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OAPEC AND AFESD

OIL MONEY AND ARAB ECONOMIC COOPERATION

by

1JAZ 8. GILANI

Pre-1967 Failures in Arab Economic Cooperation

In the Arab world, proposals for an organisation for economic coopera-
tion has been in the air at least since 1945, when the Pact of the League of Arab
States stipulated the establishment of an Economic Committee. The func-
tion visualised for this organisation was to bring close cooperation among
members regarding ‘‘economic and financial affairs, including commercial
relations, customs, currency, and questions of agriculture and industry.”?
Later in 1950, the members of the Arab League signed a special treaty for “Joint
Defense and Economic Cooperation,”? which led to the establishment of an
Economic Council to which member countries sent their ministers in charge
of economic affairs, Among other steps taken by it, the Economic Council .
made a decision in 1967 to establish an Arab Financial Institution for Economic
Development. The Arab League worked closely with the World Bank in pre-
paring a study to examine the need for such an institution, since the Arab insti-
tution’s functions were based on those of the World Bank, the only difference
being their regional basis.

The institution which grew out of this effort was the Arab Development
Bank which was formally inaugurated in January, 1957, but reported little
activity in later years. Writing in 1964, Robert Macdonald stated: “In retros-
pect it appears that the establishment of the Arab Development Bank has failed
tc capture the imagination of Arab political leaders.”® Commenting further
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in connection with the projects for Arab economic cooperation, Macdonald
wrote, “The proliferating Arab League projects for joint Arab commercial
ventures, however, seem to have little real connection with the work of the Arab
League as a regional organisation under the terms of its own charter, The
proposals, most of which concern transportation enterprises, include the forma-
tion of an “Arab Tanker Company” and “Arab Pipeline Company,” and an
“Arab Airline”. These projects were broached during the 1950s and were
spurred to some extent by the Suez Crisis of 1956, but none had gone beyond
the planning stage by mid-1964 despite the attempt to resurrect them following
the January 1964 Arab Summit Conference.”4

The only proposed joint venture of this type to show any sign of transcend-
ing the planning phase was the Arab Potash Company, a joint undertaking of
the Governments of Jordan, Syria, Saudi Arabia, Lebanon and Egypt with
the participation of the privately-owned Arab Bank.5

Just as the efforts for establishing joint Arab economic ventures met with
a failure, so did the efforts for promoting trade relations in the area. In 1958,
the Arab League Economic Council approved in principle the concept of a
Council of Economic Union with objectives modelled on those of the European
Common Market. But nothing happened until 1962 when only five of the
then twelve Arab League states signed an agreement to establish a Counci]
for Arab Economic Union.® It took another two years before the member
countries decided to establish a Common Market in 1964, whose purpose was
the removal of customs duties and other restrictions on trade aniong member
countries by January 1974.7 As the record shows, the Arab Common Market
was unable to achieve its goal. Instead, as Musrey tells us, bilateral agree-

ments continued to be much more significant than the Common Market frame-
work 8

Another potential area for Arab economic cooperation was oil, which a
number of Arab states produced in large quantity. The Arab League estab-
lished an Arab Petroleum Congress for the purpose of coordinating oil policies,
but, as we shall show later, these efforts soon stagnated.

Post-1967 Successes in Arab Economic Cooperation

It was not until after the 1967 War with Isiael that a new ‘breed’ of Arab
eCOTOMIC organisations began to grow up: these new organizations were either
outside the Arab League (such as 04 PEC) o1 outside the traditional Cairo-based
power structure of the Arab League (such as 4FESD, which was located in
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Kuwait and Jargely controlled by the oil countries, notably Kuwait). Their
fate was to be quite different from that of the organisations mentioned earlier;
that is, they met with substantial success.

It is this contrast of success and failure which leads us to carry out a more
detailed analysis of the two post-1967 organisations for Arab economic coopera-
tion, OAPEC and AFESD. In the following pages an attempt has been made
to analyse why the operation of these organisations has been successful and
why their counterparts, the Arab Petroleum Congress and the Economic
Council of the Arab League, have been unsuccessful. Also AFESD and
OAPEC are placed in the larger picture of inter-Arab relations since 1967, which
have been characterised by “Pragmatic Arabism”,

Arab Fund for Economic and Social Development (AFESD)

The Arab Fund for Economic and Social Development was established
by an agreement signed in Cairo on May 16, 1968. Its membership is com-
prised of the member states of the Arab League.? The functions of the Arab
Fund are described as follows: “to participate in the financing of economic
and social development projects in the Arab World by:

(I) Financing economic projects of an investment character by means
of loans granted on easy terms to governments and to public or private
organisations and institutions giving preference to economic projects
which are vital to the Arab entity and to joint Arab projects.

(2) Directly encouraging the investment of public and private capital
in such a manner as to ensure the development and growth of the
Arab economy.

(3} Providing technical expertise and assistance in the various fields of
economic development.”'10

The Arab Fund started its operations including lending in 1973. For the
first two years the volume of its lending activity was $24.5 million, granted to
three countries in 1973, and $100 million, granted to five countries in 1974.
Among the recipients of the loan were: Syria ($40.8 million), Sudan (827.2
million), Egypt ($22.1 million), Algeria ($20.4 million), Yemen: Sana ($20.4
million), Yemen: Aden ($13.6 million), Tunisia ($9.18 million).
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For years one of the standard explanations by Arab and outside apalysts
for the failure of achieving Arab unity was that the elementary infrastructure
for regional integration did not exist: Arab countries had poor transport con-
nections, poor telecommunication links, and in general, a lack of a base for
industrial production. Since they had nothing to exchange among them-
selves, they were dependent on ouisiders rather than on each other,!l Conse-
quently, one of the primary concerns of AFESD was to overcome the above
mentioned obstacle to Arab integration. It actively pursued the preparation
of master plans for a Pan-Arab telecommunications network and a Pan-Arab
surface transportation network.!'? Without waiting for the completion of the
master plan, according to the 1974 Report of the Fund, work on several pro-
jects was begun. The Report says, “pending the completion of these plans,
the Fund identified segments of these two networks, which were eligible for
financing. Thus the co-axial telecommunications link between Algeria and
Morocco, the micro-wave network in the Sudan, the Aden-Taiz highway and
the Beirut-Syria highway, are all under preparation for inclusion in the 1975
programme.”18

The Fund has also given special attention to what it calls “explor-
ing possibilities for a systematic and productive utilisation of the region’s
economic potential.”1% This effort started with the preparation of a *Basic
Programme for Agricultural Development in the Sudan.” The rationale of the
above project as stated by the Fund Report reads;

“Implementation of this program will also meet some of the basic
security requirements of the Region, in so far as it would provide
increasing quantities of foodstuffs to satisfy the long term needs of
the Arab world.

The program can also be expected to open up new investment horizons
in the Arab world and contribute to an increase in its capacity to absorb
investment fimds available in the area”.

It represents a concern with security against international threats to use the
“food weapon” and a concern with the inability of Arab oil countries to invest
their surplus funds in the Arab regions because of a lack of infrastructure for
absorbing paying investments. 15

In response to the surplus capital created after the 1973 oil price rise, the
Fund gave special attention to promoting the investment of Arab capital in
the region. In 1974, the Fund established a special unit for the servicing and
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promotion of investments. For the same purpose it expanded the scope of
its assistance to Arab financial institutions in connection with the technical
evaluation of projects. 18

Investment Focus

The Fund rightly underlined the significance of investments as opposed to
trade which was a traditional concern of the Arab Common Market and other
efforts for Arab economic unity. The Fund Report states:

“Financing of inter-Arab projects is considered one of the priority
objectives of the Fund. This stems from a belief in the effective rele
these projects can play in fostering economic integration and coopera-
tion, among member countries. This viewpoint is in harmony with
the new trend in economic thinking which considers that trade
liberalisation measures of the conventional type are insufficient as a
vehicle for achieving economic integration. Cooperation in the form
of multinational investments and regional projects in specific fields of
production has proved to be more flexible and more effective tool in
establishing strong economic links between countries of the same
region...”

“The scarcity of well-identified and well-prepared inter-Arab projects,
however,” says the Fund Report, “has been a major obstacle preventing the
Fund from converting these concepts into practical steps.”17

The help overcame this obstacle and it has sought active cooperation with
infernational agencies such as UNDP and Arab agencies such as the Council
for Arab Economic Unity (CAEU). '

Judging from the activities of the Fund, it is clear that it is attempting to
provide the initial capital which can play a catalytic role in the financing of
economic projects by individual countries and an infrastructure for economic
development in the tegion. In most cases the Fund loans have covered only
a part of the total project cost.

The activities of the Fund have also shown that it has made a conscious
effort to minimise political considerations in granting loans. It is significant
to note that in the first years of its operation, the Fund financed as politically
diverse countries as North and South Yemen, Tunisia, and Algeria.'®



OAPEC and AFESD 61
Key to AFESD Success: Depoliticisation and Oil Money

The most distinctive characteristic of its activities, however, has been none
of the above. Rather, what has distinguished this organisation from the
earlier Arab efforts for economic cooperation has been the fact that it was
established on a firm institutionalised base and started performing its stated
functions in a relatively short period of time. In addition, it functioned for the
most part independently of the political rivairies and disputes which still
characterise relations among many of its member countries. The reasons for
its sticcess can be summarised as follows; Firstly, since 1967, economic co-
operation has been relatively depoliticised a fact symbolised by the Funds loca-
tion in Kuwait. The Arab Fund has not taken active interest in such highly
political issues as the boycott of Isreal or even the Arab dialogue with Western
industrial countries, and has emphasised the purely functional activities of
economic and social development. Political issues have been aliowed to remain
a major concern of the Arab League Economic Committee situated in Cairo
which has performed a political role in international economic diplomacy as
well.

Secondly, as we will explain in Part III, the Arab Cold War along
doctrinal lines declined significantly after 1967. As a result, governments with
very different internal systems and international affiliations became willing to
sit together and cooperate. The Arab Fund thus provided a framework for
such cooveration. As we pointed out earlier, it is nofable thatin the first year
of its lending operations, the Fund granted loans on ihe one hand, to
an avowedly rightest country affiliated with the West, /.e., Tunisia, and a leftist
people’s democracy with strong Soviet connections, South Yemen on the
other.19

Thirdly, one should not forget that the lack of resources was partly res-
ponsible for the failure of organisations which preceded AFESD. Few re-
sources were available to be shared among member or cooperating countries.
The Arab countries were dependent on outsiders for capital required for deve-
lopment. The United States and Western Europe were still the major donors
(and trading partners, which they continue to be) of capital for the Arab coun-
tries. As a result, the recipient Arab countries were inclined more towards
the outside donor countries than towards fellow Arabs who had very little to
offer.20 Since 1967 and more significantly after 1973, the availability of Arab
resources has increased dramatically. Consequently, the Arab oil countries
have become by far the major donors for the poor Arab countries. The sur-
plus capital available to several Arab countries is definitely a strong lubricant
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for Arab economic cooperation, Nevertheless, in the absence of the factors
mentioned earlier, that is, the depoliticisation of economic cooperation and
the cooling down of the Arab Cold War, the surplus Arab capital could not
have led to similar results,

The Organisation for Arab Petroleum Exporting Countries (OAPEC)

Tust as ecomomic development and cooperation for economic de elop-
ment have been perenaizl but often unfulfilled Arab goals, so has the urge to
make a coordinated effort to utilise their oil resources. As far back as 1654,
Nasser wrote in his Philosophy of Revolution that oil was one of the Arabs’ three
major sources of strength, Writing in some detail about the potential uses of
oil, Nasser wrote;

“The Centre of world oil production has shifted from the United States,
where oil wells have been exhausted, land prices have risen, and wages
have increased, to the Arab region where oil wells are still untapped, vast
tracts of land can be had for next to nothing and labour is incredibly
cheap. ..If I have succeeded in explaining the importance of this vital
element of strength as I sincerely hope I have, it would thus follow that
We are strong, strong not through wailing, shouting or appealing for help
at the top of our voices, but strong through our composure, our correct
estimation, supported by figures of our capacity for work and our true
understanding of the strength of ties that bind our peoples together,
those ties which make our homeland an integral and indivisible whole,.
which should be defended as such and not as an isclated unit,”2!

Despite such keen awareness of potential strength in Arab cooperation
in the field of oil, nothing happened until 1959, when an Argb Petroleum
Congress was established under the auspices of the Arab League, whose purpose
was to coordinate ¢il policies. The Congress seemed to work initially, but
later broke down in the face of Arab rivalries and the Cold War,32

Later in 1968, three Arab oil-producing countries established the OAPEC
outside the Arab League framework. In marked contrast to the Petroleum.
Congress, OAPEC was successful in bringing about coordination of Arab oil
policies and in establishing a framework for joint Arab ventures in the
oil industry,

In order to see why OAPEC experienced success while the Petroleum Cong-
ress was a failure, it would be useful to look at the functioning of OAPEC
in some detail.
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Background to Formation and Functions of OAPEC

The idea of OAPEC was promoted by Saudi Arabia after the 1967 War,
In an interview in December 1967, Saudi Petroleum Minister, Sheikh Yamani,
said that Saudi Arabia, Kuwait and Libya—and probably Irag—would shortly
sign an agreement aimed at coordinating the utilization of Arab oil wealth
“as a means to realize success for Arab economic and foreign policy”. He said
the agreement would also piovide tor the formation of a new Arab Petroleum
Organisation,?® whose activity would, however, be completely different from
that of OPEC. He said thar it would be a source of strength to the Arabs and to
the OPEC at the same 1ime.?® The Organisation was formally established in
January 1968, with Saudi Arabia, Kuwait and Libya as members. By 1974
its membership rose to ten: the expansion in numbers is an interesting subject
which is given separate attention later.

According to the official “Agreement of the OAPEC”, the principle objec-
tive of the Organisation has been:

“The cooperation of the Members in various forms of economic activity
in the petroleum industry, the realization of the closest ties among them
in this field, the determination of ways and means for safeguarding the
legitimate interests of its members individually and collectively: the uni-
fication of efforts to ensure the flow of petroleum to its consumer markets
on equitable add reasonable terms, and the creation of a suitable climate
for capital and expertise invested in the petroleum industry in the member
countries.

In pursuit of the above objectives, the Organisation proposes to take ade-
‘quate measures for the coordination of the petroleum economic policies of its
members, and for the harmonisation of the legal systems of the member countries
to the extent necessary for the Organisation to carry out its activity. It also
plans to assist members in exchanging information and expertise and provide
training and employment opportunities for citizens of members countries. And
it seeks to utilise the members’ resources and common potentialities in estab-
lishing joint projects in various phases of the petroleum indusiry,3®

Success in Economic Projects

Reviewing the performance of OAPEC it appears that it has been quite
sucoessful in its task of trying to realise the objectives set forth in its Agreement
in the form of joint projects, and in preparing a comprehensive survey of the
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potentialities of cooperation in the Arab world.2? In the first six years of its
live operation (1968-74) the Organisation has shown the following achieve-
ments:28

Joint Projects

1. The Arab Maritime Petroleum Transport Company: the Company
located in Kuwait operates on a commercial basis with an authorised
capital of $500 million and a subscribed capital of $100 million. It
was established in January 1973.

2. The Arab Shipbuilding and Repair Company: a joint Arab venture
aimed at developing the shipbuilding and repair industries in the
Arabian Gulf, and training and preparing personnel for these activities.
It was established on November 30, 1974. The Company is respon-
sible for the construction of the Bahrein Dry Dock,

3. The Arab Petroleum Investment Company: the Company intends
to finance petroleum projects and industries as well as guxiliary or
complementary projects related to these industries. The Company
is to give preference to joint Arab projects aiming to develop the mem-
ber countries, enhance their ability to exploit their petroleum wealth,
and consolidate their economic and financial potential. It was formally
established in 1975 and based in Damam, Saudi Arabia,, The au-
thorised capital was set at Saudi Riyal 3,600 million, of which SR 1,200
million represented the subscribed capital already provided by the
participating countries.

4, The Arab Petroleum Services Company: its purpose is to provide
petroleum services through the establishment of one or more companies
specialised in various petroleum services or activities, based on tech-
nical, economic and legal studies. The Company will also be con-
cerned with the training of specialised technical personnel. The draft
agreement for its establishment was approved in October 1974,

Studies

OAPEC has prepared several studies as part of its programme for Exchange
of information and Training, notably a; Report of the Energy Crisis and
Sources of Energy Alternative to Qil, Study of the Refining Industry, Study
of Natural Gas Utilisation in Fertiliser and Petrochemical Industries, Study
of the Volume of Petroleum Investment in the Arab World, Proposed Study
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of the Methods for Developing the Oil Sector in Each OAPEC Member Country
and Determining the Opportunities for Joint Venture Projects among them.

Hence within a relatively short period of time OQAPEC has been successful
in Jaying out several large scale joint projects and establishing a framework
for sharing information and training personnel

Success in Conflict Resolution

The ability to produce tangible gains strongly distinguished the OAPEC
from earlier efforts for economic cooperation. But perhaps equally signifi-
cant has been its remarkable tenacity in the face of internal conflicts, ie.,
its capability for managing conflicts. Most significantly that OAPEC has
successfully resolved the dilemmas regarding who should be permitted member-
ship in the Organisation. Besides, it has successfully dealt with the continuing
conflict among its members regarding the price of cil. After the 1973 War
the Organisation successfully managed the so-called cil weapon, which, because
of the different political orientations of its member countries, could have been
extremely divisive. It has also resolved conflicts among members regarding
policy on nationalisation of oil companies.

Considering that the conflict over membership involved OAPEC’s rela-
tions with the Arab World and inter-Arab conflicts and rivalries, it is of interest
to study in some detail how OAPEC handled this issue.

Conflict over Membership: Conservatives or All Arabs?

At the time of its creation in January 1968, OAPEC comprised three
countries, Saudi Arabia, Kuwait and Libya, all of them monarchies with
large revenues and small populations, all on common grounds in terms of poli-
tical and economic orientations. Iraq was the only other country which qualified
for membership according to the original charter of OAPEC which required that
oil should be the principal source of revenue for the member countries. But
it opted out, insisting that OAPEC headquarters should be located in
Baghdad rather than Kuwait. Iraq also insisted that disputes between member
countries be resolved through negotiations and consultation; the others favoured
the creation of a legal body to decide disputes. The fact of the matter, how-
ever, was that Iraq had 2 very different political orientation and economic base
than the others (Iraq was not & surplus capital country like the rest of them),
and its membership would have challenged the harmony which the founder



66 Strategic Studies

members greatly treasured. Their major purpose in restricting the member-
ship to only those countries in which oil represented a basic source of income
was to have any decision that was made affect all the countries equally.

The formula of limited membership proceeded smoothly until the coup
by Qadafi in Libya in 1969, which provided the opponents of limited member-
ship an opportunity to demonstrate their opposition. Libya, Egypt, Syria
and Iraq, all opponents of a limited OAPEC, met in Baghdad in December
1969, to discuss closer cooperation in oil affairs. It was widely speculated at
that time that the four countries would atiempt to create their own organisation
to replace OAPEC, which would automatically dissolve when reduced to two
members, But the Baghdad meeting ended with no known accomplishmenis
and for & while the future of OAPEC was left in doubt. Nevertheless, Libya
continued to participate in OAPEC meetings, and the crisis seemed to have
passed in January 1970, Libyan Suheil Saadawi replaced Saudi Sheikh Yamani
as ithe Secretary General of the Organization.

By 1970, several Arab countries including Algeria, Abu Dhabi, Qatar and
Bahrein were interested in membership. The latter three were oil sheikdoms
with surplus capital, which qualified them for ready acceptance. But Algeria
was more like Iraq; politically radical and though a major cil-exporting country,
had nome of the surplus capital enjoyed by the others. Most importantly,
Algeria had taken a strong position against the French oil companies and
favoured the nationalisation of Foreign oil companies. Saudi Arabia, fearing
Algeria’s radicalism, was hesitant to ailow its entry into OAPEC, The matter
was still under discussion when it was reported that a high level Algerian dele-
gation had visited Saudi Arabia early in 1970 to discuss the avenues for coopera-
tion, Apparently, the Algerians were successful in removing Saudi misgivings.
It was perhaps the beginning of continued cooperation between Saudi and
Algerian oil technocrats despite their differences in political outlook and bar-
gaining strategy regarding oil companies. After Saudi opposition to Algeria’s
entry had been withdrawn, the first expansion of OAPEC membership occurred
in May 1970; four new members, Algeria, Abu Dhabi, Qatar and Bahrein were
admitted, thus increasing the total membership to scven.

Only & vear after the first extension of its membership, the solidarity and
the existence of OAPEC were strongly threatened by the dispute over two issues;
the membership of Iraq and the Algerian oil policies. An OAPEC meecting
scheduled for June 1971 was postponed after a disastrous start. The meeting
had been scheduled to discuss the Organisation’s stand on the France-Algerian
crisis, the acceptance of Iraq as a member, and propesals for a number of
joint development projects. None of these subjects were adequately discussed.
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The source of failure to achieve any progress on its agenda was, accord-
ing to an a@/-Nahar comment, “traditional inter-Arab differences.’’29

The major dispute revolved around the admission of Irag to the Organisa-
tion. Saudi Aiabia moved against acceptance, arguing that the admission of
another progressive Arab country would certainly lead to radical changes in
Arab oil policy and might ultimately disrupt the organisations’ relations with
the operating foreign oil companies in their respective countries The Saudis
brought up the example of the deterioiation of relations between Algeria and
France, which resulted from a parual nationalisation of French oil firms

While Saudi Arabia was strongly opposed to nationalisation, the Arab
progressive regimes like Algeria, Libya and Iraq, strongly supperted the idea.
Within OAPEC Saudi Arabia was able to obstruct any move by Algeria and
Libya by seeking the support of Bahrain, Abu Dhabi and Qatar.

Iraq was pot admitted, but Algeria was formally promised support in its
dispute with French companies. The Kuwaiti Oil Minister Atigi told the
Kuwait Parliament; “should the companies uphold their decision to boycott
Algerian oil, then we shall be compelled to take measures which we consider
our duy within the framework of OAPEC.” In opposing the Iragi member-
ship, Saudi Arabia argued that Iraq had refused to take part in the creation
of OAPEC and had failed to cooperate with its member states. Saudis said
that Iraq had changed its position only after OAPEC had proved to be a success
and now hoped to benefit from projects to which Iraq had contributed nothing.
For this reason, Saudi Arabia preferred to see Iraq remain cutside OAPEC
until all its planned projects had been implemented and were functioning well.
After this had been achieved, Iraq, along with other interested Arab states,
could be allowed to apply for membership.

Due to the dispute on Iraqi membership, OAPEC was unable to proceed
on some of its most significant projects, like the construction of a dry dock,
the building of a tanker fieet and the formation of companies of petroleum
enterprises and petroleum services.

Expansion Beyond Conservatives

After a disappointing meeting—June 1971—the next meeting held in Abu
Dhabi—December 1971—was extremely successful: the major achievement
being the successful resolution of the question of Iraqi membership. Together
with Iraq, Egypt and Syria were approved as members.20 This required a basic
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amendment to the Constitution of OAPEC which stated that oil must be the
principal and basic source of a member’s revenue. This phrase was changed
to a new conditicn requiring that members must receive “important export
revenues” from their oil. The amendment was proposed jointly by Libya,
Algeria, Kuwait, and Saudi Arabia.

Although some saw the entry of Iraq as a victory for the progressive Arab
countries, others thought that by admitting Egypt and Syria who did not sup-
port radical oil policies, Saudi Arabia had restored the balance of power against
any radical trend. Saudi Arabia was expected to stay on top of OAPEC,
being the biggest Arab oil exporter and having better relations with Egypt than

either Syria or Irag.

A broader base for OAPEC was thus seeti as a consolidation of the lead-
ing position of Saudi Arabia. The Saudis were obviously happy about the
outcome. After the meeting Sheikh Yamani said the Organisation “is now

reborn.”81

In later years the successful but meaningful expansion of the Organisation
has been regarded as a major achievement. In the foreword to the 1974
Report, OAPEC Secretary General Ali Attiga wrote :

“It is my opinion that the greatest achievement of the Organisation
during its five years of existence was the expansion of its membership
from three to ten Arab countries, representing the larger part of the
Arab homeland’s population and resources. This provides the Organisa-
tion with a broad and integrated base of demographic, economic and
geographic factors whose interaction with the oil and gas sectors may
well alter the solid groundwork for development and progress not only
in the OAPEC countries, but also in the rest of the Arab world”.

Representing the considerable enthusiasm for economic cooperation and
development in the Arab world in the wake of the 1973 War and rise of the

price of oil, Attiga continued to write:

“The opportunities available locally and internationally to the
Organisation and our countries to proceed towards this great objec-
tive are better now than at any time in the past. They need only fur-
ther strengthening for common development of joint Arab endeavour”.

Just as the Organisation has expanded its membership gradually, it has alsc
politicised its activities gradually. Before its role in the use of “oil weapon”
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in 1973, OAPEC did not assume any political role. And even its participation
in the use of the “oil weapon” was cautious. It tried to avoid formal involve-
ment. As the OAPEC Secretary General put it:

“The Organisation responded to international reaction to the de-
monstration of' Arab solidarity that found one of its most vital expressions
in the decision of Arab Ministers of Petroleum 7o use oil as a strategic
commodity. Although this decision, for practical reasons, lay outside
the legal scope of the Organisation, the Organisation was not precluded
from following international developments which resulted from Arab
action in using oil in the national bartle’*82

OAPEC’s Role as Replacement of MNCs

One of the reasons for the relative solidarity and success of OAPEC is the
transformation of the international oil market. As the oil companies have
been gradually phased out of their role as concessionaires, the responsibili-
ties of the producing-countries have increased in terms of making decisions
about production and delivery of oil, Since they are not individually equipped
to perform this function, there is great incentive to collaborate on a collective
basis. In a certain sense collaboration among Arab oil producers becomes
crucial to the survival of their new relationship with the oil companies.

It can be argued that the establishment of OAPEC was essential after what
the Arab oil producers had achieved through OPEC in terms of changing their
basic relationship with the oil companies. The new transnational actor OAPEC
was now to take over many of the functions previoulsy previded on a trans-
national level by a different, transnational actor, namely, the oil companies.
As the OAPEC Report phrases it:

“(During the 1960s) coordination was confined to harmonisation
of the Member countries’ demands for amending certain terms of the con-
cern on agreements to their benefit, while maintaining the essential charac-
ter of the relationship defined by the agreements. At that time the task
of coordination was easier than it is now because of the fundamental
changes that have since occurred in the relationships between the inter-
national oil companies and the petroleum producing countries, ,.

The new relationship between these countries and the oil companies
is based on the principle of each couniry’s right to make oil the major
decision, thus reversing the situations that prevailed under the con-



70

Strategic Studies

cession System. Even since the producing countries had decided on
nationalisation and/or participation, they were in a position to make
decisions concerning exploration, development, production, prices.
marketing and all other economic and financial issues related to the
petroleum industry. At this point the importance of coordinating the
petroleum policies of Member countries gained new weight and urgency.
It may be said that the survival of this new relationship with the oil com-
panies is largely dependent on the success of our Member countries and
the other countries of OPEC in relaising the objectives described above”.

OAPEC has defined these new functions acquired from the oil companies

as the “industrialisation of oil” The Report continues:

“The transformation of the oil market, from a buyer's to a seller’s
market brought industrialisation and crude oil refining opportunities
to the forefront. A sound econmomic policy will require the integra-
tion of the national economy with the oil sector of each produc-
ing country with the result of adding substantially to its national income.
Such developments tend to strengthen and stabilise the oil market to
an extent that gives the exporting countries extra power in dealing with
the oil importing countries who, themselves, exert considerable control
over the terms of export of their industrial prcducts.”33

“Such developments make it necessary to consider formulating a
comprehensive plan for industrialisation and oil refining in the member
countries, in 4 manner that would allow the realisation of the aims of
member countries, both individually and collectively. A comprehensive
plan of this nature would accelerate the trend towards coordination and
would enable to producing countries to cope with economic blocs that
dominate the capital and consumer good markets. Industrialisation
and the processing of oil Jocally., as well as the export of petroleum pro-
ducts, require for their success, the prior agreement cf the member coun-
tries to a well-defined and coordinated program. This necessitates the
creation of institutions capable of performing such vital functions both
individually and collectively.”34

The OAPEC Report quite explictly states the necessity to cooperate if

the producing countries wished to replace the functions earlier performed by
the international oil companies.
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“The close coordination that has always characterised the relation-
ship of the international oil companies in their dealings with the coun-
tries in which they operate—though for different objectives—should
also characterise the relations of the national oil companies in the
member countries in order better to protect their legitimate interests,”’%0

Although OAPEC originally started as a very exclusive organisation, over
the years, it has not only expanded its membership to all Arab countries which
had any relationship to the export of oil, but also established close links
with other inter-Arab economic organisations. A recent annual Report states:

“The Organisaticn is currently consolidating its relations with the
Arab Fund for Economic and Social Development, the Arab Labour
Organisation, the Arab Planning Institute, the Economic Department
of the Arab League, the Arab Economic Unity Council and the other
organisations concerned with objectives similar to those of OAPEC,”36

Below are summarised the reasons for the success of QAPEC.

Causes for Success

First, as was mentioned earlier in the case of AFESD, the Arab political
environment in which the OAPEC operated was fa1 more conducive to coopera-
tive action than the political environment available to comparable organisations
in the past. The end of the Arab Cold War and a period of Pragmatic Arabism
has been the political framework for the operation of OAPEC.

Second, the sequential expansion of OAPEC seems to have contributed to
its success, OAPEC started with a homogenous group of three which later
provided leadership to the additional membership. As a result many of the
disputes were managed before the formal entry of a member. The rationale for
restricted membership was provided by the functional (oil policy) nature of the
QOrganisation,

Third, the gradual politicisation: OAPEC seems to be an outstanding case
where a funcfional organisation has experienced gradual, though periadic and
impermanent politicisation. Its routine functions continued to be highly func-
tional. Butin a period of crisis like the 1973 War, it was readily available fo1
political activity. Since the War, its activities have been again basically
economic. Such gradual and restricted peliticisation seems to have contribu-
ted towards its success.
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Fourth and perhaps most important, OAPEC took over the role formerly per-
Jormed by the oil companies in certain orucial areas. As we explained in detail
eariier, OAPEC provides the transnational framework which was the backbone
of multinational oil companies. Since all Arab oil-producing countries are in
the process of nationalising their oil production, the need for a collective trans-
national organisation is crucial. OAPEC has been able to absorb many internal
conflicts, because it performs a task which is crucial to its members. The cost
of exit from OAPEC or its dissolution or ineflectiveness is high and deters mems-
bers to carry conflict beyond 2 tojerable limit.

Conclpsions

The quality and quantity of Arab economic cooperation has significantly
increased since 1967. The two major factors responsible for this are the dec-
line in the Arab Cold War and the availability of surplus Arab capital,

The above analysis shows that the power (to exert influence in Arab affairs)
of the oil-rich countries, expressed in AFESD and OAPEC, has considerably
improved with respect to the traditional political-military powers of Egypt and
Syria. This diffusion of power Is symbolically expressed by establishing the
headquarters of AFESD and QAPEC (both autonomous bodies Ilinked to the
Arab League) in Kuwait, while retaining the political and military organs of the
Arab League in Cairo.
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