
 



produc t ion .  A s  a  g e n e r a l  r u l e ,  t h e s e  v e r t i c a l l y - i n t e g r a t e d  
companies have tended t o  show t h e i r  p r o f i t s  a t  t h e  producing 
s t a g e ,  u s ing  t h e i r  c o n t r o l  over  Middle E a s t  crude o i l  
produced a t  low-cost t o  p revent  independents  from competing 
i n  downstream ope ra t ions .  What t h i s  means i s  t h a t  t h e  
p r i c e  charged downstream a f f i l i a t e s  ( t h e  t r a n s f e r  o r  
d i s coun t  p r i c e  - approximately ~ S $ 3 . 0 0  p e r  b a r r e l  fo l lowing  
t h e  16 October 1973 p r i c e  i n c r e a s e s )  i s  ve ry  much h igher  
t h a n  t h e  c o s t  of p roduc t ion  (approximately  US$Q,LO p e r  
b a r r e l  i n  1 9  73)  . The pro£ it margins of t h e  r e £  i n i n g  
and market ing a f f i l i a t e s  a r e  sma l l ,  i n  l a r g e  p a r t  because 
of heavy government t a x a t i o n  and p o l i t i c a l  p r e s s u r e s  which 
keep r e t a i l  p r i c e s  low. T h e  r e a l  c o s t  f i g u r e s  a t  any one 
s t a g e  , however, a r e  c l o s e l y  guarded s e c r e t s ,  because t h e  
companies can t o  some e x t e n t  a l l o c a t e  c o s t s  among s t a g e s  
and among c o u n t r i e s  s o  a s  t o  maximize t h e i r  p r o f i t s .  

S ince  t h e  e a r l y  1960 ' s  Southeas t  Asia  has  followed 
t h e  g l o b a l  t r e n d  toward t h e  c o n s t r u c t i o n  of r e f i n e r i e s  
c l o s e  t o  t h e  a r e a  of  consumption r a t h e r  t han  c l o s e  t o  
t h e  crude source .  An Organiza t ion  f o r  Economic 
Cooperation and Development (OECD) s tudy  c i t e s  s e v e r a l  
main f a c t o r s  behind t h i s  t r e n d :  

- The r a p i d  i n c r e a s e  i n  demand f o r  a v a r i e t y  of r e f i n e d  
p roduc t s ,  making t h e  c o n s t r u c t i o n  of such r e f i n e r i e s  
economic. 

- The development of l a r g e  t a n k e r s ,  favour ing  shipment 
o f  crude o i l  r a t h e r  t han  t h e  more c o s t l y  shipment of 
p roduc ts  i n  sma l l e r  t a n k e r s .  

- Lessening t h e  f o r e i g n  exchange c o s t s ,  y e t  s a t i s f y i n g  
expanding o i l  needs ,  by import ing the l e s s  expensive 
c rude  i n s t e a d  of  o i l  p roduc ts .  

- From a s t r a t e g i c  p o i n t  of view t h e  import  of crude i s  
somewhat more s e c u r e  t han  t h e  import  of r e f i n e d  
produc ts .  

- The economic advantages i m p l i c i t  i n  t h e  r e f i n i n g  
i n d u s t r y  of p rocess ing  a package of c rudes  of 
d i f f e r e n t  t ypes  wi th  complementary q u a l i t i e s  c l o s e  
t o  market ,  compared wi th  r e f i n i n g  a t  crude o i l  
producing c e n t r e s  where g e n e r a l l y  l e s s  i n t a k e  
f l e x i b i l i t y  i s  a v a i l a b l e .  

- The impos i t i on  of import d u t i e s  on f i n i s h e d  products  
by consuming count ry  governments. 



Thus, by t h e  end of 1973, every  country  i n  Southeas t  
A s i a  ( except  Vietnam and Laos) had some domestic r e f i n i n g  
capac i ty  (Table  I )  . Except f o r  r e f i n e r i e s  i n  Singapore ,  
Sarawak, and Indones ia ,  t h e s e  r e f i n e r i e s  a r e  o r i e n t e d  
toward t h e  domestic market.  For geograph ica l ,  p o l i t i c a l  
and economic r ea sons ,  Singapore has developed a s  t h e  main 
r e f i n i n g  c e n t r e  i n  Southeas t  Asia.  By 1 9  75, Sinqapore ' S 

r e f i n i n g  capac i ty  w i l l  be  over 1 m i l l i o n  b a r r e l s / d a y ,  
making it t h e  t h i r d  l a r g e s t  r e f i n i n g  c e n t r e  i n  t h e  world 
a f t e r  Rotterdam and Houston.* S ingapore ' s  r e f i n e r i e s ,  
l o c a t e d  i n  t h e  main o i l  supply r o u t e  from t h e  Middle E a s t  
t o  Japan,  import  a  v a r i e t y  of Middle E a s t  crudes  ( p r i n c i p a l l y  
from Kuwait, I r a n  and Saudi Arabia)  and some l i g h t  crude 
from Sarawak and Brunei ,  and e x p o r t  r e f i n e d  produc ts  t o  
v i r t u a l l y  every  country  i n  Southeas t  As ia ,  a s  w e l l  a s  t o  
Japan, Wustra$ia,  Hong Kong and even t h e  United S t a t e s .  
Leading markets i n  1972 were South Vietnam (S$267,545,494) ,  
Japan (S$214,942,770) , and Tha i land  (S$137,327,356).  

I n  t h e  p a s t ,  t h e  o i l  companies have r e s i s t e d  p r e s s u r e s  
t o  develop expor t -o r i en t ed  r e f i n e r i e s  i n  Southeas t  Asian 
c o u n t r i e s  o t h e r  than Singapore;  bu t  1972-73 saw some 
change i n  both  Japanese  and o i l  company p o l i c y  on t h e  
b u i l d i n g  of ' b f f s h o r e "  r e f i n e r y  c a p a c i t y  i~ Southeas t  Asia.  
The n a t u r e  and imp l i ca t ions  of t h i s  change w i l l  be d i scus sed  
i n  Sec t ion  III below. 

While t h e  bulk of investment i n  t h e  o i l  i n d u s t r y  i n  
Southeas t  Asia con%inues t o  be i n  downstrearl o p e r a t i o n s ,  
o i l  and gas e x p l o r a t i o n  and produc t ion  a r e  becoming 
i n c r e a s i n g l y  important .  By t h e  end of 1933, o i l  e x p l o r a t i o n  
w a s  going on o r  planned i n  v i r t u a l l y  every count ry  of 
Sou theas t  Asia (Table 111). Companies of a l l  t h e  major 
powers were involved ,wi th  U . S .  companies and Royal/Dutch 
S h e l l  dominating t h e  a c t i v i t y  (Tables  IV and V ) .  Important  
new o i l  and gas  d i s c o v e r i e s  were made i n  Tha i land  and 
Malaysia dur ing  1973, whi le  p roduc t ion  from new o f f s h o r c  
f i e l d s  i n  Sarawak and Indones ia  i nc reased  t o t a l  r e g i o n a l  
product ion $0 approximately 1,700,000 b a r r e l s i d a y  
(Table V ) .  Some of t h e  p o l i t i c a l  and economic i s s u e s  
behind t h i s  growing o i l  e x p l o r a t i o n  and produc t ion  w i l l  
be d i scussed  i n  Sec t ion  I V .  

* Shell. is pesmtly adding an extra 180,000 barrels,/day t o  its 
Wa1a.u B k m  refineries and BP together w i t h  f i tsubishi  my  
expand its 2 7 , m  barrels/day refinery t o  170,000 barrels/ 

Q 



Table I: Refinery Capacity i n  Southeast Asia, 1973 

Country Location Present Capacity m a n y  
barre ls/day 

Burma Syriam 
Chauk 

cambodia Kompong Scan 12,000 ) 

Indonesia Plad j U 110,000 ) 
Dumai 100,000 ) 
Sungei Gerong 75,030 ) 
Ba likpapan 50,000 ) 
Wonokrono 6,003 
T j e ~ u  6,000 ) 
Rantau 5,000 

Malaysia Port Didcson 35,000 ) 
Port Dickson 32,000 
Lutong 65,000 

Philippines Limay, Bataan 50 ,00  
Bauran, Batangas 62,000 ) 
Tabargao, Batangas 100,000 ) 
Rosario, Cavite 100,000 ) 

Singapore Pulau Bukam 378 ,m) 
Pulau Ayer Chawan 181,003 ) 
Jurong 175,000 ) 
Pasir Panjang 27,000 1 
Pulau Ayer 

e r l imau  65,000 ) 

Thailand Bang Cbak 65,030 
S r i  Racha 65,000 ) 
Sr i  Racha 65,000 

26,000 
Myanma (State) 
~yanma (State) 

12,000 ~ociet& Khrnere de 
Raf f inage des 
Petrole (ELF- 35% ) 

Pertamina (State) 
Pertamina (State) 
Pertamina (State) 

352 ,000 Pertamina (State) 
Pertamina (State) 
pertamina (State) 
Pertamina (State) 

Shell 
132,000 Esso 

Shell 

Mobil, Esso* 

312,000 Caltex 
Shell 
F i l o i l  (State) ** 

Shell 
Esso 

Singapore Petrolem 
C-Y 

Sumnit*** 
165,000 Torc (Shell 30%) 

Esso 

Total 1,824,003 

- - ~ - - - . - . - - - -  - -  ~ - -  - -  ~ - -  - -  

* Esso liquidating investment as  of 31 De&r 1973. 

** G u l f  O i l  liquidated investment i n  early 1973. 

*** Leased f r a  Defence Energy Department of the Ministry of Defence. 



T a b l e  11: 

E s t .  C i v i l i a n  Comm-ption Main Marke t s  ( %  s h a r e )  
barrels/day 

Bwma 

Cambodia 

Indonesia 

Laos  

Malaysia 

T h a i l a n d  

Vie tnam,  N o r t h  

V ie tnam,  S o u t h  

M y m  (State) (103%) 

S h e l l ,  C a l t e x ,  S u m i t ,  
E s s o ,  TelaKhmer 
(Semi-Public) 

P e r t a m i n a  ( S t a t e )  

Shell, E s s o ,  C a l t e x  

Shell (42%), Esso  ( 2 8 % ) ,  
C a l t e x  (12%) , BP (10%) , 
Mobi l  (8%) 

Esso*,  Wbi l ,  S h e l l ,  Caltex, 
G e t t y  , F i l o i l  ( S t a t e )  ** 

Shell, E s s o ,  Caltex, BP, 
Mobi E 

OF8 ( S t a t e )  (32%) , Shell 
( 2 8 % ) ,  E s s o  ( 2 1 % ) ,  
C a l m  ( g % ) ,  S u m i t  (9%) 

State 

Shell ( 6 0 % ) ,  E s s o  ( 3 0 % ) ,  
Ca1te.x (10%) 

* E s s o  liquidating investrent as of 3 1  kenker 1973. 

** Gulf liquidated i n v e s t r e n t  i n  early 1973, 



Table 111: 
In Southeast Asia, 1973 

Countq C-Y beat ion 

Brunei l Brunei Shell-Brunei Of f sho re /~hore  
Govenvnent 

2 Sunray (50%) -Superior Offshore/Onshore 
(25%) -Cl& (25%) 

3 Ashland, W o o d s ,  Peplzoil Offshore/Onshore 

Bunrra Bidding for Contrack Areas i n  Gulf of Martaban; 
Results Expecked in early 19 74 

Canbodia I ELF (65%)-Esso (35%) Off shore 
2 Marine Associates (100%) Offshore 

*Indonesia 
(Minority awners sametas excluded - operators given f i r s t )  

ENI-Phillips, Tenneco 
E N I ,  Tenneco, Phillips 
Aminoil-White Shield 
Amoseas 
Atlantic Richfield 

m - I I A P C O  
ARCD-Kondur Pool 
Asamexa 
ash land-Lkminex-Kyushu 
ash land-BP-Kyushu- 
Aquitaine (Total) 
Associated Australian 
BP 
Caltex 
Conoeo-Ge tty-Amoco 
Conoco-Union-WO 
Conoco-Amoco 
Gulf- J a w  
Gulf-Whitestone 
Gulf 
H u f f C O  
IIZIPeO-Shell 
International O i l  
Jenny 
Mobi l 
M & i  1 

South China Sea 
South China Sea 
West Sumatra 
Flores Sea 
East Kalimmtan 

Java Sea 
Malacca Stra i ts  
North Sumatra 
Southeast Kalimantan 
Makassar 

Ceram Area 
Makassar 
Central Sumatra 
South China Sea 
South K a l r n t a n  
West 'Lrian 
Malacca Stra i ts  
W e s t  Ir ian 
Sulawesi 
South Sumatra 
Java Sea 
Timor 
Wes t Sumatra 
North S m t r a  
Malacca Stra i ts  



Table I11 (continced) 

Country m Y  Location 

Indonesia 2 6 
(contined) 27 

28 

Malaysia 1 
2 

NOSODE0 
Petrateter Trend 
Pexamin-White Shield, 
Asia O i l ,  Whitlley 
Pexamin-White Shield, 
ODECO, LVO 
Phillips-AGIP 
Phillips-Superior 
Redco/HEDC 
Redco/REDC 
mcom 
Redco/REDC 
Shell  
Shell 
Stanvac 
Tesoro-Wendell 
Phil l ips  
Total-Sun O i l  
Total-Japex 
Total-Hispanoi l 
Uniondapex 
Union 

Esso (100%) 
Contirental (50%) - 
E l  Paso (25%) , 
BHP (25%) 
Wil (100%) 
Esso (100%) 
Sabah Shell-Shell 
Pecten 
Sarawak Shell (103%) 
Aquitaine ( 50% ) -Sabah 
Marire Areas ( 5 0 % )  
Teseiki 
Oeanic Petroleum 

Philippines (Service Contracts Only) 

1 Caltex et. a l .  
2 Sqerior-Endeavor , 

e t .  a l .  
3 Triton O i l  & G a s  
4 Husky Oil-Australian 

O i l  & Mining 
5 P h i l l i p  

North Sumatra 
West Ir ian 
South Kalimntan 

West Ir ian 

Java 
West Ir ian 
Java 
East Kalimantan 
South Sumatra 
East Kalimantan 
North East Kalimantan 
South Java 
South Sumatra 
West I r i an  

Sumatra 
Kal imant an 
Java Sea 
Makassar S t r a i t  
Sumatra 

E a s t  Coast of West Yalaysia 
E a s t  Coast of West Pblaysia 

Malacca S t r a i t s  
Off shore 
Off shore Sabah 

Onshore/Off shore Sarawak 

O f f  shore Sabah 
Onshore/Of f shore Sabah 
Off shore Sabah 

Palman 
Sulu Sea 

Palman 
Sulu Sea 



T a b l e  I11 (cantinwd) 

COunW ComPanY Location 

T h a i l a n d  1 Gul f  (50%) -Texaco 
(25%) , Chevron  (25%) 

2 mco (100%) 
3 m c o  (W%) -1demitsu 

E x p l .  (50%) I 

4 Conoco (50% ) - M i t s u i  
O i l  Expl. (50%) 

5 BP (100%) 

6 M e r i d i a n  O i l  (103%) 
7 Pan m a n  O i l  (103%) 
8 Termem (33 1/3%) , 

Marathon ( 33 1/3%) , 
P h i l l i p s  ( 2 3  1/3%) , 
AGIP (10%) 

9 T r i t o n  O i l  (50%), 
C r a m  T h a i l a n d  (12$%) ,  
A n s d u t z  O v e r s e a s  
(124%) .  Gorge (12$%) , 
In le t  P e t r o l e u m  (12\%) 

10 Union O i l  (80%) 
S W E C  (20%) 

11 Weeks P e t r o l e u m  (100%) 

Vietnam,  1 ENI possibly with 
N o r t h  Japanese 

Vietnam,  1 Shell P e c t e n  (50%) - 
Shell C i t i e s  Service (50%) 

2 Esso (103%) 
3 mbil (100%) 
4 Sunningdale, Baw 

V a l l e y ,  S i e b e n s ,  
Sante F e  

G u l f  of Siam,  B l o c k s  7 ,  8, 9 

Andaman Sea, Block  W-2 
G u l f  of Siam,  B l o c k s  5, 6 

Gulf of Siam, B l o c k s  10 & 11 

Gulf  of Siam,  B l o c k s  3, 4 ,  1 6 ,  
1 7  

An- Sea, B l o c k s  W-3, W-4 
G u l f  of Siam, B l o c k s  2,  1 4 ,  
15 

G u l f  of Siam, B l o c k s  18, 1 9  

Gulf  of Siam,  B l o c k s  1 2 ,  13 

G u l f  of Siam, B l o c k  W - l  

O f f s h o r e ,  G u l f  of T o n k i n  

B l o c k  10 
B l o c k s  4 & 8 
B l o c k s  21 ,  22  

* Source: PetroZem News, Southeast Asia, Statistical Sumnary , 
various issues. 



T&le TV: Main Foreiqn Companies Involved in Oil Exploration 
In Southeast Asia, 1973 (By Nationality) 

1 W o n :  South Vietnam, Cambodia, Malaysia, Indonesia 

2 Standard of California: Thailand, Philippines, Indonesia 

3 Texaco : Thailand, Philippines, Indonesia 

4 Gulf: Thailand, Indonesia 

5 Continental Oil: Indonesia, Malaysia, Thailand 

6 Union Oil: Thailand,Indonesia 

7 Mobil: South Vietnam, Malaysia, Indonesia 

8 Armxo (Straits of Indiana) : Thailand, Indonesia 

9 Temeo: Thailand, Indonesia 

10 Phiblips: Indmesia, Philippines, Thailand 

Tariton Oil: Thailand, Philippines 

Ashland : Indonesia, Brunei 

Marathon : Thailand 

Cities Service: South Vietnam 

Sun Oil: Brunei, Indonesia 

Clark Oil: Brunei 

W s :  Thailand 

El Paso Natural Gas : Malaysia 

Shell Pecten: Malaysia, South Vietnam 

Wridian Oil: Thailand 

Pan Ocean: Thailand 

Pwamin : Indonesia 

I W @ O  (Natms ) : Indonesia 

Oceanic Pet. : Malaysia 

Aminoil : Indonesia 

26 CIF (Campagnie Francaise des Petroles) : Cambodia (ELF) , 
Malaysia (Aquitaine) , Indonesia (Total) 



Table IV ( c o n t i n ~ d )  

I tal ian 

2 7 EFJI : Indonesia , Thailand (AGIP) , North Vietnam 

28 British Petroleum: Thailand, Indonesia 

29 Royal Dutch/Shell: Malaysia, Brunei, Indonesia 

German 

30 Deninex: Indonesia 

31 Hispanoil: Indonesia 

Japanese 

Mitsui: Thailand 

Idemitsu: Thailand 

S W E C  : Thailand (Maruzon, Daikyo, Nippon) 

Teseiki: Malaysia 

S+ah M i n e  Areas: Malaysia (Pet. &V. Corp.; Sunitamo, Teikoku) 

Kyushu: Indowsia 

Japex : Indonesia 

NOSODECO: Indonesia (OEG?, Mitsui, Japex, Nippon, Wubeni) 

Australian 

4 0  Endeavor O i l :  Philippines 

4 1  Australian O i l  & Mining: Philippines 

42 Associated Australia : Indonesia 

43 Broken H i l l  Prop.: Malaysia 

Canadian 

44 Asamera: Indonesia 

45 Husky O i l :  Philippines 

46 Sunnitqdale: South Vietnam 

47 Suprior :  Philippines, Brunei 



Table V: Es-ted O i l  Production in Southeast Asia, 1973 

country Production 
barrels/day 

Brunei Shell B m i  

Burma (est. 1972) 

* Indonesia (Avg . August 19 7 3) Caltex 

FAOC (Assoc. Australia) 

Asamera 

ARCO-IIAF'a3 

IIAPCQ 

S tanvac 

Pertamina 

Union-Japex 

Malaysia Shell Sarawak 

Total Southeast Asia 1,709,563 

* Source: Petroleum News, Southeast ~sia, Vol. 4 ,  No. 7, Octclber 1973, p. 11. 



11. 
Economy i n  Southeas t  Asia 

The o i l  companies hoped i n  1970 and 1971, when they 
s igned  t h e  Teheran and T r i p o l i  Agreements, t h a t  they  had 
succeeded i n  buying secu re  o i l  s u p p l i e s  f o r  t h e  nex t  f i v e  
y e a r s  a t  p r e d i c t a b l e ,  even i f  e s c a l a t i n g ,  p r i c e s .  A t  t h e  
t i m e ,  t h e s e  agreements were cons idered  a  r evo lu t iona ry  
development i n  t h e  world o i l  i n d u s t r y ,  r e p r e s e n t i n g  a  
fundamental s h i f t  i n  t h e  ba lance  of world o i l  power. 
The economic impact of t h e  agreements would be t o  add an 
e s t i m a t e d  ~ S $ 3 0  b i l l i o n  t o  t h e  o i l  revenues of t he  OPEC 
c o u n t r i e s  dur ing  1971-75 wi th  t h e  t o t a l  revenues t o  be 
r ece ived  by t h e  OPEC c o u n t r i e s  dur ing  t h a t  pe r iod  f i g u r e d  
a t  c l o s e  t o  US$86 b i l l i o n .  

However, t h e  o i l  companies' hope proved s h o r t - l i v e d  
a s  t h e  OPEC c o u n t r i e s  r a i s e d  p r i c e s  t o  compensate f o r  two 
succes s ive  d o l l a r  deva lua t ions  and i n  October and December 
of 1973 took u n i l a t e r a l  a c t i o n  t o  r a i s e  pos ted  p r i c e s  by 
over  400%. A s  p a r t  of an o v e r a l l  p o l i t i c a l  s t r a t e g y  
a g a i n s t  I s r a e l ,  some Arab producers ,  most impor tan t ly  
Saudi Arabia  and Kuwait, c u t  back o i l  p roduc t ion  and 
imposed an embargo on o i l  e x p o r t s  t o  t h e  United S t a t e s  
and Holland f o r  t h e i r  suppor t  of  I s r a e l .  

The impact of  t h e s e  a c t i o n s  on t h e  o i l - impor t ing  
c o u n t r i e s  of Southeas t  Asia was a  s e r i o u s  cost -supply 
squeeze.  While t h e  posted p r i c e  ( t a x  r e f e r e n c e  p r i c e )  
of P e r s i a n  Gulf crude went up from US$2.59/barre l  i n  
January 1973 t o  VS$11.65 i n  January '1974 ,* t h e  , d i s c o u n t  
p r i c e  went up from US$1.00 t o  approximately US$7.60. 
The magnitude of t h e s e  i n c r e a s e s  has  p laced  tremendous 
p r e s s u r e s  on t h e  o i l  r e f i n i n g  and marketing companies 
t o  pas s  on t h e s e  p r i c e  i n c r e a s e s  t o  t h e  consumers i n  
Southeas t  Asia. However, t h e  p o l i t i c a l  t a s k  of r a i s i n g  
r e t a i l  p r i c e s  i s  exceedingly d i f f i c u l t ,  s i n c e  n a t i o n a l  
governments do n o t  want t o  i n c r e a s e  i n f l a t i o n a r y  
p r e s s u r e s  which a r e  a l r eady  g r e a t ,  due i n  p a r t  t o  
r i s i n g  p r i c e s  of imported manufactured. goods from 
developed c o u n t r i e s .  

* Under the Teheran Agreemnt of 1970 the posted p r i e  of 
Saudi Arabian, Persian Gulf c d e  was t o  go up fram ~ ~ $ 2 . 3 9 2 /  
barrel on 1 January, t o  US$2.502/barrel on l January 1974, and 
t o  US$2.614/barrel on l January 1975. 



The supp ly  c u t b a c k s ,  a v e r a g i n g  from 15% t o  30% i n  
a l l  c o u n t r i e s  e x c e p t  Malays ia  and I n d o n e s i a ,  a s  w e l l  a s  
t h e  e s c a l a t i n g  p r i c e s ,  t h r e a t e n  t o  slow i n d u s t r i a l  growth 
and e x a c e r b a t e  t h e  a l r e a d y  s e r i o u s  urban employment 
s i t u a t i o n .  By t h e  end  of  1973,  r e p o r t s  of  e x p o r t  
commodities p i l i n g  up on t h e  docks because  of s h o r t a g e s  
of  bunker f u e l  a s  w e l l  a s  s h o r t a g e s  o f  impor ted  m a t e r i a l s  
l i k e  f e r t i l i z e r s  and s y n t h e t i c  f i b r e s  w e r e  p r e v a l e n t .  
R i s i n g  p r i c e s ,  low wage r a t e s ,  and growing unemployment 
a l s o  appear  t o  have been a  f a c t o r  i n  t h e  r e c e n t  s t u d e n t  
and l a b o u r  d e m o n s t r a t i o n s  i n  T h a i l a n d  and I n d o n e s i a .  
Here,  i t  s h o u l d  pe rhaps  be r e c a l l e d  t o o  t h a t  t h e  l a r g e -  
s c a l e  d e m o n s t r a t i o n s  I n  t h e  P h i l i p p i n e s  d u r i n g  1971  and 
1972 a g a i n s t  r i s i n g  o i l  p r i c e s  and I n f l a t i o n ,  i n c l u d i n g  
t h e  bombing of 011 company o f f i c e s ,  were seemingly  
i m p o r t a n t  f a c t o r s  i n  Marcos'  d e c i s i o n  t o  impose m a r t i a l  
law i n  September 19 72 .  

During 1973,  t h e  governments  o f  S o u t h e a s t  A s i a  have  
been c o n f r o n t e d  w i t h  d e c i s i o n s  among s e v e r a l  p o s s i b l e  
c o u r s e s  o f  a c t i o n : ( l )  t o  i n c r e a s e  p r i c e s ,  a s  r e q u e s t e d  
by t h e  o i l  companies; ( 2 )  t o  r educe  government impor t  
d u t i e s  and i n c r e a s e  e x c i s e  t a x e s  ( e x c i s e  t a x  u s u a l l y  
a c c o u n t s  f o r  40-60% of  r e t a i l  p r i c e ) ;  ( 3 )  t o  m a i n t a i n  
p r e s e n t  p r i c e s  and hope t h e  o i l  companies w i l l  c o n t i n u e  
t o  o p e r a t e  i n  t h e  c o u n t r y ;  ( 4 )  t o  m a i n t a i n  p r e s e n t  
p r i c e s  and t o  t a k e  o v e r  t h e  companies,  t h u s  s u b s i d i z i n g  
c o n t i n u e d  o p e r a t i o n s ;  ( 5 )  t o  impose c o n s e r v a t i o n  
measures ;  and ( 6 )  t o  r a t i o n  o i l  s u p p l i e s  t o  e s s e n t i a l  
i n d u s t r i e s .  For  t h e  most p a r t  t h e y  have  r e l u c t a n t l y  
r a i s e d  p r i c e s  and s o u g h t  t o  h o l d  down demand th rough  
c o n s e r v a t i o n  measures.  By t h e  end of 1973,  e v e r y  
c o u n t r y  e x c e p t  Malays ia  had t a k e n  measures t o  conse rve  
o i l  supplies. The p r i c e  i n c r e a s e s  and c o n s e r v a t i o n  
measures w e r e  aimed a t  r e d u c i n g  f o r e i g n  exchange payments 
a s  w e l l  a s  r e d u c i n g  domes t i c  consumption t o  a  l e v e l  i n  
l i n e  w i t h  reduced  supp ly .  I t  s h o u l d  b e  remembered t h a t  
o i l  demand i n  most c o u n t r i e s  had been growing a t  a n  
a v e r a g e  r a t e  of o v e r  10% p e r  y e a r  p r i o r  t o  t h e  October  
c u t b a c k s .  Thus,  t h e r e  was a  need t o  c u t  consumption 
even i n  c o u n t r i e s  l i k e  Malays ia  and I n d o n e s i a  which 
c o n t i n u e d  t o  r e c e i v e  s u p p l i e s  a t  September 19 73 l e v e l s .  

The s h e e r  magnitude o f  t h e  d i s c o u n t  p r i c e  i n c r e a s e s  
s i n c e  October  ( u S $ l .  6 5 / b a r r e l - u S $ 7  W b a r r e l )  p o s e s  a  
major  dilemma f o r  a l l  t h e  governments o f  t h e  r e g i o n .  
I f  t h e y  do n o t  r a i s e  p r i c e s s u f f i c i e n t l y ,  t h e  o i l  
companies may d e c i d e ,  a s  Gulf and Esso have done d u r i n g  
1973 i n  t h e  P h i l i p p i n e s ,  t h a t  t h e y  can  no l o n g e r  a f f o r d  
t o  o p e r a t e  i n  t h e s e  marke t s .  I n  o t h e r  words ,  t h e  s m a l l  



s i z e  of t h e  markets i s  n o t  worth the p o l i t i c a l  s t r u g g l e  
it t a k e s  t o  persuade governments t o  i n c r e a s e  p r i c e s .  
I n  a  t ime  of s h o r t  supply ,  t h e r e  i s  a  n a t u r a l  tendency 
on t h e  p a r t  of t h e  companies t o  e l i m i n a t e  marginal  
markets and concen t r a t e  on t h e  more l u c r a t i v e  ones.  
They can a l s o  use  t h e  l i q u i d a t e d  a s s e t s  f o r  investment  
i n  e x p l o r a t i o n  and development of new sou rces  of supply 
There have indeed been some r e p o r t s  t h a t  t h e  o i l  
companies have d i v e r t e d  o i l  s u p p l i e s  from Asia  t o  t h e  
United S t a t e s  and Europe. 

The prec i - se  n a t u r e  of t h e  government-company 
c o n f r o n t a t i o n  i n  t h e  cost -supply squeeze v a r i e s  from 
country  t o  country  and i s  very much r e l a t e d  t o  1-arger 
p o l i t i c a l  i s s u e s  w i t h i n  t h e  s o c i e t y .  I n  t h i s  r ega rd ,  
it i s  i n t e r e s t i n g  t o  look a t  t h e  ca se  of Tha i land ,  
g iven t h e  dramat ic  overthrow of t h e  Thanom Government 
i n  October 1973. 

I n  Tha i land ,  t h e  r e t a i l  p r i c e s  of petroleum products  
a r e  s e t  by t h e  Thai  Government. The f o r e i g n  o i l  companies, 
s i n c e  t h e  i n i t i a l  OPEC p r i c e  i n c r e a s e s  i n  1970 and 1971, 
had r epea t ed ly  t r i e d  t o  g e t  t h e  Thai Government t o  r a i s e  
r e t a i l  p r i c e s ,  which had been unchanged f o r  almost  f i v e  
y e a r s .  The Thai  Government had r e s i s t e d  t h e s e  r e q u e s t s ,  
t a k i n g  t h e  p o s i t i o n  t h a t  t h e  o i l  companies could s t a n d  
t h e  p r i c e  squeeze and t h a t  low o i l  p r i c e s  were necessary  
t o  promote i n d u s t r i a l i z a t i o n  and prevent  i n f l a t i o n  which 
might l e a d  t o  p o l i t i c a l  and economic i n s t a b i l i t y .  I n  
1971, r e t a i l  p r i c e s  went up t empora r i l y ,  b u t  due t o  
p u b l i c  p r o t e s t s ,  t h e  p r i c e s  were reduced. I n  1973, 
t h e  o i l  companies r eques t ed  p r i c e  i n c r e a s e s  i n  February 
a n d a g a i n i n  May, t o  w h i c h  t h e  Thai  Government f i n a l l y  
c a p i t u l a t e d  on 4 Ju ly  1973.  

The J u l y  p r i c e  i n c r e a s e s  were r e l a t i v e l y  h i g h e r  
f o r  g a s o l i n e  t han  f o r  d i e s e l  and f u e l  o i l .  With r i s i n g  
p r i c e s  i n  t h e  i n t e r n a t i o n a l  market ,  t h e  import p r i c e  of 
d i e s e l  a t  1 .21  B a h t / l i t r e  became h i g h e r  than t h e  
domestic r e t a i l  p r i c e  a t  1.05 B a h t / l i t r e .  No i n c e n t i v e  
t h e r e f o r e  e x i s t e d  f o r  t h e  o i l  companies t o  import  t h e  
d i e s e l  f u e l  necessary  t o  meet domestic demand. Shortages  
developed which r e s u l t e d  i n  a  growing consumer r e a c t i o n .  

An important  f a c t o r  behind t h e  government 's  s u b s i d i -  
z a t i o n  of t h e  low d i e s e l  p r i c e  was t h e  market p o s i t i o n  
of t h e  O i l  and Fuel  Organiza t ion  (OFO) of t h e  Defence 
Energy Department. OFO, which i s  s u p p l i e d  under s p e c i a l  
c o n t r a c t s  from t h e  Summit Ref inery , has  a  monopoly over  
government o i l  purchases .  I t  has  appa ren t ly  used t h i s  



monopoly t o  s e l l  t o  t h e  government a t  maximum p r i c e s  w h i l e  
m a i n t a i n i n g  low p r i c e s  on t h e  open marke t .  OFO's a b i l i t y  t o  
m a i n t a i n  t h e s e  lower p r i c e s  and s t i l l  o p e r a t e  p r o f i t a b l y  
h a s  t h u s  s t r o n g l y  i n f l u e n c e d  t h e  government ' s  p r i c e  p o l i c i e s .  

OFO, two months a f t e r  t h e  J u l y  p r i c e  i n c r e a s e s ,  
s u b m i t t e d  a  p r o p o s a l  t o  t h e  C a b i n e t ,  which was a p p a r e n t l y  
approved i n  p r i n c i p l e ,  t h a t  t h e  government s h o u l d  t a k e  
o v e r  t h e  i m p o r t a t i o n  o f  c r u d e  o i l  and i t s  d i s t r i b u t i o n  
t o  l o c a l  r e f i n e r i e s  s o  t h a t  t h e  government c o u l d  a s s e s s  
i n f o r m a t i o n  on o p e r a t i n g  c o s t s  and p r e v e n t  l o c a l  o i l  
companies and r e f i n e r i e s  from r a i s i n g  p r i c e s  " u n f a i r l y " .  
The media b i l l e d  t h i s  a c t  a s  a  f i r s t  s t e p  toward t h e  
n a t i o n a l i z a t i o n  of t h e  o i l  i n d u s t r y .  The f o r e i g n  o i l  
companies were a p p a r e n t l y  s u r p r i s e d  by t h e  C a b i n e t  
announcement and e x p r e s s e d  doubt  t h a t  t h e  Tha i  Government 
would be  a b l e  t o  o b t a i n  o i l  from f o r e i g n  s o u r c e s  a t  a  
p r i c e  lower t h a n  t h a t  s e c u r e d  by t h e  p r i v a t e  s e c t o r .  

P r i o r  t o  t h e s e  e v e n t s ,  it had been r e p o r t e d  i n  J u l y  1973 
t h a t  Narong K i t t i k a c h o r n ,  t h e n  a  d i r e c t o r  of t h e  Tha i  
I n t e r n a t i o n a l  Pe t ro leum Company (TIPCO) , had n e g o t i a t e d  a  
p e r s o n a l  d e a l  w i t h  Kuwai t i  l e a d e r s  t o  buy cheaper  o i l .  
T h i s  d e a l  was mentioned i n  c o n n e c t i o n  w i t h  a  proposed 
100,000 b a r r e l s / d a y  T I P C O  r e f i n e r y  a t  S r i  Racha. The 
o s t e n s i b l y  s t r o n g  government s u p p o r t  f o r  t h e  r e f i n e r y  
p r o j e c t  s u g g e s t e d  t h a t  it posed a  p o t e n t i a l  t h r e a t  t o  
Summit 's p o s i t i o n  a s  monopoly s u p p l i e r  t o  t h e  T h a i  Government. 

These were  some of  t h e  major  o i l  e v e n t s  p r e c e d i n g  t h e  
over throw of t h e  Thanom Government on 16 October  1973. What 
was t h e  r e l a t i o n s h i p ,  i f  any ,  between t h e  above o i l  develop-  
ments and t h e  subsequen t  o u s t e r  of  t h e  Thanom regime? 

The o s t e n s i b l e  s p o n t a n e i t y  and un iqueness  of t h e  
s t u d e n t  d e m o n s t r a t i o n s ,  t h e  c r i t i c a l  i n t e r v e n t i o n  of  
t h e  King, and t h e  o p p o s i t i o n  o f  Genera l  K r i s  and o t h e r  
m i l i t a r y  l e a d e r s  t o  t,he v i o l e n t  s u p p r e s s i o n  of t h e  s t u d e n t s ,  
makes t h e  i d e n t i f i c a t i o n  of d i r e c t  c a u s a l  l i n k s  e x t r e m e l y  
d i f f i c u l t ,  i f  n o t  dub ious .  I t  i s  i n t e r e s t i n g  t o  n o t e ,  
however, t h a t  a  week f o l l o w i n g  t h e  over th row,  I n d u s t r y  
M i n i s t e r  Osot Kosin,  Chairman of t h e  Pe t ro leum C o n t r o l  
Committee, announced t h a t  t h e  new government would l e a v e  
t r a d i n g  i n  c r u d e  o i l  up t o  t h e  p r i v a t e  companies.  T h i s  
f a c t  might  s u g g e s t  t h a t  P r a p a s s ,  a s  M i n i s t e r  of  Defence,  
and Narong, th rough  T I P C O ,  w e r e  b e h i n d  t h e  p r o p o s a l  of 
OF0 t o  t a k e  o v e r  t h e  i m p o r t a t i o n  of  c r u d e  i n t o  T h a i l a n d .  
R e v e l a t i o n s  s i n c e  t h e  October  e v e n t s  on t h e  a c t i v i t i e s  
of  t h e  two s u g g e s t  t h a t  such a  move would have been o n l y  
one i n  a  series of a t t e m p t s  made t o  i n c r e a s e  t h e i r  



p o l i t i c a l  and economic power s i n c e  t h e  m i l i t a r y  coup of 
November 19 71 .  

A c r i t i c a l  ques t ion  i s  t h e  p o s i t i o n  of  General  K r i s  
on t h e  OF0 proposal .  K r i s '  s t a tement  on 9  December 1973, 
i n  which he advocated a  "mild soc i a l i sm"  f o r  Tha i land ,  
could perhaps  be  i n t e r p r e t e d  t o  i n d i c a t e  some sympathy 
f o r  g r e a t e r  government, e s p e c i a l l y  m i l i t a r y ,  involvement 
i n  t h e  o i l  s e c t o r .  Such a n  assumption would l e a d  t o  t h e  
t e n t a t i v e  conc lus ion  t h a t  an i n t r a - m i l i t a r y  c o n f l i c t  over 
government p o l i c y  toward t h e  o i l  s e c t o r  was no t  a  f a c t o r  
i n  General  K r i s '  oppos i t i on  t o  c a l l i n g  i n  t h e  Army t o  
suppres s  t h e  s t u d e n t s  . 

I t  i s  impor tan t  t o  remember i n  t h e  course  of t h i s  
s p e c u l a t i o n  t h a t  o i l  revenues a r e  a  s u b s t a n t i a l  percen tage  
of  t o t a l  government non-aid revenues.  One o i l  i n d u s t r y  
economist  e s t i m a t e d  t h a t  they account  f o r  a s  much a s  30% 
of  t o t a l  revenues.  O i l  revenues i n  g e n e r a l  and revenues 
from OFO's o p e r a t i o n s  i n  p a r t i c u l a r  a r e  impor tan t  t o  t h e  
maintenance of m i l i t a r y  dominance i n  t h e  Thai  bureaucracy.  

OFO's o p e r a t i o n s  came under a t t a c k  s h o r t l y  a f t e r  
t h e  Sanya c i v i l i a n  government took over .  On 9 November 
1973, t h e  Chairman of t h e  Three S o l d i e r s  Petroleum 
S t a t i o n  Owners Group, which buys produc ts  from OFO, 
t h r e a t e n e d  t o  boyco t t  OF0 i f  p r e f e r e n t i a l  c o n t r a c t s  of  
OF0 given under t h e  Thanom regime were n o t  t e rmina ted .  
And on 13  November 1973, an o i l  i n q u i r y  committee, 
e s t a b l i s h e d  by t h e  Cabinet  on 6 November 1973, recommended 
t h e  r e o r g a n i z a t i o n  of OFO. One r e p o r t  suggested t h a t  a  
p robable  f i r s t  s t e p  would be  t h e  d i s m i s s a l  of Major 
General  Amnuay Somaas from d i r e c t o r s h i p  and t h e  d i s s o l u -  
t i o n  of  monopolies w i t h i n  OFO. O F 0  was a l s o  accused of 
agg rava t ing  o i l  sho r t ages  by withholding s u p p l i e s .  

Bowing t o  o i l  company r e q u e s t s  f o r  h ighe r  p r i c e s  
i n  l i g h t  of t h e  1 4  October 1973 OPEC p r i c e  i n c r e a s e s ,  
t h e  Sanya Government on 1 4  November 1973 decided t o  
a l low r e t a i l  p r i c e s  t o  r i s e  by an average of  24.7%. 
T h i s  t ime t h e  p r i c e  of d i e s e l  o i l  was i nc reased  more 
than  g a s o l i n e  (Table  VI). The h i g h e r  p r i c e s  l e d  t o  
a  s e r i e s  of demonstra t ions  and walkouts by labour  groups 
and co inc ided  with  a  g e n e r a l  p r o l i f e r a t i o n  of demands 
on Sanya' S c a r e t a k e r  government. O i l  s t o c k s  were deemed 
s u f f i c i e n t  t o  meet most needs through t h e  end of January ;  
however t h e  t h r e e  r e f i n e r i e s  announced t h a t  t h e i r  s u p p l i e s  
had been c u t  by 15% (Esso)  ; 12% (TORC)  and 30% (Summit) . 
Despi te  t h e  p rospec t s  of s eve re  sho r t ages  i n  1974, 



t h e  Sanya Government seemed unwi l l ing  t o  impose any 
s e r i o u s  conserva t ion  measures,  r e j e c t i n g  on 6 December 
1973, t h e  recommendations of  t h e  o i l  i n q u i r y  committee 
f o r  o i l  conserva t ion .  The Cabinet  i n s t e a d  disbanded 
the  committee and decided t o  r e v i v e  t h e  Energy C r i s i s  
Probing Committee s e t  up by t h e  o l d  a d m i n i s t r a t i o n .  
Meanwhile, d ip loma t i c  a t t empt s  t o  s e c u r e  o i l  from f o r e i g n  
sources  were pursued and t h e  government reviewed e f f o r t s  
t o  speed up t h e  development of domestic energy r e sou rces .  
On 1 6  December 1973, t h e  government r a i s e d  t h e  t a x  on 
premium and r e g u l a r  g a s o l i n e  and on d i e s e l  o i l ,  t h u s  
f u r t h e r  i n c r e a s i n g  t h e  r e t a i l  p r i c e s  of t h e s e  produc ts  
(Table  V11 . 

The second OPEC p r i c e  bombshe'll came i n  Pa te  December 
and prompted t h e  immediate announcement on 2 8  December 1973, 
of an Emergency Decree g iv ing  t h e  Prime M i n i s t e r  power t o  
o r d e r  r a t i o n i n g  of o i l ,  c o n t r o l  of r e f i n i n g  and produc t ion ,  
market ing,  t r a n s p o r t a t i o n ,  pos ses s ion ,  import and expor t  
of a l l  petroleum produc ts .  A ban on Sunday gas  s a l e s ,  
t h e  11.00 p.m. c l o s i n g  of p l a c e s  of en t e r t a inmen t  and 
a  ban on neon-sign a d v e r t i s i n g  were a l s o  au tho r i zed .  
On 5 January 1974, an O i l  Adminis t ra t ion  Committee was 
e s t a b l i s h e d  t o  i n t e r v e n e  i n  t h e  marketing p l a n  of o i l  
companies and t o  ensu re  o i l  s u p p l i e s  t o  t h e  n a t i o n ' s  
t o p  e leven  i n d u s t r i e s .  The committee would a c t  on t h e  
in format ion  developed by t h r e e  groups of o f f i c i a l s  looking 
i n t o  t h e  ope ra t ions  of TORC and S h e l l ,  Esso and C a l t e x ,  
and Summit and OFO. 

Of cou r se ,  t h e  p r e s s i n g  q u e s t i o n  i s  how w i l l  t h e  
Sanya Government d e a l  wi th  o i l  company r e q u e s t s  f o r  
p r i c e  i n c r e a s e s .  Negot ia t ions  a r e  imminent i f  the.y 
have no t  a l r e a d y  s t a r t e d ,  s i n c e  t h e  o i l  companies cannot 
w a i t  very  long t o  pass  on t h e  r e c e n t ,  $remendous p r i c e  
i n c r e a s e s .  However, t he  growing economic u n r e s t  p u t s  
t h e  government i n  a  s e r i o u s  predicament.  The promulgation 
of a  new C o n s t i t u t i o n  and t h e  re -es tab l i shment  of c i v i l i a n  
r u l e  would be d i f f i c u l t  under t h e  b e s t  of cond i t i ons .  
The c u r r e n t  o i l  cost -supply squeeze r e p r e s e n t s  a  
p o t e n t i a l  t h r e a t  t o  t h e  movement toward a more e q u i t a b l e  
and open s o c i e t y  i n  Thai land.  

While t h e  Thai case  i s  i n  many ways unique,  i t  
does s e r v e  t o  i l l u s t r a t e  t h e  complexity of domestic 
o i l  p o l i t i c s  i n  Southeas t  As ia  a s  w e l l  a s  t h e  profound 
i n f l u e n c e  of e x t e r n a l  changes i n  t h e  o i l  world on 
domestic p o l i t i c s *  



Tab le  V1:: R e t a i l  P r i c e  of Petroleum P roduc t s  i n  Tha i land ,  1973 (Baht /L i t re )  

Product  Before  A f t e r  0, After 9 A f t e r  % 
4 J u l y  4 July Change P4 NW Charge P6 Dec  mange 

1973 1973 1973 1973 

P r e m i m  Gas 2.10 2.30 +9.52 2.69 +16 -95  3.01 +PI. 89 

Regular G a s  1 .91  2.09 +9.42 2.50 +l9.6L 2.82 +12.80 

Kerosene 1.34 1 .45 +8.21 1 .78  +22.75 1.78 0.00 

D i e s e l  F u e l  0.98 1.05 +7.14 1 .41  +34.28 1 .61  +14. P8 

F u e l  O i l  0.96 1 .03 +7.29 1.34 +30.09 1.34 0. CO 



111. The Cost-Supply Squeeze and I n t e r n a t i o n a l  P o l i t i c a l  
Economv i n  S o u t h e a s t  A s i a  

The c o s t - s u p p l y  squeeze  h a s  a l s o  had a  major  impact  
on i n t e r n a t i o n a l  r e l a t i o n s  i n  S o u t h e a s t  As ia .  It h a s  
a c c e l e r a t e d  t h e  p r o c e s s  of  a d j u s t m e n t  i n  t h e  f o r e i g n  
p o l i c i e s  of t h e  governments  o f  S o u t h e a s t  A s i a  t o  U.S. 
m i l i t a r y  d isengagement ,  w h i l e  a t  t h e  same t i m e  opened 
up new p o s s i b i l i t i e s  f o r  fundamenta l  changes i n  t h e  
s t r u c t u r e  of  major  power i n t e r a c t i o n  w i t h  t h e  r e g i o n .  

One i m p o r t a n t  a s p e c t  of t h i s  s i t u a t i o n  i s  t h e  
i n c r e a s i n g  development of  e x t r a - r e g i o n a l  l i n k s  on a  
government t o  government b a s i s  w i t h  t h e  c o u n t r i e s  of 
t h e  Middle E a s t .  I n  t h e  p a s t  such l i n k s  have been 
l a r g e l y  monopolized by t h e  i n t e r n a t i o n a l  o i l  companies 
and t h e  Uni ted  S t a t e s .  However, t h e  Arab t h r e a t  of  an  
o i l  embargo caused even c o u n t r i e s  w i t h  c l o s e  m i l i t a r y  
t i e s  w i t h  t h e  Uni ted  S t a t e s ,  l i k e  T h a i l a n d ,  and t h e  
P h i l i p p i n e s  t o  c u t  o f f  o i l  s u p p l i e s  t o  t h e  U.S. m i l i t a r y  
and t o  t a k e  a  pro-Arab p o s i t l o n  i n  s u p p o r t  of t h e  Uni ted  
Na t ions  R e s o l u t i o n  2 4 2 .  To what e x t e n t  t h e s e  a c t i o n s  
r e p r e s e n t  a  major  change i n  t h e  p o l i t i c a l  d i v i s i o n  of  
l a b o u r  between t h e  Uni ted  S t a t e s  and S o u t h e a s t  A s i a  i s  
u n c l e a r  and depends on  how one r e a d s  Uni ted  S t a t e s '  
i n t e r e s t s  and o b j e c t i v e s  i n  t h e  Middle E a s t  c r i s i s  a s  
w e l l  a s  i n  S o u t h e a s t  As ia .  I n  o t h e r  words ,  t h e  c u t t i n g  
o f f  of s u p p l i e s  t o  U . S .  t r o o p s  and t h e  pro-Arab p o s i t i o n  
was most l i k e l y  p e r c e i v e d  a s  less ha rmfu l  t o  Uni ted  
S t a t e s '  i n t e r e s t s  t h a n  a  t o t a l  Arab b o y c o t t  o f  s u p p l i e s  
t o  t h e  v u l n e r a b l e  n a t i o n s  of  S o u t h e a s t  As ia .  The Uni ted  
S t a t e s  h a s  a p p a r e n t l y  been a b l e  t o  s u p p l y  i t s  f o r e i g n  
m i l i t a r y  f o r c e s  from domes t i c  n a v a l  pe t ro leum r e s e r v e s  
w i t h o u t  d i f f i c u l t y .  

The assumption of e q u i t y  p a r t i c i p a t i o n  i n  J a n u a r y  
1973 i n  t h e  p r o d u c t i o n  a f f i l i a t e s  of  t h e  i n t e r n a t i o n a l  
o i l  companies gave  Middle E a s t  governments a c c e s s  t o  
t h e i r  own c r u d e  s u p p l i e s .  T h i s  f a c t  coup led  w i t h  t h e  
growing involvement  of t h e  governments of  S o u t h e a s t  As ia  
i n  t h e  d o m e s t i c  o i l  i n d u s t r y  ( e . g .  t h e  P h i l i p p i n e s  
e s t a b l i s h e d  a  n a t i o n a l  o i l  company i n  1973 and Malays ia  
p lanned  t o  do l i k e w i s e  i n  1 9 7 4 ) ,  made government t o  
government d e a l s  i n c r e a s i n g l y  p o s s i b l e ;  and t h e  October  
and subsequen t  e v e n t s  made t h e  b r e a k i n g  of dependence 
on t h e  i n t e r n a t i o n a l  o i l  companies seems a l l  t h e  more 
d e s i r a b l e .  Thus,  t h e  P h i l i p p i n e  Government I n  l a t e  1973 
r e p o r t e d l y  o f f e r e d  Saudi  Arab ia  p a r t i c i p a t i o n  i n  a  l a r g e  
r e f i n e r y  and p e t r o c h e m i c a l  complex i n  r e t u r n  f o r  c r u d e  



o i l  s u p p l i e s .  The P h i l i p p i n e s  has  been p a r t i c u l a r l y  ha rd  
h i t  by t h e  Arab o i l  cutbacks  and embargo, and cond i t i ons  
of t h e  d e a l  a r e  appa ren t ly  q u i t e  f avourab le  t o  Saudi 
Arabia.  The Government of  ' l 'halland has  been n e g o t i a t i n g  
wi th  t h e  Governments of Kuwait and Saudi Arabia  over  t h e  
b a r t e r  of  r i c e  and cement f o r  o i l .  These c o u n t r i e s  had 
made s p e c i f i c  o f f e r s  t o  Tha i land  i n  J u l y  1973; however, 
by t h e  end of 1973 no agreements had been reached d e s p i t e  
major Thai  e f f o r t s .  I t  was a l s o  r e p o r t e d  t h a t  Kuwait might 
buy a  20% i n t e r e s t  i n  t h e  proposed T I P C O  r e f i n e r y  i n  
Tha i land  through t h e  supply of crude o i l  ( " p a r t i c i p a t i o n  
c rude")  . 

Whether t h e s e  government t o  government d e a l s  w i l l  
r e s u l t  i n  Southeas t  Asian c o u n t r i e s  being a b l e  t o  s ecu re  
crude a t  lower p r i c e s  t han  those  charged by i n t e r n a t i o n a l  
o i l  companies remains t o  be seen and w i l l  be important  
i n  i n f l u e n c i n g  o i l  company s t r a t e g y .  There has been 
c o n s i d e r a b l e  advocacy of a  two- t i e r  p r i c i n g  system (one 
f o r  developed n a t i o n s  and one f o r  l e s s  developed n a t i o n s )  
i n  i n t e r n a t i o n a l  forums. The ba lance  of payments impact 
of  t h e  OPEC p r i c e  i n c r e a s e s  on t h e  i n d u s t r i a l  world and 
t h e  p e s s i m i s t i c  a p p r a i s a l s  of a i d  p rospec t s  i n  l i g h t  of 
t h i s ,  have a l s o  l e d  t o  c a l l s  f o r  t h e  Arab world t o  t a k e  
on p a r t  of t h e  r e s p o n s i b i l i t y  f o r  a s s i s t i n g  t h e  developing 
c o u n t r i e s ,  I n  t h i s  r e g a r d ,  Malaysia and Indones ia  dur ing  
1973 w e r e  involved i n  d i s c u s s i o n s  wi th  Arab c o u n t r i e s  
over  t h e  e s t ab l i shmen t  of an I s l amic  Development Bank t o  
be  f i nanced  wi th  c o n t r i b u t i o n s  from t h e  members, most of 
whom a r e  o i l  producers.  The p o t e n t i a l  f i n a n c i a l  a s s e t s  
of  such an i n s t i t u t i o n  would be enormous; and i t s  r o l e  
i n  development a s s i s t a n c e  could grow t o  r i v a l  t h a t  of 
t h e  World Bank. 

Another s i g n i f i c a n t  development i n  in ter-governmental  
r e l a t i o n s  involved  t h e  e s t ab l i shmen t  of an o i l  r e f i n e r y  on 
Batam I s l a n d  nea r  Singapore.  Indones ia ,  which had s igned  
an agreement i n  e a r l y  1973 through t h e  s t a t e  o i l  company 
Pertamina wi th  t h e  Japanese  companies Nissho-Iwai, 
Masuzen O i l  and Daikyo O i l  f o r  a  150,000 ba r r e l / day  
r e f i n e r y ,  has  appa ren t ly  asked some Middle E a s t  c o u n t r i e s ,  
i n c l u d i n g  Saudi Arabia  and Kuwait, t o  p a r t i c i p a t e  i n  t h e  
p r o j e c t .  Such an arrangement may s i g n a l  t h e  development 
of an a l t e r n a t i v e  supply r o u t e  from t h e  Middle Eas t  t o  
Japan which would compete wi th  t h a t  of t h e  i n t e r n a t i o n a l  
o i l  companies through Singapore.  

This  p o t e n t i a l  development comes a t  a  time when 
Malaysia and Indones ia  have announced t h e i r  i n t e n t i o n s  



of p r o h i b i t i n g  t a n k e r s  of over  230,000 dwt. from us ing  
t h e  S t r a i t s  of Malacca a f t e r  1974 and when Japan is 
a c t i v e l y  seek ing  t o  break i t s  dependence on o i l  supp l i ed  
by t h e  major o i l  companies. 

Japan has shown cons ide rab le  i n t e r e s t  i n  I n d o n e s i a ' s  
o f f e r  of  o i l  depots  i n  t h e  Semangka Gulf (South Surnatra) 
and i n  t h e  Lontbok S t r a i t  a s  w e l l  a s  i n  t h e  p o s s i b i l i t y  of 
a  p i p e l i n e  a c r o s s  sou the rn  Thai land.  The Lombok S t r a i t  
i s  t h e  major,  p r e s e n t  a l t e r n a t i v e  passageway t o  Japan f o r  
t h e  Very Large Crude C a r r i e r s  ( V L C C ' s ) ,  whi le  Semangka 
i s  conceived a s  a  p o s s i b l e  major t rans-shipment  p o i n t .  
One scheme e n v i s i o n s  U l t r a  Large Crude C a r r i e r s  ( U L C C ' s )  
of 500,000 dwt. o r  over b s ing lng  Middle Eas t  crude t o  
Semangka from where it would be loaded on to  sma l l e r  
t a n k e r s  f o r  t r a n s p o r t  t o  r e g i o n a l  r e f i n e r i e s  i nc lud ing  
Batam I s l a n d .  

A l a r g e  f e a s i b i l i t y  s tudy  on a  c a n a l  through t h e  
Isthmus o f  Kra was a l s o  completed i n  1973; however, a  
mu l t i t ude  of p o l i t i c a l ,  f i n a n c i a l ,  and t e c h n o l o g i c a l  
problems, i nc lud ing  t h e  u se  of n u c l e a r  exp los ives  f o r  
cana l  excava t ion ,  s tood  i n  t h e  way of  t h e  p r o j e c t  a t  
y e a r ' s  end. 

J a p a n ' s  involvement i n  t h e  e s t ima ted  US$200 m i l l i o n  
Batam I s l a n d  r e f i n e r y  and o t h e r  Indonesian r e f i n e r i e s  i s  
a  growing i n d i c a t i o n  of i t s  w i l l i n g n e s s ,  g iven  p o l l u t i o n ,  
l and  a v a i l a b i l i t y ,  c o s t s ,  and p o l i t i c a l  f a c t o r s ,  t o  
develop o f f s h o r e  r e f i n e r y  c a p a c i t y  i n  Southeas t  Asia.  
To what e x t e n t  t h i s  apparen t  Japanese  p o l i c y  w i l l  
con t inue  i n  t h e  l i g h t  of  d ramat ic  i n c r e a s e s  i n  o i l  
import p r i c e s  and i t s  r a p i d l y  d e c l i n i n g  f o r e i g n  r e s e r v e s  
p o s i t i o n  i s  unc lea r .  

The o i l  companies a l s o  have appa ren t ly  decided 
a g a i n s t  expanding r e f i n e r y  c a p a c i t y  i n  Japan and a r e  
i n s t e a d  i n c r e a s i n g  c a p a c i t y  i n  Singapore.  I n  1973, it 
was a l s o  r e p o r t e d  t h a t  Ca l t ex  i s  s tudying  a  proposed 
p r o j e c t  t o  e s t a b l i s h  a petroleum r e f i n e r y  i n  t h e  
Mariveles Export  Process ing  Zone i n  t h e  P h i l i p p i n e s .  
A s  r e g i o n a l  o i l  p roduc t ion  i n c r e a s e s ,  t h e r e  w i l l  be s t r o n g  
p r e s s u r e s  f o r  development of r e f i n e r i e s  t h a t  w i l l  p rocess  
t h e  domestic product ion b e f o r e  i t  i s  expor ted  t o  Japan 
and elsewhere.  

An important  q u e s t i o n  i n  a s s e s s i n g  t h e  impact of 
t h e  cost -supply squeeze i s  t h e  r o l e  and p o t e n t i a l  of .. " - % = T  - 3 . -  - . .  - -- - - -  . . 3 . .  . 



on a  j o i n t  d e c l a r a t i o n ,  i s s u e d  on 2 8  November 1973, 
a g a i n s t  I s r a e l i  " t e r r i t o r i a l  expansion",  o t h e r  forms of  
coopera t ion  dur ing  t h e  o i l  c r i s i s  have been minimal. 
The cost -supply squeeze has  c l e a r l y  r e v e a l e d  t h e  
i n f l e x i b i l i t y  of I n d o n e s i a ' s  expor t  s t r a t e g y .  Indonesia  
when approached by t h e  P h i l i p p i n e s  and Thai land f o r  o i l  
s u p p l i e s ,  had t o  r e f u s e ,  s i n c e  I n d o n e s i a ' s  o i l  expor t s  
were a l l  locked up i n  long term c o n t r a c t s  t o  Japan and 
t h e  United S t a t e s .  Indonesia  l a t e r  announced t h a t  it 
would be a b l e  t o  s e l l  a  smal l  q u a n t i t y ,  about 5,000 b a r r e l s /  
day,  t o  i t s  ASEAN neighbours.  The i rony  of t h e  s i t u a t i o n  
was t h a t  Indones ia ,  a s  t h e  n i n t h  l ead ing  o i l  producing 
country  i n  t h e  world,  had t o  impose domestic conserva t ion  
measures i n  o r d e r  t o  come up w i t h  any o i l  a t  a l l .  

I n  c o n t r a s t  t o  I n d o n e s i a ' s  p o s i t i o n ,  China o f f e r e d  
t o  s e l l  o i l  t o  t h e  P h i l i p p i n e s  and Tha i land ,  two c o u n t r i e s  
t h a t  had been exp lo r ing  i n c r e a s e d  r e l a t i o n s  w i t h  China 
throughout  1973. And i n  December, it was announced t h a t  
China would s e l l  50,000 t o n s  of d i e s e l  f u e l  t o  Thai land 
a t  f avourab le  p r i c e s .  I t  i s  no t  known whether China 
i n s i s t e d  on T h a i l a n d ' s  r e c o g n i t i o n  of "one China" a s  a  
c o n d i t i o n  f o r  t h e  s a l e ,  a s  had been r e p o r t e d  on 18 December 
19 73. Regard less ,  t h e  p o l i t i c a l  va lue  of t h e  t r a n s a c t i o n  
was g r e a t  f o r  China and w i l l  no doubt h e l p  t o  a c c e l e r a t e  
t h e  movement toward f o r m a l i z a t i o n  of r e l a t i o n s .  The 
r e l a t i v e l y  sma l l  amount of o i l  involved sugges t s  t h a t  
China i s  probably no t  i n  a  p o s i t i o n  t o  s e r i o u s l y  compete 
wi th  wes te rn  o i l  companies i n  t h e  immediate f u t u r e .  
However, t h e  r e p o r t e d l y  favourab le  p o t e n t i a l  of Chinese 
onshore  and o f f s h o r e  a r e a s  i n d i c a t e s  t h a t  it may be an 
impor tan t  compet i to r  i n  t h e  longer  term. 

The Indonesian response t o  t h e  ques t ion  of  g r e a t e r  
r e g i o n a l  o i l  and energy coopera t ion  w i l l ,  of course ,  be 
ve ry  important  i n  t h e  f u t u r e  a s  it has  been i n  t h e  p a s t .  
I n  t h i s  r e g a r d ,  one i n t e r e s t i n g  model i s  t h a t  of L a t i n  
America where r e c e n t l y  twenty-two L a t i n  American and 
Caribbean n a t i o n s  jo ined t o g e t h e r  t o  e s t a b l i s h  a  L a t i n  
America Energy Organiza t ion  (OLADE) .  Venezuela,  an 
OPEC country  l i k e  Indones ia ,  was t h e  moving f o r c e  behind 
t h e  format ion of t h e  o r g a n i z a t i o n ,  whose conceived 
f u n c t i o n  i s  t o  promote c o o r d i n a t i o n  of energy p o l i c i e s  
of member c o u n t r i e s ,  g iv ing  p a r t i c u l a r  emphasis t o  
" i n t e g r a t i o n ,  p r o t e c t i o n ,  conse rva t ion ,  r a t i o n a l  
u t i l i z a t i o n ,  commercia l izat ion,  and defence of t h e  
r e g i o n ' s  energy r e sou rces . "  OLADE w i l l  appa ren t ly  seek 
t o  e s t a b l i s h  a  u n i f i e d  system f o r  s e t t i n g  p r i c e s  of crude 
and s t a n d a r d i z a t i o n  of o i l  e x p l o r a t i o n  and/or e x p l o i t a t i o n  
c o n t r a c t s  between governments of  member c o u n t r i e s  and 
p r i v a t e  companies. 



The p rospec t s  f o r  such an o r g a n i z a t i o n  i n  Southeas t  
Asia very much depend on t h e  p o l i t i c a l  economy of  o i l  
e x p l o r a t i o n  and produc t ion ,  which I s h a l l  now b r i e f l y  
cons ider .  

I V .  The P o l i t i c a l  Economy of O i l  and Gas Exp lo ra t ion  
and Product ion i n  Southeas t  Asia 

The even t s  of 1973 added g r e a t l y  t o  t h e  e x i s t i n g  
p r e s s u r e s  f o r  t h e  development of pet roleum re sou rces  
o u t s i d e  t h e  Middle Eas t .  Southeas t  Asia  and t h e  North 
Sea were g e n e r a l l y  viewed a s  t h e  most a t t r a c t i v e  a r e a s  
f o r  major new inves tments .  Behind t h e  p r e s s u r e s  f o r  
i nc reased  E & P investments  i n  Southeas t  Asia  were 
s e v e r a l  main f a c t o r s :  (1) t h e  d e s i r e  of t h e  o i l  companies 
and t h e  major oil-consuming country  governments, e s p e c i a l l y  
t h e  Japanese  Government, t o  d i v e r s i f y  sou rces  of supply and 
t o  reduce t h e i r  dependence on Middle Eas t  o i l ;  ( 2 )  t h e  
compet i t ive  s t r u c t u r e  of t h e  o i l  i n d u s t r y ,  e s p e c i a l l y  t h e  
d e s i r e  of independents t o  g a i n  access  t o  crude s u p p l i e s  
g iven  t h e  cutbacks  i n  s u p p l i e s  a v a i l a b l e  from t h e  majors  
and t h e  b a s i c  f a c t  t h a t  p r o f i t a b i l i t y  i n  t h e  i n d u s t r y  
stems from t h e  s a l e  of crude o i l ;  ( 3 )  t h e  d e s i r e  of t h e  
major o i l  companies (and t h e i r  home governments) t o  
ma in t a in  c o n t r o l  over  t h e  Japanese  o i l  market and t h e  
opposing g o a l  of Japanese  companies and t h e  Japanese  
Government t o  break t h i s  dependence on o i l  supp l i ed  by 
t h e  major companies ; ( 4  ) t h e  improved " investment  
c l imate"  i n  t h e  P h i l i p p i n e s  and Vietnam fo l lowing  t h e  
impos i t ion  of m a r t i a l  law and t h e  P a r i s  c e a s e f i r e ;  
( 5 )  t h e  d i scovery  of new f i e l d s  i n  Tha i land ,  Malaysia ,  
and Indonesia  and t h e  r e l a t i v e l y  good d i scovery  " succes s /  
f a i l u r e ' '  r a t i o ;  ( 6 )  t h e  g r e a t l y  i n c r e a s e d  o i l  p r i c e s  
which have changed c a l c u l a t i o n s  on what i s  a  commercial 
d i scovery  and what i s  an accep tab le  investment  r i s k ;  
( 7 )  t h e  h i g h e r  o i l  company p r o f i t s  and t h e  p o l i t i c a l  
p r e s su re s  t o  use t h e s e  p r o f i t s  t o  develop new sou rces  
of supply;  ( 8 )  improvements i n  technology f o r  o f f s h o r e  
e x p l o r a t i o n  and produc t ion  which have reduced e x p l o r a t i o n  
r i s k s  and Powered o p e r a t i n g  c o s t s ;  and ( 9 )  t h e  e f f o r t s  
of Southeas t  Asian governments t o  develop t h e i r  indigenous 
o i l  and energy resources .  

During 1973, t h e s e  p r e s s u r e s  r e s u l t e d  i n  an 
i n c r e a s i n g  p e n e t r a t i o n  of Southeas t  Asia by i n t e r n a t i o n a l  
o i l  companies and governments. Of p a r t i c u l a r  s i g n i f i c a n c e  
were t h e  fo l lowing:  



An agreement s igned  on 30 March 1973 between t h e  
Indonesian and Japanese  Governments, p rov id ing  the  
yen e q u i v a l e n t  of US$234 m i l l i o n  i n  long term 
eoncess iona l  c r e d i t s  t o  be used f o r  developing t h e  
Indonesian o i l  s e c t o r .  

An agreement between Pertamina and f i v e  Japanese  
companies (Chubu E l e c t r i c  Power Company, Kansai 
E l e c t r i c  Power Company, Kyushu E l e c t r i c  Power 
Company, Nippon S t e e l  Corpora t ion ,  and t h e  Osaka 
Gas Company) f o r  t h e  l a r g e s t  s a l e  of L i q u i f i e d  
N a t u r a l  Gas ( L N G )  eve r  made. The d e a l  i s  worth 
US$3,000 m i l l i o n  and t h e  LNG w i l l  be supp l i ed  from 
Mobil ls  f i e l d  i n  North Sumatra and Huffco 's  f i e l d  
i n  E a s t  Kalimantan. Toward t h e  end of 1973, t h e  
Japanese  Government pledged a  US$200 m i l l i o n  loan  
f o r  LNG development i n  Indonesia .  

The s i g n i n g  of an agreement between Pertamina and 
P a c i f i c  L igh t ing  of C a l i f o r n i a  f o r  t h e  f u t u r e  expor t  
of LNG t o  t h e  United S t a t e s  West Coast; t h e  gas w i l l  
come from Mobil ' s  Arun f i e l d  i n  Sumatra. The United 
S t a t e s  Export-Import Bank i s  r e p o r t e d  t o  have o f f e r e d  
a  l oan  of uS$400 m i l l i o n  t o  Pertamina and Mobil f o r  
t h e  l i q u i f a c t i o n  p l a n t  and load ing  f a c i l i t i e s .  

The awarding of  o f f s h o r e  concess ions  by t h e  Government 
of South Vietnam t o  Esso,  Mobil, S h e l l  Pec ten ,  and t h e  
Sunningdale Group i n  August 1973 and t h e  beginning of 
o f f s h o r e  s e i smic  work. 

The s i g n i n g  of an i n i t i a l  o i l  e x p l o r a t i o n  agreement 
i n  A p r i l  1973 between t h e  Government of North 'Vietnam 
and t h e  I t a l i a n  f i r m  E N I  and subsequent n e g o t i a t i o n s  
a p p a r e n t l y  i nvo lv ing  Japanese  a s  w e l l  a s  I t a l i a n  o i l  
companies i n  September-October 1973. 

The s i g n i n g  of f i v e  s e r v i c e  c o n t r a c t s  by o i l  companies 
wi th  t h e  P h i l i p p i n e  Government. 

The v i s i t  of  a  S o v i e t  miss ion t o  t h e  P h i l i p p i n e s  i n  
September 1973 t o  d i s c u s s  coopera t ion  i n  P h i l i p p i n e  
o i l  e x p l o r a t i o n .  

The announcement of a  second LNG p r o j e c t  i n  Sarawak 
i n  a d d i t i o n  t o  t h e  725 mcf/d Lumut p r o j e c t  c u r r e n t l y  
i n  o p e r a t i o n .  The e s t ima ted  c o s t  of t h e  p r o j e c t ,  
which i s  a  j o i n t  ven tu re  between S h e l l ,  M i t s u b i t s h i ,  
t h e  Fede ra l  Government of Malaysia and t h e  S t a t e  
Government of Sarawak i s  US$1,000 m i l l i o n .  



- The b i d d i n g  f o r  o f f s h o r e  e x p l o r a t i o n  r i g h t s  i n  Burma 
by i n t e r n a t i o n a l  o i l  companies i n  l a t e  1973. 

What a r e  some of  t h e  major  i m p l i c a t i o n s  of t h i s  
i n c r e a s i n g  p e n e t r a t i o n  f o r  t h e  c o u n t r i e s  o f  S o u t h e a s t  
As ia?  

One p r i n c i p a l  concern  i s  t h e  e x p o r t - o r i e n t e d  n a t u r e  
o f  t h e  o i l  and g a s  development i n  S o u t h e a s t  As ia .  I t  i s  
g e n e r a l l y  a rgued  t h a t  such development i n  S o u t h e a s t  Asia  
i s  d e s i r a b l e  b e c a u s e  (1) S o u t h e a s t  Asian  o i l  commands a  
premium p r i c e  i n  J a p a n e s e  and Uni ted  S t a t e s  m a r k e t s  
w h i l e  Middle E a s t  o i l ,  g i v e n  t h e  demand s t r u c t u r e  
(Tab le  V I I )  and n a t u r e  of  e x i s t i n g  r e f i n e r y  c a p a c i t y  
i n  t h e  r e g i o n , c a n  be impor ted  a t  lower  c o s t ;  ( 2 )  o i l  
e x p o r t s  e a r n  v a l u a b l e  T o r e i g n  exchange,  which can  b e  
used t o  impor t  needed c a p i t a l  f o r  development;  ( 3 )  o i l  
e x p o r t s  t o  Japan  and t h e  Uni ted  S t a t e s  h e l p  t o  o f f s e t  
t h e  l a r g e  i m p o r t s  from t h e s e  c o u n t r i e s ;  and ( 4 )  p o l l u t i o n  
i s  less o f  a  concern  i n  S o u t h e a s t  Asian c o u n t r i e s  and 
t h u s  Middle E a s t  o i l ,  which h a s  a  h i g h e r  s u l p h u r  c o n t e n t  
can  be  used.  

Table VII: Stmcture of Petroleun Consuqkion i n  Malaysia and 
Typical Refinery Product Yields f r m  Sarawak C r u d e  
and Saudi Arabian Crudes 

S t r u c t m  of Typical Refinery Typical Product Yield 
Cons- ion Product Yield (Frm Saudi Arabian 

(Sarawak C r u d e )  crudes) 

Gasoline - 16% 21% 

Kerosene - 6% ) 

Diesel 

Fuel O i l  - 35% 9 % 

Refinery Fuel & Losses 6 % 5% 

Source: Sundad Times (Kuala Lumpur), 6  January 1974, p. 1. 



Table WIT: P -- 

Indonesian C r u d e  and Product 
Exports : ( %  of t o t a l  V o l m ~ )  

Malaysian Crude and Product 
Exports: (% of t o t a l  Value) 

Japan 7 5 

United States 18 

Trinidad 4 

Singapore 1 

Others 2 

Singapore 66.7 

Japan 11.9 

Thailand 3 ' 3  

United Kingdcan 2,4 

Australia 1.2 

Others 14.5 

Total Volurre: 181,680,275 barrels Total Value: M$165.0 million 

Source: P e t r o l e m  News, Southeast Asia, Vol. 4 ,  No. 8, November 1973, 
p. 26; Malaysia, Departrrent of Sta t is t ics ,  Preliminary 
Figures on External  Trade. 

However, t h e  p u r s u i t  of  such a s t r a t e g y  i s  n o t  
wi thout  i t s  c o s t s .  Leon Howell and Mike Morrow commented: 

Petroleum developed p r i m a r i l y  f o r  i n t e r n a t i o n a l  
markets  t ends  t o  become a l i e n a t e d  from o v e r a l l  
p r i o r i t i e s  of  n a t i o n a l  development ,... When 
petroleum i s  developed p r i m a r i l y  a s  a source  
o f  f o r e i g n  exchange earned  from e x p o r t s ,  a  
s t r o n g  b i a s  is  c r e a t e d  a g a i n s t  expanding l o c a l  
consumption. Governments qu ick ly  acqu i r e  dependency 
on o i l  revenues f o r  t h e i r  budgets  and l n t e r e s t  
groups f o r  t h e i r  wea l th ,  s t a t u s ,  and power. 

I n s i g h t ,  September 1973, p. 32.  

To a l a r g e  e x t e n t ,  t h e  above g e n e r a l i z a t i o n  seems t o  
apply  t o  Indones ia ,  where f o r e i g n  exchange revenues from 
o i l  e x p o r t s  now account f o r  over  50% of t o t a l  expor t  
ea rn ings  and o i l  revenues provide over 4 0 %  of t h e  government's 



non-a id  budge t .  The m i l i t a r y  e l i t e ,  who dominate t h e  
n a t i o n a l  o i l  company Per tamina  and t h e  bureaucracy  i n  
g e n e r a l ,  b e n e f i t  g r e a t l y  from t h e  i n c r e a s i n g  o i l  r evenues .  
But what of  t h e  b u l k  of  t h e  125 m i l l i o n  p e o p l e  i n  I n d o n e s i a ?  

There i s  no q u e s t i o n  t h a t  Pe r t amina  h a s  grown 
t remendously  under t h e  dynamic l e a d e r s h i p  of  Genera l  
Ibnu Sutowo. Fortune magazine c a l c u l a t e d  P e r t a m i n a ' s  
1972 s a l e s  a t  US$600 m i l l i o n ,  i t s  a s s e t s  a t  US$2.3 b i l l i o n  
and i t s  n e t  p r o f i t s  a t  US$30.8 m i l l i o n .  Much of  t h i s  
growth h a s  come from heavy e x t e r n a l  borrowing,  which h a s  
a p p a r e n t l y  caused concern  among some members of t h e  I n t e r -  
Governmental Group on I n d o n e s i a  ( I G G I )  and t h e  I n t e r n a t i o n a l  
Monetary Fund (IMF). I t s  d i v e r s i f i c a t i o n  i n t o  communicat ions,  
i n s u r a n c e ,  p e t r o c h e m i c a l s ,  c o n s t r u c t i o n ,  h o t e l s ,  f e r t i l i z e r s ,  
e t c . ,  h a s  ex tended  i t s  i n f l u e n c e  i n t o  v i r t u a l l y  e v e r y  
s e c t o r  and g e o g r a p h i c a l  a r e a  of I n d o n e s i a .  The development 
of  fo rward  and backward l i n k a g e s  i s  c o n t i n u i n g  and g i v i n g  
impetus  t o  new i n d u s t r i e s  w i t h i n  t h e  c o u n t r y .  

The r e a l  q u e s t i o n  i s  whether  such growth i s  b e i n g  
purchased a t  t h e  p r i c e  of an  i n c r e a s i n g  e x t e r n a l  dependence 
and an  i n c r e a s i n g  e l i t e - m a s s  gap w i t h i n  I n d o n e s i a .  A r e  t h e  
c u l t u r a l  and economic development models and g o a l s  of  
Pe r t amina  and n a t i o n a l  economic p l a n n e r s  a p p r o p r i a t e  
g i v e n  t h e  r e a l i t y  of mass p o v e r t y  i n  I n d o n e s i a ,  o f  
i n c r e a s i n g  t r a n s m i g r a t i o n  from t h e  o u t e r  i s l a n d s  t o  J a v a ,  
of i n c r e a s i n g  movement of  r u r a l  poor t o  c o n g e s t e d  urban 
c e n t r e s ,  of r a p i d  p o p u l a t i o n  growth which t h r e a t e n s  t o  
doub le  t h e  p o p u l a t i o n  i n  twen ty - four  y e a r s ?  And, does  
t h e  Indones ian  e l i t e  have any s e r i o u s  a l t e r n a t i v e s ,  
c o n s i d e r i n g  t h e  tremendous e x t e r n a l  p r e s s u r e s  f o r  t h e  
e x p o r t - o r i e n t e d  development o f  o i l  and g a s  r e s o u r c e s  i n  
S o u t h e a s t  As ia?  

The answers t o  t h e s e  q u e s t i o n s  a r e  by no means obv ious ;  
however,  one t h i n g  i s  c e r t a i n  - t h a t  t h e  i n f l u e n c e  of t h e  
Per tamina  e x p e r i e n c e  h a s  p ro found ly  a f f e c t e d  t h e  t h i n k i n g  
of n a t i o n a l  e l i t e s  i n  o t h e r  c o u n t r i e s  of S o u t h e a s t  As ia .  
The P h i l i p p i n e s  e s t a b l i s h e d  a  n a t i o n a l  o i l  company i n  
1973 and s i g n e d  f i v e  s e r v i c e  c o n t r a c t s  w i t h  f o r e i g n  
f i r m s  modelled a f t e r  t h e  I n d o n e s i a n  sys tem.  A t  p r e s e n t  
it i s  n o t  c l e a r  what r o l e  t h e  P h i l i p p i n e  m i l i t a r y  w i l l  
p l a y  i n  t h e  o p e r a t i o n  o f  t h i s  n a t i o n a l  o i l  company. I n  
Malays ia ,  l e g i s l a t i o n  f o r  t h e  e s t a b l i s h m e n t  o f  a  Hydrocarbons 
C o r p o r a t i o n  of  Malays ia  (HYCYA) and t h e  i n t r o d u c t i o n  of  a  
p r o d u c t i o n - s h a r i n g  sys tem a lmos t  i d e n t i c a l  t o  I n d o n e s i a ' s  
i s  e x p e c t e d  t o  b e  passed  by May 1974. The M i n i s t r y  of 
Primary I n d u s t r i e s  succeeded i n  1973 i n  g e t t i n g  a l l  s e v e n  



o p e r a t i n g  companies t o  s i g n  l e t t e r s  of  i n t e n t  t o  swi tch  
t o  p roduc t ion-shar ing  when t h e  l e g i s l a t i o n  i s  passed.  
For t h e  Malay dominated bureaucracy i n  Malaysia,  t h e  
Pertamina model i s  p a r t i c u l a r l y  a t t r a c t i v e  and they  s e e  
HYCMA's  development t o  be of  c e n t r a l  importance i n  t h e  
achievement of t h e  Malaysian Government' S s t a t e d  g o a l  of 
30% Malay p a r t i c i p a t i o n  i n  t h e  economy by 1990. O i l  
revenues a r e  expected t o  grow s u b s t a n t i a l l y  i n  t h e  nex t  
few y e a r s  wi th  t h e  i n c r e a s e d  produc t ion  from S h e l l ' s  
Sarawak f i e l d s ,  Esso'  s and S h e l l P  S f i e l d s  i n  Sabah, and 
t h e  c o n t i n e n t a l  E l  Paso-BHP f i e l d  o f f  W e s t  Malaysia. 
Whether t h e s e  revenues w i l l  go -towards i n c r e a s i n g  t h e  
wea l th  and s t a t u s  of t h e  MaPay e l i t e  v i s - a - v i s  t h e  
Chinese and wes te rn  e l i t e s  o r  whether it w i l l  be  used t o  
h e l p  t h e  bulk  of t h e  r u r a l  Malays remains t o  be  seen.  
North Vietnam i s  a l s o  s a i d  t o  favour  a  product ion-shar ing 
formula and t h e  Burmese s t a t e  o i l  company Myanma w i l l  
s i g n  product ion-shar ing c o n t r a c t s  wi th  f o r e i g n  o i l  
companies foll.owing t h e  announcement of s u c c e s s f u l  b i d d e r s  
i n  e a r l y  1 9 7 4 .  Department of Mineral  Resources o f f i c i a l s  
i n  Tha i land  r e c e n t l y  i n d i c a t e d  p r i v a t e l y  t h a t  they  a r e  
s tudy ing  t h e  poss i .b i l . i ty  of product ion-shar ing.  O i l  
companies i n  Tha i land ,  (:ambodia, and South Vietnam 
p r e s e n t l y  o p e r a t e  under a  Middle East - type concess ion 
sys  tem, 

The inc reased  government involvement i n  o i l  
e x p l o r a t i o n  and produc t ion  i s  s i g n i f i c a n t  because it 
opens up new p o s s i b i l i t i e s  f o r  in ter-governmental  
coope ra t ion  (and p o s s i b l y  c o n f l i c t )  i n  Southeas t  Asia.  
There is  a l r e a d y  s u b s t a n t i a l  c o n s u l t a t i o n  between 
Per tamina r e p r e s e n t a t i v e s  and o f f i c i a l s  i n  Malaysia,  t h e  
P h i l i p p i n e s ,  and Singapore ,  On a  l a r g e r  s c a l e ,  ECAFE's 
committee f o r  the Coordinat ion of Offshore  P rospec t ing  
( C C O P ) ,  which i n c l u d e s  a l l  t h e  c o u n t r i e s  of t h e  r eg ion  
except  Burma, Laos, and North Vietnam, i s  i n c r e a s i n g  
i t s  e f f o r t s  t o  develop comprehensive g e o l o g i c a l  
in format ion  on o f f s h o r e  a.reas and i n c r e a s e  t e c h n i c a l  
e x p e r t i s e  i n  t h e  p a r t i c i p a t i n g  c o u n t r i e s .  P l ans  were 
announced i n  1 9 7 3  f o r  t h e  s ecu r ing  of a s e i smic  v e s s e l  
from t h e  W e s t  German Government, con t ingen t  on United 
Nat ions  S e c r e t a r i a t  approva l ,  However, i n t e r n a t i o n a l  
o r g a n i z a t i o n s ,  l i k e  -the Uni ted Nat ions  and t h e  World 
Bank , have i n  t h e  p a s t  delibera:tel.y avoided any 
s u b s t a n t i a l  involvement i n  t h e  domain of t h e  i n t e r n a t i o n a l  
o i l  companies, 

While t h e  p o t e n t i a l  f o r  i n c r e a s i n g  o i l  coopera t ion  
i n  Southeas t  Asia, p a r t i c u l a r l y  within t h e  ASEAN framework, 



appears  good, compet i t ion  and c o n f l i c t  e x i s t  over  t h e  
i s s u e s  o f :  ( l)  boundar ies  of n a t i o n a l  j u r i s d i c t i o n  over  
t h e  c o n t i n e n t a l  s h e l f ;  ( 2 )  l o c a t i o n  of e x p o r t  r e f i n i n g  
c a p a c i t y ;  ( 3 )  p o l l u t i o n  c o n t r o l ;  ( 4 )  l o c a t i o n  of l o g i s t i c a l  
and f i n a n c i a l  c e n t r e s ;  and ( 5 )  a t t r a c t i o n  of new investment .  
The p o t e n t i a l l y  s e r i o u s  n a t u r e  of t h e  numerous o f f s h o r e  
boundary d i s p u t e s  was h i g h l i g h t e d  by t h e  m i l i t a r y  c l a s h e s  
between China and South Vietnam over  t h e  P a r a c e l  I s l a n d s  
i n  e a r l y  1974, 

A f i n a l  a s p e c t  of t h e  i n c r e a s i n g  p e n e t r a t i o n  of 
o i l  companies and governments i n t o  Southeas t  Asia concerns  
t h e  s t r a t e g i c  imp l i ca t ions  of o f f s h o r e  o i l  developments. 
There,  of course ,  has been cons ide rab le  s p e c u l a t i o n  
concerning t h e  importance of o i l  i n  United S t a t e s  
m i l i t a r y  involvement i n  Southeas t  Asia ;  b u t  a s  y e t  no 
r e a l  evidence has  been developed t o  suppor t  t h e  con ten t ion  
t h a t  t h e  o i l  p o t e n t i a l  of Southeas t  Asia was a  c r u c i a l  o r  
even a  major f a c t o r  behind t h e  massive United S t a t e s  
involvement. Neve r the l e s s ,  s i g n i f i c a n t  o i l  d e p o s i t s  
have been developed i n  Southeas t  Asia s i n c e  1 9 6 5  and 
t h e  p o t e n t i a l  of a r e a s  such a s  o f f s h o r e  South Vietnam and 
Cambodia appear good. Th i s  f a c t ,  g iven  t h e  r e a l l t i e s  
of t h e  p r e s e n t  energy c r i s i s ,  r a i s e s  t h e  q u e s t i o n  of 
what t h e  United S t a t e s  would do  i f  f aced  w i t h  t h e  l i k e l i -  
hood of a  communist t akeover  i n  South Vietnam and/or 
Cambodia. I n  a d d i t i o n ,  t h e  vu lne rab le  n a t u r e  of t h e  
mu l t i -mi l l i on  d o l l a r  o f f s h o r e  o i l  i n s t a l l a t i o n s  t o  
m i l i t a r y  a t t a c k s ,  i nc lud ing  t e r r o r i s t  and i n s u r g e n t  
a t t a c k s  (e .g .  o f f  Mindanao o r  Sabah) ,  poses t h e  q u e s t l o n  
of what p l ans  ( p o s s i b l y  i n  connect ion wi th  t h e  l o c a l  
m i l i t a r y  i n  Southeas t  Asia)  t h e  United S t a t e s  m i l i t a r y  
a r e  cons ider ing  t o  meet such cont ingenc ies?  The 
m i l i t a r y  a s p e c t s  of growing o f f s h o r e  o i l  e x p l o r a t i o n  
and produc t ion  i n  Southeas t  Asia have no t  r ece ived  
s u f f i c i e n t  p u b l i c  a t t e n t i o n .  

V. Prospec t s  

The ou t look  f o r  t h e  c o u n t r i e s  of Southeas t  Asla  a s  
a  r e s u l t  of t h e  o i l  c r i s i s  of 1973 depends h e a v i l y  on 
t h e  f u t u r e  a c t i o n s  of t h e  major powers and the  Middle 
Eas t  OPEC c o u n t r i e s .  The even t s  of 1973 t h r e a t e n  tht: 
o i l - impor t ing  c o u n t r i e s  of Southeas t  Asia  wi th  l a r g e  
ba lance  of payments d e f i c i t s ,  r i s i n g  i n f l a t i o n ,  a  
g e n e r a l  slowdown i n  economic growth,  and inc reas ing  
p o l i t i c a l  u n r e s t .  O i l  imports  i n  Tha i land  and the 
P h i l i p p i n e s  a r e  e s t ima ted  t o  c o s t  between US$600 and 



US$788 m i l l i o n ,  compared wi th  approximately US$200 
m i l l i o n  i n  1973. Higher expor t  p r i c e s  w i l l  i n  some 
measure compensate f o r  t h e  h i g h e r  import  c o s t s ,  b u t  
t h e r e  i s  s e r i o u s  ques t ion  a s  t o  whether t h e  i n d u s t r i a l  
c o u n t r i e s ,  g iven  t h e  d r a i n  on t h e i r  f o r e i g n  r e s e r v e s  from 
t h e  h i g h e r  e a s t  of  o i l  impor t s ,  w i l l  be  w i l l i n g  t o  expand 
imports  from t h e  developing e o u n t r i e s .  Indones ia  and 
Malaysia a r e  i n  a r e l a t i v e l y  b e t t e r  p o s i t i o n  g iven  t h e  
f a c t  t h a t  t h e y  are ne t  o i l  e x p o r t e r s ;  however, they  
w i l l  be  h i t  by r i s i n g  c o s t s  of imported c a p i t a l  from 
t h e  i n d u s t r i a l  n a t i o n s ,  Indones ia  i s  r e p o r t e d  t o  be 
cons ide r ing ,  along wi th  o t h e r  OPEC c o u n t r i e s ,  an 
80-90% excess  p r o f i t s  t a x  on a l l  o i l  company ea rn ings  
over US$5.80 a b a r r e l ,  which would f u r t h e r  i n c r e a s e  i t s  
revenues from o i l  e x p o r t s ,  

The f a n t a s t i c  t r a n s f e r  and concen t r a t i on  of world 
f i n a n c i a l  power i n  t h e  i n t e r n a t i o n a l  o i l  companies and 
t h e  Middle Eas t  c o u n t r i e s  w i l l  g e n e r a t e  counte r  p r e s s u r e s  
f o r  t h e  d i s t r i b u t i o n  of t h i s  weal th .  Thus, t h e  p rospec t s  
f o r  Large-scale  a s s i s t a n c e  by Middle Eas t  c o u n t r i e s  t o  
Southeas t  Asia and t h e  r e s t  of t h e  Third  World, a s  
w e l l  as i nc reased  investment by o i l  companies i n  o i l  
e x p l o r a t i o n  and produc t ion ,  appear good. I n t e r n a t i o n a l  
p r e s s u r e s  % o r  t h e  lowering of o i l  p r i c e s  a r e  g r e a t  and 
t h e  OPEC c o u n t r i e s  a r e  p r e s e n t l y  s tudying  t h e  d e s i r a b i l i t y  
of such a  move, However, t h e  OPEC e o u n t r l e s  want t o  avoid 
any k ind  of downward p r i c e  compet i t ion:  and t h u s  any 
a c t i o n  t o  Power p r i c e s  w i l l  most l i k e l y  be a  j o i n t  one. 
The February l974 meeting of major oil-consuming 
c o u n t r i e s  i n  Washington w i l l  be c r u c i a l  i n  determining 
t h e  e x t e n t  t o  which OECD c o u n t r i e s  can a s  a  group t a k e  
a c t i o n  t o  i n c r e a s e  p r e s s u r e s  f o r  lower p r i c e s .  And, 
t h e  OPEC p e r c e p t i o n  of t h e  meeting w i l l  be j u s t  a s  
c r i t i c a l ,  

I n  sm, t h e  world o i l  c r i s i s  of l973  has  a c c e l e r a t e d  
t h e  movement toward government c o n t r o l  over  t h e  i n t e r -  
n a t i o n a l  o i l  i n d u s t r y  i n  bo th  import ing and expor t ing  
c o u n t r i e s  and has  f u r t h e r e d  t h e  break-up of t h e  
o l i g a p o l i s  t i c  s t r u c t u r e  of t h e  i n d u s t r y .  This  co inc ides  
wi th  t h e  i n c r e a s i n g  " p o l i t i c i z a $ i o n W  of economic i s s u e s ,  
a s  r e f l e c t e d  i n  t h e  growing North-South c o n f l i c t .  The, 
f u t u r e  i m p l i c a t i o n s  of t h i s  development a r e  by no means 
c l e a r .  However, t h e  c o n f l i c t  i nvo lv ing  governments, 
c o r p o r a t i o n s  and i n t e r n a t i o n a l  o r g a n i z a t i o n s  over  t h e  
world" o i l  and energy r e sou rces  w i l l  c e r t a i n l y  be 
of major consequence f o r  t h e  f u t u r e  of Southeas t  Asia.  




