, and, of course, pipe
ilself have been difficult to oblain in Lhe
quality and quanlity desiced. Problems
have developed as a result of poor
welding and even improper design of
pipe syslems—i.c., loo many branches
for the main lines to supply.'®
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The human faclor is present Loo. In
spite of the “socialist emulation drive in
honor of the (CPSUY Congress” for the
Tyumen oil workers o produce a mil-
lion tous daily,'’ a parly cconomist
noted that the well-established Ukraine
ficlds experienced “high frequency of
accidents, prolonged stoppages, inlerior:
qualily of malerial and technical provi-
gions, and shortage of qualificd workers
and enginecring and Lechnical cadre,™!?
Fiven the nationalizalion of industry
under the Liberman rcforms failed to
keep a major oll relinery at Grozny
from reprocessing the crude oil as soon
as the inadequate storage facilitics were
full, s0 as to overfill its plan “and
collect capilalist ineenlive pay.”™!3

Une lacl is eertain: the Sovicts are
gaining a depth of experience which can
be ulilized in assisting developing na-
Lions wilh their own oil problems,

Export Outlook. With domestic pro-
duction pushed Lo its maximum, the
Kremlin could decide to meet its fulure
fuel shortage by cutling its exports.
[Towever, available stalistics substantiate
that exports have alceady been tem-
porarily stabilized short of 10O million
tons a year. Cuslomers of Soviel oil
today fall into three groups: East
Lurope, West Kurope, and the devel-
oping nalions. The specifie  cireurn-
slances surrounding cach  relationship
are dillerent.

The Kast Furopean relationship has
Leen quile well defined; Czechoslovakia,
1968, scemed Lo illustrate that point, In
January 1969, Valentin  Shashin, the
Sovicl petroleum minister, forecast thal
Sovict oil exports Lo the West would not
increasc  significantly because of in-
creased domestic and Bast Furopean
demands.'® The following November,
the inability of the Soviet oil industry
lo keep pace wilth cuslomer demands
was further illustrated when the Czech
minister  of industry  disclosed that,
“Moscow has advised us to seck a
regular supply of oil from the Middle
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Kast;...ilL is imgjossiblc for her Lo
supply our needs,”!®

This musl have been a deeision nol
lightly taken in Moscow, for it reluxed
onc ol the key controls the Soviets
posscssed over Lheir Kast Furopean
galellites. In 1966 the Soviet Union had
exported 40 million Lons of oil to Fasl
Burope (then about half of all Russian
oil exporls), which was sufficienl Lo
meel all local consumplion save for the
16 million tons produecd and eonsumed
by Rumania. Estimates of FBast Furo-
pean consumplion by 1980, however,
forccaslt demand al 170 million Lons, a
quantity that Rumanian produclion and
Sovicl exports could obviously not
meelt.1® The wide political and cco-
nomic implicalions of this rclaxation
have nol yel heen fully realized, but
dircel negoe lialions between Last Yurope
and the oil-rich Middle lastern nations,
begun as early as 1905 helween Ru-
mania and lran, have been expanded.

The satellites have encountered some
difficultics in these negolialions because
of the problem of paying lor oil wilh
scarce hard currency, and henee Lhey
have lurned Lo barler mrangements. In
such arrangements, however, they are
likely to be in direet competilion wilh
the Sovict Union, also using barter
tactics. Il has been estimated that if
FEust Europe alone were to salisly its
addilional oil nceds from Middle [Nast
sources “goods worth belween one and
two billion dollars would have Lo he
supplied to lran and the Arab countries,
Delivery of goods on such a scale would
be, to pul it eau li(msl?r, difficult for the
recipients to ahsorb.” 7 1f this calimate
18 accurate, the Soviet Union’s flexi-
bility in negotiating Arab oil deals will
be considerably curtailed.

In all probability, then, Sovict oil
exporls to Fast Kurope will remain
approximalely constanl, making ef-
ficienl usc of the cxisting exlensive
distribution network, allowing for con-
linued trade of Sovicl crude for Fast
Furopean  manufaclored  poods  (in-

cluding large-diameter pipe), and leaving
the Russians with a potentially useful
control over loeal satellile cconomics Lo
inhibit dissidence.*

In trade with Weslern Europe, some
other dilficult Sovicl choices have been
made in light of petroleum minister
Shashin’s prediction of stabilized oil
exports. In 1969 the U.S.S.K. exported
45 million Lons of oil Lo West FRurope
(which accounted for only ahout 8
percenl of Llotal Wesl Furopean con-
sumption).'® These exports have tradi-
tionally heen key clements in the So-
victs’ allempts to oblain two critical
items, frecly converlihle foreign cur-
reney and specialized  manufactured
goods.

Faced with limited [lexibility in oil,
the Sovicts have rned to natural gas
which they expect Lo have a surplus of
after their nuelear power plants have
come into operation before the end of
the eenlury.!® Thus, over Lhe past
several years they have concluded long-
lerm  agreements with Wesl Germany,
Austria, and llaly promising Russian
nalural gas at 10.5 billiou cubic meters
annually o be delivered over periods
ranging from 20 lo 23 years in return
for large-diameter steel pipe and hard
eurreney,>® The West German steel pipe
(1.2 million tons of it} is of particular
importauce to Lhe Soviet Union since it
is Lthe only varicly currenlly available
that can withstand Lhe extremes of Lhe
Siberian elimate. ltaly, by agreement of
August 1970, will provide 1.1 million
tons ol steel pipe. (The 3,500 mile
“I'riendship” pipeline 1o Fast Turope
only used 800,000 tons of pipe.) Similar
negotinlions with I'rance, Swilzerland,
and Sweden have not been suceessful.

These  agreemenls, it should  be
poinled out, have nol given Russia any
real leverage over Weslern Furope’s
power supply. In facl, with Furopean

*¥This economie lever was nol used in
Czechoslovakia in 1068, See Roberl . Ebel,
Communisi Trade in Oil and Gas, p. 92.
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demand increasing almost 10 pereent a
year, the relative role of Soviel imporis
of [uel is deercasing. The only exceplion
is [taly, who musl imporl a quarler ol
her fuel needs from the Soviel bloc and
has rceenlly seen Lhese imports cul
despite her own growing demand.

The third area of concern lor Lhe
Soviel oil industey is with the de-
veloping nations of the Third World:
countrics like Brazil, Guinea, India, and
Ceylon with whom Russia wanted Lo
eslablish an carly economic and political
alfinily. They Loo have felt the impact
of Sovicl ecurlailments, bul perhaps
Cuba has felt them most keenly because
of her complete dependenee on Russian
oil. She, like some of her Llast Buropean
counterparls, has heen pul on an oil
ralion with a maximum ycarly incrcase
of 2 percent, nol enough Lo kccp pace
with her domeslic requirements,?

No cxamination of Soviet petroleum
cxporls would be complete without
mention of Japan, even Lhongh these
exporls Lo Japan amounl lo only 3
million tons annually, a mere 2 pereent
of lLier consumplion. Russia has long
wanted Jupan’s help in developing the
mineral riches in Siberia and  offers
Tyumen oil and castern Siberian and
Sakhalin gas as bail. So [ar, Japau has
proflered a little help in lomber and
transport only. Japan has acted with
caulion for several reasons, even Lhough
the nearness of badly needed resources
must seem appealing. Political prolerus
with Bnssia over borders and [lishing
rights remain disputed; historical dis-
likes are not casily forgotten, Pechaps
more fundamental, however, is Lhe re-
serve with which Japan is walching Red
China, a major Japanese market. The
three countries form a triangle of power
in the Western Pacific, and with in-
cipient conflict brewing between China
and Russia and with both vying [lor
Japan’s support, Japan has decided Lo
play her cards close Lo her chest.

Japanese leaders have Lo move more
quickly than they would like however:
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domestic steel and petroleum interests
are pressing for a Soviel markel, and her
raw malerial needs are growing so
rapidly as to whitlle away the [lexibility
of her bargaining position. Already she
has signed an agreemenl Lo provide
$150 million worth of sleel pipe lo
Russia in return for Sukhalin natural gas
over a 20-ycar period.??

If she does open up an exlensive oil
trade wilh Russia, this could have major
cllects on Middle Fast oil flow sinee 90
pereenl ol Japan’s oil needs are now
mel by Perstan Gull erude supplied
largely Lhrough American owned chan-
nels. The extenl of the disruplion
would, of course, depend on whelher
the Soviels salislicd merely the inere-
mental Japanese needs beyond present
trade levels or, by offering such a lavor-
able Dbid, could eause Lhe current oil
Mlow from Lhe pull to diminish, Given
the stubborness of the Siberian reserves
lo be exploited, a cutback in gull erude
exporls Lo Japan scems unlikely, never-
theless the Soviet Union probably will
be able Lo caplure al least a porlion of
Lthe growing Japanese demand {or petro-
lewm iu the near lulure,

Thus, in reviewing Lhe exporl picture
ol Soviel petroleum, we lind little cager-
ness Lo reduce cxports, even Lhough
they make up about a quarler of Soviel
production, On the contrary, the strong
pressures for increasing exporls Lo gain
valuable political and cconomic objec-
lives abroad will cerlainly conlinue and
probably mount.

Increased Imports. The final alterna-
tive of Lhe Soviels, then, as they [aee
the problem of rising consumption, is o
imporl, a deeision Lo which they have
reluctantly turned. They have done so
reluctantly lor two major reasons. First,
like the United States, the USSR, is
hesitant to depend on relatively un-
slable areas lor a resource so eritical to
her cconomy. She does nol have either
the oil sourees or Lhe roules of transport
secure enough for her liking,
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Sccond, because of Lheir eentralized
syslem of economic planning, the Rus-
gians bave tricd to avoid forcign trade
whenever posgible. Exports and imports
even now do not amount Lo more than
3 percent of the Sovict GNP.23? The
markel [orecs of inlernational compeli-
tion cannol he harnessed and controlled
Lo snit the stringent needs ol long-range
cconomic forccasting. Had the Soviels
rclicd on lorcign oil imported hy
tankers, the drastic changes of long-haul
gpol oil shipping costs during 1970
alone (from 8 cents to $1.20 per bar-
rel)2% would haye thrown their S-year
plan into chaos,

Thus, the Soviets haye entered the oil
imporl busincss with caution. Their
sources, ralher olwiously, have not
come from the more remole Lalin
American, wesl African, or Southeast
Asian [liclds of the Third World, but
rather from the Middle Fast and north
African ficlds eloser 1o home. This
involvemnent in inlernational oil virtually
requires them to haye the same basic
interests as others already in the bnsi-
ness: interest in the political stability of
the sourec and interesl in the cheapness
of the product,

Similar interests, however, do nol
guarantee  similar  Lechniques, and as
Robert L. Hunter has-examined in his
Adelphi paper on the subject?® Lhe
Soviel Union can follow either a colo-
nial or a ecommercial policy Lo sceure
her oil, He argues thal Russia’s oulright
takcover in lhe Middle Kast is highly
improbable for a number of convineing
rcasons, not so mneh for the gains to be
had, but for the costs they wonld entail,
[irst, it she moved into onc or Lwo
states only (by coup, subversion, or
oceupalion-by-invitation), she would an-
tagonize the remaining slates with
whom she bas carelully been nurluring
rclations sinee 19355, stales thal were
alrcady reminded of Ilussian imperial-
ism in 1968. Second, iu an attempl to
overcome lhe contradictions ol partial
colouialism, il she were Lo gain control

ol the whole arca—an almost impossihle
task—she would provoke a major con-
frontation with both the United Stales
and Red China thal would amount to a
casus belli. Cerlainly plans for Brezh-
nev’s “colleclive sccurity system™ in
Asia would be a shambles. The risks of
following such a colonial coursc of
action would be very high. Lt is signifi-
canl thal Iran and Turkey, two nations
thal must be aculely conacious of Sovicl
impecrialist designs, do not appear to be
undnly worricd over the threat.

Pegsimisls, however, may not be so
casily satisficd Lhal the ecolonial door
has been closed complelely, Stalin’s try
for Azcrbaijan following World War
Two, Bolsheyik moves into the Trans-
caucasia in 1920, and he numerous
Taurist altempls to push past the British
lo the sea come all too clearly Lo mind,
During the Molotoy-Ribbentrop conver-
sations of 19440, the Russians soughl Lo
oblain Nazi agreemenl Lhal “lhe arca
south of Batum and Baku in the general
direction of the Persian Gull is recog-
nized as the focal point of the aspira-
tions ol the Sovict Union, ™2 ¢

Have Lhese historical interests leen
lorsaken? Probably nol,* and on reflee-
tion back Lo earlicr Britishi and Western
techniques of cxpansion during the 16th
through 18th centurics, a striking par-
allel can be drawn with ¢nmrent Russian
moves inlo the Middle Fast and north
Alrica. The lirst slage was economic
penctratiou followed by a growing mili-
tary inllucnec. Then came missionary
teaching (in the modern conlext, idco-
logical indoclrination) and eventual
domination, The ultimale slages of

*¥0One of the many imponderables of the
Soviet Union is the extenl Lo which interests
can bhe extrapolated from obscrved actions
and vice versa. Sometimes action seems to bhe
less the product of reasoned, eoherent poliey
and more the result of imperfeetly under-
stood power struggles between rival blocs in
the Kremlin, as was cvident in the August
1908 actions involving Czechoslovakia.
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pacification and absorplion followed
soon therealter,??

Such phased expansion scems une
likely Lo Lake place again. Cerlainly the
carlier steps in Lthe process have alrcady
been repeated, but the cyele wonld
seetn Lo be broken by the increasing
political sensitivity and the nationalism
of the Third World that easl off the
carbicr imperialists in Lhe lirsl place. 1L is
i the ideological phase that Russian
allempls lo move inlo the Middle East
have broken down so lar. Syrian, Traqi,
and Egyplian nalionalists are cager Lo
gel arms and assistance, bul have shown
no inclinalion Lo aceept Soviel philoso-
phy or control.

Mote subtle forms of indircct colo-
nialism are also possible since the oppor-
tunities Tor Soviel involvement are mag-
nificd by the presence of regional dis-
putes of long standing: the Gull sheik-
doma, Lhe Tran-lraqi feud, the radical-
conservalive split, and, ol course, Lhe
Arab-Tsracli conflicl. Thus, the Russiuns
could greally increase their influcnce in
onc or anolher oil-rich slalec merely by
playing upon the economic and political
differences in Lthe area withoul ever
cslablishing a colonial “presence.” Such
# policy is fraught with dangers, how-
ever, as Lhe gains Lo be realized in one
counlry might be simply of a transitory
nature and therefore casily oulweighed
by the anti-Soviet hatred engendered on
the othier side. For the Soviet Union Lo
risk alicnaling several regimes by pur-
suing a laclic ol playing nalional inter-
eals off against cach other, the im-
mediate profits Lo be realized would
have Lo be enormous. Thus it would
scem likely that sueh a strategy would
prove loo dangerous lor the Soviets Lo
implement in the long term,

In reviewing Russian oplions for ex-
pansion into Middle Fasl oil then, out-
right colonialism is highly unlikely, but
opportunitics Tor more subtle, non-
commercial involvement are cerlainky
presentl and may pose some grave prob-
lems for non-Communist stalesmen,
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Conuunercial Realism. [n the commer-
cial realm, the Soviels are [ast becoming
more aclive sinee Ltheir backing of Teaqgi
crude production in 1907, Already they
have concluded agreements with [ran,
Irag, Syria, Kgyptl and Algeria Lo import
cither natural gas or crude oil. These
agreements seem o indicale a stance far
removed from the price-culling Laclics
of their “oil offensive”™ ol the carly
1960, The Soviels have learned Lhe
rules of Lthe capitalisl game und are now
playing by them; they supported collu-
sive agreements Lo restrict supplics, seck
regular prices, and in negolialions with
Japan have raised Lheir prices o market
levels.

A degree ol pragmatism has entered
their ceconomic operalions Lhal might
seem surprising Lo Lhe easual observer
(amiliar with the widespread, and ofl
quoled, remark made by Premicr Khiru-
shehey in his 1955 visit o the United
States: “We value trade least for eco-
nomie: reasons and most lor polilical
purposes.” Thus, Lthe Soviets have been
selling oil Lo Spain, though they could
hardly be in sympathy with the political
views of Gencralissimo Franco.?® Be-
cause ol the Suez Canal elosare, the
Soviels engineered deals whereby British
Petroleam and Shell transporled sterling
Lloe oil o Ceylon and Japan Lo meel
Soviel commilments, while Lthe Sovicls
exporled some of heir own oil Lo
Purope o meet B and Shell sched-
ules.2?

Sueh  arrangements no longer pro-
voke a stir; the priority of economic
henetits over politics has been a long-
established principle in the oil industry.
Under that prineiple, Iran sclls oil Lo
Isracl for domestic use, while Rumania
and Yugoslavia import oil which has
come Lhrough the Iscacli pipeline lrom
liilat 1o Ashkelon.®® Even Kgypt, al the

*Mosl oflen lelt out is the rest ol the
sentence, ... as a means of promoling
belter relalions between our Lo countries,”
Ebel, p, 82.
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height of the 1967 Suex crisis, cnsured
that the two local American oil com-
panies would coulinue lo produce oil
despite U5, golilicul and military sup-
port of Tsrael,?!

Another aspect of the low-profile
and conservative approach of the Soviet
Union Loward Middle Tastern oil is
rellected in her propaganda. She still
calls for the nalionalizalion of the “oil
barons™ installations, denounces “im-
perialist lrickslers,” and conlinues to
place emphasis on the development of
national oil industrics.>? In September
1967, howcver, she praised the lifting of
the Arab oil boyeoll to the United
States and Great Britain as  “real-
istic.”®?® The ralionale for this point of
view was later explained by a Soviet oil
experl, thal the denial of Arab oil
exporls Lo normal markels could reduce
their $3 billion annual revenues, thereby
“endangering  heir  development  plan
and the possibility of Lheir repayin
their debt to the Soviet Union,”?
While this reasoning scems ralional in
Weslern cyes, one ol the drawbacks Lo
such a policy of pragmalism is the
vnlnerable position that it leaves Lhe
U.8.5.R. in vis-a-vis Chinese allegations
thal this represenls merely another ex-
ample of Sovicl-American collnsion,™
ITow much can the Sovict Union aflord
Lo lorcgo the spiritual (and material)
leadership of the more radical groups in
the Middle [ast and elsewhere is an
open qnestion.

To date, as has alrcady been men-

*The Soviets could nol be too happy with
what tmusl be regarded as hostile and growing
Chinese influenee in the gulf. The Chinese
souglht Lo obtain 4 million tons of Egyplian
crude oil per year as carly as 1963, hul the
increasing utfavorable cumpetition with Lhe
Sovicls in Lhe UAR made them Lurn lo the
gulf where, among other benefils, they hope
lo make up for the 3 million lons of crude
formerly imporled from Rusaia, bul eul dur-
ing the Sino-Soviel rifl. See Joseph D. Ben-
Dak, “China in the Arab World,” Current
History, Seplember L970, p, 147-152.

tioned, Lhe Soviet Union has made
commereial agrcements Lo import erude
oil or natural gas with the lollowing
Middle East countries: Iran, Iraq, Syria,
ligypl, and Algeria. Of these, the 1966
agreement with Iran is by [ar the most
significant, Iranian nalural gas is piped
from ficlds near the northwestern cor-
ner of the Persian Gull up lo the
Russian border. The Sovicts have re-
wrned payment with a $450 million
steel mill near {sfahan, help in con-
atrucling the requircd 800-mile pipeline,
and  numerons other smaller  joint
projects on Lthe Caspian Sea, During the
first year of operation, 1970, aver 6
billion cubic meters of pgas were de-
livered, the rough fuel equivalent ol 5
million tons of oil. Under separate and
widely known agreements, Tran is also
receiving Soviel arms, even Lthongh she is
a CENTO country.,

It would be dangerons Lo overesti-
male the degree of Soviet inlluence in
[ran, however. The Shah has been very
scleelive in what equipmenl he has
obtained [rom Moscow, and his com-
mercial Lies with the Western oil consor-
Lium involye more than $1.1 bLillion
annnally, compared lo the mere $66
million worth of natural gas he exporls
Lo the Soviel Union.

Sovicl oil deals with the other eoun-
trics are cnrrenlly more modest. An
arcangement with Algeria gave Moscow
an initial 500,000 Long in 1969, and a
contracl signed the nexl year with
Fgypt placed an order for about 10
peteent of its cstimated 15 million ton
annnal production. The latter Soviel
import is particnlarly mteresting in that
the Russians exported more thun 1
million tons of crude Lo Egypt as late as
1967 and had been underwriling hee oil
nceds for more than a deeade. An
agrecment also signed last year provided
tor 5 million tong ol Syrian pelroleum
to be imported over a S-year period.
The agreement with Trag has already
been mentioned, 'Fhus, considering all
Middle [ust sources, Soviet oil and gas
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imports from the region total about the
equivalent of 8 million tons of erude oil
annually.

The techniques by whieh the Soviets
have entered into these agrcements are
similar in some respects to those of the
Western, largely American, oil eom-
panics; in other respects, they are not.
Concessions used to be strictly a West-
ern device, and apart from early de-
mands for conecssions on Spitsbergen
and then in Azerbaijan after World War
T'wo, the Sovicts were content to decry
concessions as imperialist cxploitation.

Then in April 1967, an agrecment
with Iran gave them the right to explore
and drill in potential oil-bearing terri-
tory beyond the concessiona alrcady
given to the Western congortium,?5 In a
gimilar agreement with Syria, [lussia
undertook to assist in developing the
Jezira oilficlds in the northeast. Both
approaches tend to resemble familiar
Western operations. In the main, how-
cver, Sovict agrcements are barter agree-
ments, exchanging equipment, technieal
aid and services, or, to a small degree,
rubles for the o1l instcad of a hard
currency.

The biggest diffcrenec in Soviet tech-
niques stems [rom the fact that, as a
government, the Russians have a range
of sclective bargaining counters far more
developed than those available to West
ern commercial oil companies. Indeed,
the Sovicts must have such a range to
offsct the near universal acceptability of
hard currency for any poods or services,

Of prime importance is the fact that
negoliations take on a government-to-
government character with polities, and
nol necessarily profit, an important
factor. Economies may, in fact, be of
scecondary significance, particularly in
the opening stages of the arrangement,
as the Soviets have so often shown
cutting priece or olfering higher bids Lo
enter a market. Costs, key for the
Western companices in determining their
rivals® bargaining positions, may be un-
revealed.
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The equipment and services the Rus-
gians can olfer need not be limited to
those associated with the oil industry,
but can, in fact, represent a much wider
choice of capital goods. Indeed, because
oil associated equipment is ab a pre-
mium in the Soviet Union, much of the
equipment is nonoil related. Perhaps the
most obvious example of this wide
range is arms, but other equipment
eritical for national development plans
presents templing alternatives. Standard
Oil and Shell cannot compete on this
level, France, however, through FRAP,
her atatc-owned oil company, was able
to compete temporarily with Russia in
Iraq in 1908 and then lost the bid for a
major oil agreement—Soviel MIG’s were
a third as cxpensive as French Mi-
rages.? ¢

Both the Sovicts and Western oil
companics can and do e¢ngage in training
programs, but the Sovicts show more of
a willingness to do this than the Ameri-
cang. This is duc in part to the relue-
tance of the Soviets to get involved with
downstream responsibilitics, those deal-
ing with transporting, distributing, and,
ultimately, marketing. The Western
companics, on the other hand, have
prelerred to handle the entire oil opera-
tion [rom start to finish and turn over
only hard cash to the host country. Asa
result of this different approach, the
Soviets have emphasized the use of oil
advisers and technicians working with
local governments. In January 1971, for
instance, there were 775 Sovicl oil
experts  working in  Algeria, Lgypt,
Syria, India, and Iraq.??

Middle Eastern Response. Hlow do
the Middle Fastern nations themselves
sec this increased Russian involvement
in oil? lave they suecumbed eompletely
Lo Soviel persuasiveness?

The Arabs and Iranians have not
looked on the advent of the Soviet
Union as an unmixed blessing. Their
most pressing eoncern is the need for a
sleady income since most, if not all, of
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their revenues come [rom oil carnings.
The failure of the Arab oil boyeoll in
1967 reinlorced their caulion to initiate
or sce inilialed any disruption ol their
own oil flow,

The initial reaction to Soviel entry,
however, musl have been one of joy;
liere was a bonanza, a brand new market
not in conflicl with established patlerns
of trade and un outlel for new money or
gain, Arab income eould only expand,
and as complele newcomers, the Rus-
sians diversilied the market yct more, a
tactical bonus [or any producing coun-
try. Iran has been parlicularly adept at
making best use of this advanlage,

IFor all the help the Russians have
given though, gratitude hus not been
overwhelming. lran has her new stecl
mill, bul the Shah is wo client of the
Soviet Union. Irag has gained some
refineries, but never jeopardized her
large carnings [rom the Western-owned
Iraq Petroleum Company. In fact, she
rceently bhorrowed almost $50 million
from it and has been forging new Lrade
links with Great Brilain, apparenlly so
ag to be less dependent on the Commu-
nists.>® The Syrians, too, for all the
drama of the Euphrates Dam project,
have given little but hcadaches and
mgratitnde back Lo the Russians,

Even the Aswan Dam proved to be
far more trouble than was forescen,
Moscow’s inflncnee in Egypl today
slems {ar more from her mililory assis-
tance than [rom her engincering assis-
lance. It is significant that one of
Ligypt’s mosl rceent engincering [eals,
the bnilding of the $200 million Suce-
Mediterranean pipeline, docs not involve
the Soviet Union, bul only Kuropeans
and Arabs3®

Ouc of the key shorleomings which
the Arabs recognize only too well is that
Sovicl cquipment is nolorionsly poor, a
nalural concomitanl from the scllers’
markel of an overly centralized ccono-
my. Quality control is lacking, Kasl
European poods seem to be in even
worse shape, so much so that the

Syrians once had to ask for compensa-
tion for a scries of defeclive silos the
Bulgarians had provided for Latsakia.*®
Sparc parts for Communist machincry
have been anolher malter of continuing
concern for recipients; the Third World
is replete with storics of rusting Sovict
cquipment, immobilized for want of
crilical parts.

This latter problem, however, is one
that the Sovicls scem to be well on Lhe
way toward solving. At a 1969 trade
show in Malaysia displaying over 2,000
Russiaw products, u helpful fair guide
attempted to allay potlential buyers’
fcars. “All our cquipment is manulfae-
tured according to Armncrican SATL stan-
dards,” he smd, “You can use American
sparc parts for anything made in the
U.S.S.R.>#! (The Chinese chalk this up
as another cxample of Soviet-American
collusion.)

The Middle East oil producing coun-
Lrics [ace other problems i dealing with
the Sovict Union, problems which tend
to counlerhbalance this bargaining advan-
lage the Rnssians have over Western
commercial companics. Perhaps  the
biggest is unpredictability. No business
dcal cont be made without some expeela-
tion that the [(ulure actions of both
sides will be based on ecconomic advan-
tages, bul consisteney of aim ecannot be
assumed with the Sovicla,

The Arabs are not likely to forget the
summary cancellation of an oil eonlract
between lsrael and the Soviet Union in
1956 (however much they might have
approved). Nor was anolher incident
nnnoticed. Afler a dispute over lishing
trawlers in February 1969, Lthe Soviels
broke an ugrcement made 5 monlhs
carlier with Ghana to deliver ernde
0il.*? Such abrnpt changes in major
revenne carnings or expenses can only
wreak havoe with Middle East econo-
mics,

Other ubrupl moves can be equally,
or more, disquicting. The Soviel inva-
sion of Czechoslovakia wus an embar-
rassment to all left-leaning governments,
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but Egypt, in particular, was caughlin a
dilemma. Radio Cairo did nol mention
it until 3 days after the event, and the
clogest Lhe Egyplians came Lo a slale-
ment of policy was probably made 10
days after the invasion by Mohammed
Haikal, editor of Al-Ahram. His predica-
menl is obvious: “[ am not in favor of
supporting the military intervenlion in
Crechoslovakia by the Warsaw Pact
member-states, but neither am | in favor
of condemning it.™3

Another prablem that the oilrich
countries face concerns finances, Oil-
peor (and probably capital-poor) coun-
trics find the problem even greater. The
Russians lend money, they do not invest
it. This can be a distincl advantage, yet
in balance the arrangement favors the
Sovicls. They always get their relurn
whether oil is produecd or nol, and the
host countrics do not have the political
and economic lever they hold over the
Weslern oil companics’ heads.

Fven when they lend cash to the
Arabs, the deal is not ncarly as good
now as it used to be. Post-Khrushehev
methods of operation are much more
cautious, offers arc much less glamorous
than before, and the terms are closer Lo
those in the West. Credit is not granled
until exhaustive surveys are complete,
and the terms of that credil have
changed. Loans are now made at 2.5 Lo
4 percent for 5 to 10 years instead of
2.5 to 3 percent for 12 o 15.years.*?
Perhaps the most  significant  shorl-
coming of Sovict loans, however, is Lhal
they are payable in rubles or other soft,
inconvertible currency  requiring ulti-
mate expenditure  within  the Soviet
bloe. The Arabs do not want X number
of tractors, but rather converlible
forcign exchange, too scarce a resource
in Russia and Fast Furope to be given
away.

A virtual cerlainly in dealing with
Moscow is irrational prieing, distortion
of chaunels of trade, and misallocation
of resourcecs. The Middle Eastern oil
states were not happy with Russia’s
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moves Lo exploit the closure of the Suex
Canal in 1967 for her own gain by
increasing oil exports Lo Wesl FEurope (a
nalionalist taelic they apply among
themselves), More unscltling is  the
Soviel Union’s willingness to vary price
structures to her advantage. Fast Europe
during the 1960% paid twiee as much
for Soviet oil and oil products as did
West Burope. Fven now the average cost
per barrel of Soviet oil for the free
world is $1.50, and for the Communist
countrics is $2.10.%

With respeet o sales on the free
markel, because of the relative smallness
of their business, a price cut can greatly
increase Sovicl sales, making, of course,
for striking political as well as cconomic
rain. This happened during the “oil
offensive™ a decade ago, and Soviet
officials had to go to the Arab Petro-
lewmn Conferences in 1960 and 1901 to
explain their position. They said they
had no intention of culling Arab prices
and proceeded Lo quote two prices, one
for their Arab friends and one for their
compclil.nrs.“ Can Arabs assunie that
friendship to be permanent?

The Weslern Presence. So [ar we have
looked at some aspecls of the Soviet
approach to the Middle Fast countrics
themselves, and then elements of the
local response Lo this interest. We must
now turn to the Sovicl attitude toward
the Western preaenee in the region and
see Lo what extent that coineides with
the Arabs’.

One of the best statements ol this
Soviel attitude was quoted from Inter-
national Affairs (Moscow) a decade ago,

*Ekbel, p. 62; The Soviets justify this price
differential o the Fast Europeans by arguing
“thal for a given quality of oil the hard
eurrency teceipts al lower prices (Itom West
Furope would), .. luy them a more advan-
tagcous bill of importa” See Robert W.
Camphell, The Econamics of Soviet Oil and
Gas, p. 235. Appuarenlly the Russians also
share Arab skepticism ubout the quality of
Communist products,
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an attitude apparently little changed
sincc then: *It should be borne in mind
that oil conecessions represent. . . the
foundation of the entire edifice of
Western political influcnce in the (less
developed) world, of all military bascs
and aggressive Blocs. If this foundation
craeks, the entirc cdifice may begin to
totter and _then come tumbling
down.,™ % To this end, therefore, Soviet
policy has, in general, urged two scpa-
rate aetions: . .

® the nationalization of foreign oil
coneerns, and

® the establishment of
(Arab-owned) oil companies,

These goals, to a certain cxtent,
coineide with Arob goals, but instead of
a primary desire to oust the West
{though that can be politically desir-
able), the oil eountries, as mentioned
carlier, want a steady, or hopefully
increasing, ineome. They want to make
the eeonomic deeisions themsclves in-
stead of having them made by loreigners
alien to their national intcrests, Some-
times nationalization can accomplish
this goal, but the classic failure of such a
policy by Mossadegh in 1951 has in-
hibited many governments from doing
this.

In that ceclebrated case, lran was
boycotted by the international oil com-
panies who controlled the shipping and
distribution outlets, denying lran any
oil revenue for 2 years while her eom-
petitors merely stepped up production
to gain lran’s lost markets. Obviously,
belore nationalization could take place,
the country had to secure her down-
strecam facilitics, yet this was no casy or
cheap task. It was estimated in 1968
that if Kuwait were to have produeed,
refined, and sold all her oil herself, it
would have taken an amount ol eapital
cqual to the input from all her oil
revenue received as of that date.” Such
an immediate outlay for even an oil-rich
country would be patently impossible,

All oil producing states, however,
have attempted to minimize their

national

dependence on foreign help. They have
had training for their own technicians,
and most haye sct up nalional oil
companics which have taken over do-
mestie responsibilitics such as refining,
distributing, and selling. Some, like
Pctromin, the Saudi Arabian national oil
company, have cven acquired some
tankers of their own for use in interna-
tional trade.

With this rapidly building capability,
the threat of nationalization beeomes
more palpable and the lranian precedent
less applicable. Certainly the United
States would have a lot to lose, The
$1.65 billion fixed investment of Ameri-
can oil companijes would be the first to
£o,* but that equipment has long since
been amortized, so the loss would be
cssentially only a tax loss for the United
States. Of far more significance would
he the loss to our balance of payments,
about a billion dollars annually *® The
rcally vital national interest, however,
nced not neccssarily be threatened;
Arab and Iranian oil might still flow to
Western Europe and Japan who cur-
rently import 84 percent and 90 percent
respectively, ol their oil needs from the
Middle Fast and north Alrica, One
nightmare remains for the despairing; if
nationalization were premature, the
Sovicts might lake over the running of
the oil installations much as the British
replaced the Dutch in Indoncsia in
1960.:

There are two current schools of
thought in the Arab world about na-
tionalization. One, strongly advocated
by former Saudi Oil Minister Abdullah
Tariki, is that oll producing countries
should nalonalize their oil coneerns
simultancoudly and completely, Piece-

*That $1.65 DLillion represents only 8,75
percent of ULS, oil investment abroad (most is
in Europe and Canada) and only 2,55 percent
of total U.5, investments abroad (§64.756
billion) in 1968, ].]. Berreby, “Does America
Need Arab Oil?” New Middle East, April
1970, p. 9.
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meal moves could resull in another
Iranian debacle, The other school recog-
nizes the lack of downstream [lacilities
and the difficulty of getling joint aclion
on sueh a major issue. Thus, its adher-
ents elaim, it is better to hold the oil
companies a3 hostage and  maintain
leverage over them. The trend is in this
dircclion, wilth “joint ventures™ being
sct up between oil companies and states.
Mgeria provided the latest example of
this persuasion: on 23 February 1971,
she took over 31 pereent of the shares
in all French oil firms operating in
Algeria®® 'The essence is control of
profits, not ownership of pipes, bricks,
and mortar.®® Less burden is involved
(let someone else do the chores), and
the profit ean stll be good, as the Shah
has 80 masterfully shown.

Thus, it would seem that the Soviels
might not see the Western oil companics
ousled as quickly or completely as they
would like, provided economies plays
the major part in the decisions made.
Given a rcheating of the Arab-[sracli
dispute  and further polarization of
American support for lsrael and away
from the Arab cause, however, Arab
governmenls might casily sce themselves
compelled to nationalize forcign (largely
American) oil concerns Lo satisfy local
political pressures. Sueh considerations
apparenlly were a major [actor in resi-
dent Nixon’s deeision to delay delivery
of more jels Lo tsrael in 197051

Analysis so lar would seem to indi-
cate that the Middle East countries
would not in general now, nor in the
near future, have the inelination or the
ability to replace entirely the funciions
of the Weslern oil companies them-
selves. Could the Soviels replace them?
To this question we musl now address
oursclves,

Certainly the Sovicls could perform
all the technical and managerial tasks
within the producing country. What
must be more fully examined is their
ability to perform downstream opera-
tions, specifically their ability 1o trans-
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porl and market usable petroleum
produets,

The rapid growth of the Sovict mer-
chant marine (not to mention navy) is
oo well documented 0 make further
discussion profitable here, The oil
tanker (leet, however, is not nearly as
imposing, though also growing rapidly.
Russia has 418 oil tankers (up 300 from
10 ycars ago), none registered at more
than 40,000 deadweight tons, which
represent 6.8 percent of the world
tanker {leet in numbers and 3.3 percent
of the world tanker capacity.®? These
small tankers are best suited for short-
haul trade and some coastal or inland
walerway work; they are not cconomic
on long, bulk volume routes. Several
years ago the fleet was not cven big
enough o handle up to 60 percent of
Sovict seaborne oil cxports,®?  very
modest compated to world trade quanti-
Lies, As a result of this delicicney, some
150,000 ton supertankers have been
ordered by the Russians who have con-
tracted overall for a quarter of all world
shipping now being built.

The Sovicts” ability to move Arab oil
in Russian tankers is therefore severcly
curtailed. Fven within the next decade,
it is doubtiul that the relative ability of
the Soviets to move Arab oil will be
mueh increased beeause of the vastly
expanding requirements for (and corie-
sponding production of} il as a world
energy source. It has been estimated
that todays 1 billion tons of amnual
global oil trallic will have been ex-
panded up to 13 times by the end of the
century.5?  Additionally, the Russians
might have dilfliculty in chartering other
independents lo do their long hauling,
The Amcrican companics, who ship far
maore, have boycottcd those operators
who dealt with the Soviel Union, one of
the original stimuli for the bnilding of
the Soviet fleet,®

Another method of oil transport
suitable in part for Rnssian use is by
pipeline. The magnitude of the Soviel
effort in this regard has alrcady been
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mentioned, Oil and gas pipelines are in
place or are planned Lo link Siberia with
FEurope and Japan, two of the world’s
largest fucl markels, and the gas pipeline
to lran lorms a working link o the
largest natural gas source in the world,
Though this network could immediately
benelit Russia’s Middle East neighhors,
arrangements could be made whereby
southern Arah states, by a combination
of tanker and pipe, would also be
serviced. This pipeline capability doces
not now exisl, bul its potential must be
recognived, for when eombined with
potential tanker movements, a signili-
canl eapacily lor oil movement in toto
will exisl,

A Tlurther congideration of down-
slrcam operations musl lurn Lo mar-
keting usable petroleum products. The
Soviets do not have an exlensive mar-
keting nelwork, in either size or sophis-
tication, Their policies to date have
emphasized the bulk selling of erude oil,
rather than finished oil produets, to
single large intermediate buyers (al re-
lincricg), In this way they get their
needed lorcign exchange at lower cosls;
crude is cheaper to move than relined,
by both installation and labor measure-
mend,

They have shown no inclination to
beeome bogged down in ultimale mar-
keting  to individual consumers, al-
though they have scl up a small firm in
Greal Dritain, Nafta (G.B.) Lid., han-
dling less than 1 pereent of the gasoline
market, apparently Lo gain experience in
Weslern marketing teehniques.® ¢ Soviet
marketing facilitics, or the lack thereol,
are therefore largely an irrelevant part
of their downslrcam operations as eon-
eerns Middle Ioast oil.

The Middle Eastern oil nalions are
fully aware of what lhe Soviels can and
cannot do and, all other things being
equal, would be content to scll the
Russians just enough oil for her domes-
lic needs; i.c., about 100 million tons in
1980. This, however, represenis less
than 10 percent ol what the Arab
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countries cxpecet to export by that time,
so if a black or while choice had to be
made, the Arabs would lurmn toward
Western, not Eastern, markets, Nor
would the Arabs like Lo sec Lhe Soviel
Union act as a middleman; they ean get
a better Lake by sclling dircetly to the
Wesl, They are already irritated at the
handsome profit Moscow makes [rom
reexporting such Arab goods as Egyp-
Lian eotion, Disputes over Soviet enlry
into the Furopean oil market have been
much more bitter because of the money
involved.

A Sellers’ Markel. One final factor
must be laken into account in assessing
the future Sovicet role in Middle East oil,
It is by naturc the most diflicull to
predict, yet will probably prove to be
the mostl eritical in determining [inal
outcome, and that is whether oil busi-
ness in the future will be in a buyers’
markel or a sellers’ market. General
trends can be forecast from eurrent
production and consumption schedules,
Reserves ean be plolled on graphs and
oil movemenl [lows analyzed, These all
point to a sellers” market in the long
lerm,

It is short-term changes, however,
that test the real flexibility of interna-
tional oil. The closure of a canal, the
puneluring ol a pipeline, and the deerce
ol a government have shifted the short-
term oil picture recently far more than
lhe discovery ol Alaskan or Siberian oil
reserves, Within a matter of weeks, the
market advantage shilted radically from
the buyers to the sellers. Through the
Organization of Tetroleum Exporting
Countries or OI'IC (created in 1960 to
save the sellers in a buyers’ markel), the
Middle Last states have recently shown
whal a united stand can gain, Fven in
one ol the most historically competitive
ol internationat businesses, the Western
oil companics were foreed to unite
aronnd a common bargaining cffort and,
in the February 1971 agreement, were
foreed to relreal.
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In this scllers’ climate, what is im-
portant is not control of all oil re-
sources, but control of enough to influ-
ence significantly the world market.
This means that the Soviet Union need
only control a relatively small portion
of crude oil in a tight market—a great
deal less than the 90 percent of Arab oil
to be used by the West in 1980. One
optimistic Soviet oil expert, Boris Rach-
kov, estimated that the 1969 total
annual tonnage of crude output by
Algeria, Libya, and Iraq (over 400 mal-
lion tons) would be an adequate
amount.®* 7 From that, of course, must
be subtracted the amount the Soviets
would themselves need at the time.
Could the West react as they did in the
1667 Sucz closure and Arab oil boycott
to rush necded supplies to crucial mar-
kets? The president of Standard Oil of
New Jersey once said that rapidly tap-
pable excess supplies were more than
300 million tons®® Given a longer
reaction time, more, of course, would
be available. And further exploration
for usable reserves has been staunchly
advocated for this political reason, as
well as for others.

Such considerations reinforce the
fears of those who dread the Soviet
“hand on the tap.” Although John D.
Rockefeller said more than a hundred
years ago that “he who controls the
outlets, controls the oil industry,” this
maxim applies only in a buyers’ market.
In a sellers’, it would be more appropri-
ate to say, “he who controls the mar-
gins, controls the oil industry.”

Conclusion. The assumption made by
Rachkov, however, was that Algeria,
Libya, and Iraq might be dominated by
“democratic forces” and, therefore, be
willing to give all their oil to the Soviet
Union. This need not necessarily be true
unless the West by default makes it so.
We have seen the reluctance of the
Arabs to relinquish control of their oil
revenues to others. Iraq, for all its ties
with the Soviet Union, has not national-
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ized its Western owned 1PC for fear of
jeopardizing its income. Libya, advocate
of perhaps the most radical oil position
because it has amassed such revenues it
can afford a short-term loss, has shown
little inclinaion to join the Soviet
camp. The other Mideast and north
African states also knew where their
main markets lie, with the free world,
not the Soviet bloc.

Such a nationalistic approach to mar-
keting by the oil-rich states is in fact the
West's highest trump card in preserving
the accessibility of Middle East oil, a
vital interest for the West. The signifi-
cance of this card, however, is often
overlooked since the West has little
control over how and for what purposes
it will be played. Arab nationalism is
too often relegated to the domain of the
academic and dismissed by the states-
man and the entrepreneur.

Our approach must be realistic.
Though we cannot dictate when the
card will be played, we can minimize
the chances that it will be played against
us. We must recognize that the Soviets
will be involved in Middle East oil
production at least to the extent neces-
sary to meet their increasing oil needs.
Provided payment terms are acceptable,
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the oil producing nations will welcome
not only the Soviet, but also the East
Europcan market,

As we have geen, however, these
same nations can be counted on Lo resist
any tendency for this Communist mar-
ket to expand beyond those bloc needs,
unless the oil states can sell their oil
nowhere else. The real challenge for the

West will he not Lo break with any oil
country that has forged new Soviel
tics—and leave that country with the
dilemma of one alternative, the Soviet
Union, The West cannol afford Lo let
the Sovicl Union gain a most polent
new trump card by default, control of
the oil margins and, henee, of the world
oil industry,
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