OIL AND THE IRAQ WAR: HOW THE UNITED STATESCOULD

HAVE EXPECTED TO BENEFIT, AND MIGHT STILL
By John S. Duffield

This article elaborates on the potential oil-related benefits to the United Sates of regime changein
Iraq, especially as they might have appeared prior to the final decision to go to war in late 2002
and early 2003. It first describes the importance of Persian Gulf oil to world oil markets. It then
discusses the nature of the threat posed by Iraq under Saddam Hussein to the other oil-producing
states in the region. In a third section, it identifies the constraints that had hobbled Iraqi oil
production and the potential benefits of removing those constraints. The conclusion considers the

implications for U.S. policy in Irag.

The Bush Administration has offered a variety of
judtifications for its decison to go to war againgt
Irag. Initidly, it emphasized the threat to U.S.
nationa security posed by Irags dleged
possession of wegpons of mass destruction and
ties to internationa terrorists. More recently, it
has stressed the need to promote democracy in
the Middle East. Along the way, it has dso
highlighted Saddam Hussain's despotic rule and
humean rights abuses.

Congpicuoudy  asent  from  these
judtifications has been any discusson of the
possble oil-related benefits. To the contrary,
members of the adminidration have been
virtudly dlent on the subject. The mgor public
statements made by President George W. Bush,
Vice President Richard Cheney, Secretary of
State Colin Powell, or Secretary of Defense
Dondd Rumgdd have contained hardly any
mention of oil. And defenders outsde the
government of the adminigratioris policy have
flatly denied that the war had anything to do with

it!

This dlence on the quedtion of ail is puzzling
in view of what is arguably mogt digtinct about
Irag's circumstances. Other rogue dtates have
been much closer to acquiring nuclear wegpons
than was Iraq in early 2003, and others have had
more extensve ties to anti-American terrorists.
Likewise, a rumber of other states around the
world have falen equdly short of adhering to
democretic principles or have engaged in
meassive human rights abuses. But of dl the ates
where the United States has consdered regime
change, Irag is one of only a few to possess
substantid amounts of ail, and it Sts squardy in
the middle of nearly two-thirds of the world's
proven oil reserves.

Precisdy for this reason, a primay
judtification offered by the U.S. government for
going to war in 1990-91 was the economic
benefits of ending Irads occupation of Kuwait.?
And not surprisngly, critics of the 2003 war,
both in the United States and abroad, frequently
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argued that a principa U.S. motive for deposing
Saddam Hussein was to gain access to Irag's
subgtantid  oil resources and thereby obtain
leverage over world oil supplies and prices®
Indeed, according to a Pew Research Center
poll conducted shortly before the war began, a
magjority of respondents in France (75 percent),
Germany (54 percent), and Russia (76 percent)
agreed with the statement that "the United States
wanted to control Iragi oil."*

Of course, it is possble that oil-relaed
condderations did not play a dgnificant role in
the adminidration's decison to go to war.
Cetanly, despite the problems with the
aguments employed by the adminidration
officids that have been pointed out, a number of
other seemingly plausble raiondes exiged in
early 2003 for taking military action. Moreover,
the adminigration's well-documented failure to
prepare adequatdy for the  subsequent
occupation of Irag suggests a surprisng
dissegard for many other practicd matters

associated with thewar.”
Even if ail did nat figure prominently in the
adminigration’'s  decison-making  process,

however, one should not conclude thet the
potentid  oil-related  consequences  were
unimportant. To the contrary, the United States
could have been expected to benefit Sgnificantly
with regard to ail in at least two ways.

Fird, the dimination of Saeddam Hussain's
regime could have been expected to end once
and for dl Irag's long-standing threat to
dominate ether directly or through coercion the
vast oil resources of the Gulf. Although Iraq may
not have possessed any usable wegpons of mass
destruction or may have been deterred from

usng them by the United States, both the UN
sanctions' regime and the U.S. military presence
in the region were coming under strain and might
not have been expected to contain and deter
Iraq indefinitely.

Second, regime change could have been
expected to free up lrag's subgtantid ail
production potential, which had been atificidly
condrained by war damage, sanctions, and a
lack of investment. Both of these changes could
in turn have been expected to increase the
gability of world oil markets in the medium to
long term.

Of course, the degree to which these
potentia benefits will in fact be redized remains
to be seen. On the one hand, the war has ended
for the foreseegble future the threat posed by
Iraq to its neighbors. On the other hand, the
prospects for rehabilitating and expanding Irag's
oil sector remain uncertain, at least in the short
term. Neverthdess, and regardless of the role ol
may have played in the adminigtratioris prewar
cdculus, the magnitude of the potentid oil-
rlaed benefits give the United States a
continuing interest in helping to ensure that Iraq is
able to rehabilitate and expand its il production
and export capacity.

This aticle eaborates on the potentiad oil-
related benefits to the United States of regime
change in Irag, egpecidly as they might have
gppeared prior to the final decision to go to war
in late 2002 and early 2003. It first describes the
importance of Perdan Gulf ol to world ail
markets. It then discusses the nature of the threat
posed by Iraq under Saddam Hussein to the
other ail-producing satesin the region. In athird
section, it identifies the condraints that had
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hobbled Iragi oil production and the potentia
benefits of removing those condraints. The
concluson condders the implications for U.S.

policy in Iraq.

BACKGROUND: THE IMPORTANCE
OF PERSIAN GULF OIL TO THE
UNITED STATES

In 2002, just prior to the Irag war, the United
States consumed agpproximately  19.7 million
barrels per day (MMBD) of ail. Of this, 10.5
MMBD (53 percent) represented net imports,
but only 2.3 MMBD--12 percent of U.S.
consumption--came from the Midde East®
Nevertheless, the United States could be
severdy affected by a disruption of Persan Gulf
oil supplies through two mechanisms. Firg, such
a diguption would negativey impact the
economies of mgor U.S. trading partners in
Europe and Ada, which ae more heavily
dependent on imported ail in generd and Persan
Gulf al in paticua. An oil-shock induced
recesson in those aress would undoubtedly
ripple through the world economy, with
deleterious effects for levels of production and
employment in the United States, regardless of
the leve of U.S. ail imports.”

Second, even if the United States did not
import a dngle barrd of oil from he Persan
Gulf, asharp increase in the price of oil on world
markets following a disuption of oil supplies
from the region would inevitably cause ail prices
to rise just as much within the United States®
This is because "the United States and the other

mgor oil importers are dl pat of a dngle,
seamless ol market driven by supply and
demand..."® As long as a country dther imports
ggnificant amounts of oil or dlows the price of
domesticaly produced oil to be determined by
world oil markets, it will be vulnerable to the
effects of ail supply interruptions wherever they
may occur. And in 2002, some 41.4 percent of
all oil exports (18.1 of 43.6 MMBD) came from
the Middle East.”

Although leves of oil consumption and
production are notoriousy dfficult to forecadt,
the importance of Persan Gulf ail islikely only to
increase in the coming decades. Globa demand
for oil has risen by some 30 percent over the last
20 years, and in early 2003, the U.S. Energy
Information Adminidration (EIA) projected that
demand would grow from 77.1 MMBD in 2001
to 118.8 MMBD by 2025, a further increase of
more than 41 MMBD or 54 percent.” The EIA
aso predicted that net oil imports by the United
States, Europe, and Japan would grow, with
those of the United States nearly doubling to
19.8 MMBD by 2025.

Smultaneoudy, the Middle East has been
expected to loom ever larger in world ail
markets. According to recent EIA and
Internationa Energy Agency (IEA) projections,
the Middle East's share of totd oil production
(28.4 percent in 2002) may increase to more
than 34 percent in 2025 and then 43 percent in
2030.1 Likewise, the EIA projected that the
share of dl ail exports coming from the Pergan
Gulf would exceed 67 percent by 2020.™
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The man reason for the centrdity of the
Persgan Gulf in these projections is the fact that
nearly two-thirds of the world's proven ail
resarves lie in the region. In 2002, Saudi Arabia
done possessed a quater of al proven ail
reserves (262 hillion barrels), and Iraq itself
ranked second, with nearly 11 percent (112.5
billion bares). Mos of the badance was
provided by Kuwait (9.2 percent), Iran (8.6
percent), and the United Arab Emirates (9.3
percent).”

In view of the importance of Persan Gulf ail
to the United States, it should come as no
aurprise that a principd god of U.S. nationd
security  policy snce World War 1l, and
epecidly since the 1970s, has been to
guarantee access to that oil for the United States
and its dlies, if necessxry through the use of
military force. When this policy wasfirgt publicly
aticulated in the form of the Carter Doctrine in
early 1980, shortly after the Soviet invasion of
Afghanigtan, the ostensible concern was that a
hodile externd power might attempt to gan
control of oil supplies in the region. Especidly
since the end of the cold war, however, the most
likely risks have taken two other forms.

A leading such risk is the danger that one or
more states with control over a substantial share
of world oil exports would atempt to exploit
their market power to raise prices or to exert
politica pressure, mogt likely to the detriment of
the United States. The classic example of the use
of the so-caled"oil weapon" was the 1973 Arab
oil embargo, which demondrated that the
amount of ail involved need not be subgtantid in
order to have mgor effects. In that case, a
temporary reduction in Arab oil production of

less than 25 percent (representing less than ten
percent of globd production) nevertheless
contributed to a four-fold increasein oil prices™®
Smilar fears followed Irag's seizure of Kuwait in
1990, which if uncontested would have left the
former in control of some 20 percent of proven
oil reserves and in a better postion to exercise
coercive influence over Saudi Arabia.

The other risk is that of a sudden disruption
of Perdan Gulf oil supplies asaresult of an intra-
regiond conflict or internd upheavd. Such
disruptions have occurred severd times in the
past, dthough with varying consequences.
Because of the ready availability of dternative
sources of ail, neither the closure of the Suez
Cand in 1956 nor the loss of Iragi and Kuwaiti
production during the 1990-91 Gulf War had a
magjor impact on world oil suppliesand prices. In
contrast, both the Iranian Revolution and the
subsequent  outbreak of the Irantlraqg War
reduced the flow of ail from the region to such
an extent that globa supplies were affected and
prices again increased sharply, more than
doubling in the former ingtance.

ENDING THE IRAQI THREAT TO
DOMINATE GULF REGION

Thefirg way in which the United States might
have been expected to benefit from regime
change was by ending the long-standing Iragi
threst under Saddam Hussein to dominate the
Persan Gulf and its ail resources. In 1980, Iraq
attacked Iran, seeking to exploit the interna
turmail roiling its neighbor to make a variety of
political and territorid gains. Then in 1990, just
two years dfter the concluson of the Irartiraq
War, Irag invaded and quickly occupied
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Kuwait, and it seemed poised to threaten Saudi
Arabiaaswell.

Following the 1991 Gulf War, the threet
posed by Iraq to its neighbors was neutraized
by a combination of UN sanctions and a greetly
increased U.S. military presence in the region.
The former meade it difficult for the country to
reconditute its military power, while the latter
was intended to deter any future Iragi atempts
a aggresson. Nevethdess, many outsde
observers believed that Seddam Hussein had
abandoned neither his ambitions to dominate the
Gulf nor his efforts to develop an arsend of
weapons of mass destruction that would help
him to redize that god. As time passed,
moreover, it was becoming increesingly difficult
to maintain both the sanctions required to limit
Irag's militay power and the U.S militay
presence required to deter its use. Consequently,
as the Bush Adminidration settled into office in
2001, it was possible to imagine that Saddam
Hussein might once again make a bid for regiona
hegemony and control over the Gulfs all
resources if he were dlowed to remain in power.

A. Nature of the Threat

Indeed, prior to the invasion of Iraq in March
2003, members of the Bush Adminigtration
judtified atough U.S. policy primarily in terms of
the threat that Irag posed to the United States
and its mogt fundamental interests. lragq was
described in no uncertain terms as possessing a
substantiad  arsend of weapons of mass
dedruction that might soon include nudear

wegpons, and high-leve officids indsted that
Saddam Hussein would not hesitate to use these
weapons directly once it had the opportunity or
to make them available to terrorists. As Vice-
President Cheney told an audience in Nashville
in August 2002, "Simply dated, there is no
doubt Saddam Hussein has wesgpons of mass
dedtruction. There is no doubt tha he is
amassng them to use againgt our friends, against
our alies, and againg us. And there is no doubt
that his aggressve regiond ambitions will lead
him into future confrontations with his
neighbors."*’

As a result, much has been made of the fact
that no wesgpons of mass destruction have been
found in Iraq. Neverthdess, prior to the war,
U.S. and other Western intelligence agencies
believed that Iraq probably possessed significant
quantities of chemica and biologica weapons
(or the ability to produce them) and that it had an
active nucler weapons program.’* Mot
importantly, many reasonable people feared that
Saddam Hussein would be able to acquire a
formidable arsend of nuclear wegponsin aslittle
as a few years, if left unchecked. Kenneth
Pollack, a former CIA and NSC officid,
presented one of the most compelling cases for
military action. In his view, Irag had essentidly
figured out how to build nuclear weapons, had
been able to hang on to most of the knowledge
and equipment that it needed, and was probably
working to enrich uranium. Consequently,
according to German and U.S. inteligence
estimates he cited, Iraq might have been able to
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make a nuclear wegpon in as few asthreeto five
years. And, Pollack concluded, if Irag was able
to buy enriched uranium, as it gppeared to be
attempting to do, "it could probably build a
workable devicein ayear or two."*

Largely overlooked in the debates over Irag's
wegpons of mass destruction (WMD),
moreover, were the countrys conventiond
military capabilities. Yet these, too, posed a
sgnificant potentid threet to its neighbors, just as
they had in the past. As Pollack also observed,
"Despite the devadtation of the Gulf War and
sanctions, Iragi forces remain large enough to
give them an edge over any single Persan Gulf
state or any combination of them.... Moreover,
Iragi forces possess a qualitative edge over the
Perdan Gulf dates that magnify their quantitative
advantage!® To be sure, the Gulf War and
subsequent UN  sanctions had exacted a
condderable toll, especidly in the aea of
logidtics. As areault, "lrag amost certainly ha[d]
log the ability to mount sustained ground
offendves that could thresten GCC all
production beyond Kuwait and, perhaps,
northernmost Saudi Arabia."** Nevertheless, he
continued, in the absence of U.S. forces, the
Republican Guards could probably overrun
Kuwait again as they did in 1990, dbeit with
greater difficulty because of the date of Iragi
logidtics. Iragi forces might be able to undertake
amilarly limited operations versus Saudi Arabig,
Jordan, and Iran, athough they probably could
not replicate the multi-corps offensves they
staged againgt Iran in 1988. Thus, Pollack
concluded, "Even in ther current weskened
state, Irags [conventiond] capabilities would
pose a sgnificant threet to regiond stability if the

United States were ever to pull its forces out of
the region."#

Wha might Saddam Hussein have been
expected to do with such an arsend? Even with
nuclear weapons, it is amost inconceivable that
he would have tried to atack directly the United
States or any of its traditiona dlies, including
Isradl. Such an attack would certainly have been
met by a devadtating response. Hardly more
likdy wes the posshility that Saddam would
have provided weapons of mass destruction to
terrorigts bent on gtriking the United States. Any
wegpons so used might well have been traced
back to their source, prompting no less
devadtating a retdiaion, and even if no direct
link could have been found, U.S. officids are
likely, with some judtification, to have blamed
Saddam and responded accordingly. Thus,
Pollack flatly concluded, "Terroriam is the leest
of the threats posed by Iraq to the interests of
the United States” and "Saddam Hussain is not
likely to give weapons of mass destruction to
terrorists."*

Insteed, the far more likely scenario was that
Iraq would have sought to use its weapons to
dominate the Middle East, and especidly its oil-
rich neighbors, as evidenced not leest by its
previous behavior. In Pollack's view, "Saddam
Hussein [was| determined to overturn the status
quo to make himsdf the hegemon of the Persan
Gulf region and the leader of the Ardb
world...."** Likewise, Vice Presdent Cheney
agued in his August 2002 Nashville speech,
"Armed with an arsend of these wegpons of
terror, and seated atop ten percent of the
world's il reserves, Saddam Hussein could then
be expected to seek domination of the entire
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Middle East [and] take control of a great portion
of theworld's energy supplies...'”®

If Saddam Hussein achieved this objective,
Pollack noted, "He [would] use this power to
advance Irag's politica interests, even to the
detriment of its economic interests and the
world's... If Saddam Hussein were ever to
control the Persan Gulf oil resources, his past
record suggests that he would be willing to cut or
even hdt ol exports dtogether whenever it
suited him, in order to force concessons from his
fellow Arabs, Europe, the United States, or the
world as a whole." ® And even if he faled, he
could Hill wresk consderable havoc on the
region and world oil supplies Thus, Cheney
concluded in a retrospective defense of the
decison to go to war, "had we followed the
counsd of inaction, the Iragi regime would ill
be a menace to its neighbors and a destabilizing
forcein the Middle East."?’

B. Growing Difficulties with Containing and
Deterring lraq

Fortunately, Saddam had not yet been able
to redize hisambition of regiond hegemony. Iran
had managed to reverse its initid losses in the
Iran-Iraqg War, and the United States and others
had intervened decisively to roll back the Irag
occupation of Kuwait. Subsequently, the UN
mandated the destruction of Irags WMD,
imposed ingpections to verify Iragi compliance,
and erected a tough sanctions regime to prevent
Iraq from recondituting its conventiond and
unconventional military capabilities. In addition,

the United States had established a sgnificant
military presence in the Gulf designed to deter
ary future Iragi acts of aggression.

For the better part of a decade, these
measures were largely successful a neutrdizing
the Iragi threat. In the late 1990s, however, UN
ingpections were ended and, as time wore on,
the sanctions regime and important components
of the U.S. military presence had become
increasingly difficult to maintain. As a result, one
could agan imagine a time when Saddam
Hussain would once more be free to pursue his
god of domingting the Gullf.

A number of countries induding some
permanent members of the UN Security Council,
had never been enthusiagtic about the sanctions
in view of the costs they imposed and the lost
economic opportunities they represented. And
over the years, the sanctions had come under
increedng internationd criticiam because of the
humanitarian criss that they were dlegedly
causng in Irag. In the mid-1990s, the Security
Council had made a serious attempt to address
the latter problem by alowing Irag to export a
consderable amount of oil in order © earn the
foreign exchange required to purchase
foodduffs, medicines, and other humanitarian
supplies abroad, the so-cdled "ol for food'
program. But the crisis did not seem to abate, in
no smdl pat because of Saddam's deft
manipulation of the sanctions, and pressure
continued to grow to diminate or at least dilute
the sanctions substantialy. Thus in December
1999, the Security Council lifted the cap on the
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anount of ol lrag could sl and grealy
expanded the types of goods it could import.

At the same time, Saddam Hussan was
proving increesingly adept a evading the
sanctions. Iraq was able to divert a rapidly
growing amount of oil from legitimate sdes via
the ail for food program to smuggling by truck,
pipeline, and boat. In 1999, according to
Kenneth Pollack, the United States estimated
that only about five percent of Irag'soil revenues
were skirting the UN system, wheress just two
years later, that share had grown to roughly 20
percent.?® Smultaneoudy, Irag had dso
managed since 2000 to skim money from the
legitimate oil sdles by demanding surcharges on
each barrd of sold. All told, Pollack estimated,
"Whereas as recently as 1999, Saddam'sregime
netted only about $350 million [outside the ail
for food program], in 2002 it will rake in $2.5-3
billion, representing 15-22 percent of dl Iraqgi
revenue."””® This was a vast sum tha Saddam
could spend however he liked, and Iraq was
"using the money to import prohibited items for
its conventiona military and WMD programs.®

In the face of these mounting chalenges to
the sanctions regime, the Bush Adminigtration
pursued a two-prong strategy. On the one hand,
it agreed to loosen further redtrictions on the
import of civilian goods while atempting to
ensure that items with overt military gpplications
remained blocked in order to blunt the pressure
to end sanctions atogether. On the other hand, it
sought to dedl with the problem of smuggling by
bringing illegd ol shipments within the UN
program. By mid-2002, however, both efforts
had floundered in the face of determined
oppogtion to any toughening of the sanctions

from Russa, France, and China, which favored
even looser redtrictions, and the Security Council
could agree on no more than narrowing the list of
prohibited dual-use items™

As areault, U.S. officids could not count on
the sanctions regime to reman effective a
containing Saddans military power indefinitely.
To the contrary, according to Pollack, “the
changes the UN agreed to in the spring of
2002... [Would] probably dlow Iraq to make a
patid recovery of its Gulf Wa militay
drength.... Within a period of as little as three to
five years, Iragi may be able to recover its
former logistical prowess...."*

Of course, arobust U.S. military presence in
the Guif region might have been sufficient to
keep even a drengthening Irag in check,
athough there was some question as to whether
it could deter a nuclear-armed Saddam Hussain.
In any case, however, the difficulties of
mantaning the caiticd American military
presence were growing. The problem was most
acute in Saudi Arabia, where U.S. military
facilities had aready been subjected to attacks.
In fact, the U.S. presence in the land of Idam's
two holiest shrines was stoking anti-American
sentiment throughout the Mudim world, as well
as criticism of the Saudi ruling family. Indeed,
Usama bin Ladin had cited it as a mgor reason
for hiswar againg the United States.

One immediate consequence of this growing
antipathy was the impaosition of restrictions on
how U.S. forces in the region could be
employed. Most prominently, Saudi Arabia
inggted in 2001 that American bases on its ol
not be used to carry out ar drikes againg the
Tdiban in Afghanigtan, dthough it did dlow the
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United States to use the command and control
center a Prince Sultan airbase to coordinate the
ar campaign.®® More fundamentdly, it raised
questions about the long-term vidhility of the
American military presence. Indeed, regiond
expert Gregory Gause concluded, "After the
attacks of September 11, 2002, an American
military presence in the kingdom [was] no longer
sudaneble in the political sysem of either the
United States or Saudi Arabia"** Consequently,
as Kenneth Pollack wrote in mid-2003, "The
best way for the United States b address the
rise of terrorism and the threst of internd
ingability in Saudi Arabia and the other GCC
states would be to reduce its military presencein
the region to the absolute minimum, or even to
withdraw entirely."*

Instead, the United States would haveto rely
increesngly “on the smaler gulf monarchies to
provide the infrastructure for its military presence
in the region."*® It had aready made use of these
countries, especidly Kuwait and Bahrain, which
had hosted U.S. forces, and there were severd
reasons to expect grester acceptance of the
American military in those gates than in Saudi
Arabia. Neverthdess, an American presence
there was not unproblematic, and Gause
concluded, "A close military association with the
United States might become more difficult to
sugtain domedticdly in the future." Public opinion,
where it could be measured, held unfavorable
views of U.S. policiesin the region, and dections
were expected to result in parliaments that were
less supportive of U.S. policy objectives than

were the ruling regimes®’

In view of these developments, it became
reesonable to fear that the politicd-military
edifice erected to contain and deter Irag
following the Gulf War might not lagt. Ingteed, it
would become increasngly difficult to prevent
Iraq from acquiring wegpons of mass destruction
and from embarking once again upon the peth of
regiond domination,  with  tumultuous
consequences for world oil markets. Indeed, this
danger was recognized by Rumsfdd and a
number of other future high-levd Bush
Adminigration officids in a January 1998 letter
to President Clinton:

If Saddam does acquire the capability to
deliver wegpons of mass destruction, as
he is dmost certain to do if we continue
along the present course, the safety d
American troops in the region, of our
friends and dlies like Isad and the
moderate Arab states, and a significant
portion of the world's supply of oil will
al be put at hazard (emphasis added).®

The only sure way to avoid this highly
undesirable outcome would be to make certain
that Saddam did not outlast the UN sanctions
regime and the U.S. military presence.

FREEING UP IRAQI OIL PRODUCTION
A second generd way in which the United

States might have been expected to benefit from

the remova of Saddam Hussein was through the
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effect such a move might have on Iragi oil
production and exports.

A. Irag's Oil Production Potential

By dl accounts, Irag has had the potentid to
be one of the world's largest oil producers and
exporters. In 2002, it possessed the second-
largest proven oil reserves, approximatdy 112
billion barrels, and its probable and possible
reserves have been edimated as high as 220
billion barrds. Ninety percent of the country,
including mogt of its Western desert, has not
been explored. Of the 74 ail fidds--induding
nine supergiant fields-that had been discovered
and evduated as of 2002, moreover, only 15,
containing less than 40 billion bards, had
actually been developed.® In short, "Irag is one
of the few countries where giant and even
supergiant fidds have been discovered but
remain undeveloped and where the probability of
further discoveries is among the highest."*°

Not only does Irag boast subgtantia
untapped reserves, but its oil exploration,
development, and production cogts are among
the lowest. Because Irag's ail is often close to
the surface, it is more eadly accessible then in
many pats of the world, and it has been
necessary to drill only a rdativey smal number
of wels--gpproximatdy 2,300 in dl of Irag
compared with about one million in Texas done-
-to exploit it.** According to one estimate, the
cog of future expanson around the exising
mgor fidds should be in the region of $1.9
billion per MMBD of production capacity in the
south and $950 million per MMBD in the north.
New production capecity in other discovered
fields would cost $3-4 hillion per MMBD and

should not exceed $5 billion per MMBD.* And
once the wdls are in the ground, Iragi oil cods
aslittle asadollar per barrd to produce.”®

Nevertheless, for political reasons, Irag's oil
potentid was developed reatively dowly. In
1961, shortly after gaining its independence, Irag
revoked amogt the entire oil concession held by
the privately owned Iragq Petroleum Company.
Asareault, foreign investment in new exploration
and production virtudly stopped, and Iragi
output edged up only gradudly through the
1960s, achieving an annud rate of just 1.55
MMBD in 1970.* It was only &fter the ail
industry was ndiondized in the 1970s that
investment resumed, resulting in new discoveries
and rapid growth in production, which reached
3.7MMBD in 1979.*

B. Constraints on Iragi Oil Production under
Saddam Hussein

Since then, however, Iragi oil production has
labored under a number of condraints, which
have caused it to remain far short of its potential.
The firgt of these condraints was the damage
inflicted on lIrags ail infrastructure during the
was initisted by Saddam Hussein. During the
ealy weeks of the Iranlrag War, lrag's
deepwater oil termind a AFBakr in the Perdan
Gulf was sarioudy dissbled*® As a result, Iragi
oil exports plummeted from over 3 MMBD to
less than 1 MMBD in 1981, and Iraq woud be
unable to make oil shipments from its Gulf
terminasfor eight years’

Following the concluson of the Irantlrag
War, Iraq set about reparing the remaining
damage, and its oil exports grew rapidly. In
1990, the level of production reached 3.5
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MMBD, jugt shy of the dl-time high of 1979.
Hardly had the Iraqi oil industry recovered from
that war, however, than it received an even more
devagtating blow during the 1991 Gulf War.
According to the EIA, an estimated 60 percent
of the Northern Oil Company's facdilities were
damaged in the conflict, and the southern ail
industry was decimated® Overdl, by one
estimate, U.S.-led bombing during the Gulf War
cut Irag's production capacity to 1.1 MMBD.*

In theory, much of the damage incurred
during the Gulf War could have been quickly
repaired, just a it had been during and
immediately after the Iranirag War. This time,
however, repar and recongtruction were
obstructed by the comprehensive UN sanctions
imposed on Iraq in 1990 and |&ft in place after
the war. The sanctions prevented Irag from
obtaining the latest technology, spare parts, and
fordgn investment for its oil fields™ Even after
Iraq was authorized to spend up to $600 million
per year on spare parts and equipment under the
oil-for-food program, the actud deivery was
largdly ddayed on account of redrictions
imposed by the UN Sanctions Committee.® As
one report bluntly concluded, "After two major
wars and a decade of sanctions, Irags oil
industry is in desperate need of repair and
investment.">

As a result of these condrants, Irags oil
production capacity remained wel beow its
potentia, and was even fdling in the late 1990s
and early 2000s. A sgnificant number of wells
had ceased production, and many of those had

suffered irreparable  damage™® Jus months
before the 2003 Irag war, a Council on Foreign
Relations/Baker Indtitute report estimated Irag's
sugtainable oil production capacity a no higher
than 2.6 to 2.8 MMBD, with production levels
declining by 100,000 bards per day each
year.> And a secret government task force
established in fal 2002 offered an even blesker
assessment, pegging Irag's production capacity
a only 2.1t0 2.4 MMBD.*

The gtuation was not helped by Saddam
Hussan's attempts to manipulate Iragi oil for
political advantage. As recently as early 2002,
he had temporarily suspended oil exports in
order to exert pressure on the United States and
lsradl.>® In the process, "Iraq [had] severdy
teted the redlience of its oil fidds by
gooradicdly shutting down oil exports for
political ressons over the past two years."’

C. Future Oil Production Scenarios

By 2002, if not much earlier, it had become
clear that the quicket way to remove the
congraints that had hobbled Iraqgi oil production
was to remove Saddam Hussein from power.
Regime change could occasion the lifting of the
UN sanctions and, perhaps even more
importantly, facilitate a resumption of invesment
in exploration and development. It would aso
mean the end of Saddam'’s manipulation of Iragi
oil production and exports for politica purposes.

Although the impact on Iragi oil production
would not be fdt overnight, many experts
edimated that a Sgnificant increase could be
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effected in a rdatively short amount of time by
higorical standards. As a first step, Irag's pre-
exising production capacity of gpproximatey
3.5 MMBD would have to be restored, but this
could be accomplished in just 18 months to three
yeassa

Beyond that, estimates varied consderably,
but dl foresaw a further sgnificant increase in
Irag's oil production capacity. At the low end,
the Middle East Economic Survey estimated that
Iraq could reach a production capecity of 4.5
6.0 MMBD within seven years™ Energy expert
Danid Yergin noted that Iragi production could
rise to 5.5 MMBD sometime after 2010.° And
foomer Irag Oil Miniger Issam Chdabi
esimated that, with the right invesments, Iraq
could be producing around 6 MMBD by the end
of the decade.® Under any of these scenarios,
Irag would become the fourth-largest producer
and third largest exporter of oil in the world.

Others offered even more optimigtic views of
Irag's production potentia. Former Iraq
Undersecretary of Oil Fadhil Chalabi estimated
theat, with sufficient foreign invesment, Irag's
production capacity could be increased to 7
MMBD within five years and 8 MMBD over Six
to eight years® In the longer term, he ventured,
"A totdly rehabilitated and sanctions-free Irag
could expand its production capacity way
beyond 8 [MMBD], essly resching 10
[MMBD], and theoreticaly even 12 [MMBD]
under certan conditions..."® Likewise, former
Vice-Presdent and Executive Director of the
Irag Nationa Oil Company (INOC) Tariq
Shefiq, estimated after the war that Irag's
present proven reserves could support a
production rate of 10 MMBD and 12 MMBD

as new potential reserves were brought in.**
D. Benefits of Increased Iragi Oil Production

Freeing up Irag's tremendous oil production
potential could have been expected to result in
severd dgnificant benefits. Firg, it could hdp to
meet anticipated growth in the world demand for
oll. Although demand had dagnaed for a
decade following the price hikes of 1973, it
resumed its upward course in 1983, growing by
more than 30 percent (17.9 MMBD) by 2002.
Of that growth, more than hdf was met by
additiond production in the Middle East. A
amilar patern was expected during the first
quarter of the 21% century. In late 2001, the EIA
estimated that globa oil consumption would rise
from 77.1 MMBD to 118.8 MMBD in 2025, an
increase of 54 percent. At the same time, it
estimated that 48 percent of the increase in
production required to meet that demand would
come from the Pergan Gulf, which would see its
output nearly double, from 20.6 MMBD to 40.5
MMBD.® "If such forecasts are to be believed,”
Fadhil Chdabi commented in 2000, "the
expanson of Iragi oil production would be a
prerequisite for satisfying world oil demand."®

A possible related benefit of freeing up Irag's
production potentia would take the form of a
more dable world oil market through the
cregtion of grester redundancy in oil supplies
and, idedly, additionad excess production
capacity. Given the short-terem indadticity of
demand for ail, the price is highly sengtive to
fluctuations in supply. As noted above a
temporary reduction in oil supplies of less than
ten percent in 1973 precipitated a four-fold
increase in ail prices, and a brief but sharp drop
in Iranian production prompted another doubling
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of oil pricesin 1979.

Since the late 1970s, Saudi Arabia has
generaly sought to use its excess production
capecity to gtabilize the oil market and prevent
dramatic price increeses by incressng
production whenever supplies were disrupted
elsawhere (more on this below). Beginning inthe
early 1990s, however, the kingdom had been
producing at annua average rates (8.7 to 9.4
MMBD) within 1 to 2 MMBD of its totd
cgpacity, which limited its ability to respond to
unexpected supply disruptions. More generdly,
as an authoritative 2001 report on energy policy
noted, strong economic growth across the globe
and new globa demands for more energy have
meant the end of sustained surplus capacity in
hydrocarbon fuels and the beginning of capacity
limitations. In fact, the world is precarioudy
close to utilizing dl of its avalable globa ail
production capacity, raisng the chances of an
ol-supply crigs with more substantiad
consequences than seen in three decades.®’

At the same time, the potentid for supply
disuptions--and  concomitant sharp price
increases--seemed as great as ever. As one
long-time observer of the oil markets remarked
in early 2004, "A number of OPEC members
(and for that matter non-OPEC producers as
wdl) are suffering from internd socio-economic
aswdl asinternd and externd politica pressures
which could boil over and, a aminimum, lead to
temporary supply disruptions."®®

Mogt importantly, growing tensons within
Saudi Arabia itsdf had begun to cdl into

guestion the kingdomis very dbility to maintan
output at existing, not to mention higher, levels.
Although this internd threst has become much
more vigble snce the war, with high-profile
terrorist attacks againgt nonU.S. targets, it was
present well beforehand. Since the early 1980s,
a combination of rapid population growth and
declining oil revenue has resulted in economic
dagnation, fdling living standards, and risng
unemployment. And in the last decade, the
dready subgantiad potentid for  politica
discontent had been reinforced by growing
hodtility toward the regime on the part of Idamic
fundamentaists. Indeed, "one of Usama hbin
Ladin's chief gods is toppling the Saudi
monarchy, which he regards as corrupt and un-
Idamic because it is dlied with the United States
and has dlowed American troops to be
dtationed there since the Gulf War."®®

To be sure, some Saudi experts have been
more optimistic about the prospects for
continued gtability in the kingdom. "Right now,"
Greg Gause wrote shortly after the Iraq war
began, "the Al Saud face no serious chdlenge to
their rule in Arabia""® Nevertheless, the potentia
cosgs of an upheavd in Saudi Arabia have
dictated that the risks be taken very serioudly.
As Fadhil Chdab observed with some
understatement, "If anything happened to Saudi
ail, there would be great oil market disruption.””
Or, in the blunt words of Herbert Franssen, "in
case of amgor and prolonged supply disruption
in Saudi Arabia, the world would not be able to
cope...""
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In this context, a Sgnificant increase in Irag
oil production capacity could have been seen as
necessxy to help avert a potentid future oil
crigs. Given its tremendous production potentid,
Iraq is perhaps uniquely postioned to help to
buffer the world oil supply in the event of such a
contingency. Speeking just before the beginning
of the war, Fadhil Chaabi reportedly stated "that
Iragi ol [ig important as the only dterntive
source of ail reserves of sufficient magnitude to
compare with Saudi Arabia's, and that increased
Iragi production cgoacity could be seen as
establishing a more stabilized and secure system
of supplies" Likewise, an unnamed U.S.
diplomatic source told an interviewer tha "a
rehabilitated Iraq is the only sound long-term
drategic dternative to Saudi Arabia"™

E. Reducing Saudi Influence over World Oil
Markets

Even if worries about politicd ingtability in
Saudi Arabia have been exaggerated and the
House of Saud is able to surmount pescefully the
internd chdlengesto its rule, freeing up Irag'sail
production might have been expected to benefit
the United States in yet another way. For at least
a decade, Saudi Arabia has possessed the
greatest oil production capacity--estimated at
10.0-10.5 MMBD--of ay country.”™ Unique
among oil producers, however, actud Saud
production levedls have typicdly been
ubgtantidly lower, leaving a sgnificant amount
of excess production capecity. Although the
precise amount has been a well kept secret and
has in any case varied with production levds, it
has generdly amounted © a leest hdf of dl the
surplus capacity in the world and an even higher

percentage of that held by OPEC countries. As
Morse and Richard noted in 2002, Saudi
Arabia's "spare capacity is usudly ample enough
to entirdy displace the production of another
large ail-exporting country."” In addition, Saudi
Arabia can rase and lower output levels
raivdy quickly.”

This subgtantid amount of surplus capacity
hes afforded Saudi Arabia unrivaled influence in
world oil markets. One way that the kingdom
has employed it has been by dabilizing the
market and preventing sharp price increases
during times of uncertainty about supply or in
response to actua supply disruptions. In the
words of J. Robinson West, the president of the
Petroleum Finance Co., "The Saudis are the
centrd bank of oil. They provide gability and
liquidity to the market."”®

Saudi Arabia has used its surplus capacity in
this way on several occasions. In late 1978 and
again in 1980, it raised its oil production to as
much as 10.4 MMBD to compensate first for
the disruption of Iranian oil production caused by
the Iranian Revolution and then the loss of both
Iranian and Iragi oil production following the
outbregk of the Iranlrag War in 1980. In
response to the remova of Iragi and Kuwaiti all
from the market in 1990, Saudi Arabiaincreased
its output by more than 3 MMBD between
August and December of that year. And during
the firs months of 2003, Saudi Arabia raised
production by over 1 MMBD--to perhaps as
much as 10.0 MMBD--to help compensate for
losses from Venezuela, Nigeria, and then Irag. ™

Successve U.S. governments have generdly
been supportive of and even encouraged this
role, if only because no other potential market
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dabilizer was available. Neverthdess, U.S.
rdiance on Saudi Arabia to stabilize world ol
markets has imposed costs and risks, which
have seemed to grow only more acute in recent
years. In the first place, this dependence has
placed condraints on other aspects of U.S.
policy toward the kingdom and the egion. In
paticular, it has limited the ability of the United
States to criticize Saudi policies and to promote
desired domestic political, economic, and socia
reforms.

In addition, Saudi Arabia's spare capacity
has given it a degree of influence wer the ail
market and other oil producers that has not
aways conformed to U.S. interests. On at least
three occasons since the mid-1980s, Saudi
Arabia has sought to deter or punish production
increases by other large exporters by flooding
the market with its own rdaively inexpensve
output, thereby undercutting the competition.®
Although the cogt of ail hes fdlen in the short
term, the long-term effect has been to discourage
new invesment and excess production and
thereby prop up prices. Thus in the words of
veteran oil market watchers Morse and Richard,
Saudi spare capacity "is the energy equivaent of
nuclear wegpons, a powerful deterrent against
those who try to chalenge Saudi leadership and
Saudi goals."8

The wisdom of relying on Saudi Arabiawas
further cdled into question in the wake of the
terrorist  attacks of September 11, 2001
Americans were shocked by the fact that a
majority of the hijackers were Saudi nationals,

and they have been troubled by Saudi Arabia's
mixed record of cooperation with the United
States in the war on terrorism.® Perhaps most
disurbing of al has been the discovery that “for
years, individuads and charities based in Saudi
Arabia have been the most important source of
funds for d-Qalida; and for years, Saudi officids
have turned a blind eye to the problem."®3

Indeed, the events of September 11 may
have precipitated a sea change in U.S. attitudes
toward Saudi Arabia. At the public leve, "many
Americans now perceve Saudi Arabia as a
hotbed of Idamic faretics bent on destroying the
West."® And within the government, a number
of members of Congress and a faction of the
nationd security  establishment now  "believe
Saudi Arabiais an unreliable dly that exerts too
much influence over U.S. foreign policy."® Thus,
as Washington Post columnist Michael Dobbs
wrote shortly before the invason of Irag, "The
Bush adminigtration does not want to be held
hostage to a potentidly Arab country rife with
anti- Americanism that has previoudy used oil as
awegpon against the United States."®

In this context, the possibility of building up
Iraq as an oil-producing counterweight to Saudi
Arabia could have appeared very attractive.
Perhaps few in the adminigration would have
gone s0 far as to agree with Jay Mandle that "a
U.S.-Iraq war would acquire a compliant swing
producer in one blow."®’ But it would have been
tempting to believe the assessment published in
the New York Times just months before the war
that, "revived by the lifting of sanctions and a
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flow of foreign invesment, Irag's production
could rivd Saudi Arabids in five to seven
years."®® And as the controversa July 2002
briefing by a Rand andys for the Defense
Advisory Board, which described Saudi Arabia
as the "kernd of evil" in the Middle Eas,
concluded, a pro-Western Iraq could reduce
U.S. dependence on Saudi energy exports and
enable the United States to force the monarchy
to crack down on financing and support for
terrorism within its boundaries.®

CAVEATS

Some people are likely to be skepticd of the
preceding andysis, if only because thereis as yet
little or no evidence that such consderations
actudly influenced U.S. decison making in the
run-up to the Irag war. More importantly, a
number of questions could have been--and 4ill
can be--raised about whether the United States
could have truly expected to benefit, in the ways
dleged above, from ending Saddam Hussein's
regime.
A. Limitations on the Need for Iraqgi Oil

The firg question that might have been raised
is whether additiond Iragi oil production was
redly necessary. On the one hand, estimates of
future demand for ol could have been
exaggerated. On the other hand, it might have
been possible to meet even a substantial growth
in globa consumption with increased production
in other parts of the world. In this regard,
particular attention has been devoted in recent
yearsto the oil- producing potentid of Russaand
the Caspian region.

As noted above, the EIA edtimated in early
2003, in its mogt likely or reference case, that

globa ol consumption would rise from 77.1
MMBD to 118.8 MMBD in 2025, a 54 percent
increase. For a variety of reasons, forecasts of
future oil consumption are unrdiable and subject
to revison. For this reason, the EIA aso offers
projections that assume higher and lower levels
of economic growth than are assumed in the
reference case. Its January 2003 estimate for the
low economic growth case forecast an increase
in consumption to 98.8 MMBD in 2025, or 28
percent. Even this low forecast was nearly as
gregt in reldive terms as--and was greater in
absolute terms than-the growth in  ail
consumption that took place over the nearly 20-
year period between 1982 and 2002. The
projection in the high-growth case, which should
be no less likely than the low growth case, was
for 145.7 MMBD in 2025, or an increase of 89
percent.

Thus, even in the low growth case the
demand for oil was expected to increase by
more than 20 MMBD by 2025, and in the
reference case, by more than 40 MMBD.
Where would this additiona oil comefrom? One
important potential source was Russa, where
production had been increasing by some 500
kbd per year and reached 8.6 MMBD in mid-
2003. As a result, by 2003 Russia had become
the second largest exporter after Saudi Arabia,
with some 4 MMBD in exports, and a further
expangon of exports by nearly 2 MMBD by the
end of the decade seemed possble® Thus
Morse and Richard argued that "with more
efficent energy use in Russa and additiond
foreign invesment, oil and gas production from
the former Soviet Union could well teke the
lion's share of new market growth for a decade
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or longer."*

But as Telhami and Hill noted, "Russia cannot
ever digplace the Middle East as the world's
primary supplier of ail...."** In 2002, Russia had
only 60 billion barrds in proven oil resarves, far
less than either Irag, Iran, Kuwait, or the UAE,
not to mention Saudi Arabia®® Thus, according
to the 2003 EIA forecast for the reference case,
nearly haf of the additional 2025 production
(19.9 of 41.3 MMBD) would come from the
Persian Gulf, whereas the increased production
in the former Soviet Union (indluding Russa and
the Caspian region) would amount to only 7.1
MMBD.** Moreover, "Rusids uncertain tax
and legd regimes [had] created disincentives to
foreign and even domedtic investment,” and the
relaively high cos of new Russan ol would
make continued production expansion more
vulnerable there than in the Persan Gulf to
fluctuations in oil prices™

In the Gulf itsdf, the EIA had regulaly
edtimated that the bulk of the required growth in
production capacity would be created in Saudi
Arabia Indeed, in ealy 2003, the EIA
projected that Saudi capacity would increase
from 10.2 MMBD in 2001 to between 17.6 and
30.3 MMBD in 2025 But such dramatic
growth in Saudi capacity and associated output
could have been expected only to exacerbate the
problems associated with U.S. dependence on
the Saudis. Conversdly, doubts have recently
arisen about Saudi Arabia's willingness or &bility
to come anywhere near these targets, resulting in
a potentidly large gap between globd oil supply

and demand”” Thus substantid additiondl
amounts of Iragi oil should dmost certainly have
been seen as necessary or highly desirable.

B. Foreseeable Obstacles to Increasng Iraq
Production Capacity

A second important question that could have
been asked is whether Iraq could actudly redize
itsail production and export potentid. Above dl,
repar of the exiding oil infragructure and
especidly the development of new ail fidds were
expected to require substantial sums of money.
Prewar edtimates for the cost of restoring
production to levels of 3.0-3.5 MMBD ran as
high as $5 hillion to $7 hillion, while the cost of
further expanding production capacity to a total
of just 6 MMBD had been put at up to $30-40
billion.® Yet in the short to medium term, Iragi
authorities were expected to have rdatively little
money to invest in the oil sector, given other
pressng humanitaian and  recongtruction
needs.® Thus, Fadhil Chalabi argued, "in order
to secure capita, good management, and good
market outlets, Iragq would have to dlow the
participation of foreign oil companies...and dlow
a least partid privatization."®

There was no guarantee, however, that
foreign investment, especidly in the required
amounts, would be forthcoming. Iragis were
expected to be rductant to alow internationd oil
companies back in to the country. At least within
the Iragi oil bureaucracy, according lssam
Chalabi, there was "close to unenimity "that
"naturdl resources should remain under the
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overeignty of the state™ And even if foreign
investors were welcomed, they were not
expected to come in ggnificant numbers until
Security was restored, the political Stuation was
clarified, and adequate legd protections were in
place. 102

Neverthdess, once the right conditions were
cregted, foreign investors were likdly to find the
opportunities irresdtible. As Barnes, Jdffe, and
Morse have noted, "Under optimd
circumstances, Irag could be very dttractive to
foreign investors, not leest because of its low
production costs and proximity to both the
Persan Gulf and Mediterranean Sea, giving it
easy access to magor European and Asan
markets."'® Even under Saddam, a number of
foreign ol companies, manly from France,
Russa, and China, had reportedly signed
exploration, development, and production dedls
with Iraq totding an estimated $38 billion.™
This invesment was expected to result in an
increase in lrags production capacity of up to
4.7 MMBD, or enough to amortize the cogts
vary quickly.'®

And even if ggnificant foregn investment was
not forthcoming, a future Iragi government might
have been expected to have little difficulty raising
the necessary funds on its own. As Shafig, has
noted:

An invesment cogt by the nationd oil
company of the order of $5,000 per
[barrel per day] would be recovered in
seven months of production at a price of
$24. Under normd conditions, the
necessary capita could be borrowed
from finendd inditutions. Production

cagpacity would be built in stages in such
away that the capita inflow pays for the
invesment and origind debt, dong a
predetermined time scde....The ol
industry elsawhere has been built on a
80-90% loan bass, and there is no
reason for Iragsindustry not to consder
this as one way to proceed'®

C. International Political Constraints on
Iragi Oil Production

Even if Irag were to increese its ail
production capacity substartialy, perhaps to the
point where it serioudy rivaled tha of Saudi
Arabia, one could nevertheless have questioned
whether externa political considerations would
have made Irag rductant to exploit this capacity
fully. Fird, it was widely expected that any new
Iragi government would remain in OPEC, of
which Irag was a founding member. Doing s0
would both help the country edtablish its
nationdis credentids and mantan good
relaions with its oil-producing neighbors.*®” And
dthough Iragi ol output had not been
constrained by OPEC quotas in recent years, it
was likely to be brought back into the quota
system as production increased.

Neverthelesss, OPEC production ceiling
dlocations are subject to renegotiation, and a
future Iragi government could make a compelling
case for receiving a higher share than it did in the
past (gpproximately 3.2 MMBD). After dl,
Saudi Arabia, with a comparable number of
citizens, has enjoyed a quota of a least 7
MMBD (and usudly more than 8 MMBD) since
1991," and the Iragi population hes suffered
from years of unpardleled economic privation.
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Even if humanitarian arguments and pleas for
equity were to fal on deef ears, moreover, Irag
could in the longer term use the thresat to flood
the markets inherent in a growing production
cgpacity to bargain for a sgnificant increase in its
quota

Alternatively, if Iraq were to disregard its
production quota or to leave OPEC dtogether, it
would have to contend with possble adverse
responses of other member states. Until Irag
built up sufficient export facilities of its own, for
example, its neighbors could punish it by refusing
to adlow Iragi oil to be piped or transported
through ther territories. Moreover, as one
commentary noted, the Shelkhs in Riyadh are
not going to want the Iragis getting too uppity.
And in order to teach the new Iragi oil powers a
lesson, the Saudis could well boost production
sgnificantly and dlow prices to come down
sharply. That in turn would dow critically needed
investment in Irag's dilgpidated oil sector... The
Saudis might strangle the baby before it gets too
big.log

There were limits, however, to Saudi
Arabia’'s willingness to employ such punitive
measures. An acute price war would hurt al the
other oil producers, provoking widespread
antipathy toward the kingdom. And given its
heavy dependence on oil revenues, Saudi Arabia
would suffer as wdl, even with subgantid
foreign assats to draw upon, and the existing
domestic challenges would only be exacerbated.
Consequently, some concluded, flooding the
markets was a sep the ruling family might no

longer be able to afford and would be extremedy
rductant to embark upon.**°

D. Risks of Military Action

A find quegtion that would have had to be
consdered by U.S. decison makers was
whether the short-term risks of military action
might outweigh the long-term benefits. It was
widely expected that a war could result in a
ubgtantid  short-term loss  of  production,
disrupting oil supplies and possibly causng sharp
price hikes™ Even if U.S. and codlition forces
sought to avoid attacking the oil infrastructure,
drikes againgt other targets could result in
collaterd damage, and Saddam might order the
destruction of ail facilities as part of a "scorched
earth strategy.™? In addition, Irag might try to
retdiate agang U.S. dlies by bombing or firing
missles a oil fadlities in Saudi Arabia or
Kuwait. Indeed, in anticipation of such attacks,
Kuwait closaed two of its northern oil wells prior
to the war, losng 35,000 barrels per day of
production, and announced it would close al of
its wels in the north, which account for about 18
percent of its total production, if necessary.'*®
Moreover, any sudden production shutdowns
could cause long-term damage to the affected ail
reservoirs."*

For the most part, however, experts
regarded these risks as managesble, with some
even daming that awar in Iraq would have little
short-term impact on world oil prices™™ Firg,
there were good reasons to expect that the
damage in the region could be limited. One
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authoritative report noted that it was unlikely that
Iragi troops or oil technocrats would carry out
orders to destroy oil facilities, cdling it a "low
probability/high risk” scenario.™® And U.S,
military operations could be designed to minimize
the risks by quickly seizing ol fields and other
criticd fecilities, as actudly happened. Likewise,
experts viewed atacks on oil facilities in other
countries as unlikdly to occur and even lesslikely
to have any lading effects Saudi Arabia in
paticular had invested heavily in oil fadility
security and defenses, and Saudi  officids
clamed they could quickly repar any damege
that nevertheless might be inflicted. It is worth
noting that even the badly damaged Kuwati oil
fields were largely restored within about a year
after the end of the Gulf War.*

Second, it was expected that whatever ail
production might be temporarily lost as a result
of a war could be compensated by other
sources. In late 2002, OPEC members other
than Iraq had about 6 MMBD of unused
production capacity that could be used to make
up for any shortfdl, and the U.S. Department of
Energy estimated that Saudi Arabia aone "could
flood the market within 30 days with as much as
2 [MMBD] from wells it is not now using.""*
Although this margin turned out to be smdler
than expected because of near sSmultaneous
supply disruptions in Venezuela and Nigeria, it
dill proved to be sufficient. And had it not, the
United States stood ready to release oil from its
Strategic Petroleum Reserve, which contained
some 600 million barrels, or enough to replace
Irag's entire output for approximaey 240
daySlIQ

CONCLUSION

This paper has made two arguments about
how the United States might have expected to
benefit from going to war againgt Irag. First, by
removing Saddam Hussein and his Bdthist
regime from power, the United States would
smultaneoudy diminate the posshbility thet Irag
might once again seek to dominate the Gulf and,
by extenson, world oil supplies. Although Iraq
did not pose an immediate military thredt to its
ail-rich neighbors, the likdy weakening of UN
sanctions and  growing  difficulties  with
maintaining the U.S. military presence in the Gulf
meant that this possibility could not be excluded.
Second, regime change could unleash Irag's
tremendous potentid as an oil producer, thereby
helping meet future growth in world demand,
buffer the ol maket from possble supply
disruptions, and reduce Saudi Arabia's unrivaed
and increasangly undesirable influence over the all
market.

Of course, the fact that the United States
might well have expected to bendfit in these
ways does not mean that such consideraions
played an important role--or any role a dl--in
the cdculaions of the Bush Adminigration.
Publicly a least, U.S. officids offered a number
of other seemingly plausble judtifications for
going to war. Consequently, it may not be
possble to ascetan wha, if any, role
condderations of oil actudly played until better
records of the adminigrations internd
deliberations become available. Nevertheless,
given exiging doubts about whether other
expected benefits of the war will in fact be
redized, the oil-related consequences may turn
out to be among the most important.
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A. Outcomes ver sus Expectations

To wha degree have such plausble if
hypothetical, expectations been borne out by
events? On the one hand, the war has ended for
the foreseeable future the regiona threat posed
by Irag. Its conventiond military forces have
been disbanded, and its programs for cresting
wespons of mass destruction have ether been
eliminated or shown definitively not to exid. In
fact, Irag's relations with the two dtates it most
recently invaded, Iran and Kuwait, have become
friendlier than a any time in many years. Asan
added benefit, the United States has been able
to withdraw al of its combat forces from Saudi
Arabia, which are no longer needed to enforce
the no-fly-zones over Irag or to deter a possible
Iragi attack on its neighbors. In so doing, it has
removed one of the main sources of domestic
criticiam of the Saudi government and may have
thereby further contributed to stability in world
oil markets.

On the other hand, the prospects for
rehabilitating and expanding Irag's oil sector
remain uncertain, & least in the short term. Some
two years after President Bush declared the end
of mgor combat operations, it is ill too early to
tdl how much Irag will eventudly be adle
increase its oil production capacity and how
quickly it will do so, given the peragtent politica
ingability and violence. In paticular, the
recovery of oil production and exports has been
impeded by looting and sabotage, which has in
turn darkened the investment climate.

During the U.S. invasion of Irag, a number of

critica facilities, such as pumping gtations, were
not secured promptly and thus subjected to
widespread looting. According to one estimate,
80 percent of the war-related damage to the ail
infrastructure occurred in the severa weeks
after major combat operations ended.®® Even
more importantly, since the invason, the all
infrastructure has been subjected to more than
200 ggnificant acts of sabotage by those
opposed to the U.S. occupation or seeking to
destabilize the new Iragi regime® For the first
year or so, most of these attacks occurred in the
northern and centrd parts of the country. As a
result, the Kirkuk-Ceyhan export pipdine to
Turkey has been closed much of the time and
otherwise able to deliver only a smdl fraction of
its full capacity of 1.1 MMBD. In 2004,
however, a number of attacks were directed at
the southern ail facilities, which have been the
main outlet for of Iragi exports. Consequently,
they too have been subjected to periodic
shutdowns and restricted flows.'?

The overdl effect d this sabotage campaign
has been to dow the recovery of the oil sector
and, in paticular, to limit the volume of ail
exports, thereby depriving Iraq of much needed
financid resources. After the end of mgor
combat operations, levels of oil production and
exports grew more or less seadily, reaching an
average of 23 MMBD and 1.8 MMBD,
respectively, or just short of prewar levels, in
April 2004. During the fdllowing months,
however, both production and exports declined,
with the latter dropping as low as1.0 MMBD in
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August 2004.* And as of January 2005, both
continued to fall below their postwar highs!

As a reault, oil export revenues have been
well below expectations. They totaed only $5
billion in 2003 and just over $17 hillion in 2004,
causing revenue loses varioudy edimated at
between $7 hillion and $13 billion.**® In addition,
the sabotage campaign has crested an
inhogpitable invesment dimate for foreign ail
companies, a number of which have been
reluctant to bid on contracts for oil fidd
evaduation and development because of the
security Stuation, 126

Should these problems have been
anticipated? With the benefit of hindsght, it is
tempting to answer the quedtion affirmatively. In
fact, however, they tended to be overlooked or
underestimated by al sdes. Certainly, members
of the Bush Adminigtration gppeared to bdieve
tha U.S. forces would be welcomed as
liberators and that order--and Iragi ol
production--would be quickly restored. Before
the war began, Deputy Defense Secretary Paul
Wolfowitz estimated that Iragi oil revenues could
bring in between $50 and $100 hillion over the
next two to three years assuming that
production could be quickly restored to about 3
MMBD.”*" And as lae as mid-April 2003,
Cheney and other administration officids opined
that oil production could be as high as 25to 3
MMBD by the end of the year. Even a tha
time, the most serious challenges to Irag's future
oil production were regarded as politica and
legd.’®® As Wolfowitz told the press in July,
perhaps somewhat self-servingly, no amount of
advance planning could have foreseen the
collapse of law and order.*®

Other obsarvers, incuding those who
opposed the war, however, were hardly more
prescient. Arguments againgt an invasion focused
on the flimsiness of the rationdes offered by the
adminigration and the risks of military action, not
the longer-teem difficulties of pacifying and
dabilizing Irag. A few anayses pointed to the
dangers of a breskdown of law and order or
cvil war, but suggested that the former could be
managed through carefully crafted occupation
policies and that the latter would mogt likdy be
precipitated by a premature U.S. withdrawal,
not an American presence*® Only one little-
remarked study raised the possibility of terrorism
and other violent measures directed a U.S.
forces, but even it judged that a mass uprising
was "unlikey in the early stages of any U.S.
occupation of Irag, probably up to at least a
year.™ Thus it seems far to conclude that
vitudly no one anticipaed the rapid
development of a widespread insurgency
marked by persistent attacks on Irag's ail
infragtructure.

Moreover, some detailed reviews of postwar
developments in Iraq have argued that these
problems could have been avoided and thus
were lagdy of the adminidgration's own
making.*? According to these analyses, in the
months immediately preceding and following the
invason, U.S. leaders made a number of errors,
both of omisson and commisson, that st the
dage for the insurgency. Among the more
important mistakes, they faled to secure broad
internationa support, which cast doubt on the
legitimacy of the war and Ieft the United States
largely on its own to establish gtability in Irag.
They did not prepare adequatdly for the period
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after hodilities and may even have dismissed
much of the planning that was conducted prior to
the war under the auspices of the State
Department. And they did not deploy sufficient
ground forces to establish order and maintan
security, epecidly in view of the early decison
to dishand the remnants of the Iragi army.**

B. Implicationsfor U.S. Policy

Notwithstanding these problems, the United
States continues to have a grong interest in
seaing that Irag firs complete the rehabilitation
of its ol sector and then increase its ail
production and export capacity, at least as long
as the United States and its mgor economic
partners remain heavily dependent on foreign ail.
Indeed, unexpected growth in world demand in
combination with actual and potentid supply
disruptions in a number of key oil producing
countries, including Saudi Arabia, Russa, and
Nigeria, means that the need for Iragi oil is even
greater than anyone could have anticipated just
two years ago. From this interest follow at least
two implications for U.S. policy in the short to
medium term.

Fird, the United States should assign higher
priority to providing security for lIrags all
infrastructure from sabotage. During the invasion,
U.S. forces moved quickly to seize the ail fields
and some other oil-related Stes, such the
Minigry of Oil building in Baghdad. Given the
limited number of American and other codition
troops in the country, however, the United
States then largely turned over the task of

protecting oil facilities to private firms. Overdl, it
has awarded contracts totaling about $100
million, primarily to Erinys, to train as many as
14,500 armed security guards and to provide
agrid survellance.™* According to one report,
the guards are generdly seen as underpaid (they
earn between $2 and $4 per day), demordized,
and lacking in the equipment and intelligence they
need.”™ Regardless of the causes, the provision
of security has been less than adequate.

Given the difficulty of obtaining detaled
information about the security Stuation, it is hard
for an outside observer to offer precise policy
prescriptions.  Neverthdess, a least three
possble and potentidly  complementary
approaches suggest themsalves™ One would
be for the United States to spend even more
money on private contractors and, after the
contracts expire, in the form of grantsto the Iraq
government for the purpose of securing the ail
infrastructure.  Indeed, in September 2004,
President Bush sought to increase spending on
law enforcement and security by $1.8 hillion in
Irag, dthough it was not clear if any of this
money was intended for the protection of ail
fadlities in particular.® A second approach
would be for the United States to devote more
of its own military resources to the protection of
espedidly high-vaue targets, dthough this might
require the deployment of additiona troops to
Irag. U.S. forces dready guard the critica
offshore ail terminds in the Perdan Gulf, through
which most Iragi exports have flowed, but they
have not assumed much respongbility for
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protecting the equaly important pipdines that
trangport oil to those terminas and to the Turkish
border in the north.*® Findly, the protection of
the ol infrastructure might be a promisng area
for seeking to involve an effective internationd
force. The potentiad rewards would be greet,
since increased oil production and exports would
be seen as benefiting both the Iragi people and
the internationd community. At the same time,
the costs and risks would be relatively low, since
most of the ail infrastructure is located away
from heavily populated aress.

A second implication is that the United States
should be prepared to devote yet more
resources to helping Irag rehabilitate and expand
its ol sector. In 2003, the Congress
appropriated nearly $2.7 hillion for repairing,
maintaining, and upgrading Iragi oil facilities™
And in September 2004, the Bush
Adminigtration indicated that it wanted to invest
an additiond $450 million in increasing Irag's
production capacity by an additional 650,000
barrels per day within ten months™*

One problem has been the downess with
which the gppropriations have been spent. As of
mid-2004, work had begun on only 119 of 226
postwar oil reconstruction projects, and only half
the work had been completed in 94 of those
underway.** And by January 2005, of the $1.7
billion desgnated for il infrastructure in the
$184 hillion Irag Relif and Reconstruction
Fund, $941 million had been obligated and only
$123 million had been expended.'*? Even when
fully utilized, moreover, this U.S. contribution
would fdl well short of meeting Irag's near-term
needs. As ealy as October 2003, officid
edimates of the cost of rebuilding just the ail

industry had risen to some $8 hillion over four
years.® And a more recent report put the
amount needed for repairs, maintenance, and
operations a $4 billion in 2004 done™

At the same time, Iraq's own ability to finance
this work has been congrained by lower-than
expected oil revenues. And it is unlikdy that
much hep will be forthcoming from the
internationd community. The  Internationa
Monetary Fund and World Bank together have
so far indicated that they are prepared to lend
Irag atotal of no more than $5.5 billion to $9.25
billion over the next severd years, and individua
countries have pledged another $8 hillion,
againg an overdl estimate of $55 hillionin
recondruction needs between 2004 and
2007.*%

Thus in the short- to medium-term, additiond
US assgance may be essential for the
successtul rehabilitation of the Iragi oil industry,
not to mention any capacity expanson. Beyond
the obvious U.S. sdf-interest in helping Irag in
this way, such assstance could be judtified as
compensation for the unexpected loss of ail
revenues that occurred during the American
occupation of the country. And as long as ail
prices remain above $30 per barrel, every
additiond 1 MMBD in production and export
capecity that the United States funds could
generate upwards of $10 billion in revenue
annudly and thus would go far toward helping
Iraq become financidly sdlf-aufficient.

Indeed, in the longer term, the problem is
likey to take care of itsdf, once the politica
dtudtion stabilizes. Unless Iraq descends into
anarchy, just about any government(s) that
emerge(s) will have strong incentives to restore
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and then expand the oil sector. It may be true
that "a pro-American Irag isnot in the cards; the
best that can be hoped for now is an uneasy
patnership based on an  unsentimenta
assessment of shared interests!*® But barring
the establishment of a violently anti-American
regime that is subject to U.S. sanctions, anong
those shared interests will dmogt certainly be a
subgtantia incresse in Iragi oil production and
exports.

Table 1. Oil Consumption and Imports, 2002 (millions of barrels per day)

Consumption | GrossImports | Net Imports Imports  from | Middle East Imports
theMiddle Eagt | as % of Consumption
United States 19.7 11.4 10.4 2.30 11.7%
Europe (less Former| 16.0 119 9.66 3.23 20.2%
Soviet Union)
Japan 5.3 5.07 4.99 3.92 74.0%
Subtotd (US, Europe, | 41.0 28.4 25.1 9.45 23.0%
and Japan)
World Tota 75.7 43.6 43.6 18.1 23.4%
US, Europe, and| 54.2% 65.1% 57.6% 52.2%
Japan as Share of
World
Source: BP, BP Statisticd Review of World Energy, June 2003.
*John S. Duffield is associate professor of
political science at Georgia State University
in Atlanta. His current research focuses on
the effects of international institutions and
the politics of oil.
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