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VII. Shaping the Future of the Saudi 
Petroleum Sector 
 Saudi Arabia’s need for economic reform and diversification does not mean that its 

petroleum sector will lose its importance to Saudi Arabia’s future. No matter how successful 

economic, demographic, and social reforms become, Saudi Arabia’s strategic position, economy, 

and ability to meet the expectations, of its people will still depend on the revenues provided by 

its petroleum sector. While Saudi energy exports cannot by themselves support the Saudi Arabia 

of the 21st century, they will remain the most important source of the Kingdom’s income. Saudi 

Arabia will stay a petroleum sector-driven economy even if it is successful in both diversification 

and expanding its private sector. In fact, much of its diversification, and much of the growth in 

its private sector, will consist of ventures that add value and labor intensity to the Saudi economy 

through the production of petroleum related products. 1 

 The petroleum sector normally accounts for around 40% of the Saudi GDP by Saudi 

estimates. The Saudi Arabian Monetary Agency (SAMA) estimates that the total value of crude 

oil, natural gas, and petroleum refining was 51.7 billion in 1992, out of a GDP of 123.0 billion 

(42%). It was $48.2 billion out of $127.6 billion in 1995 (39.0%), $39.1 billion out of $128.76 

billion in 1997 (30%), and $77.6 billion out of $173.1 billion in 2000 (44.8%).2 These 

percentages vary according to world demand for petroleum and the resulting Saudi earnings, but 

they do not reveal any trend towards reduced dependence. 

 The Energy Information Agency of the US Department of Energy (DOE) makes similar 

estimates. It estimated in 2002 that the petroleum sector accounted for some 90-95% of total 

Saudi export earnings in 2002, 80% of state revenues, and 40% of the country's gross domestic 

product (GDP.3   

 As has been discussed in the previous chapter, these figures vary sharply according to 

world demand for petroleum. An estimate by the Saudi American Bank indicates that oil exports 

accounted for $28.2 billion of total government budget revenues of $39.1 billion in 1995 (72%), 

$36.3 billion of total government budget revenues of $ 47.8 billion in 1996 (76%), $42.7 billion 

of total government budget revenues of $54.8 billion in 1997 (78%), $21.3 billion of total 

government budget revenues of $38.1 billion in 1998 (56%), $27.6 billion of total government 
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budget revenues of $39.2 billion in 1999 (70%), $57.2 billion of total government budget 

revenues of $68.8 billion  in 2000 (83%),  and $49.3 billion of total government budget revenues 

of $ 61.3 billion in 2001 (80%).4 

While gross annual Saudi petroleum export revenues varied from lows of $34.2 billion to 

highs of $75.3 billion during 1991-2001, Saudi Arabia has consistently earned more oil export 

revenues than any other single member of OPEC.5 The Saudi share of total OPEC revenues 

ranged from below 20% in 1972 to over 40% in the early 1980s, to around 30% in 2001.6  

 As has also been touched upon in the two previous chapters, there are significant 

differences in the estimates of Saudi oil revenues. The EIA, for example, estimated that Saudi net 

petroleum exports were worth $68.7 billion in 2000 and $58.2 billion in 2001, and would reach 

$49.6 billion in 2002.7 Saudi Aramco, however, reports that EIA estimates of petroleum export 

earnings do not include total income from the entire petroleum sector – including downstream 

operations, related manufacturing, and domestic earnings -- which Aramco puts at $70-$80 

billion in 2000.8  

 Cambridge Energy Research Associates uses Saudi data to produce estimates that put 

total Saudi petroleum revenues, in current dollars, at $44.7 billion in 1990, $47.1 billion in 1995, 

$654.5 billion in 1997, $44.6 billion in 1999, and $75.3 billion in 2000.9 The Saudi Arabian 

Monetary Agency puts the total crude oil and natural gas earnings portion of the Saudi GDP at 

$53.6 billion in 1997, $35.2 billion in 1998, $46.2 billion in 1999, and $71.8 billion in 2000. If 

petroleum refining earnings are added to these totals, Saudi Arabia earned $58.9 billion in 1997, 

$39.2 billion in 1998, $51.0 billion in 1999, and $77.6 billion in 2000.10 

 These differing estimates illustrate the dangers of trying to make precise estimates of 

Saudi dependence on petroleum earnings, even if one ignores the notorious volatility of the 

world oil market. The central fact remains, however, that the previous chapters have shown that 

even the most successful economic reforms will take well over a decade to make a major 

reduction in the Kingdom’s current level of dependence on crude oil exports, and many forms of 

diversification and Saudisation will depend on adding value to the petroleum sector by exporting 

more petroleum-related products. Saudi Arabia’s energy strategy is clearly as critical to its future 

as its strategy for dealing with population growth and economic reform.  
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The Critical Global Importance of Saudi Oil Reserves  

 The future of Saudi Arabia’s petroleum sector will be as important to the world as it is to 

Saudi Arabia. The Kingdom shapes its energy strategy from a unique position. Its massive oil 

reserves make up over 25% of the entire world’s proven reserves. Estimates of the size and 

importance of Saudi oil reserves do differ slightly according to source. The US government 

estimates that Saudi Arabia proper (excluding the Saudi-Kuwaiti "Neutral Zone") contained at 

least 262 billion barrels of proven oil reserves as of 2002. It estimates that Saudi reserves totaled 

264.2 billion barrels including the Saudi half of the Neutral Zone it shares with Kuwait, which 

contains about 5 billion barrels of proven oil reserves.11 A comparable Saudi estimate was 261.7 

billion barrels.12  

Virtually all sources agree, however, that estimates of Saudi proven reserves have 

increased every year since 1962, and that Saudi Arabia has massive additional reserves that are 

not yet “proven.” The Saudi Arabian Monetary Agency estimates they were 56.9 billion barrels 

that year, 96.2 billion in 1973, 113.5 billion barrels in 1980, and 257.8 billion barrels in 1990.13 

Saudi Aramco estimates that Saudi Arabia’s recoverable crude oil and condensate reserves rose 

from 259.1 billion barrels in 1996 to 259.1 in 1997, 259.2 in 1998, 259.2 1999, and 259.3 in 

2000.14  

The US Department of Energy estimates that Saudi Arabia has a little over one-quarter of 

the world's total proven petroleum reserves (25.4%).  This compares with 11% for Iraq, 9.6% for 

the UAE, 9.2% for Kuwait, 8.6% for Iran, 13% for the rest of OPEC, and 22.6% for the rest of 

the world.15 BP estimates that Saudi Arabia has 25.0% of the world's total proven reserves, and 

that this compares with 10.8% for Iraq, 9.3% for the UAE, 9.2% for Kuwait, 8.7% for Iran, and 

37.0% for the rest of the world.16  Saudi Aramco estimates that Saudi Arabia’s 261.7 billion 

barrels worth of reserves compare to 112.5 billion for Iraq, 97.8 for the UAE, 96.5 for Kuwait, 

89.7 for Iran, 76.9 for Venezuela, 48.6 for Russia and 29.7 for the US.17 

 These are hard numbers to visualize, and Chart 7.1 shows how the scale of Saudi reserves 

compared to those of other nations and regions. Not only does Saudi Arabia have over 80 years 

of reserves at current average annual production rates approaching nine million barrels a day, its 

reserves are nearly 10 times those of the US and more than four times those of all of North 
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America. They are well over five times the reserves of Russia, and 16 times the roughly 17 

billion barrels of proven reserves in all of the Caspian Sea and Central Asia. They are larger than 

all of the roughly 230 billion barrels of proven oil reserves in Latin America, Africa, Asia and 

the Pacific, and Western/Eastern Europe combined. 18 

 As Table 7.1 shows, however, many analysts -- such as those of the US Geological 

Service -- believe that even these figures sharply underestimate the Kingdom’s strategic 

importance. Saudi Arabia almost certainly has at least another 42 billion barrels of oil, and both 

the US Department of Energy and unofficial Saudi estimates put the Kingdom’s total ultimately 

recoverable holdings as high as one trillion barrels.  This total could be even higher with the 

introduction of more advanced EOR techniques.19  

 Impressive as the figures in Chart 7.1 are, they also gravely understate the importance of 

Saudi Arabia’s strategic position in terms of providing security for world oil reserves. The total 

Gulf area has some 677 billion barrels, or 65% of the world total of 1,046 billion barrels. Saudi 

Arabia’s stability and strategic ties to the West underpin the security of roughly two-thirds of all 

of the world’s proven oil reserves. Any effort to contain Iran and Iraq, with roughly 20% of all 

the world’s oil reserves, depends heavily on Western access and military ties to Saudi Arabia. 

The same is true of any effort to provide security for the other GCC states -- Bahrain, Kuwait, 

Oman, Qatar, and the UAE – with another 20% of the world’s oil reserves. 

 To put Saudi reserves in further perspective, the world has spent more than a quarter of a 

century since the Arab oil embargo of 1974 trying to find alternative sources of oil and energy. 

In the process, it has conducted an intense search effort all over the world. The net result, 

however, has been to expose the fact that many areas projected to have major reserves did not. 

At the same time, new discoveries in Saudi Arabia have steadily increase both estimates of 

proven Saudi reserves, and the Saudi share of the world’s total reserves.  

The net result is that Saudi Arabia enters the 21st Century as an even more important 

source of petroleum. It also enters it as a nation with a vast surplus of capacity relative to present 

and projected domestic demand, and at a time when many nations have begun to seriously 

deplete their reserves or face steady increases in the cost of extraction. Moreover, in spite of 

more than a quarter of a century of efforts to find sources of energy, the US Department of 
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Energy projects that world consumption of oil will rise by an average of 2.3% per year from 

2000-2020, versus 3.2% for gas, 1.5% for coal, 0.3% for nuclear, and 2.0% for hydropower, 

solar, geothermal and all other forms of alternative energy combined.20  
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Table 7.1 
 

Comparative Oil Reserves and Production Levels of the Gulf States – Part One 
Comparative Reserves  

 
Comparative Oil Reserves in Billions of Barrels 
 
Country                Identified             Undiscovered        Identified + Undiscovered              Proven           % of World Total 
Bahrain - - - .2 (-0.05%) 
Iran 69.2 19.0 88.2 89.7 8.6% 
Iraq 90.8 35.0 125.8 112.5 10.8% 
Kuwait 92.6 3.0 95.6 96.5 9.2% 
Oman - - - 5.5 0.5% 
Qatar 3.9 0 3.9 13.2 1.3% 
Saudi Arabia 265.5 51.0 316.5 261.7 25.0% 
UAE 61.1 4.2 65.3 97.8 9.3% 
Total 583.0 112.2 695.2 677.1 64.7% 
 
Algeria - - - 9.2 0.9% 
Egypt - - - 2.9 0.3% 
Libya - - - 29.5 2.9% 
Syria - - - 2.5 0.2% 
Tunisia - - - 0.3 (-0.05%) 
Yemen - - - 4.0 0.4% 
 
Total Middle East & 
North Africa - - - 725.5 69.4% 
 
Rest of World - - - 320.9 31.4% 
(US)    29.76 2.8% 
(North America) - - - 64.4 6.1% 
(Russia) - - - 48.6 4.6% 
(FSU) - - - 65.3 6.4% 
 
World - - - 1,046.4 100.0% 
 
Source: Adapted by Anthony H. Cordesman from estimates in US Geological survey, World Petroleum Assessment 2000, 
usgs.gov/energy/WorldEnergy/DDS-60; and BPAmoco, Statistical Review of World Energy, 2001, June 2001, www. bpamoco.com/alive . 
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Table 7.1 
 

Comparative Oil Reserves and Production Levels of the Gulf States – Part Two 
Comparative Production and Production Capacity  

 
Comparative Oil Production Capacity (In Millions of Barrels Per Day) 
 
                                  DOE Reference Case Estimate of Maximum Sustainable Production Capacity             Actual Production                                        
Country                            1990         1995        2000           2005          2010        2015            2020             1990      1995        2000   
Bahrain - - - - - - - - - - 
Iran 3.2 3.9 3.9 4.0 4.4 4.5 4.7 3.2 3.7 3.8  
Iraq 2.2 0.6 2.8 3.1 3.9 4.5 5.5 2.2 0.6 2.6  
Kuwait 1.7 2.6 2.6 2.8 3.5 4.1 4.8 1.7 2.1 2.5  
Oman - - - - - - - - 0.9 0.9  
Qatar 0.5 0.6 0.6 0.5 0.6 0.7 0.7 0.5 0.5 0.7  
Saudi Arabia 8.6 10.6 11.4 12.5 14.6 18.2 22.1 8.6 8.9 9.4  
UAE 2.5 2.6 2.7 3.0 3.7 4.4 5.1 2.5 2.5 2.5  
Total Gulf 18.7 20.9 24.0 25.9 30.7 36.4 42.9 18.7 19.6 21.7 
 
Other Middle East 1.4 1.6 1.9 2.2 2.4 2.5 2.4 1.4 1.1 2.0 
 
Algeria 1.3 1.4 1.4 1.9 2.2 2.3 2.5 1.3 1.3 1.4  
Libya 1.5 1.5 1.5 2.1 2.5 2.8 3.2 1.5 1.4 1.5 
Total North Africa 2.8 2.9 2.9 4.0 4.7 5.1 5.7 2.8 2.7 2.9 
 
Total Middle East & 
North Africa 22.9 25.4 28.8 32.1 37.8 44.0 51.0 22.9 23.4 26.6 
 
World 69.4 73.0 78.7 88.0 98.4 109.8 121.3 69.4 68.0 77.4 
(Saudi Arabia as % 
Of World) 12.4% 14.5% 14.5% 14.2% 14.8% 16.5% 18.2% 12.4% 13.0% 12.1% 
 
Source: Adapted by Anthony H. Cordesman from estimates in DOE/EIA, International Energy Outlook, 2002, Washington, DOE/EIA, p. 235. 
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Chart 7.1 
 

The Role of Saudi Reserves in Total World Reserves  
(in Billions of Barrels) 

 Source: BP Amoco, Statistical Review of World Energy,  2002, June 2002, www.bpamoco.com/alive. 
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Saudi Oil Production 

Saudi Arabia has already produced over 70 billion barrels of oil, and still has a reserve-

to-production ratio of 81:1.21 The history of Saudi oil production is shown in Chart 7.2, and 

while Saudi production levels have varied sharply over time, Saudi Arabia has been a critical 

exporter for at least three decades. Saudi production averaged 8.8 MMBD in 2000, a year of high 

oil demand. This total included 700,000 barrels per day (b/d) of natural gas liquids and 320,000 

b/d from the Neutral Zone that Saudi Arabia shares with Kuwait.22  

The History of Saudi Oil Development and the Role of Aramco 

A single company -- Saudi Aramco – produces all of the crude oil in Saudi Arabia 

proper. Aramco’s origins date back to May 29, 1933, when Saud Arabia signed an oil 

exploration concession agreement with the Standard Oil Company of California (later Chevron). 

In 1936, the Texas Company (later Texaco) joined the enterprise, providing needed capital for 

expansion of operations in Saudi Arabia. In 1948, Standard Oil Company (later Exxon) and 

Soconoy Vacuum Oil Company (later Mobil) also acquired shares in Aramco. 

The first actual discovery of commercial quantities of oil in Saudi Arabia took place on 

March 3, 1938, when Dammam Well Number 7 was deepened to reach what became called the 

“Arab Zone.” In 1939, King Abd al-Aziz opened a valve to release the nation’s first tanker load 

of crude oil from the port of Ras Tanura, which became the site of the Kingdom’s first oil 

refinery a few years later. A decade after the discovery of oil in Saudi Arabia, Ghawar and 

Safaniya -- the world’s largest onshore and offshore fields – were discovered. A 1,750-kilometer 

pipeline linking the oil fields of the Eastern Province with the Mediterranean Sea opened in 

1950.  The development of Ghawar, Safaniya, and other oil fields during the 1960s and 1970s 

made Aramco the world’s largest producer and exporter of crude oil and liquefied petroleum gas. 

During the 1970s, the Kingdom developed a Master Gas system to supply much of its domestic 

energy needs, and in 1983, it inaugurated the Exploration and Petroleum Engineering Center, one 

of the world’s most advanced earth science facilities. 

From 1973 onwards, Saudi Arabia took a series of steps, called the “participation,” to 

purchase back Aramco’s assets, eventually giving it full ownership of the company in 1980. In 

1988, King Fahd ibn Abd-al Aziz signed a royal decree officially establishing the Saudi Arabian 
Copyright Anthony H. Cordesman, all rights reserved 

 



Saudi Arabia Enters the 21st Century –Politics, Economics, and Energy             11/6/2002               Page 10  

Oil Company, or Saudi Aramco, to replace Aramco and assume its responsibilities. Long before 

that, however, Aramco had become a largely Saudi company. The employment, training, and 

professional development of Saudi nationals had been a guiding principle since the earliest days 

of the venture, and Saudi executives, professionals, and operations personnel were found 

throughout the company. 

Since 1988, Saudi Aramco’s responsibilities have grown to include new areas of 

exploration in the Kingdom, an international marine shipping subsidiary, and the establishment 

of a series of downstream joint ventures to provide outlets for the Kingdom’s crude oil 

production. Saudi Aramco's responsibilities then grew tremendously. Exploration efforts have 

been extended to new areas of the Kingdom, and the company expanded into international 

operations with the creation of a marine shipping subsidiary and the establishment of a series of 

downstream joint ventures to provide outlets for its enormous crude oil production:  

• In 1988, Saudi Aramco entered its first downstream joint venture relationship, creating Star Enterprise in 
partnership with Texaco. In 1991, Saudi Aramco bought a 35% share of the  Ssang Yong Oil Refining 
Company (later S-Oil), South Korea's third largest petroleum refiner.  

• In 1993, Saudi Aramco was given responsibility for all of the Kingdom's refining and distribution 
operations, and also assumed the Kingdom's interest in several domestic joint ventures from the Saudi 
Arabian Marketing and Refining Company (Samarec) and the General Petroleum and Minerals 
Organization (Petromin), consolidating virtually all of the Kingdom's oil-related activities.  

• In 1994, Saudi Aramco acquired a 40% stake in Petron, the largest refiner and leading petroleum products 
marketer in the Philippines.  

• In 1995, a program to build 15 advanced supertankers for Vela International Marine Limited (a company 
subsidiary) was completed. Rabigh Refinery was integrated into company operations.  

• In 1996, Saudi Aramco entered its fourth joint venture, purchasing 50% of Motor Oil (Hellas) Corinth 
Refineries S.A. and Avinoil Industrial Maritime Oil Company S.A. in Greece.  

• In 1998, Saudi Aramco established Motiva Enterprises LLC, a downstream joint venture with Texaco and 
Shell in the US, replacing Star Enterprise by adding Shell's assets.  

• In 2001, Saudi Aramco and Shell agreed to purchase Texaco's share of Motiva's assets, as part of Chevron's 
purchase of Texaco. Pending completion of the purchase, Saudi Aramco and Shell will each own 50% of 
Motiva. The acquisition of a further interest in Motiva was intended to strengthen Saudi Aramco's presence 
in the North American refining and marketing sector and solidifies Saudi Aramco's leading position as a 
supplier of crude oil to North America. Saudi Aramco supplied in excess of 1.5 million barrels of crude oil 
per day to customers in North America in 2001, including approximately 525,000 barrels per day of 
Arabian crude purchased by Motiva for processing in the Motiva refineries.  
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Saudi Oil Production Today 

 Today, Saudi Aramco produces more than 95% of all crude oil and NGL, and has played 

a major role in the world oil market. Saudi Aramco is a vertically integrated company, with 

tanker and refinery operations. It has both cut its production levels to maintain its assigned 

OPEC quota level, and raised production to prevent possible price and supply crises or reduce 

their impact.  

The Saudi government’s ability to use Aramco as a “swing producer” gives Saudi Arabia 

still further strategic importance. Saudi production of different types of crude gives Saudi Arabia 

special flexibility. Unlike Kuwait, which can produce only one type of crude, or UAE and Iraq, 

which can produce two each, Saudi Arabia can produce five types ranging from heavy to light.23 

During 1999-2001, for example, Saudi Arabia gave repeated assurances that it would increase 

production to meet any shortfall from Iraq, at a time when Iraq was attempting to use cutting off 

its oil exports as a threat that could help it break out of UN sanctions.24 

Since the late 1990s, oil production in Saudi Arabia has taken place in 18 oil fields in 

Saudi Arabia proper, and in five oil fields in the Neutral Zone that Saudi Arabia shares with 

Kuwait. Over half of Saudi Arabia’s current proven reserves are contained in eight fields, and 

90% of all Saudi production comes from the four largest fields in Saudi Arabia -- Ghawar, 

Safaniyah, Abqaiq, and Berri. The Ghawar field alone has some 70-85 billion barrels and is the 

world’s largest on-shore oil field. The Safaniyah field has 19 billion barrels and is the world’s 

largest offshore field. The Abqaiq field has 17 billion barrels and Berri has 11 billion barrels. 

There are a number of other major fields, including Manifa (11 billion barrels), Zuluf (8 billion 

barrels), Shaybah (with at least 7 billion), Abu Safah (6 billion), and Khursaniyah (3.5 billion).25 

The Neutral Zone that Saudi Arabia shares with Kuwait contains five billion barrels of 

proven oil reserves. Japan's Arabian Oil Co. (AOC) used to operate two offshore fields (Khafji 

and Hout) in the Neutral Zone, with production of around 300,000 b/d and 80% of revenues 

going to AOC while 10% each went to Saudi Arabia and Kuwait. Japan would not, however, 

meet Saudi demands to invest over $1 billion in railways, minerals, and other aspects of the 

Saudi economy as the price of renewing its concessions. As a result, the AOC lost the concession 

in February 2000. The AOC also announced in April 2000 that it had reached an agreement with 
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Aramco's Gulf Operations Company to split output from the Kafji field until January 4, 2003, 

when AOC's concession on the Kuwaiti side of the Neutral Zone expires. Saudi Arabian Texaco 

continues to produce at the onshore (former Getty) field in the Partitioned Zone with Kuwait, and 

operates three onshore fields in the Neutral Zone (Wafra, South Fawaris, and South Umm 

Gudair). AOC reportedly will be asked to develop the offshore Dorra gas field, now that Saudi 

Arabia and Kuwait have agreed on a border demarcation.26  

Saudi Arabia produces a range of crude oil grades, from heavy to super light. About 

65%-70% of Saudi Arabia's total oil production capacity, is considered light gravity, with the 

rest either medium or heavy. The lightest grades are produced onshore, while the medium and 

heavy grades come mainly from offshore. The Ghawar field is the primary producer of 34o API 

Arab Light crude, while Abqaiq produces 37o API Arab Extra Light crude. Since 1994, the 

Hawtah Trend, which includes the Hawtah field and smaller satellites, has been producing 45o-

50o API Arab Super Light. Offshore production includes Arab Medium crude from the Zuluf and 

Marjan fields and Arab Heavy crude from the Safaniya field.27 The price for Saudi oil varies by 

grade of crude. For example, the spot price of Berri oil (39 API) varied from a low of $12.61 in 

1998 to a high of $27.46 in 2000. The spot price of Arabian light oil (37 API) varied from a low 

of $12.20 to a high of $21.81. The price of Arabian medium oil (31 API) varied from a low of 

$11.58 to a high of $25.95, and the price of Arabian heavy (27 API) has recently varied from a 

low of $10.95 in 1998 to a high of $25.20 in 2000.28 

As Chart 7.2 shows, Saudi oil production levels have fluctuated sharply over the years – 

depending largely on the political conditions in the Gulf and the changing world oil market. 

Saudi production was 7.6 million barrels a day (MMBD) in 1973, when the oil boom began. It 

rose to a peak of 9.9 MMBD in 1980 – driven partly by the fall of the Shah of Iran and the start 

of the Iran-Iraq War. Production then dropped back to a low of only 3.4 MMBD in 1985, largely 

because OPEC oil prices reached the point where demand was cut sharply or oil obtained from 

new sources outside of OPEC. Saudi Arabia’s decision in 1986 to focus on market share, rather 

than high prices, raised production back to 4.9 MMBD in 1986, and levels rose slowly, reaching 

5.3 MMBD in 1990, before the Iraqi invasion of Kuwait.29  

The outbreak of the Gulf War in August 1990 drove Iraqi and Kuwait oil out of the 

market, and Saudi production rose to a peak of 8.5 MMBD by December 1990 to compensate for 
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the shortage. Saudi oil production stayed at levels over 8.1 MMBD through the early and mid-

1990s, ranging from annual averages of 8.1 to 8.3 MMBD.  Saudi Arabia produced an average of 

6.41 MMBD in 1990, 8.1 MMBD in 1991, 8.3 MMBD in 1992, 8.2 MMBD in 1993, 8.1 MMBD 

in 1994, 8.2 MMBD in 1995, 8.2 MMBD in 1996, 8.4 MMBD in 1997, 8.4 MMBD in 1998, 7.8 

MMBD in 1999, and 8.6 MMBD in 2000.30  These production figures compare with a total 

production capacity of 10.4 to 10.6 MMBD.31 

These figures, however, only include crude oil production in Saudi Arabia proper. For 

example, Saudi oil production totaled about 9.3 million barrels per day in 1997, including 

800,000 b/d of natural gas liquids and about 270,000 b/d of crude oil produced from its half-

share of the Saudi-Kuwaiti Neutral Zone. This compared with what the Department of Energy 

estimated was a sustainable crude oil production capacity of about 11.3 MMBD and an OPEC 

crude oil production quota of 8 MMBD (8.76 MMBD as of January 1, 1998). In 2000, Saudi oil 

production totaled about 9.1 MMBD, of which about 8.4 MMBD was crude oil and 0.7 MMBD 

was natural gas liquids. Saudi Arabia produced around 9.2 MMBD of oil in the first quarter of 

2001,  (including half of the Saudi-Kuwaiti Neutral Zone's 600,000 b/d), compared to production 

capacity of around 11.6 MMBD.32 

 Saudi Arabia also constantly adjusts its production of crude types and to respond to 

fluctuations in demand. Saudi Arabia has very sophisticated models for predicting the most 

profitable mix of crude oil exports by type, based on short and long-term estimates of market 

demand and the cost-benefits of any given production mix. Such models are necessarily 

uncertain, but Aramco indicates that they have steadily increased profitability over the years. 

Oil Production and Quotas 

As has been discussed in Chapters IV and V, Saudi oil production reacts to political and 

military events and OPEC energy strategy as well as market conditions. At the same time, Saudi 

production is so important to the world market that it can have a major impact on events like the 

Gulf War, the “oil crash” of 1997-1998, the “oil boom” of 1999-2000, and the world’s ability to 

sustain sanctions on Iraq. It was an increase in Saudi production that helped trigger the market 

glut and the “oil crash.” Saudi Arabia concluded in mid-1997 that it faced a hardening world oil 

market, and that it could raise production without suffering a major loss of revenues. It was the 

Copyright Anthony H. Cordesman, all rights reserved 

 



Saudi Arabia Enters the 21st Century –Politics, Economics, and Energy             11/6/2002               Page 14  

leading nation that succeeded in persuading OPEC to raise its crude oil production quotas by 

about 10% at its November 1997 meeting. This raised the Saudi quota from 8 MMBD to 8.76 

MMBD.  As of early February 1998, Saudi Arabia was reportedly producing close to this 

amount. A mild winter and a major recession in Asia, however, were sharply reducing demand, 

and the resulting combination of increased supply and reduced demand created the “oil crash.” 33 

This forced Saudi Arabia to progressively decrease its oil production in an effort to 

reduce the world oil glut and stabilize prices.  Saudi Arabia had an OPEC quota of 8.76 MMBD 

until the Riyadh Pact of March 1998 led OPEC to make production cuts of 1.860 MMBD, 

effective in April. This pact was negotiated primarily between Saudi Arabia, Mexico, and 

Venezuela, and the Saudi quota included 240,000 barrels per day (b/d) it received from the 

Divided or Neutral Zone it shares with Kuwait. It did not count 700,000 b/d in natural gas 

liquids, which are not counted by any member of OPEC. Saudi Arabia did, however, try to 

maintain its oil income, in so far as possible, by increasing production of Extra Light and Arab 

Super Light at the expense of Arab Heavy and Arab Medium crude oil. It shut down some 

capacity to do so, and used field rotations to minimize reservoir pressure damage and preserve 

the option of bringing increased production back on-line within a few months, if needed.34 

During this period, Saudi Arabia supplied about 16% of US crude imports, competing largely 

with Venezuela and Mexico. 35 

In June 1998, a steady deepening of the Asian recession forced OPEC members to once 

again cut their quotas, effective July 1998. As a result, oil production in Saudi Arabia fell from 

8.62 MMBD to around 8 MMBD. However, these cuts were not enough to improve oil prices as 

the effects of the Asian Financial Crisis wore on.  In December 1999, oil prices reached a one 

year low of $9.90 b/d for Brent Crude, leading to a massive drop in oil export revenues discussed 

earlier.  Gross Saudi exports fell from $54.7 billion in 1997 to $34.2 billion in 1998.36 As a 

result, Saudi Arabia and most other oil producing states faced severe budget crises.37  

What Saudi Arabia expected to be a mild “oil boom” had turned into an “oil crash,” and 

the slowing global economy further cut into demand for Saudi and other OPEC oil exports. In 

March 1999, the major members of OPEC met in Amsterdam, and agreed to further cut 

production by 1.411 MMBD, effective on April 1st. All OPEC members, with the exception of 

Iraq, agreed to the cuts, and all OPEC states except Iran cut production by 7.3% from the July 
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1998 quotas. The agreement of March 1999 brought Saudi Arabia’s production substantially 

below the “floor” of 8 MMBD, which it had tried to defend for the past several years, and 

reduced it to 7.438 MMBD.38 As of September 1999, MEES estimated that Saudi Arabia was 

producing 7.5 million barrels a day.39  The total OPEC cuts during 1998-1999 amounted to 4.0 

MMBD and the non-OPEC cuts to 870,000 b/d. All of the OPEC countries participated except 

Iraq.  

 Ironically, the new OPEC agreement of March 1999 occurred  at a time when the West’s 

economy was beginning to boom, the Asian economy had recovered. Stock levels were 

exceptionally low, and weather factors increased demand. It had an immediate impact on prices, 

which rapidly rose to $16-18 a barrel by the end of March 1999.40 Against many expectations, 

OPEC discipline continued to hold in the following months, with the IEA estimating 96% 

compliance with cuts for September.  

 Accordingly, the price of Saudi Arabian Light shot over $23 per barrel by late September, 

dipping only slightly to $20-$22 in October.41 The price movements following each series of cuts 

varied sharply. The lowest price in 1999 was $10.20 per barrel in February, and the highest price 

was $25.80 in December. Brent crude rates then rose above $30 per barrel, prices not seen since 

the 1990 Gulf War. In just 18 months prices rose from under $10 to over $25 a barrel. Gross 

Saudi oil export revenues in current dollars rose from $34.2 billion in 1997 – the lowest level in 

the 1990s – to $43.9 billion in 1999.42 

 This rise in oil prices and revenues proved a key factor in the Kingdom’s decision to 

support increases in production at the OPEC meeting in March 2000. OPEC agreed to a Saudi 

proposal to reverse that latest production cut of 1.4 MMBD made in 1999. As a result, 

production increased by 1.4 MMBD in April. While Iran objected to the adjustment in 

production, it took its share of the increase.  

 In June 2000, OPEC agreed to increase production by 703,000 b/d. Despite the fact that 

Iraq increased production by 420,000 b/d, prices continued to rise as a result of the high degree 

to which OPEC members had implemented the previously agreed to production cuts, and 

additionally because of the related production restraints imposed by the production decisions of 

non-OPEC states, such as Mexico, Norway and Oman. The continued climb in prices led to 
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increasing pressure on OPEC from the US and other importers to increase production and lower 

prices. As a result, OPEC agreed in Vienna, in June 2000, to an increase its production to an 

official figure of 708,000 barrels per day. However, the announcement failed to have an effect on 

prices, which stayed above $30.43     

 The failure of OPEC’s production hike to effect high oil prices led Saudi Arabia to 

announce plans in July 2000 to unilaterally increase production by 500,000 b/d independent of 

OPEC. Saudi Arabia made this declaration partly for strategic reasons, and partly because it felt 

that maintaining very high prices would drive consumers towards other sources of energy or non-

OPEC exports. In response to the Saudi decision to increase production, the price of Brent crude 

fell sharply to the high twenties. At the same time, OPEC agreed to pump half a million more 

barrels if prices for the “OPEC basket” of crude oil failed to fall below $28. This helped lead 

OPEC to agree on a further official production increase of 800,000 b/d in September, which 

allotted Saudi Arabia an additional 162,000 b/d in production, and brought the Saudi total quota 

to 8.253 MMBD. 44   

 This, however, still did not cut prices to the point desired by Saudi Arabia, and the 

Kingdom pushed OPEC to make further cuts to support the informal price band mechanism that 

OPEC adopted during its March 2000 meetings, and later formally ratified on January 17, 2001. 

In this system, OPEC basket prices higher than $28 per barrel or lower than $22 per barrel 

should trigger automatic production adjustments. Prices sustained above the price band's target 

range for 20 trading days would result in an automatic production increase of 500,000 b/d, while 

prices below the target range for 10 trading days would result in cuts of 500,000 b/d. This led 

OPEC to increase production by a further 500,000 b/d in November 2000 in an effort to maintain 

its desired price band and to keep prices from rising too quickly. This was the only time OPEC 

activated the informal price band mechanism during the rest of 2000, even though the average 

OPEC basket price stayed above the $28 level for 81 consecutive trading days between August 

14 and December 4, 2000.  

The cumulative net effect was that OPEC increased production by a total of 3.4 MMBD 

in 2000, largely in response to Saudi initiatives, in a bid to rebalance the market and keep it well 

supplied. During this process, Saudi Arabia increased its production quota to 8.023 MMBD in 

April, 8.253 MMBD in September, and 8.674 MMBD by the end of the year. Saudi Arabia 
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actually produced an estimated 8.4 MMBD (29% of total OPEC oil production) in December 

2001 and was a net exporter of around 7.1 MMBD, versus December 2000 when it produced 9.1 

MMBD, and exported 7.8 MMBD. Even so, gross Saudi oil export revenues in current dollars 

rose from $43.9 billion in 1999 to $75.3 billion in 2000 – the highest level in a decade.45 

This situation reversed itself yet again in 2001. Declines in US and world economic 

output, high Iraqi and non-OPEC oil production, the crash of the US technology sector in early 

2001, and the economic impacts of the terrorist attacks on the World Trade Center and the 

Pentagon on September 11, 2001 led to a major decline in oil demand. As a result, an EIA 

chronology of OPEC actions during 2001 shows that it had to make three major production quota 

cuts—totaling 3.5 million barrels per day—over the course of the year:46 

• January 17, 2001: OPEC agreed to cut production quotas by 1.5 million b/d, effective February 1, 2001. 
The Saudi quota is cut from 8.674 MMBD in November 2000 to 8.169 MMBD. 

• March 16, 2001: OPEC agreed to cut production quotas by 1 million b/d, effective April 1, 2001. The 
Saudi quota is cut to 7.865 MMBD.  

• June 1, 2001: The ninth phase of the oil-for-food program concluded; the United Nations approved a 30-
day rollover of the program. 

• June 4, 2001: Iraq halted oil-for-food exports. 

• June 5, 2001: OPEC held its 115th meeting to review the state of world oil markets, leaving quotas 
unchanged. 

• July 3, 2001: OPEC held its 116th meeting to discuss the impact of Iraqi oil export cuts, and again left 
quotas unchanged. Also, the one-month rollover of the oil-for-food program ended, and the UN approved 
another five months of the program with UN Security Council Resolution 1360.  

• July 10, 2001: Iraq resumed oil-for-food exports. 

• July 25, 2001: OPEC agreed to cut production quotas by 1 million b/d, effective September 1, 2001. Saudi 
quota cut to 7.541 MMBD. 

• September 11, 2001: Al Qaida terrorists attack the World Trade Center and the Pentagon. 

• September 26, 2001: OPEC held its 117th meeting to review world oil markets, leaving production quotas 
unchanged.  

• October 29, 2001: OPEC met with non-OPEC countries in Vienna in an expert's meeting to assess the state 
of world oil markets.  

• November 14, 2001: OPEC held its 118th meeting, deciding to cut production quotas by 1.5 million b/d, 
effective January 1, 2002, contingent upon non-OPEC agreement to cut production by 500,000 b/d.  

• November 29, 2001: The eleventh phase of Iraq's oil for food program was approved for six months (180 
days) beginning December 1, according to UN Security Council Resolution 1382. 
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• December 28, 2001: OPEC held its 119th meeting to review oil markets, confirming a 1.5 million b/d 
production quota cut, effective January 1, 2002. The Saudi quota is cut to 7.053 MMBD, and Saudi surplus 
production capacity rises to 3.427 MMBD.47 

• March 15, 2002: OPEC will holds its 120th meeting to review oil markets, and, citing a desire to maintain 
a targeted price of $25 a barrel, leaves production levels unchanged.  

• May 30, 2002: The eleventh phase of Iraq's oil for food ends and is renewed for 12th phase. Iraq 
temporarily halts production to protest Israel’s conflict with the Palestinians.  

• June 26, 2002:  OPEC will hold its 121st meeting to review oil markets. 

Once it made the November 2001 cuts, OPEC indicated to other oil suppliers that a price 

collapse could result if they did not participate with OPEC in another round of supply cuts. After 

much negotiation, OPEC announced on December 28, 2001 that pledges of supply reductions 

from Angola, Mexico, Norway, Oman, and the Russian Federation totaling 462,500 barrels per 

day (b/d) were not enough to satisfy its needs. 

As a result, OPEC announced that it would cut an additional 1.5 million b/d from its 

production quota beginning January 1, 2002, with announced OPEC/non-OPEC cuts totaling 

almost 2 million b/d. These cuts forced Saudi Arabian Oil Minister Ali al-Naimi to declare in 

January 2002 that the OPEC price band had been suspended, as stability in the market was more 

important than the OPEC price target. OPEC had previously cut the Saudi quota to 7.623 

MMBD in the first quarter of 2001 and to 7.3 MMBD by the fourth quarter of 2001, and so left it 

with a quota of 7.053 MMBD on January 2, 2002.48 The CERA estimate of gross Saudi oil 

export revenues in current dollars to dropped from $75.3 billion in 2000 to $63.1 billion in 2001, 

and as a consequence of the additional production cuts, revenues from oil production were 

projected to be only $44.9 billion in 2002.49 Similarly, the EIA estimate of net oil export 

revenues dropped to $58.2 billion for 2001, with an estimate of $49.6 billion for 2002.50 

By April of 2002, OPEC had cut its quotas by a total of 5 million barrels per day since 

January 2001, or nearly 20%. OPEC had a spare production capacity of some seven MMBD, and 

Saudi Arabia was operating under a production quota of 7.053 MMBD out of a total OPEC 

production quota of 21.7 MMBD (Iraq was excluded). This gave Saudi Arabia 2.784-3.284 

MMBD of surplus production capacity.51 These trends seemed likely to cut oil prices below the 

levels Saudi Arabia had projected in calculating the revenues for its 2002 budget. 
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Tensions over the possibility of war with Iraq, however, helped lead to led to a firming of 

prices in the summer and fall of 2002 in spite of a steady decline in global economic growth and 

major cuts in world stock markets.  So did the fact that Iraqi production remained below 1.8 

million barrels per day in spite of the fact Iraq had an estimated production capability of 3.05 

million barrels per day. As a result, OPEC kept its quotas unchanged at its September 19, 2002 

meeting. Instead of trying to enforce its price band, OPEC left markets uncertain as to when the 

OPEC 10 (OPEC less Iraq) quotas would be realigned to more accurately reflect current 

production levels, and to address the issue of rising oil prices. OPEC was able to do so even 

though the OPEC 10 produced at levels above quota in September 2000 that increased to an 

estimated 2.2 million barrels per day.  

The fact that rising OPEC and Saudi production was accompanied by rising oil prices and 

declining commercial oil inventories (particularly in the United States), in spite of a steady drop 

in world stock prices and economic activity, also provided a further indication that neither global 

macroeconomic trends nor OPEC quota levels serve as a good guide as to future prices and 

OPEC 10 production, and that oil responds as much to security considerations as market 

demand.52  

In more narrow terms, this combination of political and economic conditions led to an 

increase in Saudi oil export earnings that allowed Saudi Arabia to increase its estimate of 

government income from 157 billion Saudi Riyals to 220 billion, and to reduce its estimated 

budget deficit for 2002 from $12.0 billion to $5.06 billion—a reduction from 7.3% of GDP to 

2.8%. This reduction would have been even sharper if Saudi Arabia had not again increased 

spending with oil revenues and raised its estimate budget for 2002 from 202 billion Riyals to 239 

billion.53 

Even if one ignores the impact of major world crises on the global economy, the world 

oil market, and Saudi Arabia. This history of sudden post Gulf War “reversals of fortune” 

illustrates both the overall importance of Saudi oil production strategy and the impact that actual 

Saudi production can have on world markets. It also is exceedingly unlikely to change in the near 

future. In the fall of 2002, the prospect of war between the US and Britain and Iraq left the world 

oil market for 2003 as uncertain as ever.  

Copyright Anthony H. Cordesman, all rights reserved 

 



Saudi Arabia Enters the 21st Century –Politics, Economics, and Energy             11/6/2002               Page 20  

The EIA’s October 2002 forecast for 2002 indicated that the limiting factors for OPEC 10 

(OPEC less Iraq) production growth in 2003 would to be the situation in Iraq, and whether world 

demand oil for oil would recover as expected. Without a war, the US economy was projected to 

grow by over 3 percent annually in 2003, and lead a recovery in the global economy, with China 

and other non-OECD countries projected to provide another 0.5 million barrels per day of 

demand growth next year. 54 

At the same time, the EIA noted that other uncertainties also affected such estimates. The 

EIA forecast that Rising non-OPEC production would meet much of this new demand. About 

half of the anticipated one million barrels per day increase in non-OPEC supply in 2003 was 

expected to come from additional oil exports from Russia and the Caspian Sea region. Increases 

are also expected from offshore Africa, Mexico, and increased Canadian synthetic oil 

production. 55  

EIA noted that the OPEC 10 production cuts over the past two years, coupled with rising 

Russian production, had narrowed the gap greatly between the world's two largest oil producers, 

Saudi Arabia and Russia. Had the OPEC 10 produced at quota levels in 2002, Russia would have 

passed Saudi Arabia as the world's largest producer of crude oil by February, 2002. Russia's 

Energy Ministry reported that its crude oil production reached 7.84 million barrels per day in 

September, and could exceed the Saudi crude oil production numbers reported by OPEC in 2002, 

although Russia's estimated total crude oil and other liquids production of 8.05 million barrels 

per day in September would still trail Saudi Arabia’s actual production which was well above 

8.05 million barrels per day in spite of its 7.8 million barrels per day quota. 56 

In practice, however, such trends have limited practical meaning. Russia has well under 

20% of Saudi reserves and far higher current and projected domestic demand. The extent to 

which Russia actually passes Saudi Arabia in short term oil production cannot be a major factor 

in shaping the future of world energy supply or Saudi Arabia’s mid and long-term oil revenues. 

It does, however, show the limits OPEC as a whole faces in the short and mid-term. Russia, a 

country with oil reserves than many OPEC countries, has been able to take a share of the world 

oil market as large or larger than any OPEC country. When OPEC cut quotas by five million 

barrels per day in 2001 to keep oil prices high, non-OPEC producing countries benefited from 

the higher prices, and by increasing market share at OPEC's expense. 57 
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 Saudi Arabia is also a unique oil producer in other ways. It has enough oil reserves and 

low enough marginal production costs so that it can size its production capacity at levels 

substantially higher than its planned production. The fact that Saudi Arabian production capacity 

is normally much larger than actual Saudi production gives added importance to Saudi oil. Saudi 

Arabia has long adopted a strategy of trying to maintain a surplus production capacity of 2 

million barrels per day, and is one of the few countries that can make sudden major increases in 

oil production to provide additional supplies in an emergency. This is a role that increases in 

importance in periods when other OPEC and non-OPEC producers produce at levels closer to 

their total production capacity. Unlike Russia, Saudi Arabia’s reserves are also so large that the 

Kingdom can sustain such a margin of surplus production indefinitely into the future. 

 This surplus production capacity has long allowed the Kingdom to play a major role as a 

“swing state” that can increase production to deal with a sudden shortfall or interruption in 

global oil production and exports. Saudi Arabia had enough surplus production capacity to 

largely compensate for the fall in oil production in Iran during the fall of the Shah, cuts in Iranian 

and Iraqi production during the Iran-Iraq War, and cuts in Iraqi and Kuwaiti production during 

the Gulf War. It has sought to preserve a surplus capacity of around 2.0 8 million barrels per day 

(MMBD) in recent years. In October 2000, all of OPEC had a nominal surplus capacity of 2.4 8 

MMBD, and 1.6 8 MMBD of that capacity (67%) was in Saudi Arabia.58 In October 2002, the 

OPEC 10 had a nominal surplus capacity of 4.6-5.1 MMBD, and 2.2-2.7 MMBD of that capacity 

was in Saudi Arabia. (OPEC’s total surplus capacity was 5.9-6.4 MMBD including Iraq).59 

 Saudi Oil Exports        

 Chart 7.2 shows that the level of Saudi crude oil exports has varied in much the same way 

as production, although the production and export of refined product has been more constant 

because industrial facilities must be operated to a given level of output and because refined 

product has a more stable market. Saudi Aramco reports that Saudi exported 2,263,876,508 

barrels of crude oil in 2000, and that 10.7% went to Europe, 40.7% to the Far East, 10.3% to the 

Mediterranean Area, 23.3% to the USA, and 15.0% went to other destinations.60 
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 Saudi Arabia has consistently been a key oil supplier for the United States, Europe, 

Japan, and Asia. However, the destination of the Saudi exports shown in Chart 7.2 has varied 

according to market conditions. Saudi Arabia sells oil as a global commodity at market prices on 

a relatively free world market, and the destination of its oil is determined largely by current 

transportation costs and other marginal price differences affecting a given consuming region. 

The only major exception to this has been the oil that Saudi Arabia supplies to the United 

Kingdom under a defense procurement agreement, by which it obtains advanced aircraft and 

infrastructure development for the Saudi air force.61 This oil reached a peak of 600,000 b/d, but 

declined to about half that amount in the late 1990s. It is marketed by Saudi Aramco at market 

prices and the proceeds enter into an escrow account for the UK-Saudi defense procurement 

program. Saudi Arabia did, however, provide around 150,000 b/d in oil to Pakistan and 

Afghanistan in 2000 as foreign aid in lieu of cash (although this oil does not appear to be 

officially counted in Saudi export figures).62 

 The portion of Saudi oil going to the US has fluctuated sharply from lows of 132,000 b/d 

in 1986, before Saudi Arabia decided to emphasize market share over price, to a high of 1.7 

MMBD in 1990 – the key year in the Gulf War. It averaged in excess of 1.2 MMBD since 1990, 

and averaged around 1.4 MMBD in the late 1990s.63 Saudi Arabia exported 1.57 MMBD of oil 

(1.52 MMBD of crude) to the United States during 2000. During this time, Saudi Arabia ranked 

second (after Canada, and just ahead of Venezuela) as a source of total US oil imports (crude 

plus refined products), and first for crude only (ahead of Canada and Mexico). It provided an 

average of 17% of all US crude oil imports. 64 The United States was Saudi Arabia's second 

largest national oil export market, followed by Japan; Asia has long been its largest regional 

market.65 
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 Direct oil exports to the US and other industrialized nations are, however, only part of the 

story. The US indirectly imports large additional amounts of Saudi oil from many other countries 

in the form of manufactured imports and services provided by countries that also import Saudi 

oil. To put this in perspective, Asia received over half of Saudi Arabia's crude oil exports in 

2000, as well as the majority of its refined petroleum product exports.66 The fact that the US is 

critically dependent on world trade, and particularly on energy-intensive Asian manufactured 

goods, makes the amount of Saudi oil flowing to other nations of major strategic interest to the 

US. So does the fact that the US depended heavily on the overall health of the global economy, 

which would have been crippled by a major shortfall in Saudi exports, regardless of which 

nations received the remainder. 

The future importance of Saudi oil to the world’s global economy is also illustrated by 

the fact the EIA estimates that about twice as much Saudi oil went to industrialized states in 

1995 as went to “non-industrialized” states. This ratio will probably virtually reverse itself by 

2020, but this will actually increase the importance of Saudi oil in terms of “globalization,” since 

today’s industrialized states are becoming steadily more dependent on “non-industrialized” states 

for manufactured imports.67 This growing global economic interdependence again illustrates the 

importance of the world’s overall dependence on Saudi exports.  

The portion of Saudi oil that goes to given countries under normal market conditions is of 

limited strategic importance, however, in indicating what would happen in a war or crisis, or if 

some other form of interruption or embargo took place. There are some long-term supply 

contracts, some countries like the US have large strategic reserves, and the OECD nations are 

obligated to share a portion of the supply that remains on the world market. However, oil 

importers must generally compete for the remaining share of world production by paying higher 

prices and outbidding each other. This quickly changes the share of oil coming to each importer 

from a given exporter in a crisis, as the total pool of oil exports is treated as a commodity on a 

global basis.   

Past crises have shown that the flow of Saudi oil changes radically in the case of an 

emergency or oil interruption, as well as that Saudi production shifts accordingly to play a 

critical role in compensating for any interruption in exports from other countries and that the 

flow of Saudi oil suddenly shifts to the countries most needing imports. This has made Saudi oil 
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exports even more critical in energy interruptions and crises, as Saudi production capacity can  

deter oil interruptions as well as compensate for them. In the spring of 2002, for example, the 

Saudi declaration that Saudi Arabia would not join in any oil embargo was a key factor in 

forcing Iraq to halt its embargo, and in persuading Iran that an embargo would not be practical. 

In short, the key issue in a crisis or oil interruption is how much Saudi oil flows globally 

and at what price, and not which nation is the destination of its exports at any given time. Saudi 

Arabia produced 12.3% of all the world’s oil in 2000, and this percentage is virtually certain to 

increase over time.68 The EIA notes that that Saudi Arabia provided around 20% of total world 

oil exports in 1995, and projects it will provide well over 30% by 2020.  
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Map 7.1 
 

Saudi Oil Facilities 
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Chart 7.2. 
 

Saudi Oil Production: 1990-2000 
(in Billions of Barrels per Year) 

Source: Adapted by Anthony H. Cordesman from Saudi Arabian Monetary Agency, 36th Annual Report- 1421H (2000G), 
Riyadh, SAMA, 2001, pp. 401-404; 37th Annual Report- 1422H (2001G), Riyadh, SAMA, 2002, pp. 411-416. 

Copyright Anthony H. Cordesman, all rights reserved 

 



Saudi Arabia Enters the 21st Century –Politics, Economics, and Energy             11/6/2002               Page 27  

Expanding Saudi Oil Production 
 Saudi Arabia’s economy, as well as much of the security of world energy supplies, 

depends on the rate at which Saudi Arabia increases its oil production and oil production 

capacity. There is no doubt that the Kingdom can make major increases. Much of Saudi Arabia’s 

oil potential is still unexplored, and drilling rates had been limited through much of the 1990s.69 

Saudi Arabia discovered seven new oil fields in 1990 alone, with potential reserves of between 

500 million and 3 billion barrels. 70  

 Saudi Arabia carried out major development activity during 1991-1995. It raised the 

production of 14 different fields during this period, and raised its sustained production capacity 

from 8.7 MMBD to 10.87 MMBD, with most of the increase occurring in the Ghawar field. 

Recent explorations have revealed new, ultra light crude oil reserves in the country's Central 

Area and additional fields on the northern and southern Red Sea coasts. Another major super-

light crude field was found about 15 miles from Houta (100 miles south of Riyadh) in April 

1995.71   

 Important increases in Saudi offshore capacity have occurred in the Zuluf and Marjan 

fields. Their outputs were boosted to 1.2 million barrels per day and 600,000 barrels per day, 

respectively. Work at Zuluf entailed the completion of two 250,000 b/d gas/oil separation plants 

(GOSP). Construction of a 270,000 b/d GOSP at the offshore Safaniya field also boosted 

production in 1994. These fields are the primary producers of Saudi Arabia's Arab Heavy and 

Arab Medium, which have gravities of around 27o and 31o API, respectively. By mid-1994, total 

offshore Saudi oil output was estimated at 3.8 million barrels per day. 

 Saudi Arabia is continuing to invest in the development of lighter crude reserves. It has 

given priority to developing its Shaybah field, which is located in the Empty Quarter in an area 

bordering the United Arab Emirates. The Shaybah field, which has been called Saudi Arabia's 

"crown jewel," is located 400 miles from Abqaiq. Shaybah came on-line in 1998, with a capacity 

of 500,000 barrels per day. The field contains an estimated 7-15.4 billion barrels of 40-42o API 

sweet crude oil, plus 25 TCF of gas. 

 The full development of the Shaybah project cost $2-$2.5 billion, and included three 

gas/oil separation plants (GOSPs) and a 395-mile pipeline to connect the field to Abqaiq, Saudi 
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Arabia's closest gathering center, for blending with Arabian Extra Light crude (Berri and Abqaiq 

streams).72 Two US companies played a major role in the Shaybah project: Parsons Corporation 

(project management) and Bechtel  (construction).  

 The EIA estimates that Saudi Arabia has cut production of Arab Light from overworked 

parts of the Ghawar reservoir because its water content is rising, as well as cut offshore 

production of Arab Heavy crude, to accommodate light crude production increases at Shaybah of 

500,000 b/d. 73 Another project, the $200-million Haradh-2 gas-oil separation plant for the 

Ghawar field, appears to be back on track as part of Saudi Arabia's effort to increase production 

of Arab Light oil by 600,000 b/d.74 Other projects include a $200-million upgrade of several 

offshore Arab Heavy and Medium fields. In addition, a new $1 million, 250,000 GOSP unit for 

the Ghawar field's Haradh zone is planned, as well as a 75,000-barrels per day GOSP at the 

smaller, onshore Nuayyim field.  

 The EIA reports that Saudi Arabia has plans to increase its oil production capacity, 

especially of relatively light crudes, to 12.5 MMBD in coming years. One possible project, at the 

Qatif field, could boost Arab Light and Arab Medium production capacity by 500,000 b/d at a 

cost of $1.2-$1.5 billion. Qatif contains extra light and medium quality, 33-34o API gravity oil. 

Another potential project, at the Khurais field, could increase Saudi production capacity by 

800,000 b/d by 2005 at a cost of $3 billion. This would involve installation of four gas/oil 

separation plants (GOSPs), with a capacity of 200,000 b/d each, at Khurais, which first came 

online in the 1960s but was mothballed by Aramco (along with several other fields -- Abu 

Hadriya, Abu Jifan, Harmaliyah, and Khursaniyah) in the 1990s. 75  

For 2001, Saudi Aramco's budget calls for drilling 246 wells (208 onshore, 38 offshore) 

at a cost of $1 billion, a 25% increase from 2000 and nearly double the 1999 drilling budget of 

$580 million. For 2002, Aramco plans to drill 292 wells at a cost of $1.2 billion. Many of these 

wells will be drilled in Ghawar.76 

 Within the Neutral Zone, Japan’s Arabian Oil Company (AOC) operated the offshore 

fields (Khafji and Hout), with production capacity of about 350,000 barrels per day until March 

2000, when its rights expired under its concessions with Saudi Arabia. The Saudi half interests in 

the field were transferred to the control of Saudi Aramco.  Aramco’s new subsidiary, Aramco 
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Gulf Operations Company, assumed drilling rights to the Neutral Zone’s offshore oil and gas 

fields.77 Texaco operates the onshore fields in the Neutral Zone (Wafra, South Fawaris, and 

South Umm Gudair), with current crude oil production of more than 300,000 b/d. During 1998, 

Texaco plans to increase output from its fields and also to drill three exploration wells in the 

Neutral Zone. AOC’s concession on the Saudi side expired in 2000, and will expire on the 

Kuwaiti side of the Neutral Zone in 2003.  Texaco’s onshore concession lasts until 2010. 

The Case For And Against Foreign Investment in Crude Oil Production 

 These expansion plans raise several issues about privatization and foreign investment. 

They involve massive government outlays, which the budget analysis in previous chapters 

indicates may sometimes be substantially higher than the direct costs reported by the 

government, and which tend to understate related infrastructure costs and life cycle investment 

costs. They involve the use of significant amounts of foreign labor, but they create relatively few 

jobs per dollar. This has led some to argue that such “upstream” investments should be opened 

up to foreign oil companies and private investment. In fact, there were indications during the 

worst days of Saudi Arabia’s cash flow problems during the “oil crash” that Saudi Arabia was 

going to seek such foreign investment. 

 There are a number of sources of Saudi opposition to any foreign control and ownership 

of the Kingdom’s crude oil production.  Two that are often speculated upon in the Western press 

are a strong current of nationalism and the memory of colonial and foreign exploitation of oil 

concessions in other countries. Another is bureaucratic resistance both from within Aramco, and 

among Saudi technocrats in the Ministry of Petroleum and Minerals. At the same time, there are 

pragmatic arguments as well. No public analysis has yet made it clear that the Kingdom would 

get enough foreign or Saudi private capital at desirable rates to justify opening up its crude oil 

sector or has shown that such investment would not come at the cost of investment in other areas 

the Kingdom needs to finance. It is also not clear that foreign and/or Saudi private ventures 

would be any more efficient than Aramco.  
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Export Facilities and Distribution 

 Regardless of what future level of production capacity Saudi Arabia decides upon, and 

can actually finance, it will have to make a matching investment in expanding its export 

terminals and pipelines. Saudi Arabia has the following major terminals, all of which hold 

significant strategic importance and pose a key potential target in any future war:78 

• Ras Tanura has a capacity of 8 MMBD, facilities to load crude oil and Liquid Petroleum Gas (LPG), two 
piers, and 18 berths. It can handle ultra large crude carriers (ULCCs) up to 550,000 dead weight tons (dwt) 
and has a 35 million metric ton tank farm. 

• Ras al Juaymah has a capacity of 4 MMBD, facilities to load crude oil and LPG, six single buoy moorings, 
and 2 berths. It can also separately handle the largest crude carriers (ULCCs and VLCCs) and has a 33 
million metric ton tank farm. 

• Yanbu has a capacity of 4.2 MMBD, facilities to load crude oil and LPG, one three-berth pier, and a two-
berth LPG platform. It can load ULCC and smaller tankers as well as LPG tankers. 

• Jubail has four berths and can load petroleum product and petrochemical carriers. 

• Ras al-Khafji has four berths located three to seven miles off the Neutral Zone, and can load 100,000 and 
300,000 dwt tankers. 

• Rabigh has nine berths and can receive and supply tankers of up to 321,000 dwt with crude oil or product. 

 Saudi Arabia also has a massive network of domestic pipelines and five pipelines to ports 

or other countries. It should be noted that these pipelines also represent key areas of potential 

vulnerability. 79 

• The 4.8 MMBD East-West Crude Oil Pipeline (Petroline) was expanded to its present capacity in 1993. It 
is used predominantly to transport Arab Light and Super Light to refineries in the Western Province and to 
Red Sea terminals for direct export to European markets. According to Saudi Oil Minister Naimi, Saudi 
Arabia has "surplus oil export and pipelines capacity....[including the] East-West oil pipeline system 
[which] can carry and deliver 5 million b/d" but is being run at "only half capacity."80 

• The 270,000 b/d Abqaiq-Yanbu natural gas liquids (NGL) pipeline runs parallel to the Petroline. It is used 
to carry NGLs to Yanbu for petrochemical Feedstock and to export LPG products to Yanbu.  

• The 500,000 b/d Trans-Arabian Pipeline (Tapline) was constructed in 1950 to transport crude oil for export 
from Lebanon. However, since the 1970s, it has been mothballed and has served only to supply a 60,000 
b/d Jordanian refinery. Shipment to Jordan was cut-off after the Gulf War, and the pipeline remains unused.  

• The 1.65 MMBD Iraqi-Saudi Pipelines (IPSA-1 and IPSA-2) were closed indefinitely after the start of the 
Gulf War.  The 500,000 b/d IPSA-1 pipeline transmitted oil from Khor al-Zubair in Southern Iraq to a 
Petroline pipeline in Saudi Arabia. The 1.65 b/d Iraqi-Saudi Pipeline (IPSA-2) is capable of moving oil 
from a Petroline pump station in Saudi Arabia to Yanbu. 

• The Arabian-Bahrain pipeline connects Abqaiq to Bahrain, and has a capacity of roughly 200,000 b/d. 
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 The sheer volume of shipping in and out of Saudi ports also creates maritime 

vulnerabilities. During 1996-2000, tankers made an average total of 4,200 ship calls to Saudi 

ports. These involved 1,600 to 1,900 ships carrying product, 1,800-2,000 carrying crude, and 

380-470 carrying refrigerated LPG. These ships carried 2.25 to 2.63 MMBD worth of crude oil 

and 0.4 to 0.47 MMBD worth of product. Since virtually all Saudi oil and product must move by 

ship, these numbers must increase steadily in proportion to every increase in Saudi exports.81 

 Saudi Arabia is increasing its export capabilities, and protecting against market 

fluctuations and short-term damage to its facilities by acquiring new tankers, increasing its 

overseas crude oil storage capacities, and buying downstream operations in Europe, Asia, and the 

US.82 In early 1994, Japan's Mitsubishi agreed to provide Saudi Arabia with 5 new double-hull, 

300,000-dwt VLCCs, and Saudi Arabia had received and additional 15 VLCCs and ULCCs at 

the end of 1997. These were built in Japanese, South Korean, and Danish shipyards. In 2002, the 

Saudi fleet included 23 crude tankers and four product vessels. 83  

 Saudi Arabia maintains a strategic oil reserve and product reserve for its security, and is 

boosting the size of its overseas storage facilities. In mid-1994, storage capacity was increased 

dramatically through a 34 percent acquisition of equity in Texaco's 17-million barrel Maatschap 

terminal. This acquisition in Rotterdam represented a move from Saudi Arabia's previous 

strategy of only leasing storage facilities. In December 1993, Saudi Arabia signed a long-term 

lease for a 5-million barrel facility on St. Eustatius in the Caribbean. Saudi Arabia's owned and 

leased storage facilities now have a capacity of over 30 million barrels.  

 The Kingdom has also quietly set up strategic reserves of petroleum product near its 

major cities to cover major accidents, sabotage, and attacks. It seems to have created significant 

additional strategic crude oil reserves inside Saudi Arabia although Aramco officially denies 

these exist. Aramco has done some limited stockpiling of spare parts and replacement assemblies 

to cover damage to its fields and facilities, and has steadily strengthened the security forces and 

systems covering its fields – although again details are not available. 
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Refining 

 Saudi Arabia realizes that it can utilize its natural advantages in cheap energy and 

feedstocks to expand its oil and gas industry more easily than other aspects of its economy. It is 

seeking to expand its real export income by creating massive downstream refining and 

petrochemical capabilities. Chart 7.3 shows the steady growth in Saudi total product output and 

product exports. Saudi Arabia also invests in overseas downstream joint ventures in order to 

“lock in” its crude export streams, buying refineries that can economically use its oil as refinery 

feedstocks. These investments are designed to allow the Kingdom to stabilize its export patterns 

and to allow it to participate in the foreign production of downstream products.     

 Chart 7.4 shows the trends in the value of total Saudi production of refined product, 

plastics, and chemical products – which are all derived from petroleum – and in the value of total 

product exports. It is important to note that while unsophisticated product exports tend to vary in 

value with oil prices, and exhibit the same instability in total value, prices of more sophisticated 

petrochemical products, refinery output, and plastics fluctuate somewhat less and produce more 

predictable streams of revenue. In 2000, Saudi domestic and joint venture refineries sold a total 

of 486.7 million barrels worth of product: 8.5 million barrels worth of LPG, 42.8 million barrels 

worth of Naphtha, 75.9 million worth of gasoline, 44.3 million worth of jet fuel and kerosene, 

167.6 million worth of diesel oil, 139.4 million worth of fuel oil, and 8.1 million worth of asphalt 

and other products. 84 

 As is the case with the mix of crude oils it exports, Saudi Arabia has very sophisticated 

models for predicting the best mix of refined product based on short and long-term estimates of 

market demand and the cost-benefits of any given production mix. Such  models are necessarily 

uncertain, but the Kingdom steadily refines them and they  have steadily increased profitability 

over the years. 

Refining in Saudi Arabia 

 The Kingdom has seven Aramco and joint-venture refineries, with a combined crude 

throughput capacity of around 1.795 million b/d. Two of the seven are joint-venture, export-

oriented refineries, with a total capacity of 0.67 MMBD, while the other five are primarily aimed 
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at meeting local needs and have a total capacity of 1.125 MMBD. In addition, Saudi Aramco 

owns an interest in refining capacity overseas, as well as extensive distribution and marketing 

operations. Saudi Aramco has around 1.6 million b/d of refining capacity overseas.85  

 Saudi Arabia had two large refineries at Yanbu in 2000, with throughputs of 315,200 and 

190,000 barrels per day (b/d). Riyadh had a throughput of 140,000 b/d, and refineries at Jeddah 

and Ras al-Khafji had throughputs of 87,000 and 30,000 b/d respectively. Saudi Aramco reports 

that Saudi Arabia exported 175,609, 350 barrels of refined products in 2000, and that 3.1% went 

to Europe, 61.0% to the Far East, 5.8% to the Mediterranean area, 1.5% to the USA, and 28.6% 

to other destinations.86 

 The Saudi Aramco domestic refineries sold a total of 371.0 million barrels worth of 

product in 2000: 7.3 million barrels worth of LPG, 30.6 million barrels worth of Naphtha, 51.4 

million worth of gasoline, 21.7 million worth of jet fuel and kerosene, 137.1 million worth of 

diesel oil, 114.8 million worth of fuel oil, and 8.1 million worth of asphalt and other products.87 

Saudi domestic joint venture refineries sold more than 20% of total Saudi refinery sales, and sold 

a total of 115.7 million barrels worth of product in 2000, including: 1.2 million barrels worth of 

LPG, 12.2 million barrels worth of Naptha, 24.6 million worth of gasoline, 22.6 million worth of 

jet fuel and kerosene, 30.5 million worth of diesel oil, and 24.6 million worth of fuel oil. 88  

 Saudi Arabia continues to invest heavily in downstream operations. In June 1993, the 

Saudi Arabian Marketing and Refining Corporation (SAMAREC) was merged with Saudi 

Aramco to vertically integrate the country's entire oil industry. This move placed all refineries  -- 

except for the 30,000 b/d Mina al-Khafji refinery in the Neutral Zone  -- under Saudi Aramco’s 

control. 89 Prior to this merger, SAMAREC had planned to spend $4 billion over a ten-year 

period to upgrade all of the country's refineries. After the merger, these plans were put on hold, 

except for a $1.2-billion restoration of the Ras Tanura refinery.90 This was necessary to meet the 

increasing domestic demand for gasoline and middle distillates. The work began in late 1994, 

and was completed in 1999.91 

 When oil prices increased in 1999, Saudi Arabia revived plans for investment in refinery 

upgrades and expansions. According to the EIA, it developed proposals for downstream oil 

projects and gas development totaling around $100 billion. The projects included a $1.2-billion 
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upgrade of the 300,000-b/d Ras Tanura refinery. Ras Tanura is Saudi Arabia’s oldest refinery 

and once had a capacity of 530,000 b/d, although a fire in 1990 destroyed one of its distillation 

towers and reduced this capacity. A 200,000 b/d fractionation unit at Ras Tanura was awarded to 

Italy's Snamprogetti in 2000. 

Saudi plans also call for boosting the capacity at Rabigh refinery on the Red Sea coast, 

which is now Saudi Arabia's largest domestic refinery, to production levels as high as 400,000 

b/d. These plans were first developed in the mid-1990s, and called for upgrading the refinery's 

product slate away from low-value heavy products towards gasoline and kerosene at an 

estimated cost of $1.8 billion. Funding for these plans was scaled back by 60% to $800 million 

during the “oil crash” of 1997, but was revived in 2000.92  

 Japan's Chiyoda is carrying out a $284-million expansion of the Saudi Aramco-Mobil 

refinery (Samref) at Yanbu. Various reports put the yield at this refinery at 360,000 b/d. Yanbu is 

a primary supplier of gasoline, lubricants, and kerosene for the Western Province, and the 

government is hoping to expand the Yanbu industrial city through developing gas supplies that 

will feed integrated petrochemical projects. Saudi Arabia is studying the expansion of the 

305,000 b/d Saudi-Shell refinery (Sasref) at Jubail through de-bottlenecking and hydrocracker 

modification. The $140 million project will involve the installation of a new thermal gas-oil 

unit/gas turbine and allow it to generate 30 megawatts (MW) of its power requirement of 85 

MW, rather than the current 5 MW.93 Saudi Arabia plans to modernize the refinery at Riyadh, 

although without a change to its 200,000 b/d capacity. 

 These Saudi projects should increase the revenue streams from Saudi petroleum 

production, but such investments can present problems. The Kingdom seems to have been 

relatively efficient in constructing refineries, but the full investment and life-cycle costs of these 

facilities are not transparent and Saudi ROI and profit margins are unclear. There are some 

indications that net profitability is not as high as it should be. Investment costs are high, and 

must now be funded largely through Aramco, the state oil company. It is not clear that the 

Kingdom would gain in terms of profitability from privatizing refinery operations, or opening 

them up to foreign investment, but it must take on a significant capital burden at a time when 

Chapters IV and V have shown it faces major capital burdens in other areas.  
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 Like most investments in the petroleum sector, they also have only limited impact on 

employment. Construction may employ large amounts of foreign labor, but operations require 

little manpower and involve very little job creation per dollar of investment. As a result, major 

petroleum projects do little to solve Saudi Arabia’s employment problems. 

Refining Overseas 

 Saudi Arabia has taken measures to secure its outlets for refined products in the United 

States, Europe, and Asia (currently totaling 1.2 MMBD). In 1988, it acquired a 50 percent stake 

in a joint venture with Texaco, named Star Enterprise. Star Enterprise controlled distribution 

networks in half of the United States, and had contracts to purchase up to 600,000 barrels per day 

of Saudi crude oil for processing at three former Texaco refineries. In July 1997, Aramco went 

further and announced a merger of Star Enterprise’s downstream operations in the eastern and 

Gulf coast regions of the US with those of Shell. The new company is 32.5% owned by Aramco, 

with 35% ownership by Shell and 32.5% by Texaco. It operates four refineries with a capacity of 

820,000 b/d, along with 15,000 Texaco and Shell branded service stations in 26 states.94 

 In 1991, Saudi Arabia bought a 35 percent share in South Korea's two 300,000 b/d 

Sangyong refineries.95  In February 1994, Saudi Arabia made a similar move to buy a 40 percent 

equity in a Philippines refinery. And, in 1995, Saudi Aramco agreed to acquire a 50 percent 

share in Motor Oil Hellas (MOH), a domestic Greek refining company with 700 retail stations 

and a 100,000 b/d refinery, for $400 million.  Saudi Arabia also negotiated for, but did not 

proceed with a deal for a 30-35% stake in Portugal's state oil firm, Petrogal, which had two 

refineries (totaling a 304,000 b/d capacity) and controlled a major share of Portugal's refined 

product market but did not proceed. A feasibility study in India for a 120,000 b/d joint venture 

refinery in the Punjab (with Hindustan Petroleum Corporation) also did not bear fruit. 

 Saudi Arabia has signed a memorandum of understanding (MOU) with South Africa.  

Additionally, it continues to look to East Asia for expansion of its downstream oil investments.  

Saudi Aramco and Petron (in which Aramco has a 40% stake) are planning a 250,000 b/d 

refinery and are considering a 165,000 b/d grassroots refinery in Limay, Bataan.  At the same 

time, Saudi Arabia  also negotiating new refining joint ventures in China, where it has signed a 
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feasibility study agreement with Exxon and Sihopee for a $3 billion expansion of its existing 

refinery and added internal petrochemical production .     

 What is not clear is what the Kingdom’s profit margins are on these deals, or whether 

they really guarantee it any market share it would not win without them. They create few Saudi 

jobs, and they do not expand the Saudi private sector or assist in the government’s attempts to 

invest in diversification. As a result, there are real questions as to whether foreign refineries are 

of  help to the Kingdom or are simply examples of technocratic empire building. 

Petrochemicals 

 As has been discussed in Chapters V and VI, petrochemicals are another way that Saudi 

Arabia can diversify its petroleum-based economy and have a higher potential profit margin than 

refineries. While a number of Gulf countries are involved in petrochemical operations, Saudi 

Arabia has created a massive industry. By 1987, Saudi Arabia had a total of 10 major projects 

under consideration or in final design. These had a total capacity of over 3 million tons per year, 

and a cost of well over $ 5 billion.96   

 In November 1993, a 700,000-ton per year plant began operation in Jubail. In July 1994, 

a 700,000-ton per year complex at Ibn Sina started operations. By the end of 1996, the Kingdom 

had invested $29.5 billion (110.5 billion Riyals) in such industries. As a result, Saudi 

petrochemical companies were producing more than 20 million tons of products a year, and 

exported to more than 75 countries.  The Sixth Development Plan called for the further 

expansion of the petrochemical industry, and for growth at an annual average rate of 8.3% a year 

during 1996-2000. The plan also called for total capacity to increase from 23 million tons in 

1997 to 28 million tons in 2000 97 

 Saudi Arabia did not quite meet this goal. Nevertheless, in 2001, the Kingdom was the 

leading producer of petrochemicals in the Middle East, with 20 million tons of petrochemical 

and polymer production and 4.5 million tons of fertilizer production.  That same year, Aramco 

reported that it had reached annual sales totaling $7 billion.  
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Saudi Basic Industries Corporation (SABIC) 

 Saudi Basic Industries Corporation (SABIC) has become the third largest petrochemical 

producer in the world and the largest exporter of Saudi Arabian petrochemicals. The Department 

of Energy reports that SABIC is the largest non-oil industrial company in the Middle East, and is 

expected to become one of the world's top five ethylene producers by 2005. It already accounts 

for around 10% of world petrochemical production. 98 

 SABIC’s profits reached $1 billion a year for the first time in 1994, and approached $2 

billion in 1995. SABIC increased production by 35% in 1994, and plans to increase its 

production of methyl tertiary butyl ether (MTBE) from its current levels of 2 million tons per 

year to 2.7 million tons per year by the end of 1996.99  Its profits have since been further 

enhanced by the December 1995 privatization of SABIC’s Arabian Industrial Fibre Company. 100 

 SABIC continued to expand in spite of the oil crash that began in late 1997, and 

accounted for 5 percent of world petrochemical production by the end of that year. In the 

process, SABIC became so important that reduced tariff barriers for SABIC's exports were a 

major force behind Saudi Arabia's pursuit of membership in the World Trade Organization. 

SABIC also became involved in joint ventures.  

 The “oil crash” of late 1997 cut Saudi petrochemical revenues as well as oil export 

revenues. In 1998, petrochemical prices dropped below 1997 prices by 20-35%, cutting SABIC’s 

profits by 56% in 1998. 101 First quarter profits for SABIC fell by 73% in 1999. Although Middle 

East ethane-based petrochemical firms have a potential advantage over their naphtha-based 

European competitors, low oil prices cut costs dramatically for European producers. As a result, 

product prices for Middle Eastern companies did not to recover until 2000, although profits 

edged up during the latter half of 1999 due to the boosting of oil prices by OPEC cutbacks.102 

 The “oil boom” that began in 1999 led Saudi Arabia to formulate new plans for 

expanding petrochemical production using natural gas as a feedstock. In February 2001, SABIC 

completed a $1 billion expansion at the Yanbu petrochemical facility, making it the largest 

polyethylene plant in the world. In early January 2002, SABIC agreed to a $1.15-billion loan to 

fund a new petrochemicals plant in the eastern Saudi Arabian industrial city of Jubail. The 

complex is scheduled to come online in 2004, and to produce 1 million tons per year of ethylene, 
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plus olefins, polyethylene, and glycol ethylene. It is uncertain at the present time whether or not 

the Saudi government will sell off more of its 70% stake in SABIC in the near future. 103 

 As has been discussed in the previous chapter, SABIC’s success has made it a natural 

target for privatization and foreign investment, and the government has set a goal of reducing its 

share of the corporation to 25%.104 The government has sold 30% of SABIC’s shares to the 

public since 1987, and SABIC is now a private company whose shares are traded on the Saudi 

stock exchange. As such, it is run on commercial grounds, and the price of its feedstock 

(methane and ethane) is the same to all users and industries. It has renegotiated the price of LPG 

with Aramco to end a 30% reduction from the export price, in order to make it easier for the 

Kingdom to accede to the WTO. The government is considering selling off more of its stake in 

SABIC in the future, and SABIC has been soliciting foreign investors in private petrochemical 

projects, such as a proposed $800-million plant proposed for Jubail.  

Petrochemicals, Privatization, and Foreign Investment 

 There has long been foreign private sector investment in other petrochemical firms. 

Mobil Corporation signed a contract in May 1996 to invest $1 billion in a joint venture with the 

Saudi government to create a major new petrochemical complex in Yanbu (Yanpet). The 

operation is 70% Saudi owned and a complex capable of producing more than 1.6 million metric 

tons of ethylene per year, and 2 million metric tons of petroleum derivatives per year. Unlike 

some other Saudi petrochemical projects, it is expected to be fully competitive by world 

standards, and become one of the most efficient plants in the world. About 70% of the facility is 

to be debt-financed. 105   

  In February 1997, Saudi Petrochemical Company (Sadaf), a joint venture between 

SABIC and Shell Oil Company of the United States, launched a $1 billion expansion program 

that includes a new 700,000 metric ton/year plant for methyl tertiary butyl ether (MTBE). The 

plant's opening boosts SABIC's total MTBE production capacity to 2.7 million metric 

tons/year.106 Expansion plans include a new 700,000-metric-ton/year plant for methyl tertiary 

butyl ether (MTBE). Sadaf also is looking at setting up Saudi Arabia's first independent power 

plant (IPP) at its petrochemical complex in Jubail. A contract on this could be signed in 2002.107 
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 In January 1998, Saudi Alujain Company, the Italian Ikofiol Company, and the Finnish 

Nesti Oy Company signed a partnership to set up a factory for the production of MTBE in 

Yanbu, which will be the largest MTBE project of its kind in the world.    

 In February 1998, South Korea’s Daelim Engineering Co. agreed to build a chemical 

plant in al-Jubayl for $170 million. The plant began producing 500,000 tons of ethyl-benzene 

and styrene monomer in March 2000. In January 1998, Japan’s Chiyoda Corp. won a $500 

million order from Saudi Arabia’s Eastern Petrochemical Corp. to build an ethylene glycol plant 

in Saudi Arabia’s Jubail Industrial area. The plant is to produce 500,000 tons per year, mainly for 

export to Southeast Asia. 

 Saudi investment has also proceeded in spite of the reductions in some other areas of 

investment during the “oil crash”. A Cyclar process aromatics complex, owned by SABIC 

affiliate Ibn Rushd, came online at Yanbu in 1999. The complex will consume nearly one million 

tons of propane per year, but will be able to run on butane as well. A joint venture between 

SABIC and Mobil’s Yanbu Petrochemicals subsidiary is located near Ibn Rushd at Yanpet, 

which is in the process of installing additional ethylene capacity. This expansion project is 

known as Yanpet-2, and involves the construction of an ethylene cracker that can run on a mix of 

ethane, propane, and light naphtha; it will utilize 820,000 tons of propane per year. The project 

cost was about $2.8 billion and enhanced polyethylene and ethylene glycol production capacity. 

The Crown Prince inaugurated yanpet-2 in October 1999.108 

 Two projects in the eastern area of Jubail are scheduled to be operational in 2000. 

Kemya, a joint venture between SABIC and Exxon, is constructing Petrokemya III, a flexible 

feedstock cracker that will run on a mix of both propane and ethane, and will initially require 

between 1 and 2 million tons of propane per year. A second ethylene cracker under construction 

by Kemya is scheduled to come online in mid-2001, and will consume 1.6 million tons per year 

of propane. Aramco has also committed to supply a propane dehydrogenation unit planned at 

Jubail by a private sector company known as the National Industrialization Company. The new 

unit, which is designed to produce some 450,000 tons per year of propylene, should require 

nearly 600,000 tons per year of propane. Start-up is scheduled for October 2001, but is likely to 

slip into early 2002.109 
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 Still more plants are expected to come on-line as a result of joint ventures with Chevron 

and European companies. In June 2000, Chevron and Philips Petroleum announced a joint 

venture to run a $650 million petrochemicals complex in Jubail, replacing the joint venture of 

Saudi Chevron Petroleum that ran the complex.  

 Al-Khobar-based National Pipe Company (NPC) is building a new mill to meet growing 

demand for heavier duty pipelines in the gas industry in Saudi Arabia and the rest of the GCC.  

The company will invest over $80 million in the project that will double its capacity, and 

awarded the equipment supply and construction contracts in early 2000. NPC says the new mill 

will produce straight seam submerged arc weld (SAW) pipe. It will have a capacity of 180,000 

tons a year (t/y), which is the same as the company’s existing mill. The company says that 

development of non-associated gas fields is creating a growing demand for the heavier grade of 

pipe. 110 

 In spite of this progress, it is important to note that Saudi investments in refineries and 

petrochemicals do present most of the same economic risks, as oil exports have limited value in 

terms of diversification. The Saudi petrochemical industry, as a whole, experienced grave 

problems during the oil crisis. The Asian economic crisis and the resulting loss of demand, as 

well as increased competition from Asian producers, hit hard at external suppliers. During that 

time, Asia accounted for 20% of world demand, giving developments there a major influence 

over the fortunes of the industry.  
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Chart 7.3 
 

Saudi Product and Refinery Production: 1973-2000 
(in Billions of Barrels per Year) 

Source: Adapted by Anthony H. Cordesman from Saudi Arabian Monetary Agency, 36th Annual Report- 1421H (2000G), 
Riyadh, SAMA, 2001, pp. 401-404 and 37th Annual Report- 1422H (2001G), Riyadh, SAMA, 2002, pp. 413-414. 
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Chart 7.4 
 

Value of Saudi Product and Refinery Production: 1970-2000 
(in Billions of Riyals) 

Source: Adapted by Anthony H. Cordesman from Saudi Arabian Monetary Agency, 36th Annual Report- 1421H (2000G), 
Riyadh, SAMA, 2001, pp. 344-345;  37th Annual Report- 1422H (2001G), Riyadh, SAMA, 2002, pp. 372; Ministry of Planning, 
Achievements of the Development Plans, 1390-1420 (1970-2000). Riyadh, Ministry of Planning, 2001, Table 29. 
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Natural Gas 
 Saudi Arabia estimates that the Kingdom’s natural gas reserves stood at 222.5 trillion 

cubic feet (TCF) at the start of 2001, an increase of 20% since the mid-1990s, due to the 

discovery of non-associated gas in Aramco areas of operation. Much of this increase in Saudi gas 

reserves has been recent. Aramco estimates that Saudi Arabia’s recoverable gas reserves rose 

from 197.4 TCF in 1996, to 204.0 in 1997, 210.8 in 1998, 213.3 in 1999, and 219.0 in 2000.111 

This compares with 1,700 trillion cubic feet (Tcf) for Russia, 812.3 for Iran, 393.9 for Qatar, 

212.1 for the UAE, 167.4 for the US, 159.7 for Algeria, and 109.8 for Iraq. 112  

 The EIA estimates Saudi Arabia's proven gas reserves at 219.5 TCF, ranking them fourth 

largest in the world -- after Russia, Iran, and Qatar.113 Other estimates give Saudi Arabia at least 

214 TCF of natural gas reserves, without the reserves in the Neutral Zone, and 217 TCF 

including these reserves. This would be about 4% of the world’s reserves, and ranks Saudi 

Arabia fifth in the world.114   

 British Petroleum estimates that Saudi Arabia has 213.8 trillion cubic feet (6.05 trillion 

cubic meters) of natural gas reserves, which is also 4% of the world’s total.115 Saudi reserves 

compare with Russia reserves of 1,700 TCF, Iranian reserves of 812 TCF, Qatari reserves of 394 

TCF, and UAE reserves of 212 TCF. The US, by comparison, has reserves of 167 TCF.116 An 

IEA estimate of the relative size and ranking of Saudi gas reserves is shown in Table 7.2 and 

Charts 6.5 and 6.6. 

 The EIA reports that roughly two-thirds of Saudi Arabia's currently proven gas reserves 

consist of associated gas, mainly from the onshore Ghawar field and the offshore Safaniya and 

Zuluf fields. The Ghawar oil field alone accounts for one-third of the country's total gas reserves. 

Most new associated gas reserves discovered in the 1990s have been in fields that contain light 

crude oil, especially in the Najd region south of Riyadh. Most of Saudi Arabia's non-associated 

gas reserves (Mazalij, Al-Manjoura, Shaden, Niban, Tinat, Al-Waar, etc.) are located in the deep 

Khuff reservoir, which underlies the Ghawar oil field. Another gas field, called Dorra, is located 

near the Khafji oil field in the Saudi-Kuwaiti Neutral Zone, and may be developed by Japan's 

AOC. Gas also is located in the Rub al-Khali and the extreme northwest, at Midyan.117 
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 In early 2000, Saudi Arabia reportedly decided not to move ahead with development of 

Midyan, which included provision of gas to the Tabuk power station. However, Saudi Arabia has 

announced plans to add some five trillion cubic feet of recoverable gas to its reserves each year. 

In September 2000, tests at Ghazal No. 1, located on the southern tip of the giant Ghawar oil 

field and west of the Haradh gas field, indicated a significant gas discovery, and represented the 

eighth gas or condensate discovery in the area under Saudi Arabia's stepped-up gas exploration 

program.118 

Saudi Gas Production 
 Global energy trends towards cleaner energy have made gas increasingly popular as a 

fuel, and have made gas exports more lucrative for the Gulf Region as a whole. Qatar and Oman 

have taken the most advantage of the growing LNG market and the UAE is becoming steadily 

more export oriented. Saudi Arabia, however, can use most of its gas production to meet 

domestic energy demands, and reduce its dependence on crude oil – which provides higher 

profitability than gas exports. As a result, it is focusing on the development of gas to provide a 

nation-wide source of energy, as well as feedstock for product and petrochemicals. The EIA 

reports that Saudi Arabia has not expressed great interest in liquefied natural gas because it is 

more cost-effective to use it as feedstock or fuel. 

 Gas production has done much to meet domestic energy needs and to reduce the domestic 

demand for oil, which is easier and more economical to export. Saudi gas production now 

accounts for roughly 2% of all world output. It rose from 1.43 million tons of oil equivalent 

(MTOE) in 1971, to 3.101 MTOE in 1975, 8.51 MTOE in 1980, 15.75 MTOE in 1985, 25.36 

MTOE in 1990, and 29.32 MTOE in 1993. More recent estimates indicate that production rose 

from 33.5 billion cubic meters (BCM) in 1990 to 42.9 in 1995, 44.5 in 1996, 45.8 in 1997, 46.7 

in 1998, 46.2 in 1999, and 47.0 in 2000. Virtually all this gas production was consumed in Saudi 

Arabia, and domestic demand for gas is expected to increase at an average rate of 7% a year for 

at least the next decade.119 

 If gas production is broken out into type, delivered sales gas production rose from 3.097 

billion BTUs per day in 1996 to 3.708 in 2000. Ethane sales dropped from 0.724 billion BTUs 

per day in 1996 to 0.689 in 2000. The sale of raw gas-to-gas plants rose from 4.13 billions of 
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SCFD in 1996 to 4.80 in 2000. The sale of NGL from hydrocarbon gas rose from 276, 749, 751 

million barrels in 1996 to 285,007,720 in 2000. 120 Saudi Aramco reports that Saudi Arabia 

exported 237,803,981 barrels of crude oil in 2000, and that 62.6% went to the Far East, 4.7% 

went to the Mediterranean Area, 0.4% went to the USA, and 32.3% went to other destinations.121 

Most of Saudi Arabia's natural gas was flared prior to the start-up of the Kingdom's 

Master Gas System (MGS), which was completed in 1982. This system has now cost some $13 

billion and was created primarily to meet domestic demand and to provide most of the 0.7 

MMBD of LPG that makes Saudi Arabia the world’s largest exporter. The MGS currently 

gathers about 5 billion cubic feet (BCF) per day of raw gas, primarily from the Ghawar field and 

the offshore Safaniyah and Zuluf fields. Associated gas accounts for 4.1 BCF per day of this 

amount and non-associated gas for 0.9 BCF per day. Three processing facilities at Berri, 

Shedgum, and Uthmaniya are able to process up to 5.8 BCF per day.122 Saudi Arabia has reduced 

its flaring and reinjection of gas to the point where these activities accounted for only 0.36 BCM 

out of 48.69 BDC produced in 1999. Even with all other losses, including handling, the total was 

reduced to only 2.49 BCM out of 48.69 BCM produced. 123  

The need to meet domestic demand is driving a $4.5-billion expansion of Saudi Arabia's 

Master Gas System (MGS). The MGS feeds gas to the industrial cities of Yanbu, on the Red Sea, 

and Jubail, which when combined, account for 10% of the world's petrochemical production.  

Additionally, the MGS feeds gas to electric power plants, desalination plants, and cement plants 

in the Eastern Province and Riyadh.124 There are also fractionalization plants at Juaymah and 

Yanbu.125 

In October of 1997, the Saudi oil minister announced plans to boost its gas processing 

capacity in five years to 10 billion cubic feet a day. Substantial work on this project is ongoing. 

Foster Wheeler is managing a $2.6-billion project to build a new gas processing plant at Haradh. 

The Haradah plant alone is expected to process 1.6 billion cubic feet a day from the Ghawar and 

Khuff gas wells when it goes on stream in December 2003.126  

In November 1996, a project management contract was signed with US-based Parsons 

Corp. for construction of a $2-billion, 2.4 billion cubic feet (BCF) per day gas processing plant at 

Hawiyah. Other corporations involved at Hawiyah, located south of Dhahran and east of Riyadh, 
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include Japan's JGC, Argentina's Techint, and Italy's Technip. Hawiyah represents the largest 

Saudi gas project in more than 10 years. It was 98% complete in 2001, and began delivering gas 

some four months ahead of its scheduled completion date in 2002. Initial production began at 

260 MCF per day and the plant will have a capacity of 1.4 BCF per day when it is finished. The 

Hawiyah plant -- plus the debottlenecking of three other existing plants (Berri, Haradh, Ras 

Tanura) -- will boost Saudi Arabia's gas processing capacity to 6.3 BCF per day by 2002.127  

In 2000, Saudi gas production totaled about 6% of Saudi primary energy production, 

including crude oil. A key pipeline project was completed in June 2000 to extend the MGS from 

the Eastern Province (which contains large potential gas and condensate reserves) to the capital, 

Riyadh, in the Central Province, where it will replace crude oil in power generation. This is part 

of a broader expansion of the existing gas transmission system in Saudi Arabia.128 Saudi gas 

production capacity is expected to increase to 7,500 cubic feet a day when the new 1,400 million 

processing plant at Haradh is completed. Over 6,000 MCF of gas reserves have been discovered 

over the last five years.129 

 The Parsons Corporation has also worked with a local partner on debottlenecking of the 

existing Uthmaniyah gas processing plant. Contracts for de-bottlenecking on the Kingdom's 

other existing gas processing plants (Berri and Shedgum) were awarded in 1997. Canada’s Delta 

Hudson is carrying out basic engineering and preparing tender documents for the $500 million 

Berri upgrade. At present there is no ethane recovery at Berri, which could supply up to 240  

MCFD.130 The new plant plus the debottlenecking of the three existing plants will boost capacity 

to 6.3 billion cubic feet per day (BCFD) by 2002.  

  Saudi Aramco has spent  $200 million to build a third fractionalization plant at Juaymah, 

and plans a $100-million upgrade of the Berri plant, and a similar upgrade at Uthmaniya.131   

This increase in the processing capacity of the MGS will require expansion of transportation 

facilities.   

 In another major project announced recently, the Uthamaniyah plant is to be linked with 

Juaymah and Berri by an underground gas pipeline.  The planned 1,400 MCFD gas processing 

plant in Haradh, has been opened up for bids from both international and local contractors.  The 

project is split into three packages, the largest of which is the downstream pipeline of 350-400 
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kilometers that has been demarcated for international contractors only. The second package 

includes a central processing plant valued at $600-700 million, which will process 770,000 CFD 

of sour gas. The third and final package comprises plant and off-site utilities, including gas 

compression facilities and fuel gas systems, all amounting to some $500 million. 

Saudi Domestic Use of Gas 

 Chart 7.7 shows the trends in Saudi gas production and utilization. Chart 7.8 shows the 

steady rise in Saudi domestic consumption of petroleum and natural gas liquids. The Kingdom 

determined as early as the 1970s that domestic use of gas would be more commercially feasible 

and have more strategic value that exporting it in the form of LNG. This decision has been 

validated during the last few decades, as the MGS has provided gas to Saudi utilities and 

petrochemical industries, and has enabled Saudi Arabia to become the leading producer of 

petrochemicals in the Middle East.  

 Domestic natural gas consumption could not keep pace initially with total production, but 

increased from 500 MCFD in 1980 to 3.4 BCFD in 2000, an annual growth rate of 11% over the 

period. As the charts show, domestic ability to use total production accelerated sharply in the 

mid-1990s, as major domestic projects that use gas came online. In the utilities sectors 

(electricity and desalination), demand for gas grew by an average of 7.3% annually during the 

1990s, while demand for gas grew by 7.6% annually in the petrochemical industry. This demand 

for gas raised Saudi per capita consumption to 180 CFD, one of the highest rates in the world. 

This growth was partially driven by the increased supply made available by the MGS. 

 Saudi Aramco projects that domestic gas consumption will increase at an average annual 

rate of 5.2% over the next 25 years, with a 9% growth rate until 2010, due to fuel substitution for 

gas in power generation. As a result, domestic demand is projected to rise from 3.4 BCFD in 

2000 to 6.8 BCFD in 2005, and 12.2 BCFD in 2025. Most of this increase in demand will come 

from the manufacturing sector, including petrochemicals, which will account for 57% of the 

increase in demand. This is due to the projected expansion of the petrochemical industry, which 

is expected to use the favorable comparative advantage that Saudi Arabia has in terms of 

feedstock prices, and investment in production and advanced industrial infrastructure. Most of 

the increased demand in these sectors will be for ethane and NGL; it is projected that annual 
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demand for ethane will rise by 4.3% until 2025, and that demand for NGL will rise 10% 

annually.   

 The incremental increase in demand will be mostly from non-associated gas, the 

production of which will increase over the coming years. The MGS, which is now capable of 

processing 6.1 BCFD of gas and of delivering 4.2 BCFD of sales gas, will be expanded to handle 

9.3 BCFD of processing capability (7.2 BCFD of supply) by 2004, with the completion of the 

Hawiyah gas plant at 1.4 BCFD capacity in 2002, and the Haradh gas plant at 1.5 BCFD capacity 

in 2004. 

 In the past, the Kingdom tended to treat gas prices the way it treated electricity: As 

something that is more of a subsidy or entitlement than a market commodity. It sharply under-

priced gas to both the ordinary consumers, and power and petrochemical plants. It now, however, 

is seeking to both expand the Master Gas System, and to gradually raise gas prices to market 

levels.132  It increased the price for gas from 50 cents to 75 cents per million BTU, in January 

1999. In early 1999, key Aramco officials warned LPG customers that the impending increase in 

domestic demand could reduce exports from the Kingdom by some 30% by the year 2001.  

 It is far from clear, however, that the Kingdom has a realistic strategy to set consumer gas 

prices at levels that will force energy efficiency, and to ensure that both state and industrial users 

will pay a fair market price for gas, passing this price onto their consumers. There are also strong 

indicators that past projects involved under-priced gas, unrealistic returns on investments, and 

false assumptions about Saudisation and other indirect benefits. The problems in making cost-

effective use of gas have also sometimes been compounded by technocratic and bureaucratic 

empire-building, hidden kickbacks, and a tendency to confuse optimism with planning. The 

Kingdom has many real opportunities to use gas, as well as expand upstream and downstream 

operations for both oil and gas. The Kingdom does, however, need to do more to put gas use on a 

solid  market footing, and review how cost-effective each deal will be, in addition to reviewing 

how effective  the ongoing investment activity, and the resulting operations and sales really are.   

Foreign Investment in the Gas Sector  

 Increasing gas production is such a high priority for the Saudi government that gas 

development is slated to consume a large share of Aramco's budget (in late 1999, Aramco 
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decided to invest $45 billion over 25 years on upstream gas development and processing 

facilities). Unlike crude oil production, however, Saudi Arabia has decided that it cannot meet its 

development objectives without major transfers of foreign investment capital.133  

Ten IOCs engaged in negotiations with the Saudi government in the summer of 2000, in 

an effort to develop upstream and integrated, gas-based projects. In its July briefings with the 

IOCs, the government presented three proposals for integrated gas projects: the Haradh gas 

development project; an integrated refinery and petrochemicals project at Rabigh; and gas 

development in the southeast in Kidan and Shaybah. Aramco was to be a partner in all these 

projects.134 

In May 2001, Saudi Arabia selected a mix of eight companies to participate in the huge 

($25 billion) "Saudi Gas Initiative," the first major reopening of Saudi Arabia's upstream 

hydrocarbons sector to foreign investment since they were nationalized in the 1970s. The "Saudi 

Gas Initiative" seeks to integrate upstream gas development with downstream petrochemicals, 

power generation, and desalination, and is seen as the key to Saudi Arabia's entire foreign 

investment strategy. The companies selected for the three "core ventures" under the "Saudi Gas 

Initiative" were:135 

• Core Venture 1: South Ghawar-North Ruba’a Al Khali (Empty Quarter) project.  Venture 1 will be one of 
the world's largest integrated gas projects, and includes gas development in a 70,000 square kilometer area. 
Activity includes exploration, pipelines, a gas plant including ethane recovery, two gas-fired power plants 
with 400-MW of capacity, a petrochemical plant with two million tons of annual production, two 
desalination units with an output of 300-million gallons per day, and more. The estimated cost of the 
project is $8 billion, and the consortium involves ExxonMobil (35%), Shell (25%), BP (25%), and Phillips 
(15%). 

• Core Venture 2: North Red Sea: This venture will involve exploration in the Red Sea, and exploration and 
development of three offshore fields on the Red Sea coast in northwestern Saudi Arabia -- Midyan, Al-
Wajh, and Umluj -- plus the Barqan onshore field. It includes a gas processing plant, a gas pipeline, and a 
power plant in Dhuba, plus a possible petrochemical plant with a total cost of $4 billion.  This project 
involves Exxon/Mobil (60%), Occidental ($20%) and Marathon (20%). 

• Core Venture 3: Shaybah/Kidan Gas Project, consisting of exploration and development of gas fields and 
processing plants at Shaybah and Kidan in the Rub al-Khali ("Empty Quarter") of southeastern Saudi 
Arabia. It will involve development of the Kidan gas field and future laying of pipelines from Shaybah to 
the Hawiyah “straddle” gas treatment plant and the Haradh plant east of Riyadh, construction of a 
petrochemical plant in Jubail, and petrochemical, power, and desalination plants, with an estimated cost of 
$7 billion. The consortium for this project is led by Shell (40%), and Conoco (40%) while Total/Fina has a 
smaller share (30%).  
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 After four years of talks, highlighted by 13 months of intense negotiations ending in early 

2002, the eight IOC’s involved in the three “core ventures” submitted their final proposals in 

July of that year.  Submitting final proposals, coupled with prospects of reentering the Saudi 

Arabian Oil Market for the first time since the 1970’s should have resulted in a wave of 

enthusiasm amongst international oil executives.  However, impasses have occurred at a time of 

growing fears of regional destabilization because of problems in US and Saudi relations, and a 

possible conflict between the US and Iraq. 136 

The main point of contention concerns the rates of return from the joint-ventures, and 

how these returns would be distributed among the parties involved.  ExxonMobil and Royal 

Dutch/Shell had sought to receive returns of between 16 and 18% from each project.  Lower 

returns, both firms claim, would not justify the risk or the outlay for the petrochemical plants, 

power stations and desalinization facilities they would build as part of the deal. Additionally, the 

Western corporations sought concessions from the Saudis on the amount of land that would be 

open for gas exploration, and on the size of the role that Saudi Arabia’s state run, oil related 

industries would have in any joint-projects.137  

 During meetings held that same month in Los Angeles, between a group of Saudi 

ministers, lead by Prince Saud al-Faisal, and Lee Raymond, chief executive of ExxonMobil, both 

sides indicated a willingness to continue talks, in the hope that a final agreement could be 

reached by a previously self-imposed deadline of March 2.  Reports of a breakdown in dialogue 

led Saudi oil minister Ali Naimi to comment, “The companies have their demands, and the state 

has its demands…We are trying to sort out these demands into an agreement.”  Naimi appeared 

optimistic, and declined to characterize that state of the talks as “a dispute.”138 

 By April 2002, talks between the Western companies and Saudi officials were reported to 

have broken down.  While the delay was partially attributed to Saudi government leaders’ focus 

on more pressing matters, including the Israeli-Palestinian situation, little progress had been 

made on the issue of the investment returns.   Western firms continued to demand a minimum 

rate of return of 15%, but the Saudi’s sought to establish an investment return level of no more 

than 10%.  Other differences remained.  ExxonMobil, which was selected to lead the Ghawar 

venture, remained displeased with the amount of potential gas resources that were offered for 

exploration.  Also, the Core Venture 2, North Red Sea project was reported to be on hold.  While 
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progress had been made in negotiations over the third Core Venture project in the “Empty 

Quarter,” Royal Dutch/Shell remained concerned that the level of actual gas reserves in the 

target region was, in reality, much lower than Saudi predictions suggested.  As insurance, Royal 

Dutch/Shell sought “guaranteed substitutes,” for the reserves that it was being allocated.139 

 Some Western executives also had the sense that the rising tide of anti-American feelings 

throughout Saudi Arabia and the Middle East had placed additional pressure on the Saudi 

government to further delay the development of final guidelines for each project.  Some experts 

believe that as anti-American sentiment continues to rise, Western oil companies will incur 

greater political and economic risks from their business dealings in the Kingdom, and therefore 

will be less willing to concede to Saudi demands for a lower rate of investment return.140 

 Despite these concerns, Saudi oil minister Ali Al-Naimi continued to project an 

optimistic outlook on the status of the investment talks.  In comments that he delivered on April 

22 to a Washington meeting of the Petroleum Industry Research Foundation, US-Saudi Business 

Council Conference, and the Council of Foreign Relations, Naimi referred to the historic 

“partnership” that has existed for decades between American oil companies and Saudi Arabia.141  

In his remarks, Naimi touched on the subject of Saudi Arabia’s attempts at economic 

diversification, stating:  “Today Saudi Arabia is undertaking an ambitious plan to restructure its 

economy – a massive effort that will not only bring strong economic growth in coming years, but 

will also create excellent investment opportunities, including [for] those from the United States.” 

 On the subject of the Saudi gas initiatives, Naimi reaffirmed the Kingdom’s desire to see 

“eight multinational oil companies…invest over $25 billion over the next five years in gas 

exploration and production, as well as power generation, desalination and chemical facilities.”  

Naimi also specifically responded to reports that the talks between both sides had broken down, 

stating that the media was “inaccurate in its statements” and that “there are no political setbacks 

in the initiative.”142  He further reiterated this stance at the conclusion of his speech, commenting 

that the gas initiatives and other diversification projects “hold a great promise for the future of 

Saudi Arabia and for creating excellent opportunities for US and other international companies 

to invest in the Kingdom.” 143  
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Under the terms of the preliminary agreements between the Saudi’s and the Western oil 

companies, the IOC’s exclusive right to the projects expired in March.144 In June 2002, Saudi 

sources indicated that Crown Prince Abdullah was set to meet with the heads of Exxon Mobil 

and Royal Dutch/Shell in an effort to resolve the differences over the investments that 

remained.145  If these talks with Abdullah fail to yield any progress the Saudi’s may announce 

that they are opening up the projects to additional bidders. Saudi economist Ihsan by Hlaika 

underscored this belief, commenting that while “the gas initiative will give tremendous support 

for the industrial sector…in terms of higher growth, new jobs and development of…. 

infrastructure,” time is increasingly a factor, “and the window of opportunity [for reaching an 

agreement] will not last forever.”146     

 While a successful resolution to the current negotiations is uncertain, several key factors 

indicate that a positive outcome remains possible.  Even though some Saudi ministers and 

technocrats, continue to oppose providing IOC’s direct access to Saudi Arabia’s natural gas 

reserves on more preferential terms (or any terms in some cases), Crown Prince Abdullah and 

Prince Saud have shown a willingness to negotiate over the matter.  Both recognize that Saudi 

Arabia needs significant foreign investment to offset a rapidly growing population and rising 

unemployment.  Despite improvements in oil revenues since the “oil crash” of 1997, the 

conditions that led Prince Abdullah to create the SGI, and the risk of growing social and 

economic unrest, still loom on the horizon.  Regional and domestic concerns may hinder an 

immediate response to the recently submitted proposals, but may not stand in the way of an 

eventual negotiated deal.  As put by one Saudi Analyst “This initiative is really needed and will 

not fail.  The price of failure is too high to contemplate.” 147 

 One must be careful, however, about taking the success or failure of such deals too 

seriously. If these gas development projects are successful, they will sharply reduce Saudi 

domestic consumption of crude oil, and provide the Kingdom with an environmentally safe fuel 

supply for electricity generation, desalination, industrial and home use, and diversification into 

gas products for at least three to four decades. Much will, however, depend on whether the 

Kingdom can handle the most ambitious single investment project in its history with the speed 

and efficiency that is needed and whether it applies a market pricing strategy that ensures gas is 

used wisely. Much of the Kingdom’s discussion of gas strategy now seems to focus too much on 
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finding sources of investment and too little on the need to introduce a rational pricing strategy as 

soon as possible. This is necessary both to ensure an allocation and conservation of resources, and 

to ensure that ventures have suitable profitability. 

 It is equally important to note that the Kingdom’s approach to foreign investment in this 

area is not really privatization in the classic sense, but rather one of granting major concessions to 

large consortiums in return for foreign capital. There is no present way to determine such 

operations will be more cost-effective and efficient than state investment in Aramco and operation 

by Aramco. As is the case with petroleum production, upstream gas production also involves only 

limited Saudi labor during the construction phase and is one of the least labor-intensive uses of 

capital once the system becomes operational.    
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Table 7.2 

Gulf and World Gas Reserves and Production 
Nation                                             Reserves in 2001               Percent of                  Production in 

                                                  TCM                TCF           World Reserves          2001 - % of World) 

Bahrain 0.09 3.2 0.1 0.4 

Iran 23.00 812.3 14.8 2.5  

Iraq 3.11 109.8 2.0 - 

Kuwait 1.49 52.7 1.0 0.4 

Oman 0.83 29.3 0.5 0.5 

Qatar 14.40 508.5 9.3 1.3 

Saudi Arabia 6.22 219.5 4.0 2.2 

UAE 6.01 212.1 3.9 1.7 

Yemen 0.29 10.2 0.2 - 

 

Gulf 55.78 1964.4 35.9 - 

 

Total Middle East 55.91 1,974.6 36.1 9.3 

 

Algeria 4.52 159.7 2.9 3.2 

Libya 1.31 46.4 0.8 0.2  

Egypt 1.00 35.2 0.6 0.9 

 

Total MENA 61.74 2,3150.9 40.4 13.6 

 

Russia 47.57 1,680.0 30.7 22.0 

US 5.02 177.4 3.2 22.5 

EU 14.87 525.0 9.6 8.6  

Asia/Pacific  

  

World Total 5,476.7 155.08 100.0% 100% 

 

Source: The reserve and production data are adapted by Anthony H. Cordesman from British Petroleum, BP 
Statistical Review of World Energy, 2002, London, June 2002, pp. 20-23 
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Chart 7.5 
 

Saudi Arabia vs. Total Proven Gas Reserves of the Other Gulf States 1979-2001: BP Estimate  
(In Trillions of Cubic Meters) 

Source: British Petroleum, BP Statistical Review of World Energy, 2002, London, June 2002, pp. 20-21. 
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Chart 7.6 
 

Saudi Arabia vs. Other States as Percent of Total Proven World Gas Reserves in 2001 

 
Source: British Petroleum, BP Statistical Review of World Energy, 2001, London, June 2002, pp. 20-21. 
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Chart 7.7 
 

Saudi Gas Production and Utilization: 1970-1998 
(in Billions of Cubic Meters) 

 Source: Adapted by Anthony H. Cordesman from Saudi Ministry of Planning, Achievements of the Development Plans, 1390-
1420 (1970-2000). Riyadh, Ministry of Planning, 2001, Table 53. 
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Chart 7.8 
 

Saudi Domestic Consumption of Refined Products and Natural Gas: 1970-2000 
(in Millions of US Barrels of Oil Equivalent) 

 Source: Adapted by Anthony H. Cordesman from Saudi Ministry of Planning, Achievements of the Development Plans, 1390-
1420 (1970-2000). Riyadh, Ministry of Planning, 2001, Table 53. 
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Saudi Energy Strategy in the 21st Century 

 Saudi energy strategy has long been oriented towards creating a stable long-term market, 

in which it can achieve the highest possible short-term oil export revenues without jeopardizing 

long-term demand for oil. It has stressed the role of being a reliable supplier, and consequently 

has maintained a high level of surplus production, enabling it to guard against emergencies in 

any given field, and allowing it the ability to capitalize on major increases in demand or supply 

emergencies in other countries, and increase its economic and political leverage. Saudi Arabia 

has not attempted to use oil embargoes, or use oil as a political weapon, since the Arab oil 

embargo in 1974. 

 The Saudis fully understand their efforts cannot bind world markets, or in creating a high 

degree of predictability regarding future demand, future prices, future revenues, and future 

investment income. Crown Prince Abdullah cited the fact oil reserves will always be uncertain as 

a key reason why Saudi Arabia needed to reduce its dependence on oil export revenues, and to 

diversify its economy, in a speech to the GCC summit meeting on November 6, 1998:148 

“Our revenues have been affected by what you call the fall in oil prices. However, we in the Kingdom are 
making big efforts to maintain equilibrium and mitigate the negative impacts. The state is serious about 
controlling spending and approving practical plans for providing vital alternatives for the national income. 
This does not mean dispensing with oil or underestimating its importance. Rather, it means looking 
vigorously for other sources to back up and consolidate the national income. We will do our utmost so as to 
not overburden our citizens- especially those of limited or medium income. Our first and foremost concern 
is the well-being and prosperity of our citizens. It is the duty of the state to strike a balance between the 
policy of rationalizing spending to curb inflation or recession and between reducing the impact of these 
necessary measures on the lives of citizens.” 

The Strategy in the Seventh Development Plan 

 Saudi development plans to not attempt to set specific goals for future oil and gas 

production, exports, and revenues. Saudi Arabia realizes that it can control market forces, This is 

way Saudi plans have called for diversification of the economy away from oil ever since the First 

Development Plan. The Seventh Development Plan does note that international estimates 

indicate that total world crude oil production may increase from about 78 million barrels per day 

in 1999 to around 115 million barrels per day in 2020. It notes that demand for natural gas is 

projected to account for one-third of world primary energy production by 2020, and to grow at 

three times the average rate of the overall demand for all types of energy. It also notes a rise in 
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Asian demand that indicates that about 50% of the increase in total world energy demand, and 

40% of the increase in demand for oil, between 2000 and 2020 will come from South and East 

Asian countries, and that the share of OPEC countries in total world production is projected to 

rise from 39% in 1999 to more than 50% by 2020. 149 These projections, however, are little more 

than a repetition of OPEC, IEA, and EIA estimates. 

The Seventh Development Plan does set one tangible goal by calling for an increase in 

production capacity of 1.5-2% per year, but qualifies even this vague goal by noting that 

significant structural changes are taking place in the world oil market, that environmental issues 

are having a steadily great impact on oil and gas use, and that no none can predict the impact of 

the changes taking place in energy supply and utilization technology and the rate of future 

dependence on oil. Its only references to a longer-term oil strategy  (through 2020) are to call 

for:150 

• Maintaining the position of the Kingdom in world energy markets commensurate with its share of world oil 
reserves. 

• Optimizing production levels and maximizing crude oil revenues, while using such revenues to finance 
investment programs. 

• Developing the Kingdom’s natural gas resources and enhancing their role in the long-term strategy for 
suitable development. 

 As for future policies, the Seventh Development Plan sets out seven broad policy 

activities: 151 

• Monitoring and analyzing world energy development in a continuous and regular manner through 
developing an advanced system for carrying out this task. This system becomes of great significant due to 
the growing impact of environmental and technological policies on world energy markets, a mater that 
entails precise follow-up and in depth analysis of the rational and future directions of these policies.  

• The objective of strengthening cooperation and consultation between OPEC and Non-OPEC producers will 
remain among the Kingdom’s strategic priorities.  The issue of discriminatory and high taxes is considered 
to be among the important topics for consultation. The Kingdom will, in collaboration with other oil 
producing  countries, exert efforts aimed at including the oil trade within the WTO as the existing 
exception is discriminatory and unfair to the oil producing countries. 

• The Kingdom will strive to confirm its role and active partnership in energy and environmental affairs, as 
well as its support and  contribution to scientific research and technological development in the domain of 
energy and environmental conservation. 

• Because of the  gap between the Kingdom’s share in world oil reserves (25%) on the one hand and is share 
in world oil production (12%) on the  other hand, and in  light of the comparative advantage of Saudi oil,  
arguments for economic efficiency call for closing this gap while maintaining oil market stability. 
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• Continuing to develop natural gas supply sources and its local and regional markets. In this context, a 
national grid covering all parts of the Kingdom will be developed with the aim of support industrial sectors 
and services. 

• Assigning a substantial role to the domestic and foreign private sector to invest in programs designed to 
increase natural gas production and develop its uses. 

• Developing oil  markets within a strategy for maintaining the role of oil in world energy markets as a 
means for maintaining the share of oil in these markets. 

 The net result is a pragmatic, market driven strategy that emphasizes the search to 

maximize long-term oil revenues and market stability, rather than maximize short-term profits. 

In short, it is a pragmatic strategy that fully recognizes what the Kingdom can and cannot do, 

given global market forces. 

The Statements of the Saudi Oil Minister 

 The Saudi oil ministry has continued to openly state its commitment to this strategy. 

Saudi Oil Minister Ali Al-Naimi stated in October 1999 that Saudi oil policy was based on four 

facts: 1) maintenance of the largest oil reserves and among the lowest production costs -- around 

$1.50 per barrel -- in the world; 2) maintenance of significant spare oil production capacity; 3) a 

national economy closely linked to the oil industry; and 4) a stable political and economic 

system. Naimi also stressed the importance of "a stable international oil market" where "wide 

and rapid swings in prices are undesirable." Reportedly, the SPC has approved Aramco spending 

of $15 billion per year between 2000 and 2004, in order to boost oil production capacity as well 

as to increase gas output.152 

 Al-Naimi amplified on these points in 2001 at conference on energy policy in Norway. 

He noted that oil was seen as “an extension of our governing system…as a tool to help achieve 

our economic and social prosperity, and to make meaningful contributions toward peace and 

economic development at the regional and global levels – especially to less fortunate societies.” 

He described Saudi oil strategy as follows:153 

“…[O]il policy is (determined by) our position on the world’s oil map. We have about 25 percent of all 
proven conventional reserves, currently more than 260 billion barrels. If you add the reserves of our 
neighbors in the Gulf…the total comes to around 500 billion barrels.  It is natural, therefore, that we work 
not only to expand the use of, but also prolong the life of, oil, far into the future. I feel we are succeeding; 
yet we face problems from within the oil business and from outsiders. Within our business, there are those 
who have doubts about the future of our commodity. Others may look only at short-term interests, where in 
the end they might not see the long-term issues. 
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“And from the outsiders, there are those whom we might call the anti-oil groups, who are using every tactic 
to discredit oil. Sometimes they talk about the insecurity of supply or independence from foreign sources. 
Other times they are disguised under the guise of environmental protection or restriction of globalization, 
which they fear multinational enterprises. 

“The debate can often rise to highly emotional levels. We in Saudi Arabia and, I believe, the majority of all 
oil producers feel it is unwise to be guided by emotions. Rather, we consider it a duty to protect our long-
term interests from any influence that might impair our ability to function as major oil suppliers to the 
world. Only by remaining focused on such a mission will stability prevail.” 

“The Saudi government is working diligently to reduce the level of [economic] dependency on oil…The 
Kingdom is currently undertaking major steps toward economic and financial reforms, which will 
eventually facilitate diversification of the economy and lessen our dependence on a single depleting natural 
resource.” 

 “…To summarize, Saudi Arabia’s oil policies are grounded in the prudent management of an abundant and 
valuable natural resource. We share with our GCC neighbors the desire to conduct business worldwide in a 
very competitive market economy. And we have been working hard to create a stable environment for a 
much-needed commodity-oil-while promoting a better understanding of the challenges and risks that its 
delivery entails. Our goal is a stable market, a reasonable price for our commodity and the realization of 
prosperity for ourselves and those we serve.” 

 Al-Naimi made it clear in September 2002 that the Kingdom planned to maintain a stable 

source of oil supplies, and use its surplus capacity, in the event of a war with Iraq. Al-Naimi 

stated at the meeting of the International Energy Forum in Osaka, Japan on September 21, 2002 

that,154 

Saudi Arabia is committed to maintaining a stable worldwide oil market, free of disruptive price swings yet 
responsive to changing conditions…I can’t think of any producing nation  that has gone to the extent of the 
Kingdom in servicing its dedicated customers and shoring up any weakness in the global oil market. We 
certainly don’t claim to shoulder all efforts in this regard, but we do have a significant track record…We 
have invested billions of dollars to build production capacity and to construct export routes…we continue 
to keep some 30 percent of our production capacity unutilized to be ready in times of supply interruption. 

In addition to the over 10 million barrels per day export facilities in the Eastern Province ports, we have 
five million barrels of production capacity from the Read Sea ports to contribute to oil supply and security. 

 He then gave an interview after the meeting -- on September 23, 2002 -- in which he said 

that Saudi Arabia had a surplus capacity of 3.0 MMBD which was ready for use in a crisis, and 

that he supported stockpiling to prevent price surges and panics in the event of a crisis. He also 

rejected suggestions to broaden the OPEC price band from $22-$28 per barrel to $10-$30 a 

barrel.155 

Longer-Term Saudi Strategy 

 Up to now, Saudi Arabia has been successful in developing its existing oil fields in the 

most economically efficient manner, bringing new ones on line when needed, creating efficient 
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refineries, and creating a large petrochemical industry. Unlike many other oil and gas exporting 

states, Saudi Arabia also has invested in the kind of production capacity, refining output, and 

downstream operations which are suited to a strategy of maintaining moderate prices and high 

long-term demand. Saudi Arabia has demonstrated its commitment to securing its markets 

indefinitely into the future by keeping production high and prices at levels that ensure that it can 

steadily expand its exports. 

 The key issues affecting Saudi Arabia’s future strategy do not involve any concern over 

whether it will continue to be a major oil and gas producer, but focus rather how large a producer 

and exporter it will be, and whether it can obtain all of the investment capital it needs to pursue 

its desired strategy, price oil and gas at the proper level, while managing the expansion of state 

and private oil and gas along efficient, market-driven lines. Virtually any Saudi energy strategy 

will be based on the need to export large quantities of oil to maintain high oil export revenues. At 

the same time, Saudi Arabia has considerable discretion in choosing just how quickly and how 

much it will increase oil and gas production capacity, how to diversify, how much to rely on 

market forces, and how to deal with the problem of Saudisation.  

 As is clear from Oil Minister Al-Naimi’s public remarks and interviews with senior 

Saudis, however, Saudi energy strategy must consider additional factors that sometimes involve 

competing priorities: 

• Saudi Arabia’s overall national investment strategy must make increasingly hard choices between state 
investment in the energy sector, Saudi economic reform and diversification, paying for social and 
entitlement programs, funding infrastructure, and paying for national defense. 

• As has been discussed in Chapters IV and V, and earlier in this chapter, the future role of privatization, 
foreign investment, and domestic private investment in upstream operations, downstream operations, 
product production, and petroleum related manufacturing are all critical issues. 

• Saudi Arabia must make very expensive investments in new production capacity, both to maintain a 
cash flow capable of keeping up with its population growth and meet world demand. The long lead 
times involved, however, make it extremely difficult to predict what capacity will be needed in any 
given time period and the oil export revenues that will result. 

• As is discussed in Chapter VII, oil has a major security dimension. The steady expansion of Saudi oil 
and gas facilities, and related electricity and desalination facilities, is changing the Kingdom’s military 
vulnerability as well as the importance of such facilities to the global economy. 

• Saudi Arabia must take account of the diplomatic and strategic implications of its production capacity 
and actual production on potential threat nations like Iran and Iraq, as well as on the support it can 
obtain from its allies in the Gulf Cooperation Council. 
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• Saudi Arabia must deal with other members of OPEC outside the Gulf, and some members of OPEC, 
both inside and outside the Gulf, feel that Saudi Arabia should reduce production to allow them to 
increase their oil export revenues. OPEC is both an aid to Saudi Arabia and a threat. Its interests may 
coincide with OPEC at any given time, or it may gain more from shaping its production levels to 
maximize revenues to the Kingdom even if this means other OPEC states obtain less revenue. 

• Saudi pricing strategy must ensure both significant current market share and high current revenues 
without pushing consumer states to find alternative sources of energy in the mid to long term. 

• Saudi Arabia must make decisions about whether to retain a significant margin of surplus capacity, 
allowing it to continue to act as the world’s primary “swing” state that can increase production in an 
emergency. While surplus capacity allows Saudi Arabia to gain revenues in a crisis, it is also costly 
and leads to consumer pressure on the Kingdom to increase production for political reasons. 

• The Kingdom cannot ignore the risk that another Arab-Israeli conflict, or some other major crisis, 
could lead to some form of future energy embargo. 

 It is obvious that there are many exogenous factors in this list that the Kingdom can 

neither control nor predict. Once again, Saudi strategy must constantly be adjusted to suit the 

conditions imposed by the global economy, war, and political considerations. At the same time, 

the Kingdom’s decisions do have a major impact on total world supply and the global economy. 

As a result, Saudi Arabia’s willingness and ability to increase its exports, and its willingness to 

invest in surplus production capacity, also plays a critical role in determining whether world oil 

supplies and prices remain relatively stable. 

Shaping Future Saudi Oil Production Capacity and Exports: Western 
Estimates and Projections 

 The West sees Saudi Arabia as the major source of new oil production capacity that will 

meet growing world demand through at least 2020. It also seems increasingly unlikely that Iran 

and Iraq can achieve the production capacity increases currently forecasted, and there are 

growing uncertainties regarding future Russian and Central Asian oil production and the rate of 

increase in Asian demand.  

The US Energy Information Agency (EIA) and International Energy Agency (IEA) both 

project massive increases in Saudi production capacity through 2020 in ways that track broadly 

with the previous estimates referred to  in the Saudi Seventh Development Plan. As is shown in 

Chart 7.9, the EIA reference case for 2002 projects that Saudi production capacity will rise from 

10.6 MMBD in 1995, and 11.4 MMBD in 2000, to 12.5 MMBD by 2005, 14.6 MMBD by 2010, 

Copyright Anthony H. Cordesman, all rights reserved 

 



Saudi Arabia Enters the 21st Century –Politics, Economics, and Energy             11/6/2002               Page 65  

18.2 MMBD by 2015, and 22.1MMBD by 2020.156 This is an increase of 94% between 2000 and 

2020.157 

To put these figures in perspective, the EIA estimates that Saudi production capacity 

made up roughly 50% of total Gulf capacity in 1997, and roughly 15% of world production 

capacity. Chart 7.10 shows that the EIA projects that Saudi production capacity will provide 48% 

of total Gulf capacity in 2010, and over 14% of world production capacity. It estimates that 

Saudi production capacity will provide 52% of total Gulf capacity, and over 18% of world 

production capacity, in 2020.158 Put differently, Saudi Arabia provided over 20% of all world oil 

exports in 1995. The EIA projects that it will provide well over 30% of all world oil exports, in 

2020.159 IEA projections indicate that Saudi production will rise somewhat faster than the EIA 

projections estimate, but both sets of data reach similar conclusions regarding production levels 

in 2020; the same is true of OPEC projections. 

Neither the EIA nor IEA make projections of actual future exports by country. Chart 7.11 

shows, however, that the EIA projects that total Gulf oil exports will rise from 14.8 MMBD in 

2000, to 33.5 MMBD in 2020. This is an increase of over 125% between 2000 and 2020.  

Table 6.3 and Chart 6.12 show that Gulf oil exports will also be even more “globalized” 

in 2020 than they are today. They are projected to remain at 33% of the industrialized world’s 

imports in 2020, but will rise from 39% of the non-industrialized world’s imports to 66% -- an 

increase of 15.2 MMBD. In 1998, the Gulf exported 2.2 MMBD to North America, 4.0 MMBD 

to Western Europe, and 8.7 MMBD to all of Asia. In 2020, it is projected to export 4.9 MMBD 

to North America, 3.5 MMBD to Western Europe, and 20.8 MMBD to all of Asia.160 Since most 

of the increase in Gulf exports is projected to go to East Asia, the total volume that must move 

by tanker would have to increase by over 150%, requiring a stable, on-time flow of tanker traffic 

from the Gulf, Red Sea, and Indian Ocean area that would be well over 2.5 times today’s 

capacity. 161 

Shaping Future Saudi Oil Production Capacity and Exports: The Saudi 
Approach 

 These Western estimates of increased Saudi production capacity, however, are based on 

computer models of estimated global demand. They are not based on Saudi plans. As might be 
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expected from the previous description of Saudi strategy, Saudi Arabia’s longer-term goals for 

expanding oil production capacity and exports are market-driven and evolutionary, rather than 

tied to some model of the world’s future need for oil production capacity and exports. Saudi 

Arabia also is constantly reconsidering how best to implement its energy strategy.  

 In early 1991, Saudi Aramco announced new plans to increase capacity to 10 MMBD. In 

April 1995, former Saudi Oil Minister Hisham Nazer stated that the country's oil industry was 

undergoing a "restructuring" in an effort to ensure "stable petroleum revenues" and "an efficient 

oil industry capable of a timely response to the changing market." The new expansion plans he 

announced included five projects that ultimately could cost $3 billion.  At the same time, Saudi 

Arabia continued to invest heavily in the development of lighter crude reserves. 

 Saudi Arabia announced plans in 1997 to keep its production capacity at 10-11 MMBD 

through 2005, while maintaining a cushion of at least 2.0 MMBD in surplus capacity. It has not 

announced longer-term goals for production or surplus capacity. Various officials discussed 

plans to increase the volume and share of light crude oil production, to increase the vertical 

integration of its oil companies, and to carry 50% of its exports in Saudi-owned tankers. The 

Kingdom also said it planned to keep expanding its petrochemical production and marketing, and 

has issued plans to spend a total of $34 to $50 billion on such projects during the period between 

1995 and 2007.162  

 In mid-2000, the Saudi Ministry of Petroleum and Minerals projected no increase in 

Saudi capacity in Saudi Arabia proper beyond their current estimate of 10.2 MMBD before 2005. 

They said the Kingdom had no firm goal for future increases in capacity, beyond a broad goal of 

maintaining 2 MMBD in surplus capacity above the average level of actual production. Saudi 

officials denied, however, that they were seeking to preserve their role as a “swing producer,” 

which they felt implied maintaining a very expensive investment in over-capacity that other 

OPEC nations would pressure Saudi Arabia not to use.  

 Saudi officials did acknowledge, however, that Saudi Arabia “did not object” to OPEC 

forecasts that called for major increases in oil production from 2005 onwards. These plans called 

for OPEC production capacity to increase from 29.0 MMBD in 1998 to 54.6 MMBD in 2020 – a 

level similar to that projected by the EIA and IEA. The Saudi officials also noted that Saudi 
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Arabia would probably continue to provide one third of all OPEC production, and that OPEC 

production would increasingly come from the Gulf, with as much as 85% of all OPEC 

production expected to be from Iraq, Kuwait, Saudi Arabia, and the UAE by 2020. Saudi Arabia 

announced plans in 2001 to increase its oil production capacity, especially of relatively light 

crudes, allowing for some decline in capacity at other fields. Qatif already had 750,000 barrels of 

shut in capacity.163 Minister Naimi also stated that Saudi Arabia would “continue to maintain 

excess capacity to moderate price spikes whenever disruptions to supplies occur.”164 

Saudi Ability to Meet Long-Term Increases in Demand  

 EIA, IEA and oil company experts feel that Saudi Arabia can easily continue to steadily 

expand its production capacity if it chooses to do so and can find the required capital. Saudi 

Arabia has been effective in developing its oil reserves. Several experts feel that Saudi Arabia is 

the only Gulf country that currently invests its money efficiently in modern exploration and 

production capacity, and which draws effectively on advanced Western oil production 

technology. They also feel that the Kingdom will never have a problem in  obtaining suitable 

investment capital because it can  always turn to foreign investors or get foreign loans, if it 

cannot finance its own production capacity increases, as long  as it is clear that the increase in 

demand will be sustained. As the world’s lowest cost mass producer,  the Kingdom will always 

be an attractive investment. 

 Other experts are concerned, however, that Saudi Arabia will need to make truly massive 

investments if it is to expand production to the levels needed to keep world prices moderate and 

that the Kingdom can no longer finance these improvements with government capital. Some are 

concerned that Saudi Arabia’s growing population, and low prices (Saudi Arabia charges only $1 

a gallon at the pump, although it also does not tax gas and this Saudi charge for gas alone is often 

higher than the US charge before taxes) have already sharply increased domestic demand for 

crude oil as well as gas. As a result, future increases in domestic demand might offset a 

substantial part of Saudi Arabia’s planned increase in oil production, unless it can make a major 

increase in its gas production and distribution to substitute for oil.  

 It is too soon to resolve these differences and they certainly involve issues that will 

provide years of warning in which to act. It is important to note, however, that Saudi Arabia’s 
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long-term expansion of capacity will be more uncertain in other areas of energy production. 

There are no meaningful forecasts of long-term Saudi and other Gulf gas production capacity, 

actual gas production, domestic consumption, or direct and product exports. For the Gulf region, 

however, the early 2000s are expected to be the last year of a gas surplus.  

 Some experts have predicted that Saudi Arabia will have an average growth rate of 6.5% 

in domestic gas use, but that the supply/demand deficit will rise to 4.5 BCFD in 2005, 6 BCFD 

in 2010 and 8 BCFD in 2015 unless the Kingdom finances major increases in gas production 

capacity. While Saudi Arabia has total gas reserves amounting to between 170-215 TCF, much is 

associated gas and therefore is tied to the Saudi level of oil production. While upstream 

exploration is likely to lead to significant increases in Saudi Arabia’s estimated reserves, it is not 

possible to estimate the impact of any such discoveries on Saudi production.165 
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Chart 7.9 
 

The “Swing State:” Saudi Petroleum Production Capacity Relative to Gulf and World Capacity 
During 1990-2020 – Part One 

 (EIA Reference Case in MMBD) 

Total Gulf - 18.7 - 21.7 25.9 30.7 36.4 42.9 
  Saudi Arabia as % of Total - 45.95 - 43.35 48.2 47.6 50.0 51.53 
Total OPEC - 27.2 - 31.4 38.4 44.8 52.0 60.2 
Total World - 69.4 - 77.4 88.0 98.4 109.8 121.3 
  Saudi Arabia as % of Total - 12.4 - 12.1 14.25 14.8 16.6 18.21 
 
Source: Adapted by Anthony H. Cordesman from EIA, International Energy Outlook, 1997, DOE/EIA-0484 (97), April 1997, pp. 
157-160, and EIA, International Energy Outlook, 2002, DOE/EIA-0484 (2002), March 2002, Table D1. 
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 Chart 7.10 
 

Saudi Petroleum Production Capacity Relative to Gulf and World Capacity During 1990-2020 –  
(EIA Reference Case in MMBD) 

 

Source: Adapted by Anthony H. Cordesman from EIA, International Energy Outlook, 1997, DOE/EIA-0484 (97), April 1997, pp. 157-160; EIA, 
International Energy Outlook, 2000, DOE/EIA-0484 (2000), April 2000, Table D1; and EIA, International Energy Outlook, 2002, DOE/EIA-
0484 (2002), March 2002, Table D1, p. 239. 
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Table 7.3 
 

Estimated Trends in World Oil Exports By Supplier and Destination 
(Millions of Barrels Per Day) 

 
Exporting Region           Importing Region________________________________         
                                                         Industrialized                                                                  Non-Industrialized                                   
                                              North         Western      Asia        Total            Pacific      China     Rest of       Total Non-       
         America         Europe                   Industrial          Rim                             World          Industrial 
 
2000 
OPEC  
   Persian Gulf 2.6 3.2 4.1 9.9 2.7 0.7 1.5 4.9   
   North Africa 0.3 2.0 0 2.3 0 0 0.1 0.1   
   West Africa 0.9 0.5 0 1.4 0.1 0 0.1 0.2 
   South America 1.6 0.2 0 1.8 0.1 0 0.8 0.9 
   Asia 0.1 0 0.3 0.4 0.2 0 0 0.2 
       Total OPEC 5.4 5.9 4.5 15.8 3.2 0.7 2.5 6.4  
 
Non-OPEC  
   North Sea 0.6 4.7 0 5.3 0 0 0 0 
   Caribbean Basin 1.8 0.2 0 2.1 0.3 0 2.2 2.5  
   FSU 0 1.6 0 1.7 0.2 0 0.1 0.3 
   Other Non-OPEC 2.9 1.3 0.9 5.1 1.9 0.4 1.1 3.4  
     Total Non-OPEC 5.3 7.8 1.0 14.1 2.4 0.4 3.4 6.2 
 
World Total 10.7 13.7 5.4 29.9 5.6 1.1 5.9 12.5 
 
2020 
OPEC 
   Persian Gulf 4.9 3.5 5.0 13.4 8.7 7.1 4.3 20.1 
   North Africa 0.5 2.3 0 2.7 0.1 0 0.4 0.6  
   West Africa 0.9 0.9 0.2 2.0 0.1 0 0.9 1.0 
   South America 3.3 0.3 0.1 3.7 0.1 0 1.4 1.5 
   Asia 0.1 0 0.1 0.2 0.2 0.1 0 0.3 
       Total OPEC 9.7 6.9 5.5 22.0 9.3 7.2 7.0 23.4  
 
Non-OPEC  
   North Sea 0.5 3.9 0 4.4 0.1 0 0 0.1 
   Caribbean Basin 3.4 0.4 0.1 3.9 0.2 0 1.5 1.6  
   FSU 0.4 3.1 0.5 4.0 1.4 0.1 0.2 1.7 
   Other Non-OPEC 4.2 1.3 0.4 5.9 2.2 0.3 1.2 3.7 
      Total Non-OPEC 8.4 8.8 1.0 18.2 3.9 0.4 2.9 7.2  
 
World Total 18.2 15.6 6.5 40.3 13.1 7.6 9.9 30.6  
 
Source: Adapted by Anthony H. Cordesman from estimates in EIA, International Energy Outlook, 2002, DOE/EIA-0484 
(2001), March 2002, Table D1, p. 38 

Copyright Anthony H. Cordesman, all rights reserved 

 



Saudi Arabia Enters the 21st Century –Politics, Economics, and Energy             11/6/2002               Page 72  

Chart 7.11 
 

The Rising Importance of Saudi and Gulf Exports Relative to Other Exports in Meeting World 
Demand: 2000 versus 2020 
 (EIA Reference Case in MMBD) 

 

Source: Adapted by Anthony H. Cordesman from EIA, International Energy Outlook, 2002, DOE/EIA-0484 (2002), March 2002, 
Table 11, p. 38. 
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Chart 7.12 
 

The Globalization of Gulf Oil Exports in 2020 
 (in MMBD) 

  

Source: Adapted by Anthony H. Cordesman from EIA, International Energy Outlook, 2002, DOE/EIA-0484 (2002), March 2002, 
Table 11, p. 38. 
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Changes in Saudi Energy Strategy and Investment 

Policies 

Much of the Kingdom’s ability to finance its energy strategy depends on whether Saudi 

Arabia can get most of the investment funds it needs from its petroleum revenues, assumptions 

about the efficiency of foreign versus state oil operations, and the merits of opening up the Saudi 

oil sector to foreign investment. At the same time, much depends on the security of the Gulf, and 

the extent to which Saudi Arabia will have to make political decisions about oil policy and 

production based on such factors as its need to maintain its rapprochement with Iran, the threat 

from Iraq, and political pressures from various Arab and Islamic countries. 

The Problem of Oil Prices 

The previous chapter has shown that there is no way to meaningfully estimate future 

price trends. Chart 7.13 supplements that analysis by showing how sharp the variations in Saudi 

oil export revenues have been in the recent past. For what it is worth, those “experts” who do 

attempt to predict oil prices, in spite of the fact that there is no analytically meaningful way to do 

so, tend to divide into two conflicting camps.  

On the one hand, there are experts who argue that production capacity will rise sharply, 

and that low cost producers like Saudi Arabia will have to meet their economic needs by 

maximizing production and driving higher cost producers to reduce their production. This same 

set of arguments leads some experts to believe that the oil crash may actually have served Saudi 

Arabia’s longer term interests by deterring the development of alternative energy sources, 

including increasingly economical “unconventional” oil sources, such as Canadian tar sands and 

Venezuelan orimulsion, and by discouraging marginal, non-OPEC oil production investment. 

On the other hand, there are experts who feel that current estimates of the world’s oil 

reserves are overstated, as are estimates of the probable future increases in proved oil reserves 

that will be made in areas outside of the OPEC countries. These experts predict a future where 

the ratio of supply to demand will decrease steadily in the mid-term, producing a significant 

increase in oil prices from 2010 to 2020. Work by the International Energy Agency (IEA), for 
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example, includes a study of the risk that technology gain and the discovery of new reserves may 

decline sharply during the next few years. The IEA projects a much more rapid increase in the 

mid-term demand for Gulf oil than the US Department of Energy and the Energy Information 

Agency (EIA).166 

Saudi oil experts have never believed that it is possible to make such forecasts. As a 

result of the “oil crash” and “oil boom,” however, Saudi Arabia has become more proactive in 

trying to stabilize oil prices within a band that can ease both its current cash flow problems and 

provide a more stable basis for investment planning. Saudi Oil Minister Al-Naimi has been a 

leading spokesman for such a price band:167 

 “… [A]fter careful study and analysis, we in Saudi Arabia and within OPEC arrived at the conclusion that 
the right price for oil is about $25[US] dollars per barrel for the OPEC basket. We realize, however this 
cannot or should not be fixed for all times. In truth, the market decides what the price of oil will be at any 
given day and moment” 

“For Saudi Arabia, $25 dollars per barrel is a desirable goal that would be durable. To achieve this target, 
we created a band of $22 to $28 dollars per barrel, either side of which would trigger an immediate need for 
correction. We believe there is a general support from the majority of participants in the oil markets, 
including OPEC and non-OPEC producers, the oil companies and the major consumers. 

 As part of this effort, Saudi Arabia has called for the creation of a permanent body to promote a 

dialogue between oil exporters and importers. Crown Prince Abdullah set forth this idea in some 

detail in a speech to the Seventh International Energy Forum in Riyadh on November 17, 2001. 

168 

“To achieve these goals, the Kingdom suggests considering the establishment of a permanent secretariat for 
the energy forum to work toward promoting a continuous dialogue between producers and consumers. This 
dialogue should include the industry and all other parties interested in energy matters. The establishment of 
such a secretariat will enhance our dialogue and make it more regular and more conducive to achieving our 
goals.” 

“Our efforts to ensure oil market stability and oil supply continuity require similar efforts by consumers 
because of the importance of cooperation among all parties to achieve this objective. We are concerned as 
more calls are made to discriminate against oil, or when doubt is cast on the continuity of its supplies. It 
worries us when we are blamed for the rise of oil prices to the final consumers.” 

Saudi Oil Minister Al-Naimi explained the need for dialogue as follows:169 

 “The world oil market has witnessed successive developments that were of major concern not only to 
producers, but also to consumers, governments, and people. The fluctuations in crude oil prices, the supply 
and demand situation of certain products, taxation policies and inventory management in major 
consumption areas, as well as environmental specifications and restrictions…have highlighted the urgent 
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need for dialogue between producing and consuming countries to reach acceptable formulas to ensure the 
stability of prices, the continuity of supplies and the transparency of demand. 

 “They have also shown the urgent need for detailed information about supply and demand in order to make 
an accurate assessment of the market and its future course and adopt suitable policies necessary for market 
stability. It is important in this context to enlarge the scope of cooperation to set up a global energy 
database starting with data exchange among the various concerned world organizations…and to hold 
periodic meetings to obtain timely and accurate information. The availability of such information is a 
necessary condition for market stability.” 

 This announcement was followed by the creation of a committee to study proposals for the 

creation of a new permanent secretariat to the International Energy Forum headed by  Prince 

Abdulaziz Bin Salman Bin Abdulaziz in February 2001. Al Naimi announced on April 7, 2002 

that such a secretariat would be established by the end of the year, once its final structure was 

approved at the meeting of the International Energy Forum in Osaka in September 2002.  

 The Saudi proposal led to numerous debates over the role such a secretariat should play 

relative to the IEA and OPEC, and the role of various exporting and importing governments, oil 

companies versus consumers, and how to finance the group. Nevertheless, the International 

Energy Forum agreed to create such a group at its meeting on September 22, 2002. The new 

body was to be funded on a voluntary basis, and be led by a secretary general, executive director, 

and advisory board. It was agreed that it would help coordinate monthly reporting, organize and 

facilitate the meetings of the International Energy Forum, and seek to create a data base and 

models that would help producers and consumers agree on suitable production and stock levels 

and bands of prices.170 

The Saudi Debate Over Investment Strategy 

The uncertainties over the Kingdom’s ability to finance both the massive investments it 

must make in the petroleum sector and the development of the rest of the economy have led to a 

Saudi debate over the need for increased near-term foreign and private investment in its energy 

sectors. As has already been discussed, there was little debate over potential the value of such 

much investment in gas. However, there was a debate over whether foreign investment should be 

allowed in upstream oil development or only in gas and downstream production of oil products.  

 In the fall of 1998, Saudi Arabia publicly indicated that it was considering changes in its 

energy policies that would open up the national oil industry to foreign investment, and allow it to 

fund long-term increases in oil production capacity, which would ensure that Saudi Arabia 
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remains a dominant swing producer.  It did not then explicitly distinguish between investment in 

oil and gas sectors. 

 Crown Prince Abdullah met with several major oil companies during a September 26, 

1998 visit to Washington, including Mobil, Texaco, Exxon, Chevron, Arco, Phillips Petroleum, 

and Conoco, and invited them to make suggestions for cooperating in the development of Saudi 

Arabia’s massive oil resources.171 He held similar meetings with a number of European 

companies in Riyadh. These firms included British Petroleum, the Royal Dutch Shell Group, 

ENI, Elf, and Total.172 This round of meetings was followed by a number of media reports that 

the Kingdom was considering foreign investment in upstream crude oil production, as well as 

downstream crude oil products and both upstream and downstream gas.173 

 The Crown Prince called for proposals by November 10, 1998, and a number of 

international oil companies quickly made it clear that they were interested in the projects that the 

Kingdom has already opened to foreign investment.  Atlantic Richfield Co., Conoco Inc. and 

Phillips Petroleum Co. announced that they planned to submit project proposals to the Saudis. 

Exxon and Mobil also said they were interested in exploring for and extracting oil in Saudi 

Arabia.174 

 It soon became clear, however, that there was a debate within Saudi Arabia over what 

kind of energy development strategy the Kingdom should pursue, and what kind of foreign 

investment was desirable.175 The main incentives for private and foreign investors to make large-

scale investments were access to Saudi Arabia’s massive oil reserves, coupled with Saudi 

Arabia’s low extraction costs. On the other hand, the incentives to Saudi Arabia in opening up its 

oil sector were the need for major investment funds for virtually every aspect of its energy 

sector, particularly the gas sector, and the need to find ways to reduce the broader financial 

pressures that had caused a long series of budget deficits. At the time the Crown Prince made his 

initiatives, the Kingdom’s oil export revenues had dropped by over 50% from their 1996 level, 

and Saudi Arabia had a projected budget deficit of close to $8 billion. There were reports in 

October 1998 that Saudi Arabia had arranged a private “bridge” loan from Abu Dhabi of $5 

billion. 
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 It also became clear that some in Saudi Arabia felt the Kingdom needed outside 

investment to modernize Aramco’s operating procedures and technology base. The key question 

in this debate was what parts of its energy sector Saudi Arabia would open to foreign investment, 

and whether this investment opportunities would include upstream oil production, or only 

downstream oil and gas production activities.  

 One major argument for opening up the oil sector was that the Kingdom could then use 

its oil export revenues to fund other programs and eliminate its budget deficits. Another 

argument was that Aramco suffered from a lack of cash flow for exploration and development. 

Other arguments were that efforts at Saudisation have created some problems, because skilled 

foreign managers and technicians had to be replaced with Saudis who lack their experience. 

Consequently, some felt that Aramco’s management lacked experience, and that its employees’ 

real skills were still inadequate.176 

 These views were opposed by Aramco, some in the Ministry of Petroleum, and by many 

other Saudis. Some of the opposition was nationalistic or the result of bureaucratic turf battles, 

but there were strong substantive arguments as well: Aramco is an efficient producer with a long 

history of operating in the Kingdom, and of using some of the best technology and practices of 

American companies. Roughly 85% of the current Aramco work force is Saudi, and it is unlikely 

that any foreign firm will hire equal percentages. Aramco can respond to the political and 

strategic needs of the Kingdom, and can accept a lower rate of return. Many of these Saudis have 

excellent training and experience and as part of its efforts to increase the skills of domestic 

workers, Aramco trains 300-350 Saudis a year in graduate and post-graduate programs in the US 

Finally, Aramco does have the economies of scale it has gained over 25 years of experience in 

integrating oil and gas operations, and it is not clear that other firms or joint ventures can be as or 

more efficient.177  

 The views of the late Abdullah Dabbagh, then a member of Saudi Arabia’s consultative 

Shura Council and a member of the council’s economic and finance committee, illustrate the 

attitudes of many leading Saudis regarding these questions. Dabbagh was influential in business 

circles and was then the chief advisor to the board of the Council of Saudi Chambers of 

Commerce and Industry, which he headed for 15 years. On November 19, 1998, Dabbagh gave 

an interview on foreign investment in Saudi Arabia’s strategic upstream energy sector.178 
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Dabbagh said that he believed the Kingdom would consider opening its gas fields to foreign 

investors, but not oil. “I would say it’s a fair possibility that the government would look seriously 

at suggestions of investing in upstream gas projects. Gas will be the limited because [investment 

in] upstream oil is out of the question. But I see a possibility that the government might consider 

favorably a participation by foreign companies [in upstream gas].” 

 Dabbagh said he would “definitely” support the opening of the upstream gas sector to 

foreign investors. Dabbagh predicted that low to moderate oil prices, the need for advanced 

technology, and rising Saudi electricity demand would create opportunities in upstream gas. “For 

the time being, with the decline in oil income, and so on, it might be very hard for us to go it 

alone. The technology in gas has changed a great deal in the last 10 years or so. Gas is very 

important. We have to generate a great deal of electricity in the next 20 years.” Dabbagh said 

Saudi businessmen had told him they would seek joint venture opportunities if foreign investors 

were given access to upstream gas projects. “A lot of businessmen would be interested in that. I 

am talking about deep-pocket businessmen. The majority of businessmen would like to see the 

country open up.” 

 At the same time, Dabbagh stated that a number of senior Saudis opposed opening the 

upstream sector of Saudi oil production to foreign firms at a time when it had substantial surplus 

production capacity.  These officials sought to avoid the entry of foreign firms into upstream oil 

production until it was clear that major new investment was needed to increase Saudi capacity 

and/or that the Kingdom really needed foreign funds. He said that Prince Abdullah had merely 

asked US executives for ideas on developing Saudi Arabia’s energy sector: “The prince opened 

the door for ideas. He did not commit himself to anything. We are rational enough to accept 

good ideas if they come along.” Dabbagh added that it would not make sense to allow foreign 

investment in upstream oil projects in a country that already had more than two million barrels a 

day of unused capacity. He stated that Crown Prince Abdullah had held a question and answer 

session in early November with members of the Shura Council about his overseas tour, parts of 

which were televised. However, the Council had not been formally consulted on the issue of 

foreign investment in the upstream energy sector. 

 In contrast, the US and other Western governments, and major international oil 

companies made it clear that they had a major interest in opening up the oil production sector. 
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On November 17, 1998, US Energy Secretary Bill Richardson issued a statement publicly 

supporting an expansion of US energy investment in Saudi Arabia, and announced he would visit 

to Saudi Arabia to encourage US investment contacts. Richardson suggested that this would 

involve the Saudi upstream exploration and production sector.   

 Richardson told a news conference he understood some form of involvement in Saudi 

Arabia’s upstream was possible. “My understanding is that Saudi leaders want to see upstream 

investment and joint projects. They haven’t been specific entirely yet. I think there are 

discussions going on with companies. Saudi Arabia’s interest in opening its upstream market has 

been widely reported- hailed by industry as a potential major breakthrough. The US government 

views this as a healthy development. We will encourage it and that will be one of the main 

purposes of my trip, to encourage this joint upstream investment in both Saudi Arabia and 

Kuwait.” 

 Richardson seems to have reacted to both what Prince Abdullah had said and guidance 

from the Saudi Embassy in Washington. By the time Richardson visited Saudi Arabia in early 

February 1999, however, a rise in oil export revenues had eased Saudi Arabia’s investment 

problems. Richardson was told that the Saudis wished to avoid any foreign investment in oil 

production in the near term.179 Saudi Arabia’s oil minister, Ali al-Naimi, publicly invited US oil 

companies to submit proposals to utilize the Kingdom’s natural gas reserves for industrial 

development, but he ruled out any access to its oil reserves for the time being. Ali al-Naimi 

spoke at a press conference in Riyadh after his meeting with Secretary Richardson and said that, 

“a successful proposal would be the one on the development of our industrial base being fueled 

by natural gas.” He added that, 

“those companies who invest today to develop the industrial base of Saudi Arabia will probably be the ones 
that will participate in the exploitation of our upstream oil if and when it opens up. We are looking for 
concepts and proposals that deal with integrated projects, which as far as gas is concerned will give us an 
end product such as desalinated water, megawatts for increased power, and petrochemicals. In the area of 
oil we are looking at improving the efficiencies of our refineries, and we are looking for an improved 
production of lubricants… reasonable people do reasonable things- we have 261 billion barrels of reserves, 
we have over 80 oil fields and we are only producing from 8 or 9, we have 2 million barrels of oil per day 
extra capacity- we do not need to expand our oil capacity right now…”180 

 During Richardson's visit, Saudi officials also raised the issue of foreign investment in 

electricity.  They noted that Saudi Arabia needed about $120 billion for power generation 

projects over the next 20 years, with the annual demand growth for electricity in the Kingdom 
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estimated at 4.5%. To meet this demand, the country must increase its power generation capacity 

to 70,000 megawatts by the year 2020, from 21,000 megawatts at present.   
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Chart 7.13 
 

The Value of Saudi Oil Exports versus Total OPEC Exports: 1992-2002 
 (In $US Current Billions) 

Source: CERA Advisory Services, World Oil Watch, “OPEC Tilts to Market Share,” Cambridge Research 
Associates, Winter 2002, Washington, p. 28. 
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“Oil Crash” Becomes “Oil Boom,” and Oil Boom Turns to “Oil 
Crunch” 

 There is no way to tell what would have happened if the “oil crash” had continued deep 

into 1999, but this debate over foreign investment in the upstream oil sector took place at a time 

when the “oil crash” was about to turn into the “oil boom.” This may have decided the outcome 

within the Saudi government, although many Saudis feel that the West misinterpreted what 

Crown Prince Abdullah was seeking to do, and saw an immediate opening up of the oil sector 

where the Crown Prince saw a need for foreign investment in gas, and oil as only a future option.  

 In any case, Saudi Arabia's opening up of the gas sector still affected considerable 

interest from potential foreign investors and led to the investments discussed earlier.  Beginning 

in December 1998, a number of international oil companies submitted gas and downstream oil 

investment proposals to the Saudi government.  Texaco Chairman, Peter Bijur, flew to Saudi 

Arabia to present a natural gas development proposal.   Chevron Chief Executive, Kenneth Derr, 

said that his firm submitted plans for the development of all areas of Saudi Arabia's energy 

industry, and that said, he was “very encouraged'' by his meetings with Saudi oil officials. Arco, 

Chevron, Conoco, Exxon, Mobil, Phillips Petroleum (US), Elf Aquitaine (France), Royal Dutch-

Shell, and ENI (Italy) also made proposals for investments in the gas and downstream oil sectors.  

In July 1999, the Franco-Belgian TotalFina coupled proposals for upstream gas development and 

water desalination, with an offer to take over oil production in the Neutral Zone.  

 The Saudi response to these proposals was methodical and deliberate, reflecting a 

relaxation of financial pressure due to high oil prices. For months following Naimi’s comments 

in February, little word was forthcoming from the Saudi government, and an Aramco technical 

committee gave a negative review to the proposals that had been submitted in May 1999. In late 

August 1999, however, Foreign Affairs Minister Prince Saud al-Faisal sent a letter to the chief 

executives of companies that had submitted proposals, assuring them that Saudi Arabia would 

begin taking bids by the end of 1999 or early 2000.181 On September 27, the prince announced 

that the ministerial petroleum committee in charge of reviewing the proposals would submit a 

"strategic evaluation" to Crown Prince Abdullah by the end of October.  "Once it is approved, 

the Kingdom will renew its call to global companies who presented investment offers to start 

negotiations."182 Saudi Arabia also hired the American investment bank, Morgan Stanley, to 

Copyright Anthony H. Cordesman, all rights reserved 

 



Saudi Arabia Enters the 21st Century –Politics, Economics, and Energy             11/6/2002               Page 84  

advise it on negotiating foreign investment in the energy sector, including financing options and 

technological issues.183 

 On October 21, 1999, when Crown Prince Abdullah announced a broad package of legal 

reforms designed to encourage foreign investment, no mention was made of upstream oil. The 

fact that Oil Minister al-Naimi remained in  office after a June 16 cabinet reshuffle also 

suggested that the Saudis would continue to rule out any near-term foreign investment in oil 

prospecting and production, although it is important to note that Al-Naimi did not out such 

investment in the future. 

 Al-Naimi made his view clear in a speech at the Houston Forum on October 20, 1999:  

“In philosophy and principle, Saudi Arabia is not against foreign investment in crude oil production and 
exploration. Thus, it is not an issue of principle, but an issue of whether foreign company participation can 
be mutually beneficial at this time. …  

“The benefit of such investment for Saudi Arabia would not be in the finding of new oil or increasing our 
production or capacity. We already have plenty of reserves and idle capacity, and any production increase 
is subject to our commitments with other producers, especially within OPEC. What we need, then, is not 
somebody to come along and produce oil or gas and sell it to others. We need integrated projects, where 
each chain of the link adds value. These projects could involve petrochemicals, electricity, water 
desalinization and so on. In other words, the needed investments are those which complement our 
industries, our national companies, not replace them. 

“I am happy to tell you today that many of the proposals which we have received do fit within our needs 
and within the criteria we have just mentioned. We are looking into these proposals carefully, with each 
receiving close consideration. Equally important, we are considering other new ideas and possible projects. 
We expect soon, therefore, to see the commencement of negotiations with companies to formalize the 
needed projects. In this regard, I would like this opportunity to make it clear that the concerned companies 
will have an equal and fair chance. Moreover, the proposals and information supplied by each will be kept 
completely confidential.” 184 

 In early January 2000, King Fahd set up the Supreme Petroleum and Minerals Council 

(SPMC) to review the various proposals submitted by international oil companies seeking 

participation in the Saudi oil and gas sector.185 On February 15, 2000, King Fahd issued a Royal 

Edict authorizing Saudi Arabia’s Supreme Council for Petroleum and Mineral Affairs to approve 

agreements and contracts with specialized companies concerned with exploration, drilling and 

production of gas and other hydrocarbons, with the exception of oil. The edict opened the way 

for the Supreme Council to award contracts either to Saudi Aramco or international oil 

companies (IOCs).     
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 The Council’s second meeting was chaired by King Fahd, with Crown Prince and Vice-

Chairman of the Council ‘Abd Allah ibn al-‘Aziz Al Sa’ud also present. It was held on February 

20, 2000.  In an effort to expedite gas-based projects and upstream gas development, the 

Supreme Council appointed the Foreign Minister, Prince Sa’ud al-Faisal, to head a committee to 

contact IOCs to initiate negotiations in late March and early April.186 

 In April 2001 eleven international oil companies (IOCs), including Shell, Phillips, 

Chevron and ExxonMobil, held preliminary talks on upstream and integrated oil projects with 

the Ministerial Negotiating committee of the Supreme Council for Petroleum and Mineral 

Affairs. However, the talks focused on investments to develop known gas reserves, and to 

discover and develop new gas fields. This was followed up by the appointment of a full-time 

team to negotiate with IOCs, and a decision that Foreign Minister Prince Sa’ud al-Faisal to 

supervise negotiations.  As a result, it was made clear that investment in the gas sector would 

now be permitted in the following cases: 

• In areas where Aramco is already producing gas, foreign companies could invest in the post-production 
phase. 

• In areas where gas has been discovered, but not exploited, foreign investment is permitted in the 
development and post-production phases.  

• In areas where gas has yet to be discovered foreign companies can invest in exploration, development, 
production and post-production phases. 

 On October 18, 2000, Aramco was placed under the direct control of the Supreme 

Petroleum Ministerial Council (SPCM) chaired by the King. The Council replaced Aramco’s 

Supreme Petroleum Council, established in 1989, which had also been headed by the King. The 

SPCM became the main policy body overseeing the petroleum sector, and included key members 

of the Saudi government, such as the Foreign Minister, Minister of Petroleum, Minister of 

Finance, and CEO of Aramco. 

  At the same time, the Saudi Ministerial Committee for the Kingdom’s Natural Gas 

Initiative made it clear that it was considering the three ventures by the International Oil 

Companies described earlier. The ministerial committee provided the following clarifications 

regarding Saudi Arabia’s policy on foreign investment in gas: 
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• The Kingdom is fully committed to offering IOCs world-class rewards for their investments in world-class 
projects.  Furthermore, it will make sure that the fiscal term to be applied to the core ventures (CVs) are 
appropriate to produce acceptable economic growth from exploration and production activities, as well as 
the midstream and downstream segments of integrated core ventures. 

• IOCs will be free to produce and market all gas liquids associated with natural gas discoveries – but not 
crude oil 

• Long-term supplies of feedstock gas for the straddle plant project in CV 1 are guaranteed  

• Long-term supplies of feedstock (gas and liquids) for downstream projects are guaranteed until IOCs 
discover their own gas resources 

• Saudi Aramco will be a participant in IOC projects, not a competitor 

• Some of the power, desalination, and petrochemical project that were previously described as satellite 
projects, have been included in the CVs. 

• Additional data on CV 1 will be made available to IOCs 

• Details of a regulatory system, to in place by the end of 2001, will be officially published after approval by 
the Supreme Petroleum Council187 

This activity demonstrated the seriousness of Saudi Arabia’s interest in foreign investment, 

and played a key role in the creation of the three awards the Kingdom made in the spring of 

2001.188 It did not, however, lead to final deals in the gas sector or provide any indication that the 

Kingdom would open up its upstream oil sector. 

Future Need for Foreign Investment in Upstream Oil 

 The case for and against opening up Saudi oil fields to private and foreign investment has 

ideological advocates on both sides, as well as opposing groups obvious sets of conflicting profit 

motives. Regardless of the interests of foreign oil companies, however, Saudi Arabia seems to be 

correct in calculating that it benefits most from opening up other areas, such as its gas sector. At 

least on the surface, Aramco seems to be a relatively efficient oil company and seems to manage 

its investments well. Given the economies of scale involved, it also is not clear that competition 

per se will give the Kingdom higher levels of efficiency and profitability. While Aramco may 

over-employ Saudis, it seems unlikely that any future private investors will not have to do the 

same. It also is not clear that marginal reductions in the Saudi labor force are a form of efficiency 

that can give the Kingdom benefits that outweigh the social and political costs.  

 Ideological arguments that pit nationalism against idealized free enterprise confuse the 

issue rather than illuminate it, and resolving these uncertainties requires Saudi Arabia to base 
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Saudi energy strategy on analysis rather than ideology. The Kingdom must, however, perform 

two types of analysis that it never seems to have performed. One is a detailed venture analysis of 

the cost-benefits to the Kingdom of foreign investment versus reliance on Aramco. The second is 

a risk analysis of the Kingdom’s total capital needs and the marginal benefit of foreign 

investment in oil production.  

 As a guess, the case for foreign investment in Saudi Arabia’s upstream oil sector is likely 

to be marginal if real oil prices average $25 per barrel or more in constant 2002 dollars, but the 

Kingdom may well need to shift its capital resources elsewhere if average prices fall much lower. 

This is, however, at best a guess. There simply are not enough public data available to make such 

a judgment, or even model the issue in the most general terms. 

 It also is unclear that even if every possible form of analysis is performed, it can 

convincingly resolve the issue. Not only are future oil revenues impossible to forecast, but also 

as the previous chapters have shown that Saudi five year plans and economic data do not permit 

more than the most generalized estimates of future investment needs.  

Saudi Oil Production Capacity Strategy 

 Saudi Arabia has no clear need to depart from its present strategy for linking the size of 

its total production capacity to the trends reflected in market driven forces, rather than shaping it 

on the basis of some kind of effort to predict the future. Stable increases in global demand have 

long lead times, and Chart 7.14 shows just how much the need for Saudi oil production capacity 

can vary, even if market forces are the only major factor at work. The highest estimate of the 

required production capacity in 2020 is nearly twice the lowest estimate, and shows just how 

serious all of the previous uncertainties and debates over price and investment really are. The 

fact remains, however, that Saudi Arabia’s decisions regarding the expansion of Saudi oil 

production capacity and exports are critical to both the Kingdom’s future, and the stability of 

world energy supplies.  

 There are three broad energy strategies that Saudi Arabia can pursue: 

• Limiting production in an effort to maintain high prices and maximize oil export revenues. This strategy 
depends on the Kingdom being able to persuade enough competing oil exporters to limit their production to 
levels that will produce more of a marginal increase in oil prices over time than would normal market 
forces. It also depends on Saudi and other oil exporter ability to create a new equilibrium between supply 
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and demand so that the net real oil export revenues to the Kingdom will actually be higher than if Saudi 
Arabia maximized production. Saudi Arabia pursued some aspects of this strategy in response to the “oil 
crash” of 1998. 

• Maximizing production capacity to recapture market share and marginalize high cost producers. This 
strategy is the most radical option, and the most theoretical. It would require Saudi Arabia to accept a cut in 
near-term oil export revenues, but it would potentially change the oil industry by driving out higher cost 
producers. As a result, it would increase Saudi Arabia’s mid and long-term market share and future Saudi 
oil export revenues. 

• Responding to market forces by increasing oil production capacity to try to maintain both moderate prices, 
and a high output of oil to maximize oil export revenues while maintaining a margin of surplus production 
capacity to ensure the stability of both future prices and a high volume of demand for Saudi oil. This 
strategy calls for major increases in oil production capacity to provide exports, and in gas production to 
meet domestic private and industrial demand. It also requires growing Saudi and foreign investment in 
downstream operations and product output to maximize value added sales from oil. 

 It seems likely that Saudi Arabia’s future choices will be pragmatic and based on market 

conditions as they have been in the past, and that the Kingdom will shift its plans in whatever 

direction is required. The previous two chapters have, however, shown that Saudi Arabia does 

not must seek to make major steady increases in its oil export revenues, and has no practical 

hope of diversifying to the extent that it can afford to not to increase production capacity as long 

as this leads to such increases in oil export revenues.  
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Chart 7.14 

EIA Estimate of Different Levels of Saudi Production Capacity Resulting from Different Market 
and Production Strategy Conditions 

(EIA Reference Case in MMBD) 

  

Source: Adapted by Anthony H. Cordesman from EIA, International Energy Outlook, 1997, DOE/EIA-0484 (97), April 1997, pp. 
157-160, and EIA, International Energy Outlook, 2001, DOE/EIA-0484 (2001), March 2001, Table D1. 
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The Impact of Limiting Production to Maintain High Prices and 
Maximize Oil Export Revenues.  

More radical production and production capacity strategies  do not seem to offer the 

Kingdom any clear benefit and could create massive new problems. A production strategy of 

limiting production to maintain high prices and maximize oil export revenues depends so heavily 

on the Kingdom being able to persuade enough competing oil exporters to limit their production 

that it simply is not practical. In fact, it is a strategy that makes much more sense for countries 

with much smaller petroleum reserves, lower production capacity, and higher production costs 

may try to impose on Saudi Arabia.  

OPEC already provides Saudi Arabia with about as many benefits as it is ever likely to 

get from trying to raise prices by limiting production. As has been noted earlier, however, the 

end result has often been the opposite of what Saudi Arabia desires. Saudi Arabia is forced to cut 

production disproportionately, and the net real oil export revenues to the Kingdom would 

actually be higher if Saudi Arabia was not a member of OPEC. Saudi Arabia pursued some 

aspects of this strategy in response to the “oil crash” of 1998. 

It would be virtually impossible for the Kingdom to do more than OPEC can to persuade 

other exporting countries to reduce their marginal output to levels that would actually give Saudi 

Arabia more of a marginal increase in oil revenues over time than would normal market forces. 

Unlike OPEC, success would also depend on Saudi and other oil exporter ability to create a 

lasting new equilibrium between supply and demand over time, and precisely adapt the 

production level to keep supply marginally under global demand. As OPEC demonstrated to its 

detriment during the “oil crash” of 1997-1998, it is far easier to model the proper level of 

production quotas on a spreadsheet than it is to execute them even in the short-term. 

The Impact of a Maximum Market Share Strategy 

 Again in theory, Saudi Arabia would have potential advantage in pursuing a maximum 

market share strategy because its oil is so cheap to produce. Saudi Arabia can produce five 

different grades of crude oil and meet a wide range of demands. When oil prices fall, it caps 

production of some of its lower grade Arabian Heavy crude, and instead pumps the more 

valuable Arab Extra Light crude from fields like it new Shaybah field in the Empty Quarter. This 
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not only allows the Kingdom to keep production costs low, but also produces higher value oil 

products per barrel when refined. Additionally, Shaybah, which began production in July 1998, 

pumps 500,000 barrels of oil a day, and has production costs of less than $2 barrel. Shaybah, 

which cost nearly $3 billion to develop, has proven reserves of 14.3 billion barrels of oil, and an 

estimated life of 75 years.  As Saudi Aramco's Chief Executive Officer Abdullah Jum'ah put it, 

“We will be here for a long time. When the oil runs out, the field will remain active for another 

75 years producing gas.” 189 

 In theory, if Saudi Arabia maximized its production to near capacity to increase its 

market share in a period of low prices, this would price oil at levels that would be so low that 

other producers would have to shut in high cost wells. The marginal return on investment in 

other regions would be far less attractive and cause massive restructuring throughout the oil 

industry. It would put severe pressure on the ability of high cost producers in other regions like 

the Caspian, the US, and Western Canada. To maintain production, it would tend to freeze 

production in North Sea, and West Africa to compete and attract investment in increasing their 

volume of production, although Mexico, Venezuela, Libya, and Algeria are also estimated to be 

low cost producers and would benefit in terms of increased production. 190 

The problem with such a theoretical market share strategy is that it is so dependent on 

political factors, global economic conditions, and Saudi ability to manipulate global access and 

demand over time that it might well not work in practice. It would be extremely costly to attempt 

in the short run, and Saudi Arabia might find it to be unaffordable to even attempt it. Such an 

attempt would mean much lower revenues for the Kingdom and much higher investment cost 

over a short-term period. It would also mean further short to mid-term cuts in the Saudi budget, 

and taking the political risks inherent in economic reforms.  

Such strategy would mean serious tension with Iran, which is a relatively high cost 

producer. It could worsen relations with Iraq, because Iraq needs to maximize its oil export 

revenues and cannot take advantage of its status as a potential high volume, low cost producer 

for at least half a decade because of sanctions and limited production capacity. 191 

 The other problems with such a strategy are several-fold: 
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• First, it involves a massive sustained Saudi gamble in macroeconomics over half a decade that is acutely 
sensitive to the future marginal impact of advances in exploration and production strategy in other regions.  

• Second, it requires major efforts at true economic reform, plus considerable budget austerity and additional 
private investment.  

• Third, it means a potential confrontation with  Northern Gulf states. 192 

• Fourth, competitors may react be finding much more economic ways to shut in production and ride out the 
Saudi effort. 

• Fifth, it would create a strong new motive for importers to substitute other sources of energy. 

 Finally, such a strategy might prove to be based on false assumptions about how easily 

Saudi Arabia can achieve and maintain the level of production required. One US study estimates 

the need for sustained Saudi production levels at 11.0 MMBD.193 These are much higher 

production levels than the 8 MMBD that Saudi Arabia has averaged in recent years. 194 At the 

same time, the investment required to provide the level of exports necessary to implement the 

“market share” strategy might have to be much higher, and could lead Saudi Arabia into the trap 

of massive spending on new capacity that would still fail to restructure the world oil market. 
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Living With Uncertainty, and Doing So with as Little 
Ideology, and as Much Pragmatism, as Possible 
 In summary, nothing the Kingdom does can eliminate major uncertainties over the cost-

benefits of given Saudi decisions regarding its energy and production strategies, the future oil 

price Saudi Arabia can achieve at any given level of actual production at any given time, over the 

oil export revenues that result, and over whether maximizing production does in fact increase net 

revenues.  

 Good fortune during any given period can also lead to problems later. If world demand is 

relatively high, Saudi Arabia can maintain high net revenues without costly increases in 

production capacity. A strategy may lower net revenues if demand and prices drop. If world 

demand is moderate, it may drive higher cost producers, who are desperate for revenues, to 

produce at a lower profit margin to compete with Saudi production, leading to lower Saudi net 

revenues. If demand is truly low, a Saudi effort to drive high cost producers virtually out of the 

market could create a massive confrontation with Iran and other security problems, which would 

offset any economic benefits. 

 Saudi Arabia’s combination of massive reserves, high existing production capacity, and 

low production costs does mean, however, that it will benefit over time from any major depletion 

of reserves in other countries that could raise oil prices, production problems caused by political 

or economic reasons, slow-downs in technology gain, declines in the finding of new reserves, or 

major increases in economic growth in any region. Only major new discoveries of alternative 

fuels or new technologies can prevent Saudi Arabia from receiving some combination of these 

benefits over time. 

 It is also far from clear that the outside world has much to teach Saudi Arabia about 

managing its oil and gas resources. So far, the Kingdom has always chosen pragmatism over 

ideology, and has balanced its risks rather than choosing extremes. All of the issues raised in this 

chapter are ones that are being debated by Saudi planners and oil experts, and it is clear from the 

previous examples that these debates take place with considerable sophistication. The one major 

area of future uncertainty is foreign investment in the oil sector, and the real-world answer is that 
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the Kingdom is likely to seek this if it feels a clear case emerges for such investment and that this 

will benefit the Kingdom.  

 Saudi Arabia does not face the same investment problems in its energy sector that it does 

in diversifying its economy. Foreign and private investment in the energy sector should not be 

made on the basis of theory or ideology, but bottom-line calculations based on cost benefit and 

the Kingdom’s overall financial needs. It seems likely that the Kingdom may need to turn to 

foreigner investors even in its upstream oil sector over time, but it is not yet clear it needs to do 

so and it will always be able to attract such investment if the world oil market reflects a steady 

increase in demand. It should also be noted that it is one thing to seek such investment to free 

Saudi resources for investment in diversification and development, and quite  another to fall into 

the trap of using foreign investment in the Kingdom’s energy sector to make unsustainable 

expenditures on operations and maintenance or entitlement programs.  

 Uncertainty is the only thing that is certain. No effort by any government or combination 

of governments can bring true stability to world oil prices or the flow of oil revenues. The 

macroeconomic forces involved are far too great and the end result will be the same as trying to 

halt icebergs with the Titanic. There does, however, seem to be a good case for the broader 

exporter-importer (producer-consumer) dialogue of the kind proposed by Crown Prince 

Abdullah, and which is now institutionalized in the secretariat of the International Energy 

Forum.   

 Having a formal, institutionalize dialog on plans to increase future capacity, ensure safe 

export routes and infrastructure, and ensure that investment takes place on mutually 

advantageous terms is likely to help reduce the kinds of swings in oil prices and revenues 

documented in this chapter and reduce the tensions and misunderstanding that now exist over oil 

strategy and production plans. Such a dialogue cannot and should not prevent constant 

competition and adjustment to market forces. It can, however, allow nations like Saudi Arabia to 

develop as realistic a picture of future demand as possible and to react accordingly. This is 

almost certainly the best energy strategy from the Kingdom’s viewpoint, as well as from the 

viewpoint of most other exporters, consumers and importers. 
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