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1, The Importance of the Middle East in 0i1 Supply

0il is one of the basic commodities in short supnly in the world
today. Tnerc was indeed a substantial increase in production, raising
its level in the firs. six moaths of 1947 to 145 percent of 1938, but
consumption has also inecrease® considerably, and is now higher than
during the war years, This is due to several factors including urgent
rehabilitation needs, the effects of war-time industrial expansion,
notably in the United States, economic progress in the raw materiel pro-
ducing countries, the ranid mechanization of agriculture, the greatly
extended use of oil in shipping and the universal shortages of coal,
This expansion in demand is likely toomtinue owing to the presence in
many countries of a large peni=1ip demana for petroleum products which
has not yet become effective, either because of the present inabiiity
of these countries to pay for all their import needs, or for lack of
the necess ry consuming facilities (e.g. motor vehicles, tractors, oil-
burning installations, etec.). Further conversions from coal to oil are
also hound to give an added impetus to the expansion of demand.

The present lnability of the oil indusiry to meet the expanded
demand ig not due to a lack of oil reserves. Indeed never before in
the industry's history have established and prospective undereround
resources been greater, ‘lhat is lacking are adequete pipelines, re-
fineries, storape facilitles, tankers etec Refinerles in particular
are Lhe tigntest bottleneck in the inlustry. Some wore destroyed or
damazed during the war and new construction is difficult in the face of
continued shortages of materials and equiovment, skllled nersonnel,
transport bottlenecks and the like, The inadecuate number of tankers
may well be the second worst bottleneck in the industry, and expl-ains
the 131p*d devclooment of certain sources of suvply nearer the distribut-
ing centoers as well as the eapgerness of the oil companies to build long
pipelines which would save them a long tanker haul,

The relitive importance of Middle East production has to be studied
apainst this background of shortages and bottlenecks,

The imnortance of the Mildle Fast as a producer of oil is rapidly
assuming substantial ?roportions. Before the last war it accounted
for ahout 5 ver centd/of world oil supplies, by, the first half of 1947,
the pronortion had Increased to 10,1 per centl{ The impegrtanse of the

1/ The 0il Forum, New York, Sept. 1947 p,227
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area 1s, however, much gre?*er as an exporter than as a preducer of oil,
In 1946 about 32 per centd of the total net exports of all producing
areas came fyom the Middle 'ast, This contrast is due to the fact that
the U S which produces over 60 per cent, of the world oil supplies
consumes nearly as much 1s it orodueesgf while Middle tast consumption
is much lower than its production

This rapid development is of recent origin, for although petroleum
has been known in the Middle East for a long time, the region began to
make an important contribution to world supplies only after the first
world war, further progress was made during and after the second world
var, In the first war the British Govermment, desirous of securing a
supply of oil for its fleet which had been converted from coal burning
to oil burning, stopned up production in Iran, During the last war 1t
was mainly American initiative which enhanced the relative immortance of
the Middle Zast., Consumption in the United States ha. risen to record
levels, while its nroven rescrves, owing to shortages of men and mater-
ials and to earlier intensive exploltation, have not been increasing
proportionately ‘tloreover it was to the advantage of the Allies to
develop sources of supply nearer to the main theatres of warfare, and
also to expand supplies alternative to those from the List Indies, which
were threatened and later occupled by Japan These considerations led
to the rapid development of Saudi~Arabian production, which is still
expected to increase considerably during the next few years,

The ranid increase in U S domestic consumption has considerably
1educed the margin avail: le for exvort, In 1938 net U S, oil exports
amounted to 382,000 barrelsi/ﬁaily (19.1 million tone a year), in 1946

;/1947 World 011l Atlas, H>uston, Texas -- Table on p,8

2/lateat statistics show an imoort surplus of oil in the United States -
Petroleum Pre:s Service, London, August 1947,

3/The number of barrels in a metric ton varies, according to the dersity
of the o1l, between 6,5 and 7,8 The U S, Bureau of Mines uses the
folloving rates of conversicn for Middle Eastern 0il,

Ba rels per ton Barrels per ton
Bahrein 7.328 Iraq 7.481
Leypt 7,003 Saudl Arabia 7,417
I ran 7 . 566

(see World 71l Atlas June 30, 1947)

A rough average rate of conversion, equivalent to 7.3 barrels per ton ig
used here for genoral comparisona,
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they had fallen to 44,000 barrels (2,2 million tons a vear), Carribean
exports had increased in the meanwhile fpom 568,800 barrels daily

(28,4 mi1lion tons a year) to 1,026,300 (51.3 million tons a year),

but the destruction during the war of the oil fields and refining
tacilities of tre East Indies, which used to be an important exporting
region, and the incressing demand for oil required a much larger volume
of exports., It was fortunate therefore that between 1938 and 1946
Middle East production was more than doubled,

Exports from the Middle East rose from 260,000 barrels daily
(13 million tons a year) in 1938 to 545,400 barrels (27.3 million tons)
in 1946 and ranked second (after the Carribean) among the world's ex-
porting areas, In 1946 about 60 per cent of Middle East oll exports
went %o Oceania and the Far hast and the rest went mainly to Europe.
In the near future, when oil production in the East Indies returns to
prewar conditions and is further expanded, the demand of Oceenia end
the Far Laat for Middle ]last oil will decrease, while incressing cone
sumption in the Western Hemisphere will further diminish its available
margin for export to Europe, This would leave the Middle Wast as the
main source of supply for Eurove and explains the eagsrness of the
0il companies to congtruct nipelines from the Middle Last fields to
the Mediterranean,

Middle East oil production in 1938 was estimated at 16 million
tons, of which 10 4 million came from Iran and 4 5 from Iraq Transport
limitations however made 3t imnossible to raise production to the maxi-
mun vossible level., Other nossible reisons for the limitation of pro-
dustion were the interest of the British Government, which had a pre-
dominant control ov r the Iranian concession, in a long=term secure
source of supply for the Navy, and the desire of some of the large
companies holding other concessions in the Middle ast (and elsewhere)
to maintain world oricea of oil by limiting supplies and exnorts, The
long term nolicy of oil conservatlion should also be borne in mind,

A comparison betwecen the ratlios of osutnut to reserves in the U S,
and the Middle Evst shows clearly the gre.t expansion which is vossible
in the 1/iddle T 8t production, Proven reserves in the Middle Last amount
to 27 bi’lion barrels, i,e from 3 to 7 billlon “arreis more than the
U S5, reserves, and ag exvloration has been carried on much more inten-
sively in the U.S. than in ihe Middle Cast, the chances tlat current
estimates of 8erves should be revised upwards are much greater in the
Middle East tnan in the U.,S, On the other hand in 1946 production in
the U,5 was about 8 times as great as that of the Middle East, It is
estimated that by 1950 or 1951 when the projected vipelinss from Iran,
Iraq, and Saudl Arabia are completed, Miidle rast produstion, which had
rigen from 16 to 34 million tons between 1938 and 1946, will increase to
over 80 millicn tons, the main increases being in Saudi Arabia (from 8
to 30 million tons), Iran (from 19 to 25 or 30 million tons), Kuwait
(from 1 t» 10 million) and Iraq (from 4 to 13 million), Lven this total
could be surpassed if more adequate transport facilities became avajlable,
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011 consumption ir the Middle East is at a very low level and
even after due allowance for the vosaibilities of indusirialization and
economic and social developmcnt in that arex, the margin for exmnorts
will remain very large, Middie Liut consumptior was estimated in 1938
at 1,7 million tons and in 1945 had risen to about 5 million tons,
Thic increase however was mainly attributable to war conditions, a
large nart of the increased consumption of Egvpt, more than 2 million
tons, was used for the transnortation of allied materiils, et¢ and for
the conversion of most of the railway s stem and many of the factories
to oil consumption owing to the difficulties of importinr coal. Once
the world shortage of conl disappears, the railways and the factories
may po back to coal, but even if they remain oil-consumers, local con=-
gsumntion will remzin small relative to production, and as the vrojected
developments progress, the margin avallabl for exvort will increase
considerably,

2. Iran
A, Concesgslons
1) inglo-Iranian 01l Company

01l was first discovered in Iran at the beginning of the present
centwry by an Australian explorer, Knox D'drcy. Tn 1901 he obtaired,
ir exchange for 10. of the »nrofits, a 70 year ¢ ncession for o1l exnloit-
ation covering the whole Iranian territory_with the exception of the
five northern onrovinces on the Caspiran Sea-{ Owing to several factois
vhe D'Aicy Cornany was sbout t< fail vhen the Brilish Admiralty, wisning
to conv rt from coil burning to oil bunang, had the D'Arcy Company re-
floated by tre Burma 0il Company, which fouaded the anplo~Persian Cil
Company (later renamed Anglo-I[ranian 01l Company) in 1909 In 1914 'r.
Iinston Chhmrehill considered it advisable that Lhe British Goverument
show.d have some control over the Navy's oil sunplies, and the Govera-
ment therefore gradaally bought an increasing part of the Gomnany!'s
share cavital,

Following some financial troubles with the oil company, Iran
cancelled thls concession in 1932, but in Anral 1933 after protracted
negotiationa and mediation by the Leaque of natrons a new agreement was
signea, This agreement, still in foice, includes fhe following provisions

(1) The concession area is reduced to 10C,000 sauare mi1les, about
1/? the previous area, to be inilly delini.ed by the end of
1938  The concessiun areg now runs along the vest and south-
west borders of iran,

(2) The concession 1s for tho period tay 29, 1933 to December 31,
1993, an extension of 22 years beyond the old concession,

(3) Thc company has a non-exclusive right to construct and own

nipelanes,

(4) The company shall ncy to the Iranian CGovermnment yearly,

(a) 4 gold shillings a ton on 01l sold in Iran or exported,

1/See Page G,



(4) continued

(b) A sum equivalent to 20 of any amount in excess of
I 671,250 (equivalent to 50 on the ordinary stock out=
standing in 1933) uctually distributed to ordinary
stock hold ers in any year, whether by way of dlvidend
or as a distribution of reserves in excess of the
company's rescrves on December 3lst 1932,

(c) For the first 15 years of the concession, in exchange
1or complete exemption from other Iranian taxation
nregent or future, a tav of 9 d per ton of oil on
which royalty is payable up to 6 million tons and
6 d per ton above that figure, subject to a minimum
payment of £ 225,000, and for the second 15 years,
of 1 s ner ton up to 6 million tons and 9 @ per ton
in excess of that figure, with a minimum of £ 300,000
per annum, it the end of 30 years an a recment on
gimilar futurc nayments is to be reached,

Ag a orotection agiinst possible depreclation of sterling the
sums vayable for tonnage, royalty and tax obligations are to be
incre ced proportlonately to any rise in the price of gold in
London above £ 6 per ounce troy,

(5) On espiration of the concession the company's property shall
revert to the Iranian Government, and during the 10 years pre-
ceding the exniration the company shall not #ell or exnort that
property from Iran.

(6) On exniration of vhe concession or its surrender by the company
20, of the reserve accumulated after December 31, 1932 shall ;-
to the Iranian Government.

(7) For the sale of oil in Iran, Gulf of Mexico or Rumanian
nrices ~- whichever may he lower -~ ghall be taken as the basic
nrice lhe nrice of oil sold to the vublic at the refinery
shall be 10, les«s than the basic price and to the Irunian
Government 254.le8s,

The company's present capital amounts to about £33 million in £ 1
shares of vhich 7,2 millior are 8, cumulative first prefersnce stock,
5.5 million ave 9% cumulative second preference stock ar” 20,1 million
are ordinary atock, Out of this the British Goveinment ns B 11.25
million ordinary stock and £1,000 first preference stock. As ordinary
stock entitles the holder of £ 1 ordinary share to two votee while the
holder of £ 5 preference shares is entitled to only one vote, the
British Government thus controls over helf of tle Company's voting power.
Moreover it is entitled to appoint directors who have the ripht to
reject resolutions of the board on certain subjects, other directors
erjoying the right to apneal to the Government,



2, Other Concessions

In 1907 the inglo-Ri srien Agreement, known as the Grey Izvolsky
agreemeat divided Iran anvo in inglish and 2 1 sian svhere of in-
fluence, the lattcr incluling the five northern nrovincesa of Azer-
baijan, Ghilan, tiazende an, Asteribad and Khorassan, In 1921,
accordinr to a Rurslar -Jraniin Agreement, Ilran undertook not to prant
any concessions in those provinces without Russia's consent, Russia
tried reveatedly to exoloit the oil reserves in iie sphere of in-
fluence, and wnelish, Am rican, Dutch,ana kronch intorcste obtained concess=

ions in the area b=tween the northern provinces and the Anglo Tranian
comeession area, but for various reasons they all had to ~ive up
their concessions snd at nresent the Anglo~Iranian 0ul Company remains
the only o1l compiny in Iran,

During the last war Ruussia trled again to cbuvaln a concession in
these regions and on April 4, 1946 an agreemeni was signed providing
for the following

1) A Russian-Iranian 01l wnxploiting Company to be formed for 50

years.

2) Durirg the first 25 years the g ock of the company will he
divided betwecn the wsorans atd the Iraniins in the proportion
of 51 to 49 and in the followiag 25 ysars 1t will be divided
cqually between them,

3) The profits of the company will be divided wroportionately to
the holdin-s,

4) The conces 101 granted to this company covers almost the whole
area of the five northern nrov ncenq,

5) Iran's contribution will consist of the o1l fields while the
llugsian contribution will consist of the necessary cqulpment,

6) At the end ot the 50 year. the Iranian Government can buy the
Rus,lan shares or revi.w the contratt,

Thie asreemont docs not become effoctive before ratification by
the Iranian varliamont, which has so far not been forthecoming. The
conces.lon is reporled to have boen strenuously onposed in Iran, Lhe
opnosition being based no d,1ht in part on the politicil and interna-
Lional {implicatlons of tho concecsion ag well as on the degire of Iran
to limitl the growth of foreign invesiment in the countiy,

Be Production

——

The mosl imno:tant o1l filelds in lran aio Lhose of Masjld~es—
Suleiman, Haft<Kel, Gigh~Sarah and Agha-jari, Condltions of production
aro most fivorable in tho Hoft~Kel field , (ne of the larpest in the
world, »nd escond only to the I'a t Toxas ficld)which 'wu 1itely been
nroducing at the rale of 9 million Lons per year, TChe number of wells
which produced a btotel of 9 million tons in 1946 was only 24, while in
Toxas in the same year, 24 thousund wells produced 17 mallion tons,
Moreover oll 1s often found al 4 depth of only 300 fect,
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. Iran's production since 1930 was as follows

TRAN_OIL PRO' UCTION
(in millions of tons)

YLAR AMOUNT LR AN UNT
1930 6.0 1940 8.3
1931 5.8 1941 5,5
1932 6.5 1942 8.4
1933 7.2 1943 9.0
1934 ' 1944 11.7
1935 76 195 16,8
1936 8 2 19,46 19.2
1937 10,3

1938 10 4

1939 8.4

Production, which had steadily been rising in the thirties,
dronned sharply during the war owing to the harzuards of transportation
and the shortapge of tankersa, It quickly recovercd after the war and in19.6
rcaeeda record level equivilent to almost twice the maximum prewar yearly
oruluction,

C. Anglo-American 011 Agregment

In the past, Iranion oil production, despite the possibilities of
expansion, wag purposely kept low, the capacity of the pipeline to Abadan
and of the Abadan refinery was limited, ond oil in cxcess of the desired
guantities was thrown back into the wells The apreemenu of December 20
1946, betwecn the Anglo-lranian 01l Comvany on the onec hand, and the
Standird 011 Company of New Jersey and Srcony Vacuum on the other, pro-
viding for the Joint financins of a pipeline from Iran to the Mediter=
ranean and for the sale of large quanvitics of o1l (reported to be about
100,000 barrels daily) to the American Companies over a 20 year »eriod is
therefore of sp~cial importance, The pipeLine, about 900 miles long and
30 anches in dlameter and of a capacity of 300,000 barrels daily will he
constructed by the Middle khi~t Pipeline Limited, formed in March 1947
and owne' %0, by Anglo-Iranian, 40, by Jersey and 10, by Socony Vacuum,
It vill end on the Mediterranean gsea shore and thus avoid the long tanker
haul., The American Companies arc interested in the denl because it
would enable thom to use Lhair larpo distributing canacity overseis
desnite the declining tiend of Amsrican exports, 1he U K will benefit
from increased vroduction and will get dollars fiom sales to the Ame.i-
can Companies It is zstumled that ifter the completion of the pipeline
by 1950 or 1951, production in Iran will reach a filgure of 25 to 30
million tons a year, an increase of 6 to 11l million tons over the 1946
record,



D, Refining

Iran has the world's largest refinery; situated at Atadan, on the
Persian Gulf and operated by Anglo-Iranian 01l (ompany, with a charging
capacity of 400,000 bariels daily (20 million tons & ycar) and a
cracking capacity of 125,000 barrels daily (6.3 million tons a year),
Additions are planned, including a new catalytic cracker and lubri-
cating units, In 1946 the Abadan refinery processed over 90, of Iran's
601l production,

There is also a small plant at Kermanshah with a daily capaclty
of 2100 barrels. (,1 million tons a year),

E, Iran's Receipts on Account of 0il

The Iranian Govermment's receints on account of o1l include
royalties, taxes and a sum equivalent bo 20% of all profits exceeding
£6/1,250 distribuved to ordinary stock holders, As the official prace
of gold in London is now © 8 685 per ounce, the royeliy payment, revised
in accordance with the terms of the 1933 Agreement, is 5 79 shilliags
or 1 16 per ton of oil sold in Iran or exported, Until 1948 taxes are
nayable at the rate of 9 d gold per ton on the first 6 million tons and
6 d gold per ton above that fipgure, =-- or corrected according to the
same vrincivle, at the rates of 22¢ and 15¢ resnectively,

In 1946 Iran's receints in sterling on accounl of these items can
be estimated as follows
(in m11li0ns of U,S. Dollars)

Royalties or 19 mullion tons at ;3.16 per ton 22,0

Taxes ~- on the first 6 million tons at 22¢ per ton 1.3
on Lhe balance of 13 miliion tons at 15¢

per ton 2,0

Profats = 20% of thc difference between £ 6 03 million
(30% 1945 dlvidend on ordinary capital stock)
and £ 671,250 i.,e, £ 1.12 million or 4e3

TOT \L, Receipts 29,6

These aums are vald directly to the Govermment of Iran, To compute
total forcign cxchinge receipts on ace unt of oil, the loecal vroduction
costa of tl e company must be adied, in so far ag thoy are not covered by
local sales of oil, No definite figures are available, but local costs
of production, mainly labour costs, in 1946 are estimated to have boen
»1.00 per ton, or pl9 million in all. In 1945 the compiny emnloyed
62,000 non-British subjects, presumably mostly Iranians, and 1900
British subjects, If we assume that the averare earnings of the Iranian
workors were 2bout ,1.00 per working day and those of British subjects
aboul E500 to 600 per yeir, and 1f due allowancc is made for the fart
thit some of the company's smuloyees aro engaged oulside Ivan or spend
part of their incomc out i1de the country in the form of remi.lances to
thoir families, ete , we get a figure vhach is in reasonable conformity
with the eatimate of ,19 million,
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Receipts on acrount of oil s#old locally can be estimated as
folloys Iran's consumption in 194F was nrobably about 2 million
ton l. The distribution of consumption betweer the Government andthe
general public is not knowng/ but as prices in Texas during 1946 aver-
aged about ,1.5 per barrel or ,11 per ton2/, it can be roughly estimated
that local sales jielded the equivalent ot $17 or 18 million to the
company .

From these caloulations it would seem that the company's receipts
on ac.ount of local sales roughly coveied its local exnenditure on
sroduction, and that Iran's net foreign exchange receipts in 1946 on
account of oil were therefore equivalent to the receipts derived from
royalties, taxes and shara of profits, It is difficult to forecast
whether this rough equivalence between local costs of production and the
procee’s of local sales will be malntalned. There are four factors
involved, namely the level of wages, the price of oil, the volume of
production 'nd the volume of consumption. In the iext two or three years
the extra cost- involved in laying the pipsline and expanding oroduction
will almost certainly result in a net excess of foreign exchange receipts.
TFor a few years artter 1950 ii is probable that Iran will still have a
favorable, thou-h smaller, halance on these items, This view is based
on the fact that production will Increase considerably while there 1s
no ground for assuming a rapid increase in local conswmption,

A rough estimate of Iran's recelpts of foreign exchange on account
of oil in 1951 - after the projected increase in the Anglo-Iranian
Concesnlon ares lakes place, and assuming no other addition to oil pro-
duction in Iran - would place them at about 45 to 50 millions,

For estimatine the economic significance of the oi”™ industry for
Iran, it 1s relevant to comnare these figures with the national income
of the country, which in 1946 was officially reported to the International
ilonetery Fund as ,1,200 million, This figure was however comnuted at
highly inflated local nrices and the nurchasinz power of Iran's foraign
exchinge receipts was much higher than thc above comparison would suggest,
These receipts also rewresent a substantiil nroportion of the Government's
total ordinary and extra-ordinary receipts - about 10 per centj if they
were not available, taxation would have been much heavier, The multiplier
effect should also not be forgotten the oil industry le the largest
indust“y in Iran and its effects on total employment and production extend
far beyond the industry itself, It should also be noted that Iran's
balance of trade is highly deficitory so that recelipts of foreign excharge
on account of oil vitally contribute to Iran's ability to vay for imports.

lran's oll industry is also hiphly beneficial to Great Britain which
owns most of the ordinary shares of the Anglo-Iranian 0il Company, The
U.{, gets not only its share of dividends, but also the proceeds from
taxation on the company's profits, The U,K. Government's share of the

l/No figures are available at 1 esenl for 1946 consumption; but judging
from the trend of consumption in previous years reported in the Petroleum
Almanac of 1947, 2 million tons soems s reasonsbl estimnate.

3/}or prices oharged to the Government and the public see (7) on page 5.

3/The price of Houmanian oil at this time had little practical eignificence.
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1946 profits can be estimated at »14 million and income tax on the
company's 1946 profits was over ;10 million., Total U,X, Government
~eceists of ;24 million on account of the Anglo~Iranian Qil Comovany's
activities in 1946 may be compared with ;30 million accruing to the
Iranian Government, Anotlher advantage to the UK, is its ability to
pay for 1ts purchases of oill from the Company in sterling. The Agree-
ment of 1946 for siles to American companies will also increase U.K
dollar raceints.

3+ lrag

A. Concassions
1) The Iraq Petroleum Company,

Before the first world war German companiles, actively interested
in the o1l of Mesopotamia (Iraq), obtained concessions for exploration
from the Ottoman Emnire., English Companies (Royal Dutch Shell and Anglo-
Iranian 0il Comnany) were also interested in the oil of ihe areza and in
1912 by an agreement between the British and the German Companies the
Tuikish Petroleum Company was ©ormea, jointly owned by the National Bank
of Turkey (50 %) the Dewusche Bank (25%) snd the Royal Dutch Shell (25%),
In 1914 the Anglo-Iranian Company bought all the shares of the National
Benk of Turkey, and in 1920, following the San Remo Agreement, France
obtained the shares of the Deutsche Bank and the Compagnie Francaise des
Petroles, owned 40% by the French Government, was instltuted to administer
the French share, In 1928 one~half of the shares owned by the Anglo-
Iranian Cil Company passed to United Stales ownership, Then the four
companies guve up 5% of the total shares to Mr, Gulbenklan in return
for his services in securing the concession,

The Turklish Petroleum Company, now called the Iragl Petroleum
Company, is thus cwned as followss

23,75 per cent Anglo Iranian 0il Company
23,75 n r cent Royal Dutch Shell
23.75 per cent Near Ea~t Development Corporation (at

present owne? equally by the Sitandard 0il
of New Jersey and Socony Vaouum).
23,75 per cent Conpagnie Francaise des Petroles
s per cent Mr. Gulbenkian,

Turkey, which was c¢laiming the provinces of Mosul and Baghdad,
gave up this 2laim in 1926 in e.change, among other things, for a yearly
payment until 1951, equivalent to 10 per cent of the royalties payable
to Iraq.

The final agreement with the Iraqil Petroleum Company signed in 1931
gave the company a concesgsion extending to the year 2000 and the sgole
right to evplrit all lands situated to the east of the Tigris covering
an area of J2,000 square mlles. The agreemant ilso provide’ for the
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construction by the company of a pipeline of a capacity of not less than
3 million tons to the Mediterranean to be compieted before the 3lst
Devembsr 1935, The company undertock to pay to the Government forthwich
aud un' il regular export from the Mediterranean sea-board began, a sum
of £ 400,000 (gold) annually., Of this sum £ 200,000 was to be advanced
against future r«yalties and £ 200,000 was dead rent not reccverable by
the comoany., Royalties were fixed as follows;

1. Until a date 20 years after the completion of a oipeline to a port
for export shipment the rate shall be 4 s, (gold).

2. For each period of 10 years after the sald date the rate of 4 s,
(gold) shall be increased or reduced by the percentage by which the
nrofit or loss shall be greater or less during the 5 years immed~
lately preceding such period than during the firot 15 years of the
aforesaid 20 years provided that.,

(a) Profit or loss shall mean the difference between the average
mirket nrice per ton and the average cost per ton of nroducing,
transnorting, refaning and dlstributirg.

(b) “average market price per ton" shall mean the total prices
obtained for the products of the said substance dilvided by
the total tonnare of the products and “"average cosgt per ton"
shall mean the estimited total cost of oroducing, transporting,
refining and distributing the sald substance, di-ided by their
tonnage,

(¢) The minimum rate shall be 2 s, (gold), and he maxi-um rate
6 s (gold) The company guarantees a royalty payment of 4 s,
s ten on a minimum oroduction of 2 million tons for a period
of 20 years after the nipeline is copened,

In commutation of taxes the comnany also undertook to pay a sum of
£ 60,000 (gold) or the first 4 million tons on which royalty is payable
and £ 20,000 (gold) and pro rata or each subsequent million tons,

2) Other Concessione

In 1932 the British 0{il Development Company (owned 50 55% English,
25,4%5% 1talian, 12% German and 12, Franco-Swiss) was granted a concession
over all lands in the Mosul and Baghdad provinces west of the River
Ta-ris and north of the 33rd narallel, This company undertook to
build a »ipeline to the Mediterranean and to export by 19372 at least
one million tons annually Finloration began in 1933 and oil wasg
found at Quayara, In 1936 it was estimated that 2 miliion tons couid
be vroduced annually if proper transpo~tation facilities were available,
However the Italian war in Abyssinia delayed the carrying out of the
pipeline project and finally the shaies of the Briti-n 01l Development
Company passed to the bosul Petroleum Company, a subsidiary of the Iraq
Petroleum Gomnany, which came to un agreement with the Iraqi Government
to nogtnone vroduction until two ycars after the cessation of hostili-
ties in exchange for a noa~interest bearing lean to the Government.



The Basra Petroleum Company obtained a concession in 1938
covering 11l lands situated south of %he province of Beghdad, This
company is still in the exploratory stage, It nays the Government
of Irag a dead rent of ¥ 200,000 (gold) annually ana has eventually
to make satisfictory arrancements for the transvort of a million tons
of oil per year

Tre Khanaqin 0il Company was formed in 1925 to acqulre and operato
tne concession hzld by the Anglo~Iranian 01l Company over the "Trang-
ferred Territories" (a strip of land along the Irag-Iran sirontier,
transferred from Iran to Iraq when the Turko-Persian frontier was
celimite' shortly before World War 1), This company produces oil
fror 5 Naft-Khanah field and delivers it through a 25 mile pipeline
to a fefinery near Khenaqin, the entire output of which is consumed
locally,

These three comnanies also pay a royalty of 4 s, (gold) per ton
of o0il exported or sold in Iraq and with the exception of the Khanaqin
01l Comovany pay the same rate as the Iraq Pctroleum Comnauny in commutu=
tlon of taxation., The government is also entitled to take un to 20%
of the total oil produced by the Mrsul Petroleum and Basra Petroleum
Comnenies free of charge for local consumption,

B, Production

Production ia Iraq has so far been dependent almost entirely on
the Kirkuk field, 1,200 feet deep, 60 miles long and 2 miles wide,
inly 15 of the 70 wells drilled in that field are used, and their use
is not continuous., As in Iran, uvroduction is strictly limited by the
capacity of the plpeline and any excess oil is sent back to the wells,
The American Geologlst, de Golyer, in 1944 estimated the reserves of
the Kirkuk field at 700 million tons., Other fields are those of
Quayara, Mosul, discovered by the British O0il Deielopmert Company,
(nroducing 30,000 tons ner year) and Khanagin (producing 120,000 tons
per year but capable of great development),

Production since 1930 was as follows

IRAQ's_OIL_RODUCTION

Year (in millions of toms)  Year (in mjllions of tong)
1930 ol 1940 2.4
1931 ol 1941 3.9
1932 ol 1942 2,3
1933 ol 1943 3.4
1934 1.0 1944 4 0
1935 3.7 1945 47
1936 4ed 1946 4,5
1937 4o’

1938 4,2

1939 3.9
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Production was greatly curtailed during the var owing to the
difficulties of transportation from the Mediterranean, and to Vichy
control of Syria and Lebanon, but since 1945 the rate of production
has been at or above vrewar levels,

At present there are two vinelines 12 inches in diameter extend-
ing from Kirluk to Haifa and from Kirkuk to Tripoli (Lebanon). Two
other pipelines of 16 inches in diamete: and following the same routes
to llaifa and Triooli, are exvected to be complaoted early in 1949
(Hiifa) and in the course of 1950 (Tripoli) This will increase the
canacity of the vipeline system from Kirkuk to the Mediterranean from
4 mill.on tons to 13 million tons a year, The Standard 01l of New
Jersey, one Ef the American nartners in the Iiaql Petroleum Comnany,
also reports= that I,P,C 4is considering construection of an additional
pipeline of 30 to 32 inches in diameter from Kirkuk to the Mediter-
anean, This pipeline would have a capacity of 270,000 barrels a day
(13,5 million tons a year) and would increase the total nossible
supply from Iraq to over 27 million tons a year,

The Iraq Petroleum Comnany increased its canital during 1945
and 1946 from £ 14 5 million to T 39,5 million in order to finance
the pipelines and other nroductiou developments. The Basra Petroleum
Company has also in 1946 increased its eapital from ¥ 500,000 to
L 3,220,000 to finence future developments.

C. Refining,

Apart from the small Khanakin refinery with a capacity of 250,000
tons a yeai, there is no refanery of any imnortance in Iraq, Much of
the ol comsumed locally is imported frum the refinery of Abadan in
Iran The Iraqi Government is now vlanaing the erection of a State 0il
r1efinery The scheme involves tne use of oil from Kirkuk and Quayara
and would provide for the produstion of aviation spirit motor spirit,
kerosine, gas, diesel and furnace oil and asphalt required by the
domestic market, At pres.ut moast of the refining of Iraqi cll is done
in the refinery at Haife, Palestine, whose canacity was 2 mill}on tons
before the var and was exnanded to 4 million during the war, 1t las
been decided in 19,7 to increase the size of this refinery to a
capacity of the order of 9 million tons a year and to erect a lubri-
cating o1l manufacturing olant with an annual capacity of 250,000 tons
A much smaller vart of Iraq's oil, 200,000 tons ner year, i1s 1efaned in
Tripoll (Lebinon),

D Irag's Receipts on Account of 0i)

Iraq's receipts of foreign exchange on account of oil production
include the royalties, the sums »aid in return for tayx comm.tation and
the difference between local cost of production and the value of local
sales of oil,

1/ Vall 5t, Journal 15th September 1947.
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The royalty amounts to 4 gold shiilings a ton on oll sold in Iraq
or exvorted, An examination of the Government's budpet does not
roveal the exact method of adjusting tho royalty t. current gold prices,
As the agraement providing for this royalty was congluded befors the
1931 dewreciation of sterling, it is reasonable to assume that royalties
ars base® on the value of the British gold sovereign which is now equiv-
alent to about $8,23 or more than double the value of the paper pound,
According to these figures the royalty would now be equivalent to about
#1 65 per ton,

Commutation of taxes is given in exchange fcr vayment of 160,000
for the first 4 million tons and £ 20,000 for each subsequent million
tons On the basis of a similar correction., this wuld be equivalent
to $495,000 and ;165,000 respectively,

If we make the same assumntion for local costs of production in
Iraq as in Iran, namely »1,00 per fonl{ and consumotion of oil in Iraq
in 1946 is assumed to amount to 700,000 tons, sold at reduced pricews
probably yielding »7 or 8 per ton, we get the following figures

Local costs of preduction % 4.5 million
Value of local sales 5.3 million

Which mean that the company had a surovlus
of local currency equivalent to % .8 million

This latter figure should be deducted from the value of royalties and
taxes paid to the Government in order to obtain the net figure of foreign
exchange received by Iraq,

The following computations show Irag's estimated foreign exchange
receipts on account of oil in 1946
(in millions of U.S.Dollars)

Royalties on 4.5 million tons at ;1,65 per ton 7.4
In commutation of taxes - on the first 4 million tons o5
or the balance of 500,000 tons :1
8.0

lesu difference between the value of local sales
and local costs of production .8
TOTAL Te?

Local costs incurred on the nev pipelines, the laying of which had
berun in 1946, should also be added to this total This, together witn
the initial costs of exnandinr production, will temporarily increase
Iraq's foreign exchange receints on account of oil, By 1950 when the
aonstruction of the two 16 inch pipelines is completed and total pro-

\duction is raised to about 13 million tons annually, Iraq's receipts
of foreign exchange vn account of o0il production may well exceed 330
million If the 30 inch pipeline reported by Standard of New Jersey

1/Most Iranian oil is processed locally, while Iraqi 0il is processed
in Palestine and elsewhere. Local expenditures by the 0il Companies
mirht therefore be relatively smaller in Iraq,
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to be under consideration is also constructed, nroduction eould be
raised to 27 million tons and Irag's recelpt- wonld well exceed
»60 million per year,

This would represent a substantial benefit to Iraq, whoss
budpetary receipts in 1946, including oil receipts, were about ,57
million, Iraql Government's receipts on account of oil have largely
contributed to the costs of the Government's caplital works progranm,
further ranid increase in the near future will be welcome especially
in view of Iraq's intention to launch a 5 year develomment plan. The
total direct and secondary ef"ect of cucE develovment on emnloyment
and oroduction cannot be over-emphasized=, An increase in foreign
exchange receipts would also help to correct Iraq's traditionally
passive balance of trade, amounting &n 1946 to about 60 million (or
about 40 million after making allowances for the fact that Irag often
over=-values its imvorts in the interest of increased customs receipts),
From 1947 to 1950 the construction of the pipeline will add to Iraq's
forelgn exchange receiots. It is renorted that the two 16 inch pipe-
lines will cost about 150 million and the 30 inch nipeline about ,100
million, Admittedly much of this will be snpent abroad for the nurchase
of steel, and for local construction exrenses in other countries
through which the pipelines will pass, but some of these costs will
neces arily be incurred in Iraq,

4. Saudi Arabia

A. Concessions

011 concessions in Saudi Arabia are the most recent in the Middle

East and yet they are the most nromising In 1933, the California~
Arabian Standard 011 Commany, a subsidiary of Standard of California,
obtained exclusive rights over on area of 165,000 squar- miles in Saudi
Arabla on the western shores of the Persian Gulf and a preferential
right to an oil concession in another area., In 1939, the additional
concession was granted and the territory cov red by the 1933 con-
~regsion was cxtended further inland to a total area of about 450,000
squdare miles, In 1936, the Texas 0il Comovany acquired a 50 per cent
interest in the California~-Arabian Comvany, which, ronamed the Arabian-
American 01l Comvany (Arameo) 1s now owned equally by {he Texas
Company and the Standard Oil Company of California.

Each concession runs for a pcriod of 40 years, and both nrovide

for a_royalty of 4 gol' shillinpgs per ton and 800,000 ga]lonsg/Of
pelroleum to be dellveied annually free of charge.

1/ Statistical Abstract, Governwent of Irag, 1944=1945, - renorts that
the number of persons emnloyed in Iraq by the Vil Companies at the
end of December 1945 was 5,742,

2/ One barrel equals 42 U.S, Gallons,
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The rapid development of oil production in Saudi Arabia has been
hampered by inadequate transport facilities and there was, at cne
time, a fear that Ibn Saud, whose revenues from the pilgrimase had
c¢onsiderably declined owing to war conditions, might revise the
concessions or grant competing Brii{ish companies petroleum rights in
irabia  With a vslew to securing protection and semi-official status
for their concessicns, Arameco in 1943 o fered the U S, Government an
option to ourchase at a discount a large quantity of Arabian oil, the
0il to remain underground until needed., The U S Gnvernment anvears
however to have taken the view that if American oil inter sts in
Saudi Arabla and Bahrein, were to be defended, 1t would be by purchase
of all or a large part of the shares of the oil companles developing
in these areas., The companies, on the other hand, werc unwilling to
sell out any of thelr interests or to admit the Government to partner-
ship, and the government then trisd to secure = measure of control by
financing a government owned pipeline from the Arabian wells to the
Mediterranean, Transport charges for oil pasuing through this pipe~
line it was estimated, would be sufficient to amorti.e the investment
vithin 25 years. The companies were to maintain a reserve of oil for
purchase by the U.S, Government at a discount, and were not to sell oil
abroad if in the opinion of the State Department such sales would be
against U.S Interests,

Consideration of this nroject dragged for some time and it was
then dronoe’?  Aramco then prepare” to proceed indenendently with the
construction of a pipeline, Standard of California and the Texas Com=-
pany jointly organized the Trans-Arabian Pipeline Company and financed
a loan of ,175 nillion, guaranteed in part ; Standard of New Jersey
and Socony Varuum, which also guaranteed a loan of $102 million to
Arabian-American for general develonmment, These two companies are
interested in the mattor beciuse of their intentlion to acquiie respect-
ively a 30 and 10p intercst in Aramco and in the Trans-Arabian *ipeline,
Completion of thé deal awaits, however, a clarification of the nresent
status of the Red Iine Arreement of 1928, by which the participants in
Iraqi >etroleum Commany (including Stardard of N-w Jersey and Soccpy
Vacuum) agreed among othor things to ac. only through jointly owned
operating companies in all matters nertuining to the exploration for
and vroduction of crude oil within an area including most of Arabia
(with the exception of Kuwait) Turkey, Iraq, Syria, Lebanon, Trans-
Jordan and “alestine, Under this agreement, any concessions within the
are~ obtained by aany of the participants in Iraqg Petroleum Company had
to be turned over to lrag Petroleum Company to be operated for the
benefit of all participants The question has been raised whether the
German occupation of France, where . French company varticipating in
the I P.C, was incorporated and where Mr, Gulbenkian was resident at
that time, may not have had the effect of dissolving the agreement,

The latest revorts indicate howover that Standard of N-u Jersey and
Socony Vacuum have reiched an agreement with the Anglo-Iranian 0il
Company and the Gompagnie Francaise des Petroles, providing for the
removal of the restrictive feitures of the Red Line Agreement and
thus maki-=s pos.ible the participation of Standard of New Jersey and
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Socony Vacuum in Aramco, in consideration for (a) an undertaking by these
two American companies to buy from Anglo-Iranian substantial quantities
of 01l over a 20-year period, (b) the joint financing and ownership of a
pipeline from Iran to the Mediterranean, and (c) the granting to the
Freich company of a greater share of the Iraq Petroleum Comvany's
production, which it is proposed to increase considerably within the
next few years, The final agreement seems, however, to be delayed
penaing the consent of Mr, Gulbenkian. If the agreement is concluded the
ownershlp of Aramco will be as follows;

30 per cent Standard 04l of California
30 per cont Texas Oil Company

30 per cent Standard O0i1l of New Jersey
10 per cent Socony Vacuum

The latter two comnanies will pay ;76.5 million an? 25,5 million res=-
pecvively for the purchase of their part in the Arabian-imerican 04l
Company's shares, These vayments will serve to retire the loan of ;102
million obtained by Aramco for development ourposes.

B. Profuction

Commercial production began in 193€ with the Alecov.ry of the
Dammanm oil field, In 1940, a much richer field was discovered at
Abgaiq, ibout 60 milss south of the previous one. In 1945, another
rich 1iel' was discovered in the same region at El-Qatif., Many othex
fields, such as the Aba-Ha riya, discovered and shut in 1940, are in
this area but exploitation awaits the construction of suitable means of
transportation.

’roduction increased from 68,000 tons in 1938 to over & million
tong in 1946, In the latter part of 1946, the growth of nroduction was
80 rapi- as to incremse the annual rate of nroduction to 12 million
tons per year It is expected that by 1950 when a nipeline to the
Meciterranzan 1ls completed, procuction in S udi Arablia will attain the
level of 30 million tons a year, thus equalling the expected production
from Iran at the sime perio ,

The rapid growth of profuction can be seen from the following

table
0il Production In Arabia
Year Millions of tons
1938 ol
1939 5
1940 o7
1941 .6
1942 )
1943 o7
1944 1,1
1945 2.9
1946 8.2
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The construction of the nipeline has been long delayed partly by
stecl shortages and partly because of the lack of agreement on the
route to be followed by the pipeline, It was generally agreed that
the pipeline should start at Dhahran near the oll fields and end on
the Lstern shores of the Mediterranean, but it was not agreed whether
it would end in Lvpt, Palestine or Lebanon, When 1t was finally
decided that it woul? be preferable to end it on the Lebanese sea-~
gshore after crossing Arabia, Iraq, Trans-Jordin, S,ria and Lebanon,
Syrian demands delayed the completion of the negotiations until
Sentemb~r lst, 1947, when, in exchange for certain pgyments and a share
in the Lebanese Government's nrofits from the refinery to be set un
by the Arabian-American 01l Company in Lebanon, Syria agreed to the
masage o the pipeline through its territory. Ceonstruection 1s
scheduled to begin before the end of October andthe pipeline, 1,030
miles long and 31 inches in diam:ter, is expected to be completed by
the end of 1949 It wi'l end 30 miles south of Beirut, Lebanon, and
will have a capacity of 300,000 barrels of oil daily,

C. Refining

The only refining center in Saudl Arabia is at Ras-Tanurah, 1Its
canacity was increased during the war from 150,000 tons g year in
1939 to a rate of ibout 5 million tons a year at the end of 1946,
Installation of additional refinery equipment is planned by Aramco
for the near future,

Part of the Arabian oil is refined at the Bahrein refinery which
1s linked to the 4rabian mainland by a lonr unierwater pipeline
(18 miles), The capacity of this refinery is about 5 million tons
a year,

D. Benefits_to _Saudl Arabis from 01l Froduction

Saudi \rabia is perhaps one of the least advanced countries of
the Mi'dle bast, the benefits of oil exploitation in that country are
therefore not limited to royalty receipts but extend to many other
aspects of production andi welfare, The NDummam deep water harbor, the
consiruction of which began early in 1947, will probably be the first
modern port in Saudi Aiibia, Railways from the oil installations to
Diummam an’ between other imnortant towns are planned for the near or
very n-ar future, Air bases are being 1iid down, radio statlons are
being built and minor seconiary industries are rapidly springing up.
Gold extraction on modern lines has also started and electric power
will soon be produced at Dammam The social effects of such rapid '
development are worthy of notlice: literasy is increasing, sanitation is
being carried on on a selentific basis, nroper sewage and water systems
ar. under wvay, Close oontact with advanced civilization and the moral
and social ideals of other peoples coild also have a beneficial effect
on the social structure of the country,



—19‘!

Foreign exchange receipts a e large in comnarison with the
government!'s ordiE ry revenues The royalty is four gold shillings,
or, ;1,65 pcr tons,

Leaving out of accouni the question of taxes or Government
receiots in commutation of *taxes, government revenue on ace unt of
o1l royalties in 1946 when production was 8,2 million tons would
amount to ,13,5 mallion, If we add the total value of costs incurred
locally, estimate® to amount to 10¢ per barrel (about 7.4 barrels of
Saudi \rabian o011 in a ton), we get a global figure of 319,6 million
for the total forelgn exehange receiovts of Arabia on account of oil
in 1746 It is assumed here that local consumption of oil is of no
significant imnortance On e the projected developments and pipeline
aracarried through, pro uction by 1950 will probably reach a figure of
30 million tons oer veir and total foreign exchange receivts may well
amount chen to $70 million per year, This figure, whon compared to
6 ma1l1on, the estimted budgetary re«eipts of S.udi Arabia before
0oil production started in the country, reflects some of the large
benefits likely to be derived by the ¢ountry from the new industry.

5. Lgypt
A. Concesagionsg

0il was first discovered in Egypt in 1908, but production was
very low until 1938 when the Ras-Gharib field on the western shores
of the R 4 Sea wag discovered, In 1946, another field, the Sudr
Tield, on the Vestern shores of the Sinail Peninsula was discovered and
nroduction will probably be further stenped up in the near future,
The corpanics holding concessions in Egypt are the Anglo-Egyptian 0il
Comnany (jointly owned by Royal Duteh Shell and Anglo-Iranian), the
oouth Mediterranean 0il Féelds (owned by Texas and Standird of Cali-
fornia), Socony Vacuum and Standard of New Jersey, The American
companies entered the _pvntian field in 1937 and now have conces-ions
covering 72 ver cent of the to 11 area of about 25,000 square miles
g.anted to all the companics. So far, however, there are no producing
v1ells in the dmerican concessions,

- — -

l/ Therc se ms to be some difference between the $:udir Arabian Govern=
ment and the irabian-Amerlcan Company on the ra e of conversion to be
usted. Aramco uses the official price of gold in the U.S , i.,e , $35
per oz , or $8,23 per sovereign ($1.65 pe four shillings), The
Arabian Govornment would like a conversiun rate based on the premium
nrices of gold sovereigns in the Fast, (Source The 01) Forum, New
York, September 1947.) It is noted that neither of these interpre-
tations follows the lines adopled with repard to Iran where the 1933
value of gold ~-- and not the predevaluation (1931) value -- 4is taken
as a basis for calculations, This igs the reason for the higher dollar
royalty in Siudl Arabis and its equivalence with that of I aq where the
final agreement wes cuncluded before the 1931 devaluation,




B, Production

Most of Fgypt's oll is derived from Ras~Gharib which accunted
in 1946 for over 95 ner cent of the total production, Tn the last
16 yeoairs the trend of vroduction was as follows

Qil Production in Lpypt
Millions of Tons

1930 285
1935 176
1940 0925
1941 1.209
1942 1,163
1943 1.278
1944 1,342
1945 1,344
1946 1,200

It is difflcult to forecast the future trend of production
The English and American companics holding concesesions also have
concessions in other nairts of the Middle st where preduction is
cheaper than in I'gypt. Thev m~y therefore devote their attention
primarily to those count.les, delaying production in Lgypt unless the
Government stipulates for the production of given juantities of oil
by a certain date as a cordition for the retention of the concessions,
Latest repirt indicate that active explorations have started at Wadi
Natroun in the Western desert,

There are two refinines plants in E:ypt, both situated at buez,
A small one owned by the Government is a topping plant with a capacity
of 1400 barrels daily or about 70,000 tons a ycar., It treats mart of
the share accruing o the gyptian Government as royalty in kind from
local production i3 production has now increased, the Government
intends to expand the cipaciiy of the refinery to 240,000 tohs a year,

The other refincry, 2 much larger one, is owner by Anglo=-Egyptian
and has s capacity of 1 4 million tons e year, Some imnorted oil used
to be refined there, but since the increase in local productron only
L yotian oll 1s treited.

D. Royaltieg

The Lgyptian Government gets a royalty in kind amounting to about
14 ner cent of oil production, However, neither this royalty nor the
total Lgyntian nroduction is sufficient for local consumption, and
Leypt th-refore imnorts annua'ly relatively large quantities of foreign
oil, Egypt thus dous not draw from her oil production foreign exchange
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receipts 1n the same way as other Middle Eastern o1l produecing

countrles though 1t saves foreign exchange equivalent to the value of

the royilty and thc loaal costs. This saviug amounted in 1946 to about
3 million.

6. Kuwait

Kusajt, a small state on the northern shores of the Persion Gulf,
with n »opulation variously estimated at 50,000 to 100,000 inhabitants,
1s considered the site of the largest single reserve of petroleum in
the world, De Golyer estimated in 1944 the indicated reserves of the
hur rhan £leld of Kuwait at 1300 million tons.

The Kuw2al concession 1s held by the Kuwait 0il Company, owned
equzlly by Gulf 0il and inglo=Iranian It Lovers an ar~a of €000 square
riles an- was prante? 1n 1934 for  period of 75 years As (uwait is
sutsile the R~d Line Apreement, the Anglo-Iraniain 0il Comoany had no
nbli ation Lo sha e Lhe concession vith the other participants in the
Iraqar Pciroleum Comniny,

The Burghan field was discover=d in 1938 bubt operations were
hial ed at the beginning of the last war and the wells plugged in.
Activity was resumed in 1946 ani the firsi shioment took place in June
1946 tontaly production jumped from about 240,000 barrels in June
1945 to over 1 million barrels in Decemoer, anl is expectod to reach
70 million barrels or ah-ut 10 million tons by 1951,

The rapid increase in »nroduction, may devend on the construction
of a »ipcline tc ‘he Mediterranein T'he Iranian vineline planned for
comnletion in 1950 by Anglo~Iranian, Standard of New Jersey and Socony
Vicuun miy carry some Kuwait oil broucht to it through a feeder line
from the Eurghan fleld to ibadin

If the planned levelonments take nlace and produc!ion reiches 10
million tons in 1950 ovr 1951, for 1yn ex«change receints on account of
oil woul then, on the assumntion of royalties and other mayments and
costs s8inilar to those of the other Midi'le Lastern countries, amount to
ibout 25 million a year To a baickward country with a population of
50 to 100 thousand this r »nrc ents a tremendous income, and it would
certi:inly be the hichest tnecom ©->r ~avita accruing from oil to any
country in the world., 1In fact, the ve:r canita ancome of Kuwait would
then be one of th: hipghest in the jorld, This would constitute a
serious economic and social »nroblem, dAemaniing much thousht, wisdom
ant foresight for its solution The transitlon from Beduin nomatl life
to arricultural life is difficult without long-term p2ti-nt o»lannlng,
education 1nd social adjustment. The changes required in Kuwait to take
full advintage of the *enefitsthat iould acecrue from oil preduction will
be much more serious Ther~ is a reil danger that unless some form of
elementary democratic con 10l 1s introduced the tribal chieftains



governing the country may misuse the large income derived from oil and
dissinute a major proportion of it without regard to the economic and
social advancement of the veople or thc future of the country,

7. Bahreln

Phe islands of Bahrein in the Persian Gulf (150,000 inhabitants)
a Rritish protectorate, have lately been wroducing oil at the rate of
one million tons a year. The Bahrein oll concession is now in the
hands of the Bahrein “etroleum Comnany (Banpco), Banco, nominally a
Canadian corporation, is jolntly owned by Standard of California and
Texas.

Bahroin production jumned from 4,000 tons in 1933 to over a
million in 1937 and has been at that latter level ever since,

The Bahrein refinery has a canacity of 5 million tons a year and
treats local nroduction and part of the udil Arabian oil,

Moreign exchange re eipts on account of o1l may well amount to
2.5 millions or ahout ,17 per capita,

8 gatar
The o.l concession on the Qatar neninsula on the wostern shores of

the Pcrgian Gul® was first obtzuned by Anglo-Iranian and ther in
accordince with the provisions of the 3 d Line Agreement, transferred
to the Iraqi "e roleum Compiny, which founded the watar Petroleum
Dewrclovment, Limi ed for 1 s control, 011 was discovered there in 1940
but subsequently the wellr wer abandoned, “owever, the comniny plans
to revive activity this ye.r.

9. Conclusions

The importance of oil oroduction to the economy of the MidAdle
1 astern cruntrics hag been briefly indicated in the above studies,
It, imvortance for the Middle .ast is not limited to the produeins
countries, Almost all the other countries of the Middle mkast enjoy or
are shortly expected to enjoy material beaefi s from these activities,
Syria, Lebanon and I'rans-Jordan get relatively substantial receaiots
‘rom the pas ape or the refining of oil in their territories  TI'urkey
obt 1 ns a royalty from the Iraq Pe roleum Comnanv on its productior
In Iraq, Cthiopia is under active exploitation for oil, and latest
renort. indica.e that the Sinclair 011 Company has been drilling an oil
field thit is expected shortly to yleld 3.5 million tons a yeards It

L1/ Al Ahram, Cairo, Sowt. 17, 1947,
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18 also expected that oll will soon be produced in Transjordan, Syria
and Lebanon,

0il productinon in these countries is an important source of
income and employment for a great number of workers and, in some of
these countries, oil production is the most imvortant industry,
The refinery in Iran, whaich is one of the largest in the world, and
those ol r.lestine, 3audi Arabia, Bahrein and Egypt provide additional
employment, The secondary effects on production and emvloyment are
considerable. (he magnitude of the "multiplier® in these countries is
nrobably relatively great, O wing to the orevalent conditions of
poverty most of the secondary effects will occur locally, as the
intustrics most affected will be those of prime necessities which are
encrally avillable locally.

The large expeniitures on oil production in this area may indeed
raise prices and keen the general level of wapes higher than is
commtible with orevalent stindards of effiriency, but on the whole
0il production benefits these countries both direectly and indirectly.
and the large royalty receipts accruing to them act as a stabilizing
tactor on their economies and, give them some protection from the full
impact of world depressionss/

lforeover, the foreign eschange receivts which accrue to these
countric, as a result of oil production helwn them to purchase much
of the forelgn eguipment require® for their economic development and t-
balance their in ernalional accountsa

The effects of oil production on the Middle .ast are not limited
to the economic sphere, but extend beyond to the social and political
ones The sudden and large flow of receipts to some of the more backward
areas is likely to create a seriou. social »roblem which cunnot be
1iphtly agnore? If the receipts accrue to the governments or rulers
of the e countries, they may be hoarded or squandiered abroad without
much heed for the welfare of the people. Or the other hand, the
direct distribution among thie population as a whole of a substantial
part of oil receipts might, in their nresent state of education, leave
them an cagy prev to mi'dlcmen interested in acownulating large fortunes
through the sale of luxury goods and alcoholic beverages, ete, 0il
somnanies are not oxpected, of oourse, to control the way the receipts
are spent but there is no doubt that the way of spending them will
largely determine the benefits derived therefrom,

1/ Presumably, he low-cost oil production of the Middle Last wi'l not

be materially affected by changes in prices, In the event of a depression
amy contraction of oil outout would tend to he concentrated in the higher
cosb ar as, As the receints of the Middle Last governments (except Iran)
are determined by producticn and not by prices, cycllcal changes in

world cconomic conditions will not much affect these receipts, and,
thorefore, these countries will find themselves in a rather priviléged
poaltion from the point of view of eacnomic stebllity,
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Politically, also, oil production in the Middle U.st has its ser-
ious asnects, !'hen the Department of Commerce granted s licence on
Septemher 26, 1947, {o exvort steel for the construrtion of the Trans-
Arabilin pipeline, 1t stated that this declsion hid been taken because,
after consultation with other govermment departments, it was considered
thait "ihe strategical, political and economic Interests of the U.,5 made
such action desirable " The United States at present controls about 30
per cent of Middile East oil production while the United Kingdom controls
about 64 per cent Tn 1950 or 1951, when the projected developments
and pinelines are comnlet:d the U,S. and the U K, wil'l each be control-
ling 47 per cent of total Middle East production., Both countries arc
thereforc interested in maintaining their position in the Middle E. st
and in limiting other influences there,
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Appendix
Table I

WORLD OIL PRODUCTION

Dnily Averages in Barrelsl./

1938 ~ 1947 -
COUNTRY 199 1999 1940 1941 Iok2 _ _ 1943 19k 1045 1946 1947
U.S.A. 3,327,000 3,465,650 3,707,438 3,811,721 3,799,427 4,124,967 4,596,997 4,687,253 4,744,901 4,923,300
Venezuelan 515,545 565,699 508,411 625,335  kob,k98 486,660 705,975 885,332 1,035,620 1,169,299
U.5.S.R. 561,500 594,200 297,300 652,500 623,200 475,000 391,400 408,125 k57,460 493,000
Mexico 105,496 117,529 120,646 115,605 95,392 96,337 105,214 119,280 137,631 151,400
Roumania 132,841 127,060 117,940 111,006 118,064 108,50 71,760 99,957 88,764 71,680
u(:\l Indonesian
| Archipelago 150,447 170,102 166,659 170,012 L3 6,000 11,000 399 5,754 8,100
Middle East 330,140 328,254 296,783 225,751 301,963 325,770 426,667 543,341 728,981 797,825
Others 310,932 330,487 363,044 364,168 314,899 318,020 352,256 _ 305,188 _ 313,798 317,942
TCTAL 5,433,910 5,698,98L 5,576,219 6,106,598 5,657,428 5,941,105 6,662,269 7,049,575 7,512,869 7,932,546
SCURCE:  0il Forum September 1947,

1/ The number of barrels in a metric ton varies - according to the demsity of oll -~ from £.5 to 7.8 barrels per tons

A rough rate ot conversion of 7.3 barrels per ton 1s suggested,

Note:

Some of the figures apnearing above differ from the figures in other tables in the text or the cpnendix,

The difference in oll cases 1s slipht and can in some inst.nces be atiributed to the conversion rate
adopted and 1in others to the unreliability of some ar time data.
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Table 11

MIDDLE EAST OIL PRODUCTION

Dally Averqses in Barrelgél

1938 ~ 1947

Jan-Jun

COUNTHY 1938 1939 1940 _ 191 1942 1943 1okl 1945 __ 1946 1947 |
Iran 212,287 199,542 179,406 137,535 195,710 202,095 276,395 350,631 399,564 383,386
Saudi Arabia 1,365 10,778 13,90k 11,808 12,410 13,063 21,295 58,386 165,318 219,950
Iraq 89,433 84,359 66,270 34,657 sb,0ms 68,077 84,786 88,628 89,800 90,315
Kuwait 27,990 60,000
Bgypt 4,330 12,783 17,822 23,137 22,700 24,590 25,797 25,671 24,324 23,164
Bahrein 22,73% 20,792 19,381 18,614 17,099 18,005 18,394 20,025 21,945 21,010
TOTAL 330,149 328,254 296,783 225,751 301,963 325,770 K26,667 543,341 728,941 797,825

SCURCE: Oil Forum September 1947,

1/ The numbor of barrels in a metric ton varies - according to the densit, of oil — from 6.5 to 7.8
barrels per ton, A rough rate of conversion of 7.3 barrels ver ton is suggested.

Notet Some of the fisurcs ammeering above differ from the figures in other tables in the text or the
appendix, The difference in all cases is slight and can,in come instances, be attriduted to the
conversion rate adopted and, in others, to the unreiiabiilty of some var time data.




Table 111

UORLD DEMAND AWD SUPPLY OF OIL

Dally Aver-res 1n Barrelsl/

1946
Domestic Supply, Excess Excess
Natural Suuply Demand
Domestic Crude Gasoline Over Over
Consumption 0il ete. TOTAL _ _Derrid Supply
United States 4,906,700 4,749,100 321,200 5,070,300 163,400
Other North America 440,000 156,400 3,200 __199.600 230,40¢
Total North America 5,346,700 4,905,500 324,400 5,229,900 116,800
Caribbean Ares 153,600 1,177,500 I, 300 1,181,800 1,028,200
. Other South America 223,600 98,200 3,300 101, 500 122,100
& Totsl South America 377,200 1,275,700 7,600 1,283,300 906,100
Furope (Excl, Russia) 808,300 136,400 46,200 182,600 625,700
Russia 514,700 438,200 9,000 447,200 67,500
Africa 160,000 244,500 24, 500 135,500
Middle East 145,000 690,400 690, 00 515,400
Far East ari Oceania 420,700 67,400 i, 200 71,600, 349,100
TOTAL VORLD 7,772,600 7,538,100 301,400 74929, 500 156,900

SCURCE: Vorld Nil Atlas 1947,

lj The number of barrels in p metric ton varies - gccording to the density of oil - from 6.5
to 7.8 barrels per ton, A rougn rate of conversion of 7.3 barrels per ton is suggested,

Note: Some of the firures appearing (bove differ from the figures in other tables in the
text or the oppendia, The difference in oll cases is slieht and can, in some
instances, be attributed to the conversion rate adonted and in others to the
unreliability of some uvar time data.




