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MY TELNO 431 (NOT TO ALL) s SAUDI OIL POLACY
SUMMARY

1., YAMAN| FORECASTS FAILURE AT THt FORTHCOMING OPEC MEETING,
LEADING TO AN ABANDONMENT OF OUOTAS AND THE EFFECTAVE BREAK=UP
OF OPEC FOK THE TIME BEING. HE EXPECTS A GRADUAL, BUT POSSIELY
DRAMATIC, INCREASE 1N PRODUCTION EY SEVERAL PRODUCERS, ANCLUDING
SAUD! ARABIA, LEADING TO A SHARP DROP AN GIL PRICES.
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DETAIL

2. 1 CALLED ON THE SAUD! OIL MINISTER N TAIF ON 17 JULY.
SHAIKH YAMAN| WAS STILL RECOVERING FROM THE VIRUS WHICH
PREVENTED HIM FROM PARTICIPATING 1N THE WIENNA OPEC MEETINC
tARLICR THIS MONTH, AND HAD SOME DIFFICULTY wITH WIS vOICt,
Mt NEVERTHELESS SPOKE FOR AS0UT HALF AN HOUR,

3 YAMANL SAID THAT Ht WOULL Be LEAVING FOR THE EXECUTIVE
COMI ITTEE MEETING I GENEVA OK 20 wULY, BUT THAT HE SAW KD
PROSPECT OF ANY SATISFACTORY QUTCOMC TO THE OPEC MEETING TSELF.
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PROSPECT OF ANY SATASFACTORY OUTCOME TO THE OPEC MEETING ATigir,
THE NEVITABLE RESULT WOULD BE ABANDONMENT OF OPEC QUOTAS,

LEADING SOONER OR LATER TO A SUGMIFMCANT FALL N PRICES,

SAUDY ARABKA HAD THE CAPACHTY TO ANCREASE MWER OUTPUT TO 9 nao,‘
OR EVEN MORE, WHACH SOULD LEAD TO A DROP @M O4L PRICES AS wn
LATTLE AS DOLLARS 10. ®E DAD NOT EXPECT THWIS TO WAPPEN
AMMEDIATELY, BUT A GRADUAL MOVE AN THAT DIRECTAON WAS, WN WIS

WEW, UNAVOIDABLE,

A&, o ASKED WM WHETNER ANY OF THE PROPOSALS WHICH THE PRESS HAD
REPORTED FROM THE VAENNA MEETIHNG (YOUR TELKO 306 WERE LMKELY

Y0 SUCCEED, WE DOUBTED WHMETHER ANY OF THEM WOULD BE EFFECTAVE,
THE URAQYS HAD PUT FORWARD THEUR DEMANDS FOR AN MNCREASE "N THEIR
OWN QUOTA, BUT NO MEMBER OF OPEC WAS PREPARED TO GANE UP EVEN

ONE BARREL OF O1L TO MELP 1RAQ, THE HRAQIS WERE CLEARLY
DETERMINED TO ANCREASE PRODUCTAON ANYWAY, AND THEIR PIPELINES
THROUGH TURKEY AND SAUD! ARABIA WOULD LEAD TO QUITE A

S1GNIFICANT ANCREASE, W ASKED ABOUT THE PROSPECTS FOR THE

YANBU PIPELHNE, YAMANI REPUIED THAT WT SHOULD Bt READY BY THE
END OF THE YEAR, WATH AN sNITHAL THROUGHPUT OF ABOUT 200,000 ED,
RISING TO 500,000 BD WEXT YEAR, BOTH THE SAUDIS AND KUWAITHS wOULD
OF COURSE STOP EXPORTUNG OIL ON (RAQ'S BEHWALF (1E 180,000 EL

FROM SAUD! ARABIA AND 123,000 FROM KUWAIT), BUT THE #RACIS WOULD
STHLL BE WELL OVER THE/AR QUOTA,

5. YAMANI ADDED THAT, HWISTORICALLY, OPEC HAD ALLOWED WRAN AND

ARAQ A JOINT QUOTA BETWEEN THEM, ALTHOUGH IRANIAN EXPORTS wtkt
STHLL AFFECTED BY CUTBACKS dN THE SHUTTLE SERVICE TO SIRRI, THE
ARANIANS WERE NO LONGER BEHAVING AS RESONSIELY AS THEY WAD, AND
WERE ALSO NOw PRODUCING OVER THEIR QUOTA, ON POLITHCAL GROUNDS,
THEY WERE ALSO STRENUOUSLY OPPCSINC AN (INCREASE #Ah (1RAQ'S QUOTA,

6. YAMAN! SAID THAT THE ALGERIANS HAD REVIVED AN OLD PRdPOSLL
AT VIENKA THAT AN OPEC MIX OF 2 TO 3 MBDBXXXXXXBXXXXXEXXXEXBXEXEXXXXX
XXXXAXXKXXX

6., YAMAN! SAID THAT THE ALGER'IANS HAD REVIVED AN OLD PROPOSAL
AT VIENNA THAT AN OPEC MIX OF 2 .59 3 MBD SHOULD BE SOLD ON THE
SPOT MARKET AT A DOLLAR BELOW NORTH SEA PRICES, THE ALGERIAN
MINISTER OF OIL HAD EVEN TOLD ONE OPEC COLLEAGUE AT VIENNA THAT
ALGERIA WAS DETERMINED TO GO FOR A PRICE WAR, WHICH HE FOUND
ASTGNISHCG.,

7. | ASKED WHETHER THERE WAS ANY PROPOSAL TO CHALGE THE SUADI
MIX BETWEEN HEAVY AND LAGHT CRUDE., YAMAN| SAID THAT SOME
ADJUSTMENT IN THE PRIACE OF HEAVY CRUDE MIGHT Bt POSSIELE, BUT
OPEC HAD NOw PASSED THE POINT WHEN CHANGES OF THIS SORT WERE
ADEQUATE TO DEAL WITH THE PROBLEM. I ASKED WHETHER HE WAS
TALKING ABOUT THE BREAK=UP OF OPEC? YAMAN| REPLIED THAT HE WAS,
AT LEAST FOR THE TIME BEING. SAUD! ARABIA wOULD CONTINUE YO
CO-UPERATL W.ITH HERK OPEC PARTNERS, BUT SHE HWAD DECIDED THAT SHE
COULD NO LONGtR Pt AR THE BURDEN ALONE, T SADDENED HIM THAT
OTHER OPEC PRODUCERS WERE NOT PREPARED TO CO-OPERATE., HE ADDED,
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COULD NO LONGER BEAR THE BURDEN ALONE. T SADDENED HIM THAT

OTHER OPtC PRODUCERS WERE NOT PREPARED TO CO-OPERATE. WE ADDED,
WITH A SWILE, THAT Ot SAME WENT FOR NON-=OPEC PRODUCERS.

B. W ASKED YAMANA ABOUT THE ORIGIN OF THME STORY THAT THE
AMERACANS HAD BEEN NOTAFUED THAT SAUDI ARABIA WOULD START
PRODUCANG AT 9 MBD, YAMANI SAID THAT WT APPARENTLY AROSE

FROM SOMETHING WHICH THE UNITED STATES ENERGY SECRETARY HAD
SAMD TO THE NEW YORK TMMES AND THE WALL STREET JOURNAL i\
PARIS, AND THAT ME HAD WAMSELF **HAD TO PUT OUT A DENIAL THAT
WHAT THE SECRETARY HAD SAID HAD ANY BASIS OF TRUTH'', HE COULD
NEVERTHELESS TELL ME **AS A FRIEND'' THAT HE EXPECTED THIS TO
HAPPEN., WHEN fl ASKED WHETHER SAUDI ARABIA WOULD STULL KEEFP TO
#wTS QUOTA OF 4,35 MBD, HE REPLIMED ''THERE WILL BE NO QUOTAS
NOW'?',

9. | ASKED WHETHER OTHER OPEC MEMEERS HAD COMPARABLE CAPACITY TO
MUNCKEASE PRODUCTMON. HE REPLAVED THAT BOTH IRAC AND KUWAIT COULD
WNCREASE THEIR PRODUCTUON LEVELS, AS COULD NIGERIA, VENEZUELA
AND ECUADOR WERE ALSO VERY EXPENSIVE PRODUCERS, WHO WOULD BE VERY
READY TO 'INCREASE THEINR PRODUCTION AF POSSIBLE. N REPLY TO MY
QUESTION, HE SAID THAT HE DID NOT THINK THAT THE KUWAITIS WERE
CONCERNED AEOUT DEPLETION,

10. 11 ASKED FOR HIS ASSESSMENT OF ThHE EFFECTS OF LOW PRICES

ON THE THIRD WORLD, COMMENTING THAT THE MAJCR OIL=PRODUCING
DEBTORS WERE LAKELY TO SUFFER PARTICULARLY EALDLY, HE ACREED THAT
THe EFFECT COULD BE DRAMATIC, AS INDEED 1T WOULL BE ON THE

WHOLE (INDUSTRIALISED WORLD. 1T COULD QUICKLY LEAD TO

A BANKING CRISIS AN THE UNITED STATES. BUT PRESENT SITUATION
COULL SIMPLY NOT CONTANUE. | ASKEL WHETHER HE EXPECTED A DEMANT
FOk 9 MEL OR MORE., YAMANI REPLIED THAT STOCKS VERE AT PRESENT
DANGEROUSLY LOV, AND THAT MANY COMPAKIES WOULD EE READY TO ZUY AT
LOWER PRICES FOR THEIR STOCKS. WHEN | ASKED ABQUT THE EFFECT ON
SAUD! FINANCIAL RESOURCES, YAMANI ADMITTED THAT THE ADVANTAGES

OF QUADRUFL ING PRODUCTIO% AT & THIRD THE PRICE VERZ LAMITEDLs RUT
THERE WOULL NEVERTHELcSS Bt SOME -IMPROVEMENT,

11. | ASKED WHETHER THERE WAS REALLY NO HOPE THAT SOME

MECHANISM COULD BE DEVISED TO STOP OTHER OPEC MENMEERS
L'GRAEAFAEC ' ACREEDMANIVSAUBATHAT

THAT TAt ExcCUTIVE COUNCIL SHOULD KEEP AN EYE ON FRINGE

PEALS, AND T HAL BEEN AGREED THAT INDIVIIDUAL MEMEERS

SHOULD REPOKT TO THE EXECUTIVE COUNCIL, BUT HE DOQUETED

wWHETHER THEY WOULD, OR WHETHER THE MECHANISM WOULL BE EFFECTIVE.

12, IN CONCLUSION, YAMANI SAID THAT HE MAD NO DOUET THAT

THE FIRST REACTION OF SOMt PEOPLE TO OPEC'S COLLAPSE wOULD BE
PLEASURE, BUT THAT ON REFLECTION MOST PEOPLE WOULD

bt SAD AT THE PROSPECT. | SAID THAT 1 WAS SURE THERE

WOULD BE NO REJOICING AN THE ERITISH GOVERNMENT, PARTICULARLY
\F THt COLLAPSE OF OPEC LEL TO A DRAMATIC FALL K PRICES ON
THE LINES HE HAD SUGGESTED. VYAMANI REPEATED THAT THIS NEED
NOT NeCESSARILY HAPP{I‘OUICKLY, BUT HE WAS SURE THAT T

WOULL HAPPEN NEVERTHELESS. WHEN | COMMENTEL THAT THIS MUST
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NOT NECESSARMLY HAPPEN QUICKLY, BUT HE WAS SURE THAT &7
WOULL HAPPEN NEVERTHELESS. WHEN si COMMENTED THAT THIS MUST
BE ONE OF THE MOST DAFFICULT POINTS (K WIS LONG CAREER,
YAMAN! REPLMED THAT THINGS BECAME MUCH LESS DIFFUCULT ONCE
ONE HAD STOPPED FRGNTANG, —

13, COMMENT: THERE WAS NO DOUBT AN ELEMENT OF FLESH=CREEPING
WN WHAT YAMANG HAD TO SAY, ALTHOUGH (WTH THE ONE

EXCEPTHON OF WIS REFERENCE TO NON-OPEC MEMBERS #N PARA 7
ABOVE) HE WOTACEABLY REFRAANED FROM ANY RECRIMINATAON OVER HMG'S
POLACHES OR PRODUCTHON LEVELS. THE EXTRAORDIANRY CONFLNCTS
AND CONTRADICTHONS UN SAUDY PRESS TREATMENT OVER THE PAST
WEEK OR SO (MY TUR) WO DOUBT REFLECT AN 4NTERNAL DEBATE HERE.
BUT YAMAN! CERTAANLY LEFT ME WITH THE AMPRESSION THAT HE 1S
RESIGNED TO AT LEAST THE TEMPORARY BREAK=UP OF OPEC AS AN
EFFECTAVE BODY,

WRIGHT

CCN LINE O THREE PARA 11
YICHEATING'', YAMAN| SAID THAT 4T HAD BEEN AGREED 'IN VIENNA

THAT THE ETC




