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When Winston Churchill made
the historic switch from
coal- to oil-fired naval
vessels prior to World War

I, the international oil market was born. It
became international since the oil used in
these vessels was located in the Middle
East; it became highly politicized due to the
immediate security importance of the oil
resources for warfare. In fact, you could
say that oil was a strategic commodity
before it became a commercial commodity.

The U.S. awareness of this strategic
aspect grew dramatically over time. In
1941, Franklin D. Roosevelt brushed off a
request from American oil companies to
provide economic support to Saudi Arabia:
“Will you tell the British,“ he told his aide,
“… I hope they can take care of the King
of Saudi Arabia. This a little far afield for
us.”1  Only two years later, Saudi Arabia
was included in the Lend-Lease arrange-
ment, and Roosevelt proclaimed, “The
preservation of the independence and
territorial integrity of Saudi Arabia is vital
to the defense of the United States.”2  The
immediate reason for this change of
opinion was the increasing U.S. demand

for imported oil during World War II.
The close connection between the oil

market and Middle East politics became
even more evident with the Arab oil
embargo of 1973 and the dramatic 1979-81
price increases related to the Iranian
Revolution and the outbreak of the Iran-
Iraq War. Today, with the Iraq War and the
subsequent hike in oil prices, international
oil politics is once again in the spotlight,
spawning book titles not seen in the last 30
years: The End of Oil: On the Edge of a
Perilous New World; The Oil Factor:
How Oil Controls the Economy and Your
Financial Future; Blood and Oil; and
Oil, Jihad and Destiny: Will Declining
Oil Production Plunge Our Planet into a
Depression?

The strategic value of oil means that
political factors will continue to influence
the international oil market.  No one should
be surprised that a country that consumes
a quarter of the world’s oil finds the region
holding two-thirds of the world’s oil re-
serves to be of the highest political impor-
tance. The real question is to what extent a
single country – even a very powerful one
– can deliberately shape the international
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oil market through political means. More to
the point, if oil is the motive, to what extent
is occupying Iraq the answer?

A RATIONAL FOREIGN POLICY
In order to disentangle the different

elements of current U.S. foreign-policy
behavior towards Iraq, we need a few
analytical concepts.  After World War II,
the idea emerged that we need to look at
political and bureaucratic behavior inside
other states in order to understand the
interaction among states. This analytical
tradition, known as the study of foreign-
policy decision making, was boosted in the
wake of Graham Allison’s famous study of
the Kennedy administration’s behavior
during the Cuban missile crisis.3

One of the concepts elaborated by
Allison also guides this study: the concept
of rationality. But what does this actually
mean for U.S. oil policy in Iraq?  It means
at least three things: First, to what extent
are the energy goals of the U.S. govern-
ment consistent with the structure and
functioning of the international oil market
today? Second, are the costs involved in
U.S. Iraqi policy related to the possible
U.S. gains in the oil market? Third, are
U.S. energy goals and the political ambi-
tions of the United States regarding the
Middle East consistent?  Neither the Bush
administration’s stated goals behind its Iraq
policy, as anti-terror or democratization, nor
its critics’ claim that the goal behind the
policy had everything to do with oil, are
substantiated. An alternative explanation is
launched, but more important, the study
shows how the military capacity of the
United States is totally inadequate for
achieving legitimate U.S. goals in the
international oil market.

SECURING SUPPLY?
The argument goes that the United

States is concerned about dwindling oil
supplies and is thus occupying Iraq to add
to the oil reserves it controls. For this to be
rational, oil supplies must actually be
threatened. Current best-sellers notwith-
standing, however, there does not appear to
be any real sign of danger.

Whenever oil prices are high,
doomsayers predict the end of oil because
price increases have been interpreted as
signaling scarcity. The perception of
scarcity leads to projections of continuous
price increases, which again are taken as
evidence of scarcity.  There is inarguably a
fixed amount of physical oil reserves in the
world, but as a prominent student of the
world oil market, Morris A. Adelman, has
said, “Whatever is left in the ground is
unknown, probably unknowable but surely
unimportant; a geological fact of no
economic interest.”4  The true signal of
scarcity is the cost of replacing the oil
produced with new reserves. Although it is
hard to believe with the present public
hysteria over rising oil prices, a large
portion of the world’s oil reserves are, in
fact, located in countries with falling
replacement costs.5

Furthermore, the potential for new oil
discoveries is substantial, particularly in the
Middle East. Iraq is regarded as having the
second largest reserve base, having
explored only a fraction of its potential oil
provinces. In Saudi Arabia, systematic
exploration has not been conducted for
decades. With a sustained period of
increasing demand, Middle East oil produc-
ers could easily add billions of barrels to
the total world reserves of conventional oil.
In the past, their production capacity has
by far exceeded perceived future demand.
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Thus, they have had no incentives whatso-
ever to make costly investments in order to
add new production capacity, which, if
utilized, would have implied declining oil
prices. With future increases in demand,
OPEC stands to gain more from a slow
increase in capacity than from a rapid
response.6  Prices might remain high
without indicating reserve scarcity, but
rather indicating a new tool for market
power in the hands of the oil producers.

It is also important to note that much of
the oil being extracted today has a selling
price well above what is needed to cover
costs and earn a fair profit. Thus, the
incentives for cost-cutting in these areas
are few. In areas other than the Middle
East, such as the North Sea, where profit
margins from time to time have come
under pressure, substantial cost-cutting
efforts have been successfully imple-
mented. New technologies in every aspect,
from exploration to drilling, have substan-
tially improved the amount of oil extract-
able from the reservoirs and the costs of
bringing them to the market. There is no
reason to believe that this development
would halt now, not least because current
oil prices would defend increased invest-
ments in new and improved technologies.
President George W. Bush has recently
expressed himself in this regard: “Our
country is on the doorstep of incredible
technological advances that will make
energy more abundant and more affordable
for our citizens.”7

There are no signs today that overall
replacement costs are increasing, nor does
the present production level seem to be
depleting world oil reserves. The so-called
R/P ratio divides the total proven oil
reserves by the production level and
expresses the number of years the present

production level can be sustained given the
proven reserves. In 1980, the world’s R/P
ratio was 25 years, making 2005 the last
year of oil. In 2005, the figure has risen to
40.5 years.8  Not only have the world oil
reserves been sustained, they have in-
creased even relative to the higher produc-
tion levels. As pointed out many times by
another prominent student of international
oil, Peter Odell, the world is still “running
into oil, not out of oil.”9

The question then becomes whether
the United States could be running out of
oil at the same time as the rest of the world
is running into oil, so that the United States
would experience scarcity while the rest of
the world had sufficient supplies. On the
surface this seems plausible, especially
since the 2001 National Energy Policy
Report, also known as the Cheney report,
does not consider global energy security
issues at all, but starts out by declaring an
American energy shortage.10  The problem
is that this separation of the United States
from the rest of the world is a notion that is
uninformed of the structural changes that
have taken place in the international oil
market over the last three decades.

Until the 1970s, the integrated oil-
market structure allowed multinational oil
companies to balance world demand and
supply through a vertically integrated
system. One single oil company controlled
the whole vertical production chain from oil
fields to gas stations. OPEC’s nationaliza-
tion of oil-industry assets in the 1970s
introduced new market mechanisms,
primarily through the system of official
selling prices and long-term contracts with
a variety of oil companies. Although crude-
oil production was increasingly handled by
the national oil companies of the OPEC
countries, refining and marketing remained

Claes48-57.p65 11/10/2005, 7:57 PM50



51

CLAES: THE U.S. AND IRAQ, THE OIL FACTOR

to a large extent in the hands of the
international oil companies. The long-term
contracts created firm bonds between
seller and buyer. However, throughout the
1970s and early 1980s, the decline in
demand and the appearance of new oil
producers outside the cartel made it very
difficult for OPEC to enforce its official
prices. As a consequence, long-term
contracts were gradually phased out.11

This system was replaced by the
development of a spot market (a market for
single crude cargoes), which is character-
ized by short-term contracts, a high rate of
turnover and sensitivity to outside events.
Single cargoes of oil could be sold dozens
of times before finally arriving at the
refinery. Under these market conditions,
individual producers, both OPEC and non-
OPEC, had no guarantee of the long-term
loyalty of their customers. Nor did it make
any sense for them to isolate the security of
supply of an individual consuming country.
The prominent perspective of energy
independence in the political debate on
these issues in the United States is rather a
matter of energy interdependence.12

Today, unless the entire international oil
market is restructured, it is almost impos-
sible for any producer to keep some
consumers well supplied while others
suffer from lack of supplies. Rather, the oil
traders have gained an increasingly impor-
tant position in the short-term market,
making it very hard for the authorities of
producing or consuming countries to
determine the actual flow of traded oil. The
conclusion is that U.S. security of supply is
global security of supply and vice versa.
However, supply stability, as argued here,
should not be confused with price stability.
One could very well have a situation with
ample supplies in which the price fluctuates

widely. Thus, the question becomes
whether it is possible for the United States
to use political means to control oil prices.

CONTROLLING PRICES?
During the late 1980s and early 1990s,

one of the most prominent features of oil
trading was the increased activity in the
paper and semi-paper markets. The
forward market is actually a market for
spot transactions in which oil is traded for
delivery at a future time. So the forward
market is a semi-paper market, as it is
actual physical crude that is traded. A more
genuine paper market is the so-called
futures market. Futures contracts are at
the outset designed for financial purposes.
In contrast to a physical market, in a
futures market “the trader will buy or sell
not because she/he has a physical need
for the item but entirely on the basis of
expectations about subsequent price
movements.”13  The futures market
reduces not only the buyers’ costs of
ensuring access to the commodity, but also
the producers’ access to market outlets. It
also exposes the price setting to factors
relevant to the investment decisions of
actors in the various financial markets, but
irrelevant to the supply and demand of oil.
In certain circumstances, this can create
great volatilities in the oil price as financial
institutions and investors move in and out
of bonds, foreign exchange and oil futures
based on expectations regarding relative
profitability. These changes in international
oil trade make it more complicated for
OPEC, or any other outside actor for that
matter, to influence the oil-price develop-
ment. By the end of the 1990s, the short-
term development of the oil price was left
in the hands of the oil-market traders. It
still is.
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That the international oil market of
2005 differs along important structural lines
compared to the international oil market of
the 1970s is abundantly clear.  In the short
term, the oil traders are in charge of price
formation. The ownership of oil cargoes is
potentially impossible to trace from pro-
ducer to consumer. In this respect, the
producer and the consumer are detached
from one another. Setting the price of oil by
political decision is no longer an option,
either for producer or consumer. In the
past, producers could make secret deals
with consumers and discriminate among
them by giving preferred customers a
better price. Today, the only way to
influence prices is to change the traders’
beliefs about the future price of oil. Politi-
cal actors are not totally without means for
achieving this. Physical control over oil
resources is obviously one such tool.

THE IRAQI OIL PRIZE
In both a short- and long-term perspec-

tive, the Middle East countries are para-
mount for the determination of oil prices.
About a third of the word’s oil supply
comes from the area. A conflict that could
potentially disrupt any aspect of this supply
will immediately affect the price of daily
traded oil. This makes the Middle East
important for all oil-consuming countries,
regardless of how much oil they receive
directly from the region. The fact that two-
thirds of the world’s proven oil reserves
are located in the Middle East indicates the
long-term role of this region. Ten percent
of the reserves are located in Iraq, the
second largest in the world after Saudi
Arabia. But it is a far leap from acknowl-
edging that Iraq has the geological potential
to become a major producer to claiming
that whoever controls Iraqi oil controls the

world oil price. Such an influence would
require a substantial increase in Iraqi oil-
production capacity. Increasing today’s
production of just below two million barrels
per day (mbd) to six mbd is estimated to
cost $30-40 billion.14  This figure does not
include the costs of securing personnel and
physical installations. The immediate
problem in Iraq is how to stop the sabotage
of the existing infrastructure. The northern
pipeline was allegedly blown up 37 times
during 2004; the terminals in the south have
been attacked at least ten times in the
same period.15  Iraq as a consumer-friendly
producer, flooding the market in order to
drive prices down, is a distant and highly
uncertain scenario.

In the short term, the direct costs alone
of the Iraq War for the United States have
reached $150 billion.16  More important in
this context, the present situation in Iraq
adds about $10 to the world oil price.17

U.S. policy in Iraq has thus led to an
increased oil price, rather than the oppo-
site. The interdependence of the present
international oil market suggests that this
price effect spreads globally. We can thus
calculate the following annual cost to U.S.
oil consumers: an approximately $10-per-
barrel price increase times 20 million
barrels consumed per day times 365 days a
year equals $73 billion in annual additional
costs for U.S. oil consumers.

The prospects of a long-term payoff
for this strategy are equally grim. Before
the Iraq War in 2003, the OPEC countries
aimed at keeping the price between $22
and $28 per barrel, which most people
today would regard as fairly reasonable.
However, if the price only returns to its
pre-war level, all public outlays and the
price increase for U.S. consumers will
have been wasted without any further
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economic gains.
The conclusion so far is that neither

the security of supply nor the price of oil
can be effectively controlled by political
instruments resembling the ones used today
by the United States in Iraq. The relation-
ship between the Iraq War and oil prices is
eloquently described by Anthony H.
Cordesman, senior fellow at the Center for
Strategic and International Studies in
Washington: “Let’s get real. We have no
idea what the oil market is going to be. We
don’t know how quickly Iraq can come
back online. We don’t know what level of
surplus production will exist. We don’t
know how OPEC will respond. … Trying
to shape world oil prices on the basis of a
war in Iraq is sort of like trying to sculpt an
iceberg with the Titanic.”18  The structural
conditions in the oil market and the costs
connected with the use of political force
suggest that any direct influence on the
world oil-market price is hard to achieve,
even for the world’s hegemonic power.

REGIME SHIFT?
The question then becomes whether a

more indirect strategy would be sound. The
argument here is that the United States set
out not to control Iraqi oil, but to install a
regime in Baghdad that would be more
responsive to U.S. interests. This is a
slightly more sophisticated way of arguing
that oil is an important motive behind the
U.S. policy in Iraq. To what extent certain
political regimes are more likely than others
to hold back oil production in order to
increase the price is a plausible hypothesis
well worth exploring. If this has merit, then
a sound political strategy to ensure a lower
oil price would thus be to change the
political regimes of oil-producing states in
order to ensure that they pursue a low-

price strategy by increasing their oil
exports.

Many of the most important oil-
producing countries are ruled by autocratic
regimes. As argued by Barry Buzan, “The
whole Zeitgeist of the twentieth century
has posed a political threat to the legiti-
macy of monarchical rule. … The mystery
is how such anachronistic forms of govern-
ment manage to survive at all.”19  Oil plays
an important role in sustaining these
regimes. Autocratic regimes do not need to
legitimize their decisions to the population
in an election. Oil-rich autocratic regimes
are rentier states that fully control the oil
resources, derive all or most of their
income from them, and thus do not need
the economic support of the population
through taxation. None of the OPEC
countries fulfill criteria for electoral demo-
cratic procedures set by the Freedom
House organization.20

However, oil is not the only factor
determining the type of political regime in a
country. Samuel Huntington has argued
that in the future, “The great divisions
among humankind and the dominating
source of conflict will be cultural [and]…
the principal conflicts of global politics will
occur between nations and groups of
different civilizations….  The fault lines
between civilizations will be the battle lines
of the future.”21  What is relevant in this
context is that the dominant oil producers
also have common cultural characteristics.
Among the countries one could reasonably
call Islamic, one finds almost 80 percent of
world oil reserves and 40 percent of world
oil production.22  Only 19 percent of
Muslim-majority countries are democra-
cies, compared to 61 percent of the world
total.23  It should also be noted that the
Muslim democracies are outside the Arab
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region; among the members of the Arab
League, none can be regarded as a real
democracy. The Islamic countries are less
free and democratic than the rest of the
world, and among the Islamic countries, the
oil-rich are less free and democratic than
the others. It is reasonable to suggest that
both religion and oil reserves influence the
political regimes of the oil-producing
countries. But despite their similarities in
regime and culture, the Arab oil producers
differ as to what kind of price strategy they
pursue. In particular, the producers with
large oil reserves have a long-term interest
in the oil market
and are thus more
inclined to pursue a
low- or moderate-
oil-price strategy,
compared to small
producers with
limited reserves
who would like to
see a high oil price
in the short term
regardless of the
long-term conse-
quences. There does not seem to be any
link between regime type and production
strategy.  Norway, the world’s third-largest
oil exporter and an electoral democracy,
has on several occasions cooperated with
the OPEC countries in stabilizing the world
oil price. Among the 26 countries with
more than a one-percent share of world oil
production, we find twelve democracies
(three with restricted democratic practice),
five traditional monarchies and six authori-
tarian regimes.24  We can safely conclude
that oil producers come in all kinds of
political shapes. And there is little evidence
for suggesting that oil-producing countries
with certain political regimes or belonging

to certain “civilizations” are more likely to
restrict the supply of oil than others.

The conclusion is that political factors
seem to have little influence on the oil
producers’ willingness to sell oil. However,
there is one political factor that evidently is
very important in determining the oil
producers’ ability to sell oil: warfare.

WAR: THE ULTIMATE POLITICAL
TOOL
As already noted, oil is a highly strategic
resource in times of war. Indeed, victory in
war depends on a sufficient and reliable

supply of oil. But
the question here is
not whether oil can
influence the
outcome of war,
but rather whether
war itself can
influence the oil
market. Steve
Yetiv has collected
data on fifteen
global oil-supply
disruptions since

1951.25  Ten of these are related to intra- or
interstate wars. This shows the intimate
relationship between political conflicts and
oil supplies. Iran or Iraq has been involved
in all armed conflicts between OPEC
members since World War II. The same
two countries have never been on the
same side as any other OPEC member
during the same period, except for the
Kuwait-Iraq War of 1961, in which Iran
supported Kuwait.26

As Figure 1 shows, the effect of the
Iranian Revolution on Iranian oil production
was short-lived, but the effect of the Iran-
Iraq War has been substantial and persis-
tent for both countries. Iran has still, 25

There is little evidence for
suggesting that oil-producing
countries with certain political
regimes or belonging to certain
“civilizations” are more likely
to restrict the supply of oil than
others

Claes48-57.p65 11/10/2005, 7:57 PM54



55

CLAES: THE U.S. AND IRAQ, THE OIL FACTOR

years later, not regained its pre-war
production levels. There are several
reasons for this, not all related to the war.
For instance, the policy of the United
States towards Iran has discouraged the
international oil companies from large-scale
involvement in the Iranian oil sector. Iraq is
in an even sorrier state. Since the Iran-Iraq
War, it has been involved in two additional
conflicts. The Iraq-Kuwait war was short,
but the sanctions imposed afterward have
limited Iraqi oil exports. The 2003 war has
further reduced Iraqi oil exports.

The war against Iraq has made the
international oil market more unstable and
thus increased the price, as the traders
feared future supply disruptions in the
region. In the longer term, however, the
war could have the opposite effect, as the
war and the subsequent regime change
have removed Iraq’s capacity (and perhaps
also ambition) to wage war on its neigh-
bors. This in itself could be an important
factor for future oil-market stability.
Evidently, a more peaceful Middle East
would increase the security of oil supplies
to the world and thus to the United States.
If the Iraqi occupation is regarded as an
appeasement operation, the oil interests
would make sense, not because the United
States gains any control over the Iraqi oil
resources, but because it reduces the risks
of future Iraqi warfare towards other oil
producers.

THE NEW POLITICS OF OIL
Both the political and economic

conditions for U.S. oil policy have changed
dramatically over the last two or three
decades. Current economic conditions
dictate that the oil market cannot be
governed in the same way as before,

whether by oil producers or consumers.
The direct use of political instruments does
not bite as it did in the seventies. Also, the
political conditions in the Middle East have
changed. The Carter Doctrine, increasingly
revitalized in public discussion, had much
more to do with Soviet containment than
with ensuring influence in the oil-rich
Middle East. The Soviet invasion of
Afghanistan was perceived as a potential
first step towards Soviet influence in the
Middle East, thus engendering the asser-
tion, “An attempt by an outside force to
gain control of the Persian Gulf will be
regarded as an assault on the vital interests
of the United States.”27

Oil and politics in the Middle East will
continue to be intertwined. As the market
share of the oil producers around the
Persian Gulf is likely to increase in the long
term, the political stability of this region will
become increasingly important for the
stability of world oil supply and prices. It is
no surprise that the United States, as a
major oil consumer, would want to control
the supply of oil from the Middle East. The
surprise lies in its lack of actual capacity to
do so. We tend to think of the United
States, at least since the end of the Cold
War, as a hegemonic power, implying that it
can control conditions in almost any area of
the world. But the structure of the eco-
nomic system is such that even a hegemon
cannot rationally expect that deliberate
political action can secure oil supply,
influence price setting, or even control
production. In the politics of international
oil, the United States has been a “policy
taker” since the beginning of the 1970s. It
has struggled to compensate for lack of
influence in the marketplace, using what-
ever power it found available: diplomatic
skills, economic rewards and military force.
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Figure 1
Monthly oil production: Iran, Iraq 1973-2004

Source: Petroleum Economist

The use of these instruments has been a
sign of weakness, not strength. In the case
of the war with Iraq, certainty was that
waging war against Saddam Hussein
would likely cripple Iraq’s capacity to wage
war against any of its neighbors. This can
hardly be considered a surefire method of

controlling the oil market. We should not
confuse the fact that the behavior of the
United States influences politics in the
Middle East — it does — with the illusion
that the United States deliberately designs
the future of the international oil market or
the Middle East — it doesn’t.

*This article is based on a paper presented at the International Studies Association 46th Annual Convention,
at Honolulu, Hawaii, in March 2005. I would like to thank the panel chairs, Professor Marie Demker from
Gõteborg University and Professor Helge Hveem from the University of Oslo and in particular the discus-
sant, Professor Thomas J. Biersteker from Brown Unversity for his valuable comments.
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