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MY TELNO 75: OIL PRICES

1. WHEN | SAW !ﬁﬁﬁﬂl_gﬂ_ﬁé_iﬁﬂ!ﬁfl;ﬁQR THE SIGNATURE OF THE
TORNADO OIL AGREEMENT, HE REMARKED THAT OPEC WAS NOW PRODUCING
MORE THAN 17 MBD. |IF THIS CONTINUED, HE EXPECTED THAT BY THE END
OF MARCH THERE WOULD BE A 2.5 MBD SURPLUS OF SUPPLY OVER DEMAND,
EXERTING FURTHER STRONG DOWNWARD PRESSURE ON THE MARKET. (HE
REFERRED SPECIFICALLY TO A VERY RECENT IRANIAN AGREEMENT TO SUPPLY
ADDITIONAL QUANTITIES TO JAPAN, BUT NONE OF US HAD AT THAT

POINT SEEN REPORTS OF AN ALLEGED 50% CUT IN IRANIAN PRODUCTION.)
HE BELIEVED THE OIL PRICE WOULD GO DOWN TO BELOW DOLLARS 15 PER
BARREL .

2. ACCORDING TO THE US EMBASS YAMANI TOLD DEPUTY ASSISTANT
SECRETARY OF STATE WENDT LAST d[Eu THAT THE OIL PRICE WOULD HAVE TO
GO DOWN FURTHER BEFORE OTHER PRODUCERS WOULD CO-OPERATE WITH
SAUDI ARABIA AND CONTROL PRODUCTION IN SUPPORT OF THE PRICE. IN
SPITE OF SAUD!I PUBLIC STATEMENTS, HOWEVER, YAMAN| SEEMED TO THE
AMERICANS TO BE MORE CRITICAL OF OTHER OPEC COUNTRIES THAN OF
BRITAIN OR OTHER NON-OPEC PRODUCERS. THIS IS IN LINE WITH THE
ATTITUDE THE SAUD!I DEPUTY MINISTER FOR OIL TOOK IN CONVERSATION
WITH MY HEAD OF CHANCERY ON 20 JANUARY, WHEN HE IMPLIED THAT
FRUSTRATION WITH OPEC HAD BEEN THE MAIN FACTOR BEHIND LAST
AUTUMN'S CHANGE IN SAUDI OIL POLICY TOWARDS THE CON-

CLUSION OF NETBACK AGREEMENTS (GREEN'S MINUTE OF 20 JANUARY,
COPIED TO FCO, DEPARTMENT OF ENERGY AND CHANCERIES BAGHDAD

AND KUWAIT).

/3, WE CAN NEVERTHELESS EXPECT SAUDI PUBLIC STATEMENTS TO CONTINUE
’TD CONCENTRATE ON THE SUPPOSED INIQUITIES OF NON-OPEC PRODUCERS,
PARTICULARLY BRITAIN. YAMAN|'S PRIVATE POSITION, AS | UNDER-
STAND IT, CONTINUES TO BE THAT HE NEEDS SOME DEGREE OF
CO-OPERATION FROM NON-OPEC PRODUCERS AS A LEVER TO USE WITH OPEC
PARTNERS ( MY TELNO 200 OF 6 NOVEMBER, PARA 4, REFERS). IN THE
MEANTIME, THE SAUDIS SEEM LIKELY TO ACCEPT A CONTINUES EROSION OF
THE OIL PRICE. THEY HAVE NO DOURT CALCULATED THAT THE KINGDOM
WOULD BE NO WORSE OFF EXPORTING OIL AT ITS CURRENT RATE OF ABOUT

4 MBD RELOW DOLLARS 15 PER BARREL THAN IT WOULD BE IF IT




WOULD BE .NO WORSE OFF EXPORTING OIL AT ITS CURAREI\.IT RATE OF ABOUT
4 MBD BELOW DOLLARS 15 PER BARREL THAN IT WOULD BE IF IT
EXPORTED 1 MBD (AS IT DID LAST SUMMER) AT LAST SUMMER'S PRICE‘

4L, WE HAVE HAD INDICATIONS THAT THE KING HAS NOT BEEN HAPPY WITH
SOME OF YAMANI'S RECENT PUBLIC STATEMENTS, BECAUSE OF THE
VULNERABILITY OF THE SAUDI ECONOMY TO LOSS OF OIL REVENUE IN A

MARKET WHICH YAMAN| HAS BEEN TALKING DOWN. ONE OR TWO SAUDI CONTACTS
HAVE SUGGESTED THAT YAMAN!| HAS HAD SUCH A DIFFICULT TIME WITH HIS
SENIORS OVER THE PAST TWO YEARS THAT IFT NO LONGER WORRIES HIM THAT
HE MIGHT TALK HIMSELF OUT OF HIS JOB. IF TRUE , AND IT IS NOT
IMPLAUSIBLE, IT ADDS A FURTHER ELEMENT OF VOLATILITY TO THE

PRESENT SITUATION. HE CERTAINLY LOOKED DEPRESSED AND UNWELL WHEN |
SAW HIM ON 26 JANUARY.
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