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In the name of Allah
the most
Compassionate and Merciful




In the name of Allah, the most compassionate,

the most merciful

In this introduction we shall not speak of Saudi and
U.S. military collaboration, grand and unrivalled purchase
of arms; The continuous Saudi and American plots to plunder
the middle-eastern oil reservoirs; of unruly sale of oil
under the instruction of their American master in a way
suprising even to themselves; of the loss of honor and
integrity of the muslims and Arabs in exchange for American
Security shield to protect Saudi dynasty; of their special
relationship with American imperialism; of the faithlessness
unmuslimness and demagogueries of Saudi Kings and princes;
of the growth and appearence of western manifestations of
Corruption from under the ashes of hypocritical Sacredness;
of the unlimited pressure and discrimination imposed on
Non-Wahabi muslims; and of the internal factions in the

Saudi family and the dependence degree of each on America,

because every line of documents Contained in this book ard those

of the world's daily news are good feasons for what we

want to say. Instead, we shall speak of matters that probe



the disgusting feature of A'immatol-Kufr (Infidielity
leaders), in other words, we shall take a look at this
book's documents, that illustrate the moves of the Arabian-
Peninsular rulers as the longstanding Cornerstone of
American imperialism's camp of puppeteering and as the main
foundation of regional tail-wagging and mercenary reactionism,
during the recent decade. According to the documents, Saudis
have a bloody hand inall imperialistic and capitalistic plots
of America against the muslim and the oppressed nations of
the region. In Iran, Ethiopia, Yemen, Palestine, the
republic of Sahara, Horn of Africa, and where ever there

is a battle between the oppressed muslim nations and the in-
fidle American imperialism , Saudis have taken Side with
Infidles against the oppressed.

Catastrophi emerges not only when Saudi- devils open
fire on muslims on the infidles' front, but when they turn
out to be the main provocative and encouraging elements
inviting the warring impietous to fight against the muslims.
The contents of the following documents are indicative of
our claims:

1- IRAN: Fahd, then crown-prince of Saudi Arabia, ten



days prior to the ignominous flight of the annihilated
Shah, takes the following position in support of him".
B

We support every regime that enjoys legitimacy in the

country and the regime of the Shah rests on such legitimacy.

The bloddy events in Iran serve no interest except
that of the enemy.

The present situation in Iran does not serve the inte-
rests of the iranians themselves nor indeed the interests
of Ilem of the muslims.

There is no doubt that we support his etatus and his
presence.

"His other counterpart 1is also of
the same opinion:"®

A

During course of my convereation with fohmin prince Saud

on January 1.1879, he said Saudi Arabia wae very concerned
about events in Irvan. SAG feawrs that if Shah goes, .......
thig would produce chaotiec condition which will not be good
for the area.

I aeked what could be done to help. He said that Shah



needed fogietical support.

They adopted the following position, after the fall
of the Shah and the establishment of the Islamic Republic
in Iran:*

G

"Knowing in our opinion", continued Fahd, "Ie a tool,
although he may not know it or admit it. The communiste are
pursuing their deesigns metnodically ........... these acts
of savage slaughter have no connection to Islam whose flag
i8 being artifically fluttered in Iran”.

" The Crown Prince predicted that "Shortly, Perhaps
withing a few months, Khomeini will be out and Iran will.
beoome another Ethiopia, reled by communiste placed there
by Moscow "

"The main point is that, he not
only considers the American imperialists' plots against the
oppressed, muslim nations inadequate, but overtly encourages
them to pave the way for the fall of Islamic revolution in
Iran®.

"The Crown Prince regreted that the United States did

nothing to counter the communtists threates in the region.



"Saudi Arabia had seen the communist fire approaching for
a long time and had alerted the U.S. Saudi Arabia'’e warning
and appeals however seem to have fallen on deaf ears.”
2- BAHRAIN: The Saudis role in the persian gulf is also of
the same token. On the one hand, under the pretext of
Iran's Interference (In the name of Communism) they encourage
their American masters to directly intervene and fight
against the Islamic Revolution, and on the other hand, they.
themselves, directly laurch Suppressive Campaignes against
the peoples of the region:"
¥

"Fahd fﬁrther noted that Iran was threatening Bahrain,
auwait and the other Arab countries of the Gulf. There had
however not been a word of caution to Iran from President
Carter to reassure not only weak countriee like Bahrain,
but also America's other friends in the area and around the
world.”
E

Saudi businessman in presence of police official told
consoff September 14 that SAG has sent 500 national guards-

men to Bahrain to help GOB . maintain order in face of



shi's unrest.
F

Neither we nor British Embassy have recieved any con-
firmation of SAG national guardsmen actually beeing sent to
Bahrain. During demonstrations at the end of August, rumors
were strong that up to two thousand Saudi Police had arrived
to assist in containing situation but no trace of them cver
appeared.

The problem is not wether the Saudi military dictators
have entered Bahrain, but the fact that they have decided
to create a problem out of Iran's danger to pave the way for
their own interferences:"

To bolster his advocacy of firmness in the Gulf region,
Abdallah claimed that Saudi Arabia reversed iranian aggre-
sgive designs on Bahrain by warning Tehran that any take over
attempt would be opposed by the Saudis.

At several points, Abdallah urged that the USG demons-
trate vigor in countering soviet and surrogate threats to ME
security. he advocated a combination of "Swinging the stick”

and active diplomacy.

1- saudi Arabian active involvement in conspiracies against
Islamic Republic, proves to eéveryone that she has been the
principal director of the on going war between Iran & Iraq



3. YEMEN: Saudis' plots in Yemen are so evident that
there is no need for explanation.”

The Saudi policy toward the north has long been ambiva-
lent. The Saudis want north Yemen to be strong enough to
defend itself against the gsouth but not strong enough to
threat them. The Saudis are suspicious about north yemen's
willingness to engage in unification talke with the south.

Saudi defense minister Sultan.... the central figure in
defining his government's policy toward the Yemens.... may
cooperate with disgruntled north Yemenié to oust Salih if
he coneludes that Salih is indeed going too far'in appeasaing
the south, k

4. ETHIOPIA.

#pahd said his intvest in Ethipia wae not purely academic
rather this wae based on the horn of Africa’s pro:imity to
the Arabian Peninsula and the vepercussions of the Ethiopian-
Somalian-Sudanese political scene on develophents in Saudi
Arabia and the Gulf area.

The Crown Prince related how prior to the emperor’s "

downfali, he (Fahd) had discuseed haile selasasie's problems



with then president Nixon and 8écretary rogers ..... e
unfortunately the west -and the U.S. alos did nothing, leaving
an open path for the soviets and their allies to move in

with their cuban surrogates.

5.SOMALIA:"

"Fahd recalled how in 1978, at president Cartep’s
suggestion, he had persuaded siad barre to announce publicly
his acceptance of a un plebigeite for ogaden's people.
Although barrve did announce his willingness to accept the
results of a un referendum, the u.s. seems to have lost
intrest in Somalia. Fahd feared that, through neglect, the
U.S. might loge Somalia by default."

6. The Republic of Sahara.

Amir Abdollah the present Saudi crown prince overtly
urges the American bagans to fight against the Sahara, in
support of king Hassan of Morroco.

K

"Abdollah (who earliep in the meeting had Listened intently

to ambassador west's review of the Moroccan military situation,

derived from Rabat 7148) asked Mr. Ball to urge upon the




rongress and elsewhere provision of Firmness in the Cul)
itegion.

7 .EGYPT:

Since Egypts' signing of campe David treaty and her
friendship with Zionism proved her hostile to Islam and the
independence of Arab nations in middle-east, she has become
the target of regional nations' hatred and disgust. Although
the tail-wagging ,western-oriented governments were covertly
in accord with Sadat and the Egyptian regime, under the
pressure of their own people they had to cut relations with
Egypt and Isolate her regime. In resisting the will of
muslim people of the region, America and Israel attempted to
decrease the amount of pressure exerted on Egypt. The following
texts bear the description of Saudi- U.S.-Egyptian Conspiracy
in promulgating American Islamic unity and -friendship with

Israel in contrast with Islam and the muslims' will:"

During May 1 meeting, Embassy political officer discussed
fes Islamic conference with MFA eastern affairs director
Ahmad Sirag. Siraj gatid that Saudi Arabia was sending a strong

delegation composed of five foreign ministry officials.




On the question of Egyptian membership, Sirad said that
Saudi Arabia was legally bound to obeerve the decieions of
the Baghdad conference. He said that if explicit question of
expulsion of Egypt ever comes to vote, Saudi Arabia cannot
be expected to break with Arab consensus.

Siraj added that he felt best way to prevent the ex-
pulslen: of Egypt wae to have the non-Arab states rosist
such a -measure
¢

On the basie of defense of the islamic conference
charter. (Comment: That chapter has no provision for expulsgion
of any muslim state....)

Siraj Said that no Arab state can be expected to raise
such an issue, but that if enough non-Arab states raise serious
objections based on defense of the islamio. eonference chapter,
Saqudi arabia could help prevent the expulsion issue from
coming to a vote on the grounds that such a vote would damage
tglamic solidarity.

8.Palestine: There is a lot to say on the Saudi rulers'
latest positions and conpiracies against the interests' of

the palestinian people, but in order to give an end to this
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introduction, we suffice to probe the main point and the
ultimate Saudi intentions from the conspiracies planned in
secret negotiations with their American masters.

]

Phe Saudis regard the Arab-Israeli confilict as a direct
threat to their national security. They view Arab, and
easpecially palsestinian, frustration with Ierael aa a source
of instability in the area that has been succegsfully exploited
by radical leftists and the USSR. ‘

Saudi leadere are convinced that bringing the plo into
the peace process would remove the largest palestinian or-
ganization from the radical camp of thoae Arabs who reject
gettlement with Iarael. The onus for accepting diffiecult
compromises with Israel would thereby be shifted from the
moderate arabs to the palestiniane themselvés.

In the end we hope with the grace of Allah that the
publication of this collection shall notoriously disgrace
the naive politicians, and make the world-over hear the
righteous call of the oppressed people. May we observe
the destruction of the world oppressors and their followers

in the future history.

ENSHA ‘' ALLAH

Moslem atudents following

Imam Khomeini's Line.
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July 1979
SAUDI AKABIA

SAUDI ARABIA

AND

Estimated at about 2,331,000 km?* (boundaries undefined
od dispated); 1% agricultural, 1% forested, 96% desert,
aste, or urban

Land boundaries: 4,537 kw

NATER

Limits of territorial waters (claimed) 12 nm {plus 6 nm
‘necessary supervision zone'')

Coastline: 2510 km

PEOPLE

Population: 8,103,000 (July 1979), average unnual growth
rate 3.1% (current)

Nationality: noun—Saidi(s); adiective—Saudi Arabian or
Saudi

Ethaic divisions: 90% Arab, 10% Afro-Asian (est.)

Religion: 100% Muslim

Language: Arabic

Literacy: 15% (est)

Laber force: ahout 33% (ote-hall forcign) of population;
44% commerce, services, and gavernment; 28% agriculture,
21% construction, 4% industry, 3% oil and ining

GOVERNMENT

Logal name: Kingdom of Seudi Arabia

Type: monarchy

Capitak Riyadh; foreign ministry and 1. .ign diplomatic
representatives located in Jiddsh

Political subdivisions: 18 amirates

Legal system: largely based on Islamic law, several
secular codes have been introduced; }x-mmercnl dllw'es

handled by special i has not
ICJ jurisdiction
National holiday: 23 N

Beamches: ‘King Khalid (Al Sa'ud, Khalid ibn ‘Abd
ak-’Aziz) rules in consultation with royal family (especially
Crown Prince Fahd), and Council of Ministers

SECRET
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' SECRET

SAUDI ARAMIA

Covernment leader: King Khalid tbn "Abd al-'Aziz Al
No ud

Communists: negligible

Member of: Arab League, FAO, G-77, IAEA, IBRD,
W AL, IDA, IFC, ILO, IMF, ITU, IWC—International
Wheat Council, NAM, OAPEC, OPEC, U.N., UNESCO,
UPL, WHO, WMO

FOONOMY

GDP: 364 billion (1978 est.), $9,800 per capita; annual
atowith in real non-oil GNP approx. 15% (1973/77 aversge,
mn-0il)

Agriculture: dates, grains, livestock; not self-sufficient in

found
) ducti

Major industri 9.2 million b/d
(19TH); payments to Snudn Arabian Government, $36 billion
(W77); cement production and small steel-rolling mill and
-l uﬂnery sevenl other light indus(rles lncludh' factories

plastic L etc.;
PETROMIN, a semipublic agency amociated with the
Ministry of Petroleum, has recently completed a major
festilizer plant

Klectric power: 4,700,000 kW capacity (1978); 8.5 billion

WWh produced (1978), 1,065 kWh per capita

Eaports: $40 billion (fo.b, 1978), 98% petroleum and
potroleum products

Imports: 324 billion (c.i.f., 1978); manufsctured goods,
Sremportation equipment, construction materials, and proc-
ssed food products

Major trade partners: exports—U.S., Western Europe,
topan; imports—US., Japan, West Germany

Ald: large aid donor; military and economic aid in 1977
smounted to $4 billion

Budgel: (FY78) expenditure $32.8 billion, of which
development funding was 822 billion

Monetary conversion rate: | Saudi riyal=US$29.4 (1978)
thnked to SDR, freely convertible)

Fiscal year: follows [slamic yesr; the 1978-70 Saudi fiscal
veat covers the period 6 June 1978 through 25 May 1979

{ OMMUNICATIONS

Railroads; 575 km standard gage (1.435 m)

Highways: 30,100 km total; 16,500 km paved, 13,600 km
nproved earth

Pigelines: 2,430 km crude oil; 396 km refined products;
w km natural gas

Ports: 3 major (Jidda, Ad Damman, Ras Tanura), 6 minor

Merchant marine: 68 ships (1,000 GRT or over) totaling
1272200 CRT, 2,223,000 DWT; includes 6 passenger, 25
vergn, 27 tanker, 5 specialized cerrier, 1 beach landing
vergo, 1 bulk, 2 combination ore/cil, 1 Jiquefled gas (C)

Civil air: 87 major transport aircraft, including 9 leased in

Alrfields: 123 total, 90 usable; 32 with permanent-surface
runways; 18 with runways 2,440-3,659 m, 39 with runways
| 220-2.439 m, 4 with runways over 3,660 m

SECRET

Telecommunications: fair system exists, major expansion
program underway with microwave, coaxial cable, satellite
systems; 200,000 telephones (2.5 per 100 popl.); 6 AM, 1 FM,
11 TV stations, 1 submarine cable; 1 Atlantic and 1 Indian
Ocean satellite ation; 15 domestic satellite stations

DEFENSE FORCES

Military manpower: males 15-49, 1,882,.000; 1,043,000 fit
for military service; about 77,000 reach military ase (18)
annually

31,500 arimy, 1,400 tavy, 6,000 air force (250
pilots), 20,000 national guard (S)

Major grownd units: 3 infantry brigades, 1 mechanized
infantry brigade, 2 armored brigades, 8 battalions (1 royal
guard, 2 airborne, 2 light armored, | Special Forces, 2 field
artilery); 18 air defense artiflery batteries; 10 Hawk air
deferse missile battevies; in addition, national guurd has 46
battalion-size units (S)

Ships: 3 fast patrol boats, 1| patrol boat, 2 utility landing
craft, 4 mechanized landing craft, 4 service craft in naval
force; about 400 miscellancous patrol craft (including 8
hovercraft) in coast guard (S)

Aiversft: 288 (184 jet. 39 tusbeprop,
helicopters) (8)

Supply: produces some ammunition and rifles; otherwise
relies on Western sources, icularly U.S., West G
UK., ltaly, and France (C)

Military budget: for fiscal year ending 1 July 1979,
912,996 milhion; abowt 32% of central government budget
)

INTELLIGENCE AND SECURITY

Directorate of General Intelligence (DGI) (Al-Mudiriyyah
I-A h hil istakbbarat), d ic/foreign; Foreign Liai-
son Office (FLO), foreign covert action instrument (in
September 1977, the FLO was subsumed into the DCI, but
as of March 1978 it d to function as a sepa
entity); Di General for I (Al-Mudir-
iyyah al-Ammah il Mabehith), domestic; Directorate
General for Public Security (Al-Mudiriyyah sl-Ammah il
Amn al-Am), domestic; Directorate Ceneral for Coust and
Frontier Guard (Al-Mudiriyyah al- Ammah li-Khafr al-Sawa-
hll wa Al'Hndud), domestic; Department of Civil Defense,

of - Technical Services (Mudiriy¥at

ll-Klnd.nut sl-Ammah), domestic; National Security Coun-
cil (Al-Majlis al-Ala il Amn al-Am). domestic: National
Cuard (Al-Haras al-Watani), domestic; Foreign Liaison
Office (FLO), domestic and regional; Special Security
Forces (SSF), domestic (S/NF)

14 prop, 52
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LIRITED OFFICIAL USZ SECTION ¢l OF 83 JIDDA 9013

Tels 12785 HA
AAGS ENRG, UPEC, SA, U
SUIJECT: PITEWTIAL IhPAC'l' OF OPEC PRICE INCREASE -~ SAUDI ARABIA

REF & JIDDA.383p AND 5044

[HZ FOLLOWING MESSAGE REPRESENTS A CONSENSUS OF THE
Eti3ASSY'S OIL COMMITTEE MEMBERS INCLUDING USLO RIYADH
AND CONSULATE DHAARAWN.

i. THE 14.5 PERCENT PRICE INCREASE DECIDED AT THE OPEC
MIWISTERIAL CONFERENCE IN ABU DHADI POSS1IBEY REPRESSNIS
THZ OVER-RIDIHG DECISION OF SAUDI. ARABIA TO MAINTAIN
OPEC UNITY OVERITS SONEUNAT WEAKER WISH IO BE
RESFONSIVE TO WESTERN, AN ESPECIALLY %, PLEAS FOR
PRICE MODERATION, THE DESIRE TO MAINTAIN OPEC UNITY
MAS EXEWPLIFIZD BY THE INTEHNSIVE BILATERAL CONSULTA-
TI0HS THAT PAECEDED THE CONFERENCE, THESE-PEGAN IN
ZARLY FALL, WIL SAUDI OIL MINISTER YAMANI LEADING
OFF. WITH RIS FIRST VISIT TO VENEZUELA IN SEVERAL
YZARS. THIS WAS FOLLOWED BY o SERIES OF VISITS BY
ASUDHABI®S ‘OIL MINISTER, MANI AL UTAYBA, TO VIRTUALLY
ALL THZ ‘MIDLE EAST OPZC CAPITALS. IN THE FINAL DAYS
SEFORE TME -CONFERENCZ, THE OIL AND. FINANCE MINISTERS
Of QUATAR AND ABU DHABIL, AS WELL AS KUWAITI OIL
n]WISTER ALY KHALIFA AND IRANIAN NIOC OFFICTAL
PARVIZ MINA ALL VISITED THE XINGDOM, THESE VISiTe
ARE 3ZLEIVED TO HAVE SET THE STAGE FOR THE PRICE
UICISION TAREN AT ABU DHABI.
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2. AT THE SAtiZ TINME, 'EXTERNAL FACTORS COWIRIBUTED
PRESSURE FOR A PRICL "INCREASE ;: MOST SIGNIFICANT

WAS THE EARLY DECEMBER DROP IN IRANIAN PRODUCTION
OCCASIONED 3Y RENEWED IMNTERNAL DIFFICULTIES. THIS,
COHIINED WITH PRE=CONFZRENCE LIFTINGS BY OIL CCMPANIES
IN ANTICIPATION OF A PRICE INCREASE, AND USUALLY

HIGH FALL DEVAND IN EUROPE COMBINED TO SOAK UP
SURPLUS PRODUCTION, AT THE SAME TIME, THE RENEWED
SIoENGHT OF THE DOLLAR IN RESPONSE TO JHE U,S. SUPPORT
PROGRAM HAD CMLY LIBITED IMPACT ON SAUDI THINKING.
SAUDI OFFICIALS COMMENTZD THAT IT WAS STILL TOO

EARLY TO BASZ OIL PRICE JUDGMENTS ON THIS STRENGTHEN-
ING, AND STATED THAT SEVERAL MONTHS WOULD SE.

N~ChSSARY TO TELL IF THE PROGRAM WAS INDEED WORKING.

3. IN CONTRAST, THE WEST'S EFFORTS TO CONTAIN A

PRICE INCREASE WERE PRIMARILY INTENSIVE KIGH-LEVEL
REPRESENTATIONS 3Y THE UNITED STATES, AND RELATIVELY
MILD PUSLIC STATEMENTS BY EC ENERGY COMWISSIQNEER,
THE FRG'S BRUNNZR. THESE.WERE 03 VIOUSLY NOT

ENOUGH TO CONVINCE THE SAUDIS TO TAKE A HARDLINE
STAND AGAINWST THE CONCERTED PRESSURE OF THE OTHER
OPEC KZM3ZRS. THE END RESULT, WAS THE DECISION TO
BOOST PRICES AN AVERAGE OF 1@ PERCENT FOR. ALL OF
1979, WITH THE OVERALL IWCREASE TOTALING 14.5 PERCENT
TO 3E APPLICASLE IN THE WHOLE OF CALENDAR YEAR 1934,
IN THE ABSENCZ OF ANY FURTHER INCREASES.

THESE FIGURES CONTAIN COMETHING FOR BOTH THE MODERATES
AND THE PRICE HAWKS. 30TH CAN QUOTE THE FIGURE THAT
SERVES THEM BEST.

4+ INITIAL LOCAL REACTION HAS BEEN REPORTED IN
REFTEL. IN KIS PRESS CONFERENCE IMMEDIATELY

FOLLOWING THE CONFERENCE, ZAKI YAMAlL INDICATED THAT
SAUDI OBJECTIVES HAD BEEN A SMALLER PRICE~HIKE

0
BUT CROWN FAHD'S STATEMENT OF FOLLOWING
BI

0313 : LIMITED OFFICIAL USE
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DAY, WHILE EMPHASIZING THE 10 PERCENS AVERAGE‘
CALLED iHE PRICE HIKE “LLOGICAL AND OBJECTIVE™ AND
BLAMED THE DETERIORATION OF THE DOLLAR AND HIGH
INFLATICH IN THE WEST WHICH MADE SUCK A KIKE
KECESSARY,

3. AN IHITIAL CALCULATION INDICATES THAT THE

SAUDIS UILL RECEIVE ROUGHLY AND ADDITIONAL $3.8 BILLIOW
IN 1979 AS A RESULT OF THE PRICE HIKE IF A PRODUCTION
LEVEL OF 8.5 BILLION B/ DAY 15 MAINTAINED.

BVIOU:.Y, THIS WILL ASSIST THE SAUDIS IN MEETING

ANY FURTHER SHORT-FALL IN THE CURRENT FISCAL YEAR
BUDBET AMD PROVILS SOMETHING OF A CUSHION FOR NEXT
YEAR'S EXPENDITURES [F PRODUCTION FALLS. IT wILL

10T PRCVIDE: SUFFICIENT FUNDS TO UNDERTAKE ANY
AMBITICUS NEW PLAUS BEYGUD THOSE ALREADY PROJECTED,
BUT, WITH THE RECENT EMPHASIS ON COST CUTTING AND
TIGHTER CONWIROL OF EXPENDIIURE, TOGETHER WITH THE
MAINTSHAGCE OF A DUMISTIC INFLATION RATE OF 18 TO

12 PERCENT, WELL BELOW EARLIER LEVELS, FURTHER CUTS
IN  URRZHT PAOJECT SPENDIUG ARE UNLIKELY.

§, TO TEZ EXTENT THAT THE DOLLAR DETERIORATES AS A
RESULT OF THIS PRICE MIKE, SO WILL THE OVER 30 §
PERCENT OF SAUDX ASSETS AND RESERVES DENOMINATED IN |
GOLLARS. HOMZVER, THIS LOSS IN DOLLAR VALUES VILL ¢
AGTUALLY BE APPLICABLE OWLY WHEM THE SAUBIS NEED

T9 EXCHANGE THEI FOR OTHE® CURRENCIES TO PAY FOR
IMPORTS OR SERVICIS. OM THE OTHER MAND, TO THE
EXTENT THAT THIS PRICE INCREASE FUELS U.S. IHFLATION,
-SAUDI PURCHASES OF UaS. GOODS AMD SERVICES WILLL BE
DIRECTLY EFFECTED,

7. ¥E DD HOT £xPEDT THIS PRICE INCREASE TO HAVE ANY
MAJOR EFFECT ON SAUDI FOREIGN AID. AID wILL PROBABLY
LEE SUSTAIHED AT CUARRENT LEVELS, WITH ARAB AND ISLAMIC
POLITICAL CONSIDERATIONS COHTINUEING TO BE THE GVER-
GIDIRG FACTORS IN AID DECISIONS. THERE MAY BE SOME
£1D GIVEN Id THE FORM OF OIL GRANTS AS CLAIMED BY
QgigggMOF ZAIRE AFTER A RECENT VISIT TO THE
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o TN THe LONGER RANGE, THE NEW BASE FOR POSSIBLE
Z3EC PRICT INCREASES FOR 1388, WILL BE 3443 PERCENT
nIGHTER THAN THE CURREWT PRICE. THE SAUDI THIRD FIVE
JSAR PLAN 1S SCHEDULED To GEGIN IN APRILy 1563,

THIS PLAN 1S EXPECTED TO BE MORE COSTLY THAM THE
SZCOND PLAN, AND THERE 1S A GROVING SOPHISTICATED
REALIZATION AMONG SAUDT PLANNERS TO MATCM REVENUES
VITH EXPZADITURES. WKAT LNPACT THIS WILL MAVE ON
LONG=TZRM PRICING POLICY IS UNCERTIAIN, BUT WILL BECOME
HORE APPARANT AS PRECISE OUTLINES OF THE THIRD

PLAN ERZRGE.

9. ANOTHER INTERESTING, BUT AS YET UNRESOLVED,
QUESTION IS WHAT [MPAG* THIS PRICE INCREASE WILL

HAVE OH MAINTENANCE AND EXPANSION OF OIL PRODUCTIVE
CAPACITY. THE POSSIBLITY THAAT SOME OF TNIS ADDITIONAL
FAOFIT BE DIVERTED TO MAINTENANCE AND EXPANISON OF

GiL FACILITIES WILL, IN SOME MEASURE, BZ DETERMINED

BY HOw s2LES AND BUDGETING PROCEDURES 6F THE
TO=BE=RATLONALIZED ARAMCO ARE ORGANIZED.

13, OHE GF THE MOST SIGNIFICANT EFFECTS QF THE ABU
DHABY COLFERZINCE, FORM THE SAUDI POINT OF VIEW, WAS
THE RESTORATION OF OPEC UHITY WHICH WAS BaDLY

SHAKEN 3Y THE SAUDI BREAK AND THE RESULTANT TwO-
TIERED PRICE N 1977, THE WILLINGNESS OF SAUDI

ARABIA TO ACCEPY THE MAJORITY DECISION HAS REDEEMED
SAUDI ARABIA AND BAHISHED, AT LEAST TEMPORARILY
LINGERI NG DOUBTS AS TO ITS PRO~OPEC STANCE TOEAﬁDS
THE OTMETt KEMBERS. THE SAUDIS SEE THIS AS A POSITIVE
600D, Aid THIS ACCOUNTS FOR THE SPIRITED DEFENSE OF
THE PRICE INCREASE NOW APPEARING IN THE LOCAL PRESS.

11, SONZ ELEMENT OF RAAB UNITY MAY ALSO BE INVOLVED.
FERHAPS MORE CONCHRETELY, THE SAUDI ACTION HAS PLAYED
A MOJOR ROLE IN THE SIGNIFICANT IMPROVEMENT OF
RELATIONS WITH BOYTH KUWAIT AND IRAQ. HERE, THE Saupl
POSTURE CAN BE INTERPRETED AS PRO-ARAB FOLLOWING
€£032§EEESULTS OF THE BAGHDAD CONFERENCE, AS WELL AS

12, IT IS STILL TOO EARLY TO SAY HOW THE SAUDIS
EVALUATE THE IMPACT OF THE PRICE INCREASE ON

S5UDI-U.S. RELATIONS, THE INSTANT DEFENSIVE REACTION
LEADS US TO BELEIVE THAT THEY ARE PERHAPS NERVOUS OVER
FHAT THE IWPACT wILL BE, ESPECIALLY IF THEY ARE SINGLED
T FOR BALME BY THE U.S. PRESS AS THEY WERE PRAISED
AFTER THE 1977 PRICE SPLIT. GERTAINALY, THERE ARK

%0 CURKZHT INDICATIONS THAT THEY WILL RESPOND
POSITIVILY TO PRESIDENT CARTER®S REQUEST FOR:
g%CDNSIDhRATIDH OF THE STEP INCREASES LATER NEXT

9013

17



RUF. le/Ahu&hﬁ. 51 abbikas 8§73
RUQHUCZ/AREISASSY DONA €35
KUSE/7AMEM3ASEY JAKARTA 237
AW/ AMEMBASSY KUWALT 48}
UT-Qi.IA”ENB‘&S\’ LAGOS 215
aur‘ueuszmassv LIBREVILLE 38
amwammasw MANAMA 1333
T 7AMEMBASSY MUSCAT 517
RUESGY /ZAMERSASSY QUITO 62
RUQHIR/AMEMBASSY TEHRAN 2839
RUQUTT /AMEMBASSY TRIPOLI 996
RUFHA(:/sMEMIASSY VIENNA 242
RUEHCR/USINT BAGHDAD 3128
RUQHL{/AMCONSU!, DHAHRAN 1737
RUGMyA/USLO RIVAUH 2458
RUFHGL /AMEM3ASSY BONN 629
RUDTC/AVEMBASSY LONDON 4948
RUEHKZ/AMEM3ASSY MEXICO CTTY 32
RUFNPS/AMEMIASSY PARLS 1947
agnnswm&:m;\:m 0SLO 40

CONFIDENTIAL
'JAMITED OFFICIAL USE SECTION 83 OF 03 JIDDA 0013

YEAR.  IF ANYTHING, THE GENERAL TENOR OF REMARKS
IS THAT THE SAUDIS WILL STAND BY THEIR OPEC
BRETHREN FOR 1979, AND CLOSELY WATCH THE PROGRESS
OF THE DOLLAR BEFORE COMMITIING THEMSELVES T0 A'\'
COURSE OF ACTION FOR 1580.

13« THEY HAVE AND WILL CONTINUE TO ARGUE BOTH
PUBLICLY AND PRIVATELY THAT THE PRICE INCREASE WOULD
FAVE BEEN EVEN GREATER IF NOT FOR SAUDI MODERATION,
AND WILL POINT TO THE OPEC DECISION TO CONTIMUE

USE OF THE DOLLAR 'AS A PRICING MECHANISN TO BE

THE RESULT OF THEXR DEFENIE OF Y.5. INTERESIS.
WHAT OTHER STEPS THEY MAY TAKE TO ALLEVIAIE U.S.
DISAPPOINTMENT OVER THE PRICE INCREASE ARE NOT
CLEAR, BUT MAY INCLYDE STEPPED UP DOLLAR PURCHASES
FROM THE UNITED SAATES.

s4. THE BIGGEST DANGER AR:SING FROM THIS MOST

_ RECEKT OPEC DECISION IS THAT OPEC AND SAUDI ARABIA

* {MAY F1uD THEMSELVES LOCKED INTOG A CONTINUEATION OF
TIHE SYSTEM OF QUARTERLY PHASED INCREASES, YAMANI
‘MUCH EARLIER PUBLICALLY ADVOCATED SUCH A SYSTEM AND
THIS 1S PROBABLY ONE OF THE QUESTIONS BEING STUDIED
BY THE OPEC MINISTERIAL LONGSRANGE STRATEGY
COMMITTEE. SINCE OPEC PRICING DECISIONS ARE IN THE
LAST ANALYSIS MORE POLITICAL THAN ECOMOMIC , SUCH A
FROCEDURE, ONCE INSTITUTIONALIZED, AAY BE VERY

MARD TO UNDO. AS A RESULT, ANOTHER-INFLATIONARY
FACTOR WILL BE BUILT INTO THE WORLD ECONONIC SYSTEM.
SIGNIFICANTLY, ALTHOUGH POTENTIAL FUTURE PRICE
INCREQSES ARE STATED TO BE HINGED T0 THE FATE OF THE
DOLLAR, THERE IS NO ASSURANCE THA THE DOLLAR'S
ST;!%NGTHENI NG WILL LEAD TO ANY PRICE DECREASE.

WE!

BT .
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E.O. 12065; GDS 1/2/85 (BOVIS, H. EUGENE) OR-P
TAGS: PEER, SA, IR
SUBJECT: SAUDI VIEW GF IRAN

(C~ ENTIRE CONTENTS)

1. DURING COURSE OF MY CONVERSATION WITH FON MIN PRINCE
SAUD ON JANUARY 1, 1979, HE SAID SAUDI ARABIA WAS VERY
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CONCERNED ABOUT EVENTS IN IRAN. SAG FEARS THAT IF SHAH
GOES, ALL THE SYMBOLS OF UNITY IN THE COUNTRY WILL DIS-
APPEAR. ARMY WILL DISINTHGRATE AND COUNTRY WILL COLLAPSE
INTO TRIBALISM. = THIS WOULD PRODUCE CHAQTTC CONDITION
WHICH WILL NOT BE GOOD FOR THE AREA.

2. T ASKED WHAT COULD EE DONE TO HELP. HE SAID THAT
SHAH NEEDED LOGISTICAL SUPPORT . HE NEEDS WAY (¥ KEEPING
FUEL SUPPLIES COMING AND MAINTAINING FOOD DISTRIBUTION.

3. HE ADDED THAT THERE WAS NO REAL ALTERNATIVE TO THE
SHAH AND THAT HE WAS TERRIBLY CONCERNED AS TO WHAT WAS
HAPPENING.

4, I ASKED HIM IF HE HAD ANY PREDICTION OF WHAT THE

FINAL OUTCOME MIGHT BE. HE REPLIED THAT THE SIT-

UATION WAS SUCH THAT HE COULD NOT PREDICT WITH ANY CON-
FIDENCE WHAT MIGHT HAPPEN.

WEST

BT i
#00U9
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———" TA0SY EiRG, EItV, SA, JA
PER.._.. SpRj: SAWDI OIL SALES AN INDUSTRIALIZATION
RS
w36 REF: JIUD: 727 (NOTAD
TS0 . 1, DURING RECENT VISIT BY JAPANESE FOREIGN MINISTER SUNODA,
SCRO____ SAtDI OTL BINISTER YAMAN1 TOOK PAINS TO EHPHASIZE we
CRO ACCORDING TO JAPANESE EMBASSY SOURCES MERE =« THAT SAG
ceo " GOULD HOT ET EXPECTED TO PRODUCE OIL IN H1D-1984" 5 AT
€0 RAST OF 16-18 UDILLION D IIDICATED BY CIA OR OTHER STINIES,
L Yaradl NOTED OPPOSITION IN SAG TO ANY PRODUCTION INCREASE

oA BSYO!D PRESENT €,5 MILLION B/D CEILING. HE ONCE AGALR
"~ STPLS5ID- SaAG DESIRE FOR TECHNOLOGY TRANSFER AS COND TION

MAAG___. FOR EXPANSION OF SAUDT OIL PRODUCTION

acrl

DEA 2, YAUANI TCLD JAPANESE THAT OIL PRODUCED BY Satnt
Got——— 'ARABIA, IN EXCZSS OF ENTITLEMENTS TO ARAMCG MRENT
Wi SOMPANIES UMDER TAKEOVER AGREEMENT (NOTE: AROUT
TCTR_ 7 HILLION B/D, VOULD BE SOLD IN FUTIRE BY. SAG EWPTTY

UNDTR NEW GOVER NAENT TO GOVERNMENI SALES CONTRACT

FAA o WHICH WOWD TIE INDUSTRIAL=TECHNOLOGICAL CONIITHENTS
W ON PART OF BUYSR TO OIL SALES, CURRENT JAPAKESE OIL
tRUL PLRCHASE CONTRACTS ALL-EXPIRE.AT RD OF 197%,

3. SAG CORTINUIUG TO PRESS JAPANESE FOR COMMITMENT
SHIR J ___ on PETROCHIMICAL PROJECT AT JUBAYL, ACCORDING TO
TABR JAPAKZSE EMBASSY. PROJECT IS NOW UKDER - IMFERNAL
SEA STUDY" BY MITSUSISHI GROUP AND MITI, WHICH IS
————- EYFECFED TO LAST UNTIL JUNE., IF JAPANESE CAR AGREE
,5; IUTERRALLY (WHICH VE U'DERSTAND INVOLVES INSISTENCE
BY MITSUBISHI THAT OTHER JAPANESE PETROCHZMICAL
KAKUFACTIRERS EE OPLIGED TO TAXE SOME OF PLaNT
PROUCD) , PROJECT WILL HIOYE 70 SFAGE OF JOIMILY
SAUDI~ JAPANESE FINANCED DETAILED FEASISILITY CTUBIES, sEST
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CONS ... gg. 1:_652: gos
OR__¢ 43S EMNRG, SA °
ADM. . SUBJECT: ARAMCO CRIDE OIL PRODUCTION
G50 1. CURRENT PRODUCTION: ARAMCO CHAIRMAN JOHN KELPERFR
13 i (PLEASE PROTEBD RECEINTLY TOD CONSUL GENERAL THAT n...
PER COMPANY & PRODUCTION AVERAGED 7.5 MILLION 2PD DUR!
i JAMUARY 1978, THE REDUCED PRODUCT 10N RATE REFLECT?:D
RS0 SLACK DEMAlD FOLLOJING PSRIOD OF INCREASED XDEMAND
MSG, ——  INLATE 1977 AS BUYERS FILLED STORAGE FACILITIES IM
150 ANFICIPATION OF AN OPEC PRICE RISZ. ACCORDING

—————  TO KELBERER DE{AN) Ha$ SHARPLY INCREASED IN FEPRUARY,
SCRO_.____  PRCBAELY BEZCANSE OF BAD WINTER IN US AND ELSSVHERE.
CRO____ _ AW FIRST EIGHT DAYS OF THE MONTH VERE AT THE
cco.__ RATE OF 19 MILLION BFD.
M_______ 2, FUTURE PRODUCTION CAPASITY: ¥ELEERER DESCRIZED JAMUA®
DAO______ ARTICLE BY STEVEN RATTNER IN INTERNAT JONAL
MAAG. HERALD TRIBUNE AS SENERALLY ACCURATE, RATTMIR'S

—  STORY REPCRTED A STATEMENT BY ENERGY SECRETARY
AGR_* ..  SCHLESINGER THAT SAUDI ARABIA IS ® SCHEDULED"
DFA _ 10 INCREASE PRODUCTIVE CAPACITY MCDESTLY BETVEEN now
RS AND THE EARLY [58@° S AN THAT THE SalPIS SHOULD BE
Toe————  ABLE TO PRODUCE ABOUT 12 MILL 10N BARRELS A DAY BY
TCYR_________ ABOUT 1953 (R 1984, COiPATED TO ABOUT 10 HILLICN
FAA EPD NOW, THE ARAMCO CHAIRMAN NOTED THAT THOSE ,
FIGURES ARE ABOUT RIGHT IF THER REFERE (AS SECRITARY

TV . SCH.ESINGER IVEMDED) TO “HAXIMUM SUSTAINABLE
CRU__J PRCDUCTIVE CAPACITY (THE FORMER GEMERALLY ABGUT 13

PERCENT LCWER THAN THE LATTER). OOUR NOTES INDJCATE A
SHIR__[ SUALL DIFFERENCE, HOWEVFR, IN THAT XZIBERE USED
THE FIGURES 12.5 AND 10,5 MILLION BFC RATHER THAd
TABR_______. 12 ARD 18 WILLION BPD AS THE 1983 OR 1984 AMD CIMRENT
ISFA_ EAXIMUM SUSTAIRAFLE CAPACITY RESPELCTIVELY WNEN HU
T DISCUSSXED THIS SUBJECT WITH SECRETARY SCHLESINGER
ON JANUARY 124

i, k&\f M ‘ITLﬁ“ ¥
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3, KELBERER COMMENTED THAT A GROVING NUMBER OF YOUNG
TECHNOCRATS IN THE SAUDI GOVERNMENT FAVOR COuLSERVATION
OF THEIR SOLE NATURAL RESOURCE BY LIMITING PRODUCTION

TO THE AMOUNI' NECESSARY TO COVER SAG FINANCIAL
REQUIREMENTS INCLUDING THE FIVE YEAR PLAN, I. Y%,
APPROXIMATEYTY 5 MILTION BPD. MOST POLICY-

MAKING AMD TECKNICAL OFFICIALS IN THE PETROL.EUM MINISTRY,
ACCORDING TO KELBERER, THINK THAT 12 MILLION BPD IS
ABOUT THE BEST LONG- TERM PRCDUCIION LEVEL OFR

SAUDI ARABIA, CONSIDERING DEPLET ION RATES A.\‘D @cod

FIELD CARE, THEY REALIZE, HOJEVER, THAT SALD
RESPONSISLITIES TO THE FREE WORLD AND PG.ITICIAL REQUIREMENTS
MAY FORCE THAT RATE UPWARD,

4, COMMENT: THE YOUNG SAUDI TECHNOCRATS, WHO CON-
SISTENTLY CITC THE FIVE MILLION B/D PRODUCT ION FIGLRE
AT CWRENT -OIL PRICES NEEDED TO COVER DEVEL OPMENT
PLANS, “AY BE USING AN ARGUMENT AGAINST INCREASED OIL
PRODUCTION WHICH IS RAPIDLY LOSING ITS VALIDITY. AS
POINFED OUT IN JIDDA 8976, INFLATION AND THE DROP IN
THE DOLLAR EXCHANGE RATE ARE CAUSING CONCERN TO SAWD!
ECONGYIC PLANNERS, WHO ARE NOW TALKING OF
POSSISILITY OF DEFICIT BUDGETS IN THE "EARLY TO MID-
1983° S° THUS, THIRE MAY BE RECOGNITION iIN OTHER PARTS
CF THE SAG THAT FIVE MILLIOR B/D AT CURRENT PRICES MAY
NOT PAY FOR ALL THE PROJECTS INCLUDED IN THE
FIVE YEAR FLAN THIS 1S NOT TO SAY THAT SAG OIL REVEMUES
AT CIRRENT PRODUCT ION LEVELS CANNOT COVER SAG EXPENDITIRES
OR THATIEHE SAG HAS NOT THE WHEREWITHAL TO COVER
IST PLANNED DEVELOPHMENT PROGRAMS. (SAC STILL™ HaS
LARGE AND STILL GROWING RESERVE POSITION) -
HOVEVER, COSTS OF DEVELOFMYENTAL PROJECTS CONTINUE TO
MOUNT AS OIL REVENUES REMAIN FAIRLY STATIC UNDER
THE PRICE FREEZE, AND FIVE MILLIONB/D PRODUCT 10N MIGHT
NOT PRODUCE SUFFICIENT REVENUE TO CARRY OUT SAG' S
AMBTIOUS DEVELOPHYENT PLANS,

BUSHNELL
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Summa: The Saudi oil production ceilin§ of 8.5
mﬂ.—% barrels per day (mmbd) is unlikely to be
tested Iin 1978, a year of expected low demand.
The SAG in .fact seems pregared to reduce its pro-
duction still farther to help support the current
OPEC price structure, if necessary.

In spite of a projected soft demand for oil in th
next two years, the Saudi Arabian Government (SAG
has authorized Aramco to increase productive capa
into the 1980's, although at rates less than the
company would like. Due largely to the SAG's
insistence that it remain on a self-financing
regime (financing capital expenditures on oil
production programs entirely out of its retained
earnin%s) Aramco has had to reduce its productio
goals for the mid-1980's to a sustained rate of n
more than 12.5 mmbd. Much of the expenditure wil
be for programs de-ifnad to maintain current pro-
duction levels in oil fields experiencing pressur
maintenance, salinity, corrosion, and other probl
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Saudi sentiment for resource conservation is growing,
and is likely to create increasing problems for expan-
sion programs as the one hundred percent takeover of
Aramco moves forward. Saudi oil policy can, however,
be set by Crown Prince Fahd in opposition to those
trends if political considerations, such as movement
toward a Middle East settlement, warrant it.

Although possibilities exist that the USG could stimulate
somewhat gigher rates of Saudi oil production in the
wid-1980's, the diminished likelihood of lar§e production
increases from Saudi Arabia points to an earlier arrival
of the "oil crunch'" unless strong U.S. energy measures
are enacted.

I. Current Production and Prices Saudi oil production

in 1 W e ted by a self-imposed ceiling of

8.5 mmbd. This figure was reimposed by 0il Minister

Yamani following 1977's unsuccessful attempt to beat

down the OPEC level of prices through increased produc-
tion, and generall{ corresponds with what oil market
analysts expect will be the normal level of demand for
Saudi oil in a soft market. Depending on the rate of -
economic recovery in the industrialized countries, the
limitation, if maintained, may begin to constrain potential
sales some time in 1979. Yamani has warned that renewed
growth of oil consumption in 1979-80 could produce a

major new price jump, and of course the production limita-
tion, if held firmly when demand does begin to rise, would
accelerate such a tendency. It should be noted, however,
that the ceiling is based on an average rate for the

year and, moreover, may apply to crude exports rather

than production.

0il production for 1977 averagea slightly over 9.2 mmbd,

as liftings increased toward year end. Aramco's pro-

duction in December was a surprising 9.5 mmbd, reflecting
perhaps some precautionary buying before the OPEC conference,
as well as the effect of cold weather in the U.S. Current
sustained productive capacity for Aramco is 10.5 mmbd,
according to company sources. Although the technical

SECRET
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limitations on production of certain fields, gosed by
the Saudis in late surmer, appear to be nominal y in

effect, they are without major effect during this period
of low demand We note that the Ghawar field, which is’
subject to such technical limitations, was producing at
5.2 mmbd in November, the last month for which we have
statistics.

Saudi oil prices, particularly for the heavy crudes,
continue to be relatively attractive. (Even after the
recent cut in price by Kuwait, its crude remains approxi-
mately 25¢ per barrel more expensive than the equivalent

Saudi 0il.) We have noticed no major change in the ratio .

of Saudi sales of heavy crude to light crude, however;

it continues to run at about & to 1 in favor of the light
crudes (which are from the fields under technical limita-
tion).

The Saudis, however, do not intend to push crude sales;
their policy in fact is probably the reverse. Yamani
was quoted after the OPEC oil conference to the effect
that Saudi Arabia would be ready, in the current soft
0il market, to reduce its production if necessary to
keep current prices firm, and there are indications

that Saudi assurances on this score were useful in
securing Iranian support for the price freeze at Caracas.
The SAG, in this respect, seems to have moved closer to
a formal acknowledgement of its role as swing producer
and price stabilizer in OPEC, and to accepting some kind
of unilateral prorationing responsibility.

T Tiitncs Tho fimamadial oituartian of Aramco. which
produces Y77 of Saudi oil, has become a question of major
importance in establishlng the country's oil production
capacities. The company has traditionally funded its
capital programs out of its cash flow, which has been
adequate even for the major capacity expansions (approxi-
mately 1 mmbd per year) of the last few years. However,
escalating project costs, unexpectedly high costs for
maintenance of current production levels, plus the
front-end capital reguirements associated with building
the gas gathering and Eastern Province Electrification
schemes for the Saudi government, began to reach and

SECRET
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exceed cash flow availabilities in 1977 and created a
serious financial crisis at the end of the year. As a
result, the company for the ‘first time had to apply to

the SAG for a budgetary allocation to allow it to continue
{ts programs.

The SAG response to Aramco's problem has been to put
the company on a ''self-financing'' regime with respect
to its oil production activities., The government has on
one hand agreed to advance money to fund the gas and
slectrification projects; we understand that the SAG’
has already advanced SR 100 million for the electrification
and $300 million for the gas project. This will relieve
from Aramco's cash flow the substantial burden of payment
against reimbursement lags of sometimes many months --
psrticularly as the capital requirements of the gas
thering program will peak over the next years. Aramco
as, we understand, told the SAG that it will have to .
tailor its work on those two projects to the amount of
money advanced by the SAG,

On the other hand, Aramco has been told that its oil
{toduction programs must be financed entirely from
nternally generated funds, and that it can expect no
help from the state budget. With retained profits about
30¢ per barrel, that means that the company will have
only $1.5 billion to spend each year (at current rates
of production) for all its capital costs associated with
oil production, expansion, and related infrastructure.
Current production upgrading and expansion plans (see
delow) call for an expenditure of about $8.5 billion,
indicating a completion date of about 1984. The major
element of this program will be the requirement to

grade substantially the current injection and produc-
:?on facilities 8o as to maintain present rates of
production from existing fields. Added to that require-
sent will be the cost of developing new fields, increased
supporting infrastructure including increasing employee
costs, and new security precautions. (Fire disaster
“eingle risking" precautions taken at Abgaiq alone since
last May's fire have cost more than $300 million.)

I11. Expansion Programs Clearly, a major constraint
on Aramco's expansion programs is the financial situation

SECRET
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described above. The company has had to tailor back its
earlier plans for an installed facilities capacity of

16 mmbd in the mid-1980's to a more modest 13.5 mmbd

-- indicating a probable sustained production rate of
about 12-12.5 wmbd in 1984, About 11.5 mmbd of this
capacity is expected to come from the existing major
fields (approximately the same as present capacity),

but only at the considerable expense of installing new i
(and, in some cases, replacing old) water injection, !
production, desalting, and pipeline facilities, as

well as reworking the numerous wells now shut in. ;
These major expenditures will be required to correct 1
the deterioration of equipment and oilfield pressures {
being experienced at major fields such as Ghawar, Berri, ;
and Abgaiq. The remaining 2 mmbd would come from expan- i
sion of production at existing, underproduced fields

‘and tying in new ones not producing at present.

A further constraint on expansion of Aramco's productive
capacity is the question of Saudi government policy.

The internal debate within the SAG on the relative
advantages of high versus low rates of oil production |
and financial accumulation has not been resolved, and 1
is unlikely to be in the near run. Its existence, ;
however, limits the company's options severely, and
undoubtedly was instrumental in shaping the decision

to put Aramco on its limited "self-financing" regimen.
The company presently operates with Saudi members of

its board from the Petroleum Ministry who, although they
often dispute items with the parent company representatives
nave oeen vasicaliy vpei o Lucreased production plans.
But following the takeover of Aramco, production-related
expenditures and expansion plans are 1gke1y to be given
a harder vetting, and perhaps a lower priority, by a
board which may well include more Saudi officials opposed
to expansion of oill production. :

One element of existing Saudi policy which may constrain
expansion plans is the SAG desire to decrease sales of
light crudes relative to the heavier ones. Expansion of
productive capacity for the heavier crudes could be every
bit as expensive as for the lights, with less return

to show for financing further increases.

SECRET
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A final problem which will hold back availability of

Saudi crude for export is thie rapid growth of internal
fetroleum product consumption, Saudi Arabia 1is a net
mporter of white products already, and is continuing

to expand its transportation and light industrial sectors
markedly with lictle consideration to cost factors
(internal petroleum product prices are virtually
subgidized). By the mid-1980's, the Saudis will probabl
be consuming over .75 mmbd of their own production locaI{y.

v. Ef&lotation and Reserves Aramco once again discovered
more O n than it produced, keeping to its tradi-
tional record of adding each year to its reserves. No

wew rieau WiSCuvVeries, nowever, were made during tne year,
and all new reserves were developed as outward delimita-
tions of existing fields. Aramco sources estimate that

the discovery rate will plateau within the next five

years, and that about 30 billion barrels of reserves

are all that can be added to today's 177 billion (proven
and probable). The Saudi government, according to Yamani's
recent comments, appears to believe that its reserves

will give it somewhat less than thirty years' production

at a sustained rate of less than 12 mmbd before beginning

s rapid decline.

The Ministry of Petroleum is sponsoring seismic and
geophysical exploration in areas outside the Aramco
retained areas, but so far has not moved to issue
exploration licenses cor concessions. Considerable
interest in some of those areas has been shown in past

by oil companies, and it is possible that some signifi-
cant discoveries and additional reserves could be proved
{f the areas were opened up. The low present priority
glven to such activity by the SAG, however, indicates

that the likelihood of any important ?roduction increments
coming from new areas by the mid-1980's is low.

V. Saudi Policy Aramco officials consistently claim
that” the main constraint facing them in increasing oil
productive capacity is political. While this undoubtedly
winimizes the extent of the technical, physical, and
financial problems involved in creating increased pro-
duction capacity, the fact remains that Saudi pqlicy
considerations have become a pervasive and determining
element of the company's planning process.

SECRET
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Company officials are concerned that it may take very
persuasive arguments to raise the present 8.5 mmbd
ceiling. Our own feeling is that Saudi flexibility
will depend to a large degree on external political
factors such as movement toward Middle East peace.
Given a promising or favorable political climate, we
believe the SAG would not be able to hold to a ceiling :
which would have the effect of driving prices up sharply
if held with persistence. On the other hand, if the 4
Saudis are disappointed by political developments, there
will be considerable internal political pressure to &
limit production as a means of i{nfluencing the behavior
of the major oil importing countries. '

!

There 1s, of course, no clear SAG policy on many of

the igsues determining future production rates. The
debate between those who would restrict future production
increases and those who would allow no or only minimal ;
increases (no Saudis speak for unfettered increases) is,
moreover, unlikely to be solved in the near future. In
the past, Aramco was able to take advantage of any lack ¥
of SAG policy to move forward on its own. Today, with
the 100; takeover all but complete as far as the companied
are concerned, they can no longer assume such freedom; E
absence of clear policy freezes their optioms. The
decision to put the company on a self-financing regime
is a clear example of the compromise situations which
the company will have to live with increasingly:  while °
not formally rejecting the company's propeszfs to build 4
greater production capacity, the government simply denied’
iv lie vapaviilly cof golag beyond a certain level in the
foreseeable future. ;

The government's role is pervasive, the technical com-
petence of its people increasing, and their readiness :
to stake out positions based on conservative resource- 4
management principles alsoc increasing. Setting budget
priorities, monitoring oilfield pressures, determining
the permitted use of other resources such as aquifer 5
water, setting oilfield production rates, and otherwise,
Saudi officials at the technical level can geriously
affect the company's ability to reach its production
goals even without higher policy decisions.
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