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Chapter 1

INTRODUCTION

S Background

Few international events in recent memory have

captured as much attention and have affected the life styles

of Americans as much as has the Arab oil embargo of 1973—

1974 and subsequent oil price increases (13:6). As noted by

Melvin A. Conarit, “U.S. dependence on oil imports is expected

to increase rapidly (7:381” and “the dominant place of

oil in the total energy supply is secure through 1985

17:37 ) . ”
Nations who find themselves able to produce more

crude petroleum than they can consume have generally joined

one or both of two international cartels. Some exceptions

exist such as Canada, the USSR , and Oman , but these are

relatively minor exporters (21:121 ,136). In Canada ’s case ,

reduced petroleum exports are designed to insure national

energy resources through the rest of the 20th century . The

two cartels are The Organization of the Petroleum Exporting

Countries (OPEC) and The Organization of Arab Petroleum

Exporting Countries (OAPEC ) .

Seven countries are members of both OPEC and OAPEC:

Saudi Arabia, Kuwait, The United Arab Emirates, Iraq, Libya ,

1
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Algeria, and Qatar (27:40). Six others are in OPEC only:

Iran , Indonesia, Nigeria, Gabon, Venezuela, and Ecuador.

Three others are members of OAPEC only : Egypt, Syria , and

Bahrain. The geographical relationships between these oil

S producing countries are shown in Figure 1. -

S As Figure 2 notes , net crude oil imports by the

United States appear to be rising at a nearly exponertial

rate, increasing from 452 million barrels in 1965 to 2.73

billion barrels in 1977. It has been estimated that U.S. S

imports may rise to 4 .6 9  billion barrels per year by 1985

(21:7). Concurrently, the net value of crude oil imports

has risen from $1.74 billion in 1970 to $36.3 billion in

1977 (69:76). This equates to average costs of $2.35 per

5 barrel in 1970 versus $13.30 per barrel in 1977, a 466%

increase in cost to the United States. Authorities such as

Samuelson (29:668) maintain that this increasingly signif i-

cant oil bill must be balanced in the long run . This

balance may be achieved by some combination of reduced

overall imports, adjusted international debt positions and

increased exports.

The Statistical Abstract of the United States

(72:820) shows only one year (1975) in which the dollar

value of imported conmtodities has declined between 1970 and

S 
1977. Rather, these imports have risen from $40.0 billion S

(72:868) to $146.8 billion (43:96), an increase of 267%

during this period . Of the classes of import/export

2
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Crude Oil Imported by the United States

(7:7; 55:2—81; 70:644; 72:532)
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commodities treated by the Statistical Abstract of the

United States, the greatest increases have been in the cost

of petroleum imports. Figure 3 reflects the extent of this

growth for selected commodity groups.

S While total U.S. exports have risen from $43.2 bil-

S lion (72:868—87 1) in 1970 to $120.2 billion (43:29) in 1977

(a rise of 178%), exports to member nations of OPEC have

risen from $2.1 billion to $14.0 billion (up 567%) during

the same period (71:814—816; 72:24; 43:28). The increased

revenues of net oil exporters have been used to purchase F
many commodities for immediate consumption and nationa l

development.’ S

S Of major interest to the Department of Defense (DOD) ,

however, has been the growth in arms sales largely managed S

by the three services. As Commander-in-Chief of the Armed S

Forces , President Carter noted in his May 1977 statement to

Congress,

Because of . . . spiraling arms traffic; and
because of the special responsibilities we bear as the
largest arms seller, I believe that the United States
should take steps to restrain its arms transfers. 

S

In the same address he continued ,

. . . embassies and military representatives abroad
will, not promote the sale of arms and the Secretary of

5 $  Defense will continue his review of government pro-
S cedures , particularly procurement regulations, which

may provide incentives for foreign sales (6: 1-2].

‘For an extensive treatment of how one OPEC country—
Saudi Arabia—has spent part of its oil revenue, see Drury
and Glenboski ( 11:31—47) .
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Foreign sales of arms in the fifteen years from

1950 to 1964 totaled $8.5 billion and in 1975 alone totaled

$12.1 billion (75 3 9 — 4 7 ) .  Arms exports (actual deliveries)

to the OPEC nations increased from only 110 million dollars

in the 15 year period ending in 1964 to 1.3 billion dollars

in 1975 alone (71:362). Recent arms sales agreements have

far outdistanced actual deliveries. Sales agreements

totaled just under 10.7 bill ion dolla rs in 1976 as shown in

Figure 4. Over one—half of this total was soH to just two

OPEC members—Saudi Arabia and Iran. Thus, a pattern of

increasing exports and imports between the U.S. and OPEC

members has been summarized in Table 1.

Abundant evidence indicates that neither arms

exports nor oil imports are permitted to operate without S

political consideration by U.S. officials. President

Carter ’s May 1977 Report to the Congress (6:3—13) and the

U.S. responses to the 1973—1974 oil embargo , such as the

U.S. Congress ’ feasibility study, “Oil Fields as Military

Objectives,” (24:211—253) of fe r  significant examples of this.

The DOD, as an agent of the executive branch of the United

States government , is responsible for the administration of

The Foreign Military Sales Act as specified in DOD Instr ’uc— S

tion 5l05.38M , as amended ( 7 6 ) .  Thus , the complexities of

the political arena have been added to the dynamics of
S 

American arms sales and oil purchases.

5 7
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Foreign Military Sales Agreements
(6 :13;  74:11 —1 3 )
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Table 1

Synopsis of U.S./OPEC Trade
(Billions of 1975 Dollars)

EXPORTS 1970 1977 % Change

Total U.S. Exports Worldwide 68.5 108.2 + 58

Total U.S. Exports to OPEC
Members 3.3 12.6 +282

S Total U.S. Arms Delivered
To OPEC Members 0.4 3.7 +825

L

S IMPORTS

Total U.S .  Imports Worldwide 63.3 132.2 +109

Total U.S. Oil Imports 7.4 39.1 +428*

Total U.S. Oil Imports From
OPEC Members 3.4 30.0 +782*

(35:40—42 ,71; 43:24,36 ,71; 48:2—62 to 2—64; 55:2—87 to 2—91;
60; 72:868; 75:4—6)

S *These figures reflect a rise in OPEC members ’
share of U.S. Oil imports from 49% in 1970 to 77% in 197’.

9
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Literature Review

The rapidity of OPEC—inspired oil price rises and

their tremendous impact upon the world’s economies have

spawned considerable research and analysis. However,

rela tively few of these efforts have been directed toward

DOD invo lvement in various elements of the affected inter—

nation al economic systems .

One such effort occurred in 1975. A Defense

Advanced Research Project Agency long—range forecasting

model was evaluated at the Naval Postgraduate School by

Commander Everett Alvarez, Jr. ( 3 ) .  The mode l ident i f ied

arms exports and oil purchases as major factors in predict—

ing both internal and external military and economic condi-

tions. Commander Alvarez ’ evaluation concluded that the

model was a valid predictor of naval escort requirements

between the United States and other countries including the

OPEC nations .

Non—DOD studies such as Bhattacharya ’s The Myth of

rctrop owe r (4 )  have directed little or no analysis to the

place of arms in worldwide economic systems. Benjamin
S Shwodran , in hi s book Middle ~aat  Oil : Issu es an d Problem s ,

said only the following concerning arms:

From an economic point of view , arms deals
S are the best and easiest and most desirable way to

S bring back the petro—dollars . For armaments are
S economically non-productive ; they do not increase the
S economic possibilities of the nations acquiring them ,

and , within a relatively short time , become obsolete ,
and must be replaced by more modern ones 133 :103 ).

10
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It may be argued that this way of recycling OPEC

petro-dollars is opposed to President Carter ’s view that

arms transfers are an exceptional foreign
policy implement, to be used only in instances where
it can be clearly demonstrated that the transfer

S 

contributes to our national security interests [6:1).

Perhaps a more balanced view is that held by

authors such as $churr and Homan who have established that 
S

S 

the international oil trade represents an outstanding
-S example of worldwide economic interdependence (31:28).

Major James P. Wyman , in an Air Command and Staff College

research paper (86:59), demonstrated that to a great extent,

the key element of this interdependency in the Middle East

is the military strength of oil producing states, princi-

pally Iran .

Robert E. Harkavy, in his book The Arm s Trade and

International Systems , noted that: S

amidst this change of policy , there was an
absence of focused analysis of the impact on America ’s S

balance of payments. One might suspect that it was a
part of the reason for America ’s worsening payments
situation in the late l960s and early l970s. In fact ,
recognition of this problem , in conjunction with
massive currency outflows associated with the oil

S crisis in 1973—74 , appeared to have engendered new
ma ssive American arms sales to Iran , Saud i Arabia and
others [14:230].

It appears that there is a wide divergence of

thought surrounding the multi-faceted issue of oil price

rises and United States arms sales to OPEC nations. Very

little of this thought has been directed specifically

toward DOD actions involved in this complex situation .

5 , 
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S Problem Statement

A review of Figures 3 and 4, paqes 6 .ind 8 respec—

ively, shows what ~ippears to be a re1atioY~ship between

U n i t e d  States oil imports from oi’1:C members and increasimi
j

lev~~t s  of U . S .  For eign  M i l i t a r y  Sales (FMS) contracts  with

these same na t ions .  Al though  the do l lar  va l ue ot these FMS

contracts represents approximately 54% of all exports from

the U.S. to OPEC members in P~77, there has been little

analysis performed to ident.i fy ei  the: the economic o: the

S 
t o re  i q n  poli cy implications this si tuat ion  I:~e-~ f~’Ir DOD

managers. Department of Defense personnel who plan , organize ,

and man~t qt ’ FMS cases are major  par t ic ipants  in an interrta-

S t ional  economic system but may not have tu l 5l coqnizance of
S the implica tions their actions have . As has been in d i e , :t t ’d ,

the impact of that international economic system has been

S qre~ t, not only for Americans , but for the economies ot ~:l1

S nations. Clearly, the actions of DOD personnel involved in

FMS c,ist -’s have e f fe c t s  fe l t  far beyond the apparent scope of
S these transactions. The problem is that  there has not been

~i cohesive attempt to synthesize the economic and politi ed i

S hI( ’tOZS responsible for the observed eh inges in U.S.— ’II’1 ~(’

trade patterns nor to assess their effects. We hypothesize

tha t  the re is a cause—effec t r e la t i onsh ip  t ’xi ~~t t . ’nt in t h e

~ltered trade patterns between the Un i ted St.ites ~t: i d  t h e

O P I C  nations. Increased sales of u.~
;. arms t o  the  OPEC

12
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countries have accompanied the large claims against the U.S.

accumulated by OPEC members after the spectacular oil price

rises of 1973—74.

Objectives

This thesis will attempt to establish and describe

the relationship postulated by Harkavy between U.S. oil

imports and arms exports.

Specifically, our research objectives will be:

1. To provide a focused analysis of the various

S elements that have brought about the altered trade patterns

between the U.S. and OPEC nations as noted in Table 2,

page 17.

2. To describe economic, political , and military

incentives and penalties for U.S. arms sales to OPEC members.

3. To describe the effects upon U.S. security and
S 

foreign policy that the postulated relationship between

arms sales and oil imports has had.

Research Questions

1. Identify the constant dollar value of U.S. arms
* 

sales to OPEC members from 1970 to 1977.

2. Identify the constant dollar net balance of

payment positions between the U.S.  and various OPEC members .

3. Ident i fy  the constant dollar value of U.S. oil

imports from OPEC members .

4. Determine the constant dollar value of U.S. arms

13
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sales and all other commercial trade with OPEC members.

5. Identify the economic incentives, penalties and

consequences of the hypothesized relationship between oil
S 

imports and arms exports.

6. Identify those U.S. foreign policy and inter-

H national trade statements that influence the economic con-

siderations affecting the oil—arms trade.

H 

14 
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Chapter 2

PROCEDURES

S 

Data Sources

Many sources of petroleum, arms transfer,, trade, and

financial data are readily available to researchers; however ,
H 

many of these sources are not independent. For example ,

S United Nations statistics are, most generally , contributed

by member states which provide the same data to the Inter-

national Monetary Fund (IMP) and the Organization for
S Economic Cooperation and Development (OECD). Because of the

advanced state of collecting and reporting techniques, many

S of these data are available on the census level. In addi-

tion, those data dealing with physical volumes and dollar

value equivalents are also ratio level data. As a general

rule , data presented will be both census and ratio. Princi-

pal exceptions will be foreign policy data and certain

aspects of arms transfers.

Petroleum data . Petroleum data sources were the Sta f7: s~~~-~~l

S 
Abstract of the United States , the Internat ional Pet ro l eum S

S 

- 
Encyclopedia, and Bureau of the Census Publications FT 135,

U.S. Genera l Imp orts; FT 900 , Summary of U.S. Ex p o r l  and S

Import Merchandise Trade ; FT 990, Hi ghl i ght8 of the U.S.

Export and Import Trade ; and IA 236 V, U.S. Imports for S

15
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Cons umption and Genera l Imports into the Virgin Islands from

For eign Countries.

Arms transfer data. Sources of data for arms transfers

were the Stockholm Internationa l Peace Research Institut~

(SIPRI) Yearbook , the In t e rna t i ona l  I n st it u t e  f o r  S t r a t e g ic

Studies Annua l Repor t s ,  and various sources of the Defense

Security Assistance Agency .

Trade and financial data. Trade and financial data were S

obtained from the International Monetary Fund ’s Ba~ ance of
5 !  Pay men ts Yea rbook and the In te rna t i ona l  Fi nancial  Sta ti s ti cs

as well as the Statistica l Abstract of the united States and

Bureau of the Census Publications FT900 , Summary ef  U . S .

Exp ort and Import Merchandise Trade ; FT 990 , Hi g h l i ghts of

the U.S. Export and Import Trade ; and IA 236 V , U.S. Import s

for Consumption and Genera l Imports into the Virg in Islands

from Forei gn Countries.

Foreign policy data. Foreign policy data were obtained

from annual reports to Congress pursuant to provisions of

the International Security Assistance and Arms Export

Control Act of 1976. Other sources will be the Congress ional

Record and the Congressional Quarterly Almanac. S

Data Collection . 
S

H Data classification and taxonomy. Data classification and

taxonomy have been presented in those uni t s cons istent w i th

16
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standard industry practice except where additional measures

provide, in the j~idgment of the researchers, more meaningful

indicators of the relationships posited by this thesis.

All monetary values were converted to U.S. dollars

using factors published in the Wholesale Price and Priee

Index published by the U.S. Commerce Department and other

S Government sources and deflated to constant 1975 dollars .

Thus , all dollar values have been presented in ratio data

S format. By international convention , all petroleum volu-

metric data have been corrected to standard temperature and 
S

pressure conditions.

S Methodology

In order to facilitate comparisons of trade, arms

transfers and oil, revenues, dollar values have been

expressed in 1975 dollars as has been noted throughout this S

thesis. The following price indices were used :

Table 2

Price Indices

All Wholesale
Commodity Crude Refined Industrial

Year Aggregate Petroleum Products Commodities

1970 110.4 106.1 101.0 110.0
197]. 114.0 114.6 107.2 114.1

1972 119.1 113.8 108.9 117.9

1973 134.7 126.0 128.7 125.9

1974 160.1 211.8 223.4 153.8 
S

17
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S Table 2 (continued )

S 

All  Wholesale
Commodity Crude Refined I n d u st r i d l

Year Aggregate Petroleum Products Commoditie s

1975 174.9 245.7 257.5 171.5

1976 182.9 253.6 276.4 182.3

1977 194.2 274.2 308.1 195.1
1978 — — — 205.3*
1979 — — — 215.6*

( 7 2 : 4 7 2 ;  77 :8)
*Estjmated

The index numbers for “All Commodity Aggregate ”

were used to adjust total values of U.S. imports and exports 
S

to 1975 dollars. They were obtained from the ui .~ . St~: ieti-

‘‘il S1~~~8t~~~~Z~~~ t (72:472) and the Bureau of Labor Statistics ’

(BLS ) Wh~’ieea1 ,~ rrices and Pi•i~
,
~ rndi~’.’e ( 7 7 : 8 ) .  They

S represent a price-relative index compiled by the RIS based S

on monthly samples of U.S. prices for over 6,00fl raw ,

partially fInished , and finished goods (67:57). The index

numbers for crude petroleum and refined products were

similarly obtained from BLS samples (72:473-475; 77:9-11).

These samples represent price indices for the two classes

of imported petroleum (77:5,51) which this thesis addresses

and are well—suited for adjusting crude oil and petroleum S

product prices to 1975 constant—year dollars.

In the case of arms transfers there appears to be

1 no single index of relative prices available (77:1008-1047 ; 5

S 5 S 5~55_~~
__

~~~ ~-
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72: 1-3; 6 7 : 3 — 7 ) .  To adj ust  the value of arms transfers to

1975 dollars we have selected the BLS wholesale industr ial

commodities index of 2,700 items (77:5—8). This index does

not include energy , farm products or consumer goods. it 
S

does include a sample of raw materials and partially

finished goods believed to comprise the essential costs of

goods to producers. We believe this index to be representa-

tive of arms transfers for the following three reasons: S

5 1. Arms transfers are composed of itE~ms technolog-

ically similar to these industrial commodities.

2. Arms to be transferred are manufactured from

raw materials and intermediate items that are found on the

S wholesale commodities index.

3. The DOD, which manages by far the largest volume

S of arms transfers, is required by public law (65:210) to

neither profit  from nor subsidize foreign military sales.

Since the Wholesale Industrial Commodities (WIC)

5 
list does not yet exist for dates beyond May 1978 (77:3),

5 

5 

the 1978 and 1979 WIC indices were estimated . The estimates 
S

must be considered extremely uncertain due to the volatility

of both domestic and foreign economies. James R. Capra of

S the Budget Analysis Division of the Congressional Budget

S Office has estimated inflationary growth to be approximately

5.3% in 1978 and 4.3% in 1979 (5:19). The Fiscal Year (FY)

1978 budget proposal to Congress (67:52) estimated even 
S~

S higher rates of 6.5% in 1978 and 5.6% in 1979. Accordingly ,

19
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the WIC estimates were increased by a conservative 5% for

both 1978 and 1979, in an attempt to approximate the growth S

that will likely be experienced . From the latest IMF

statistics (16:378—381), it seems likely that the

arbitrarily—chosen 5% will be low—thus overstating , in 1975

dolla rs, arms transfers estimated for 1978 and 19~ 9.  In

1975 dollars wholesale prices have risen from 114.3% in

January to 118.9% by May of this year. Readers must be

S aware that not only the estimates of arms sales but also

their real growth in 1975 dollars are subject to drastic

shifts.

S 

Design to Answer 
S

the Research S
Questions

Information has been presented in numerical and

graphical format relating arms sales, oil imports and S

general trade patterns. A].]. appropriate measures of the

relationships between the variables were explored . We have S

contrasted and compared the chronological appearance of S

major U.S. foreign policy statements with suitable measures

of arms transfers and petroleum imports. These data have

been the bases for logical arguments to resolve the research

questions. S

20
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Chapter 3

UNITED STATES/OPEC TRADE PATTERNS

S 

Introduction S

The repercussions of the OPEC-imposed oil price

rises of 1973—74 were felt by virtually every segment of

the world economy . The principal theme of this thesis is

S the relationship between OPEC oil revenues and sales of U.S.

arms to these oil producing countries. However , one must 
5

realize that no investigation of this nature can be under- 
S

tak en in isolation from the interrelat ionships that exist

between arm s and oil transactions and those of world trade

in general.

In this  chapter , we wil l  develop a trade f inanc ia l

S and policy data base that will be used to establish trends

in the United States ’ commerce with its trading partners.

This will include not only imports and exports of general

commercial commodities, but U.S. transfers of arms as well.

The United States ’ bal ance of payments position wi th  respect

to OPEC nations will be examined from the standpoint of both

ge neral trade and arms transfers. The domestic economic

consequences of the arms—oil relationship will be addressed.

We w i l l  examine the influence of appropriate U . S .  f o re ign

policy and international trade policy considerations on
S 

arms—oil transfers.

21
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General Trade 5

Patterns

The purpose of this section is to examine trade

patterns that have developed between the United States and

the OPEC countries as well as between the United States ani

S other worldwide trading partners. This will permit us to

place the events  of recent years with respect to OPEC and

S United States ’ actions in a more realistic perspective.

This section will  focus on the development of trade

patterns involving general exports and imports of consumer

S and capital goods. It wil l  exclude any consideration of

arms exports and imports of mineral fuels and related

materials .  This latter category includes crude and partly

refined petroleum as well as refined petroleum products.

S Discussion of arms exports and petroleum imports are the
S 

subjects of separate sections.

In~port coverage. United States import s tatist ics reflect

both government and nongovernment imports of merchandise

from foreign countries into the U .S.  Customs te r r i tory ,

wh ich includes the 50 States, the District of Columbia, and

Puerto Rico. Foreign country imports to the Virgin Islands
S 

are also included .

Excluded from consideration are American goods

returned by the U.S. Armed Forces; intransit shipments

through the United States; temporary shipments; shipments of

22
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s ta t is t ical  insignificance (41:1) such as persona]. and

household effects; low-value nondutiable imports by mail;

and gold in various forms .

Source data on imports is presented in terms of

“General Imports” as well as “Imports for Consumption .”
S 

General imports , a combination of entries for immediate

consumption and entries into customs bonded warehouses ,

generally reflect total arrivals of merchandise. Imports

for consumption reflect entries for immediate consumption as

well as withdrawals from customs bonded warehouses for

consumption . As such , these imports are a measure of total

commodities entering U.S. consumption channels. General

import statistics will be used in this analysis because use

of total import statistics is consistent with other measures

used for the determination of international balance of pay-

ment positions.

Import valuation. Import data from various sources is of ten

expressed in different value terms . A traditional term of

S 

reference is that of customs value . The customs valuation

has been the sole basis upon which U.S. import data have been
S 

reported in Bureau of the Census publications . E f f e c t i v e

with the statistics for January , 1974 , publication of U . S .

import data was based on “free  alongside ship ” (f . a . s .)

value and “cost, insurance , and freight” (c.i.f.) valuation

lb  well as the t radi t ionally  reported customs value .

S 
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While generally described as the market value of

imported merchandise in the foreign country , the customs

value is tha t value legally established under Section 402

and 402 (a) of the Tariff Act of 1930 , as amended , for deter-

s, mining import duty (51:111). Source data of 1973 and

S earlier often refer to this valuation (customs value) as

foreign market value . For purposes of this thesis , the two

S terms are considered synonymous . The contemporary practice

of using the te rm “ customs value” will be followed.

The f . a . s .  value represents the transaction value of

imports at the foreign port of exportation. It is based on

the purchase price , (i.e., the actual transaction value) and

includes all charges incurred in placing merchandise alongside

the carrier at the port of exportation in the country of

exportation . This valuation is computed on the same basis S

as that used for reporting U.S. exports (i.e., f.a.s. ?ort of

exportation) and is the valuation required for balance of 
S

payments computations (51:111).

the c.i.f. value represents the value of imports at S

the first port of entry in the United States. It is the S

purchase price plus all freight, insurance , and other

charges (excluding U.S. import duties) incurred in bringing /

merchandise from the exporting country and placing it along-

side the carrier at the first port of entry in the United

States. In the case of related buyers and sellers , the

purchase price used to compute the c . i . f .  value is based on

24
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an “arm ’s—length” transaetlon price . This pi- i ce is an

eq u i va l e n t  p r i c e  wh ich  would exist under free market cen-

d i t i o n s  between un re l a t ed  buyers and sellers.

The importance ef the different methods 1ic~; ~n

tht-’ir impact on the international balance o trade . The
S numerical differences in values represent additiona l costs

of acquiring .i good . A more important considv:-,
~t- i on is the

question of which country receives payment for the ~ e ’r v i c e ~

which are represented by the difference betwe~-’n f.a.s. and

c.i.f. valuations. Should insurance and/or t~~ ’iqht be

provided by a foreign country , the United States ’ b a l a nc e

of trade position with that country would be adversel y

a f f e c t e d . This si t uat i on  w i l l  cause increased c l~~~i m ~ by

that  country aga ins t  the United States wh i ch m u st  be e l i  ~ ct

by increased U . S .  c laims aga ins t  that: c ou n t r y .

I 

In the in te res t  of completeness , a l l  t i u ce me,i~~w e s

of import valuations will be presented in the a p p e n d ix .

F .a . s .  va lua t ion  of imports w il l  be used in  a l l  ai i l y s e :~

in t h i s  t h e s is .  This is in consonance w i t h  t he’ pi ~u ’t  i c e

- cited in Department  of Commerce Report FT 1 ~ 1 ’ ceflU~- ’i l~ 73 ,

V . . ~
‘,‘ ‘;c 1 ’ : ?  ‘

~
;‘ P which states

S 
. . . the f . a • . data wi 11 1 ‘e’ p rev i ded I ~ i I i nci

j payments analysis as f r e igh t  and insurance  p a ym e i i t~~
I . ,  included in the c. I . t .  v alua t ion  o f t en  . icerue t o  t h e

b e n e f i t  of a th i rd c o un t r y  [51 :111

2 5 5
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A second major consideration in the pre~~ntation
S 

of dollar value data is the comparability between time

periods. Adjustments to raw data will be made with 1975 as

a base year as noted in the methodology discussion .

Import patterns. Table 3 presents a summary of U.S. general

imports , less petroleum imports, for the years 1970—1977.

This data has been computed from complete tabulations of

general import data shown in the Appendix. Crude petroleum

and refined products import data , displayed in the Appendix ,

were used to determine the values of U.S. general imports

(excluding petroleum) presented in Table 3 below .

S Table 3
S 

Summary of U.S. General Imports (Excluding Petroleum )
(Millions of 1975 Dollars)

5 1 Worldwide Imports Imports from OPEC Onl y

H Calendar Customs F.a.s. C.i.f. Customs F.a.s. C.1.f.
Year Value Value Value Value Value Value

1970 58,870 58,670 62 , 322 707 684 659
1971 64,920 64 ,441 68 ,656 821 763 764

1972 75 ,449 74 ,805 79 ,533 811 745 665
S 1973 80 ,546 79 ,803 84 , 726 1,106 1,108 879

1974 83 ,245 82 , 311 88, 729 897 872 1,033

1975 72 , 235 71,409 76 ,903 1,018 1,003 1,146

1976 86 ,088 84 ,959 91,229 1,963 1,941 2 , 141

1977 95,887 94,905 101,526 1,627 1,609 1,951

(36:86—91; 38:86—91 ; 39:86—91; 40:82—87; 41:92—94; 42:92—94;
43:86—88; 44:7; 45:7: 46:15; 47:14—15; 48:2—72; 49:2—62;

S 5 0 : 2 — 6 4 ;  51 :2—66 ;  52 :2— 126 ;  5 3 : 2 — 1 2 2 ;  54 :2 — 81 :  5 5 : 2 — 9 7 ;  56 ;
57; 58; 59; 60)
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S 

The actual data for each valuation method (customs ,

f.a.s., and c.i.f.) were not collected by the Bureau of the

Census until January 1974. Prior to that time only customs

S valuation data were collected. To provide a basis for

estimating f.a.s. and c.i.f. data for these years, the

Census Bureau statistically sampled these data before 1974.

S Factors were developed for both total imports as well as

each import commodity class (37:v; 38:v; 39:v). Using

these factors the authors calculated values for the missing
S 

data.

A peculiarity of the Bureau of the Census factors
S results in an apparent contradictory situation . Referring

to the “OPEC Only” section of Table 3, one observes that the

f.a.s. and c.i.f. values prior to 1974 are both lower than

the customs valuation. This might not be an unusual situa-

tion for the f.a.s. value, which is dependent on the varia-

bility of inland transportation charges involved in deliver-

ing goods to the port of exportation . However , c.i.f. valu-

ation must exceed the f.a.s. value by an amount equal to

the overseas transportation and insurance charges. This

generally is a significant amount as noted by th~ 1974—1977

figures in the “OPEC Only ” portion of Table 3. One explana-

tion of why this situation exists may be facilitated by

S observing the data in Table 4 which represents the Bureau

5

5 

5 

of the Census factors used to derive f.a.s. and c.i.f.

values from known customs valuations.

27
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S Table 4

F.a.s. and C.i.f. Derivation Factors

Total Imports Pet roleum Imports
S 

Calendar
Year F.a.a. C.i.f. F.a.a. C.i.f.

1970 0.998 1.062 1.011 1.103
1971 0.994 1.061 1.013 1.099
1972 0.993 1.059 1.010 1.113
1973 0.993* 1.059* 1.010* 1.113*

(37:v; 38:v; 39:v)

15 *Assumed to be the same as 1972. No Bureau of the
Census factor data available for 1973 and no actual data

5 

t recorded.

Note that the f.a.a. factors for total imports are

5
5 

consistently lower than similar factors for petroleum

S imports. This has the effect of inflating petroleum import

f.a.s. values with respect to total import f.a.s. values.

Thus, the difference between the two (as shown in Table 3)

might be expected to be lower than normal. The same situa-

tion exists with the c.i.f. factors. In this case, however,

the magnitude of average difference between the factors is

approximately three times greater. The resultant difference

displayed in Table 3 is thus reduced even more.

The nature of the factor data may distort somewhat
S the relative values during the period 1970—1971, but the

significant point of Table 3 remains quite clear. The OPEC

countries, in total , account for a very small proportion of

S general imports (less petroleum imports) into the United

28 
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States. During the eight year period covered , the maximum

combined OPEC exports to this country for any year were

only 2.4% of the total. This is not unusual because many

of the thirteen OPEC nations are underdeveloped and have a

minimal economic base. It does serve to accentuate the

importance of their one common major export commodity—oil-—

and the revenues that it produces. This will be more strik- 5

ingly demonstrated in following sections.

A second significant point illustrated by Table 3

5 5 is the comparative trends in the expansion of nonpetroleum

trade with the United States. Worldwide imports have

increased each year (in absolute value), with the exception

of 1975, to almost 1.6 times their 1970 level. On the
S other hand, OPEC nonpetroleum exports increased only very

slightly (about 7%) through 1972. Overall growth through

1977 was much more erratic than worldwide growth , declining

in 1974—75 before increasing by 1977 to about twice the 
S

original level. The general decline experienced in the

1974—75 time period is probably attributable to a lowered

level of economic activity associated with the “energy

crisis” of 1973—74.

Export coverage. The Bureau of the Census reports export

data based principally on Shipper ’s Export Declarations

filed on shipments leaving the United States (72:850).

Export statistics include both government and nongoverument

exports of domestic and foreign merchandise . The Bureau of

29



S 

T ___ - 

T ~!

S the Census in its publication Hi ghl i ghts of U.S. Exp ort and 5

Import Trade defines domestic merchandise to include:

S . . . commodities which are grown, produced , or
S manufactured in the United States, and commodities of

foreign origin which have been changed in the United
States from the form in which they were imported , or
which have been enhanced in value by further manufacture
in the United States.

It further defines foreign merchandise as:

commodities of foreign origin which have
- entered the United States as imports and which, at the
• time of exportation , are in substantially the same con-

dition as when imported (41:3].

The export statistics cover goods shipped from the
S 

U.S. Customs territory and the Virgin Islands. Data includes

economic assistance goods moving under the Foreign Assistance

Act and agricultural commodities under The Agricultural

Trade Development and Assistance Act of 1954, as amended

(PL 83-840) and related laws (41:3). Exclusions from the

statistics include commercial and arms sales, MAP Grant-

aid and excess defense articles shipments, and international

military education and training expenditures. Also excluded

are the less significant commodities discussed in the sec-

tion on imports coverage.

S Export valuation. Unlike import valuations which are

reported on three separate bases, the value of exports is

reported on but one basis. This is generally equivalent to

a free alongside ship (f.a.a.) value at the United States

port of exportation . Making up this value are the trans-
S 

action price, inland transportation , insurance , and any

30

-5 ~~~~~~~~~~~~~~~~ S — S ~~~~~ S~~~~~ S~~~ 5 ~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~



~ 
S— ---- 5— - - S S  _w  ~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~ ~~~~~~S

~~~~~~~~
_5 5 5  S—•.-S ~ __~_ 5 ~~~~5_ S * 5 ~5 .5 . -

other charges incurred in placing the goods alongside the

exporting carrier at the United States port. By definition ,

all costs beyond the U.S. port of exportation are excluded

in the f.a.s. valuation . To present these data on a con-

sistent and comparable basis, adjustments to the raw value

data will be made in a manner similar to that for import

S 
• data.

S 

Export patterns. Table 5 shows a summary of United States ’

general export~ less arms and arms related exports and

expenditures. Data are presented for the period calendar

year 1970—1977. Computation of the values in Table S was
S 

based on the complete tabulation of total U.S. exports data

in the Appendix. These total export values were reduced by

the values for arms and arms related exports and expendi-

tures to determine the net general exports values.

Balance of payments. A country ’s international transactions

are recorded in its annual balance of payments statement.

These transactions include the transfers of goods , servicos ,

grants , and financial assets and liabilities between a nation

and the rest of the world. Three major accounts make up the

balance of payment statement. They are (1) current trans-

actions , (2) capital transactions, and (3) official settle-

ment transactions . The flow of payments for each element of

these accounts usually results in either a surplus or a

deficit balance for a given account. The overall balance

S - 
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of payments statement will be maintained in equil~brium .

This balance is achieved by appropriate changes in the

settlement transactions to offset the net balance (either

positive or negative) of the current and capital accounts.

Whi~le each account obviously affects the other two, our

major interest w i l l  be in the current account. It is the

elements of this account which most directly relate to our

analysis of OPEC oil revenues and United Statos ’ arms sales.

Table 5

Summary of United States’ General Exports
(Less Arms Exports)

(Millions of 1975 Dollars)

Calendar Worldwide Exports OPEC ~is
Year Exports* to OPEC* of Wo r ldwide

1970 66,379 2.967 4.5

1971 65,564 3,261 5.0

1972 71 , 158 3,647 5.1

1973 90,854 4,241 4.7

1974 104,366 6.481 6.2

1975 104,326 9,454 9.1

1976 105,085 9,268 8.8

1977 102,230 9 ,101 8.9

(36:40—42; 38:44—46; 39:44—46; 40:44—46; 41:36—38; 42:40—42;
43:36—38 ,40—42; 74:4—30; 75:4—6)

* F a s  Valuation Basis

Current accounts. Most current transactions involve pur-

chases and sales of goods and services. Both pri’ .ite and

government actions are involved . Private sector elements

12
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of this account include exports, imports, travel and trans-

portation , investment income , and other services. The

difference between the value of exports and imports is

called the balance of trade. Elements of the government S

sector of the current account include such transactions as

foreign military sales, U.S. government grants , and remit-

tances, pensions, and other transfers. The value of all

theae transactions is the balance on current account. This

balance may be positive or negative. S

ç~~itai accounts. Among other elements, the capital account

includes long and short term private investment abroad and
S 

similar term government loans and credits overseas. Allo-

cations of new Special Drawing Rights (SDRs) to the United

States, unrecorded transactions called errors and omissions ,

and transfers of u.S. dollars from foreigners to their  cen-

tral banks complete the make-up of the capital account. The

net value of these transactions , or the balance on capital

account, may be positive or negative.

Official settlement accounts. Whether the net balance on

current and capital accounts is positive or negative , there

must be a way of settling the outstanding claims of one

nation against another. These claims are resolved by

of f ic ia l  settlement transactions, which are actions necessary

to balance all remaining v~laims after current and capital 
S

j 
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transactions have been completed . This balance is achieved

by an appropriate adjustment in international reserves and

S 
liabilities incurred. S

Balance of payments positions. Shown in, Table 6 are the S

end-of-year balance of payments positions for t’he OPEC 
S

countries and the United States. The data represent the net

value of the combined current and capital acc6unts and are

the claims which must be balanced by appropriate adjustments

in international reserves and liabilities . These statistics , 5

published by the International Monetary Fund (IMF), are

based principally on data reported by its member countries.

For comparative purposes, all values are reported by the IMP

in terms of Special Drawing Rights (SDR). These SDRs,.

S unconditional international reserve assets created by the

Fund , were converted to U.S. dollars at average annual rates

per SDR as specified by the Fund (l5:iv).

Because the balance of payments shows the net value

of the numerous elements which make it up, the individual

categories of transactions are masked in the final figure

presented . Table 7 gives a summary of U.S. and OPEC balance

of trade in goods and services. This more clearly shows the

area with which we are most concerned in our analysis of oil

revenue and arms sales. Presented is the net value of

imports minus exports. Both goods and services are included

because services often make up a significant portion of the

34
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Table 6

Summary of OPEC Balance of Payments Positions
With the United States

(Millions of 1975 Dollars)

1970 1971 1972 1973 1974 1975 1976

Ve~nezue 1a 147 755 295 796 4 , 760 2 , 388 —27 5
Ecuador 27 —18 109 118 122 —63 196

Iraq 11 152 250 873 2.123 N/A N/A
S Iran —374 585 686 86 7,814 107 N/A

Kuwait N/A N/A N/A N/A N/A N/A N/A

Saudi Arabia 149 1,322 1 ,743 2,146 19,888 8,505 3,828

Qatar N/A N/A  N/A  N/A N/A N/A  N /A

United Arab

~~irates N/A N~ A N/ A  N / A  N/A N A N/A

Indonesia 21 — 2 598 ~*-~7 765 -~~.‘6 N / A

Alger ia  —116 — 3 8 135 806 (~S .’ — L ’2
S Libya I , l ’9 1, -.-~’ 606 —1 , 391 1 , ’~1S — i ~~.qS 1 , 010

Nigeria —155 —~~~~O t.Q — 2 ~~5 ~~~~~~~ —181

Gabon 11 ~~-. 
—~~ 30 57 44

TOTAL OPEC 900 1 ,927 4,488 1 , h4t~ 12 ,6S1 8,050 6JS 23

(15)

(N/A — Not Ava ilabi.

S 
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Table 7 S

S Summary of OPEC Balance of Trade in Goods and
5 Services With the United States

( Mi l l i ons  of 1975 Dol la rs )

1970 1971 1972 1973 1974 1975 1976

Venezuela N/A 259 97 1,169 6 , 401 2 .385 1,636

Ecuador —206 —264 —125 —22 7 —208 — 3 5

Iraq 157 292 734 883 2,320 N/A N/A

Iran — 187 — 577 204 13, 437 4,726 4,861

Kuwait N/A N/A N/A N/A N/A N/A N/A

Saudi Arabia 531 1,813 2,567 3,369 22,291 14,462 14,865

S 
Qatar N/A N/A N/A N/A N/A N/A N/A

United Arab
Fa~irates N/A N/A N/A N/A N/A N/A N/A

Indonesia —596 —640 —521 —578 498 —935 N /A

Algeria —616 —670 —576 897 173 —1 , 718 N/A

Libya 1, 27 2 1,410 530 290 1,851 104 1, 516
S 

Niger ia  —683 —624 —433 49 4 ,538 139 -172

Cabon —11 29 —25 —58 104 — 82 N /A

TOTAL ~PEC —152 1,418 1,671 6,203 51,620 18,873 22 ,671

(15)

(N/A = Not Available)
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imports of less developed countr ies .  Inclusion of services

is also consistent wi th  the basis on which arms related
S sales data are presented .

United States’
Petroleum Imports

The importation of petroleum and petroleum related

products has risen to a position of ever greater economic
S 

prominence given the impetus of the Arab oil embargo of

1973—74 and the accompanying skyrocketing oil prices. For

the average American , the impact of these developments has

hit home where it hurts  the most—in the pocketbook . The

average retail price of a ’ zjallon of regular gasoline has

risen from 34.7~ in 1970 (25:117) to 62.3~ in 1977 (26:123).

On a national bas is , the economic impact was even more pro-

nounced and widespread as the cost of imported oil asst’med

a larger and larger proportion of the coun try ’s impor t

dollar. Table 8 ref lects  this trend .

During the eight year period under discussion , oil

imports grew from almost twelve cents of each import dollar

to 29 cents. Predictably , the largest single increase came

in 1974. Both oil import expenditures and total general

S import costs rose almos t continuously during this  period ; S

the 1975 general import f igure  w a s  the lone exception .

The values for general imports ref lec t  an increase in the

volume of merchandise imported . To a limited extent , this

is true of oil imports also . However , with oil , the real

37
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co~ I q rowth was ~ut~cd by a spoct acu I a r lc.ii i n I he unit

~~i I co of both crude and refined tort’ i qn pet .  i o leulli .

Table B

LI . 8.  Get er. a I t tnt Cr itd~’ ! Re I in’d Pc t ! ‘1 ~‘um 1 mpo r t  ~
(Mill i o t t ~; o f  l’)75 Do11ars—P.~t .~~. l la .~; i s )

Tot a I (~~‘nt’ i~.i I 1’ , !  01 ,‘t ,m P ’ t  t o  I ,-,irn ~u; .t

Iflh I)tlt t lm~oE ( ~‘ t  I~ ’t  : i l

1970 ( l , 4 4  7 ,ie l t ~ 11 . 1

19 71 70 ,058 8 . 44

I’) 12 81 , ~, 1()  J O . k~ I 1 1 .2

J t t l l  90,405 16 ,()74 1 7.8

L9/4 ItO , /91 30, 188 .‘7. 2

98 , 0 7 1  ~~~~~~ 2 7 . .’

1976 1 1 7,647 12 ,915 28 .0

I 14 , 660 9 , 082
S 

55 ~~~~_ 5_ S SSS5_S~ __ S SS55~~ S _  _ S_ _S S5 5 _S_ S5 ~~~~~~S 5_ — —— -— SS55 _~ _5_ _5__ 5 _ S S S S 
___ S__

(16:86—91; 38:86— 91; 19:86—91; 40:82—87; 41 :92—94; 4.’:’)2--~ 4;
41:86— 811 ; 44:7; 45:7; 46:l~~; 47 :14—l ’ ; 48:2—72; 49 :2—tb .’;

~0:2-~~4; 51:2— 66; 52:2—126 ; 5 3 : 2 — 1 2 2 ;  54:2—81 ; 5~~:2—87; ‘ ‘6 ;
‘~7; 5 8 ;  5 ’~~; 60)

S This d r a mat i c  price increase i ~ shown in T.~h le ~~~ .

I n  t he  period 1972—1977 , the quantity of pet r o l et i w  import

f lea 1 1  y doubled . At t he same t i me t he (It l at t’xpend it UT 0:;

l e t  t hese  commod it ics increased ,Tlme; ;t t t ’n t  o l d .  once ~qa in ,

the 1 arqes t s i nq I e i n c y t ’,u;e’ occui rt’d in 1974 . 5
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Table 9

U.S. Worldwide Imports of Crude/Refined Petroleum

Millions of Millions 1975 Dollars
Year 1975 Dollars* of Barrels per Barrel S

1970 7 , 4 36 1, 369 5. 4 3
1971 8,44 3 1 .484 5.69

I 

1972 10 , 763 1, 791 6.01
1973 16,074 2,424 6.63

1974 30,188 2,354 12 .82

1975 26 , 664 2 .316 11.51
1976 32,915 2.792 11.78

1977 39,083 3,306 11.82

S (48:2—62; 49:2— 62; 50:2—64; 51:2— 66; 52:2—126; 53:2—122;
54 :2—81; 55:2—87)

* F a s  Va luation Basis

Crude petroleum purchases. Department of Commerce statistics

for petroleum c lass i fy  thi s general  commod i ty in two bicad

categories. One is crude petroleum and the other is rt ’iined

products. Within the crude petroleum category a furtht ’ t

breakdown is made between crude o i l  and partly re f i n ed

petroleum for f u r t h e r  r e f i n in g . The d i s t i nct ion  b et w e en

S the two is one of degree of processing . P a r t l y  ii~~! itted

petroleum has undergone minima l process k ug and requirc~

additional refining prior to end—use. Crude oil , on the

other hand , has not been processed beyond set t l i n~1 to  remove

basic sediment and w a t e r .  Crude oil  r equ ir e s  f u l l  r et  i n i n q

39
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prior to end-use . By convention , crude oil and partly refin ed

petroleum for  f u r t h e r  r e f i n i n g  are considered as a s ing le

commodity “ crude pe t ro leum ” . This convention w i l l  he

observed throughout  t h i s  thesis .

Tables 10 and 11 present trend data on U n i t e d  8t~it :es
5 

imports of crude petroleum. The f i r s t  table shows OPEC

f i gu res and the second tabula tes  non-OPEC v a l u e s  - A ver y

interesting trend is noted in Table 11 showing non-OPEC data.

2 Crude petroleum from these sources increased in demand u n t i l

1973 and then decl ined to a point  in 1977 o n l y  ~ l ’oiit  20%

above the 1970 level.

In absolute terms, demand for OPEC crude petroleum ,

however, continued to increase steadily through the pet i.od.

In 1977 OPEC supplied 85% of the United States ’ req u i rement

for  fo re ign  crude petroleum . Figure 5 traces the develop-

ment of this supply trend . The non-OPEC crude petroleum

supply trend is, of course, the mirror image of ti-ic one

shown . All data reported in Tables 10 and 11 and Figure 5

were summarized from complete tabulations of crude petroleum

imports presented in Tables 30 through 41 in the Appendix .
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Table 10

United States ’ Imports  of OPEC Crude Pet roleum

Millions of Millions 1975 Dollars
Year 1975 Dollars* of Barrels per Barre l

1970 2,040 413 4.94

H 1971 2,647 548 4.83

1972 3,802 700 5.43

1973 6,254 1,008 6.20

1974 15,051 1,146 13.13

1975 16,183 1,426 11.35

1976 22,354 1,863 12.00

1977 27,839 2,346 11.87

(48:2—62; 49:2—62; 50:2—64; 51:2—66; 52:2—126; 53:2—122;
54:2—81; 55:2—87)

* F a s  Valuation Basis
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Table 11

U nited States ’ Imports of Non—OPEC Crude Petroleum

Millions of Millions 1975 Dollars
Year 1975 Dollars* of Barrels per Barrel

1970 1,984 325 6.10

1971 2,054 328 6.2b

1972 2,590 425 6.09

1973 3,811 568 6.71

1974 6,215 498 12.48

5 1975 4,933 415 11.89

1976 5,495 455 12 .08

1977 4,714 385 12.24

(48:2—62; 49:2—62; 50:2—64; 51:2—66; 52:2—126; 53:2— 122 ;
5 4 : 2 — 8 1 ;  5 5 :2 — 8 7 )

* F a s  Valuation Basis

42
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Figure 5

OPEC Crude Petroleum Supply Trend

(48:2—62; 49:2—62; 50:2—64; 51:2—66; 52:2—126; 53:2—122;
54:2—81; 55:2—87)

Refined petroleum purchases. This category of petroleum

include5 all the finished products of the various refining

processes. The major products are gasoline and motor fuels ,

S jet fuel , kerosene, and fuel oils. These are considered to

I be energy products because their potential energy is trans-

- 

S formed into kinetic energy to perform useful work. A

second class of refined petroleum is nonenergy products such

as naphtha , lubricating oils, greases, waxes , It it sch , and

S asphalt. These products are nonenerqy products because they

are not no rma l ly  subject  to energy form transformation.

Tables 12 and 13 present refined petroleum imports

from OPEC and non-OPEC producers respectively. The n a t ur a l

S 

form of most petroleum products is a l i quid  and the common 
S
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unit of measure is the 42 U . S .  gallon barre l .  Where petro-

leum products are semi-solid or solid , source data is

expressed in units of pounds or long tons. Conversion to

barrel equivalents was made in conformance with Department

of Commerce convention at the rate of 300 pounds per
S barrel  ( 4 7 : 6 ) .

S 

Table 12

United States ’ Imports of OPEC Refined Petroleum

Millions of Millions 1975 Dollars
Year 1975 Dollars* of Barrels per Barrel

1970 1, 368 261 5 . 2 4

1971 1,558 258 6.04
1972 1, 774 276 6.43
1973 1,933 309 6.26
1974 3, 199 282 11.34
1975 1,616 146 11.07

1976 1,890 190 9.94
1977 2 ,202 203 10.84

(48:2—62; 49:2—62; 50:2—64; 51:2—66; 52:2—126; 53:2— 122;
54:2—81; 55:2—87)

S 

* F a s  Valuation Basis
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Table 13 5

United States ’ Imports of Non-OPEC Refined Petroleum

S 
- Millions of Millions 1975 Dollars S

Year 1975 Dollars* of Barrels per Barrel

1970 2 ,045 370 5.53

1971 2 ,184 350 6.24

1972 2,597 390 6.66

1973 4 ,076 539 7.56
S 

1974 5,722 427 13.40

1975 3,931 328 11.98

1976 3,176 285 11.14

1977 4 ,327 372 1 1 .92

(48:2—62; 49:2—62; 50:2—64; 51:2—66; 52 :2—126; 53:2—122;
54:2—81; 55:2—87)

S * F a s  Valuation Basis
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. 5

Demand from both OPEC and non-OPEC sources increased

slowly, peaked in the year 1973, and declined . Demand for 
S

non-OPEC refined petroleum returned essentially to its 1970

S level. Requirements for OPEC products declined to a level

nearly 25% below the original level.

Figure 6 shows the trend of OPEC refined petroleum

supplied as a percent of the total U.S. foreign requirement.

Unlike the case of crude petroleum , which showed an increas-

ing trend , the refined petroleum trend is ~ssentialiy flat.
S 

The final year ’s percent supplied was 35.3 -
~~ opposed to an

initial year ’s value of 41.4 . All crude petroleum data

presented in Tables 12 and 13 and Figure 6 were extracted

from complete tabular data recorded in the Appendix.

Percent of Imported S

Refined Petroleum

100
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40

20

0
1970 1971 1972 1973 1974 1975 1976 1977

Figure 6

OPEC Refined Petroleum Supply Trend

(48:2—62; 49:2—62; 50:2—64; 51:2—66; 52:2—1 26; 53:2— 122;
54:2—81; 55:2—87)
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It appears that the representation of U.S.—OPEC

petroleum transfers will be one of increasing U.S. depend-

ency on OPEC resources. As the members of OPEC continue to

amass trade surpluses against the U.S., some method of

obtaining goods, services or claims from the U.S. must be

found . The relatively primitive economies of most OPEC

members have given rise to solutions to that problem of

S balancing international accounts that have not resembled

other U.S. experience since World War II. An example of one

S such solution—massive arms transfers—will be considered

in the next section of this thesis.

Arms Transfers

When considering the rate of arms transfers to

recipient nations and the impact of these sales on the

United States economy during an accounting period , a clear

distinction must he made between sales contracts and actual

deliveries. While the larger , more spectacular sales

announcements gather equally spectacular (23:37) headlines ,

S only the far smaller dollar amounts of arms actually com-

mitted to transportation channels enter the international

balance of payments statistics (71:842). The arbitrary use

of either arms transfer de iveries or arms transfer contracts

without explanation would militate against an accurate descrip-

tion of the effects such transfers would have upon the United

States economic system . Accordingly , each category has been

presented independently.
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Arms t rans fe r  contracts. Two types of contracts exis t .

The first , and by far the largest, category is represented

by Foreign Military Sales (FMS) which have been defined by

the International Security Assistance and Arms Export

Control Act of 1976 (as amended) in sections 21 , 22 , 23

and 24 as:

cash sales from stocks of the DoD; procure-
ment for cash sales by the DOD; DoD credit sales , and

S DoD guarantees covering the private financing of credit S
sales of defense articles and defense services [65:25-28].

A second smaller category is commercial sales which have

been defined by DoD manual 5105.38—M Military Aas ist .~zn~ c

~r nd Sa Z ~~s Manua l as a ‘ . . . sale made by U.S. industry
directly to a foreign buyer not administered by the DoD and

not involving credit under the provisions of the Arms Export
S 

Control Act [76:3].”

By virtue of these definitions , all sales of arms

resulting in reimbursement for arms transfers out of the

S U n i t  eS~~ States (except smuggling or covert government opera-

tions) will be included in one of these two categories.

Arms transfers as a result of grant aid , for which the
S 

United States receives no reimbursement , are similarly

excluded by this system of categorization since they cannot S

affect the balance of payments. A possible exception might

be “forgiven ’ FMS financing to Israel which will be discussed

in another section .

S Similarly, all administrative charges appended to

FMS sales contracts such as the standard 3% administrative
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surcharge , the 5% supply support surcharge or the optional

5% su rcharge for n o n s t a n d ar d  items w i l l  he inc luded ( 7 6 : 1 4 — 3 ) .

Such surcharges a r t ’ , in tact , compensation to the Uni ted

States government for services rendered to a foreign govern-

ment by the U.S. defense establishment.

Selecting only the dollar value of FMS cases

actually accepted by foreign governments and of U.S. con-

tracts managed by DOD , I t’t~ procedures are as portrayed in

Figure 7.

Billions of
Dollars

1970 1971 1972 1973 1974 1975 1976 197~
est. est.

Figure 7

Doll ar Value of Accepted DOD }-7’IS Cases
S (Billions of l97~ Dollars) (75:8)

S 

To support these transfers to foreign governments ,

5 the DOD administers a foreign m i l i t a r y  sales t rus t  fund  in to

which purchasers deposit funds (owned or borrowed) and from

which the DOD reimburses contractors or it s  o~-n divisions

49

~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~ S
5 5
~~~~~~~~ i~1ffIt~~T: .1T~T ±~~~ j i-~ - 

S



T1~ 
S 

_ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _

11

that have actually performed a service or provided a product .

This fund is empowered to borrow from the public and also to

invest funds being held in U.S . government debt. Recent

trust fund operations are summari2i’d below ;

Table 14

Foreign Military Sales Trust Fund
(Billions of 1975 Dollars)

Fiscal Year Expenditures Receipts Net

1976 6.3 6.9

197T 1.7 2.4 4 .7

1977 7.3 7.7 4 .4

1978 (est.) 7.4 7.4 —

( 8 4 : 3 5)

During this same period , the interest earned on foreign

mil itary credit sales deposits and investments was itself S

substa:-tt ia l:

5 Table 15

FMS Trust Fund Interest Accrued 
S

(Millions of 1975 Dollars)

Fiscal Year Realization

1976 120

197T 67

1.977 181

1978 (est.) 174

(82; 83; 84; 85)
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These funds , deposited by FMS recipients prior to delivery ,

are held by the DOD until the producer of the serv ice or

goods demands payment. By law , (84:206) these funds must be

invested in debt instruments issued by the U.S. government.

These funds are , in e f f e ct, lent to the U.S. free of interest.

Yet the “pro f i t s ” in ~976 represent $206 million that would

have been paid to private investors had the same amount been

S borrowed from them. The government would , su re ly ,  have

borrowed to support the public debt which has existed for

the entire history of the federal government. ’

The second category , commercial sales contracts ,

represents a smaller but more difficult to measure trend in

arms transfers. These sales contracts are private arrange-

ments between U.S. firms and lereign governments and ,

although subject to statistical and legal control by the

U.S. government, con stitute propr ietary informa tion for both

buyer and seller alike. The amounts of private contracts

appear in Figure 8.

‘The feder al governmen t has never closed it s books
without debt . . . it reached a record low of $38 ,000 in
1835 (6 8 : 7 1 1) .
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Mill ions of
Dollars

400

100

0 ____________________________________________ ________________________ ____________

1970 1971 1972 1973 1974 1975 1976 1977 1978
est. est .

Figure 8

Private Commercial Arms Transfer Contracts (75:14)

Table 16 portrays commercial arms sales agreements

in constant 1975 dollars for both OPEC and all non—OPEC

S recip ien ts.

Table 1

Commercial Sales Agreements
(Billions of 1975 Dollars)

Purchaser 1975 1976 197T 1977 1978 1979

OPEC 121 183 45 1c2 163 168

Non—OPEC 515 597 148 945 975 1 ,010

All 636 780 194 1,097 1,138 1 ,178

(73:22—23; 74:22—23)

Since many of these FMS and commercial con’ r~ ct5 s may

be “open-ended ” (76:87) and are subject to rencqoitation ,
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there is no guarantee the do1L~i amounts lot which contracts

exist will reflect actual deliveries of arms or services in
S 

future years. To the  con trar y ,  they w i l l  i’r~ahahl y not do

so.

Sime scale may be assigned to this fluctuation by

cont ras tlng  t he  annua l FM S t r u s t  f und contract authority

with annua l li quitLi t ions , as may t-’e seen in Table 17:

‘tabLe 17
S 

FMS F i n a n c i n g  ~-u p p o r t
( M i l l i o n s  of 197~ l’e i la r s)

1970 1971 1Q72 1971 l’-)/4 t ’ ) 7 ’~ i’) t ’  l ’) ,’’l

1’~’t a l  FMS
Ctmt tact

S 
Author it v • 1 ‘~ I I , 81 , (‘4 ’ -~ • 580 8, &‘2 1 8 . ~~I) ~~ • 

t) 
,

Liqu ida—
t i ~~~ I , 2t~8 1 .4 ‘~‘2 I , ~

‘)t
~ 1 , I 1,) 3 , ‘~ i i  4 • 41 ‘~ • 8.’? 2 • 18’)

Dt p ; t r tu re  — [17 1~ 1 1 , 04 ’) 1 . 4 ‘(1 S , 1)0 0 4 , 2 18 ‘ , L0(~ — 1 • 1$3

% Di-part tire — 10% 20t bt”~ 12~ ~~~~~~ 40) -. - 1 ..e%

(78:221; 79:2l’~; 80:184; 81:15 29;  9 2 :.~08; 81 :197; 84:2’~I 1

The De t ernst ’ ~ec or i t  ~ j t anet’ Adm :~t i t ra t  i on (DSAA)

one aI1en~’ y wh i cit i eha rqed w i th man .1’) ~‘mt ‘ ut  o t t l i t ’
S 

secur it y a s s i s t  an~~’ pt  ~‘oram.  I t  an n u a l  l v  t’~~~Ot t t o  t h e

U . S .  Congress tI e’~;ct i pt jV t ’ ~;t at ist i c s  o t  m i li t  aty ~t’od~
; arid

services t o  be t i . t t i S  It ’ ~ t e d  t o o t h er  n a t  i on~ by t he  Un i t ed

Statt~ (7~ : 1). Thts jtt ’n~;i o n , i 1  p t t ’S ’ f l t~~~1t ion  i d e nt  i f i e i i

dol lax v a l ue s  01 v a r  i o u~; c I •i sos o I a t  us t r~ans  I t ’ i s  i x I

5 )
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to DSAA by implementing agencies. The r ep or t  annu..i l l v  ce:z~

s i der s  programs for  coun t r i e s  r e por t i ng  actual values t o t

t he  pa st fiscal yea~~, es t in i at t ’&1 values for f l i t  ( 7 5 : 7 )  c t i r r t ’n t

5 year and the proposed programs for t h e  t o l  lowing  I i  sca t y e l l

Current year estimates are subject t o  the v a aar  ies of

S delivery schedules , transportation availabiliti es ~n.l the

S cond i t ions within t h e  recipient nations , wh i It’ tlit ’ te l l owing

S f i seal  year ’s es t ima te s  are subject  to t best ’ as well as the

actions of the United States government . Tables 18 , 10 , ted

10 represen t  the actual values of arms transi ‘:s t ’po : t  Oti t o

S Cong ross.  Shown a re  ac tua l  values  for 1970 through 197 7 •tzicl

S est  imated ‘~‘a I ues for 1978 and 1979. Those vol ties inc 1ii~!t S

cash and c red i t  foreign mu i t  arv sales .

S 

These may be contrasted with the ves t i q i a l . tl .S. gra n t—

S a id pre~i ram , Tab le 2 4  , which has dropped f i  om 4 5 t e e  i p i ent

(65:42) nations in 1965 to only eight in 1977.

These f i gores indicate that OPEC members have been ,

Sf 
w i  It ’ut 5 doubt , the largest source of U.S. arms  s a te s  in

i- t ’eent  years while Table 21 contrasts OPEL’ and non -~~I’I C

I o t t ’  gn m i l i t a r y  sales orders s ince 1950. The t i s ’ o t

forei gn m i l i t a r y  sales  orders i s  p e i h a p :;  t he  bes t  51 ugh’

gross  measure of t h e  impact  of arms tx ans lets on ii • S. mario—

t ae tu !  I i ’:  i n t e r est s  . Whi id it does su I t o  F the d i s ad v a nt  ,t q t ’s

o f  n ot  i dent  i f y ing the year of de l i  very  (hence yt ’ . t  1 ,irned

t o t  ho 1 on c e— e l  —payments  computa t i~~ u x )  and th , i  t Ot ~ lt ’ I S I 1 L , I V  be

‘‘4

I
’
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financed by U.S. grant-aid or loans to be repaid in future

years (with future balance-of—payments impact) it does

estimate the relative importance of the consumers of U.S.

arms production .

Table 21

Foreign Military Sales Orders
(Millions of Current Year Dollars)

1950—65 1966—70 1971-75 1976—78 1950—78
(78 est.) (78 est.)

To OPEC 2,309 836 15,082 24,194 42,410

Non—OPEC 6 , 205 5 ,082 14 , 524 13 , 746 39 , 557

West Europe 4 , 173 2 , 232 6 ,495* 3,695 16. 595

Israel 67 516 4,319 2,552 7,454

So. Azuer .,**
Mex., Canada 962 327 1,005 446 2,741

¶ Japan 136 120 199 ~64 820

World Total 8,514 5,908 29,606 37,940 81,968

(6:43-44; 74:19-21; 75:19-21)

*Includes a $2.1 billion commitment for the F-l6.
**Includes 2 OPEC members , Ecuador and Venezuela.

As was noted above, the abilit y of any individual or

agency to predict the quantity and delivery dates of U.S.

. .r m s  tra -tsfers is known with little precision . t;c-nerally ,

the larger the value of an agreed-upon arms transfet t5he

greater will be the time elapsi ng until deliveries take 
S

place . P~t the end of 1976, $32 , 278 , 000 , 000 (Table 2 2 )  of U . S .
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arms could be classified as “orders outstanding ” (6:.’.8)

whi ch is $28 ,463,000,000 worth if commercial sales licensed

by the Department of State are included and detlated to 1975

dollars . Table 23 is a Department of Defense estimate of

the delivery rates of this 1976 backlog .

S 
Table 23

Estimated Delivery Rates for 1976 Delivery Backorders
(Millions of 1975 Dollars)

1977 1978 1979 1980 1981 1’L 2 1983*

Est imated S

Dol lar
Amount 6 ,809 8, 323 5, 208 3, 237 1,990 1,491 1.4 5;’

Z o f
Backlog 24 ’~ 29% 18% 12% 7% 5%

( 6 : 3 2 )
S 

*Includes all residual remaining .

S A further breakout of anticipated deliveries by type

of product or service is revealing due to the fact that some S

arms transfers can be made more rapidly than others. The

ability of the U.S. to control or be controlled by arms

consuming nations is thus of variable sensitivity . TI’..

strength of the relationship is weakened by the close tin ” .’

sequencing of actual deliveries and payments.

Nonreimbursable transfers. While the level of re imbursed

sales in the FMS and commerc ial sales arena has grown , the

60
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levels of grant—aid , security supporting assistance and for-

given financing has generally declined. Two recent programs

that have countered this trend have been the Military Assis— S

tance Service Funded (MASF) program to aid Southeast Asian

countries from 1967 to 19/4 and the continuing program of S

waiving the repayment of roughly one-half of FMS credit

financing annually authorized (65:47) for the State of S

Israel. Table 24 depicts the magnitudes of various programs

which have had the effect of transferrino U . S .  arms to

foreign nations without repayment . This table does not

attempt to evalua te the impa ct of trans ferr ing obsolete and S

surplus items from the U .S .  to a foreign power even though

by some accounting procedures the values may be significant.

Even so, the gift of a surplus U.S. vessel (which has S

happened 3,900 times since 1950 (75:35)) or other item repre— S

S 

sents only the loss of salvage value to the U.S. government 
S

and does not directly impact the balance of payments or the

business of U.S. arms producers. In a secondary effect ,

recipient nations may have to purchase repair and maintc’-

S nance goods and service from U . S .  sources , but  these ( i f

they are purchases) become sales reflected in the balance
S 

of payments accounts and arms transfers controlled by the S

U.S. State Department . With the consistent balance of pay-

ments deficits accrued by the U.S. in recent years has come

the clamor (22:2) to reduce U.S. generosity to as f~ w S

instances as possible without doini irreparable damage to

____ __ 
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U.S. interests. Although the amount of f u n d i n g  appl ied  to

the nom ina l cateqory “Military ssistance Program ” has
S dropped as noted by F i g u re 9 wh ich  i s ~-i product  of L i b r a r y

S of Congress Research S’.-i vice and DS~ A research , the actua l

1~ amount of nonreimbursabit’ arms transfers is apparently far

larger . Table 24 identifies seven U.S. government programs

(including the MAP) which indicates that for fiscal year S

1979 , over 1. -i billion 1975 dollars worti of arms transfers

to foreign countries will be financ’.-d by what could be

termed “grant-aid” provided by the United States iovernment . 
S

S One must note that two nitions—South Vietnam and Israel—
S 

have been the recipients of much of these unreimbursed arms 
S

transfer programs . Pxcluding the qrants to just these two

nations would s u b s t a n t i a l ly  change the cha rac ter of th i s

table;  in f a c t , i t  would  near 1~’ resemble the  L ibra ry  of S

S Congress and DSAA p o r t r a i t  noted in Fiqur~- 9 referenced

above.

Impact of FMS on 
S

U.S. Prod ucers

The impact  of f o re i g n  m i l i tar y  sales • ‘ . c t i \ - i t y  and
S other t r a n s f e r s  has been almost t o t a l l y  f e l t  in the private

sector since publ ic  p r o d u c t i o n  of arms (with t he except ion

S of nuclear devices~ is rare. As shall be noted , by f , t i the S

largest impact has been , and will continue t o  he , Ol ’sOt  ~‘ed in

the Aerosp,ice Industry . “Aerospace ” will be understood to

6 .~
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Figure 9

U.S. Foreign Military Sales, Military Assist,~.;i”e ,
and Commercial Military Sales S

(30 :7; 74 :10 , 2 1 — 2 5 )
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descr ibe those f irms included in Depar tment of Commerce

industrial codes jn the 37XX series.

As was tioted before, the U.S. is the free world ’s

largest arms producer and exporter (14:81). While only the

S 
government of the U.S.S.R. knows the values of its arms

production and exports—and is not publishing them—observers

have estimated the U.S.S.R. to be producing and selling

slightly more or slightly less than the U.S. (14:60—85).

S Among actual commercial rivals , however , the U.S. transfers

f a r  more arms than either France or Great Britain. The

Arms Control and Disarmament Agency (ACDA ) estimated in 1976

that the importance of arms exports to the U.S. as a percent

of GNP was roughly double that  of either France or Br i t a in .

Table 25 summarizes the ACDA f ind ings .

Table 25

Value of Arms Exports as a Percent of GNP

Year U. S . France Great Bri tain

1972 .35% .25% .20%

1973 .38% .2”% .19%

1974 .29% .21% .24%

1975 . 3 2 %  . 18% .18%

( 3 0 : 6 7 )

Quit e na tura l ly ,  the larger GNP of the United States

as compared to France or Great Br itain leads to relatively

greater arms export totals for the U.S. as noted in Table 26.
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Aggregated Economic
Impact

Actual deliveries of fore ign mi l itary sales lag

somewhat behind agreements and appear as below in Table 26 .

S 
Table 26

Deliveries of FMS by Year
(Mill ions of 197 5 Dollars)

1970 1971 1972 1973 1974 1975 1976* 1977

To OPEC 29 5 340 415 459 868 1,311 2 , 3~’ 3,525

j To Non—
S OPEC 1,832 1,841 1,565 1,400 2,429 2,018 2,559 2,539

Total 2,127 2,181 1,980 1,859 3,297 3,328 4,948 6,064

- 
5 

(75:29)

*Includes FY 7T.

For the United States, the arms t r ans fe r  s ta t i s t ics

are , by recent custom , annually dominated by a few major

S 
agreeronts. Examples since 1973 would be:

Table 27

S 
Major Arms Transfer Agreements

Year Recipient Item/Value, Billions 
~~nual FMS Total

1973 Iran F—4 , F—5 , Helicopter 24
Package/l .4

1974 Iran Destroyers, F—14 20
Deal/2. 3

S 1975 Belgium , Norway, Consortium Buy of
Denmark , Holland 348 F—16’s!2.l
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Table 27 (cont inued )

Year Recipient Item/Value , Billions Annu~i1 FMS Total

1976 Saud I Ar abia Operate & Maintain 18
F—SE Fac ilities/1.6

197 7 Iran 7 E3A AWAC S/ l .2  9
1978 Israel , Egypt , F— IS , F—16 , F— 5 45*

Saudi Arabia Package/4.8

( 6 : 1 4 ;  6 3 : 2 8 )

*If acir eements  reach 10.7 billion dollars as antici-
pated ; 35% if sales reach $14 billion in 1978.

This market concentration has resulted in the aero-
S 

space industry ’s rank as a leading earner of export trade

revenues. As shown in Table 28, aerospace tr ade bala nces

have been relatively large in recent years.

Table 28

Aerospace Balance of Trade
(Millions of 1975 Dollars)

S Positj~ t’ Z Imports
Year Ex~ o~-t s Imperts Balance To Exports

1970 c , ~~ 488 4,906 0

S 

1971 6,448 S 7 2  5,~ 76 {5)

1972 5 ,57~ 810 ~~~~~~~~~~~ 15

1973 b , 6 7 1  l,~) 1~ 5.~~n i  I S

1974 7,151 814 (~,917 11

1975 7,7Q .~ ~4 7 7,o4~ 10

1976 7.500 ~Sl 6,Q-’4 0 7

1971 ~~~~~ 
‘
~~~ (.. I(° 10

( 2 : 1 0 9 )
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Viewing aerospace exports in the sense of military

arid civilian exports, the industry exhibits the statistics

shown in Table 29 which again is expor t commodi ties only .

Table 29

M i l i ta ry/Civ ilian Aerospace Expor ts
(Mil l ions  of 1975 Dol la rs)

Value Value % ~1 1 t ~~r~
5 

Year Civilian Exports Military Exports To Total

1970 3,423 1,386 26
1971 4,629 1,688 27

1972 4,297 1,223 72

1973 4,918 1,758 26

1974 5,760 1,990

1975 5,324 2,468 32

1976 5,629 2,071 28

S 
1k 17 7  4,547 2,280 33

(1:19; 2:111)

Foreign Policy

The sheer bulk of U.S. foreign policy pronouncements ,

resol utions , laws , statements and acts prevents the agolomer—

atiori of all such material that affects U.S. arms transfers ,

S 
energy usage and trade patterns. In this thesis , fore ign

policy implications will consider those instruments of for-

eign policy that are stated by United States qc’veinment

S 

officials and organizations . Other factors , to be sure , can

alter the energy , trade and arms affairs of the United States

S 
or any nation . Investigative reports (8:3) have demonstrated
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that their actions cart indeed change the arms transfer

policy of the U.S. The economically-inspired actions of U . S .

oil company pres idents  of u n i l a t e r a l l y  l owering the posted

prices paid for Persian-Gulf crude oil in 1961 (17) may be

viewed as a direct precursor of the OPEC ’s existence and ,

as such, a major factor in U.S. energy availability. To

this list of unofficial U.S . fo reign policy factors  could be

added the words and writings of influential government

officials which may well carry foreign policy implications

even if they do not appear in either the Federal Register

or the Cangr~s: ~ s ’f l S J 7 Re : ’erd. A recent example mi ght be the

“unofficial” o f f e r by Pres ident Carter  (20:16) of a Middle

East f ighter p lane sale that rapidly grew into o f f i c i a l

reality .

Essent ia l l y ,  the task of identifying all meaningful

U.S. foreign policy actions must be left to the future

histor ian, if , in fact, such a comple te identi f i ca tion can

be made . Research in the areas of oil , arms and gener al

commercial act iv ity could not, however , be attempted withou t

some consideration of how the United States represents her-

self to extranational commercial. partners. The problem of

selecting which foreign policy pronouncements to identify

with either a specific time per iod or specif ic trends in

weapons or oil activ it ies becomes h ighly subjective .
S 

The authors have selected in this treatment tabula—

tions of general trade poli cies, domes tic energy polic ies
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and arms t rans fe r  policies published in scholar ly  research

that meet three criteria : (1) that the policy in question

has been officially espoused by the U.S. government since

1970; (2) that it has been recognized by other researchers

as substantially responsible for conditions in one or more

of the three target areas; and (3) that , in our judgment ,

S had a significant impact on one or more of the three target

areas.

S Arms Transfer
S Policies

The official policy of the United States toward the

S 
extranational transfer of arms has been the subject of intense

and emotional argument throughout the h istory of the republ ic

(32:37) from the Washington administration to that of

President Carter . From 1970 to the present both the

f Executive and Congressional branches of government have been

active in stating United States policy with regards to arms

trans .ers.

The Nixon doctrine. This policy was first enunciated in

S late 1969 and further refined in 1970. In part , the doctrine

stated :

We shall furnish military and economic assistan ’e
when requested and as appropriate . But we shall look
to the nation directly threatened to assume the pri:niry
responsibility of providing the manpower 1 01  itt-
defense [64 :1].

This doctrine has been viewed as one encouraqln’-i the transfer

of a rms without encouri~;i:r; the commitment ot I’ . S. armed
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forces  which , perhaps , would have been unacceptable to a

Vietnam-weary population . The doctrine did not change any

aspect of U.S. law but did signal a change in the attitude

S 

~t the U.S. Executive branch toward foreign arms transfers.

The Interna tional Secur ity Assistance and Arms Expor t

Control Act of 1976 (PL 94-329). This sweeping amendment

to the Foreign Assistance Act of 1961, itself amended by the
S 

Foreign Military Sales Act of 1968 , great ly  changed the

S legislation that governs all  policy , regulations and pro-

S 

cedures concerning U.S. arms transfers (65:729—769). The

Act signaled the intent of Congress to take a more active

role in the control of foreign arms transfers as shown by

these selected provisions:

1. Section 101(a) (1) limited the U.S. Military

Assistance Program to eight recipient nat ions and specif ic

dollar limitations in Fiscal years 1976 and 1977 (65:729).

2. Section 101(a) (3) limited the number of recip-

ien t na t ions of all  forms of aid to 20 inclu ding the eight

S MAP recipients ( 6 5 : 7 2 9 ) .

3. Section 101 (a) (6) limited the Executive ’s

ability to transfer any “soph is ticated weapons such as

missile systems or jet aircraft . . . [65:730]” to any

lesser developed country . 
S

S 
4 .  Section 102 ( g) provided t h e  P res iden t  w i t h  a

$67.5 million emergency fund to use if reported to the

S Congress (65:730).
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5. Section 103 limited the value and conditions of

S deployment in foreign countries defen se article stockpiles

(65:730-731).

6. Section 104 terminated all Military Assistance

:~ and Adv isory Groups in for ei gn nations (which were involved

in arms transfer act ivi ties) and for bade use of defense
S attaches for similar purposes (65:731).

7. Section 105 terminated all Military Assistance

Programs not specifically authorized by the Congress (65:732).

8. Section 202 stated the p o i icy  of the fl~ ited

S States towards arms sales as :

“It shall be the policy of the Un ited States to
exert leadership in the world community to bring about
arrangements for reducing the internationa.! tr~~ e in
implements of war and to lessen the danger of cuti~reak
of regional conflict and the burdens of armaments.

S United States programs for or procedures gevI r n i n g  the
export , sale , and gran t of defense art icles an d ~iefense
services to foreign countries and international oreani- S

za tions shall  be administered in a manner whi ch ~~ ll
carry out this policy . 

S

It is the sense of the Congress that the President
shoul d seek to in itiate mul t i lateral discuss ions f or
the purpose of reaching agreements among the pr incipal
arms suppliers and arms purchasers and other countries
with respect to the control of the international trade
itt armaments. It is further the senre of Congress that
the President should work actively with all nations
to check and control the international sale and distri-

S bution of conventional weapons of death and destruction
and to encourage regional arms control arrangements.
In fur therance of this pol icy,  the President should
undertake a concerted effort to convene an intei national

S conference of major arms-supplying and ai-ms-purc basin55; S

nations which shall consider measures to u n i t  v o u v~~~~n —

tional arms transfers in the interest ot interra t-io~ a 1 S

peace and stability (65:7341. ”
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9. Section 202 (b) (2) required of the President an

annual  reporting of several facets of arms t r a n s f e r s  and

S activities to control them (65:735).

10. Section 204 required the President to no t i fy

the Congress 30 days in advance of his approval of any

foreign arms t rans fe r  ( 6 5 : 7 3 5) .

11. Section 205(e) mandated recovery of the adminis—

S t rat ive costs to the U.S. of any arms transfers made , and

authorized the President to enter into NATO s tandardiza t ion

agreements.

12. Section 209 and 216 required the President to

estima te a year in advance and repor t for the past year both

the size of and reasons for foreign mil ita ry sales (65:741,

7 4 6 ) .

13 . Section 211 requ ired the Pres iden t to subm it to

both Houses of Congress a quarterly report of the st atu of

arms transfers previously proposed , as well as any new pro-

posals. This section also restricts sales to values of less

than $25  m i l l i o n  unless  part of previously approved “
.

major defense equipment.” Section 211 provides for two

years ’ imprisonment and up to $100 , 000 in f ines  (or both)

for  a t tempt ing to avoid provisions of this act (65:745).

14. Section 214 mandated the recovery of all personnel

and administrative charges involved in carrying out the

functions of the act (65:746).
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15. Section 217 placed strict limits on the ability

of the Executive branch to t ransfer  obsolete weapons (except

as scrap) to foreign nat ions ( 6 5 : 7 4 7 ) .

16. Section 218 directed the Secretaries of State

and Defense to advise the Congress of the political c-onse-

qiaences of the Act on the areas of: (1) U.S. foreign

S
. 

policy ; (2) U.S. balance of payments; (3) trade with other

countries; (4) unemployment in the United States; and (5) DOD

weapons procurement.

International Security Assistance Act of 1977 (PL 95-92).

This Act fur ther  amended both the Fore ign Ass istance Act of

1.961 and the Arms Export Control Act of 1976. This con-

S 
tinued to increase the amount of supervision and control of

S the Congress over U. S. foreign arms transf ers. S

1. In Section 5 the Congress forbade the use of any

funds but. those specifically appropriated for the defense

assistance of any nation .

k 2. Section 6 reserved to the Congress the ability

to authorize foreign assignment of persons to support

S security assistance programs. Sub-section “g ” required al l

costs associated with such persons (reimbursed or not) be

paid out of security assistance funds.

3. Section 9(a) stated that “It is  ~he sen~ e of the

Congress that the security supporting assistance pro.~ram for

Egypt plays an important role in the Middle East pea ce

5 5 5 5 5 55. 5 5 5 ~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~ S 
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S e f f o r t . . .“ ~nd requires executive reports of actions to S
support Egypt . 

S

4. Section 11 forbade any security assistance or

sales to Argent ina .

5. Section 14 forbade the use of any funds appro—

priated by this act for nuclear power plants.

6. Section 16 reserves to Congress the power to

disapprove of third-coun try transfers of U.S. arms. This 
S

S 

section also institutes a 30-day delay between proposal and
S implementation of third country transfers unless an emer-

S 

gency exists.

Oil Import Pol icies

The U.S. government is involved in many aspects of

energy policy in addit ion to tha t  of impor ts. In broad

terms , they could be viewed as tax policies, import policies ,

federal land leasing polic ies , and pol icies with regard to

energy consumption and use (12:20). While  each of these

areas is of signi f icance , this thesis requires a characteri-

S zation of import policies alone.

Pre—1970 energy policies. Prior to the start of this decade

there seems to have been little official U.S. concern for

petroleum and petroleum product imports. In 1957 , Congress

had instituted mandatory limits on oil imports limiting them

to 9 percent (12:20) . The quota had been raised to 12.2%

by 1962 and was often liberalized by exempting f irms (and S
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some exporting nations) from control (12:20—21) ~ea b inq a

lj r . i it  or  13% of U.S. production by April 1972. Paul W.

McAvoy has i d e n t i fi ed  the “ coupon ” sys tem used to cent ur’

impor t s  through th is  t ime ( 1 9 : 2 8 )  w it h  si~;n i f i c an t  econoiu:c

benefits to small firms engaged in importation and reIi:r~n ;.

Pres iden t i a l  estab l i shment  of the Energy Pol icy O f f i c e  (El lO ) .

With the establishment of the EPO came regulatory po l i cies

and conservation programs for ill phases of enerey produc-

tion . The EPO was, in some ways, (19:9) a rival of the

Department of the Interior ’s Office of Petroleum Association

(OPA). Faced with the OAPEC embargo , both were absorbed by

the Federal Energy Office (FEO) by President Nixon ’s execu-

tive order of 4 December 1973. The FEO was created as a

response to Public Law 93—159 (l973~ which called for

eme r~aency petroleum alloca tion .

The ~eJoral Energy_ Administration (FEA ). Faced with senti-

menf to both decontrol petroleum supplies and decrease U.S.

sensitivity to further supply interruptions at  the c on c l u s ion

S of the OAPEC embargo, Congress enacted PL 93-275 (1973)

establishing the FEA. Al though the PEA made no substantial

changes in energy regulation (19:11), it did , tor the first

Irme , bring all federal energy policy under u t i c  a~;en~~i . The S

t ’t ~~~~ adminis tered progressively more cu r t l y  t a r i l t s  en

imported oil from 1973 to 1975 (12:20) but t he se  iave  not , 
S

- - S~~~~S S~~~~S~~~:~~~~~



in the opinion of a federal advisory committee (19:157),

reduced U . S .  imports by any substantial  amount.

The National Environmental Policy Act (NEPA ). This act

included two significant amending acts—The Clean Air Act

and the Federal Water Pollution Control Act—all of which

became public law in 1970 (20:5). Both acts discouraged the

use of coal thus increasing the dependence on oil and gas.

Simultaneously,  these acts fostered the growth of a new

industry—itself a major energy user—pollution control .

S Proposed legislation. Substantive legislation proposed by

President Carter has been before the Congress for over one

year and has not yet been approved (34:iii).

General Trade Policies

U.S. national policy toward international trade has

been characterized as ambivalent throughout much of the

20th century . William P. Deibold noted that:

In the middle of the twentieth century the govern-
ment of the United States had a clear view of the world
economy it would like to see created . . . . As the

S last quarter of the century approached , cla rity was
lost [10:1].

S 

Major international economic trade policies meeting our

criteria are :

1. The 1973 call by Secretary of State Kissinger for

a new “Atlant ic Charter to link economic , political and secu—

rity interests of Atlantic nations 118:27].” Japan was to be

included if her unique secur ity interests could be included .
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2 . The Trade Act of 1974 gave congressiona l approval

to the U.S. participation in the General Agreement on

S Ta ri f f s  and Trade (GATT).

3. Numerous congressional acts (18:28) passed

during the 1973—1975 world economic crisis that essentially

pledged all major trad ing nations . . . from taki ng

unilateral trade actions for balance-of-payments reasons

.
“ These acts eventua l ly  became draf ts for OECD and

IMF resolution concurrences appropriately watered down to

preserve U.S. sovereignty.

4. The 15 August 1971 execu tive emer gency program
S froze U.S. wages, prices and rents. In many areas , this

action was known as the “Connally shock ” (18:31) since it

imposed a 10 percent surcharge on all imports and suspended

the gold convertability of the U.S. dollars.

5. U.S. participation in the Conference on Inter-

national Economic Cooperation in November 1975. This con—

ference firmly established U.S. recognition (18:44) of the

5

’ 

growing economic interdependence among all nations of the

worl d .
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Chapter 4

THE ANALYSIS OF OIL REVENUE AND
ARM S SALES

ft

Introduction

S In this chapter we will analyze the various factors

S which affect trade between the United States and the OPEC

nations. This analysis will include international economic

and policy issues which may act singly or in combina tion to

influence the actions of these trading partners. We will

f irst consider those elements which have affected trade

patterns between the United States and the OPEC countries.

Next we will address the issue of incentives and penalties

associated with the sales of U.S. weapons to the thirteen

OPEC countries. Finally, we wil l  assess the ef f e c t  that the

relationship between arms sales and oil revenuos has had on

United States security and foreign policy .

The Elements of

N Change

The Nixon doctrine. With the establishment of the Nixon

doctrine in 197 0 ( 28 ) ,  the United States advertised its desire

to arm its all ies bu t withhold Ameri can milita ry personne l

except in the most extreme cases. Although most observers

have ci ted the spectacular increases in OPEC arms pur chases
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from the U.S. in 1974—75, the dominance of these sales by

OPEC members appears to be rooted in 1971 shortly after this

act was announced. As Figure 10 shows, the OPEC share of

U.S. arms transfers rose to 1/3 of the total in the 1971—72

time period.

From 6% of all U.S. foreign military sales agree-

ments in 1970, OPEC members ’ shares rose to 27% in 1971 and

29% in 1972. In short, OPEC members were ordering relatively

sophisticated and expensive U.S. arms in 1971 and 1972 for

delivery and payment some 2—3 years later at about the time

of the OAPEC/OPEC embargo and price increases. The per-

centage of agreements with and deliveries to OPEC nations

presented in Figure 10 would be even higher except for

foreign military credit sales to Israel. These Israeli

credit sales, half of the costs of which are to be for-

given, are shown in Table 24, Chapter 3.

Dominance of arms transfers to OPEC. With reference to

Figure 10, OPEC members’ orders for U.S. arms reached 50%

of the U.S. total in 1973 (the year of the OAPEC embargo),

dropped slightly, and have risen since 1975. Viewed in

constant 1975 dollars in Figure 11, actual deliveries of

arms to OPEC members began a dramatic rise in 1973 as

delivery of previously ordered items began. The rise in

deliveries has continued to the present as the limits

inherent to manufacturing processes and production schedul-

ing have smoothed the 1974—75 j ump in OPEC agreements.

80
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OPEC Share of U.S. Arms Transfers
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Figure 11

OPEC Consumer and Capital Imports and —

Arms Imports from the U.S.
- 

“ 1 (36:40-42; 38:44-46; 39:44-46; 40:44-46; 4l:36-~ 8; 42:40-42;
43:36—38 ,40—42 ; 75:4— 9)
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Consumer goods delivered to OPEC , on the other hand , began

to fall in 1975 and have continued to do so, possibly as

th. limited infrastructures and populations of OPEC members

can no long.r absorb the goods industrialised nations have

to offer in return for OPEC oil.

United States’ use of OPEC oil. OPEC members have , since

4 1971, consistently had balance of payments surpluses with

the United States (Figure 6). The values of goods and

services involved, less capital accounts (Figure 7), clearly

show the effects of the 1973—74 rise in the price of OPEC

crude oil combined with increasing United States’ use of

OPEC oil. Another reason for the growth of the OPEC

balance of trade surpluses may be the increasing consumption

of OPEC crude oil compared to nofl-OPEC oil. In 1976, for

example, the OPEC nations had a 22.7 billion dollar trade

surplus with U.S. of which 17.1 billion dollars was returned

to the U.S. in the form of capital accounts (short and long

term government and private investment). The remaining 5.6

billion dollars was returned in official settlement account

changes of international reserves and liabilities.

Although the increased pric, the United States has

paid for crude oil and for refined products from OPEC

sources has been considerably above estimated production

costs, the price increase does not appear to have been as

severe as some observers have indicated . Figure 12 shows

I_ _ _ _ _ _ _ _ _ _  
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the average price paid by the U.S. per barrel of total crude

and refined petroleum. Both constant 1975 dollar prices as

well as the current year dollar prices have been presented.

During the period 1970 to late 1973 the constant dollar

price ranged narrowly from about $5.50 to $6.50. At that

point , the competitive pressures for scarce OAPEC-embargoed

* oil, followed quickly by OPEC—dictated price increases, led

to a doubling of costs to nearly $12.50 per barrel. Thus,

4 the actual effect of the OPEC/OAPEC actions ~as to double,

not “increase fourfold” (34:2), as was widely reported, the

price paid by the U.S. for imported oil. As Figure 12 shows,

if inflation is accounted for, the average price paid for

- : imported petroleum resources could be described as doubling

once in the winter of 1973—74. Prices remained essentially

stable thereafter as increasing oil prices and inflation in

the price of U.S. goods traded for that oil matched each

other. This does not mean that the OPEC price increases

were without economic effect—they most certainly were. It

does, however, seem to indicate a remarkable stability in

the real price of petroleum imports experienced before and

since the 1973—1974 OPEC actions.

In Figure 13, again in 197 5 dollars , the relative

importance of OPEC versus non-OPEC sources of U.S. petroleum

imports is apparent. OPEC claims against the U.S. have

clearly exceeded non—OPEC sources’ claims. A major facet

of this has been the abundance of oil in OPEC nations and
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the increasing desires of non-OPEC exporters such as Canada

and the USSR to restrict exports in order to extend the time

per iods during which they will be se l f-suff ic ient .  In

Figure 14, we have portrayed both agreements and deliveries

of U . S .  arms to OPEC members and their ability to balance

the revenues OPEC oil sales have earned from the U.S. It
- would appear that actual deliveries of arms to OPEC members

have never constituted more than 10 to 15% of earned oil

revenues and generally have constituted much less than 10%

in most years since 1970. While agreements have amounted to

as much as 50%—in 1973—of OPEC oil earnings from the U.S.,

they represent only a future stream of goods and services

flowing toward OPEC members and do not affect the current

year ’s balance of trade.

All U.S. trade and apns transfers. The importance to the

U.S. of arms transfers has grown. However , Figure 15 shows

that, since 1970, arms transfers have not represented more

than 6% of the value of all U.S. export exchange. Both total

expr rts and exports less arms deliveries maintained a

remarkable stability before 1972 and after 1974; positive

growth was shown by both categories during the embargo and

cartel pricing in the winters of 1973—74.

While the growth in U.S. arms shipments to OPEC

members has accelerated , as shown in Figure 11, non-arms

exports to OPEC members by the United States seem to have

reached a relative peak in 1975 and have begun to decline.
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With the known delay in delivering weapons after consumma-

t ion of .i sales agreement (Table 22), and continuing growth

in arms sales agreements (Figure 10) there may be imputed

rising values of arms deliveries in the OPEC market through

1980.

The Price Rise in
Perspective

The patterns that we have observed in the oil and

• arms transfer patterns between the U.S. and OPEC ha’~~, in

our opinion , not been accurately reflected in much c’f what:

has been said about them. Viewed in constant dollar terms ,

• OPEC members have essentially raised the price of crude oil

only once , doubling the price in the spring of 1974. Prior

to and subsequent to this price rise , changes in the price

of oil seem to have been balanced by the price changes in

U.S. goods and services traded for OPEC oil. The value of

arms transfers has been shown to be a relatively small pro-

portion of all U.S. export trade (8%) and a larger f rac t ion

(10—15%) of export trade to OPEC members. It may also be

argued the U.S. arms transfers to other nations—particularly

to OPEC members—have some effects  in terms c’f essential ly

nonquantifiable things such as security , po~..-~’r , prestige ~r

morality . Next , however , we shall address several factors

of arms transfers which can be defined .
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Incentives and Penalties
of the Oil and Arms
Trade

The oil and arms trade between the U.S. and OPEC

serves purposes beyond those of supplying energy to the U.S.

and weapons to OPEC members. As in any international trade ,

there must be a balance struck between the physical commodity

transfers, financial transactions and currency valuations

of the trading partners involved . In this section we will

describe some effects of international trade between the

United States and OPEC nations which occur because of arm s

trans fers.

Interest-f ree borrowing . Foreign nations depositing man-

dated(76) advances in the foreign military sales trust fund

are effectively loaning money , on which no interest is paid

them , to the United States government. This has added from

$200 to $500 million (76:87) in annual budget authority to

the United States. Conversely, the FMS customers involved

must consider these additions to the U.S. budget as oppor-

tunity costs of doing business with this country .

Lower production costs. Research by the Congressional

Budget Office (5) has established that additional quantities

of any given weapon decrease the unit cost, lengthen the

time over which goods may be produced , more widely distribute

fixed costs to be amortized , and improve the learning curve

effect where it is operant. The Congressional Budget Office
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(5:12) has estimated that an $8 billion FMS program would

generate about. $560 of savings (7%) related to these factors.

Thus, if $14 billion of FMS are actually accumulated in

1978 by the United States some $980 million in savings may

be imputed to the U.S. military services who procure the

same systems from the same manufacturers.

~~pproductive transfers . Buyers of arms—as opposed to

co-producers or copiers—do not purchase the productive

• capacity or legal rights to compete with U.S. producers for

further sales. Arms transfers tend to be technologically

sophisticated and thus expensive to foreign buyers (33:107).

Additionally, the costs of maintenance and spares must , in

large part , be satisfied by American resources. This brings

more arms transfer business to United States firms . Notable

in this respect are sales to Iran and Saud i Arabia , two

countries which do not appear (11:91) to have the ability to

perform significant amounts of even routine maintenance on

sophisticated military goods they have purchased .

Another element of the sale of arms is the obvious

fact that their intended use results in their own rapid

destruction . An example might be the State of Israel which

has been almost exclusively armed (14:102) and supported by

the United States. In the four years preceding the i~ 73

Yom Kippur War she received at least $1,549,934 (1975 dollars)

in FMS deliveries and military aid (75:4,13) . Yet , pressed

by the war , Israel was granted $2 ,973,000,000 (1975 dollars)
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by The Emergency Security Assistance Act of December 23 ,

1973 (PL 93- 199) which was termed only su f f i c ien t  to replace

what had been destroyed . A war, aside from human loss and

suftt’ring , requires massive logistical support. War by or

against a U.S. arms client state will most probably result

in demands on U.S. industry and on DOD logistics stocks.

Congress (65:211) does, however , forbid the sale of U.S.

made defense articles or services for any but defensive

purposes.

As some authorities have noted , the actual effects

of foreign military s~.les are masked by time lags between

order, production and delivery (62:7). This has made esti-

mation of the impact of foreign military sales on the U.S.

economy difficult. However , if one selects aerospace

manufacturers ’ data as representative of the foreign military

sales contribution to the U.S. economy some idea of impact

may be gained.

• E f fec t s  on aerospace industries. While the effect of arms

sales on the total U.S. economy has been significant , the

- ‘ effects of arms transfers on the aerospace industry has

been phenomenal. In aircraft sales alone aerospace producers

account for about 34% (2:17) of United States ’ military sales

abroad. In 1977 alone, 116,600 production workers earned

1.8 billion dollars (2:126—127) and 136 ,700 management and

admini ’~trative workers earned another 2.1 billion dollars.
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This would total an estimated $3.9 billion contribution to

H the U.S. economy . Of that total, roughly 1j~ , o~ $1.3 bil-

- • l ion , could be (2:11 ,20) credited to FMS. let in spite of

this economic contribution , the absolute number of aircraft

production employees has dropped steadily since 1974 from

532 ,000 to 478,700. That reduction , it may be no t ed , has

occurred during a period of steady or increasing domestic

civil and military contracts (2:36 ,31) and a similar situa-

tion in foreign markets (2:115 ,113). Some authors , such as

Morse, have est ima ted recent U.S. employment in support of

FMS to be as high as 870,000 people which would represent

about 1% of the labor force (72:342) in any year from 1970

to the present.

Aerospace industries have entered on major new

projoct~ to support aircraft operations and perform related

services i n  nations—such as Iran and Saudi Arabia—wh ich do

not have the industrial base to do so themselves. The

( f l ~1rCS ~ has been eager to recover all possible colts to

the U.S. resulting from Foreign Military Sales , as has been

stated , and also to move FMS defense services to civilian

firms . The International Security Assistance and Arms

Export Control Act of 1976 stated :

The President shall , to the maximum e~~t~~’:it possible
and consistent with the purposes of this A. - ~-

, use
civilian contract personnel In any forci~ . ~-o u’~ ry t c ’

perform defense services sold under this •\ct 165:401.

The Aerospace Industries Association (MA) has eat i-

mated that (2:11) the proportion of nonserospace sa les by the
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aerospace industry have risen from 11% in 1970 to 19% in

1977. In 1975 constant dollar terms this equates to -
•

$4, 122 ,000 , 000 in 1910 and $5,302 , 000 , 000 in 1977. This

defines a case in which national policy has encouraged

• foreign military sales support of weapons systems previously

sold to technologically unsophisticated client states. As

a commodity export group (2:106), aerospace industry exports

of goods and services have constituted the second largest

single item contributing to a favorable U. S .  trade balance

with other nations. These sales are a positive factor in

terms of United States ’ internal revenues generation also.

They increase excise tax revenues as well as corporate and

personal income tax receipts. In at least one case—that of

Grumman Aircraft—some observers have credited FMS with

preserving the existence of a major U.S. producer which

receives some 90% of its business (9:19) from U.S. govern-

ment contracts in support of the DOD and FMS.

Balance of trade. The position of the oil and arms trade

in the economic relationships between the U.S. and other

nations of the world has been portrayed in several figures

in this chapter. As noted in Figure 16, the impressive size

of arms agreements pales when compared to actual deliver ies

of arms . The balance of trade (and thus the balance of

payments) is affected by actual deliveries of arms , not arms

sales agreements. Even in the years of large arms transfers
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less than 8% of all U.S. export revenue was earned from

those sales . In Figure 16 . we noted that OPEC nations

consumed 13% of all U.S .  exports in 1977. This total is

perhaps disproportionate to the small populations involved ,

but it is a vital part of balancing oil revenues earned by

OPEC from the United States. Figure 10 shows that, since

1974, a significant part of total U.S. arms transfers has

gone to OPEC members, principally Iran and Saudi Arabia.

• Thus, arms transfers constitute 40% of all U.~3. exports to

OPEC but only 8% of all U.S. exports worldwide. Arms trans-

fers constitute a minor factor in returning to the United

States dollars paid to import goods and services from all

other nations; but , arms transfers constitute a major part

of this same process between the U.S. and OPEC members.

U.S. Security and
Foreign Policy
Implications

The rising tide of oil imports and arms sales by the

U.S. has colored the foreign policy of this country. It

has simultaneously affected the security and defense

- ‘ interests of the U.S. in several ways.

President Carter ’s 1977 arms transfer policy . As both a -

•

response to pledges made as a candidate and to the startling

rise in the consummation of arms agreements, President Carter

acted in May of 1977. Calling arms sales “ . . . an excep-
tional instrument of foreign policy . . . [6:3),” President
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Car ter imposed a desired ceiling on arms sales (6:5 1) as well

as hint ing at the possibility of a far more serious immediate

40% reduction. The imposition of controls upon commerce

that had , for six years, seen uninhibited arms transfers

ended the Nixon doctrine ’s unilateral importance in such

af fairs. An extension may be the impact of the Carter

message on the ability of the United States to strengthen

its own defenses by arming its client states . From the

announcement of the Nixon doctrine , the United States passed

part of the burden of defending itself to buyers of sophis-

ticated and expensive U.S. arms. It would appear that OPEC

buyers may have protected themselves from the costs of

those purchases by passing those costs back to the U.S. in

the form of higher prices for a commodity they have in

abundance and for which other nations have an extreme need— -
•

oil.

The International Security Assistance and Arms Export Control

k Act of 1976. This important initiative by the U.S. Congress

declared the intent of the legislative branch to assume more

control over all types of U.S. arms transfers. The act also

declares an interest in limiting or reducing the absolute

level of FMS and nonreimbursable arms transfers. The numer—

ous provisions of this act, previously noted in Chapter 3,

made sweeping changes to many aspects of United States arms

transfer policies and operations. The act has been , along

with President Carter ’s May 1977 policy statement, criticized
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as ineffective in halting U.S. arms transfers, although

- ; 
Figure 14 does seem to indicate a recent lack of growth in

U.S. arms sales in real dollar terms. The constant dollar

price of oil sold by OPEC (Figure 12) to support large arms

purchases and other items does not show a similar real

dollar decrease. The burden of supporting friendly OPEC

nations with arms by paying more for OPEC oil does not seem

diminished even by U.S .-imposed arms export restrictions .

Energy import policies. As noted in Chapter 3, there has

been a lack of cohesive and substantive response by the U.S.

government to rising imported energy costs. As indicated

in Figure 13, the absolute volume m d  cost of U.S. imported

oil shows no sign of lessening or even of slowing in rate

of growth. Except for the creation of a central agency, the

Department of Energy , little has changed with regard to oil

import policy since 1970.

Summary

In reviewing the statistics of U .S .  production ,

import/export trade , international finance and public policy ,

we believe that Rarkavy ’s postulated oil and arms relation-

ship is , in some ways , unwarranted . Viewed in constant

dollar terms , OPEC hegemony of U.S. foreign military sales

began in 1971, not after the 1974 cartel pricing action of

crude oil. The trend was perhaps encouraged and strengthened

by huge “petrodollar ” surpluses accrued by OPEC members in
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1974, particularly Iran and Saudi Arabia although Kuwait,

Venezuela and Nigeria seem to display similar patterns.

U.S. foreign military sales are, in constant dollar terms,

a relatively small proportion of total U.S .  exports to all

countries remaining relatively Constant before and after an

upward adjustment occurring at the time of 1974 OPEC carte l

pricing . Foreign military sales are , however , a major share

of U.S. export trade to OPEC nations.

We have observed that OPEC crude oil prices have ,

when in f la t ion  is discounted , been doubled just  once 1973—

74. Prices of U.S. products have thus remained at roughly

equivalent prices as imported crude oil prices. We have

also observed that the revenues due to OPEC members because

of predictable U.S. dependency upon foreign oil increased

substantial ly due to our rising demand and the previously

noted doubling of crude oil prices. The timing of the

crediting of those revenues to OPEC accounts was most for-

tuitous as l973— 74 marked the start of deliveries of FMS

arms ordered from 1971 forward. It has been shown that

OPEC members have dominated United States ’ FMS since 1971.

For most OPEC members these arms sales constitute the

• single largest category of goods and services imported from

the United States, representing the passage of U. ~~~. defense

costs from our own defense establishment (supported b~

taxes) to those establishments of OPEC client states (sup-

ported by petrodollar earnings).
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Chapter 5

CONCLUSIONS AND RECOMMENDATIONS

Commentary

Robert N. Harkavy ’s comment (14:230) that “ .

there has been l i t t le focused analysis .“ on whether

Middle Eastern oil profits have engendered new American arms

sales appears to be about as true now as when it was pub-

lished in 1974. Although we have found the trends and

patterns of U.S. oil importation and U.S. arms sales to be

unlike (in real dollar terms) what they are frequently por-

trayed to be, several important facets of these trade f lows

seem to render complete measurement and observation very

difficult.

In the case of petroleum and petroleum product

importation, we have noted that a significant amount of

total U.S. supplies originates from questionable sources.

The U.S. Territory of the Virgin Islands, for example,

provides the U.S. with over 800,000 barrels/day (61:27) of

crude petroleum and refined products or about 8% of U.S.

daily average requirement. Department of Commerce Report

IA 236V, for 1975, U. S .  I mp o r t s  f o r  C on s u mp t io n  a n d Gensra l

• Impor t s  in to  the Virgin  I s l a n d s  f r o m  F o r e ign  C o un t r i e s ,

includes 1,532,000 barrels of crude oil from Trinidad , a
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small island without a single oil well. In 1977, the

report lists 10,832,000 barrels from Angola , a nation with

which the U.S. has no official contact. At one time or

another since 1970, report IA 236V cites the following

nations in addition to OPEC members as sources for more

than 500,000 barrels of crude oil or petroleum products :

Trinidad ; Tobago; the Netherland Antilles; Italy; West

Germany ; Colombia; Brazil; the USSR; Angola; “unidentified ”

(26,000,000 barrels in 1973); the Congo; and Zaire . Depart-

ment of Commerce Report FT-135, U.S. Genera l Imp orts f~ r

1976 (54:241) shows 49.2 million barrels of crude oil from

Venezuela , a known large producer, and 44.1 million barrels

from Trinidad , a nonproducer. Many more similar examples

could be cited .

There is, in short, a frequent inability of

researchers to identify the origin of a significant amount

of United States petroleum imports. The true volume and

cost of oil imported from OPEC sources may have been masked.

Similarly the importance or insignificance of non-OPEC

sources is also obscured. The net production of most nations

is well—known , but since oil has not often been bar tered for

other commodities, it is sold and resold for financial

instruments. Identifying the labyrinthian flows of profit

and loss from this commerce would be a truly herculean task ,

which does not appear to have yet been completely accomplished .
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Although a similar third country transfer problem

does not seem to exist with respect to U.S .  arms , some

barriers to quantification of their impact exist. A signif i-

cant problem exists in the relatively long lead times
- - - required to deliver arms for which contracts have been

obtained. As was noted in Chapter 3, the bulk of most arms

transfers occurs in from two to four years a f t e r  agreement
p.

and may extend to eight years or beyond. That much time is

sufficient to modify the conditions of the sa’e, redirect

the foreign policies of either nation or abrogate the

agreement as well as existing political relationships.

At best, the political goals and objectives of U.S.

arms client states will be a matter of intuition and circum-

stantial conjecture . The innermost thoughts and beliefs of

states ~nd statesmen are often obscured for reasons of

national interests or survival. Additionally , as complete

and available as the data are , United States reports of oil

imports and arms transfers are only a fraction of the world

traffic in either commodity . Despite these difficulties ,

a number of conclusions may be drawn from and supported by

the facts, data and information that have been presented in

this research. - •

Conclusions

1. There appears to be a positive, demonstrable

relationship between the constant dollar values of oil

imported by the U.S. from OPEC nations and U.S. arms
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delivered to those nations. This relationship involves

arms delivered as opposed to arms that are ordered years

prior to actual shipments, and is a subset of all trade

between the U.S. and OPEC.

2. Department of Defense managers of foreign mili-

tary sales are involved in a major fraction of total U.S.

export activity to OPEC nations. FMS to OPEC members play

a significant role in balancing the large claims against

the United States earned by OPEC members for their oil. The

complex interrelationships of this trade are ill-defined;

however, foreign military sales have, since 1971, had the

effect of improving U.S. balances of trade with OPEC as

well as significantly influencing several facets of the

United States’ economy.

3. DOD management and analysis of foreign military

sales has been largely reactive and limited to the super-

ficial measures of FMS such as amounts delivered or contracts

consummated. There are omissions in the data that have been

collected to describe the flows of imported oil resources.

Few attempts to predict future agreements for foreign mili-

tary sales have been sufficiently accurate to permit

planning of even the following year ’s FMS trust fund . Some

indicators of commercial export and import activity , of

which FMS is an integral part, may be useful in both describ-

ing and predicting DOD participation in the complex economic

systems involved.
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• Recommendations

1. DOD management and operation of foreign military

sales activities should be viewed and designed as inteqrated

5ystems . The flows and the rate of flows of FMS transfers

can only be effectively managed by the DOD if viewed as

integral to other DOD activities, Implementation by the

three services and independent operating agencies such as

GSA and DLA should be integrated ~tt the start of an FMS

case so as to better understand the impact of FMS on both

the United States and its trading partners .  Simply aggre-

gati ng his tor ical  sta t i s t ics  that describe the independent

activities of various DOD agencies involved in transferring

arms to one country prevents a full understanding of the

effects of such transfers . Implementation by autonomous

agencies denies the ability to provide effective management

and control to a significant percentage of United States

export activity .

2. The sensitivity of Department of Defense manage-

ment information systems to external economic activity should

be increased . Inclusion of current measures of general

export trade activity and some process of modeling or simu-

lating the impact that such activity has on DOD foreign

military sales management should be considered. Accrual of

contracts to deliver arms or any other goods and services to

a particular nation is a signal of changes in the U.S.—

foreign nation balance of trade in future years. The
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balance of trade between two nations is often viewed as a

key to politica l, economic and military relationships between

the two sovereign powers involved . FMS cannot be viewed in

isolation of its potential impacts upon aggregated economic

systems; it must be considered in light of the FMS share of

all such activity . When the value of FMS deliveries appears

to be significant, other economic consequences must be

planned for accordingly . This will ensure proper management

of DOD operations that support security assistance to

friendly nations as well as the security of the United States.

Consequences

In few arenas other than foreign military sales is

the Department of Defense so greatly involved in the foreign

economic affairs of the United States. The ability of DOD

managers to control or understand the intricacies of these

commercial systems of which FMS is a part may well be vital

to the political and economic survival of the United States.

Information systems to support DOD decision structures

• directing foreign military sales operations must accurately

ref lect not only arms transfers but also the United States ’

foreign economic affairs that are inexorably connected to

arms sales.
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• Table 30

Total U.S. General Imports
(Millions of Current Year Dollars—

F.a.s. Value Except as Noted)

Exporting
• . Country 1970* 1971 1972 1973

• Venezuela 1,080 1,264 1,324 1,800

Ecuador 108 89 126 183

Iraq 3 9 9 18

Iran 67 165 264 482

Kuwait 25 36 49 64

Saudi Arabia 20 98 194 524

Qatar — — 5 13

United Arab
Emirates 61 87 27 67

Indonesia 182 206 276 503

Algeria 10 20 104 220

Libya 39 144 193 294

• Nigeria 71 212 366 753

Gabon 9 14 28 28

Total OPEC 1,849 2,343 2,964 4,949

Total All
Others 38,273 43,321 52,650 64,714

Total
1 Worldwide 40,122 45,664 55 ,614 t~9,663

Worldwide
‘H Customs Value 40,202 45,939 56,006 70,116

Worldwide
C.i.f. Value 42,695 48,742 59 ,311 74,249

• . (35:86—91; 36:86—91; 38:86—91; 39:86—91; 56; 57; 58)
I 

*On],y total Virgin Island import data available.
Columns do not sum to total.
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Table 31

Total U.S. General Imports
• (Millions of Current Year Dollar ~~~

—

F.a.s. Value Except as Noted)

Exporting
Country 1974* 1975 1976* 1977

• Venezuela 4,671 3,729 3,574 5.098
Ecuador 473 461 539 609

Iraq 1 19 110 ~25

Iran 2,132 2,207 1,480 2,789

Kuwait 13 111 38 215

Saudi Arabia 1,671 2,732 5,213 6,455

Qatar 80 353 119 440
• United Arab

Emirates 366 718 1,359 2,066

Indonesia 1,688 2 , 2 96 3, 004 3 , 491
Algeria 1,091 1,359 2,209 3,065

Libya 1 1,226 2,243 4,201

Nige ria 3, 286 3,395 4 , 9 38 6 ,405
Gabon 162 197 190 231

Total OPEC 16,548 18,802 27,132 35,489

Total All
Others 84 , 870 79 ,271 95 ,896 114 ,031

Total

- •  
Worldwide 101,418 98,073 123 ,028 149,520

Worldwide
Customs Value 102,207 98 , 850 ]2 4 , ]66 151,570
Worldwide
C.i.f. Value 109,289 105,493 132 ,088 159 ,580

(40:82—90; 41:92—94; 42:92—94; 43:86—88; 59; 60)

*Only total Virgin Island import data available .
Columns do not sum to total.
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Table 32

• Total U.S . General Exports
(Millions of Current Year Dollars—

F.a.a . Value )

Exporting
Country 1970 1971 1972 1973

Venezuela 759 787 924 1,033
V . Ecuador 127 134 134 173

Iraq 22 32 23 56

• Iran 326 482 559 772

Kuwait 62 84 111 120
Saudi Arabia 141 164 314 442

Qatar — — 14 19
• United Arab

Emirates 49 66 69 121

Indonesia 266 263 308 442

Algeria 62 82 98 161

Libya 108 78 85 104

Nigeria 129 168 115 161

Gabon 7 6 13 19

Total OPEC 2,059 2,347 2,766 3,620

Total All
Others 41,183 41,809 47,038 67,783

Total Worldwide 43,242 44,156 49,804 71,403

(35:86—91; 36:86—91; 38:86—91; 39:86—91; 56; 57; 58)
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Table 33

Total U.S. General Exports
(Millions of Current Year Dollars—

F.a.a. Value)

Exporting
Country 1974 1975 1976 1977

Venezuela 1,772 2,243 2,631 3,171

Ecuador 326 410 415 565

Iraq 285 310 382 211
Iran 1,734 3,244 2,772 2,731

Kuwait 209 366 472 548

Saudi Arabia 835 1,502 2,774 3,575

Qatar 34 50 79 113

United Arab
Emirates 230 372 425 515

Indonesia 531 810 1,035 763

Algeria 315 632 487 527

Libya 139 232 277 314

• Nigeria 286 536 770 958

Gabon 33 59 46 30

Total OPEC 6,727 10,765 12,567 14,019

Total All
Others 91,825 96,889 102,499 106,225

Total Worldwide 98,552 107,654 115, 066 120,244

(40:82—90; 41:92—94; 42:92—94; 43:86—88; 59; 60)
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Table 34

1970 U.S.  Petroleum Imports
(Millions of Barrels ; Mi llions of Current

Year Dollars—F .a .a. Value Except
as Noted)

Crude Petroleum Refined Petroleum
Exporting

Country Barrels* Value* Barrels* Value *
- 

Venezuela 175 390 258 528

Ecuador — — — —
Iraq + ++ — —
Iran 12 21 1 4

Kuwait 12 23 — —
Saudi Arabia 6 14 4 1

Qatar — — — —
United Arab
Emirates 30 59 + ++
Indones~ia 26 53 + ++
Algeria 3 6 1 2

Libya 18 37 + ++
Nigeria 17 36 1 1
Gabon — — — —
Total OPEC 413 881 261 537

Total All
Others 325 855 370 802

Total Worldwide 738 1,737 631 1,339

Worldwide
Customs Value — 1,718 — 1,324

Worldwide
C.i.f. Value — 1,895 — 1,460

(48:2—62)

*On ],y total Virgin Island import data available.
Columns do not sum to totals.

+Less than 500,000 barrels.

++Less than $500 ,000.
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Table 35

1971 U.S. Petroleum Imports
(Millions of Barrels; Millions of Current

Year Dollars—F.a.s. Value Except
as Noted)

• Exporting Crude Petroleum Refined Petroleum

Country Barrels Value Barrels Value

Venezuela 223 534 245 577
• Ecuador — — — —

• Iraq 3 6 — —
Iran 73 107 3 11

‘ I  
Kuwait 13 32 1

Saudi Arabia 35 78 6

Qatar — — — —
United Arab
Emirates 38 81 + ++
Indonesia 35 70 + 1

Algeria 5 17 + 1

Libya 53 144 + ++
Nigeria 68 165 1 3
Gabon + 1 + ++
Total OPEC 548 1,234 258 611

Total All
Others 328 958 350 857

Total Worldwide 876 2,192 608 1,468

Worldwide
Customs Value — 2,164 — 1,449

• Worldwide
C.i.f. Value — 2 , 379 — 1,613

(49:2—62; 56)

+Less than 500,000 barrels.

++Lesa than $500, 000.
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Table 36

1972 U.S. Petroleum Imports
(Millions of Barrels; Millions of Current

Year Dollars—F.a .a. Value Except
as Noted)

Exporting Crude Petroleum Refined Petroleum
Country Barrels Value Barrels Value

i i Venezuela 208 530 258 650

Ecuador 6 15 1 1
Iraq 2 5 — —
Iran 87 182 5 17

Kuwait 18 43 1 3
Saudi Arabia 76 178 5 13

Qatar 2 5 — —
United Arab
Emirates 12 26 — —
Indonesia 59 120 1 3

Algeria 34 99 2 4

Libya 66 193 — —
Nigeria 124 346 3 6

Gabon 7 17 + ++
Total OPEC 700 1,761 276 696

Total All
Others 425 1,199 390 1,019

Total Worldwide 1,125 2,960 666 1,715

Worldwide
Customs Value — 2,931 — 1,698

Worldwide
C.i.f. Value — 3 , 262 — 1,889

(50:2—64; 57)

+Less than 500,000 barrels.

++Less than $500,000.
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Table 37

1973 U.S. Petroleum Imports
(Millions of Barrels; Millions of Current

Year Dol la rs—F.a.a .  Value Except
as Noted)

Exportinq Crude Petroleum Refined Petroleum •

Country Barrels Value Barrels Value

Venezuela 231 741 270 829
Ecuador 21 67 + 1

• Iraq 3 11 — —
Iran 142 371 6 25

Kuwait 18 52 2 8

Saudi Arabia 167 482 10 33
Qatar 3 13 — —
United Arab
Emirates 25 67 + ++
Indonesia 77 243 2 6

Algeria 53 182 8 32

Libya 79 272 3 13

Nigeria 184 690 6 18

Gabon 6 17 + ++
Total OPEC 1,008 3,207 309 966

Total All
Othe rs 568 1,954 539 2 ,037

Total Worldwide 1, 576 5 , 161 848 3 , 003

“ Worldwide
Customs Value — 5,110 — 2,974

Worldwide
C .i.f. Value — 5,688 — 3,309

(51:2—66; 58)

+Less than 500 ,000 barrels.

++Less than $500,000.
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Table 38

1974 U.S. Petroleum Imports
(Millions of Barrels: Mill ions of Curren t

Year Dollars—F.a.a. Value Except
as Noted)

Exporting Crude Petroleum Refined Petroleum

Country Barrels* Value* Barrels* Value *

Venezuela 185 1,999 253 2,439
Ecuador 24 268 + 1
Iraq — — — —

• Iran 187 1,991 3 28

Kuwait 1 6 + 2

Saudi Arabia 152 1,590 5 55

Qatar 7 77 — —
United Arab
Emirates 32 363 + 1

Indonesia 104 1,197 7 84

Algeria 78 1,023 5 61

Libya + ++ — —

Nigeria 248 3,124 9 104

Gabon 12 148 + ++
Total OPEC 1,146 12 ,975 282 2,776

Total All
Others 498 5,358 427 4,964

Total Worldwide 1,644 18,332 710 7,740

Worldwide
Customs Value — 18,259 — 7,747

Worldwide
C.i.f. Value — 19,798 — 8,270

(44:7; 52:2—126)

*On]y total Virgin Island import data available.
Columns do not sum to totals. •

+Less than 500,000 barrels.

++Less than $500,000.
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Table 39

1975 U.S. Petroleum Imports
(Millions of Barrels; Millions of Current

Year Dollars—F.a .s. Value Except
as Noted )

• Exporting Crude Petroleu~~ Refined Petroleum
• Country Barrels Value Barrels Value

Venezuela 199 2,214 114 1,226

Ecuador 23 264 1 10

• Iraq 1 10 + 4

• Iran 19/ 2,091 + 11

• Kuwait 5 54 4 50

Saudi Arabia 248 2,681 3 35

• 
• 

Qatar 34 350 — —
United Arab
Emirates 65 706 — —

• IndonesL~ 150 1,872 10 109

Algeria 107 1,261 8 96

• Libya 104 1,196 + 28

Nigeria 280 3,317 4 45

Gabon 15 167 + 3

Total OPEC 1,426 16,183 146 1,616

Tota’ All
~)thcrs 415 4,933 328 3,931

Total Worldwide 1,841 21,116 474 5,548

Worldwide
• Customs Value — 21,073 — 5,540

Worldwide
~.i.f. — 22 , 702 — 5,888

• 
• 

(45:7; 53:2—122; 59)

• +Legs than 500,000 barrels.
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Table 40

1976 U.S. Petroleum Imports
(Millions of Barrels; Millions of Current

Year Dollars—F.a.a. Value Except
as Noted)

Exporting Crude Petroleum Refined Petroleum
Country Barrels* Value* Barrels* Value*

Venezuela 1.28 1, 515 163 1,732
Ecuador 21 249 1 7

Iraq 9 106 — —
Iran 113 1,361 — —
Kuwait 1 8 1 18

Saudi Arabia 437 5,165 1 3
Qatar 10 115 — —

United Arab
Emirates 113 1,354 + ++
Indonesia 192 2,447 7 83

Algeria 162 2,103 7 79

Libya 176 2,203 4 39

Nigeria 370 4,821 4 47

Gabon 13 149 1 7

Total OPEC 1,863 23 ,073 190 2,029

Total All
Others 455 5,672 285 3,409

Total Worldwide 2,318 28,745 474 5,437

Worldwide
Customs Value — 28,705 — 5,435

Worldwide
C.i.f. Value — 30,937 — 5,749

(46:15; 54:2—81)

*Only total Virgin Island import data available.
Columns do not sum to totals.

+Less than 500,000 barrels.

++Less than $500,000.
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Table 41

• 1977 U.S. Petroleum Imports
(Millions of Barrels; Millions of Current

Year Dollars—F.a .s. Value Except
as Noted)

Exporting Crude Petroleunj Refined Petroleum

• Count ry Barrels Value Barrels Value

Venezuela 210 2,614 166 2,146

Ecuador 30 258 + 6

Iraq 33 420 — —
Iran 207 2,639 1 10

Kuwait 15 180 1 10

Saudi Arabia 514 6,358 3 43
Qatar 34 440 — —

United Arab
Emirates 161 2,052 + 6

Indonesia • 195 2,589 12 164

Algeria 209 2,971 5 71

Libya 297 4,117 6 80

Nigeria 439 6,269 5 65

Gabon 13 164 2 31

Total OPEC 2,346 31,068 203 2,635

Total All
Others 385 5,261 372 5,179

Total Worldwide 2,731 36,329 575 7,813

Worldwide
Customs Value — 36,292 — 7,811

Worldwide
C . i . f.  Value — 38,641 — 8,211

• (47:14—15; 55:2—87; 60)

+Less than 500,000 barrels.
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