THE TEHRAN OIL NEGOTIATIONS*

Mohammad Yeganeh

The major goal of the oll negotiations recently held
in Tehran was a new equilibrium in the distribution of the
revenues of cheap crude oil between producers, consumersand
the oil companies. They resulted in increased incomes for
the oil exporting countries, and a decrease in the savings
made by the consumers of Inexpensive crudes, but at present
it seems that they did not affect the incomes of the oll
companies themselves,

These 1mportant negotiations must, in the first ins—
tance, be seen in the light of the increasing importance of
011 in the world economy, and the increasing dependence of
the consumer countries on the Middle East oil expor-
ting countries in particular. A summary treatment of a few
Eacts about the oil industry will serve to underline these
points.

As Table 1 shows, on the basis of present estimates,
world oil production will reach 4,000 million tons by 1980
and the proportion of the world's total energy supplied by
0ll and gas will have risen from 47 per cent in 1960 to 71
per cent in 1980 (Table 2). It is expected that, after 1980,
oll will gradually yield its pre-emlnence to other sources
of fuel such as atomilc energy and the earth's internal heat.

* This article was prepared on the basis of notes made
for a post-graduate seminar on the Economy of Iran held in
the Faculty of Economics of the University of Tehran.Iwuld
like to express my gratitude to Dr. Nasser Pakdaman andMiss
Farshid Afshar for their scholarly help in re~writing these
notes in the present form. However, any opinions expressed
in the article are my own and Dr. Pakdaman and Miss Afshar
dre in no way responsible for them.
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Table 1: World production of oil and forecast for the year 2000

Year Production in million tons
1872 1
18490 10
1921 100
1960 1,000
1970 2,300
1980 4,600
2000 10,500

Table 2: Share of various sources of energy 1In world energy consumption
(1913-1980)

Sources of energy 1913 1937 1950 1960 1970 1980
{(forecast)
Coal 90 74 61 51 i3 21
011 6 20 27 13 46 33
Gas 2 5 10 14 17 18
Water 2 1 2 2 3 3
Atomic energy - - - - 1 5
Total 100 100 100 100 100 100

Table 3 shows that, despite extensive exploratlion ac-
tivities in various parts of the world, the major part of
actual and utilizable reserves is concentrated in theMlddle
East, although potential reserves are more evenly distribu-
ted. Table 4, which presents an estimate of total crude pro-
duction in various parts of the world during 1960 and 1970
as well as projections for the years 1980 and 2000 (based
on estimates made by the Petroleum Institute of France),
shows that there is also a relative concentration of pro-
duction in the Middle East. Total Middle East crude output
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Table 3: World oll reserves in 1970

Actual Potential
existing reserves reserves
Areas Billien Per cent Billion Per cent

barrels of barrels of
total total
Middle East 300 61.2 500 3.6
Africa 47 9.6 181 12.2
North America 56 11.4 245 16.5
South America 30 6.1 140 9.4
Socialist countries 42 B.6 185 12.4
Other areas 15 3.1 236 15.9
Total 490 10G.0 1,487 100.0

Table 4: Crude o1l production in various areas during 1960 and 1970 and
its future output estimation (million tons)

Areas 1960 1970 1980 2000
estimate estimate
North America 374 604 870 1,420
South America and Mexico 194 267 430 710
North Africa g 210 300 460
Other areas of Africa 2 62 260 610
Middle East 264 712 1,810 5,380
Far East 27 70 200 860
Western Europe 14 16 50 160
Spclalist countries 169 393 650 940
Total 1,053 2,334 4,570 10,540

rose from 17.5 million toms in 1939 (6 per cent of world
output),to 87 million tomns in 1950 (17 per ceut of world
output), to 712 million tons im 1970 (32 per cent). It is
estimated that Middle East production will reach 1,810 mil-
lion tons by 1980 and 5,400 million tons by the end of the
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century. Thus the share of Middle East output 1in total
world cutput will rise from 40 per cent in 1980 to 50 per
cent by the year 2000.

Table 5 gives details of oil eaporting countries  and
the approximate level of their exports in 1970 and once
agaln clearly demonstrates the important role of the Middle
East (particularly the Persian Gulf) together with the Car-
ribean countries (particularly Venezuala).

Table 5: Main o0ll exporting areas during 1970 (million tons)

Middle East 680
North Africa, Nigerlia and Gabon 270
Venezuela and Trinidad 180
U.5.5.R, 80
Indonesia and Borneo 45
Canada 35

With these facts in mind, we can now turn to the ques-
tion of the control of the oil industry. Up to the end of
the second world war, the oil industry in the exporting
countries was controlled by eight large international com-
panies. Five were American, one British, one Anglo-Dutch,and
the other French. These companies handled all oil-reserves,
refineries, transportation and sales. After the war these
companies, realizing the disadvantages of competition among
themselves,created cartels. In this way they tightenedtheir
grip on the sources of supply, transport, prices etc., and
were able to improve their bargaining position vis-a-visthe
governments of the producer countries. However, both the
producing and the consuming countries were unwilling to ac-
cept the great economic power wielded by the o1l companies
after the formation of cartels and the following measures
-were taken to weaken them:

1, Refineries and selling stations were created bymny
domestic companies particularly in Western Europe.

2. In the producing countries national companies were
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established and these now handle a whole series of oll ac-
tivities including contrel over the domestic market and even
some exploltation operations.

3. Independent oil companies have gradually penetrated
the world market and are competing with the major 'com-
panies,

4. The U.5.5.R. has entered into the world oil market
and is now competing to export its products.

5. The native countries of the great oil companies no
longer offer them the same protection they did in the past.
In addition, the new international situation has created
barriers agalnst the interference of the oil companies in
the internal affairs of the producing countries.

But despite these events, which have somewhat. limited
the monopolistic pesition of the great companies, they still
control 80 per cent of reserves, 65 per cent of crude oil
production, 50 per cent of refining operations and 83 per
cent of oil~tanker capacity (including rented tankers). We
should also add that the oligopolistic structure of the oil
industry has resulted iIn a rapid rise in production and con-
sumption together with a gradual decrease in the cost of
production of crude oil (particularly in the Middle Eastand
North Africa). At the same time prices have risen and this
situation has resulted in a considerable increase in the
rent of the Industry as a whole, most of which went to the
large companies. Thus a conflict broke out between the oil
companles, the producing countries and the consumer coun-
tries over the distribution of this rent.

The producing and exporting countries have claimed
that, since this rent was derived from their oil resources
in reality it belongs to them and that, furthermore, prices
should be determined on a basis of comparison with the pri-
ces of other sources of energy as well as with reference to
inflation in the United States. Posted prices, which  were
fixed, meant a decrease in the real price of o0il while the
price of goods imported by the producing countries were in-
creasing all the time.

Against this, the companies argued that the world is
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in need of low-cost energy, and that new competition in the
international market has resulted in a fall in prices.More-
over, it is incorrect to distinguish between the production
of crude o0il and its profits and the outcome of the activi-
ties of the oil industry should be considered as a whole.
If this standpoint 1s taken, then, sald the oil companies,
1t can be realized that the revenues of the oil companies
are not so high when compared with those of other industrial
and mining activities (see Table 6). Apart from this, the
large capital investments made by the oil companles cannot
all be covered by the international money-market and have
to be provided from the revenues of the companies them-
selves, Over the last decade $50 billion have been invested
in the oil industry (excluding the socialist countries) and
5300 billion is needed during the next decade to cover 1in-
vestment requlrements,

Table 6: United States (1950-70) industrial countries. Ratlo of npet in-
come to net assets

011 companies

Year Cutside In Industrial
America America Total companies
1950 18.3 13.8 14.6 17.1
1955 30.1 . 10.2 13.5 15.0
1959 13.8 B.5 9.7 11.6
1970 11.3 0.0 0.0 00.0

The reply of the producer countries to this argument
was that in recent years durilng which there has been a
higher level of industrial competition, every activity
should have been independently profitable. In fact the pro-
fits from the production and exporting of crude oil have
been calculated and their inflated level is quite obvious.
The ratio of income to net assets of the oil companies in
the Middle East amounted to 57 per cent in 1950, 70 per cent
in 1960, and 55 per cent in 1970. Even if we only take into
account the revenues from crude oil operations, the reven-
ues of oil companies reached 100 per cent in 1970. There is
no reason why the legitimate share of the producer muntries
in these profits should be spent on the expansion and deve-
lopment of the o1l industry in other countries, for the
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benefits of such investments will not accrue to the produ-
cer countries,

The consumer countrles also stated that the price of
imported crude oil is too high when compared with its pro-
duction cost. Therefore, there i1s a rent here accruing to
the oll companies and producer countries. It is theincrease
in consumption in the consuming countries which has created
this important oil market. Without this market oll resour-
ces would have remained unexplored, and if free competition
existed in the oil industry, like other economic sectors,
the selling price of oll would have been closer to its pro-
duction cost. The present situation, however, results in an
ever—-increasing transfer of the wealth of the consumers to
the producer countries and the oil companies. They argued
that the reasoning of the producer countries cover the dec-
rease in real prices of oil is also unacceptable; the total
oll revenues of these countries should be taken as a crite-
rion, and this revenue has always been on the Increase.

In response, the producers referred to the high taxes
imposed by the consumer countries on oill products and sta-
ted that it is due to these heavy tariffs that no decrease
can be made in the prices of oil products. Against this the
consumer countries argued that the question of taxes iIs an
internal one.

Another important aspect of the debate is foreign ex-
change payments and the internatfonal balance of payments.
The exporting countries had demanded that the price of oil
should be measured against the price of oll in America and
prices of other sources of energy, which highlighted the bw
level of prices of exported crude oil and the consequent
small amount of foreign exchange received. They aruged that
the claim of the oil importing countries regarding the ra-
pld increase 1n forelgn exchange receipts of the exporting
countries 1is incorrect; it should be remembered that the
industrialized importing countries have raised the prices
of theilr exports in proportion to the rise in their oil
imports, and have therefore been able to improve their ba-
lance of payments. Also they should realize that the sur-
plus foreign exchanges revenues of oil exporting countries
are usually returned to the developed countries in the form
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of payment for goods and services (or in the form of sav-
ings), so that no real foreign exchange problem exists. The
only countries suffering in this situation are developing
consumer countries who have a severe shortage of foreign
exchange, and it is for these countries that a solution
must be found.

Table 7 shows the varlous cost factors of oll products
sold to the consumer countries of Western Europe. It should
be kept in mind that this price varies from one country to
another, and 1t may rise as high as $14 a barrel.

Table 7: Western Europe (1971) ratio of varilous costs in the sale price
of one barrel of oll (cents)}

Per cent
Production cost 23.25 2.5
Refiping cost 41.85 4.5
Transportation 83.70 9.0
Distribution costs and benefit 209.25 22.5
Revenues of the oil companies 37.31 4.0
Tariffs of consumer countries 418.50 45.0
Revenues of exporting countries 116.25 12.5
Total 930.11 100.00

Source: Financial Times, February 4, 1971.

Each one of the three groups: the exporting countries,
the consumer countries and the oil companies, has taken cer-
tain measures in defence of fts own interests. In the ex—
porting countries these measures took the form of the na-
tionalization of the oil industry Iin some countries, the
creation of competition between variocus oll companiles in the
interests of higher future revenues, the participation in
new oil ventures with independent oill companies, constant
pressure on the large oil companies to change previous ag-
reements to sult present conditions, the creation of nation-
al oll companies and a direct supervision in o1l activitiles
as well as the citing of International agreements on na-
tilong' rights to use their own natural resources. In
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addition, in order to strengthen thelr position againstthe
0il companies and the industrialized consumer countries,the
exporting countries created an organization of the oil ex-
porting countries (OPEC). This organization was to be con-
cerned with all aspects of oil activities. Prices, produc-
tion, the share of the producer countries in oil revenues,
the establishment of a unified oil policy in the member
countries, the participation of the exporting countries in
0il activities etc. In 1970 the OPEC member countriesowned
about 65 per cent of total world oll reserves, exported 50
per cent of total world crude oill, and 85 per cent of in-
ternational oil exports. Tlis shows the importance of OPEC
in the world o1l industry.

Without any doubt the creation of the organizations
and the resulting co-operation of o0il exporting countries
1s one of the greatest events in the history of the oil
industry. Until recently the large oill companies were not
willling to negotiate or co-operate with this organization.
And since there was a conflict of interest between the mem-
ber countries themselves, there was no great hope of _se-
rious co-operation among its members. For example, Iran's
efforts were mainly directed towards increasing its oil
production and regaining its place as the first oill produ-
cer in the Middle East. Libya and some of the Persian Gulf
emirates, who had recently discovered oil reserves, were
also following the same policy. These countries were, i1n
the first instance, trying to increase their total oil in-
come under existing conditions. It was for this reasonthat
the question of allocating the share of each member count-
ry 1n the Increase in production was considered,and it was
a big problem. However, Venezuela, which has limited crude
0ll reserves, was more interested in a rise in the price
of crude oil and changes in the manner of payment to the
exporting countriles, and it therefore followed a policy of
limiting of production. OPEC even made an effort to allow
the participation of the member countries in  produc-
tion surplus through decree No.61 in 1965, but it was un-
successful.

As time passed, and existing conditions changed, the
vlews and attitudes of OPEC member countries began to
unite, and this resulted in the approval of the famous
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decree No.120 and the Tehran Negotiatlons, together with
the enactment of a new agreement between the CPEC member
countries and the oll cartels on exports of oll from the
Persian Gulf. At the same time a new agreement was signed
between Libya and the oil companies which augmented the re-
venues of the exporting countries to an unprecedented level.

According to Decree 120 of OPEC, member countries
should take the measures almed at achieving the following
goals:

1, The net rate of income tax of the oil companies in
the member countriles should increase to at least 55 per
cent.

2. The discrepancy between the posted prices of crude
oil in the member countries should be eliminated and posted
prices should be fixed at tke highest level, taking into
consideration the quality of crude and the place of produc-
tion.

3. The price of erude should increase in relation to
the conditions in the international market.

4. A new system, based on weights, should be created
for adjusting the prices of crude oil. Instead of the 0.2
cent difference between each two degrees of API which 1is
the standard now, this difference should be lowered to 0.15
cents for the crudes of less than 40 degrees API. For the
crudes of more than 40 degrees it should remain at the
0.2 cent level.

5. By the first of January 1971, all discounts granted
to the oll companies under different pretexts should be
cancelled.

In order to implement this decree, it was agreed that
in the first phase, a committee of representatives of Iran,
Iraq and Saudi Arabla be organized, and other countries of
the Persian Gulf which include Abu-Dhubai,Qatar, and Kuwait
should begin to negotiate with the o0il companies within one
month. The result of these negotiations was to be announ-
ced to all member countries by the president of the
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organization. After that, within 15 days an extraordinary
meeting of the Organization was to be convened in order to
evaluate the outcome of these negotiations, and to decide
on another course of action in case of disagreements.

Before a discusdion of the Tehran negotiations, which
were concluded by an agreement between 6 member countries
and 15 international oil companies in February 15, 1971, it
is necessary to include a short discussion of the situation
of the oll companies, importers, the trend in prices of
crude oil and the conflict of interest between the three
groups. In the same way as the exporting countries used PEC
to further their co-operation and achieve their goals, the
large oll companies took advantage of their oligeopolistic
position and put themselves in a situation in which, as far
as services, production equipment refining, transportation,
rechnical know-how, management and capital were concerned,
both exporting and importing countries would remain depen-—
dant on them. However, the share of these companies 1in the
profits rent of exported crude decreased due to pressure
from exporting countries. However, rTecently when the crude
0il market became more prosperous, the companies were able
to increase the prices of theilr oil products in the consu-
mer countries. This increase was also one of the reasons
that the exporting countries were putting forward in order
to raise the price of crude and Increase their share in
rent. The consumer countries also, by creating domestic
companies, bullding refineries, establishing domestlc sales
networks, creating transport companles, and by taking advan-
tage of the competition between the large companies, the
small companies and the U.S.S.R., tried to lower the prices
of crude oll and thus increase their part of the rent.

In order to shed further light upon this conflict bet-
ween the three groups, it 1s necessary to survey to figures
relating the costs, price trends and revenues of the expor-
ting countries.

In the Persian Gulf area, the cost of producing crude
oil and delivering it to ports is 10 cents per barrel on
the average; however it varies from 5 cents a barrel for
companies with large reserves and high production to 40
cents for the newer and smaller reserves (about 6.26 cents
In Kuwalt and 9 cents in Iran). The average cost of
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production of crude oil is between 15 to 45 cents in North
Africa, 82 cents in Indonesia, 51 cents In Venezuela and
$1.31 in the United States. It may go as high as $3 per bar-
rel in the latter country. These figures de not include the
royalties accuring to the countries with reserves.

Up to the Second World War,the main portion of produc-
tion and exports of cil used to be concentrated in the Gulf
of Mexico,and so the prices of crude in this area became the
basis for calculating the selling price of oil in other re-
glons including the Persian Gulf. Thus Persian Gulf oll was
the same price as oil from the Gulf of Mexico and, the fur-
ther the destination of the o0il the higher was 1ts price.
Thus 1in the Persian Gulf the price of oil equalled the pice
in the Gulf of Mexico plus the cost of transport from Ame-
rica to the Middle East. This latter freight cost was known
as (Phantom freight}.

During the Second World War when the demand for oil
increased for ship fuel etc., England refused to pay "phan-
tom freight'", and in 1945 it was agreed that the prices of
oll from the Persian Gulf and the Gulf of Mexico should be
equal. As a result, the price of Persian Gulf crude could
compete geographically as far as Italy 1in the West and Ha-
wal in the east with oil prices of the Gulf of Mexico.

The abolition of the control of prices 1in America, and
anxiety over oll reserves in America in 1946 resulted 1in a
hike in prices of crude oil from $1.32 to $2.68 per barrel
in the Gulf of Mexico. With the rapid rise in oil produc-
tion in the Middle East and the need for markets, the price
of 34 degree crude o0il in the Middle East rose from $1.17
to $2.18, and thus the prices of o0il in the Persian Gulf
became competitive with oll prices of the Gulf of Mexico
in London.

From May 1948, price of Middle East crude, in order to
enter the American market, a rapid downward trend reaching
$1.71 in April 1949.

In 1953, with an increase in demand for oil, prices
rose by 22 cents and reached $1.93; and again in 1957 with
the closing of Suez Canal and a new prosperity in the oil
market, prices rose by 15 cents to $2.08.
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However, during early 1959 due to competition among
the 0il companies and the entrance of U.5.5.R. oil into
the international market,prices fell once more to  $1.89,.
This decrease continued in 1960 when the price fell to a
low of $1.80. It was this last decrease in oil prices bythe
0il companies which finally resulted in creation of OPEC by
the exporter countries,

Even after the creation of OPEC the posted
prices remained fixed although the sale prices of crude
0il were gradually being lowered in the form of discounts.
By 1970 this discount amounted to something like 35 to S5
cents per barrel. The National Iranian 0il Company was also
selling oil to India, South Africa and countries of Eastern
Europe with this discounts.

The drastic drop in o0il prices of the Middle East and
other exporting countries finally made America impose a quo-
ta system in order to protect its domestic oil industry and
to limit the import of low-price foreign oil. Consequently
the average price of crude oil in America began to rise
reaching $3.50. Since America had to import oume fifth of
its oil consumption from abroad, the companies owning a quo-
ta of Middle East oil were able to sell it at a profit of
$1.50 per barrel in the American market.

Other consumer countries such as Japan and countries
of Western Europe who were not majer producers of oill took
advantage of the drop 1in Middle East oil prices, and acce-
lerated conversion of energy from coal to oil, postponing
their atomic energy production projects.

As a result, while prices of 01l in America advancedto
$3.5@, Middle East oill prices dropped down to $1.35 and
$1.25 (even though posted prices, which were the basis of
calculation of revenues of the exporting countries, have
remained the same during the past decade}. Furthermore du-
ring the same period, the purchasing power of foreign ax-
change weakened, and the prices of industrial goods needed
by the oil exporting countries rose rapidly. An example of
this 13 the construction costs of o0il refineries. Table 8
shows that these have risen by 329 per cent within the last
25 years. This rise is more or less the same for all other
commodities required by the crude oill exporting countries.
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Table 8: Nelson's indices of construction expenditures of the refineries

(1946100}
Year Machinery Materials Labourers Total
1946 100.0 100.0 100.0 100.9
1950 126.2 149.5 144.0 l46.2
1960 200.2 207.18 241.9 228.3
1969 239.0 235.2 391.8 329.2

We have so far discussed how the industrialized consu-
mer countries have been able to take advantage of the com-
petition between the oil companies and their own position
in order to lower oil prices to a minimum, thus gaining an
ever-increasing part of the rent. According to available
statistics, their rent has been estimated at $20 billion
for the year 1970.

The exporting countries were also able to increase
their share through changes in the payments procedure. Af-
ter 1950, the ownership interest system gradually vanished
and was replaced by the principle of a fifty-fifty distri-
bution of profits with the oil companies which was prac-
ticed in Venezuela. Subsequently, discounts which were gran-
ted for large sales or for market-research expendituresetc.
were cancelled. Four years ago, 1t was decided not to in-
clude the owner interest which was included in calculation
of the 50 per cent share of the producer countries.And final-
ly,before the Tehran negotiatians, the 50 per cent level of
profits was increased to 55 per cent. With these changes in
payments procedure, the share of governments rose from the
average 20 cents a barrel in 1947 to 53 cents in 1952, and
to 86 cents in 1970. With the execution of the Tehran Agree-
ment 1t is expected to reach $1.150 by 1975 (Table 9).

On the other hand, the share of the oil companies in
this rent has decreased from $1.52 1n 1948 to 37cents
in 1970. However, since the volume of production and sales
has been on the rise but investment and assets of the oll
companles have not increased by the same ratio, no
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Table 9: Distribution of oil revenues (in US cents)

Year Production Revenues of Revenues of Average
cost the producer 0il companies sales cost
countries

Total crude and
refined ofl

1913-47 44 21 88 153
1948 61 34 152 247
1952 32 53 111 195
1959 33 79 B8 200
Crude oil
1960 14 78 78 170
1970 10 86 37 133
1971 00 125 00 00
1972 00 131 00 00
1973 00 137 00 (o]0]
1974 00 144 00 00
1975 0Q 150 00 00

noticeable change has occurred in the revenues of the oil
companies from their holdings in the exporting countries.

The factors and condition responsible for the Tehran
negotiations and their success can now be summarized as fol-
lows:

1. A decrease in price of crude oil and a rise in pri-
ces of Imported goods.

2. A rapid in the demand for oil over the previous  ar
due to a drop in coal production, the postponement of ato-
mic energy utilization programmes and accelerated economic
development.

3. Difficulties in the proviston of oll due to the
closing of the Suez Canal, the closing of the pipeline, the
shortage of o1l tankers to transport oll from the Persian
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Gulf and finally a decrease in preoduction in Libya as a
result of government measures.

4, A hike in prices of Libyan oil (which had been pri-
ced lower than Persian Gulf o0il) in September 1970,and a rise
of 30 cents per barrel in the revenues of Libya's govern-
ment. This resulted in an increase in crude oil prices in
Europe which in turn became a supporting reason for
the demand of the exporting countries of the Middle East
for a rise in prices.

5, The ever—-increasing dependence of the consumer coun-
tries on oil and lack of sufficient reserves on a long-term
basis (more than 2 or 3 months) in these countries, and, in
addition, their lack of other sources of energy.

6. A change in Iran's policy, after this country be-
came the first oil producer in the Middle East, from efbrts
to raise production, to efforts to raise prices.

7. Preparation and approval of OPEC's No0.120 Declara-
tion and the serious support and co-operation of member
countries for the implementation of this Declaration.

In February 15, 1971 after lengthy negotiations bet-
ween the representatives of the members of OPEC negotia-
tions, and representatives of twenty two oil companies, the
Tehran Agreement was finally signed. This agreement in fact
represented the surrender of the oil companies to QPEC's
Declaration No. 120 on the followlng points:

1. The posted price of all types of Persian Gulf crude
was to increase by 33 cents a barrel. An extra 2 cents was
to be added to this amount on account of the settlement of
transportation problems.

2. In the case of Iran and Kuwait, the price of heavy
0il had earlier been increased by 9 cents a barrel. Accor-
ding to this Agreement, it was other OPEC member countries
of the Persian Gulf Area were also to enjoy the same in-
crease. In addition, in order to remove previous differen-
ces, one cent was added to the price of every barrel of
crude oil for Iran, the average oil of Saudi Arabia and
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Kuwait and six cents was added to each barrel of Basra oil.

3. All discounts granted in the posted prices of oil
from the exporting countries to producer companies were to
be cancelled (the main portion of these discounts related
to the qualities of o1l or owner Interests which were sche-
duled to remain until 1875).

. . 1

4. The posted price of crude oil was to increase 27

per cent annually parallel to the rise in international pri-
ces.

5. In order to improve oll prices, which have so far
always been lower than other raw materials, crude oil pri-
ces were to increase by 5 cents a barrel annually.

6. The price difference for various degrees of crude
oil which has been 0.2 centsa barrel, has been decreased to
0.15 cents for oils less than 40 degrees, and 0.3 cents for
oils higher than 40 degrees. This difference between the
degrees willl be calculated according to decimals. Previous-
ly, there was no difference between the price of 32 degree
and 32.9 degree oil,only the price of 33 degree oil was
0.2 cents higher, Alsc, in the future, agreements regar-
ding a decrease in this price difference were to be calcu-
lated according to the price of 40 degree crude o0il.In this
way, a rise in oil prices was guaranteed.

7. The income tax of the o0ll companies was to increase
from 50 per cent to 55 per cent (according to the agreement
of Aban 23, 1349,Iran already had this advantage).

8. The Tehran Agreement concerned only the crude oil
produced by OPEC member countries and exported from the Per-
sian Gulf Area. That portion of exports of Saudi Arabia and
Iraq which are delivered by pipelines from the Mediterrane-
an Sea were not included in this Agreement.

9. The validity of this Agreement is 5 years. During
this period the exporting countries were not to impose any
limitations.dowever, other OPEC member countries are notal-
lowed to enjoy the conditions of this Agreement.

The results of thils Agreement can be summarized as
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follows:

1. For the produclng and exporting countries:

{a) A rise in the revenues of the exporting countries,
The average oil revenue per barrel of crude oil in the Mid-
dile East which amounted to 86 cents in 1970, will reach
$1.25 in 1971 and $1.50 by 1975. Thus the additional reven-
ues of OPEC member countries, which are at present estima-
ted at $3.8 billion in 1971, may advance to $7 billion by
1875. For example, Iran's revenues which amounted to $1,160
million in 1970, will amount to 81,750 million by 1971, and
this figure will probably double by 1975,

(b) More supervision over the 0il companies and the
beginning of participation in decisions regarding oil.

{c) The acquisition of more political power on the in-
ternational scene,

(d) Greater possibilities for the cil of these coun-
tries to enter international markets, and the opening up
of means by which the producing countries can, eventually,
enter into direct transaction with the consumers.

2. The consumer countries:

(a) A guarantee of required energy consumption for the
next five years.

(b) The acquisition of enough time to take the neces-
sary measures in thelr energy provisiocn policy (higher uti-
lization of coal and rapid expansion of atomic energy, the
utilization of other sources for the production of oil, the
acceleration of oil exploration activities in other areas
atc.,).

(c) The creation of o0il reserves and expansion of the
existing ones. .

(d) Loss of a part of the rent.

(e) An increase in the burying rate of crude oil and
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higher foreign exchange payments (although the foreign ex~
change revenues return to the industrial consumer countries
particularly United States and England in varying ratios for
purchase and reserves of foreign exchange. However, despite
this, foreign exchange pressures will increase.

(f) The creation of enthusiasim for consumer syndicates
and direct relations with the producer countries for pur-
chase of exploration production of oil ete.,

3. The oil companies.

(a) The assurance of production and export of oil for
the next five years.

(b) Some loss of control over the world oil lndustry
and a blow to thelr role as intermediaries between the pro-
ducer and consumer,

(c) The possibility of a further loss of rent.

(d) Greater motivation for oil exploration 1in new
areas.

(e) The motivation to search for a new position in the
0il industry between the producer and consumer countries.

4, International relations.

(a) The possibility of direct contact between the pro-
ducer and consumer countries, and possible collisions.

(b) The efforts of some countries and international or-
ganizations to accept the oill situation as one of the impor-
tant aspects of world security and thus their intervention.
Up to  now, only the principle of a nations jurisdic-
tion has been observed in o1l activities.

(c) The creation of an example for eocuntries exporting
raw materials (particularly the principle concerning gradu-
al increase of prices parallel to rise in world prices of
the Tehran Agreement).



Table 10: Payments ($ million)

Year Kuwait Saudt Iran Hmmm Other Total Libya Total Venezuela
Arabia areas Middle East
and Libya
1954 219.1 293.2 8.7 191.4 36.1 748.5 748.5 510
1955 307.0 287.8 90.5 206.5 45.1 936.9 936.9 596
1956 301.1 299.5 153.4 192.8 47.1 1,002.9 1,002.9 738
1957 338.4 323.1 212.9 136.8 56.6 1,067.8 1,067.8 968
1958 424.8 309.9 247 .4 223.7 72.2 1,278.0 1,278.0 993
1959 405.2 315.0 262.5 242.5 69.2 1,294.4 1,294.4 926
1960 465.2 355.2 285.3 266.3 70.0  1,442.0 1,442.0 877
1961 464.3 400.2 301.2 265.5 70.3  1,501.5 3.2 1,504.7 938
1962 526.3 451.1 333.8 266.6 74.8  1,652.6 38.5 1,691.1 1,071
1963 556.7 502.1 398.1 325.1 82.9  1,864.9 108.8 1,973.7 1,106
1964 655.0 561.0 469.7 353.1 95.9 2,134.7 197.4 2,332.1 1,122
1965 671.1 655.2 522.4 374.9 119.0  2,342.6 371.0 2,713.6 1,135
1966 707.2 776.9 593.4 394.2 210.4 2,682.1 476.0 3,158.1 1,112
1967 717 .6 852.1 736.7 361.2 227.1 2,894.7 631.0 3,525.7 1,254
1968 765.6 965.5 817.1 476.2 353.5 3,377.9 952.0 4,329.9 1,253
1969 812.2 1,008.0 937.8 483.4 431.4 3,672.8  1,132.0 4,804.8 1,289




