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Logs of Iranian Production

4. If Iranian oil should cease to be available, the soven million metric tons
of crude oil by uhich Westerm Europs would thereby fall short (according to the '
1950-51 estimates) could be more than méde up by increasing the output of British
companies operating aléermere in the world. Indeed it could all be replaced, at
some addiiional dollar cost, from the other producing areas of the Middle East. Ro-
placement for the balance of Iran's crude oil output (that processed at Abadan)
"could also be obtained outside the Soviet sphers by releasing shut-in production and
by more rapid drilling of knowm reserves. '

5. Loss of the Abadan refinery, with its capacity of 27 million metric tons
per year, would call for mich more Aifficult adjustuents than wctuid the lose of Iran-
ian crude éil output. There is now in ‘the non-Soviet voi'ld, outgide Iran, enough re-
fihing capacity to process an additional  amount of crude equal td that now golng
through 1;he Abadan plant. If Abadan were lost, however, at least six months would
be required to place marginal plants in _operation, to change the coﬁposition of re-
finéx-y output, to alter tanker rou:tings, ‘and to complete the redistribution of crude
oil among the other refinerieg.

6. To acquire from other sources thé amounts of crude oil and refinéd products
which Wegtern Europe now impbrts in one year from Iran would involve an extra dollar
expenditure of about $700,000,000, assuming the level of prices remained the same ag
that prevailing at the end of 1950,

7. Loss of Iranian oil production and of the refinery st Abadan would certainly
constitute a severe setback o present prospscts for a restoration in Western Europe
- of viebility; that is, of a condition in which the Western Buropean countries, while
maintaining a standard of living accepﬁable to their populations, would pay their way
withou’ﬁ extraordinary outside aséistance. Howsvex, the crude oil output of Iran is
not lrreplacsable, and an adjustment of the non~Soviet world to its loss could
eventually be accomplished without great difficulty. To cut down extra annual dol-

m,
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OWIERSHIP OF UOTLD OR Ul)'* PROOLGTION 3,‘
United States British Oghep Total
frea 1000 T Percent 1000 MY Porcepnt 1000 MT Percent 1000 MY Pers
Norld
EBostern Hemisphere
Middle Bnst )
Irag 1,720 23.%7 3,810 52.5 TR0 - 23.7 7,250
Kowait 9,500 50.0 9,500 5(.0 - - 19,000
Sevdi Arabis 22,750  100.0 = - - - 25,750
Iran - 35,000  100.0 - - 35,000
Catay 4‘7@3 23.8 1 2048 52.4 476 23.8 2,000
Bahrein — - 1,500 1000 - . 1.5C0
- Total 41,446 ‘90 858, 2,106 94,500
Bast Indics Islonds 3,350  31.3 ,.,3:-0 68.7 - - 10,700
OREC Countries . bag 20.0 . ___ 681 25,0 _1,563 55.0 2,782
Total 3,888 ' 8,031 1,563 13,482
TS ord Cennda 288,750 . 100.0 “ . - o 288,750
Mexico . - ~- - - 10,000  100,0 10,000
Carribbern Lxporting :
Areeos 55,055 61,5 34,108 38.1 327 0.4 82,490
Total 343,805 34,108 10 3‘4"? 388,240
(Other . - = - - - 1.4 7,110 1.41
Total World £03, 33?
TABLE IV
OWNERSHIP (F WORLD RIFINING CAPACITY
: 1956-1951
Urited States British Other Total
Are 1000 MT Prrcent 1000 MT Poreent 1000 MT Percent 1000 MT Percent
: Wordd To
ile Eect .
Hrife e - 200 100,00 - - 800
Rawait 625 50.00 625 50,00 - o 1,250
Sewdl Arsbis 6,500  100.00 - - - 6,500
Abeden : - - 27,500 . 100.00 @ - - 27,500
Tripoli 142 23.75 285 42,50 173 28,75 LG
Bahrein _B8.000 100,00 e - = - B.000
Total 15,267 29,210 173 44,650
Bast Indies Islamds 2,200 31,68 6,900 58,32 - - i0,100 2.03
Sovdh & l’mcn Asia - - - - - 2,500 18
Rustrinlia & Mow Zealand - - - o - - 650 x]
Northern Afriea & Spain - - - - 3,450 RS
OFEC Cowmtrien - - - e - Ld 420 8.0
3,,& &,900 - 61,129
Hestern Hemisphere
United Stotes ~ - - - - 300,000 60,20
Canerda - e - 15,500  100.00 15,500 3.3
Mm,t_l.cc - - - 8,350 100,00 8,350 1.58
Carvibbesn Bxporting bress '
Colombia 1 91}:.,0 1 ,;.4,2{_
suels 7,007 - Uu,z,;u
1,452 1.8
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world., This would call for severe rationing in the Unilted States as well as 2lse~
vhere. A systen of international allocation and price control would imrediately be
required. |
4. It is estimated that a cutback of 10 ‘percent {rom present levels of oil
consunpiion mﬁld permit maintensnce of Western European industrial production at
approximately the levels of late 1950, and of tré.nsportation at the extreme minimum
necessary for that purpose. No apprecia‘ble expansion of industry, whether for , '
achieving viability or for rearmsment, woul.d be possible. Rationing of even 10 per-
cent would present great difficulties in time of peace; A | |
5. Loss of tﬁe total oil production of the Middle East would tims constitute
a digaster to present prospects for a restoration of Western Buropean viability,
and it would make the Western [uropean reéarmament program, as currently comtem- |

plated, impogsible of accomplishment.
6. Tt should be noted, however, that even should the Soviet Union gain con~-

trol of the output of Middle East oil, it would not ‘be able to use it save to &
limited degree under present availabilities of tramsportation., The USSR woﬁld prob-
ably, therefore, in time of peace wish to sell conglderable amounts of Middle East
oil to Western Furops. Singe Western Buropean oil requirements camnot adequately
be met from other sourees, the USSR would tﬁereby acquire considersdble bérgaining

power in seeking to acquire sirategic materials and mamufactured products,
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ENCLOSURE A
DISCUSSICN
1. Total petroleum requirements of Western Europe (including the UK) for the
fiscal yeer 1950-51 are estimated at 66 miliion metric toms, of which 42.5 million
will be imported as crude and 20 mil;.ioxi as refined products; the remaining 3.5 mil-
lion tons will be derived from indigenocus sources. OFf the total lmport requirements,
46.3 million metrie tons, representing 70 percent, will come from the Middle East.
In sddition; international bunkers of 6 .million tons and US military supplies aggre-
gating approximately 2.5 million metric tons will be 1ifted ::.n the Middle East area.
| 2. 0Of the totel requirements of Western DBurope, it is estimated that Iran
alone will supply the following:

Millions of Metric Tons
Percent of WE Requirementy

. Crude 011
7 16

Refined Products

6.3 (including British Military) 31
'Bunkerg »
4 ' 67

3. It is egtimated likewise that of total Western European requivements, the
- entire Middle East area will supply the following:
Millions of Metrie Tong

Percent of UWE Requirements
Crude 0il v

38 : ‘ 90

Refined Products

8.3 | 40
Bunkers

6 ' . _ ' 100
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dollars éecessary to replace it would be the factors most immediately peramount, Even
after the loss of the Middle Bast British cmnpanies would own about 35 percent of
available erude production apart from that in the US and Canada ~—- i.s., they would
control more than ons-third o:’r‘ the e;;_p,___g._bi]_:_e_ggrmo;__g of ¢ll available to the non-
Soviet powers. (US companies uould oun about cne-half of crude production cmtaidce the
US and Canada.) There would be more than enough oil under the control of the British
to supply all their domestic requirements, .plus bunkers and militery 1iftings, if they
chose to give priority to domﬂstic.requﬁ'emeﬁta' over other markefcs. Henéa, the UK
would have a fairly strong bergaining position in the negotiations‘mﬁch would be
necessary fo'r the in't_..erna:tiona.l allocation of availahle oil supplies, after the loss
of Middle Bastern cubput.

16. On the other hand, the i"lnancial setback to the British resmlting from %
loss of their enormous investments in Middle East oil, especially in Tram, and of
the receipts both in doilars and in soft currencles which arige from them, would tend
to offset any special advantages vhich the UK might derive from its oumership of
other sources of supply. Loss of the economic (and strategic) power vhich the UK now
possesses by virtue of its control over the production end distritution of Mddle
Tast oil would also be a factor of utmost importance. Finally, the effects which a
total loss of Middle East oil would indirectly exert upon the general siructure of in-
ternational trade and payments would be eépecially adverse to the UK because of its

extraordinary dependence upon overseas twrode.

AES:mju
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lar expenditure, it would be desirable to build new refineries in non-dollar areas.
This would take time, and it would take dollars in large smounts. But it would not
permanently impair chances for European viability.

. 8. Since both the Abadan refinery end the entire oil production and proved oil
reserves of Iran are either owned by or under concession to Great Britain, the ef-
feets of their loss would be exitremely severe upon that country. The nature of these

effects is discussed balow, in paragraphs 15 and 16.

Loss of all Middle East Qil
9. The loss of 2ll Middle East oil production would reduce the current supply

of cxude oil in the non-Soviet world by about 93 million metric tons per year. By
inereasing production to thé greatest degree feagible in areas still accessiblé, this
shortage could be reduced to asbout 53 million metric tons, which is equivalent to
-abeut 10 i:ercent of estimated 1950-51 total oil consumption in the non-Soviet world.
Sufficient refining capacity wmf._d be avallable to process the reduced total supply
of crude, but the problems of readjustment and allocation mentioned in paragraph 5
above would, of course, be greater, and the time requirsed to carry -them out would be
longer,

10. The maximm cutback in I\bstei'n Buropean oil consumption which would stdll
permit maintenance of industrial productien at approximately the J.ev_els of late 1950,
and of trangportation at the extreme minimum necessary for that purpose, is esti-
mated to be about 10 percent. Such a cutback would cover only about 6.6 million tons
of the total defiqiéncy of 53 million. Hence it is clear that even if Western Eurcpe
were restricted to less than 90 peicent of its estimated 1950-51 consumption, the
lose of 211 Middle East oil would make sevére rationing necegsary in the United
States. Despite the fact that the US is virtually self-sufficient in oil productiocn,
1t would have to cut its consumption by at least 10 percent., International agree-
ments for allocation and prics eomtrol would itmediately beéome necessary.,

11, At ‘the rrice level of late 195d a net increase in dollar requirsments of

from 1 to §1.2 billion would occur if Western Burope, after a cutback of 10 percent

S
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/ I. Ihe Problem: . R A C

To estimate the effacts of the loss of (a) Iranian ol production, and (b) to-
tal_ Middle Eastern oil production, upon the viability of Western Burope in time of
peacé.'

II, Disgussion: - (See Enclosure A).
IIf. Tables: (See Enclosure B).
V. Conclusiong: ~

1., The amount of crude oil and refined pmciucts now éxported from Iran 'could.
be derived from other areas by small increases in crude rroduction and by fuller use
voi‘ available refining capacity. At the rates of consumption and levels of prices
prevailing at the end of 1950, the extra anmual dollar charge to Burope of proc’uring‘
this amount of oil elsewhers would be about $700,000,000,%

2. Loss of Iranian oil production and of the refinery at Abadan would tempo-
rarily set back progress toward Western European viability, and would impose severe
financial losses upon the British, who control all the oil pmduction and proved re-
sources in the country. In a few years the setback to viability conld be 6vercome,
but only after proved reserves elsewhere had been drilled end new refineries built
at considerable dollar cost,

3. If 211 Middle Bast oil production were to be lost, a cutback of more than

10 percent in oil consumption would have to be imposed throughout the non-Soviet

¥Flgures in this paper representing estimates of extra anuual dollar costs and
of the extent of oil shortages which would result from a loss of Iranian or Middle
Eastern oll are indicative rather than exact. They will hold true as given only as -
long as oil prices stay at the levels of late 1950, and oil production and con-
sumption continue at the rates currently estimated for the fiseal year 1950-51. The
general effect of the rearmament programs in the US and in Western Durope will pre- .-
sumably be to raise the consumption of oil, and probably also to raise its price. //5
These factors would tend to make the oil of the lMiddle East more important to the -
western economies, and to cause its loss to be even more severely felt than is indi-
cated by the figures cited in this paper. -
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in its ecnsumption, wers to procui'e from alternative sources en amount of oil suf-
ficient to mske up for the loss of Middle East imports.

12. The loss of all Middise East oil would thus congtitute a diséste:r to pres—
ent prospectsbfox' a restoration of Western.European viabiliﬁy. Moreover, the Wes-
tern Furcpean resrmament prog;'ams as présently contemplated, like the earlier OEEC
projects for general sconomic expansion, depend in part upon an increase in the use
of oil, A decrease of 10 percent in oll consumption would render the present lWestern
Buropean rearmament program impossible of accomplishment. ‘

13, No way can be foreseen at present by which a satisfactory adjustment, over
a long periocd of time, could be made to the total loss of Middle East oil. Though
the Middle East now c'ontributesonly 18.,4.percen‘b of total non-Soviet production, it
contains 44.4 percén’c. of proved reserves outeide the Soviet orbit. A very large pro-
portion of the presently contemplated increase in non-Soviet oil supply is expected
to come from the Middle East. " Unless new reserves ave proved elsewhere, or new
sources of onergy utilized, Western Burope will not be able to compensate for the
loss of Middle East oil save by profound changes in its currently planned econamic
strﬁcture. .

14. It may be noted that the Soviet Union, even though it should gain control
of the oil output of the Middle Eagt, would not be Aable itzelf to utilize it SEWS‘ o
a limited degree under preseﬁt availabilities of transportation. It would probably,
therefore, in time of peace wish to sell considerable amounts of Middle Eastern oil
to Western Europe. Since Western Europeah oil requirements cannot adequately be met
from other sources the USSR would thereby acquire consideréble bargaining power in

seeking to acquire strategic materials.

Special Effects upon the United Kinedom
15, The effects of a loss of Middle East oil upon the UK, though no less ad-
verse, would bs somewhat different in nature from the effects upon most other Western

Buropean countries, in which the physleal shortage of supply and the sxpendliure of
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ENCLOSURE B

istimated Imports of Crude 0il and hefined Products into
OEEC Countries 1950-1951.

Eatimated International Bunker Liftings (Re_,i‘ined Produets)
in the Persian Gulf Area.

Ownership of World Crude Reserves 1950-19%1.

Ownership of Werld .C;'rude Froduetion 1950-1951,

Ownership of World Réf:ining Capacity 1950-1951.

Loss of Iranian 0il.

Loss of ALl Middle Dast 0il.
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