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D evelopments in the world oil market
have a greater impact on Israel than on
other oil consuming nations. In addition
to its importance for the Israeli economy,
oil — which provides funding for the
armies of the Arab states and Iran and
influences the foreign policy of many of
the world’s nations — also significantly
affects Israel’s security and foreign
relations.

At present, oil prices are at a nadir; this is
due, among other factors, to economic
crises in several regions of the world. In
August, for example, the price of a barrel
of quality oil of the “Brent” type (from the
North Sea) stood at only $12. Even though
oil prices are likely to rise from this level,
far-reaching changes in the oil market are
not expected in the coming years. Today’s
low prices, together with the political
weakness of the Arab oil producers, create
a comfortable strategic environment for
Israel. The question is whether this
situation is likely to change in the future.

Trends in the World Oil Market

Since the energy crisis of the 1970s, there
has been substantial progress worldwide
in improving the efficiency of energy
exploitation and developing substitutes for
oil. Nevertheless, oil remains the largest
component of the world energy basket,
and demand for oil is expected to continue
to rise (see Table 1). Alternative energy is
still expensive; it may also be dangerous
(as was demonstrated in the “malfunction”
of the Chernobyl reactor) or unfeasible. At
some point, methods will presumably be
found to efficiently exploit the vast
quantities of energy on our planet (in
atoms, molecular materials, at the earth’s
core). Such developments will radically
affect dependence on oil. However, at this
stage it is impossible to predict when such
discoveries will occur. Moreover, even
when new energy technologies are found,
their wide-scale use is unlikely to be
feasible for many years. :
Asaresult of the relatively comfortable

Table 1. Projected Growth of Energy Consumption in the
World, According to the U.S. Department of Energy

Percentage of the energy basketin 1995 1995 200() 12005 2010

2015

(1995 = 100)
Qil 39.0%
Gas 20.8%
Coal 26.6%
Nuclear 5.9%
Other 7.5%
Total 100%

100 112 126 - 138 - 151
100 126 146 166 186
100 110 120 132 145
100 105 106 107 98
100 111 128 142 156
100 114 128 141 154

Source: Energy Information Administration/International Energy Outlook, 1997.

oil prices of the past decade, the world’s
dependence on oil is again increasing.
Indeed, the current level of prices does not
encourage investment in finding solutions
to the energy problem over the long term.
In the absence of revolutionary
technological solutions, certain economic
factors may be expected to cause a gradual
rise in oil prices over the coming decades.
On the demand side, a rise in oil
consumption is foreseeable, since world
economic activity will continue to grow,
despite the current crises; on the supply
side, the world’s oil reserves are a finite
resource that will be exhausted after a
number of decades. At the same time, the
oil market is also strongly influenced by
political factors. These could moderate
trends of rising prices, or produce crises
that would cause prices to rise sharply.

The Persian Gulf, where two-thirds of
the world's proven oil reserves are located,
is a sensitive region, prone to crises. Suffice
it to mention the oil embargo that the Arab
oil producers (primarily Saudi Arabia, the
Gulf principalities, and Iraq) imposed on
the West in 1973; the collapse of the Shah’s
regime in Iran in 1979; the Irag-Iran War
during the 1980s; and Iraq’s invasion of
Kuwait in 1990. Moreover, among other
large oil producers (for example, Russia)
there is also the possibility of grave
political crises that could lead to a cutoff
of oil exports and substantially affect the
world oil market.

At present, there is no apparent threat
to the stability of the world oil market, or
that danger of oil supplies will be
manipulated by oil producers. However,
the long-term continuation of this
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comfortable situation is conditional on a
number of factors, themselves uncertain:
° The United States’ readiness to continue
its assertive foreign involvement in the
long term, especially in view of current
domestic pressures to turn inward and
concentrate on the basic problems of the
American society.

° The degree of determination by Iraq and
Iran to undermine U.S. involvement in the
Gulf. This factor is particularly important
in light of the possibility that at some point,
these states will attain a nuclear capability,
giving their totalitarian leaders a sense of
power and, more specifically, the capacity
to seize control of the oil reserves in Saudi
Arabia and the Gulf principalities.

* The internal stability of the oil producers
over the long term, in light of the
possibility that internal factors or foreign
subversion may undermine this stability.
An extreme and especially grave scenario
would be the overthrow of the Saudi
monarchy and its replacement by an
extremist Islamic regime that would
cooperate with Iran in the area of oil
production. In such circumstances, the oil
principalities of the Gulf would succumb,
and Islamic forces would take control of
most of the world’s oil reserves, enabling
them to dictate policies of production and
prices that would be problematic for the
West.

U.S. Policy in the Middle East

The United States is well aware of the
threats to the security of the oil supply
from the Gulf. Nevertheless, U.S.
dependence on imported oil has grown,
with its consumption increasing while
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- Table 2. Proven Crude Oil Reserves and Possible Number of
Years of Production at the Current Rate of Production

State Reserves Remaining years of
(in billions of barrels) possible production

Saudi Arabia 261 83

Iraq 112 Over 100

Kuwait 96 127

Iran 93 69

United Arab Emirates 98 121

Qatar and Oman 9 18

Total for the Gulf 669 100

United States 30 10

Russia and Eastern Europe 65 25

Rest of the world 242 About 20

Total 1037 42

Source: BP Statistical Review of World Energy, 1997.

production in the U.S. decreases. U.S.
consumption grew from 15.7 million
barrels of oil per day (m. b/d) in 1986 to
17.4 m. b/d in 1996. During the same
period, oil production in the United States
declined from 10.2 m. b/d to 83 m. b/d,
and importation of oil rose from 6 m. b/d
to 9.4 m. b/d (one-sixth of it from the
Persian Gulf). Known oil reserves in the
United States amounted at the end of 1996
to 30 billion barrels; at the current rate of
production they will be exhausted in about
10 years, unless new reserves are found.,
Hence, in order to maintain domestic
reserves over the long term, the United
States is likely to accelerate importation
and cut back domestic production.
In contrast, the oil reserves of the
Persian Gulf states are sufficient for about
100 years at the current production level.

Thus, according to projections of the U.S.
Department of Energy early in 1998, the
proportion of Persian Gulf oil in total
world oil consumption will increase, from
24% in 1995, to 33% in 2005, to 41% in 2015.
That is, the dependence of the United
States and its allies on importation of
Persian Gulf oil will grow. Against this
background, it is easy to understand
Washington’s enormous sensitivity to
stability in the Gulf.

The program presented by Secretary of
State James Baker in February 1991, after
the end of the Gulf War, reveals much
about the ways in which the U.S. seeks to
ensure the Gulf’s stability. The program
featured five points: new security

_ arrangements for the Gulf, regional arms

control, economic recovery and regional
cooperation, reconciliation between the
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Arab states and the Palestinians and Israel,
and reduction of U.S. dependence on
Middle Eastern oil. The presentation of
these points in a single package
demonstrates how the components of U.S.
policy in the Middle East are linked to
securing the supply of oil. Thus, the Arab-
Israeli peace process is regarded —beyond
its importance for achieving other U.S.
goals — as essential to attaining regional
stability and ensuring the free flow of oil
from the Gulf to the West.

As long as Saudi Arabia and the Gulf
principalities, which harbor 45% of the
world’s oil reserves, continue to base their
defense mainly on the United States, it is
difficult to envisage any internal
organization of the oil producers that
would jeopardize U.S. interests. These
producers have nothing to gain from a
steep price rise, which would encourage
development of oil substitutes and harm
their revenues over the long term. The
Saudi regime currently needs oil money
urgently in order to preserve the
kingdom's standard of living and internal
stability; this factor constrains its ability to
enter into a struggle by sharply reducing
its oil production.

In the long term, however, U.S.
influence over the oil producers is likely
to diminish. There has already been a
notable erosion in Saudi Arabia’s
willingness to cooperate with the United
States against Iraq. For example, in
February 1998, Saudi Arabia refused to
grant the United States use of its bases to
prepare an offensive against Iraq. It may
be expected that the difficulties of Saudi
Arabia and the Gulf principalities in
cooperating with the United States in the
area of Gulf security will increase after the
removal of sanctions on Iraq and the
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improvement of its status in the Arab
world.

Strategic Implications for Israel
Oil affects Israel significantly in a variety
of strategic areas: the economy, the
magnitude of the military threat posed by
the Arab states and Iran, and political
relations with the international community
and the Arab world.

The most comfortable situation for Israel
would be the reduction of world
dependence on Arab oil, brought about by
the discovery of large reserves outside the
Middle East and the development of
energy substitutes. However, such an
eventuality is not expected to take place
in the coming years. In its absence,
continuation of the current situation is
convenient — a relatively low level of oil
prices, limited foreign currency revenues
for states hostile to Israel, and difficulty for
such states to translate their oil resources
into military and political power.

At the same time, the sharp decline in
oil prices is likely to have negative effects
on Israel’s strategic environment. Low oil
prices harm the economy and internal
stability of moderate states, and those at
peace with Israel, as was evident in the
latter half of the 1980s. In Egypt and
Jordan, and among the Palestinian
population (which is also influenced by the
labor market in the Persian Gulf),
economic difficulties strengthen the
Islamic opposition, which rejects peace
with Israel. Moreover, general economic
distress is associated with disappointment
with the fruits of peace with Israel. A steep
decline in oil prices would be likely to
strengthen the motivation of various forces
to create crises in the region, which in turn
would lead to an increase in oil prices or a

change in the distribution of reserves, as

Saddam Hussein attempted in August
1990.

Itis currently reasonable to assume that
the comfortable situation for Israel in the
oil market will continue for several years.
However, as noted, the long-term
continuation of this state of affairs is
largely dependent on political and
economic conditions that cannot be taken
for granted. These include: the political
stability of the large oil producers, the
extent of U.S. involvement in the Gulf, the
degree of Iraq and Iran’s determination to
undermine the existing order, the
prevention of effective cartels in the oil
market, and the rate of growth of the world
economy. In terms of the latter, according
to 1997 projections of the U.S. Department
of Energy, oil prices in the coming decade
will be around $20 a barrel (1995 prices).
However, if there is rapid economic
growth, prices will rise to $24-526 a barrel;
if growth is slow, they will decline to $14 a
barrel.

Israel’s Oil Supply

Oil imports constitute a significant burden
on the Israeli economy; an increase of one
dollar in the price of a barrel of oil means
an additional outlay of $65 million per
year. Analysis of known trends does not
point to concrete risks regarding the
supply of oil to Israel. Oil is, however, a
strategic resource, and the damage caused
by an oil shortage of it would be likely to
create an existential threat in time of war.
Hence, it is desirable to remove any risk
of unforeseen developments regarding its
supply. Israel must, therefore, continue to
maintain a variety of sources of oil supply,
with relatively large stocks (today’s low oil
prices facilitate building such stocks), as
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well as additional sources of energy (coal,

gas, and nuclear energy). Even if there is
substantial progress in the peace process,
Israel must be wary of excessive
dependence on oil originating from the
Middle East, since economic agreements
are likely to collapse in times of political
crisis.

Israel’s Foreign Relations

The 1973 Yom Kippur War highlighted the
immediate link between the Arab-Israeli
conflict and the stability of energy supply
to the West; this is one reason for the West's
great interest in the success of the Middle
East peace process. Unlike the United
States, some of the Western European
states and Japan, which are completely
dependent on imported oil, have in the
past submitted to the Arab boycott. Today,
although oil certainly continues to be a
source of power for the Arab states and
Iran, the readiness of most oil consumers
to pay a political price for it has
diminished. This is due to the comfortable
supply situation and the conflict among
the oil producers, which prevents them
from closing ranks against oil consumers.
The Gulf War of 1991 intensified
differences among the producers, because
of the reliance of Saudi Arabia and the oil
principalities on U.S. protection against
Irag. Under these circumstances, the Arab
states” ability to exploit oil as a political
lever against Israel, as they did in 1973, has
declined even further.

Although these conditions should
prevail at least for the next few years, their
long-term continuation is not certain, and
in any case the political power of Arab oil
has not completely dissipated. Some of the
states of the European Union, Japan, and
other countries, which are dependent on
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Arab oil and on commerce with the Arab
states, still make the quality of their
relations with Israel conditional on
progress in the peace process.

U.S.-Israel Relations

The relations between the U.S. and Israel
are not influenced to a great extent by the
oil factor, although the close links between
the two countries produce some difficulties
for the United States in its policy toward
the Arab states. The Arab world, however,
cannot ignore the United States’ status as

Just as the rise in oil
prices in the 1970s
and early 1980s
,;contrlbuted to the_

the only superpower, and the reliance of

Arab oil producers on U.S. protection
weakens, at this stage, their ability to
oppose U.S.-Israeli relations. At the same
time, Israel benefits from strategic
cooperation with the United States and

from the latter’s moves to restrain Iragand -

Iran, which threaten Israel as well. Israel
pays a price for this situation, however. For
example, Iraq attacked Israel with al-
Hussein missiles during the Gulf War of

1991, in an attempt to broaden the conflict
and divide the coalition the United States
had organized against Iraq. Fear of an Iraqi
strike, under circumstances in which Iraq
may have difficulty coping with a U.S.
offensive, still haunts Israel; this was
evident during the tension between Iraq
and the United States in February 1998. It
should also be noted that U.S. supply of
state-of-the-art weaponry and technology
to Arab states, out of consideration for Gulf
security, is likely to have a negative effect
on the strategic balance between Israel and
the Arab states.

Peace between Israel and the Arabs is
linked, as noted, with U.S. efforts to
promote the regional stability necessary to
ensure the flow of oil, and the United States
will persist in its efforts to achieve that
stability. At the same time, as long as
comprehensive peace in the Middle East
has not been achieved, Israel and the
United States have a common interest: to
prevent the establishment of a powerful
regional coalition that would be likely to
seek control of the oil supply and
blackmail the West politically and
economically. The threat that Iran and Iraq
— with their armies, sponsorship of terror,
subversion, and nonconventional
weaponry — pose to the other oil states of
the Gulf may be viewed, to a certain extent,
in this context.

"Israel’s Foreign and Defense

Relations in the Middle East

QOil revenues have financed a substantial
part of the heavy defense expenditures of
the Arab states,
procurement of weapons. This pertains

especially their

particularly to the leading oil states, such
as Saudi Arabia and Iraq, and the Arab
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states bordering Israel. Revenues from

Egyptian and Syrian oil exports, and
financial transfers from the Arab oil states
to Syria, Jordan, and Egypt (from the
earnings of their workers in the Persian
Gulf, as well as foreign aid from the oil
producers), have constituted the bulk of
these countries’ foreign currency earnings.
In the years 1979-1988, the Arab oil states
transferred to Syria, Jordan, and the PLO
a total of $15 billion in aid to fund the
struggle against Israel, in the framework
of the “Baghdad aid,” which was initiated
in the wake of the Israeli-Egyptian peace
treaty. In the early 1990s, Egypt and Syria
received grants from Saudi Arabia and
Kuwait amounting to several billion
dollars, in return for their participation in
the effort to liberate Kuwait. Although
reliance on revenues from oil exports (in
Syria and Egypt) and on financial transfers
from Jordanian, Egyptian, and Syrian
workers continues, financial aid from the
oil states has been seriously curtailed.
Workers’ remittances (billions of dollars
per year) still constitute a central
component of the foreign currency
revenues of Egypt and Jordan.

Discoveries of high-quality oil in Syria
in the 1980s, at a time when its economy
was at a nadir, constituted a further
important development in the oil scene.
Following these discoveries, Syria stopped
importing oil and became an exporter
(during the last decade, the value of Syrian
exports stood at about $2 billion a year).
These revenues compensated for the end
of the “Baghdad aid.” Without them, Syria
would have had to cut its defense
expenditures, and its military capacity vis-
a-vis Israel would have been much
reduced.

Oil will continue to be a major source
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of funding for military procurements by
the Arab states and Iran and oil revenues
and a guaranteed oil supply will continue
to be decisive considerations for many
countries that supply weaponry and
technology to these states. The danger to
Israel stems from nonconventional
weaponry and surface-to-surface missiles,
whose proliferation the United States is
trying to prevent. Especially active in
supplying weapons and technology have
been Russia, which seeks to attain
influence in the Middle East as well as
funds for its economy, and developing East
Asian states — China and North Korea -
whose energy consumption has increased
sharply during this decade. It is reasonable
to assume that the grave economic crises
in these areas will strengthen the
motivation to continue exportation of
dangerous weaponry.

Some western European nations that
are completely dependent on oil imports
and who give priority to economic
considerations, have not been strict in
controlling transactions in the area of
nonconventional weaponry. For example,
Iraq received large amounts of assistance
from western European firms during the
1980s for developing its nonconventional
capabilities. Because of short-term
economic considerations, most of these
states do not vigorously support U.S.
efforts to contain Iran’s nonconventional
buildup and to divest Iraq of the
components of its nonconventional
weaponry. The continuation of their
policies, along with the process of lifting
the sanctions on Iraq, and the adoption of
apragmatic policy by Iran, is likely to harm
the U.S. effort to obstruct Iraq’s and Iran'’s
development of nonconventional
weaponry, and enable them to attain

nuclear weaponry at some point.

Just as the rise in oil prices in the 1970s
and early 1980s contributed to the
acceleration of the arms race among the
Arabs, so the decline in oil prices in the
second half of the 1980s contributed to
slowing it down. The reduction in revenue
from oil exports during those years was
one of the main causes of the economic
crises that beset the countries of the region
and threatened the internal stability of the
Arab states, among them Syria and Jordan,
aswell as the PLO. It may well be that these
crises helped the leaders of these states
(especially President Assad) to understand
that they did not have the capability to
achieve strategic parity with Israel, and
encouraged them to enter the peace
the Madrid
Conference of 1991. Similar considerations

process launched at

apparently impelled President Sadat of
Egypt to come to Jerusalem in 1977, after
he witnessed the food riots in his country
at the beginning of that year.

This factor may well work again in the
opposite direction: a sharp increase in the
oil revenues of the Arab states — not
anticipated in the coming years, but
possible over the long term — would be
likely to increase their power and reduce
their motivation to solve the Arab-Israeli
conflict by peaceful means. From this
perspective, the historic window of
opportunity to achieve peace in the Middle
East remains open — for now.
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