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In Praise of No War for Oil

“No War for Oil is a tour de force of history, myth-busting, and sturdy policy analysis. It is at once an excellent overview of the development and quirks of the world oil market, a slaying of eleven monstrous but widely believed falsehoods, and a description of how and why our wars for “energy independence” have had quite the opposite effect. At a time when ill-conceived, unwinnable foreign wars are driving runaway deficits, we need more than a mild course correction. We need the facts, the truth, and the analysis to question the foundational assumptions that have driven American foreign policy for the past 60 years. This book could not be more valuable or more timely.”

—Michael C. Munger, Professor of Political Science,
Public Policy and Economics, Duke University

“Here at long last is a book that explodes all of the myths underlying the use of military force to protect the global flow of oil. No War for Oil not only provides an invaluable account of the misguided policies that have led to ever-increasing U.S. military involvement in the Middle East, but also shows how the de-militarization of U.S. energy policy would better serve the nation’s long-term interests.”

—Michael T. Klare, Professor of Peace and World Security
Studies, Hampshire College

“In No War for Oil, Ivan Eland shows that U.S. dependence on oil is no big deal; that thinking otherwise has led to huge costs, including at least one war; that we are not running out of oil; that a free market in oil is the best energy policy; and that oil is incredibly cheap compared to the alternatives. Eland beautifully weaves history and economics to tell a compelling and, more important, true story. He has hit a home run.”

—David R. Henderson, Research Fellow with the Hoover Institution, Associate Professor of Economics at the Naval Postgraduate School, and former Senior Economist for Energy Policy with the President’s Council of Economic Advisers

“In No War for Oil, Eland provides a catalog of sharply argued rebuttals of the many myths that pervade Americans' understanding of oil and national security. His comprehensive, methodical presentation will be very useful for reorienting the policy debate to firm, analytical ground. Not everyone will agree with every point Eland raises, but he is setting the right ground for crucial foreign policy debates. And the clear preponderance of evidence and analysis in the book convincingly presents the case for substantial changes in American foreign policy.”

—Eugene Gholz, Professor, Lyndon B. Johnson School of Public Affairs, University of Texas

“Ivan Eland provides a clear and powerful analysis of a major driver of U.S. foreign policy and military strategy. He offers a fascinating history of oil and its beguiling allure. For anyone with a serious interest in American defense and foreign policies, the Middle East, or the perilous pursuit of ‘strategic goods,’ the splendid book No War for Oil is a must read.”

—Donald L. Losman, Professor of Economics, Industrial College of the Armed Forces, National Defense University

“Ivan Eland has produced a devastating indictment of the ‘oil rationale’ for the intrusive, counterproductive U.S. military presence in the Middle East. No War for Oil should help debunk the most prominent justification for that misguided policy. Eland shows that on this issue, as on so many others, allowing the free market to operate is both less expensive and less disruptive. Abandoning the attempt to police the Muslim world in the name of preserving Western access to oil will end the terrible price that the American people have paid in blood as well as treasure.”

—Ted Galen Carpenter, Senior Fellow, Cato Institute; author, Smart Power: Toward a Prudent Foreign Policy for America
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1

Trading Blood for Oil

OIL HAS A BLOODY HISTORY. The ghost of petroleum hovers in the background even of wars that have liberty and democracy among their rationales. But occasionally statesmen are blunt about trading blood for oil. George W. Bush’s invasion and occupation of Iraq was wrapped in an idealistic blanket, but George H. W. Bush, the younger Bush’s father and a realist, showed more candor, baldly stating that securing petroleum supplies for the United States was the major reason he prosecuted the first Persian Gulf War. Blatant or veiled, the grab for oil resources has been a major factor behind many conflicts and military deployments.

Ever since the British Navy changed the propulsion of its ships from coal to oil in 1911, oil has been deemed a “strategic” commodity. National governments focused on securing enough oil to power their militaries—armies, navies, air forces, marines, and coastal protection forces—and eventually on seeking oil for their economies. The word “strategic” as it relates to oil has come to mean a product so vital to the military or economy that the government must step in, even to the point of war, to ensure adequate supplies or low prices. However, oil is not strategic, and war for oil is not necessary to ensure the flow of petroleum or to create security.

Besides, other key products that are as vital to the military or economy cause the government, media, and public much less concern than petroleum. Such products include rubber (there was a rubber shortage during World War II), semiconductors, and the platinum group metals, which are more rare and expensive than petroleum and are required to crack oil into gasoline, diesel fuel, and other products. If governments manage or use the military to secure oil, there are many other products that they should also be worried about. In that case, the government might as well be skittish about and manage every product in the economy, but that sort of government over-management is often disastrous—at its extreme it is called “communism.”

Instead, governments should just allow the market to deliver oil. Oil is a valuable commodity, and therefore people, companies, and countries have a huge incentive to explore for, extract, and export it to consumers. Even in the Persian Gulf, where petroleum is cheaper to extract, oil-producing countries that are major sellers to the United States have oil exports that represent 32 to 44 percent of GDP. Furthermore, since the 1973 oil “crisis,” the United States has reduced its oil imports from 6 to 3 percent of gross domestic product (GDP). Thus, it would seem that oil-producing nations have even more incentive to sell oil than the United States has to buy it. Because oil is valuable, it has flowed despite economic embargoes and around, and even through, wars.

That is not to say that the market for oil is perfect. In the short term, the price of oil can be irrational as world events or new discoveries cause either anxiety or exhilaration. The relatively wealthy American public—which doesn’t even have to get out of its vehicles to know what gasoline is selling for and which puts pressure on its politicians when it considers the price to be too high—knows deep down that oil and its products are fairly cheap.

Governments, often under pressure from either their publics or oil companies, should take a longer-term view and rely on markets to buy and sell oil, but sometimes they don’t. For example, even though governments do not have to go to war to secure oil that the market will provide more efficiently, they sometimes do so to surreptitiously subsidize oil companies’ vested interests.1 Sometimes countries nationalize their oil production, although doing so is grossly inefficient and actually restricts worldwide oil production more than the famed producing cartels of companies (the Seven Sisters and Texas Railroad Commission of yore) or countries (Organization of Petroleum Exporting Countries—OPEC). None of these cartels has been very successful in holding the long-term price much above what oil would bring with an unfettered market. Furthermore, the 1973 oil embargo was disastrous for the OPEC cartel’s Arab members and will likely not be tried again, even if the now more efficient oil markets would allow it, which they probably will not. Governments also irrationally distort the market by holding unneeded strategic petroleum reserves.

The U.S. government also worries about whether key oil transportation routes, for example, the Straits of Hormuz, will be blocked or that “rogue states,” or terrorists will use oil profits for nefarious ends. Of course, the country that could block the Straits of Hormuz—Iran—has little incentive to do so because its oil exports, the main source of its foreign exchange earnings, must be shipped through that narrow passage too. Terrorists rely on kidnapping and drug dealing more than on oil to raise money for their diabolical deeds. Rogue states may or may not earn money from oil, so it is unfair to focus blame on oil per se. And even if the United States became independent of foreign oil, which is unlikely to happen anytime soon, rogue states would just sell their valuable oil to countries that care less about meddling into other nations’ business than does the United States (for example, China and India).

Most politicians (regardless of party affiliation), the media, and the public all believe that oil independence, or at least reducing U.S. dependence on foreign oil, is a good idea. They are all wrong. Barring some unlikely breakthrough in nonpetroleum energy technologies, most of which are very expensive or otherwise infeasible, it would cost Americans significantly to reduce their dependence on foreign oil. Oil produced in the United States tends to be costly compared to petroleum produced in other places—for example, the Persian Gulf. That’s a major reason why the United States imports a significant portion of the oil it uses. There is nothing wrong with that, and oil prices would go up if such imports were curtailed or stopped. Thus, despite politicians’ promises, oil independence is unachievable and even undesirable.

Popular Myths about Oil

So what do most people actually believe about oil and its availability? If we look closely at the myths and beliefs that surround oil, we find that in almost every case the truth differs from the popular myths that swirl throughout American culture. For an extended discussion about each of these myths, please see Chapters 12 through 22; for now, here is a quick review of what most of us believe in spite of the evidence to the contrary.

The first popular myth is that no viable market exists for oil. Some allege that a free market for oil does not exist because of government subsidization, protection, and politicization. But it is now clear that embargoes are illusory and the market just reorders itself like it did during the 1973 oil “crisis.” Additionally with the advent of the spot and futures markets today, countries have no real control over who buys their oil, so oil is bought and sold through a global networking system that assures us that where there is demand there is supply.

A second myth is that big oil and OPEC collude in order to stick consumers with high prices for oil and gas. The oil industry has one of the poorest public images of any industry. When the price of oil is high—for example, when record real price levels occurred in 2008—the oil companies are usually pilloried in the media, which often imply that oil companies and/or foreign oil-producing countries collude to price-gouge innocent consumers. Yet repeated government studies—including one in 2006 by the Federal Trade Commission (FTC), the government’s antitrust watchdog—have found no collusion among the oil companies to artificially raise prices.2

A third myth says that oil reserves have peaked, and we are running out of oil. Erroneous predictions of peak oil have been made before, however. In fact, such peak oil predictions usually occur when the market is tight and prices are high, and evaporate when prices go back down. The peak oil craze coinciding with the high prices during 2007 and 2008 was the fifth time predictions have been made that the world was running out of oil—they started in the 1880s, and the penultimate episode was during the tight oil markets of the 1970s.3 In between, World War I and World War II sucked up much oil and caused the U.S. government each time to predict that global oil supplies would soon peak. All four previous times, the peak oil predictions proved unfounded. Similarly, recent predictions of peak oil lack sufficient evidence to back them up. In fact, statistics show that the world’s oil reserves are increasing in size.

A fourth myth is that oil is a “special product” and even strategic, and so it must be secured by the government. Yet, there are many critical products that the market is allowed to supply amply at efficient prices. Oil should be no different. If governments avoid enacting counterproductive policies, industrial economies are fairly resilient even to significant oil-price hikes. Furthermore, enough oil is produced domestically, many times over, to meet the needs of the U.S. military in time of war, and this supply can be augmented with petroleum from nearby friendly countries—for example, Canada and Mexico. Thus, oil is not strategic.

A fifth myth is that we need a strategic petroleum reserve (SPR) in case of emergency. Prior to the 1973 oil crisis there was no SPR; its subsequent history reveals that it was a product of the Cold War mindset. Although it contained oil, it was as much about demonstrating the U.S. government’s will to protect its economy from oil supply disruptions in order to deter foreign countries from shutting off supplies. The ninety-day supply was supposed to give the United States that long to negotiate a resumption of the oil flow or to use force to get the supplies moving again. But as Donald Losman of the National Defense University has cogently argued, if the U.S. government goes into hysterics over oil by declaring it as a strategic commodity, when it is best allocated by the market, it will only tempt any potential U. S. adversary to strike at the perceived U. S. Achilles Heel.4 Sarah Emerson, an analyst at Energy Security Analysis, Inc., noted, “In a way, the SPR is an anachronism.” Government policies, the result of slow processes, often come along too late to make a difference. Oil could still be released from the SPR to attempt to reduce the world oil price, but there is no clear policy to do that.5

In our sixth myth, a bipartisan consensus exists among politicians and the public about the desirability of American independence from oil and foreign oil. Can so many people be wrong? Yes.

Somehow the implication is that if the United States were independent of foreign oil, U.S. military personnel would not have to die in the Middle East, and the United States would not have to meddle in or be allied with nasty, corrupt Middle Eastern countries. The good news is that if we rely on market forces to bring us the oil we need, we will not need independence from foreign sources of petroleum to achieve these laudable objectives.

Even if the consensus view on the desirability of being independent of foreign oil is right, independence has been difficult to achieve. Although every president since Richard Nixon has endorsed independence from foreign oil, the percentage of America’s oil consumption that is imported has risen from 34 percent in 1973 to more than 70 percent now.

Before the early 1970s, the United States had market power in petroleum as a producer, but now its market power is based on it being the world’s largest oil consumer. Because the United States has the biggest and wealthiest economy in the world, it accounts for only 5 percent of the world’s population but consumes about a quarter of the world’s oil. Because the United States is such a large market, it is closely watched for trends, and even anti-U.S. oil producers, such as Libya and Venezuela, court U.S. sales. Saudi Arabia even discounts oil to maintain its share of the American market. As business and environmental journalist for Harper's Magazine, Paul Roberts, has noted, “. . . . the sheer extent of American demand, coupled with the country’s own booming production (the United States is still the number-three producer), gives Uncle Sam a degree of influence over world oil markets and world oil politics that goes well beyond anything the U.S. might achieve militarily.”6

The seventh myth says that price hikes in oil and gas cause economic disasters. This myth can usually be traced to the stagflation that followed the 1973 Arab oil embargo and production cutback. Yet, inflation—increases in the general price level in the economy—is not caused by increases in the price of one item, such as oil or gasoline. Increases in the price of one item mean that people have less to spend on all other items, thus lowering prices for those other items and putting offsetting downward pressure on the overall price level. Only when the government increases the money supply in the economy can people spend more money on oil or gasoline and on other items too.7 Thus, only increases in the money supply can cause general price inflation. Burgeoning U.S. money supplies were primarily responsible for the stagflation of the 1970s.

Myth eight is the belief that the United States wants to control oil supplies in order to keep the price of oil low. But in fact, the United States does not want the price of oil to go too low. From 1959 to 1971, the U.S. government imposed controls on imported oil to raise the price of oil for domestic producers—which was a huge subsidy. Even before that, the Texas Railroad Commission and other state regulatory commissions formed a cartel that restricted and allocated production to try to keep the domestic price of oil higher than the international market price. The federal government attempted to aid and abet this cartel. In the early 1970s, when the Nixon administration imposed price controls on the U.S. economy—including the price of oil—the U.S. domestic oil price went from being artificially high to artificially low.8 So there is some minor manipulation in the market, but it is not universally about low prices for oil.

Myth nine says that possession of oil vastly increases a country’s economic and political power. Current history refutes this notion easily. Post–World War II Japan and Europe (especially Germany) and the Asian Tigers (Singapore, Hong Kong, Taiwan, and South Korea) have all experienced economic miracles though they possess little or no oil. The U.S. position as a supplier in the oil market has been in relative decline since the late 1800s, when it had a virtual monopoly, but during that same period it grew into a world power and then a superpower. And countries with the most oil, like the Middle Eastern countries or Venezuela, have not grown into superpowers.

Myth ten says that the United States must coddle autocratic and terrorist-supporting Saudi Arabia because of its huge oil reserves and supply. The story behind this myth is a bit more complicated than it appears, and it is explained in more detail in Chapter 21, but it is to some degree based on the notion that we get a majority of our oil from Saudi Arabia; in fact, we obtain only about 18 percent from the Saudis.

And finally, myth eleven is that the dependence of Europe on Russian energy is a threat to U.S. security. Although Russia has the largest natural gas reserves in the world (27 to 28 percent of the global total), the United States also has large natural gas reserves and produces 84 percent of the gas it consumes. It adds to this domestic supply with imports, via pipeline, from Canada—another 15 percent of U.S. consumption.9 So it is unlikely that the United States will ever be as directly dependent on Russia for energy as are the Europeans.

Thus, there is little threat to U.S. security from European dependence on Russian energy, and the U.S. has little direct dependence on Russian energy. However, U.S. hand-wringing continues to this day—as is evidenced by the uneconomic U.S. governmental jockeying to compete with Russia in its sphere of influence over oil and gas pipeline routes to Europe through the Caucuses and Central Asia.10

Conclusion

With all of the irrationality of government (the nationalization of oil resources, producer cartels, price controls, economic embargoes, the use of force to “defend” oil, strategic petroleum reserves, government subsidies for alternative fuels, and so on), the media, and the public, isn’t oil “strategic” just because everyone thinks it is? The market, although somewhat distorted by these government measures and consumer irrationality, is still the best vehicle to deliver oil most efficiently from the producer to the consumer. If there is money to be made, commerce will go around and through these obstacles. The price might be slightly higher than a completely free market would deliver, but even in this imperfect world, the market remains the best alternative. And if governments and the public become better informed, perhaps the oil market would become freer.

This discussion is intended to make governments, the media, and citizens think more rationally about oil and the use of military power to secure it. The history of oil and the debunking of myths about petroleum, including the recurring fears about peak oil, takes us right up against the unnecessary U.S. use of military presence and power—a form of imperialism and mercantilism—to secure oil. In fact, because the military lacks enough post–Cold War conventional missions to justify all of its expensive weapons systems, it is becoming an oil-protection force. Yet buying oil on the market is actually cheaper than commandeering it at gunpoint.

The use of U.S. military power to secure oil is not only unneeded and costly in lives and money, but also counterproductive to U.S. security. Osama bin Laden, the late head of al Qaeda, said the main reasons he attacked the United States were its (“infidel”) support for autocratic governments in and its military presence on Muslim Middle Eastern lands. Instead of using U. S. military power to invade and meddle in Muslim oil producing nations (such as Iraq and Yemen, respectively)—which fuels Islamist terrorist attacks on American targets—the United States, contrary to conventional wisdom, could reduce such attacks by eliminating, or at least reducing, the motivating factor: unnecessary U.S. intervention in the oil-rich Persian Gulf.

Realizing that the alleged need to secure oil with military power is a canard, withdrawing all U.S. forces from the Persian Gulf, and eliminating that mission for the U.S. military—or at least carrying it out with over-the-horizon forces that don’t wave a red flag in front of the Islamist terrorist bull—would enhance U.S. security. Hopefully, this discussion will work toward taking some of the irrationality out of U.S. energy and national security policies.


PART I

A History of Oil and the Use of Military Power to Control Supplies
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American Dominance in Oil

FOR CENTURIES, oil has seeped out of the ground, and people have made use of it. But the first attempt to go after the underground reservoirs by drilling (as was done to bring up salt water) was near Titusville, Pennsylvania—where the world’s first oil well hit pay dirt in 1859. The first oil boomtown was created there, ultimately dying out as supplies eventually dwindled. From that day forward until the early 1970s, the United States was dominant in the world market for oil production, refining, and marketing.

John D. Rockefeller, a seller of grocery supplies in Cleveland, Ohio, got into the business of refining the oil into kerosene for lamps. The gasoline-powered car had not been invented yet. Rockefeller was originally leery of getting into producing oil at the wellhead because of its unpredictability.

Rockefeller was not the first to develop the technology to drill for oil, pump it out of the earth, refine it into kerosene or gasoline, or transport it through pipelines. Furthermore, he did not start the first oil company, develop the corporate trust or invent horizontal or vertical corporate integration.1 But he did eventually create the Standard Oil Company (1870), which gained dominance of the U.S. oil refining, pipeline, and transportation markets by the late 1870s; became the first industrial monopoly in America and the model for others to come; became one of the first transnational corporations ever; and made Rockefeller the richest man in the world and the single most important figure in the history of oil.

By the early 1880s, Standard controlled 90 percent of U.S. oil refineries and pipelines, 80 percent of the oil marketing business, the overwhelming majority of tank cars used to move petroleum by rail and road, and the largest seagoing tanker fleet to transport oil worldwide. Furthermore, Standard had finally entered the oil-drilling business and was producing about 25 percent of U.S. crude oil—thus creating the first vertically integrated petroleum company. Rockefeller’s position was made even more dominant by the fact that the United States produced and refined 85 percent of the world’s oil.2

Curiously, however, despite his dominance of the U.S. refining market, Rockefeller’s problem was that the price of his product was dropping—and it was partly because his cost cutting philosophy and economies of scale from a larger, more efficient organization reduced the price of kerosene from 45 cents per gallon in 1863 to six cents by the mid-1890s.

The Dominance Erodes

Also, by the early to mid-1880s, a few short years after his virtual monopoly was established, Rockefeller encountered his first international competitors—the Nobels of Sweden and the rich banking family of French Rothschilds. They both got their oil from Baku, which was then in Russia (it was later in the Soviet Union and now is in Azerbaijan). Another competitor was what would eventually become Royal Dutch Shell—a combination of a Dutch and a British firm—which began producing oil in the Dutch East Indies (now Indonesia) in 1885 and other places across the globe.

So toward the end of the nineteenth century, Standard’s competitive position had eroded. By 1892, foreign competition had broken Rockefeller’s hold on the global kerosene trade. Even more important, in the United States, oil fields were discovered in Texas, Oklahoma, Kansas, and California during the first decade of the twentieth century, shifting the epicenter of oil production from the eastern United States to the Southwest. Emerging companies—such as Union Oil of California (1893), Texaco (1902), and Gulf Oil (1907)—eroded Standard’s dominance in the domestic market. Standard’s control over U.S. oil refining facilities had declined from 90 percent in 1880 to 60 to 65 percent by 1911.3

Despite the dropping prices and increasing competition in the oil industry, both foreign and domestic, the progressive movement was aflame in the United States, “big was bad,” and busting big business trusts was the rage. Rockefeller was quintessentially portrayed as the ruthless capitalist competitor that progressives loved to hate.

In 1906, long past Standard’s peak dominance in the industry, the administration of Theodore Roosevelt brought an antitrust suit against the company. Eventually, in 1911, the U.S. Supreme Court broke up the trust into thirty-four companies, with the biggest parts becoming Standard Oil of New Jersey (nearly 50 percent of the original company, which later became Exxon), Standard Oil of New York (9 percent of the company, which became Mobil Oil), Standard Oil of California (which became Chevron), Standard Oil of Ohio (which became Sohio and then the U.S. arm of British Petroleum), Standard Oil of Indiana (which became Amoco), Continental Oil (which became Conoco), and Atlantic (which became part of ARCO and then Sun Oil).

The fact that foreign and domestic competition had eroded Rockefeller’s monopoly position long before the antitrust suit was brought indicates that the market pressures—through such competition, new technology, or fresh ways of doing business—are a better way of naturally reducing a company’s market power than are belated and arbitrary government antitrust legislation and litigation.

The breakup of the trust was designed by Standard Oil itself. For a time, former Standard companies still cooperated with each other (in part because the government waved antitrust considerations for the war effort during World War I) instead of competing, thus rendering the outcome of the antitrust proceeding largely negligible. The government didn’t enforce the breakup too ardently. Over time, however, the breakup did affect the business, and the former Standard companies became genuine competitors in the 1920s. According to a Federal Trade Commission (FTC) study completed in 1927, the market share of former Standard Oil companies for U.S. refined petroleum products had been reduced to only 45 percent.4

By 1914, the start of World War I, the United States produced about two-thirds of the world’s oil. With the cutoff of Russia’s oil from the global market because of war and revolution, the United States supplied 80 percent of the allies’ oil during the world conflict.5
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Iran, Iraq, World War I, and the Interwar Years

OIL IN THE MIDDLE EAST was first discovered in 1908 in Iran by the Anglo-Persian Oil Company (eventually becoming British Petroleum). In 1911, during the naval race between Germany and Britain, Winston Churchill, then First Lord of the British Admiralty decided—on the advice of oil-advocate retired Admiral Jacky Fisher—to switch the most powerful fleet in the world from coal-powered vessels to oil-powered ships. Oil gave British ships more range, speed and efficient use of personnel than the largely coal-burning German fleet. The British Navy would switch its propulsion from coal, produced at home in Wales, to oil, which was produced overseas in Iran.1

This development was significant, because governments came to believe, from this day forward, that oil was a strategic commodity—that is, a product requiring heavy state intervention in the market. In addition to patrolling and protecting the rest of the expansive global British Empire, the fleet would now be concerned with where it got the oil to power its own ships. The British now had to keep a fleet in the Mediterranean, designed to protect oil coming from the Persian Gulf through the Suez Canal.2 The imperial army, including some troops from British colonies, would be needed to ensure that the British Navy had adequate supplies of bunker oil for its ships.

Churchill, perceived nowadays as a conservative, believed that the world’s oil corporations had too much power and decided that the British government had to get into the oil business. Thus, in June of 1914, Churchill obtained his goal of majority government ownership of a private company, Anglo-Persian— an act that meets the textbook definition of socialism.3

Even before Britain began hostilities against Germany in Europe on August 4, 1914, the British began operations to seize the oil in Abadan (in Iran) and the important port of Basra (in what is now Iraq), from which Abadan oil was shipped. Iraq was then part of the Ottoman Empire, which, along with Germany and the Austro-Hungarian Empire, was on the opposite side from Britain in the war. The British and others knew well the potential Iraq had for producing oil. After three years, the Brits eventually captured Baghdad; but at the end of the war, the Ottoman Turks still controlled the potentially oil-rich province of Mosul, which had few connections with what is now the rest of Iraq.

Under an agreement to end hostilities with the Turks, the British were not supposed to move into potentially oil-rich Mosul and, under another agreement, the British had agreed to give Mosul to France. The British had also duplicitously agreed to give France—or to keep—other lands that were supposed to make up a great independent Arab nation (including Palestine). These same lands were falsely promised to the Arabs in exchange for their revolt against the Turks during the war; the British caused that rebellion by awakening Arab nationalism. Alarmed by the shortages of oil during the war, the British violated all the agreements, demanded that the Turks withdraw from Mosul and occupy it.

Military possession was nine-tenths of the law, and the French eventually agreed to British possession in exchange for 25 percent of the oil and a British recognition of their claim to Syria. The artificial country of Iraq was born because of oil. Britain created Iraq by combining the largely unrelated provinces of Mosul, Baghdad, and Bara into one country, so that it could control the oil in Mosul too. Britain’s cobbling together of such disparate provinces—which had no common political or cultural history—into Iraq, and installing a king who had been deposed from a neighboring country, has haunted the world up until the present and figures mightily in the world of “oil security.”

During World War I, the Germans had superior rail transportation, but the allies dominated new means of transportation—cars, trucks, and tanks—powered by internal combustion engines. Such engines were also used in aircraft and submarines during the conflict. During the war, the rise of those engines over propulsion by horses and coal-fired train power plants led to a new market for oil (just in time, because the incandescent light bulb was replacing kerosene lamps) and the view that oil was a strategic commodity—meaning that it had to be managed by governments rather than by free markets.4 In other words, the politics of governments would often clash with, modify, or override the economic decisions of private companies. World War I had been the first war to use oil on a large scale, and this sent governments scurrying to get oil from where it came out of the ground, especially the Middle East. Governments focused on oil being crucial to any future war effort (ignoring other important minerals and raw materials, such as rubber). Britain sought to expand its oil reserves from Iran to Iraq and Kuwait, France to Iraq, the U.S. to the Persian Gulf, and Japan to the Dutch East Indies (Indonesia).5

Interwar Years

Following shortages of oil during World War I—caused by high demand and price controls—excessive fears of U.S. and world oil depletion continued into the early 1920s. The rapid increase in the number of motor vehicles paralleled the rise in petroleum consumption of 50 percent from 1914 to 1918. Toward the end of the war, the output of Russia, one of the largest producers in the world, plunged because of war damage, the Bolshevik Revolution, and Lenin’s decision to nationalize the Russian oil industry.6

During the same period, the U.S. government pessimistically and erroneously forecast a rapid decline in American oil production and the exhaustion of U.S. petroleum reserves (U.S. oil production did not actually peak until 1970). New discoveries of petroleum deposits had been scarce from 1917 to 1920, and prominent geologists felt discouraged about the future of U.S. production. The director of the U.S. Bureau of Mines warned that “within the next two to five years the oil fields of this country will reach their maximum production, and from that time on we will face an ever-increasing decline.” In the winter of 1919 to 1920, predictions were that the United States would soon be a large importer of oil. George Otis Smith, the director of the U.S. Geological Survey, estimated that known U.S. oil reserves would be completely depleted in precisely 9 years and 3 months and predicted a gasoline famine. Such fears led U.S. oil companies to go overseas to look for new supplies. Because the British had no oil at home, they had beaten the United States into the Middle East and staked a claim to Iranian oil in 1908.

After World War I, one of the places desperate U.S. oil companies went abroad to find oil was Iraq. In the 1928 Red Line Agreement, American oil producers got 23.75 percent of Iraqi oil, with equal shares to Anglo-Persian (future British Petroleum), Royal Dutch Shell, and a French company. Calouste Gulbenkian, a private Armenian investor, got the other 5 percent. The Iraqi people got zero percent. The signatories to the agreement also agreed that they would not undertake oil projects in most of the Middle East region (Kuwait, Iran, and Egypt were excepted) without the consent of the others.

Because gasoline prices began to affect so many people in America, rising prices in the early 1920s led to the first of many government investigations, much posturing by politicians, and intense media coverage—a cycle that has repeated itself throughout U.S. history every time oil markets are tight. In 1923 and 1924, Senator Robert La Follette’s congressional investigation—which uncovered bribes given to Albert B. Fall, Warren Harding’s secretary of the interior, for the corrupt leasing of U.S. naval oil reserves to private oil companies—was one of the few such oil investigations in U.S. history that produced legitimate results rather than mere political demagoguery. The Harding administration’s Tea Pot Dome scandal, when combined with John Rockefeller’s ruthless competitive tactics and secrecy, led to a public skepticism about the honesty and competitiveness of the oil industry that unfortunately endures until this day.

As would be the case in the future, fears in the early 1920s of reduced supplies were vastly overblown. As in previous and later tight markets, rising prices predictably led to increased exploration, and new oil technology made such efforts more successful in finding “black gold.” Oil production increased during the late 1920s and scarcity turned to abundance until the late 1930s, when another world war threatened. In 1925, J. Howard Pew of Sun Oil noted, “My father was one of the pioneers in the oil industry. Periodically ever since I was a small boy, there has been an agitation predicting an oil shortage, and always in the succeeding years the production has been greater than ever before.”7 This would not be the last time false doomsday predictions of peak oil production would be followed by an oil glut.

Cheap oil during the later 1920s led to the proliferation of automobiles in the United States. Oil supplies in the United States also skyrocketed, however, with the 1930 discovery of the Black Giant oil field in East Texas, the largest oil find to date in the country. Oil prices plummeted, and the U.S. oil industry eventually sought welfare from the government, as many conservative business interests often do when economic times are bad. The new “liberal” administration of Franklin Delano Roosevelt (FDR) was more than willing to help.

For some strange reason, the administration believed that raising the prices of raw materials (really the price of everything) would help economic recovery along. Initially, the plight of the oil industry was covered under the National Industrial Recovery Act (NIRA), the heart of FDR’s New Deal. NIRA allowed the oil industry to cartelize, reduce competition, set mandatory production quotas by state, and thus increase prices. A tariff on oil imports also helped keep domestic oil prices higher than world market levels. With its excessively high prices, any cartel provides incentives to cheat on the production quotas. The advantage to a government-sponsored cartel is that it can prosecute “hot oil”—that is, oil sold above the quotas.

Even when the Supreme Court ruled the NIRA unconstitutional in 1935, states were willing to enforce “voluntary” production quotas established by the federal government.8 An artificially high price for oil (and everything else) was the last thing that the impoverished public needed during the Great Depression.

Attempts were also made to cartelize the international oil market, beginning with the “As-Is” Agreement among the major oil companies in 1928. The first cartel attempt was called the “Seven Sisters” and lasted until the early 1970s. It consisted of the three largest Standard companies after the 1911 breakup—Standard Oil of New Jersey (Exxon), Standard Oil of New York (Mobil), and Standard Oil of California (Chevron)—Gulf Oil, Texaco, and the British companies Shell and British Petroleum.9 (Total, a French company, was really the eighth sister.) By the early 1930s, the Seven Sisters had control of Middle Eastern oil. Like the later OPEC, the Seven Sisters tried to divide up markets, agree on production quotas, and set a uniform world price. The discovery of the giant field in Texas put a crimp on this attempt and oil prices sank during the 1930s. So as with the later Texas Railroad Commission and OPEC oil cartels, price collusion usually fails when there are too many sources of production outside the cartel’s jurisdiction. Also, as the price rises, even members of the cartel have huge incentives to cheat and produce more of the product.

As World War II became imminent, the FDR administration once again liked a large and integrated oil industry, which was more efficient for production during wartime. For the war, under government orchestration and order, the large integrated oil firms, the independent producers, and the refiners and marketers all acted as if they were in one organization. The government allowed an antitrust exemption that allowed them to coordinate their efforts and pool their supplies of oil.10

Mexico

Oil was discovered in Mexico in 1910. In 1938, General Lázaro Cárdenas, the radical leftist president of Mexico, nationalized the Mexican oil industry and expropriated the assets of foreign oil companies. Fearing a bad socialist precedent that would adversely affect their global operations, the companies tried to organize embargoes on Mexican oil worldwide, arguing that such exports were stolen goods. The British government led the effort to impose sanctions on Mexican oil because the company most affected by the nationalization, Mexican Eagle, had mainly British stockholders.

Yet, with war on the horizon, Britain was heavily dependent on secure oil supplies from Mexico and Venezuela. The perverse effect of trying to close off Mexico’s oil export markets to much of the world via sanctions led that country to redirect its exports and become the leading supplier of petroleum to the Axis powers. In addition, the United States only provided lukewarm support for Britain’s efforts—mainly because, given the downward spiral toward war internationally, FDR did not want to allow the Axis powers to make inroads into the Western Hemisphere as a result of Western powers angering any Latin American country. Also, given his “liberal” ideology, FDR believed in a nation’s right to expropriate foreign assets as long as just compensation was given to the companies.11

Thus, Mexican nationalization stood and became a very bad precedent down to the present. The artificially high oil prices paid today by the world’s consumers aren’t a result of the greed, intrigue, and corruption of large transnational oil companies (the conventional wisdom), but rather occur because most of the world’s oil is now controlled by inefficient nationalized state-owned companies.

Saudi Arabia

While the British were preoccupied with Iranian oil, Royal Dutch Shell was worrying about Indonesia, and the French, British, Dutch, and later the Americans were colluding to keep others out of the oil in the old Ottoman Empire (including Iraq), the richest oil prize of all was sitting undiscovered.

The Anglo-Persian Oil Company, virtually all of the world’s geologists, and even the king of Saudi Arabia were skeptical about finding oil in the kingdom. In 1938, a well hit pay dirt in the kingdom—a poor, sparsely populated desert wasteland in the center of the Middle East. American companies SoCal and Texaco—cut out of the Red Line Agreement among international oil companies that had divided up the oil of the former Ottoman Empire—had formed a joint venture called the Arab-American Oil Company (Aramco) and were thus in the lucky position of being able to exploit what turned out to be very rich oil deposits in eastern Saudi Arabia.

Oil was discovered only shortly after King Abdul Aziz Al-Saud finished his 30-plus year conquest of the Arabian Peninsula, united its disparate tribes, and founded the nation of Saudi Arabia in 1932. Not trusting the British, King Abdul Aziz allowed U.S. companies to develop the kingdom’s oil.

The United States saw demand for its oil greatly increase during World War II (the United States supplied six out of every seven barrels of oil used by the allied countries12), and the discovery of new U.S. oil fields had decreased because the low prices during the Great Depression of the 1930s discouraged the long-term development of new technology and oil fields. As World War II ended, one of the many gloom-and-doom forecasts in the oil industry’s history estimated that the United States would have only enough oil to last two years in any war with the Soviet Union.13

Even before World War II ended, the U.S. government saw it this way: eventually, the United States would be a net oil importer and would need a foreign source for such imports. In the 1940s, fears of future oil shortages led to the “conservation theory,” whereby the United States would buy scarce oil from foreign sources and save its own petroleum to ensure American security (interestingly, the opposite is thought today by the U.S. government, public, and media—that the United States should become independent of foreign sources of oil and drill for more oil in the United States).14

The U.S. government realized during the war that the vast reserves of oil in the Persian Gulf would transfer the global epicenter of oil production from the U.S. Gulf Coast to another gulf halfway across the world. Going where the British did not have the oil locked up, the United States focused on Saudi Arabia, which had recently found the world’s biggest oil deposits. In February 1944, FDR told Lord Halifax, the British ambassador to the United States, that the British had Persian oil, that the United States and Britain shared Iraqi and Kuwaiti oil, and that the Americans had the oil in Saudi Arabia.15

But taking his cue from the British and believing that World War II showed that oil was a strategic commodity, during the war, in 1945, FDR held a summit meeting with King Abdul Aziz that implicitly traded Saudi oil for U.S. protection. At the summit, FDR made an agreement with Abdul Aziz that U.S. companies could drill for oil in the kingdom. Saudi Arabia had already become one of only three Arab countries during the war to receive U.S. lend-lease assistance, and in 1943, FDR had declared that the security of the desert kingdom was “vital to the defense of the United States.”16 In a 1945 memo, the State Department concluded, “The oil resources of Saudi Arabia [are] among the greatest in the world” and they “must remain under American control for the dual purpose of supplementing and replacing our dwindling reserves, and of preventing this power potential from falling into unfriendly hands.”17 (Decades later, President Ronald Reagan was even more blunt in 1981: “There is no way” that the United States would allow Saudi Arabia to be “taken over by anyone that would shut off that oil.”18)

Saudi Arabia had only small military forces, so the U.S. agreed to put the kingdom under its security umbrella. FDR got the king to agree to the construction of an U.S. air base in Dhahran, Saudi Arabia. Due to concerns about internal unrest arising from any large U.S. military presence, however, the United States chose indirect means of providing the kingdom’s security—for example, deputizing regional powers and augmenting the Saudi military.19 (Unfortunately, the United States forgot this largely “offshore” strategy after the Cold War and first Gulf War ended, stationed troops in the kingdom, and had to endure blowback from terrorists on 9/11 who didn’t like that U. S. military presence.) In 1950, FDR’s successor, Harry S. Truman, more clearly and publicly defined the security-for-oil agreement that FDR and Abdul Aziz had reached.

Yet from 1949, in apparent contravention of the agreement, the United States, not knowing how to defend Saudi oil fields on the other side of the world from a much closer Soviet Union, had a secret plan to destroy those oil fields, rather than defend them, in the event that the Soviet Union ever invaded them. Even as early as 1945, the United States had U.S. oil executives in the kingdom store explosives under their beds to be used in that event.20

At any rate, as oil analyst Lisa Margonelli has concluded, American independence from foreign energy died as early as the Roosevelt-Abdul Aziz summit in 1945.21
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World War II

NO DOUBT EXISTS that oil is required to run the aircraft, ships, and vehicles—armored and otherwise—during a war, and that during a world war, normal trade patterns are sometimes disrupted. This reality makes petroleum “strategic” in a narrow sense. Of course, even then, there are many “strategic” items needed to conduct a war, of which oil is only one. For example, during World War II, the United States experienced a severe rubber shortage because Japan’s conquest of Malaya and the Dutch East Indies had shut off 90 percent of the natural rubber coming to U.S. ports and because of price controls on rubber in the United States during the war.

Similarly, oil is used as a raw material in a nation’s economy and for producing items used during war. The disrupted trade patterns during a catastrophic world war make countries worried about having enough oil for economies and war production. Yet again, other raw materials are also critically needed for economies and war production. Because of oil’s role in operating military equipment during World War I and its uses in industry, all countries in World War II made acquiring oil supplies a top war goal. They may, however, have overemphasized acquiring oil in their war objectives and underemphasized other critical raw materials needed for war.

Europe and the Middle East

Oil played a significant part in the largest war in world history. Nazi Germany had little oil within its borders and had to either manufacture it synthetically (46 percent of its total supply in 1940) or get it from abroad. Like the Imperial Japanese (and in contravention of the advice of the classical economists of the eighteenth and nineteenth centuries), Adolf Hitler wanted to conquer oil and bring it within the boundaries of the empire rather than taking the more cost-effective route of simply buying it abroad. Hitler wanted and got Romania’s Plotesti oil fields (producing 58 percent of Germany’s imports in 1940) by an alliance, invaded Russia in part to grab Soviet petroleum in Baku (now in Azerbaijan) and other oil fields in the Caucuses, and fought in the Middle East in part for oil (for example, his bid to get Iraqi oil).

The allies bombed Plotesti refineries so that the Nazis would not get the oil. The Soviets were able to stop Hitler before he captured the oil at Baku—ironically because the Germans ran out of fuel (including at the critical battle of Stalingrad)—and the British ejected the Germans from Iraq. Hitler, however, did capture the Grozny oil fields in Chechnya. The allied strategic bombing campaign was ineffectual—German industrial production increased in spite of the pounding from the air—until it started targeting the German synthetic fuels industry.

From Pearl Harbor to the dropping of the atomic bombs, the United States provided six-sevenths of the oil for the allied war effort, and half the total tonnage of items shipped from the United States was oil. Because Britain was an island, early in the war, German U-boats began targeting shipments of oil and other war materiel coming from the United States, which was helping Britain even before formal U.S. entry into the war. The U.S. Navy was even patrolling the Atlantic and helping the Brits find German U-boats in mid-1941—long before Germany declared war on the United States just after the Japanese bombed Pearl Harbor in December of that year. German U-boats were very lethal and came close to shutting down the sea connection between Britain and the United States during the spring of 1943. Britain’s oil supply was at its lowest ebb. Then the allies broke the new U-boat codes, further improved their radar, fielded a new long-range aircraft to patrol distant areas, and added a counterattack capability to their convoys. This turned the tide, and allied convoys carrying oil and other vital supplies could cross the Atlantic.

After the Nazis invaded the Soviet Union and made rapid gains there and in North Africa, the allies feared that the two German armies would link up in Iran. In mid-1941, the British and Russians occupied Iran to protect the large petroleum refinery in Abadan and the oil supply route from the Persian Gulf to Russia. They deposed Reza Shah, who had exhibited Nazi sympathies, and replaced him with his son, Mohammed Reza Pahlavi.1 Erwin Rommel, Germany’s commander in North Africa, had his tactical brilliance negated by shortages of oil-based fuel, one of the many critical items required by the military in wartime.

Asia

At the time of World War II, the United States was the world’s leading producer of oil and Japan’s principal supplier—80 percent of its petroleum imports were from the United States. Japan had modernized, wanted an empire just like the British, French, and U.S. possessed, and was prepared to use brutal force to get it.

FDR did not like Japan’s expansion, especially its incursion into Manchuria in 1931 and its invasion of China in 1937. In 1940 he slapped on a limited and ineffective ban on aviation gasoline to Japan. FDR eventually embargoed U.S. metal and oil exports to the island nation and froze Japanese financial assets in the United States, which were primarily used to buy oil. As Japan was preparing to invade southern Indochina in late July of 1941, FDR froze the Japanese assets in the United States, thus effectively cutting off oil shipments to Japan. Britain followed the U.S. lead with an asset freeze and also imposed an oil embargo, which cut off Japan from supplies in Borneo in the British East Indies. The Dutch East Indies also enacted a freeze and oil embargo. The Japanese had known that taking all of Indochina might precipitate a U.S. oil embargo, but they felt they needed control of all Indochina to invade the oil-rich Dutch East Indies farther south.2

Since Japan had no oil of its own, it had become desperate for petroleum supplies. Japan would have to give up its expansionist aims if it could not obtain fuel for its military and industry. The Dutch East Indies (now Indonesia) had rich oil deposits, and the effective U.S. cutoff of supplies sealed the Japanese plan to invade these islands. The de facto U.S. oil embargo caused the Japanese Navy to realize that an absence of petroleum would render its ships worthless; it began to take a harder line toward invading the Dutch East Indies. But in any such invasion, Japanese supply lines would run near the U.S. colony of the Philippines. This scenario would mean certain war with the Americans.

With support from the Japanese Navy, however, Japan’s Prime Minister Prince Konoye tried to get a last ditch personal meeting with FDR to avoid war and was even willing to give up Japan’s alliance with the Axis powers to avoid war with the potentially much stronger America. In early October 1941, FDR rebuffed Konoye’s peacemaking effort. Thus, because Konoye could offer no other option besides war, the hawkish Hideki Tojo replaced him. The debate in Japan over whether to go to war centered on the longer-term availability of oil for the Japanese military, which the United States was trying to cut off.3

In a desperate move, the Japanese decided to attack the not-so-sleeping giant of the United States, which had an economy larger than Imperial Japan and Nazi Germany combined. They devised a simultaneous attack on the American fleet headquarters at Pearl Harbor, Hawaii, and the Philippines. The Japanese hoped that a surprise attack would cripple the U.S. fleet that threatened its supply lines and either cause “isolationist” U.S. public opinion to accept Japanese expansion or at least provide time for Japan to fortify rings of island defenses to withstand a U.S. counterattack. Even the commander of the Japanese Navy, Admiral Isoroku Yamamoto, who had spent four years in the United States, was skeptical that the United States would not fight. He believed Japan’s cause probably would be doomed by the United States’ industrial might, but he dutifully launched the surprise attack anyway.

Had FDR not embargoed metals and oil and frozen Japan’s assets in the United States, there might have been no war with Japan. FDR knew that an oil embargo against Japan might very well spur the Japanese to invade the Dutch East Indies, meaning war with the United States, because Joseph Grew, then-U.S. ambassador to Japan, warned of him of this possibility. The United States chose to risk war and knew by the end of November 1941, through earlier breaking of the Japanese code, that an attack was imminent. But U.S. officials thought any Japanese attack would come in the Philippines, along the invasion route to the Dutch East Indies, not at Pearl Harbor. Ambassador Grew had warned Washington of rumors that Japan would attack Pearl Harbor, but U.S. officials believed such a long-range attack was impossible for the Japanese. Nevertheless, the Japanese realized that the American fleet at Pearl Harbor could launch a flanking assualt on their invasion of the East Indies and Singapore. Thus, they plotted to attack Pearl Harbor and U.S. positions in the Philippines simultaneously.4

Perhaps, however, the Japanese could have tried to buy oil from non-U.S., non-British, or non-Dutch sources or on the black market rather than invade the Dutch East Indies and attack the United States. At that time oil made up only 7 percent of Japan’s energy needs—although most of the oil was consumed by the Japanese military and shipping. Prior to World War II, eight countries accounted for 94 percent of world oil production—the United States, the Soviet Union, the Dutch East Indies, Iraq, Iran, Venezuela, Mexico, and Romania.5 In 1942, when the United States entered World War II, it accounted for only about half the world’s oil reserves.

Could Japan have purchased oil from non-embargoing nations or on the black market? Daniel Yergin, an oil expert, pooh-poohs this idea, saying that no other significant sources of petroleum were available to the Japanese.6 Although oil supplies were tight in a world already at war, embargoes are notoriously leaky for those willing to pay above the market price on the black market. Such premiums make producers willing to cheat on formal embargoes. It still would have been much cheaper for Japan to try this alternative rather than to start a desperate and probably futile war against the American colossus.

But as with so many other countries in world history, Japan was mesmerized by having an empire and didn’t heed the work of the classical economists of the eighteenth and nineteenth centuries. These economists said that it was cheaper to conduct free trade with foreign countries and merely buy their wares than to incur the large costs of building a big military, invading and administering such nations, or coercing them to sell—or blatantly stealing—their products at gunpoint. (Because shockingly, U.S. post-World War II oil security policy looks a lot like what our wartime adversaries were trying to achieve, this book is intended to make the same point to the U.S. government, media, and public about the immorality and inefficiency of using military force, or the threat thereof, to secure oil supplies.)

The U.S. attempt to strangle Japan prior to World War II by cutting off its oil is rarely mentioned in U.S. history books—as if the Japanese bombed Pearl Harbor out of the blue for no reason. In the end, during the war, U.S. submarines did strangle Japan’s island nation, cutting it off from oil from the East Indies, other raw materials, and war materiel. U.S. submarines and other naval vessels were so effective that 95 percent of Japanese merchant shipping was either sunk or put out of action by U.S. torpedoes.7 By the end of the war, the Japanese air force was completely out of fuel.

In fact, continuing this almost total naval strangulation of the vulnerable Japanese home islands—essentially maintaining the naval quarantine and allowing only medicine and the minimum requirements for food to pass through it—would have been morally preferable to dropping A-bombs and firebombs on the civilian population of that island nation in an attempt to compel surrender.


5

The Cold War

THE HEAVY USAGE of U.S. petroleum during World War II and feared shortages led to increased popularity for the “conservation theory.” The theory had originated in similar circumstances in the 1920s after the feared oil shortages during the First World War.

The administration of Franklin Delano Roosevelt (FDR) conducted the first analysis of the security ramifications of declining U.S. petroleum reserves. In November 1941, before the United States got into World War II, the State Department advocated conserving U.S. oil reserves and becoming more dependent on foreign oil, especially that from the Middle East.1 Later, Navy Secretary James Forrestal believed that Persian Gulf oil was going to be crucial in preparing to counter the Soviet Union during the Cold War. During peacetime, he wanted to use that oil and conserve U.S. oil so that the United States would have its reserves to fall back on during any subsequent world war. Eugene Rostow and the National Security Resources Board believed the same thing. When it passed the Marshall Plan aid to Europe, Congress recommended that Europe get its energy outside the United States.2

The first tension of the Cold War appeared over U.S. fears that the Soviet Union was trying to grab oil fields in the Persian Gulf. At the beginning of World War II, the British and Soviets had occupied Iran—then the Gulf’s largest oil producer—to keep it from falling into German hands. They had both agreed to withdraw their forces six months after the war ended. The Soviets showed no signs of leaving northern Iran by March 2, 1946, as promised. Truman gave the U.S. Navy orders to augment its presence in the eastern Mediterranean. Stalin withdrew Soviet forces in May 1946. Although the United States believed the Soviets wanted the oil-rich Persian Gulf and warm-water ports on the Mediterranean, the latter is more likely because the Soviet Union already had much oil. But even after the Soviet withdrawal, the U.S. Joint Chiefs of Staff believed oil was critical in any future U.S.-Soviet conflict and wanted to keep the Soviet Union far away from Gulf oil.

According to Michael Klare, even Truman’s provision of military assistance to Greece, Turkey, and Iran under the Truman doctrine of 1947 was to bolster a northern tier of countries to prevent the Soviets from penetrating south to the other oil producing nations of the Persian Gulf, thus threatening U.S. access to Gulf petroleum. This was an extreme case of what later would be called the “domino theory,” because Greece has no border with and is not that close to the Gulf oil-producing states. At this time, the U.S. also established a permanent naval presence near the Persian Gulf.3

Forrestal supported the original attempt to create an international government cartel in oil—the Anglo-American Petroleum Agreement—a direct descendent of the “As-Is” agreement and the Texas Railroad Commission. In order to deal with excessive supply, the Anglo-American Petroleum Agreement set production quotas for countries based on reserves and economic factors. When the agreement was introduced in mid-1944, the entire oil industry opposed it, and FDR withdrew it from Senate consideration. Putting a ceiling on American production and relying more on imported oil would ruin the U.S. domestic oil business. This was the beginning of the canard—now endorsed by every politician, the domestic oil industry, and many duped citizens—that the U.S. must eradicate “dependence on foreign oil” (everyone else in the world liked the cheap foreign oil).

Even with Forrestal’s support, the Truman administration was finally forced to give up on this proposed cartel in 1947. Nevertheless, to conserve U.S. oil, Forrestal and the U.S. government continued their quest to increase Persian Gulf production.

Throughout the Cold War, the U.S. fear of Soviet penetration of the Middle East, and U.S. politicians’ self-serving political interest in dubbing Israel the only bastion of anticommunism and democracy in the region, sometimes led to conflict with the oil companies’ championing of the Arab cause.4 Sometimes, domestic considerations trumped the U.S. government desire to control Middle Eastern oil. In 1948, all of Truman’s foreign policy advisors—including Forrestal, Secretary of State George Marshall, the military chiefs of staff, the CIA, and George Kennan, head of the State Department’s Policy Planning Staff—argued that America’s only vital interest in the Middle East was to have a good relationship with Saudi Arabia and other Arab oil producers, thus necessitating opposition to a new Jewish state in British-controlled Palestine. But Truman was in desperate straits for the 1948 election. One of his few advisors who favored a Jewish state, domestic advisor Clark Clifford, told him that very few presidential candidates had won elections without winning New York and that the Jewish vote was crucial there. Truman, a good politician, didn’t hesitate for a minute, overruled his entire foreign policy team, and endorsed a policy that was favorable to the United Nations partition of Palestine in November 1947 and the rapid recognition of the new state of Israel in 1948.5 Previously, Truman famously once told a group of American diplomats posted in the Middle East, who were urging Truman not to give in to Zionist desires, “I’m sorry, gentlemen, but I have to answer to hundreds of thousands who are anxious for the success of Zionism: I do not have hundreds of thousands of Arabs among my constituents.”6

The return of resources to the private sector after World War II made the demand for oil skyrocket sixfold during the Golden Age of Oil from 1948 to 1973.7 Increases in the number of cars, roads, and suburbs increased oil consumption dramatically. In 1947 and 1948, oil shortages arose and prices spiked quickly, leading to the usual cries of “energy crisis” and congressional investigations into oil company conspiracies to increase the price. Yet despite the high demand, pessimistic predictions about the U.S. running out of oil were upended when new regions began production in the United States and Canada. This new production caused U.S. oil reserves to be 21 percent higher in 1950 than in 1946.

Huge oil fields were also discovered in the Middle East during the late 1940s (for example, Ghawar, Saudi Arabia, the world’s largest oil field8), 1950s, and 1960s. Although U.S. production was increasing, the Middle East finds made world production rise even faster—leading to a decline of U.S. dominance in the world market, as its share of production declined from 64 percent in 1948 to 22 percent in 1972. In all, global production rose faster than even the rapid spike in world consumption, thus driving prices down. New technology, such as the ability to drill deeper and drill off shore, increased oil supplies.

A similar phenomenon happened in proved oil reserves: U.S. reserves increased, but world reserves rose more rapidly. In 1950, estimates were that the world had enough proved oil reserves for 19 years; by 1972, despite the rapid increase in consumption, the estimated proved reserves were 35 years. Thus, the U.S. share of the world’s reserves declined from 34 percent in 1948 to 7 percent in 1972.

The post–World War II production surge from Venezuela and the Middle East made oil and natural gas supplant coal as the dominant fuel by the mid–twentieth century. It was the fastest replacement of a dominant fuel in history—with coal still predominant in providing the world’s energy needs in 1950 and oil replacing its preeminence by the mid-1960s. Petroleum was easier to move, environmentally cleaner, and less costly than coal.

In 1948, for the first time, U.S. imports of crude oil and oil products exceeded exports—that is, the United States became a net importer of oil. The influx of petroleum from overseas eventually caused President Dwight D. Eisenhower in 1959 to reluctantly impose import quotas on foreign oil, which was the most significant energy policy in the postwar era and lasted until the 1973 oil “crisis.” The major U.S. oil companies, with much petroleum production overseas, opposed the quotas, but domestic independent producers were politically more powerful and won the day. Clarence Randall, then chairman of the Council on Foreign Economic Policy, complained to then–Secretary of State John Foster Dulles that those who were claiming “national security” to curtail imports had it backwards. He argued that “our policy should be to conserve that which we have rather than to take measures which would cause our supplies to be exhausted more rapidly.” In other words, he wanted to encourage—not restrict—imports to conserve domestic supplies.9

As foreign imports of oil increased, securing those overseas supplies of oil became a primary goal of the West during the Cold War—even rivaling the maintenance of Western Europe’s independence from communism. U.S. policymakers felt that the Persian Gulf’s oil fields, especially the rich prize of Saudi Arabia, had to be kept free from Soviet influence or control to guarantee the economic survival of the West. However, U.S. military planners didn’t know how such fields could actually be defended in a long war and spent as much time figuring out how to scuttle them as defend them.10 Nevertheless, to carry out Truman’s explicit “oil for security” trade with Saudi Arabia, he created a U.S. program to train the Saudi military and established an American airfield at Dhahran near the oil fields in the eastern part of the country. This airfield guarded these deposits and contributed to the strategic ring of air bases to contain the Soviet Union.11

Eisenhower also regarded the protection of the Persian Gulf as vital to U.S. security and promulgated the Eisenhower doctrine, which Congress approved to authorize U.S. forces to defend friendly nations against Soviet-sponsored actors in the Middle East and to increase aid to anticommunist governments in the region. John F. Kennedy sent U.S. aircraft to the Gulf area in 1963 when Gamal Abdel Nasser’s Egypt backed Yemeni forces in their attack on Saudi Arabia.12

Because of U.S. overstretch during the Vietnam War, Nixon was forced to modify the Eisenhower doctrine, substituting a flood of U.S. arms, advisors, and technicians to the Middle East for U.S. troops and for the British, who had dominated the Middle East after World War I but were pulling out because of their own imperial overextension. The reality of heavy and direct U.S. military involvement in a small, backwater country in Southeast Asia at the expense of U.S. forces to safeguard Gulf oil throws suspicion on the whether that petroleum was as strategic as U.S. policymakers claimed.

Moreover, although the threat to oil after the Cold War is much less than during it, even the threat of Soviet control over the Persian Gulf oil fields was overstated. The Soviets, always desperate for hard-currency foreign exchange, would have had an incentive to sell this valuable commodity, albeit at a higher price than prior to any conquest of Gulf oil.

Developing Countries Wanted a Bigger Piece of the Pie

Venezuela and Saudi Arabia

Before World War II, in the 1930s, Mexico had nationalized its oil industry. The left had taken power in Venezuela, and American oil companies and the U.S. government feared a similar nationalization of some of the most important oil reserves in the world. During any world war, however, Venezuela’s oil, like Mexico’s, was also fairly secure. In 1943, a landmark “50–50” agreement was reached that equalized the oil companies’ profits from Venezuelan oil and the Venezuelan government’s take on taxes and royalties. This agreement would set a precedent for others to come, as nationalism became dominant in the postwar years, and developing countries wanted a bigger chunk of oil profits. A similar “50–50” agreement with Saudi Arabia and other Middle Eastern producers followed in 1950. 13

Iran

In the case of Iran, 50–50 was not enough for its new government. In 1951, as Mexico had done in 1938, the elected anticommunist prime minister of Iran, Mohammed Mossadegh, nationalized Iranian oil fields out of British hands. The Anglo-Iranian Oil Company—with a majority ownership by the British government—believed that Iran’s royalty plus 20 percent of the company’s worldwide profits was a good deal and had been the best arrangement in the world for an oil-producing nation, with the exception of the Saudis’ recent 50–50 deal. Mossadegh didn’t see it that way, even when Anglo-Iranian also offered Iran a 50–50 agreement.

In 1953, the CIA, colluding with the British, facilitated the overthrow of democratically elected and Western-oriented Mossadegh, restored the autocratic Shah, and grabbed part of the oil loot for U.S. companies. Although Soviet troops had withdrawn from Iran after World War II in 1946, the United States ostensibly feared that the Soviets would get Iranian oil by subversion and was also afraid of falling dominoes in the Middle East region, which held 60 percent of the world’s oil reserves. But economic mercantilism by the U.S. government was likely the real reason for the U.S.-facilitated coup.

Surprisingly, however, at the time, U.S. oil companies were not thrilled about getting into Iran, because they had lucrative production in Saudi Arabia and elsewhere in the Middle East that would face competition from Iranian oil. Also, the oil companies initially resisted U.S. government pressure to join a consortium in Iran because, as it had at other times, the U.S. government was pushing the companies to cooperate with each other at the same time it was gearing up to prosecute them for being an “international petroleum cartel.” The Truman administration eventually reduced the criminal prosecution to civil litigation and gave the oil companies an antitrust waiver to participate in the Iranian consortium.

The consortium was eventually established and was precedent setting. Previously, foreign oil companies would own rights to oil in developing countries. After the deal, although the restored and grateful Shah allowed U.S. and British oil companies to stay in Iran, the national Iranian oil company—and thereafter other national oil companies—would own the oil and the foreign oil companies would manage the local industry and buy the output. The consortium also made the United States the major player in Middle Eastern oil.14

But one thing was certain. As usual, such foreign meddling by the U.S. government produced future unintended consequences for “oil security” far greater than the immediate benefits. When the British pulled out of the Middle East in 1971, the United States then began to rely even more heavily on the Shah to secure Middle Eastern oil supplies and be a bulwark against the Soviet Union and its surrogates in the Persian Gulf region (for example, Iraq). This policy was part of the post-Vietnam Nixon doctrine of letting regional actors take up more of the security burden rather than always relying on U.S. military might. Unfortunately, this improvement in U.S. policy was short-lived. The oppressive Shah ran afoul of his own people by buying too many weapons from the United States and other Western nations at the expense of economic development. A revolution overthrowing him in early 1979 led to the rise of a radical anti-Western fundamentalist Muslim regime under the equally authoritarian Ayatollah Ruhollah Khomeini.

Suez Crisis—1956

Oil played a triple role in the Suez crisis. Gamal Abdel Nasser, Egypt’s pan- Arab nationalist ruler, was annoyed that the United States cut promised aid to build the Aswan High Dam on the Nile River. He nationalized the Suez Canal, which was on Egyptian territory, hoping to use the added revenues to complete the dam project.

The British and French previously owned the canal and conspired with Israel to use military force to get it back. The canal was Europe’s major route for importing oil from the Persian Gulf, and Nasser’s nationalization threatened this lifeline, at least in the minds of the British and French. Without the canal, oil tankers going from the Persian Gulf to Europe had to go around the Horn of Africa, a much more long and costly route. The Israelis invaded Egypt, and the British and French told the world that they would occupy the Canal Zone to “save” the internationally used canal from the war. Before they could do so, Nasser blockaded the canal with rubble, making it impassable.

President Eisenhower refused to support his European allies and instead sided with Nasser—currying favor with developing nations during the Cold War, especially the oil-producing ones. In support of Egypt, the first of three Arab oil embargoes was imposed (the later two happened during the 1967 and 1973 Arab-Israeli wars)—this time on oil exports to Britain and France.15 (Oil pipelines from Iraq and Saudi Arabia to the Mediterranean Sea were also closed.) Britain and France assumed that if Nasser closed the canal, their U. S. ally would provide emergency petroleum supplies. Europe faced oil shortages during the impending winter. Not only did Eisenhower decline to provide Europe with oil, but he said that he would do so only when the British and French began withdrawing from the Suez. True to his word, he did when they took that action.

During the crisis, the Soviets threatened military intervention and maybe even nuclear attacks on Britain and France. Eisenhower made clear that if the latter happened, he would launch nuclear weapons against the Soviet Union. In the end, as has been the case in many wars in the Middle East, the Israelis—and in this case, their British and French conspirators—achieved a tactical victory, but suffered a strategic defeat. Nasser had won.

In cutting off oil supplies to Europe, the U.S. government, fearing petroleum shortfalls, had asked major oil companies to take certain actions that the Justice Department later prosecuted them for under the Sherman Antitrust Act. This double-crossing of the oil companies by the government had happened previously in U.S. history. During the 1930s, the Justice Department successfully prosecuted oil companies for cooperating with the Interior Department’s “market stabilization” regime (read: cartel).16

The other development stemming from the war was an increase in the size of oil tankers; the supertanker was born. The insecurity of the Suez Canal required bigger tankers that could make the long journey around the Horn of Africa. Again, the resilient oil market adapted to political blockages of oil and even war. Furthermore, as during other times in oil history, fears of a long-term oil shortage gave way to surplus. In this slack market, U.S. oil import quotas and domestic production restrictions and allocations tried to hold the U.S. price artificially high.

One of the reasons that Eisenhower imposed quotas on imported oil in 1959 was to reduce U.S. dependency on such imports, thus obviating the need to send troops to the Middle East to safeguard them.17 The former general was usually and laudably reluctant to send U.S. conventional forces into war, but he had just done so for what would be the only time in his eight-year presidency the year before with an intervention in the Middle East, the U.S. invasion of Lebanon in 1958. Although Lebanon had little oil, the president was demonstrating the Eisenhower doctrine, which claimed American resolve to support friendly countries against communism—especially oil producers in the Middle East. Of course, Eisenhower would have been better off to import the cheaper oil and simply realize that he could rely on the market to deliver it, instead of adopting the mercantilist policy of using force or covert action to ensure such incoming supplies. The oil import quotas to the world’s largest oil consuming economy made the U.S. oil price artificially high and the world price artificially low, thus contributing to the formation of the OPEC cartel to attempt to push the world price back up.18 So the United States helped create its future nemesis.

1967 Middle East War

Those much larger supertankers came in handy during the 1967 war, when the Suez Canal and pipelines from Iraq and Saudi Arabia were again closed and oil going from the Persian Gulf to Europe again had to go the long route around the Cape of Good Hope in southern Africa. This time, the oil disruption was potentially more severe, because not only were petroleum transportation routes through the Middle East closed, but also 60 percent of Arab, Middle Eastern, and North African oil production was shut down by strikes, riots, and sabotage to protest the war—that is, operations in Saudi Arabia, Libya, and the big refinery in Abadan, Iran. Three-quarters of Europe’s oil supply came from Arab, Middle Eastern, and North African producers, thus threatening shortages there. At the same time, a civil war in Nigeria, caused by a fight over oil revenues and ethnic and religious issues, resulted in a Nigerian government embargo on oil exports from the oil-rich Biafra region, which was attempting to secede.

Also, Arab oil producers embargoed oil exports to friends of Israel—that is, the United States, Britain, Germany, Japan, and so on. U.S. producers in Aramco were ordered by the Saudis to embargo their own country; fearing nationalization, they complied. Yet, cleverly knowing that the amount of oil on the world market was more important to those consuming countries than which nations sold it to them, Kuwait and Saudi Arabia sold oil into the market as long as they got guarantees that it wouldn’t go to the embargoed nations. Thus, Kuwait and Saudi Arabia got the symbolic benefit of embargoing friends of Israel without actually hurting those consuming nations or eroding their own oil profits.

As in any embargo of a product with a worldwide market, supplies simply reordered. Arab oil found new markets outside the embargoed countries. The embargoed countries bought from non-Arab producers. The temporary shortage from Arab countries, which eventually got their production back on line, was made up for by increased production in other countries—the United States, Iran, Indonesia, and Venezuela. (This spare U.S. capacity would not be there in the 1973 oil embargo.) Even while they imposed the targeted embargo, the Arab countries had an incentive to increase production by 8 percent to maintain market share!

As long as producers sell oil into the worldwide market, the embargo of any selected countries will be ineffectual. Because of market reordering, the targeted 1967 Arab oil embargo was a flop, and the Arab embargoing countries were the biggest losers. (The same was actually true in the more famous 1973 Arab oil embargo, which was perceived as being much more effective.) In fact, international oil companies managed to handle the market reordering without Western government help.

As in the aftermath of the 1956 war, fears of shortages gave way to accelerated production after the 1967 war ended. For a long time, supply would exceed demand.19 And producing countries continued to demand a bigger share of the pie. In 1970, Libya’s successful negotiations with the major international oil companies for a greater portion of oil revenues tipped the balance in favor of the producing states.
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