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ABSTRACT

The existence of three powerful economic centers, Japan, Europe, America,

collapse of Soviet political empire, and emergence of a new global nationalism are

evident of a transitional period in the history of world leadership. Experiences of the

previous world hegemon have taught us that extraordinary economic performance of an

industrial country has been the necessary step in the process of becoming the world

hegemon. Given its powerful industrial productivity and its economical expansionism,

Japan has been considered by some scholars and journalists as a potential candidate for

the new world hegemon. Japan's lack of having influence on supply of natural

resources, particularly energy supply, and its unfitted political structure for becoming a

world leader are two interrelated problems that this study aims to investigate. A

careful investigation of Japan's industrial and political structures suggests that Japan

has to resolve series of complicated and time consuming obstacles in order to achieve

the world hegemon status.

Historically, domination of the world economy has been tied with having an

influential role in the international energy industry (cases of Britain world hegemony

and its successor the United State). In this respect and the fact that over 50 percent of

the internationally traded petroleum is under the control of American and European

entities, it is essential for Japan to gain some tangible control and influence over the

international oil industry in order to achieve world leadership status. This success has

to be at the expense of the American and European oil companies rather than the OPEC

countries. This study suggests that Japan has to anticipate more cooperation with these

oil-producing countries if it desires to become a world leader. Furthermore, this

research has concluded that there is a positive relation between the current global
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political power transition and the present power transition in the international oil

industry.

This study suggests that there are some important reasons behind the Japanese

oil industry's weak performance at the world scale. The separation of its upstream and

downstream sectors is the structural weakness of the Japanese oil industry. Based on a

comprehensive historical analysis this research has concluded that any other important

. reason for the weak performance of Japanese oil companies rests on Japan's low-profile

in international political affairs. Although there are some evidences to suggest that

Japan has deliberately chosen to be a reactive state in the international affairs, this

research has concluded that Japanese political institutions have not developed to a

degree that enable Japanese government to act as a world superpower.
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INTRODUCTION
An old civilization--American--has tossed pride of place to
a new one, and such transitions have always been messy.
Neither side may want it; both sides want to control it. But
this is uncontrollable (Odell, 1).

The excitement of political transformations in Eastern Europe, the former

Soviet Union, and the military confrontation in the Persian Gulf compelled scholars and

policy makers to question the credibility of the decline of U.S. hegemony. Contrary to

what the media in the U.S. tried to portray, these recent events did not reverse the

decline of the United States' world hegemony. Basic shifts in global power

configuration continue to occur. Japan's industrial development, the reconfiguration of

Europe's economic structure and the decline of America's industrial position have

revived the ancient question of the relation between economic prosperity and political

power. The present status of the world economy, with the existence of three powerful

centers, could also be interpreted as the main characteristic of a transitional period in

the history of world hegemons. Since the race for world supremacy is among the

advanced industrial nations, the main challenge for a country to become one of the

world hegemonic powers is to overpower other industrial countries. Economic

domination is a necessary step in the process of becoming the world hegemonic power.

To dominate the world economy, it is essential for a country to play an important role

in the international energy industries. Since more than 50 percent of the

internationally traded petroleum is controlled by Americans and Europeans, it is

essentiai for the next world hegemon (Japan) to gain some tangible control over the

international oil industry at the expense of the American and European oil companies

rather than the OPEC. Japan must cooperate with these oil-producing countries if she

desires to become a major world leader.
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The three industrial regions, Europe, North America, and East Asia, possess all

of the elements essential for economic prosperity under their control. They have access

to sizeable markets, sufficient human resources, huge amounts of capital, modem

technology, and ambition to transform themselves into the leading world economic

power, albeit their varying degree of dependence on external raw materials, particularly

energy. In other words control over energy sources, mainly oil, is crucial in achieving

world economic superiority. Japan is more dependent on oil than the other two

centers. According to the Ministry of International Trade and Industry (MITI), total

dependency on industrial raw materials is the major obstacle for Japan to maintain its

current prosperity (The Japan Economic Review, April. 1991, 4). Japan imports 98

percent its oil, 91 percent of its natural gas, and 82 percent of its coal (ibid, Nov. 1988,

2), and lacks sufficient supplies of most of the major metals and depends on outside

sources for virtually all of its copper, raw cotton, wool, rubber, salt, and phosphate rock

(Kennedy, 1987, 46). Among all of the industrial raw materials, energy is the most

important item. Obviously, oil is currently the cheapest and the most efficient source

of energy. No other source of energy has such multi-functional dimensions

--industrial, commercial, and residential-- that oil has. Today, petroleum constitutes

more than 50 percent of the total energy consumption in Japan and other industrial

countries. Ironically, despite Japan's industrial success, its oil industry is the weakest

industry in terms of global competitiveness. Although Japan is the largest petroleum

consumer in the market economies after the United States, no Japanese oil companies

are ranked among the top 50 largest oil companies of the world (Oil & Gas Journal,

October 8, 1990. 57).

Historically, the lack of domestic reserves of crude oil had been a major

problem for Britain to maintain its world hegemony. Implementation of colonial

policy became the chief instrumental strategy for this problem, a strategy which can not
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be adopted by any world power today due to political and economic developments in

the Third World. After the United States replaced Britain as the world hegemon, it

adopted a different strategy to dominate the international oil industry which was

instrumental for maintaining its global economic superiority. Within this context I

suggest that there is a positive relation between the current world power transition and

the present power transformation in the international oil industry. In order to become

a world leader Japan must restructure its oil industry so that it can playa major role in

the international oil industry. Then the question arises as to how the Japanese

government and oil companies can accomplish this task? What strategy should they

adopt? What role will the Japanese political system play in this strategy? Is there any

role for other social and political institutions in Japanese society?

I will examine these questions from the world-system perspective of

Immannuel Wallerstein to explain why it is important for Japanese oil companies to

control the international oil industry in order to attain world hegemonic status. To

establish the validity of this argument, I will analyze the political and economic

developments in Japan since World War II. This discussion focuses on the systematic

and structural changes that would have to be made in the Japanese oil industry ifJapan

is gain ground in process of achieving world leadership. I think that these changes

have derived from the constant interaction of the Japanese oil industry, private oil

companies and the government on the one hand, and the external forces--revolutionary

changes in the international oil industry--on the other. In chapter two, changes in the

international oil industry will be examined from a theoretical and historical perspective.

In chapters three and four, Japan's oil industry will be analyzed in the context of the

changes in the international oil industry. Chapter five focuses on the Japanese

government and private business strategies and interactions in regard to alternative

energy research and production in Japan. The final chapter analyzes the overall
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changes in the Japanese oil industry and examines the prospect of Japan emerging as a

world leader.
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CHAPTER I

THEORETICAL OVERVIEW

V.I.Lenin was the first Marxist to emphasize the accumulation of surplus

capital and the financial monopoly of a single capitalist nation as the main requirements

to be an imperialist country (Lenin, 25). He also was the first Marxist to develop

Marxism essentially from a theory of domestic economy to a theory of international

political relations among all states. The central point of Lenin's argument in this

respect is that the capitalist international economy develops the world but does not

develop it evenly. Individual capitalist economies grow at different rates, and this

differential growth of national power is ultimatelyresponsible for imperialism, war, and

international political changes. But in terms of capitalism's capacity to postpone the

eventual consequence of its growth, Lenin made an immature prediction of a timetable

regarding the evolution of capitalism to imperialism and ultimately to the "graveyardof

history" (Ibid, 192). He did not articulate the full capacity of capitalist growth in the

world. In addition, he did not anticipate the fact that capitalists can develop some

cooperation among themselves to exploit the rest of world. Lenin was certainly right

on the causes of wars; particularly World War I and World War II, but, at the same

time, the post-World War II experience has proved that the advanced capitalist

countries have more room and opportunity to grow before the eruption of the inevitable

armed conflicts among themselves. In addition, with the introduction of nuclear

power, the possibility of major military confrontation between world powers is

seriously under question.

In the meantime Kautsky's theory of ultra-imperialism has been better at

reflecting the international situation in the post-World War II era under the hegemony

of the United States. Although Kautsky recognizes the possibility of cooperation
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among capitalist countries, he fails to understand the role and importance of the

colonial territories and pre-capitalist nations in the evolution of capitalism to

imperialism. Lenin's death in 1923 coincided with the beginning of the transitional

period in the world political economy that was brought to an end only with the

conclusion of World War II. Post-World War II marked a new environment in

international relations. For the first time a new world hegemonic power, the United

States, was able to maintain its hegemony by expanding its capitalist relations of

production over other capitalist countries as well as countries with rich raw materials.

At the same time political independence movements in the colonies had resulted in the

formation of many new national states in world politics. Therefore, the interaction of

states, at the global level, began to portray itself as the major issue in international

politics. That became the basis for some Marxists to shift their attention from the

notion of class to the notion of state. Wallerstein and Arrighi concluded that the main

contradiction of our time is that between the central capitalist countries and the

dependent ones in the Third World. Such a view is a reflection of another theoretical

ambiguity concerning the position of the state in the capitalist system. The

neo-Marxists have inherited such an ambiguous position from the classical Marxists,

Lenin and Kautsky, who had debated the issue of "ultra-imperialism". The main

question in this debate is whether imperialism or ultra-imperialism could be revived by

inter-capitalist collaboration, or whether capitalism's fundamental contradictions

prevent such a recovery.

THE WORLD-SYSTEM PERSPECI1VE:

The world-system perspective offers an alternative paradigm for understanding

political and economical changes at the global level. The world-system is a historical

system because it has rules and structures and it has a historical development with a

beginning and an end (Wallerstein, 1991, 38). The basic ideological product of this
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system has been "the dubious epistemological tenet that there exist three different and

empirically separable realms of human activity--the economic, the political, and

social"(Ibid). These three subsystems have their own autonomous logics and sets of

actors and motivations. The material analyzed based on these three subsystems

"reflect a real existential dilemma--the contradictions between the pursuit of interests in

the multiple social times of the short run, the middle run, and the long run"

(Wallerstein, 1991, 38). Wallerstein argues that the solutions to the problems caused

by middle run concerns seem to cause long run problems. The middle run of any

historical system is cyclical. The core of the analysis of the world-economy is the

cyclical tension caused by the constant struggle for monopolistic position within an

economic structure controlled by market transactions (Ibid, 39). When the market is

totally competitive, the rate of profit is low. Therefore all participants are seeking to

promote monopolies for themselves and to break the monopolies of others. In the

short run, some participants in the markets are always successful in creating some

monopolies. Monopolies are enhanced by political strategies and are reinforced by

sociocultural mechanisms (Wallerstien, 1991, 39). The political mechanisms include

direct and indirect state intervention. The main objective of the core state in seeking

monopolies is to restrict the entry of others into the market (direct transfer of resources,

guarantees of various ownership rights, and physical destruction of competitors (Ibid).

Monopolies emerge in the end of the long run and begin to dissolve during the middle

run cycle. According to Wallerstein in the middle run no monopoly can last in the

capitalist world-economy because there is no overarching political structure to maintain

a frozen division of labor (Ibid).

A careful study of modem history suggests that some core states appear to rise

to hegemonic position and then decline, as the United States today. The world-system

perspective argues that with the decline of the hegemonic power of a core country,
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power becomes more equally distributed across all core states (Wallerstein, 1979;

Bergesen, 1983; Frank:, 1977; Chase-Dunn, 1978) which will generate conflict,

competition, and hostility among the core states. Historically, the core appears to

swing back and forth over the past five centuries; being dominated by one hegemonic

power, and competing core countries on more or less equal basis. Wallerstein argues

that the drive for capital accumulation results in cyclical patterns of economic

expansion and stagnation (1979). According to him a core country achieves

hegemonic status when it enjoys an extendedeconomic expansion, has access to crucial

raw materials, control of a major sourceof capital, maintains a large market for imports

and a sizable market for exports, and holds comparative advantage in goods with high

value added, yielding relatively high wagesand profits (Wallerstein, 1979,22-24).

Since hegemony and competition move along many dimensions, the transition

from one to other will be gradual rather than sudden (Bousquet, 1980, 51). Within

these dimensions, changes in the economy in general, and industrial production in

particular, deserve an especial attention. Indeed hegemony can be attained when the

products of one core country are predominant over nonhegemonic powers in the world

market. In other words hegemony can be maintain when a core country controls and

owns the largest part, in relative terms, of the production apparatus (Bousquet, 1980,

49). Wallerstein and others have observed that economic supremacy occurs first in the

transition from competition to hegemony and then disappears in transition from

hegemony to competition.

Goldfrank has observed three interrelated processes that contribute to the

decline of hegemony: loss of productive superiority, declining organizational

advantage, and underinvestment in research and development (Goldfrank, 1983, 147).

Certainly the decline of hegemony, or the decline of economic performance, gives a
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competitive edge to other core states. Continuation of this situation accelerates the

decline of the political dimension of hegemony. The initial advantage of the

hegemonic power disappears when core states enter into the competitive stage. During

this period the core countries increasingly compete for markets and raw materials

(Bergesen, 1983, 76). This situation forces the nonhegemonic core countries to regain

or increase their share of the world-market.

Wallerstein shares with Frank and other neo-Marxists a belief that the world

hegemonic power must also be strong in terms of military power. According to them,

the more powerful a country is, the more hegemonic stability there will be in

international affairs, and, ultimately, greater cooperative relations among nations.

Building a powerful military complex is a gradual process. It took the United States

over half a century to revamp its military. Wallerstein's definition has one weakness.

It does not emphasis the role of the energy supply in achieving world hegemonic status.

In other words, it does not distinguish strategical differences among raw materials.

Historically, the supply of energy has played a crucial role in the development of

industrial monopolies in the core countries. There is a general agreement among

students of political economy that capitalism tends to employ more dead labor

(machinery), which requires greater consumption of energy (as input to machine) than

human labor. By monopolizing the supply of the least labor-expensive energy form

(oil), the hegemonic core country will be able to produce more than other core

countries.

The weakness of Wallerstein's definition of hegemony appears when he

assumes that by the end of the 1990s there will be technological achievements to make

it possible to replace oil by creating a new source of energy (Wallerstein, 1991, 130).

He argues that in the process of creating a new source of energy two elements are
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crucial. One is that the cost of producing the new energy will be sufficiently low that

the product can be sold at a profitable price. At the same time this price has to be low

enough to guarantee a global net profit. The second crucial element is that production

of such a new source of energy can be relatively monopolized in a manner that this

global profit is not too widely shared (Ibid). Although there have been many

promising laboratory demonstrations of new sources of energy, none of these

alternative energy forms have the desired characteristics mentioned.

ENERGY AND TIIE WORLD HEGEMONY:

Historians believe that the Treaty of Paris in 1763 placed Britain in an

advantageous position to accomplish its century old objective of becoming the world

hegemon (Dehio, 1962, 117). Britain's challenge was to outdistance France decisively

at all levels, economically, politically, and militarily. However, success did not come

until 1815, the year that the 23 year Franco-British war was ended. What made Britain

more powerful than France was the unprecedented economic expansion of Britain in the

second half of the 18th century. Since 1750 the world-economy began to expand under

British leadership with emphasis on "geographic differentiation of production

(specialization) and increased mechanization in the core (the industrial revolution)"

(Wallerstein, 1989,60).

It was the growing use of iron, first in agriculture, then in textile machinery,

which helped the expansion of the economy. But the iron and textile industries were

greatly expanded after railroad was introduced and spread over the country. The

development of railroads is in turn linked to the massive expansion of mining

operations in coal and iron which made the heavy capital investment in transportation

worthwhile. Therefore, the rise of coal as the primary fuel of energy production was

intertwined with the expansion of the iron industry and its technological advances.
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Europe's forests had been steadily depleted by the industrial production of previous

centuries. By 1750, the lack of wood had become the principal bottleneck of industrial

growth (Wallerstein, 1989,26). The efficient use of coal, along with the steam engine

to convert that energy, was the solution (Lilly, 1973, 200). While, there were strong

incentives to switch over to the cheaper fuel, France rejected coal as the best

replacement of wood. The efficient use of energy and an expansion in the use of iron

gave the British cotton textile industry the edge needed to become the prime industry of

the world.

In France, the natural conditions of coal deposits were inferior to those in

Britain. But this alone was not the main reason for British domination of the coal

industry in Europe. The determining cause was always the high cost of transport

which was reflected in the price of coal sold to consumers. British coal, which had the

advantage of very low maritime freight charges, was then consumed in most French

ports where it still cost less than domestic coal. Nineteenth-century capitalism tied its

fate to coal. If a prolonged coal shortage had occurred in the 18th century, the entire

advanced economy would have been blocked. Coal was decisive not only in the

internal economic development of Britain, but also as one of the key tools that built

British world hegemony (Debeir, Deleage, and Hemery, 1991, 108). Hence, in the last

quarter of the 18th century Britain began to control the world economy.

Oil erupted into the industrial energy system on the basis of the experiences of

gas-lighting and coal. For oil, like coal, had to be extracted from the ground and

transported, sometimes long distances, to the refining site, but like gas, its initial use

was for lighting. Decades later, oil gained popularity because it was both cheaper and

easier to use. In 1859, a large oil deposit was discovered near the surface in Titusville

Pennsylvania, and the contemporary history of this energy source began in earnest. At
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the beginning of the twentieth century V.I. Lenir. noted that the oil monopoly plays a

key role in politics, that its actions are an instructive example of the struggle to divide

up the world (Fursenko, 1990, xvii).

As a result of the growing economic significance of oil and the appearanceof

powerful corporations, by the end of the 19th century the oil business had becomelarge

scale and come to exert a major influence on the economic and political development of

countries and international relations. The beginning of the fight for oil goes back to

the appearance of the first oil trusts in America, Russia, Britain, and the Netherlands.

The battle for oil became an organic component of the world hegemonic conflict over

sources of raw materials, markets, profits, and spheres of influence (Ibid, xix). In the

early stage of developments in the international oil industry industrial countries

recognized the critical role of petroleum in their struggle for world dominance. Allan

Nevins, the well-known American historian, has noted that the Rockefeller oil trust

enjoyed the unqualified backing on the world market of the U.S. government (Nevins,

1940, 34-35). Rockefeller himself had admitted that one of his greatest helpers had

been the State Department in Washington. American ambassadors, consulates and

representatives had aided in pushing Standard Oil into new markets to the utmost

corners of the world (Fursenko, 1990,29).

The U.S. government support of Standard Oil in the international market was

matched by other industrial countries in their support of their oil companies. The

Royal Dutch Company could not have defended the Dutch Indies' market and industry

from the systematic attack by Standard Oil and the U.S. government without the direct

intervention of the Netherlands government on its behalf. In the early years of this

century the export of oil from the Netherlands Indies was quite significant, and its

sphere of influence encompassed all of Asia and Australia. Rockefeller began to
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negotiate with the other Dutch company, Moeara Enim, the most significant Dutch

company after the Royal Dutch, to break: this dominance. Rockefeller offered the

company six million florins in exchange for 60 percent of its stock and two-thirds of the

votes on the governing board. The Royal Dutch Company strongly opposed the idea

and labeled it a compromise of the Netherlands' national security (Ibid, 84). The

Netherlands government rejected the Moeara Enim proposal on the basis that

"American capital is not desired in the Netherlands Indies" (Ibid, 85).

In order to compete more successfully with Standard Oil, Royal Dutch and

Shell Transport and Trading combined their shipping and marketing operations in 1902

into a single company, Asiatic Petroleum. On the eve of World War I, Royal

Dutch/Shell had gained a dominant position in Asia. In Southeast Asia, U.S. oil

companies were in a weak: position in the world-wide struggle for control of oil

resources, since the Dutch government reserved rights in the colonies to its own

nationals. The United States government protested the Dutch policy of excluding

American firms, and in 1920 Congress passed the General Leasing Act, which denied

leases of public lands in the United States to companies of nations that discriminated

against American companies. American government officials and oil company

executives were particularly angered when the Dutch Parliament in 1921 enacted a

measure granting exclusive privilege in the highly prospective Jambi area of South

Sumatra to Royal Dutch/Shell. The U.S. government retaliated in 1923 by rejecting the

applications of Shell subsidiaries in the United States for leases on public lands in Utah,

Wyoming, and Oklahoma.

Britain was one of the first industrial powers to understand the significance of

the petroleum trade, and later of that fuel as a strategic material. By the tum of the

century, when various foreign companies entered the competition for Russian oil,
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British capital was fully prepared to join the challenge. It was not, however, simply a

matter of the profitability of the petroleum trade: political and military leaders of

Britain were considering oil as a strategic source of energy for the British Navy.

Britain, even before most other countries, understood oil's potential use as a fuel for

military naval vessels to make the fleet much more mobile. By the late 1890s the

British Parliament approved steps to renovate the fuel-base of the nation's fleet.

Therefore, Britain sought to strengthen its position by acquiring oil fields around the

world. The end of the nineteenth century signals the beginning of Britain's acquisition

of oil fields, but it made most progress in trading and transporting oil products around

the world. By 1900 the total number of its agencies amounted to some 320 firms,

located in every port throughout the countries in Asia, Africa, and Europe (Fursenko,

1990, 52-53).

The discovery of oil in Iran in 1908 by a British oilman and the formation of

the Anglo-Persian Oil Company caused a shift in the main axis of business and

competition in the international oil industry. Most important of all, Britain not only

discovered a rich, new oil-bearing region, but geopolitically it lay in a region that was

extremely sensitive to the competition of the great powers. On February 18, 1914 the

British cabinet of ministers decided to purchase the Anglo-Persian company. Because

of the increasing industrial power of the U.S. and Germany, British corporations began

to experience certain difficulties in the world market. Although in the early 20th

century direct participation by the slate in large commercial-industrial enterprises was

extraordinary, control of oil supply was accepted as a strategical decision for the

maintaince of British hegemony (Ibid, 140).

In addition, the British government used the company as an instrument for its

policies in the Middle East, not only in Iran. To assert its hegemony in the Middle
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East before World War I, Britain had already instigated uprisings by Arab peoples

against the Turkish empire which had been in constant conflict. A widespread network

of British agents was active during the war in the region, and one primary goal was to

advance British oil interests. The seizure of oil-bearing regions and the establishment

of British control were the most important objectives of Britain's military operations in

the area (Kent, 1976, 74-89). After the defeat of the Turks and the occupation of

Palestine in 1918, the English command forbade American activities there (Furenko,

1990, 189).

DEVELOPMENT OF THE WORLD-ECONOMY:

This study assumes that capitalism does not recognize the division of the world

based on territorial demarkation. Capitalism is an international socioeconomic

formation and has divided the world into different economic zones based on the

development of the capitalist relations of production. Capitalism has been defined as a

socioeconomic formation which constantly reproduces capital. The very existence of

capitalism is in its ability to extend its relations of production and break all its fetters.

This extension has two interrelated tendencies: to reproduce itself within the original

social formation and to expand outside of this formation (Poulantzas, 1979, 37). The

extension of capitalism outside of its original boundary should not be interpreted as a

political choice, but a logical process of its historical evolution. It is this characteristic

of capitalism that sets the stage for the expansion of the bourgeoisie hegemony outside

of its national boundary. This process, in economic terms, is the process of the

extension of bourgeoisie's economic domination into its economic hegemony.

Another meaning of capital accumulation is the process of the constant

increase in capitalist rates of profit. In economic terminology, economic profit is the

difference between total revenue and total cost (Spencer, 1980, D-28). Thus, the rate
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of profit would be the percentage of profit out of the total investment. In order to raise

the rate of profit it is necessary to lower the cost of production, and to raise the price of

products. Certainly raising the products' price in a competitive environment is very

difficult, but not impossible. After all, the essence of capitalist development within its

formation has been based on intense competition among capitalists. Adding these two

factors would lead us to conclude that the reduction of production costs is the only way

to increase the rate of profit.

There are several ways to reduce production cost. Since labor costs and the

cost of raw materials are the main components of the cost of production, the strategy

has been to have access to cheap labor and raw materials. When the bourgeoisie

succeeded in maintaining its class hegemony, it would exploit all cheap labor and low

cost raw materials that had been available to them in the country. At a later stage,

competition among capitalists , the growing organization of labor, and a shortage of

skilled labor results in wage increases. It is under this condition that capitalists start to

search for cheaper labor and raw materials outside of their national boundaries. It is in

this context that the raw materials' countries, as Frank (1969) observed it in Chile, are

the neccessary elements and products of development of capitalist relations of

capitalism for the capitalist nations (Wallerstein, 1979, 7). The political strategy that

they used to achieve this objective is known, in history, as colonialism or, more

recently neocolonialism. In economic terms, this goal was accomplished by the

extension of bourgeoisie national economic domination into its international economic

hegemony.

Economic domination can be enjoyed by various factions of capital and occurs

when one fraction is able to impose its own particular "economic-corporate" interests

on the other fraction regardless of their wishes and/or at their expense. In contrast,
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economic hegemony derives from eccnomic leadership won through general acceptance

of an accumulation strategy (Jessop, 1990, 202). This process has to advance the

primary objectives of other competing capitalists "by integrating the accumulation of

capital in which they are implicated at the same time as it secures the long-term interest

of the hegemonic fraction in controlling the interest of capital consist in the

reproduction of the value-form along with its various conditions of existence such as

laws, money and the state" (Ibid). Colonialism is one of the most celebrated

accumulation strategies during the expansion of capitalism around the world. But,

interesting enough, such a policy is practiced, first, inside of each metropole's national

territory. For example, every region in the United States did not reach the same level

of capitalist production simultaneously. When the north-eastern part of the country

was experiencing capitalist development, the southern territories were still in the

pre-capitalist stage of development. Historians argue that one of the main objectives of

the Civil War was to expand the capitalism of the north by controlling cheap labor and

raw materials of the south (Zinn, 1980,207-246).

In Europe, the course of capitalist development was a little different. There

were many capitalist countries living together in the small area of Europe. Since the

continent was saturated by capitalism, and technological advancement was in its

primitive stage, the rate of profit was going down sharply. This situation did not entice

capitalists to invest capital in industries. It became a matter of survival for many

industries to get access to cheap raw materials and larger markets in order to continue

their function as an instrument of capital accumulation. Therefore, the direction of

capitalist expansion had to be toward the east, Asia, and to the south, Africa, where

there were many rich pre-capitalist raw materials' countries.

During that period the objective of European capitalists was to control the
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cheap raw materials and markets of those pre-capitalist countries without changing the

socioeconomic formation of these territories, their colonies. In other words, colonies

became an external part of the European capitalist development (Wallerstein, 1969,

247). Colonial relations were an essential factor for further development of capitalism

in the capitalist countries.

As a result of this evolution, and in economic terms, capitalism developed

itself into a higher level of development, an imperialist phase. In an economic sense

imperialism is nothing but the global extension of the capitalist mode of production.

This phase of capitalist development has bypassed many stages of its own. From a

historical perspective, a capitalist country would transform itself into an imperialist

phase when its capacity to expand capitalist relations of production was severely

restricted because of its national limits (Poulantzas, 1979, 48). If one evaluates the

expansion of capitalist relations of production as a structure of imperialism, then the

strategy to maintain and to develop it would be its superstructure. Thus, the structure

and superstructure of world hegemony have a dialectical relationship to the extent that

with the evolution of capitalist relations of production, hegemony strategy has to follow

suit. In other words, the strategy to establish and maintain world hegemony has to

reflect the state of relations of production globally. It would be useful to review

various forms of world hegemonic strategy, taken by different world hegemonic

powers, from the perspective of the historical development of the relations of

production over the past 100 years.

1) The Transition Phase: This phase began from the end of the nineteenth

century until World War I. The main characteristic of this phase was the unstable

equilibrium between competitive capitalism and monopoly capitalism in industrial

countries. During this period capitalism exploited raw materials and markets in the

18



peripheries. In this phase capitalism could not change the socioeconomic formation of

its colonies because it was only interested in expandingits production relations at home.

In other words, capitalism was using the pre-capitalist countries for its internal

expansion.

Greater capital accumulation led to a rapid advancement of technology. New

technologies had in turn contributed to the decline of production costs. It introduced

new machines which replaced some human labor, increased productivity and

revolutionized the rapid expansion of all industries both vertically and horizontally.

The result of enterance of machines in British textiles industry was above all, labor

saving (Wallerstein, 1989, 23-24). This stage of capitalist expansion intensified

capital's internal contradictions. These contradictions had been solved temporarily

when Britain became the world hegemonic power. Britain achieved hegemony

primarily due to its industrial, political and military superiority over its European rivals.

Although Britain had a more powerful economy than other capitalist countries, it did

not develop proper institutions to enable it to control the reproduction of capitalist

relations of production within the capitalist world because a capitalist development was

occurring independently in several European and north American countries (Poulantzas,

1979, 40). Trade was the main means of connecting these capitalist nations. There

were no substantial industrial investments in each other's economy. Therefore,

controlling each other's economy was not possible only through economic means. The

main struggle among capitalist nations was ov~r the exploitation of rich raw materials'

countries of the periphery regions. At this stage of development capitalism remained

dependent on outside cheap raw materials. Capitalism had not developed enough to be

capable of transforming the pre-capitalist relations of production in those rich raw

materials' countries. In addition, achievement of a higher rate of profit and

accumulation of surplus value was dependent on the capitalist ability to operate within
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the pre-capitalist mode of production. In fact, changing the status quo in the

peripheries was in contradiction with the expansion of capitalist relations of production

at home. That was the implicit reason why colonial powers were using their military

and political powers to defend those pre-capitalist regimes rather than helping them to

develop their economic relations of production (Wallerstein, 1979,238).

2) The Phase of Consolidation among Imperialists: This phase covered the

years between the two World Wars. In this phase monopoly capitalism succeeded in

establishing its domination over competitivecapitalism (Poulantzas, 1979,42). It was

also distinguished by the prevailing of capital export over commodities export. It was

during this phase that the economic power of Britain began to decline, and other

capitalist powers started to challenge her world hegemony.

During these two phases, capitalismextended itself in an uneven manner. In

addition, capitalist military forces were used extensively to expand their political

hegemony over the pre-capitalist countries. These two phases are also known as

colonial domination by a few capitalist countries over the rest of the world. In

addition, within these two phases the pre-capitalist form of landed property was used to

accelerate the growth of the capitalist rate of profit and surplus value.

3) The Peak Phase: This phase began after the World War II, and ended in the

late 1960s and early 1970s. The main characteristic of this phase was the dominance

of U.S. monopoly capitalism over the most developed capitalist countries as well as the

developing countries. The U.S. maintained its hegemony within the dependent

countries by reproducing the relations of dependence (Poulantzas, 1979, 46). In

addition, the hegemonic power of this phase succeeded, for the first time, in extending

its economic and ideological domination over other developed and developing
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countries.

The United States had succeeded in changing the role of nation states in

Europe and Japan in order to maintain control of the international reproduction of

capital under its aegis (Ibid, 55). In addition, U.S. politics and ideology attained

dominance over the world through the U.S. ability to control international institutions.

Unlike the first stage of imperialism, in the post-World War II period the U.S., as the

world hegemonic power, actively participated in the reproduction of capitalist relations

of production globally. It was the result of socioeconomic determination rather than

political choice. Decades of capital penetration in the rich raw materials' countries and

other internal factors had resulted in the development of a capitalist mode of production

in many parts of the third world. In some countries this development had reached such

a level that the pre-capitalist mode of production had become a barrier to the further

expansion of capital. Therefore, the transition to capitalism became a necessary stage

for socioeconomic development in some of the rich raw materials' countries. At the

same time, the lack of capital in Europe and Japan required huge capital investment by

the United States. These two situations provided an historical opportunity for the U.S.

to control the reproduction of capitalist relations of production in Europe, Japan, and in

some of the pre-capitalist countries. Capitalism had to transcend the barriers of

national boundaries in order to pave the road for further growth. In the process,

capitalism also destroyed cultural, religious, and language obstacles in its attempt to

create an international culture--"the American way of life".

Since capitalist relations of production developed in different stages of

development in comparison with the first and the second stages, the British form of

world hegemony, colonialism, could not be adopted by the United States, the new

world hegemon. There are two reasons why colonialism had lost its practicality: a) the
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fact that at the time of British world hegemony the world was divided into two different

socioeconomic structures, capitalist and pre-capitalist modes of production; and b)

capitalism was developing unevenly and separately in each capitalist country. There

was no substantial economic interaction among capitalist countries. In other words,

capitalist relations of production were capable of expanding without any production

integration with other capitalist countries. Records show that trading was the main

economic interaction among capitalist countries and that it constituted a small portion

of their GNPs. Therefore, the lack of economic production integration hindered

growth of the world hegemon, Britain, from achieving economic hegemony over other

capitalist countries. At the same time in the peripheries capitalism was unable to

produce capitalist relations of production because there was no proper structurefor such

a production. The combination of these two facts resulted in a world hegemonic

strategy, colonialism, which was maintained coercively, by military and political

means.

In the post-World War II period, world capitalism had reached a more

advanced stage of development. Further expansion of U.S. capitalism was tied to the

expansion of capitalist relations of production in Europe and Japan. At the same time

Japanese and European economies could not develop themselves without structural

integration with U.S. capitalism. Therefore capitalism had room to develop its

relations of production by bypassing the national boundaries of the capitalist countries.

Since the U.S. was the world hegemon, this capitalist development was under the

domination of the American bourgeoisie. In other words, the American capitalist class

became able to extend its class hegemony beyond its national boundary and over the

Japanese and European bourgeoisies. At the same time capitalism for first time had

succeeded in taking roots in some peripheries. Because of more interaction with the

capitalist world and the higher development of the socioeconomic structure, the rich
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raw materials' countries of the periphery came for the first time to experience capitalist

relations of production in their societies. These two developments forced the world

hegemon, the United States, to pursue its hegemony differently.

A careful review of history since World War II indicates that the military has

been used in defense of capitalism against the expansion of its adversary --socialism.

In fact, capitalism has maintained its domination in various parts of the world through

the development of a new order in the international community. The implementation

of the new order was dependent on the performance of many new international

institutions influenced (if not controlled) by the U.S. These institutions include; the

World Bank, the International Monetary Fund, international media, Hollywood movi.es,

the Peace Corp, religious institutions, as well as the United Nations and its affiliates,

At the same time U.S. hegemony has been protected and defended through the

"international political society". This society is constituted of intelligence agencies

under the leadership of the U.S. Central Intelligence Agency, the Pentagon, NATO, and

other defense arrangements between the U.S. and its clients. One point that one has to

mention is the fact that the U.S. achieved its economic superiority long before

establishing its political and ideological domination. The U.S. economy was stronger

than any other capitalist country since the 1920s. The U.S. military ability and

capability during World War II is the best evidence of its economic superiority.

4) The Present Stage. Characteristic of this phase is the competition between

several monopoly capitals of different countries at the internationalleveI. This stage is

the result of the declining world hegemonic position of the U.S. since the fall of

Vietnam. After forty years of subordination, Japan and Europe have succeeded in

reviving and consolidating themselves into two powerful industrial centers. Although

the American reproduction of monopoly capitalism has not been confined within these

23



two regions, German and Japanese monopoly capitalism have succeeded in

out-matching their American counterpart (Zysman, 1991, 91). In fact, Japan's and

Germany's monopoly capitalism are reproducing their own production relations within

the U.S. much faster than America.

Another remarkable characteristic of this phase is the existence of one

powerful political and ideological center, the U.S., and three major economic centers,

the U.S., Japan, and Germany. It is in this respect that the current phase could be a

transitional period. That means that one of these emerging economic hegemonic

powers, Japan and Germany, would ultimately succeed in establishing itself as a

political and ideological center as well. This process would be possible if the current

economic competition among the three centers concludes in the victory of one of the

emerging hegemonic powers. Currently none of these three economic powers has

succeeded in establishing an economic equilibrium in its own favor.

If one examines the totality of the American industrial sectors' performance,

the depth of its decline is obvious. In a broad range of manufacturing industries

--beginning with textiles, footwear and clothing, through steel, consumer electronics,

automobiles and numerically controlled machine tools, and now resulting in the 1980s

and 1990s with advanced technology sectors such as semiconductors and computers-

the American position has gradually become less important than its competitors. The

American economic position relative to its two strongest allies has gone from almost 4

to 1 in 1970 to virtual parity or even less in 1990. In 1970, the United States output

was 495 percent of Japan's output. This relation changed to 254 percent in 1980, and

near 100 percent in 1990 (Zysman, 1991, 90). In each of these sectors not only did

the American share of the global market drop, but so did the American producers' share

of their own domestic market. In many sectors the sources of innovation and
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technology development was transformed to the United States' competitors, mainly

Japan. This was achieved mostly through licensing, the import of production

equipment, and direct foreign investment in production.

Another symbol of the global change in the economy and consequently the

political position of the U.S. is the sudden shift in the U.S. position as the world's

largest creditor to that of the world's largest debtor nation. Examining this

phenomenon, the current American debt, depicts further decline of its economy. In the

late 19th century, the last time that the United States was a debtor nation, the

borrowings were invested to national development projects but today, its borrowings

are spent in importing consumer goods.

In the process of establishing its hegemony the emerging world hegemon has

to make some national compromise of its immediate economic interests in order to

sustain its overall move to economic hegemony. Japan's voluntary restriction of its

automobile exports to the United States was a clear example of such a compromise.

By doing that Japan succeeded in defusing some of the political and social pressures

from the U.S. In the longer period of time, as we are witnessing, Japan's auto

manufacturers are continuously increasing their share of the American market as well as

of the global market. In addition, the compromise effected by the Japanese auto

manufacturers prepared the stage for the full penetration of other Japanese industries

into the American market. That shows that the important phase in the development of

a nation's hegemony is that in which the individual components of a nation no longer

struggle solely for their own interests, but develop and defend that hegemony.

Therefore, it is essential for an emerging hegemonic nation to achieve

economic hegemony prior to achieving political hegemony. Historically, access to

25



low-cost raw materials, in general, and energy resources, in particular have been

considered significant elements in the process of becoming the world economic

hegemon. The next chapter examines, in more depth, the relations between the

development of the international oil industry as the main energy provider to all

industrial countries, and the maintenance of the U.S. world hegemonic power.
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CHAPTER II

INTERNATIONAL OIL INDUSTRY

Historically machines have played a significant role in the creation and

development of industries as well as capitalism. Machines could replace human labor

and cause a significant reduction in total production cost. They could improve the

productivity of workers and increase the total production value. Machines could

introduce and create various kind of new industries. While machinery does not

necessarily require inanimate energy, most modem machineries are entirely and

increasingly dependent on it. Energy can be used in mechanized production as light,

heat, motive force, or, at other frequency as radio waves. The increasing use of

machinery led capitalists to increase the consumption of energy. Since energy become

an important element in expansion and development of industries, capitalists paied

more attention to its cost in order to reduce the total cost of production. In addition,

some forms of energy beside being an input to machine (mainly the carbon-bearing

sources of energy), have been exchanged as a commodity in the market. So like every

other commodity they posses exchange-value.

Industrial development has always been the focus of industrial economic

expansion. The link between the economic development and utilization of

machineries and energy has compelled industrialists and politicians to influence, if not

control, the energy industries. In this century domination of the international oil

industry has been one of the main objectives of the industrial countries. This chapter

intends to analyze the dynamic relation among the oil producing and consuming

countries and the major international oil companies (Majors). This relationship will be

discussed and the developments of international oil industry examined from a historical
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perspective. The main question of this chapter is how and why the international oil

industry developed from an industry dominated by the Major oil companies in the

pre-World War II era to a tri-polar (oil-producing countries, oil-consuming countries,

and oil companies) industry at the present time.

EARLY DEVELOPMENTS IN THE INTERNATIONAL OIL INDUSTRY:

Industrialists have always looked for L'1e cheapest source of energy. If one

omits all the advantages of crude oil compared to coal in processing and the highly

valuable by-products from oil, and focuses on the mass of "BTUs" which is contained

in crude oil and coal as the main factor to determine market price, crude oil would be

the cheaper source of energy for industrialists. The individual product cost of a ton of

coal, expressed in terms of the mass of "BTUs", is several times that of crude oil. The

reason is that a much greater mass of capital is needed to produce a given mass of

energy in the form of coal than is required for crude oil (Massarrat, 1980, 34).

Because production cost of crude oil is the lowest, and it is a multi-functional source of

energy, economic planners have to give the highest value to petroleum among all other

sources of energy. It is in this context that there has been tense competition among

industrial countries to control the international oil industry.

The international oil industry has been comprised of three distinguished

components: (1) Regions or countries where the majority of oil reserves are located; (2)

Industrialized countries which are the main consumers of crude oil; and (3)

International oil companies. The history of the international oil industry has been

nothing but the interaction of these three players. Since energy is a major element in

industrial development, and oil is the cheapest and the most efficient source of energy,

international oil industry is one of the most important ingredients of a modern

economy. No other source of energy has such multi-functional dimensions--
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industrial, commercial, and residential--as oil has. In 1990, the average crude oil

consumption of the G7 countries (the U.S., Japan, Germany, Britain, France, Italy, and

Canada) was 47 percent of their total primary energy supply (Energy in Japan, Facts

and Figures, 1991,4). During the same year the crude oil import dependency of five

of these seven countries (the U.S., Japan, Italy, France, and Germany) stood at 89

percent of their total crude oil supply (Ibid). By any standard the international oil

industry is the world's largest industry in terms of size, assets, and total sales. It is

probably the only international industry that every country in the world has an interest

in. In 1991, $220 billion worth of crude oil was traded globally by the international oil

industry (the figure is calculated based on $20 a barrel of crude oil for 65 million

barrels a day of consumption worldwide).

Although capitalism has developed unevenly throughout the world, the

international oil industry has succeeded in dominating the economy of both the

industrial countries and most of the developing countries, particularly the oil-producing

countries. To understand the present situation of the international oil industry, it would

be necessary to periodize its history in distinguished stages of development. Since the

first time oil was used for industrial purposes in 1858, four critical periods could be

recognized. These periods are: (1) the early competition among the international oil

companies to expand their sphere of influence (1858-1914); (2) discovery of huge

reserves of crude oil in the Persian Gulf and British domination of the international oil

industry (1914-1935); (3) domination of American major oil companies (1945-1970);

and (4) the international oil industry in transition (1970-present). These stages also are

reflections of the historical development of the world capitalist order: The second

period, also, could be characterized as the time that Great Britain was the world

hegemon. The period of American major oil companiesdominance coincided with the

emergence of a new world hegemon, the United States. From the beginning of the
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fourth period, we are experiencing the decline of the U.S. as the world hegemonic

power, and the strengthening of Japanese and European economic capability. The third

stage of development in the international oil industry is characterized by the creation of

the Organization of Petroleum Exporting Countries (OPEC), the nationalization of oil

industries in the oil-producing countries, and the decline of the Majors' domination of

the international oil industry.

In the late 19th century, along with the acceleration of industrial expansion,

capitalists realized that the development of a cheaper source of energy, such as crude

oil, outside the capitalist world was necessary to reduce production costs. Given the

fact that the same expensive labor and modem form of landed property would be

applied to coal as well as oil, the replacement of coal with their crude oil could not be

considered as a long-term solution to reduce the total production costs. But most of the

discovered crude oil reserves, at the time, were located in the countries with capitalist

relations of production. Given the fact that the production of crude oil under a

pre-capitalist relation of production would bear more surplus values, capitalists

increased their efforts to expand exploration and production of crude oil from

non-capitalist countries. As a result, sizeable reserves of oil were discovered in East

Asia and the Middle East. This economic fact intensified competition among capitalist

countries to dominate the politics and economy of the newly oil-producing regions.

For example; after World War I, the Dutch government decided to transfer some

German oil companies' concessions in the Netherlands Indies (Indonesia) to Royal

Dutch/Shell. This decision effectively locked out American companies. The U.S.

government immediately reacted to secure its position through one of its oil companies

by diplomatic means. A U.S. State Department memo described the American

pressure on the Netherlands government with blocking the issuance of further

concessions to the Royal Dutch/Shell in public lands in the United States. The result
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of that action was that "the New Jersey company (Exxon) was given additional

producing concessions in the Indies which turned out to be some of the richest in the

islands" (Tanzer, 1980,50).

This small group of companies is known in the international oil industry

terminology as the Majors. The Majors are comprised of seven oil companies

originating in the United States, the United Kingdom, and the Netherlands. These

seven companies were, until recently, responsible for 80 percent of all oil production in

the world excluding the U.S., U.S.S.R., China, and Eastern Europe (Odell, 1980, 110).

At the present time they still own or control nearly 70 percent of the total refining

capacity, 80 percent of petroleum trading either directly or indirectly, and through

long-term charter, well over 50 percent of the tonnage of internationally operating

tankers.

Formation of these international oil companies goes back to 1862 when

Rockefeller made his first investment in oil business. In 1870, by merging several

refineries in Cleveland and the rest of Ohio, he established the Standard Oil Company.

While he was engaged with completing his monopoly over the U.S. oil industry, some

large new oil fields were discovered around the world. By the late 1880s, Nobel and

Rothscild transformed the Russian and Rumanian crude oils as a major competitor to

Standard Oil. In 1890, crude oil was discovered in East India (Indonesia), and the

Bataafsee company, the predecessor of Royal Dutch/Shell, was established. By the

tum of the century, an Australian born British businessman, William Knox D'Arcy,

discovered a huge oil field in Iran. In 1908 the Anglo-Persian Oil Company was

formed which was responsible for the production and exploration of oil in Iran. In

1914, the British government took control of the company which finally led to the

establishment of the British Petroleum Company.

31



The discovery of the Spindletop field in Texas, the largest oil field at the time

(1901) in North America, weakened Standard's control in the U.S.. It was during this

period that Gulf Oil Corporation was formed by Andrew Mellon, a banker and

industrialist. In 1911 the implementation of the antitrust law resulted in breaking

Standard Oil apart. The company was divided into a number of large regional oil

companies: Standard Oil of New Jersey (Exxon); Standard Oil of New York (Mobil);

Standard Oil of California; Standard Oil of Indiana; and Standard Oil of Ohio. The

British Petroleum company along with Royal Dutch/Shell,Texaco, Gulf, Exxon, Mobil,

and Standard Oil of California formed the Seven Majors known as the "Seven Sisters".

The history of the international oil industry between 1901 to 1970 had been the history

of the domination of thesecompanies.

When capitalism expanded into the periphery, the objective was to obtain

access to cheap raw materials. Such a policy was absolutelynecessary for the long term

expansion of capitalism. The two regions, albeit different socioeconomic structures,

formulated a strategy to allow the flow of cheap raw materials to the West. In modem

history this strategy is known as colonialism. Through direct colonization the West

succeeded in accumulating a huge amount of surplus value. That was possible mostly

because of the existence of the pre-capitalist form of landed property in the periphery.

The payment to the host countries had no direct relation to the final price of the

product, nor to the size of production. It was a fixed sum upon an arbitrary basis,

often at four shillings per ton of crude oil (Bina, 1990, 61). The high rate of surplus

value generated from oil production in the rich oil countries by the Majors intensified

competition among the international oil companies to extend their operational territory.

At the same time in order to secure their profits they united against any political

changes in the periphery. The Majors worked closely together to set the price of oil,

the level of production, and other elements associated to the industry. A well-known
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agreement was signed among the Majors in 1928. The agreement is known as the

Achnacarry Act, which concerned the collective effort of the Majors. Based on this

agreement the Majors succeeded in designating a set of administered prices called

"posted price". The price was based on the production cost of crude oil in the U.S.

whose production cost was the highest in the world while the oil royalty of the

producing countries was based not on the posted price, but on a fixed sum.

The profitability of crude oil production in the periphery encouraged the

Majors to expand their operations there. The first nation to experience this expansion

was Venezuela. This occurred when Mexico nationalized the ownership of its oil

industry in 1938, and the major oil companies transferred their bases to Venezuela,

where they had explored and produced crude oil since 1918. For more than twenty

eight years the nationalist government of Mexico was trying to find the ways and means

to transform the pre-capitalist concern of landed property into the capitalist one. By

doing this the nationalist government intended to collect some of the surplus value

generated from the production of the country's crude oil rather than receiving a posted

payment. The Majors responded quickly to losing control over the Mexican oil

industry. These companies accelerated their expansion plans in Venezuela and

increased the Venezuelan crude oil production.

There are several reasons why the world economic powers support their oil

companies who are operating worldwide. One important factor is that these companies

represent vast concentrations of economic power in their home countries. Charles

Wilson, former Chairman of General Motors and Secretary of Defense in the

Eisenhower Administration, once said that "what's good for General Motors[or Exxon]

is good for the United States" (Tanzer, 1980, 40). Another reason is that the

relationship between the Majors and their home government has benefits for both sides.
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The Majors' success in exploring crude oil allover the world assures reliable supplies

of oil for their home countries' military machine as well as their industries. Helping

their oil companies would result in the accumulation of huge profits which in turn helps

the home country's balance of payments (Ibid. 41). Based on these economic facts the

Majors and various government agencies that deal with foreign policy issues formed a

close corporation. Nobody put this better than Exxon's treasurer shortly after World

Warn:

As the largest producer. the largest source of capital. and
the biggest contributor to the global mechanism we [the
U.S.] must set the pace and assume the resposibility of
majority stockholder in this corporation known as the
world America private enterprise may strike out
and save its own position allover the world or sit by and
witness its own funeral (Ibid. 42).

The modem history of the rich oil region of the Middle East has explicitly

shown that whoever has political and economical control over this territory enjoys

supremacy in the global sense. The expansionary thrusts that gave Russia control

over most of central Asia were one of the main causes of Britain's two Afghan wars in

1838 and 1878. and to the continuing struggle between two colonial powers, Russia

and Britain. in South Asia that came to be known as the "Great Game". While this

struggle abated after the Anglo-Russian accord of 1880. it did not halt an

Anglo-Russian contest for economic and political influence that started to involve oil

the moment Britain made its first oil discovery in Iran in 1908. Later on. the October

Revolution and the domination of the British Petroleum Company over all of the

Persian Gulf wells gave an unchallenged supremacy to Great Britain.

By the late 1920s. the world order which was under Britain's hegemony

began to weaken as a result of the first World V.far. Consequently. a major reshaping

of the world order was inevitable. At the same time. British Petroleum's domination

over the oil wells of the Middle East region was challenged by various oil companies
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from France, Germany, and the United States. By the late 1930s, the leadership of

Britain was no longer acceptable by the European and American governments and oil

companies. Under these circumstances, the breakdown of World War II became a

good opportunity to create a proper atmosphere for the necessary leadership transition

of the world political economy. The transition of the world hegemony status to the

United States also gave hegemonic power in the international oil industry to the

American majors oil companies (Karlsson, 1982, 35). The war also revealed the

importance of access to a stable and secure oil supply for modern warfare and for the

survival of an industrial society (Ibid, 43). In fact, to fully support the American oil

companies in their fight for gaining hegemony over the international oil industry was

a major concern of the U.S. government. In the 1930s the American Majors began to

take control over the international oil industry.

The wartime situation and the need for petroleum to run the military machine

put extra significance to the oil operation in Venezuela. As a result, oil production in

Venezuela rose from 20 million tons in 1937 to 30 million tons in 1941, and to over

90 million tons in 1946 (Odell, 1980, 78). At the s3..tl1e time Venezuela was going

through rapid internal changes. The expansion of its oil industry helped to accelerate

the process of changes in that society. Consequently, in 1948 the new government in

Venezuela called for nationalization of the oil industry. This caused a major concern

among the international oil companies and compelled them to cease their investment

and development projects in Venezuela. Their prime objective was to overthrow the

new regime in Venezuela (Ibid, 79). Within a few months the democratically-elected

government was overthrown and the international oil companies regained their

previous position in the Venezuela oil industry. Although the Major oil companies

succeeded in toppling the government, they could not reverse the course of

socioeconomic transformation in the country. While conflict between the
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government of Venezuela and the companies intensified, a pro-socialist anti-American

revolution succeeded in Cuba. The United States worried that the movement would

expand allover South America. In other words, the global interests of U.S. world

hegemony were seriously threatened. Thus the Majors, under pressure of the U.S.

State Department, agreed to raise Venezuela's profit share from their oil production in

Venezuela (Ibid, 82). They also agreed to increase their investments in the direction

of expanding Venezuela's economy. These decisions were the manifestation of the

long-term priority of U.S. national hegemony over the short-term interest of one of its

component, the Majors.

At the same time, changes were occurring in the Middle East. As early as

1913, the British government showed a keen interest in the continuation of oil

exploration in Iran while private companies were reluctant to do so. At a result of

this action the Anglo-Persian Oil Company became one of the largest oil companies in

the periphery. Consequently, Iran become a major oil-producing country in the

Middle East. It was not the only country in this rich oil-producing region. In the

1920s and 1930s, many large oil reserves were discovered in Iraq (1927), Bahrain

(1932), Saudi Arabia (1938), Kuwait (1938), and Qatar (1939). Thus conflicts over

who controls these regions grew among France, Britain, and the United States.

Although they reached an agreement in 1935 with respect to each other's sphere of

influence in the Middle East, their action did not cause a rapid increase in the

production of oil in the region because the demand for oil in Europe was not high

enough. Also, the outbreak of World War II did not lead to much increase in the

demand of oil to offset the sharp decline of the industrial demands as it did for the

United States. Since the U.S. was the biggest consumer of oil, which was partly

supplied by Venezuela, by 1944, the total oil production in Venezuela was four times

that of the Middle East crude oil production. The difference was in Europe's heavy
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dependence on coal consumption.

The victory of the Allies in 1945 awarded the United States the crown of

world hegemony. The transition of world hegemony accelerated, if not caused, an

unprecedented historical transformation in the international oil industry. America's

political and military domination in the world had strengthened its economic position

worldwide. In the late 194Os, American world economic hegemony began to bear

fruit. Europe and Japan, the only two potential industrial regions outside of U.S.

economic influence, were badly damaged during the war and needed a huge amount

of capital to restructure their economies and receive military protection. The U.S.

was the only country that could provide such assistance. Of course, the United States

had its own objectives. The U.S. wanted to control the process of reproduction of

capital internationally. Thus, U.S. hegemony was instrumental in opening up former

European colonies to American oil interests. Beginning with the wartime lend-lease

programs, and continuing with the Marshall Plan, the United States received free and

equal access to all raw materials in the European colonies (Tanzer, 1980, 51). But,

by far the most important policy of U.S. hegemony in capitalist countries was in

changing the economic structure of Europe and Japan. One of the historical changes

was the replacement of coal with oil as the primary source of energy use in all

industries. The U.S. through its Marshall Plan implemented the policy of replacing

coal with oil. In fact, the Majors were paid, through the Plan, for the supply of crude

oil to Europe according to the price of crude oil in the U.S., while they were

importing oil from the very cheap oil of the Middle East (Ibid, 52).

This policy of coal replacement was also in line with the development of

capitalism. At the end of the 1930s, oil consumption constituted 25 percent of the

total demand of energy in the United States while European dependence on oil was
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less than 5 percent (United Nations Statistical Papers, World Energy, no:l & 5, 1952

& 1962). On the contrary Europe's dependency on coal was 95 percent, while U.S.

coal consumption was 60 percent of its total primary energy demand (Ibid). By 1959

oil consumption increased to 47 percent and 30 percent in the U.S. and Europe

respectively; dependency on coal declined to 24 percent in the U.S. and 64 percent in

Europe (Ibid). This shift in consumption of primary energy sources had been part of

a global trend toward greater use of petroleum in the world capitalist production. The

trend was accelerated by the availability of cheap oil and the surge of new oil-based

technology invented during and after the Second World War. The increase in

dependency on consumption of crude oil in the capitalist countries resulted in the

acceleration of the Majors investments in crude oil exploration and production in the

peripheries which were rich in oil reserves. Between 1944 and 1969, 73 percent of

114 billion barrels of crude oil discovered in the world was located in the periphery

regions. The discoveries in the Middle East alone contained 61 billion barrels in

comparison with the capitalist countries of 17 billion (Bina, 1985.29).

The end of World War II also had caused a universal national liberation

movement in the Third World. This political liberation movement was enhanced by

the new world hegemonic strategy: Contrary to the British hegemony strategy of

colonialism, the U.S. began to spread its domination through controlling the

reproduction of capitalist relations of production in most parts of the world. These

developments generated more anti-colonial movements which were often led by the

national bourgeoisie and the middle class intellectuals and succeeded in scoring

victories. The increasing dependency of the capitalist countries on raw materials

from the periphery on the one hand, and deterioration of colonial empires on the other

hand, accelerated the development of capitalist relations of production in the latter.

Although these two factors were very important in the process of the structural
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transition in the periphery, internal developments of these countries also played a

crucial role in their transition to development. That is the very reason why there had

been an uneven development of capitalism in oil-producing countries as well as the

rest of the Third World nations (Massarat, 1980,47). To comprehend the present

developments of the international oil industry, analyses of the process of expansion of

capitalist relations of production in the rich crude oil-producing countries is very

important.

EXPANSION OF CAPITALIST RELATIONS OF PRODUCTION IN TIlE

PERIPHERY:

Capitalist relations of production have a two-fold tendency: to reproduce

themselves within the social formation in which they take root and establishe their

dominance; and to expand their economic and political relations outside of their

original territory. These two tendencies interact dynamically and simultaneously. In

capitalist countries, development and introduction of new technologies are

instrumental for the rapid accumulation of capital and reproduction of the capitalist

relations of capital. For example, the utilization of the American invention of

petroleum based machineries provided an average of 6 percent annual growth in GNP

of industrial countries, or, a two hundred percent increase in their total capital. In the

process of producing such an amount of capital, capitalists were compelled to

consume a huge amount of raw materials imported from the periphery. Sustainable

transformation of raw materials to the centers was possible within the expansion of the

capitalist world market into the periphery. In the aftermath of World War II, the

continuation of this process began to undermine the stability of the periphery's

inferior mode of production (pre-capitalist relations of production). This

development along with the political liberation movement in the rich raw material

countries led to the political structure and stability of their regimes. The political
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stability of the rich raw material countries was threatened by two socioeconomic

movements: (a) people who were tired of their corrupt government and its colonial

master; and (b) the local bourgeoisie who aspired to gain the leadership and change

the country's pre-capitalist socioeconomic formation to progressive relations of

production, capitalism. During this historical time, the capitalist countries were

forced to choose between two contradictory interests. They were interested in

supporting and protecting the corrupt regimes of the rich raw material countries

hoping thereby to maintain the flow of cheap raw materials. However, this protection

would severely suppress the natural expansion of capitalist relations of production in

the peripheries where their advanced technology could accelerate an accumulation of

capital. The creation and success of the Organization of Petroleum Exporting

Countries (OPEC) is the best illustration of this fundamental contradiction in the

centers' global strategy.

By the early 1950s, further acceleration of industrial developments in the

centers resulted in greater dependency on low-cost crude oil from the periphery.

Thus, political stability and protection of those periphery states, oil rich governments,

became the primary objective of the Majors as well as their home governments.

Ironically, this reliance caused further expansion of capitalist relations of production

which resulted in major political instability in some of the oil rich countries such as

Iran in the early 1950s. The increase in consumption of oil after the World War II

forced the Anglo-Iranian Oil Company to increase its production from 16 million tons

to 32 million tons annually. This tOO percent production increase was possibledue to

the expansion of the Iranian oil industry. In the process of this expansion capitalist

relations of production had to be promoted and the pre-capitalist socioeconomic mode

had to be overcome. This historical development coincided with the rapid growth of

nationalism and anti-colonialism in Iran. The Iranian national bourgeoisie was
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unsuccessfully struggling for over eighty years to obtain political power (since 1868).

Although its first major national up-raising in 1908-11 succeeded in making some

fundamental changes in the constitution (the Constitution Revolution), it failed to

achieve political power and abolish the pre-capitalist relations of production. Then,

in the late 194Os, the decline of Britain's influence, the increase of the democratic

movement, and the influence of Soviet politics assembled together to give birth to the

first democratically elected government of Dr. Mossaddique. In 1951, the nationalist

government decided to nationalize the oil industry. First, the Anglo-Iranian Oil

Company responded by halting further investments in the oil industry, which also

virtually stopped production. Since the negotiation between Iran and the British

members of the Anglo-Iranian Oil Company did not reach any conclusion and the

Majors continued their embargo of Iranian oil, Iran reduced production to one million

tons of crude oil a year. Due to Iran's inability to sell its crude oil in the international

oil market, the nationalization failed to achieve its objective. The Majors' embargo

of Iranian oil received full support of their home governments until August 1953,

when the CIA succeeded in reinstating the Shah. In return, the Shah signed a new.

agreement with the Majors. During the embargo, Idemitsu, a Japanese oil company,

was the only company who dared to purchase Iranian petroleum. The U.S.

government's coercive intervention denied Iran from controlling its oil industry and

paved the road for the U.S. Majors to replace the British domination of the region's

oil industries. Since the U.S. world hegemony strategy was different from British

colonialism, this replacement accelerated the expansion of capitalism in Iran as well as

in other oil rich countries.

The most significant impact of the capitalist expansion in the rich

oil-producing countries had been the abolishment of the pre-capitalist form of landed

property. Contrary to the capitalist form of landed property which is in position to
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appropriate a section of the surplus value produced (as ground rent), in the periphery

the Majors were only obligated to pay a fixed sum unrelated to the level of production

and price of production. In a capitalist country with the development of capital

landed property, capitalists acquired the capacity of capturing an ever-increasing

portion of the surplus value. Reflection of this capacity would be seen in the rising

value of its land rent and the price itself (Marx, Das Kapital, vol.3, 638). In the

periphery, capitalists' surplus values are not restricted to the pre-capitalist form of

landed property, but are limited to the extent that they utilize a part of their surplus

value to establish the general conditions of production. These general conditions

comprise the proper infrastructure and administration indispensable for capitalist

production, and the cost of reproducing the pre-capitalist relations of landed property.

These relations would be intact "as long as the pre-capitalist relationship of class and

landed property can be maintained" (Massarrat, 1980, 41). The ruling classes in the

peripheries, as the indirect exclusive proprietors of the national land and sources of

raw materials, are quite satisfied with a payment. It is in this context that the

pre-capitalist form of landed property does not operate as a barrier to capital. But the

continuous operation of capitalism in the periphery, here the rich oil countries, would

accelerate the dissolution of pre-capitalist relations of production in their whole

economy. As the result of the development of capitalist relations of production,

generating surplus value from raw materials (crude oil) would become the main

economic objective of the local bourgeoisie. Therefore, the new ruling class no

longer would be satisfied with a fixed payment as long as the royalty is not related to

the price value of crude oil.

Due to the uneven development of capitalism in rich oil-producing countries,

the dissolution of the pre-capitalist relations of production was faster in some than in

others. This process started in Mexico and Venezuela in the 1930s and 1940s, Iran in
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the early 1950s, and in Iraq in the late 1950s. Ramification of this development was

seen not only in the nationalization policy of their oil industry, but also in their

strategy toward restructuring of the old formula which the oil companies used in

calculating the oil royalties. The most important objective of these countries was to

increase their revenues from exporting crude oil. During the 1950s, there were many

intensive negotiations between individual oil producing countries and the Majors on

the issue of the higher price for crude oil in international markets. These

negotiations resulted in the introduction of 50/50 profit-sharing between some of

oil-producing countries and the Majors. This equal equity participation was a

necessary step and a historical factor for the further development of capitalist relations

between the oil-producing countries and the Majors (Bina, 1980, 25). In the late

1950s, the oil producing countries began to realize that if they forced the Majors to

increase the posted price, their share of oil revenue would also increase. Calculation

of the oil royalties based on posted price generated a huge amount of surplus value for

the Majors because of the existence of a gap between the posted price and the market

price. The difference between the posted price and the market price was usually as

big as 300 percent. The market price of oil was determined by the competition

among all sources of energy in the market. In order to increase their royalties the rich

oil-producing countries had no option but to unite against the Majors to increase the

posted price. This policy eventually led to the creation of the Organization of

Petroleum Exporting Countries (OPEC), in 1960. On the other hand, any increase in

the posted price would result in the reduction of the Majors surplus value, thus, the

Majors resisted OPEC's pressure (for more than a decade) and refused to increase the

posted price. Since the major oil-importing countries (industrialized countries) were

charging a substantial tax on imported oil (based on the Majors' posted price), any

increase in posted price would increase the industrialist governments' revenues too.

At the same time, a higher posted price would result in a higher price of energy in the
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market. This development could result in the reduction of capital expansion.

Therefore those capitalist countries who relied more on imported crude oil chose to

support the Majors' efforts against a sharp increase in the posted price.

INTERNATIONALO~ INDUSTRY IN TRANSmON:

During the 1950s, the Majors had unilaterally reduced the "posted prices".

Such a reduction resulted in revenues lost by the oil producing countries. As a result,

in 1960 five major oil producing countries, Iran, Kuwait, Iraq, Venezuela, and Saudi

Arabia formed the Organization of PetroleumExporting Countries, OPEC. The main

objective of these countries was to challenge the Majors in a collective manner

(Rouhani, 1971, 5). However, their effort was not effective until the early 1970s.

The most significant factor for this inability was that the Persian Gulf oil industries

were not integrated into the world petroleum market (Bina, 1985,26). Until the early

1970s the expansion of capitalist relations of production was very limited in those

countries. Since the late 1950s the oil-exporting governments began to participate in

joint exploration and production with the Majors. This participation enhanced the

expansion of capitalist relations of production in these countries. The system of

posted prices by the Majors was no longer satisfactory for governments of the oil

exporting countries due to the rapid increase in their social and defense expenditures.

Any substantial increase in oil exporting countries' revenues was dependent on an

increase in the posted price. But, the posted price always was set far below the

market price. For example, in 1972, the posted price was $2.48 per barrel of crude

oil, while the market price in Europe was $10.40 per barrel of crude oil (Massarat,

1980, 56). Therefore, the oil-producing countries were getting a percentage of the

$2.48, rather than the $10.40. In fact, in 1972 European government revenues from

taxes on oil import were $5.60 per barrel of crude oil in comparison to $0.90 per
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barrel of crude oil for oil-producing countries (OECD, Oil: Present Situation and

Future Prospects, 176).

It was in light of these economic realities that the new capitalist class of the

oil-producing countries was trying to change the posted price formula, Within the

limitation of this formula, OPEC succeeded in increasing the posted price from $1.80

in 1970 to just over $5.12 in October 1973. Saudi Arabia and the United Arab

Emirates (where capitalist relations of production had a very limited expansion)

strongly opposed any increases in the posted price. In January 1974, an

overwhelming majority of its eleven members decided to raise the posted price to

$11.65. Although, OPEC succeeded in increasing its revenues more than 400

percent, it failed to abolish the old formula, The OPEC concern was mainly for

adjustment of inflation, devaluation of the denominating currency (the U.S. dollar),

and involvement in equity participation. The 50/50 concession of the 1950s and the

change in the old crude oil price formula of the early 1970s set the stage for the

introduction of the crude oil "spot market" which had been non-existent prior to the

1970s.

During the 1973 Arab-Israeli war and the Organization of Arab Petroleum

Exporting Countries' (OAPEC) oil embargo, Iran delivered 470,000 barrels a day of

crude oil to the "spot market". The main reason behind this decision was the fact that

since the late 1960s the Shah began to act as an agent of capitalism. In this new

position the Shah expected, logically, to share the surplus value generated from the

country's crude oil production. Since raising the surplus value was dependent on

raising the posted prices, OPEC members took advantage of the "spot market"

situation to force the Majors to accept a higher posted price. The gap between the

posted price and the market price was very high. For example, while the posted
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price of crude oil was $5.34, Iran succeeded to sell 470,000 barrels a day of crude oil

at $17 a barrel. In late 1974, Libya and Nigeria found Iran's approach practical so

they delivered a small portion of their crude oil supply to the spot market. These

additional supplies to the spot market pushed the oil price to $20 and $24 for a short

period of time in the spot market. In response to the success of these three countries,

some other OPEC members called for the elevation of the posted price to the spot

market price level. The strong opposition of Saudi Arabia and the United Arab

Emirates forced a compromise for posted price to be increased to $11.65 a barrel

instead. In fact the decision to enter in the spot market had been the most powerful

sign of development of capitalism in some of the oil-producing countries. The

emergence of the crude oil spot market is the strongest indication of development of

the internationalization of exchange in the crude oil market (Bina, 1985, 31). This

was a major step toward reorganization of crude oil production at the global level.

Since the spot market is involved in one-time transactions in crude oil, its

development forced structural changes in the long-term contracts between the

oil-producing countries and the Majors. It has been through the long-term contracts

which the Majors were successful in controling the supply side of the international oil

market. The development of the spot market resulted in the gradual abolishment of

long-term contracts.

The decision to sell some crude oil in the spot market was supported by three

European countries, France, Italy, and Germany. These countries decided to

incorporate the spot product prices as part of the formulas used to calculate product

prices for their regulated markets (Roeber, Petroleum Economist, April 1979, 12).

The spot market succeeded in the 1970s mainly because there were capitalist classes

in the oil-producing countries who were lookingfor a higher rate of surplus value, and

there were enough different interests among the industrial countries to allow them to
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buy their oil directly from producing countries rather than from the Majors.

According to the spot market, the price of oil would be determined based on the most

expensive crude oil in the world which happened to be produced in the United States,

the home country of most of the Majors. But, since the Majors were able to maintain

their control over the supply side, the oil-producing countries were not that successful

in causing a rapid development of the spot market. Therefore, it became necessary

for the oil producing states to increase their control over the production and marketing

section of their oil industries. The popularity of nationalization of oil industries of

OPEC members in the late 1970s and the early 1980s was the reflection of this

necessity.

In 1980, OPEC succeeded in establishing its control over the production of

its own oil due to three interrelated events in the late 1970s: (a) the Iranian revolution

of 1978-79; (b) a rapid decline of U.S. world hegemony; and (c) the revival of the

Japanese and European economies. The strengthening of these two regions'

economies enhanced the position of the oil producing countries in their struggle

against the Majors. These developments were manifested in the rapid changing

patterns of control of crude oil in the international oil industry. The ownership of

crude oil by OPEC countries increased during this decade as nationalization resulted

in the transferance of equity holdings from the Majors to the oil producing states.

According to these fundamental changes, the oil producing countries increased their

control of crude oil from 20 percent in 1973 to 80 percent in 1979 (Fesharaki and

Isaak, 1983, 47). This changing pattern affected the ability of the Majors' control of

the international oil industry. In 1973, more than 30 million barrels of OPEC oil was

available in the international market through the Majors. This amount was reduced to

below 20 million barrels in 1979. While the Majors' shares of internationally traded

crude oil declined from 90 percent in 1973 to 42 percent in 1979, OPEC countries'
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share increased from 5 percent in 1973 to 46 percent in 1979 (Ibid).

A reduction in crude availability to the Majors under long term contract

created a far reaching impact on the international oil industry by decreasing the size of

"the cushion between the amount of crude oil needed for downstream operations and

the amount guaranteed to be available" (Te'treault, 1989, 54). Therefore, the

availability of crude oil to third-party buyers, such as small oil companies, was

sharply reduced. This development forced the small oil companies as well as the

Majors to enter the spot market in order to supply their refineries. At the same time,

the weakening position of the Majors in the international oil market and aggressive

marketing strategy of OPEC national oil companies strengthened the bargaining

position of some of the major consuming nations such as Japan, Italy, Germany, and

France. These countries began to increase their share of the supply of crude oil by

dealing directly with OPEC national oil companies. In 1970, 75.2 percent of Japan's

demand for crude oil was supplied by the Majors. During the same year Japan

imported 4.5 percent of its oil directly from the oil producing National Oil

Companies, NOCs. These percentages were changed by 1980 to 44.5 and 44.4

percent respectively (Petroleum Industry in Japan, 1988,21).

The decade of the 1970s could be considered as the fundamental transition

period of the international oil industry because during this period the oil producing

countries had increased their control over the production of crude oil. This

development strengthened OPEC's position in the international oil market. The most

significant change in the international oil industry had been the introduction of

capitalist relations of production in the rich oil countries. Consequently, by the end

of the decade, the capitalist mode of production had established its dominance in the

remaining sectors of the industry. The domination of a single made of relations of
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production had created a single environment for all participants. This development

had a significant impact on the marketing ability of the oil-producing countries

because some of the oil producing countries soon realized that they can not sell their

crude oil at the price they want. After the mid-1970s, the Majors shifted their

investment priority from OPEC countries to other regions where the political threat of

their operation was virtually non-existent. They began to realize that owning oil is

not always necessary to make money in the oil business. Therefore, they adopted two

strategies: (a) to represent the host (OPEC) governments wherever possible,

politically; and (b) to transfer their investment in oil explorations from the Persian

Gulf region to more secure places such as the United States, the North Sea, Canada,

and Australia. Thus, by the early 1980s, OPEC's share of oil supply in the world

market dropped significantly to a low level. In addition, the major oil consuming

countries in response to the political ramifications of the oil embargo of 1973 began to

reduce their consumption of oil and switched to other sources of energy where they

were available. The ramification of this policy among industrial countries led to a

considerable decline in their energy and oil intensity level: less energy has been

required to produce a given level of GNP. Japan, for example, succeededin reducing

its GNP dependency on oil by 16 percent between 1973 and 1983. Members of the

International Energy Agency reduced their oil dependency on an average of 13

percent (Te'treault, 94). OPEC was forced to cut its production in order to prevent

further decline of the prices. As the result, between 1973 and 1985, OPEC countries

decreased their total crude oil productionfrom 32 million barrels to 16 million barrels

a day (Mlotok, 1990, 169).

The oil glut resulted in the rapid decline of oil price. More importantly,

some of the oil-producing countries found it very difficult to sell their crude oil at any

price. The main reason for this problem was international political considerations.
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For example, during the 1980s, Iran had a very difficult time selling its crude oil in

the international market due to U.S. political pressure. Lack of political power in the

international politics corresponded to the shifting of power in international oil

industry from oil-producing countries to Major consuming nations. Consumers

began to require the producer to buy other goods from them as part of an oil sales

contract. This kind of contract in the international oil industry came to be known as a

counter-purchasing deal. Counter-purchases between Iran and Japan were a regular

practice in their crude oil deals in 1982-1983. OPEC's resorting to barter deals and

other unconventional marketing arrangements are significant signs of the weakness of

these countries' position in the global market. In fact, by the late 1980s, the

oil-producing countries dependency on advanced industrial countries has

over-weighted the dependency of the latter nations on crude-oil producing countries.

CONCLUSIONS:

One of the most important characteristics of the transitional period in the

international oil industry is that the oil producing countries, the major oil consuming

nations, and international oil companies have become parts of one organic

socioeconomic system, capitalism. Within this global entity a new structure has been

established to conform to the changed conditions. The international oil industry has

become subjected, in the long-term, to the laws of value-formation rather than

arbitrary political coercion. But, given the fact of the uneven development of

capitalism in different parts of the industry, political and military means are, in the

short-term, the most effective means of influencing the international oil market. The

world is once again entering into a historical period when the most powerful capitalist

country would be able to influence the international oil industry. But this time,

unlike the early period, the emerging world hegemon has to rely on its economic

power rather than its military might to influence the industry. The reason is that the
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effectiveness of economic penetration into different parts of a single territory of

capitalist relations of production is far greater than the coercive policy of the world

hegemon. Therefore, if direct political and military domination of the home

countries of the Majors over the international oil industry was the distinguishing

characteristic of the previous periods, then the future domination of the industry rests

on the economic strength of leading industrial power. This evolution has been the

direct result of the development of capitalist relations of production in all parts of the

international oil industry.
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CHAPTER ill

JAPAN'S POLITICAL-ECONOMY AND PETROLEUM

Current political transformations in the East and the West suggest that

economic competition will playa significant role in international relations. Most likely

the two new centers, Japan and Europe, will replace the Soviet Union as world

superpower and with the United States will shape much of the 21st century. Although

there will be many regional military conflicts, it is believed that the core of

international tensions will revolve around their economic performance and their global

status in international trade. Whether the new international order (the outcome of these

political changes) will produce conflict over economic issues or a sound combination of

competition and cooperation, these three giants will do everything necessary to secure a

dominant position in the global economic hierachy of states. Thus, the present hierachy

of states in the international community will shift considerably.

Since economic prosperity has replaced military superiority (at least

temporary), competition among international powers for control and domination of the

international markets has become the focus of their national interests. Historically,

domination of energy supply and prices had provided a crucial economic and military

edge to an industrialized center in becoming the undisputed world power (Britain

followed by the United States). Also the high growth in petroleum demand in recent

decades (1950 to 1990) reflects not only high economic growth but also structural

changes in the industrial sector as well as changes in the peoples' life-style. These

factors have prompted the industrial countries to give significant political value to

petroleum in their foreign policy orientations and their influence in international

politics. The weight of this value varies from one country to the other because of their
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rate of petroleum supply dependency and their position in the international oil industry.

Since the importance of the role petroleum plays in the current quest for world

leadership is the core question, this depends on the evaluation of the Japanese

petroleum industry, its relation with its global economic success, and with its bilateral

relations with the world hegemony of the U.S.. This chapter examines the history of

the Japanese petroleum industry with an analytical oversight of its political economy,

retraces its roots and explains the nature of the Japanese oil industry. This has more

significance if one recognizes that Japan, which is one of the poorest nations in

petroleum resources, is the third largest petroleum consumer in the world.

JAPAN'S OIL INDUSTRY FROM 1888 to 1945:

In 1891 Japan became a member of an exclusive club consisting of a few crude

oil producing countries. Until the 1930s the Japanese attitude in the utilization of

petroleum could be characterized more as a badge of modernity than a necessary

component of their economic development. Since the end of World War II, Japan's

share of petroleum consumption in its total primary energy demand increased from one

percent to 57 percent in 1990. No other industrial country has experienced such a

drastic change in its primary energy demand composition. Although Japan is ranked

70 (out of 160 nations) in terms of its estimated proven reserves of crude oil in the

world, it is the second most important country in the international oil trading market

due to its daily import of an average of 3.5 million barrels of crude oil. Japan imports

81 percent of its primary energy and 99.6 percent of its oil from other countries. In

1990 Japan's crude oil imports accounted for 13 percent of internationally traded crude

oil ($27 billion a year). Although this represents the largest item in Japan's import bill,

the Japanese government and private companies have not been able to influence the

international oil industry as they do in many other industries. To understand this
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problem it is necessary to analyze the development of the Japanese oil industry.

In Japan, the term "oil industry" tends to refer only to companies that are

engaged in oil refining and marketing. For example a highly profitable oil company

engaged in upstream activity, Arabian Oil Co. (Arabia Sekiyu), is relatively unknown

in Japan. Up until recently in the literature of the Japanese oil industry oil exploration

and production, companies had been treated separately. Unlike other oil industries in

the industrialized countries, the upstream and the downstream sector of the Japanese oil

industry are not integrated. This is the most significant difference between the

Japanese oil industry and its counterpart in the U.S. and Europe. A comprehensive

understanding of this issue requires a review of Japan's oil industry.

In 1869 Japanese local entrepreneurs and the Meiji government welcomed the

first American geologists to Japan (ten years after Edwin Drake in Titusville,

Pennsylvania, produced the world's first commercial oil well). Two years later the

Nagano Coal Company was founded. The company neglected to import piping and

drilling equipments, failed to drill its first oil well, and dissolved. In 1888, the same

company led by Hisahiro Naito, an industrialist, founded Nippon Oil Company. After

three years of extensive exploration, the company succeeded in bringing Japan's first

oil well in Amase field into production (Samuels, 1987, 169). Within these three years

Japan's total oil companies grew from five with a total capital of 150,000 yen to 430

firms with a capital of more than 5.5 million yen (Ibid). Due to a shortage of crude oil

and capital, most of these small firms went bankrupt or were bought by the two

emerging domestic giants, Nippon Oil and Hoden Oil companies. In 1897 the total

number of Japanese oil firms was reduced to 58. The term "giant" has been chosen

here to describe the size and success of these two companies in the context of the

peripheral oil industry of Japan in its early stage of development. Performance of
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these companies did not play a significant role in the development of other industries

nor in the national economy since neither were related with a Zaibatsu (Samuels, 1987,

313).

When the oil industry emerged in Japan, there were small amounts of

indigenous oil resources. Unlike the British and the Netherlands oil industries which

expanded upon oil reserves of their colonies, the Japanese oil companies did not have

access to foreign oil reserves until the 1930s. While the American and European oil

companies have invested the generated profits from the upstream sector into

development and management of the downstream, Japanese companies were unable to

raise any capital. Unsuccessful oil exploration made it very difficult for Japanese oil

companies to attract domestic capital for development of the oil industry. Major

Japanese industries did not see any profit in the development of the oil industry.

Japan's petroleum consumption, for fifty years, remained more a badge of modernity

than a significant part of the country's economy (Hein, 1982,47). Despite increasing

domestic demand for petroleum products, Japanese oil companies were unable to

generate enough capital to meet the financial requirements to catch up with the western

technological developments in the refining industry. Therefore Japanese oil refineries

were unable to fulfil the domestic petroleum demand. Japanese businessmen and

industrialists regarded the importation of petroleum products as an alternative to the

construction of a refining industry. This strategy opened the Japanese market to many

foreign oil companies. In 1893 Standard Oil of New York opened an office in

Yokohama and later Samuel Trading Company (later become part of Shell) began to

sell lamp oil in Japan. Foreign investment in the oil industry antagonized Japanese

firms who feared losing their own markets to foreign companies because Japanese oil

firms were behind the American and European oil companies in terms of technology

and capital. Foreign companies took advantage of this situation and began to import
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oil products from their refineries outside of Japan. This factor further shrank markets

of the Japanese oil companies and compelled them to petition the government to

introduce tariffs on imported petroleum products. The reaction of foreign companies

was a more aggressive investment and acquisition in Japanese crude oil exploration,

production and refining firms, Through the rest of century the international Majors

with their extraordinary cheap, often dumped, imported oil products, continued to

control Japan's oil industry and markets.

Soon, the Japanese oil companies realized that they needed government

support and cooperation to offset the aggression of the international Majors. There

was neither state leadership nor a coordinated national fuel policy in Japan to restrict

foreign penetration. The main reason was that oil was not playing a significant role in

Japan's national economy. More importantly, since all domestic capital investments

in the oil industry were supplied by other industries, there was no coordinated strategy

among the Japanese oil companies themselves. These other industries did not consider

such investments crucial for expansion of their industries. In other words, those who

had investments in the oil industry were not interested in developing the oil industry

independent from other industries.

Besides an increase in the annual tariff, Japan's state intervention in the oil

business prior to the World War I was limited to geological surveys and public funding

for a Karuizawa-to-Yokogawa pipeline in 1905. In 1908, the government raised

tariffs on imported oil in response to the Finance Ministry's report on the evaluation of

the country's oil field reserves. The report which was compiled by private oil

companies maintained that domestic oil reserves were potentially competitive. In the

early 191Os, the Japanese government came to the realization that the country did not

have any sizeable oil reserves for commercial production. By the tum of the century
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when the Age of Illumination gave way to the Age of Energy, the prospect for rapid

growth of petroleum consumption improved. Accordingly, lamp oil was replaced by

electric lights, and factories, motor vehicles, and ships were beginning to consume

residual fuel oil. Additionally, the Japanese Imperial Navy discovered the strategic

importance of petroleum after its success in building its first heavy oil tank. Fourteen

years later, based on a British design, the navy installed its first liquid fuel boiler. On

the eve of World War II, oil became critically important to the navy despite the fact that

it constituted less than one percent of Japan's primary energy supply.

The history of Japan's oil industry in the period between two World Wars can

be characterized as vicious price wars, consolidation of several big companies, more

price wars, and state intervention. The most immediate concern of the Japanese oil

companies was the poor performance of their domestic wells. Between 1915 (the year

that crude oil production in Japan was at its all time high) and 1923, Japan produced 3

million barrels which comprised 50 percent of consumption until 1924 when for the

first time Japan's imported crude oil surpassed domestic production. The rising

petroleum consumption and the decline in production of domestic crude oil in Japan

coincided with the discoveries of huge oil reserves in Venezuela, Sumatra, Russia,

Texas, California, Iran, and Iraq. With the low cost of production in most of these

new oil fields, the cost of imported crude oil dropped to half the cost of domestic

production in Japan. Between 1923 and 1934 domestic crude oil lost its market share

from more than one third to less than one-tenth. At the same time, the international

Majors had increased export of their refined products to Japan. The combination of

these factors resulted in a 40 percent decline in the price of gasoline in Tokyo's market

between 1926 and 1931.

These new market conditions threatened the very existence of Japanese oil
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companies which did not have access to foreign crudes or oil products. They asked

the state to intervene on their behalf and defend them against the international Majors.

As a result the Ministry of Commerce and Industry (MCI) began to form a price cartel

to stop further decline in the price of gasoline. The cartel was finally established

under the Important Industries Control Law in August 1932. Accordingly, 55 percent

of the market came under the control of two foreign firms, America's Standard Oil and

Britain's Rising Sun, while the remaining 45 percent came under the control of four

Japanese firms causing a 30 percent increase in the price of gasoline (Samuels,

1987,174). Soon this arrangement was opposed by taxi firms and automobile

manufacturers during a strike by Tokyo taxi drivers which led the Ministry of

Commerce and Industry to intervene and reduce the price of gasoline. At the same

time Kojiro Matsukata, son of Masayoshi Matsukata, Chairman of Showa Sekitan,

signed a contract in Moscow and agreed to buy 35,000 tons of Russian refined products

annually. In doing so he succeeded in undercutting total sales of the six firms' cartel

by 40 percent. The cartel then began a price war which caused a further reduction in

the price of gasoline. Under pressure to meet the dividend payments, four Japanese

companies proposed a peace plan to Matsukata. Matsukata did not endorse the

proposal and this significantly destabilized the Japanese domestic market. Therefore,

most of the Japanese oil companies urged the state to formally intervene and stabilize

the oil market.

When the industry was willing to submit to limited state intervention, the

military, particularly the navy, was calling for total control by the government over the

industry and proposed a plan to nationalize the industry. Opposition by oil firms on

the one hand, and Japan's Foreign Ministry's legitimate fear of reprisals by foreign

governments on the other, stalled the nationalization plan. In 1934, the government

implemented its first comprehensive laws in regard to the domestic petroleum market
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and industry known as the Petroleum Industry Law (PIL). According to this law the

Ministry of Commerce and Industry was empowered to license oil companies for

production, refining, sales, and imports of crude and oil products. The Ministry also

was allowed to establish quotas, fix prices, force compulsory purchases, allocate market

shares and demand the stockpiling of six months of supplies by each refining and

importing company. The policy particularly benefited the larger Japanese companies.

During PIL implementation, Japan had 53 refining firms, 17 importing firms, and 20

production firms. In 1941 there were only eight privately controlled groups of

refiners and one producer in the market. The main objective of this policy was to

challenge Anglo-American suppliers and distributors. The foreign companies were

given a smaller share of the market. Standard Oil and Rising Sun demanded

intervention by their governments to regain their market share. These companies

threatened the possibility of an oil embargo on all Japanese oil companies (Ibid, 178).

In the mid-1930s, four-fifths of Japanese crude oil imports was coming from the United

States, and the U.S. total export to Japan had already surpassed the amount of U.S.

exports to all of Latin America; in fear of losing that export market, the U.S.

encouraged its oil companies to drop the embargo idea. Thus, the Japanese

government succeeded in implementing its first national oil policy and regulating its oil

industry.

At the outbreak of the Sino-Japanese war the Japanese state intensified its

efforts to gain more control over the oil industry. The Japanese navy was the largest

petroleum consumer in the 1930s. Between 1930 and 1937 the total demand by the

army, navy, and civilian sectors rose from 2.5 to 5.4 million kiloliters. In August

1938, with the suggestion of the Ministry of Finance, a petroleum development law was

enacted. The law authorized the state to bear up to 70 percent of expenses incurred by

private companies for drilling equipment and 50 percent of the cost for test-well
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construction (Samuels, 1987, 183). During the war, the Japanese government limited

civilian use of petroleum from 1.3 million kiloliters in 1937 to 438,000 kiloliters in

1941. At the same time, the military was in control of 75 percent of total stockpiles.

In return, the state received 2 percent of the value of any oil produced for five years

(Ibid). Demand for oil made the capturing of the oil reserves of the East Indies

(under the control of the Netherlands) a primary goal of both the army and the navy.

The anny encapsulated its attitude in the slogan "One drop of gasoline is one drop of

blood" (Hein, 1982, 47). Crude oil was of significant importance for the navy. It

needed 15,000 kiloliters of crude oil daily for the operation of its ships (Ibid, 48).

Japan's fear of being cut off from the supply of crude oil was well-founded.

One of the reasons that prevented the U.S. government from declaring an on oil

embargo on Japan in the late 1930s was the fear that an embargo would force Japan to

seize the Netherlands East Indies. However, on July 26, 1940 the U.S. government

restricted the export of oil to Japan by requiring export licenses for aviation fuel and

scrap metal. Although the U.S. did not mention Japan by name, the Japanese

government interpreted it as an effective restriction of oil supply to Japan by the U.S.

oil companies. In August 1941, the United States froze Japanese funds and invented

bureaucratic hurdles to make exporting of petroleum to Japan an impossible task (Hein,

1982, 52). Japan's only option was a surprise military attack on Pearl Harbor in

Hawaii (a U.S. territory). Prior to damaging or crippling the U.S. Pacific Fleet,

Japanese military leaders thought Japan's victory over the Netherlands East Indies was

not possible. When the Pacific War began, the amount of petroleum consumed by the

military and civilian sectors became an important matter in Japan's national security

policy.

Except for the use of oil by the military, petroleum was not a central element
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in Japan's national energy demand due to its high dependency on coal. On the eve of

World War II, petroleum consumption in Japan was estimated to be one percent of the

total country's primary energy demand, while coal comprised 95 percent of the total

primary demand. When World War II ended, this relationship and every other aspect

of the Japanese oil industry also began to change mainly because of U.S. political and

economic hegemony and global economic necessity. Japanese policy makers realized

that the country had to substitute a technological intense strategy for its low wage labor

economic policy. Therefore, by replacing coal, petroleum became central to Japan's

national economy.

JAPAN'S POLmCAL-ECONOMY AFfER THE PACIFIC WAR:

In 1945, at the Yalta Conference, the United States and the Soviet Union

agreed on some structural changes for the international society which survived until the

mid-1980s when the U.S.S.R. adopted a new political and economic strategy which led

to the historical political transformations in the Soviet bloc. At Yalta the two

superpowers agreed to allow each other to initiate some political restructuring in their

respective blocs. While the Soviet Union was dictating political changes in Eastern

Europe, the United States was pursuing its hegemonic objective by instituting political

changes in Germany, Italy, and Japan. The present political structure of Japan is the

product of reforms instituted by the Supreme Commander for the Allied Powers

(SCAP) or the U.S. government in the late 194Os. When Imperial Japan accepted the

terms of the Potsdam Declaration it did not anticipate that the U.S. would force Japan to

undertake political reforms before the signing of a peace treaty (Kyogoku, 1987, 4).

Although the new constitution preserved legal continuity through the freely expressed

will of the Japanese people, the country's sovereignty rested in SCAP.

SCAP's main objective in reforming the Japanese political system was to
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prevent it from again becoming a military power that could threaten U.S. interests.

The new constitution deprived Japan of having any military presence outside the

country. Resolving issues among nations in a peaceful manner became the comer

stone of the new Japan. Article 9 of the new constitution, which was prescribed by

SCAP, was aimed to prevent Japan from becoming a military power in the region.

The new constitution had two contradictory effects on the United States' world

hegemonic strategy. On the positive side, Japan's weak military would eliminate the

possibility of it renewing its challenge of U.S. interests in the Pacific region. But, a

weak Japan could also invite others (mainly the U.S.S.R.) to replace its colonial

position, or to put it under its political domination. By 1947 the U.S. realized that its

world security arrangements would seriously be threatened if Japan remained a weak

nation. In the light of this reality the U.S. decided to expand its military umbrella

over Japan. With increasing tension between the two superpowers and fueled by the

Chinese communist revolution, Korean War, and the Vietnam War, Japan gained an

extra geopolitical importance to U.S. regional and global strategy. Japan, a populated

country with great industrial potential, was the only country in the region which could

help the U.S. maintain its hegemony. From the Japanese point of view, the

geopolitical feature of their country became a huge liability for the political

independency that they enjoyed for centuries. Japanese nationalists realized that the

growing ideological tension between the two superpowers, lack of military capability of

their country, and guilt feeling of the general population had crippled the country's

ability to seek an independent political identity in the international arena. By

concentrating on economic prosperity and industrialization Japanese businessmen and

politicians hoped to create a proper avenue for future political independency and an

international identity. The industrialists and businessmen were well aware that

industrialization would not be a smooth ride due to total dependency on foreign raw

materials, capital, and advanced technology. Active government participation was a
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necessary element in transforming the country into a world class industrial nation.

The experience of capitalist development in Japan in the post-World WaI II

period has provided ample evidence that with a more effective role of the state in a

devastated capitalist country, it can economically surpass other industrial nations

(Johnson, 1982, 307). Theoretically, Japanese capitalist development is closer to the

Keynesian concept of state and private cooperation with a more harmonious

relationship between the state and private business than has ever been experienced in

western capitalist countries. While the economy of western capitalist countries is

greatly dependent on the market mechanism as the driving instrument of the whole

economy, the Japanese model is a dynamic model where market importance has been

made second to the economic planning of the government and private business to

protect and assist "the sunset industries" as well as flourishing industries (Kuroda,

1991A, 27). The Japanese miracle is the equilibrium of some factors under the

domination of the harmonious relationship of the state and private business.

The most immediate result of World WaI II was the creation of an

international environment free of direct military confrontation among big powers.

This global environment "contributed significantly to the economic success of Japan"

(Ibid, 21). In addition, conveyance of the world hegemony to the U.S. with its new

hegemonic strategy of global institutionalization of capitalist growth and development,

had encouraged the Japanese government to become an active player in Japan's

post-war economic reconstruction and development. The new Japanese government,

under pressure from the U.S., enacted anti-trust laws which resulted in weakening the

Zaibatsu, the back-bone of Japan's pre-war industrial and military strength. Security

arrangements with the United States and curtailment of its military expenditure, which

was designed to serve U.S. world interests, enabled Japan to redirect its national
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resources to achieve sustainable economicgrowth.

Since human resources are, by far, the most significant resource of Japan's

economy, improvements in working conditions and educational system led to

comprehensive national economic development and advancement. SCAP insistence

on the formation of strong unions resulted in rapid unionization of Japan's labor force

which increased from 7 percent in 1937 to approximately 50 percent in the late 1940s

(Kuroda, 1991A, 24). The Japanese labor force is unionized according to enterprises

rather than industries. This policy helped to prevent them from being alienated from

their company. Unionization in Japan, unlike in other capitalist countries, has not

affected Japanese workers' loyalty to their respective company.

After World War II, Japan extended its compulsory education to nine years

and provided conditions for a larger segment of the population to take advantage of

higher education. This along with cultural emphasis on education has resulted in a 90

percent high school graduation rate, and 40 percent of college enrollment for the total

population (Ibid, 25). As a result, Japan's labor force has become "uniformly

competent in dealing with modern life" (Ibid).

In 1951 Japan's total gross national product was one third of Britain's and

one-twentieth of the United States'. Within four decades Japan's industrial

development increased the country's GNP to four times of Britain's and 75 percent of

the United States'(OCED, Main Economic Indicators, 1991, 29-30). During these

decades Japan enhanced its industrial productivity by 546 percent in comparison to 209

percent in the U.S. and 160 percent in Britain. In the first two years of the 1990s,

Japan experienced an average growth rate of 5.3 percent in GNP while the U.S.

experienced a 1.7 percent increase (The Daily Yomiuri, August 3, 1991, 6).
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Continuous economic expansion strengthened Japan's global financial position. In the

first half of 1991 Japan succeeded in raising its current account surplus to $29 billion,

or by 43.2 percent over the same period the previous year (Ibid). Japan's economic

prosperity in the past led many experts in Japanese affairs to argue that the country will

be "number one" economically in the early years of the next century. This would be

an extraordinary accomplishment for a country that possesses only 3 percent of the

world population and only 0.3 percent of its habitable land (Kennedy, 1987,495). This

prosperity has been accomplished mainly because of comprehensive state planning and

the execution and leadership by the Japanese government and its unique relationship

with the private businesses.

During the eight-year war with China and four years in the Pacific, Japan paid

a heavy price. Food production declined steadily during the war years. The explosion

of firebombs alone cost the lives of approximateiy 500,000 civilians (100,000 alone in

Tokyo) and left millions homeless. During the same period, routine maintenance and

repair went undone in every sector of the economy, from mulberry trees to

electric-power lines. The destruction was especially acute in the coal and domestic oil

fields. Japan gradually was running out of these resources. Hydroelectric

installations were not damaged, but the severe deforestation caused soil erosion.

Additionally, reckless denuding of the hills and mountains caused abnormal levels of

floods and landslides in the first post-war years. It also contributed to the general

energy shortage, since charcoal fire-wood remained scarce throughout the occupation

period. By the end of the war, refineries on the Sea of Japan were the only source of

petroleum for the country. These refineries were able to produce less than 4,500

barrels a day. By February 1945, there was not a drop of oil in any storage facility.

During the Pacific war the United States destroyed over 85 percent of Japan's total

refining and storage capacity (Samuels, 1987, 185).
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In late 1946, the government adopted its first viable economic plan known as

"priority-production" based on a study group report by the Ministry of Foreign Affairs

(Hein, 1982, 7). The main objective of the plan was rapid economic growth,

particularly in the energy and steel industries. The aim of the priority-production plan

was to develop Japan's industry into a high-wage, high-value-added economy. In

doing so the government intended to support a long-term strategy planning versus a

straight market approach. The priority-production plan was formulated mostly in

response to labor unions' demand for an overhaul of the pre-war economic structure

(ibid, 7). The growing power of unionsand consequently the spread of labor strikes in

many key industries was interpreted by the U.S. as a blueprint for further social

disorder. The priority-production plan institutionalized the concerns of labor, while it

strengthened the position of private enterprise. However, from the Socialist Party's

(the ruling party at the time) point of view, long-term planning would result in a more

powerful role for the state. It could also develop the state into an authoritarian power

(which was responsible for all of the disastrous war experiences for the Japanese).

Therefore it was crucial to draw the line for state intervention in the national economy.

On the other hand, socialists were skeptical of the classical capitalism of laissez-faire

being able to improve the living standards of poor people. But the Socialist Partydid

not put forward any vigorous demand for nationalization (Lockwood, 1965, 493). The

debate on the issue of government power continued for about two years until the state

achievedits control over the coal mines in December 1947. The Katayama Cabinet, in

1947, did the most to institutionalize national economic planning. By late 1948, the

conservative Liberal Democratic Party had returned to power. It helped to form and

develop management organizations, and under the influence of the U.S. began to

weaken its political opposition. The conservative government passed a number of

regulations in 1948 and 1949 to curb unions. At the same time, private management

was allowed to operate in the state controlled industries. The state's ability to
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reconcile the interests of both sides of the Japanese political spectrum was the sign of

success of its priority-production plan.

Immediately after the war, in 1945, the United State declared a new policy of

"demilitarization and democratization" for Japan and insisted on a program of domestic

belt-tightening as a prerequisite to resuming foreign trade. In 1946-1948, Japan

received $1.238 billion in aid from the United States (Kuroda, 1991A, 22). In the

immediate post World War II the U.S. concentrated on the reconstruction of the

European economy rather than on Japan. Between 1945 and 1949 the United States

was concerned that Japan did not have the means to rebuild its economy. The victory

of communism in China and the popularity of socialism in Japan compelled the U.S to

reevaluate its strategy in the region. But the massive flow of U.S. capital to Europe

made it very difficult to meet Japan's hard currency needs for economic recovery.

More importantly, the United States was very concerned about the revival of militarism

in Japan. After 1948 the U.S. had contributed $750 million in loans to Japan

compared to several billion dollars' aid to the European countries.

The lack of huge American capital investments forced Japan to revise its

free-spending strategy based on the priority-production plan. The newly established

Ministry of International Trade and Industry (MITI) adopted a new strategy to increase

the productivity of Japanese industries known as the "rationalization policy". The

success of this policy depended on MIT!' s ability to provide proper foreign technology

to various key industries. Japan had realized that the war years had created a big

technological gap with the Western industrial countries, mainly the U.S. Japanese

planers believed that higher industrial productivity would create enough surplus capital

to boost consumption and capital investments. They were also well aware that higher

productivity alone could not market their inferior products. Thus, quality
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improvement of their industrial products was considered a necessary condition for

earning foreign capital. Japan began to import machinery, such as energy-efficient

power plants, and new production techniques. During the period 1950-1963 Japanese

industrial firms signed 2,487 contracts to purchase or use foreign patents and technical

assistance (Lockwood, 1965,459). The United States was considered to be the main

source of new technology and training. The share of the U.S. from these contracts

was 70 percent, concentrated mainly in machinery, electrical goods, and chemicals

(Ibid). One of the most well-known American contributions to the success of the

"rationalization policy" was W. Edwards Deming's mission to Japan. Deming, a

Massachusetts Institute of Technology professor, introduced the concept of quality

control to trained Japanese managers to improve the quality of their industrial products.

The quest for high-quality exports had two significant political implications:

(a) extensive state planning and intervention in the national economy, and (b) political

dependency on the U.S. The result could be seen in the shifting of energy

consumption from coal to oil. The new technology meant new machinery which were

energy intensive rather than labor intensive. Japan realized that the lack of a

sufficient energy supply was one of its major economic problems. Japanese economic

planners and some businessmen thought that the solution would be in an "open door"

energy policy toward the United States. Global shifting from coal to oil had already

given critical power to the Major oil companies. Since most of these companies were

American, the role of the U.S. in the restructuring of Japan's economy (as well as

Europe's) greatly increased.

The political objectives of the U.S. policy was to counter communist

expansion and to aid the expansion of the capitalist superstructure internationally.

Japan was playing a significant role in the United States' hegemonic strategy. The
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U.S. strategy of controlling the world could not be achieved simply by copying the

British colonial strategy. In fact global expansion of capitalist relations of production

had developed to the stage that a new approach was necessary to achieve world

hegemony. The main objective of U.S. hegemony was to establish its economic

domination over other countries (particularly the industrial countries). To achieve this

the U.S. had to extend its economic muscles, its international companies, into the

industrial centers and periphery. In the case of Japan, the international Majors were

the best instruments to carry some of the United States international interests.

The out-break of the Korean War enabled the Japanese to increase their capital

reserves by providing various types of support to U.S. military personnel. Japan's

export earnings through U.S. military purchases in the period 1951-1956 was as much

as one third of its total imports (Hein, 1982, 16). Foreign currency from U.S. military

expenditures, special procurements, reached $590 million in 1951 and over $800

million in both 1952 and 1953 (Nakamura, 1985,61). The U.S. military installations

in the Asian-Pacific region were a significant market for Japan. Japanese exports in

the 1949-51 period marked a 2.7 fold increase and production a 70 percent rise (Ibid).

Japan found in the Korean War a much needed shot in the arm for her economy, and

the resultant boom induced strong plant and equipment investment (Ibid). Thus,

through special procurements and exports Japan was able to import at a rate of $2

billion annually which allowed industries dependent on imported raw materials to

double their capacity. In the 1950s, and during the Vietnam War, Japan profited by

exporting goods and services to the U.S. military bases.

The role of the U.S. in building Japan was not limited to transforming

technology and providing market. The U.S. refused to sign a peace treaty with Japan

until the latter agreed on military arrangements which gave the U.S. a strategic

69



trusteeship over Okinawa. The Japanese interpreted that Washington's objective was

to help Japan become an economically strong country with political dependency on the

U.S.. As Japan become more successful in expanding its economy, particularly heavy

industry, it became more dependent on the supply of energy. The country could not

rely on the production of domestic coal and hydroelectricity to meet the fast growing

energy demands. Japan's petroleum demands grew faster than its domestic production

of crude oil. Therefore, Japan's dependency on foreign oil increased at an alarming

rate. Furthermore, to supply the increasing petroleum demand Japanese oil companies

became vulnerable to the Majors. This created a national debate among many

Japanese on the issue of foreign companies' penetration in one of their key industries.

Once again the establishment of a national oil company became a hot issue among

Japanese economic planners in the MIT! (Samuels, 1987, 198).

The absence of a strong Japanese oil company, or a national oil company, was

not a matter of national security concern in the pre-war era due to the insignificant role

of petroleum in the national economy. Between 1950 and 1973, despite the historical

changes in Japan's primary energy demand structure, Japanese oil industry, in general,

and the Japanese oil companies, in particular, had not succeeded in developing

themselves according to other Japanese industries and companies. While Japan's

national economy dependency on petroleum increased from less than one percent of its

total primary energy demand in 1937 to 77.4 percent in 1973, the Japanese oil industry

remained the weakest and the least developed in the entire industrial world.

JAPAN'S OIL INDUSTRY IN POST-WORLD WAR II:

Japan's spectacular postwar economic growth was aided
immeasurably by the production of inexpensive oil, mostly
from the large deposits in the Middle East, and by the
inauguration of mass transportation via giant tankers
(Idemitsu, 1990, 6).
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Coal and hydro-electricity were the main sources of energy in the

rehabilitation and growth of Japanese industries in 1945-1955. They were locally

available and were brought back to full production with the financial assistance of the

United States. Since the original SCAP policy stressed domestic reconstruction, it

aggressively encouraged increasing coal output. Therefore the Occupation

administration considered coal as the central element of Japanese economic

reconstruction. At the same time, SCAP enforced some major labor reforms and

ended the exploitative pre-war labor system. These reforms resulted in a wage

increase for coal miners, and an increase in the production cost of coal. At the same

time the priority-production policy successfully resulted in a rapid increase of Japan's

total energy consumption. Thus increasing coal production was not sufficient enough

for fast growth of the industrial energy demands. Japan's need for more energy supply

reinforced the idea of opening its Pacific coast oil refineries. The official reason for

their closure was that the U.S. wanted to prevent future Japanese remilitarization.

Then in 1950 SCAP asked the Japanese government that if it wanted the Pacific-Coast

refineries to resume operation the government must allow the Majors to participate in

the Japanese oil refining business (Hein, 1982, 205). But there are other explanations

for these contradictory decisions.

At the end of World War II global consumption of oil declined due to a

decrease in the use of petroleum by the military and industrial damages to European

industries. As a result there was a glut in oil products worldwide. The international

Majors viewed Japanese refineries as unwanted competition and asked the U.S. to order

their closing. In the late 1940s, when U.S. industries began to increase their

production (in response to increase in domestic consumption), demand for more oil

products grew. By late 1949 the Majors were using all of their refineries in the world

at full capacity. U.S. economic prosperity raised the consumption of oil to the point
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where the United States became an importer of crude oil. Since there was a need for

more refineries the Majors realized that they could use the oil refineries in Japan.

The refineries were not only reopened "but greatly expanded to allow the

Japanese oil companies, in conjunction with the International Majors, to establish a

Japanese petroleum market" (Hem, 1982, 65). Opening of the Pacific refineries was

followed by systematic encouragement to increase the consumption of petroleum in

Japan. The state strategy to encourage the consumption of oil was dependent on

financial assistance to power stations and large industries converting to oil as their main

energy source. In addition, petroleum products were available in the market at lower

foreign exchange rates (a similar policy was taken by the U.S. in Europe through the

Marshall Plan). The expansion of Japanese refineries required huge amounts of

capital which were not available domestically at the time. Most of this capital had to

be spent on equipment and expertise available in the United States and by the Majors.

Therefore in 1950 Japan decided to allow the Majors to enter into joint ventures with

Japanese refinery companies. Later on, the government regretted this decision (Odell,

1986, 148). The Majors had little enthusiasm for this type of participation; they

preferred to own refining subsidiaries instead. The U.S. government realized that

Japan would not agree to such an arrangement and pressured the Majors to accept 50-50

joint ventures with Japanese oil companies. In return for this agreement, the Majors

secured the right to supply all the crude oil needed by the refineries. The U.S.

energy policy in Japan was based on the strategy of the Majors. Hein has gone so far

as to argue that the close-down of refineries in 1945 and 1946 was a decision to serve

the Majors interests rather than that of the SCAP military.

Furthermore, in March of 1949 Prime Minister Yoshida disregarded the

Ministry of Commerce and Industry's advice and announced the end of state control of
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the oil industry and returned the distribution of petroleum to private companies.

Studying Japan's oil industry after World War II, the period of 1949-1952 flashes out

as a significant period in its history. In March 1949 Toa Nenryo sold Standard Oil a

controlling equity interest in the Toa Oil company (Samuels, 1987, 190). Many other

companies followed him and signed supply agreements and partnerships with American

Majors. Mitsubishi Oil gave 50 percent of its equity to Tidewater Oil. In 1950,

Caltex Oil Products bought 50 percent of Nihon Petroleum Refining. In December

1952 Anglo-Saxon Petroleum (Shell) purchased 50 percent of Showa Oil (Hein, 1982,

212). Consequently, by the end of 1952, three-quarters of Japan's petroleum markets

were influenced by the Majors.

From the beginning SCAP's petroleum policy was determined by U.S. private

oil interests. The SCAP decision to ban crude oil imports in January 1946 was in

anticipation of the next month's report from Edwin Pauly, an American oilman, who

urged the scrapping of Japan's Pacific Coast refineries and the use of Japan's industrial

facilities for war reparations. Sazo Idemitsu, President of Idemitsu Oil Company, the

most independent oil company and outspoken critic of foreign penetration in the

Japanese oil industry, claimed that:

The majors were out to create an international petroleum
monopoly...They were closely tied to GHQ and together
they put the squeeze on MCL..It was the seconded officials
from the five oil firms who were really making things
happen...[the strike report] shocked the Japanese refining
industry. Foreign crude suppliers were telling us, don't
worry, everything will be all right if you leave it all to us.
(Samuels, 1987, 190).

Japanese oil companies had two reasons to compromise their independency in their oil

industry. Japan's inadequate energy supply was one of them and the high cost of

domestic coal production was the other one. This decision marked the beginning of

Japan's transitional period from a coal-based economy to an oil-based economy, as well
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as from a high-energy cost to a low-energycost. This became a big advantage for the

Japanese in their competition in the international market for industrial products in later

years.

In the 1950s the dominant role of coal in the economy steadily declined. By

the end of the decade, like the emperors of feudal Japan, coal reigned but did not rule.

The decision to replace coal by oil as the main industrial fuel of Japan was

implemented. This has been the cornerstone of the post-World War II history of

Japan's oil industry. Evidence shows that the American Majors, for their economic

gains (through their agents in SCAP), deliberately pushed Japan to replace coal with

oil. In August 1949, SCAP ordered the dissolution of the Haitan Kodan law which

gave the government control over anthracite, natural coke, coal powder, and other

products. As the result, by late 1952 coal prices were 160-170 percent higher than

they had been under the Haitan Kodan law (Samuels, 1987, 103 & 105). U.S. world

hegemony made the shift in the primary sourceof energy from coal to oil a global trend

because it was an economically necessary development. Most of the rehabilitated

industries were designed to be fed by petroleum products. Therefore, to meet the

increasing demand, the capacity of oil refineries had to be expanded. People in the

coal industry thought that enormous difficulties in developing oil refineries, such as

lack of capital, would prevent petroleum from becoming the main primary energy

source in Japan. History proved otherwise.

Japan was not alone in misunderstanding this global trend. European

industrial countries went through the same experience. The discovery of huge oil

reserves in the Persian Gulf region, where the Majors had considerable political

influence, gave the trend a historical boost. After all, a cheap source of energy is a

necessary element in any industrial rehabilitation process. Thus, the low production
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cost of Middle East oil production provided an opportunity for rapid expansion of

industrial development in all industrial countries. In the early 1950s the United States

ceased its financial assistance for any technological development in the coal industries

in Japan and Europe due to U.S. control over the cheapest source of energy. the Persian

Gulf oil reserves.

In Japan the rapid increase in oil consumption elevated petroleum to a central

issue of the national economy debates. In the mid-1950s. the effect of the global trend

in shifting energy sources showed itself in Japan's national primary energy

configuration as consumption of petroleum rose to 25 percent of the total primary

energy supply (United Nations Statistical Papers. World Energy. no #5. 1962). The

coal industry was losing ground due to utilization of new industrial plants with new

oil-based technology. All these plants were imported from the United States which

supplied 80 percent of Japan's oil demand through its Majors. The political influence

of the Majors could be understood in the Yokkaichi case. an intense competition

between the Majors and Japanese oil companies to have control over the Yokkaichi

refinery.

In 1953 the government of Japan announced that it planned to nationalize the

naval refinery at Yokkaichi. Although every oil company wanted to own the refinery.

foreign-affiliated Mitsubishi and Shell seemed to have a better position due to their

inside information. But Maruzen and Nippon Oil joined together and appealed to

politicians for intervention to keep the site under national control. MIT! and several

influential politicians in the ruling Liberal Democratic Party (LDP) tried to change the

minds of ShelllMitsubishi from ownership and suggested an annual lease instead.

Mitsubishi rejected this suggestion and furthermore blocked a cabinet compromise on

negotiations with the U.S. on the Mutual Security Treaty. Prime Minister Yoshida
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vetoed the refinery nationalization plan. In 1955, Shell and Standard Oil, through

their affiliates Showa Oil and Mitsubishi, were awarded the site, and the case was

closed (Samuels, 1987, 192). The Yokkaichi case was the first of several cases in the

post-War period that weakened domestic oil companies and Ml'I'l failed to secure

greater national control over the Japanese oil industry.

Having failed to limit the Majors' control in the downstream, the refining

section of the oil industry forced MITI and Imperial Oil company to increase Japanese

control over the upstream part of the industry. Two factors led to its failure; (a) the

unnecessary competition between Ml'I'I and Imperial Oil company; and (b) lack of any

substantial oil reserves in Japan. After many debates between MID and the Finance

Ministry (supporting the Imperial Oil company), a compromise was reached to establish

a new company in 1953--the Japan Petroleum Exploration Company (JAPEX)--for the

development of Japan's domestic oil reserves. Based on new research indicating that

domestic reserves would not be more than one percent of national consumption, the

Finance Ministry refused to provide the necessary capital for the expansion of the Japan

Petroleum Exploration Company. After intense pressure from the Finance Ministry,

MIT! began to bargain and on July 28, 1955 the Diet formally created JAPEX. The

Finance Ministry agreed to pay 56.2 percent of the initial 1.02 billion Yen; and Imperial

Oil Company and thirteen other investors paid the remaining of 43.8 percent. In 1960,

JAPEX production reached 3.1 million barrels, breaking a record set in 1915. Even

this success could not meet more than two percent of the nation's crude oil demand.

As the result, in 1961 ten refining companies which invested in JAPEX left the venture

because of serious financial problems. That was the time that the Majors were

supplying crude oil at less than $2.00 a barrel.

There is evidence, as in the Arabian Oil Company case, that the decision made
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by the refining companies was influenced by the Majors. In 1957, the government of

Japan supported and helped with the creation of the Arabian Oil Company. Taro

Yamashita with cooperation from the Foreign Ministry and Prime Minister Kishi, tried

to secure a supply of oil from Saudi Arabia. The offer he presented to the Saudi

government was much higher than that offered by the Majors. Therefore the Arabian

Oil Company was formed. But the Japanese refiners refused to accept any oil from

the Arabian Oil Company because they did not want to jeopardize relations with the

Majors (Samuels, 1987, 195).

CONCLUSION:

This chapter examined the birth and development of the Japanese oil industry

in the context of its political economy and the international oil industry. Its prime

objective had been to evaluate the significance of petroleum in Japan's industrial

growth in two different periods of time; 1888-1945 and 1945-1964. While in the first

period petroleum played a very minor role in Japan's economic expansion, Japan's

post-World War II industrial development has been largely possible due to the

availability of cheap crude oil from the Persian Gulf region through the Majors.

Within 27 years (1937-1964) petroleum consumption increased from less than one

percent of the total primary energy demand to over 55 percent. Despite this incredible

increase in petroleum dependency the Japanese oil industry, in general, and oil

companies, in particular, remained weak in the context of Japan's overall national

economy. Besides its dependency on the Majors, Japan's oil industry did not have the

opportunity to expand its internal structure. Consequently, the gap between the two

main parts of Japan's oil industry, the upstream and the downstream, remained

unbridged. Until the late 1930s, Japan's weak oil industry was not considered to be a

major national security problem. But from the military point of view, in the early

1940s access to the oil reserves of East Asia became so crucial that Japan was forced to
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challenge the U.S. militarily in the Pacific.

The humiliating military defeat in the Pacific War had huge political and

economical consequences. Politically, Japan was forced to follow the U.S. and lose

its independent international identity; economically, the availability of cheap crude oil

by the Majors (which supported U.S. world hegemony strategy) accelerated the

conversion of its coal-based industries to petroleum-based enterprises. This caused a

tremendous rise in petroleum consumption in Japan. Contrary to the early 1940s when

the U.S. denied Japan access to the oil reserves of East Asia, in the 1950s and 1960s the

Majors flooded the Japanese market with cheap crude oil from the Persian Gulf. To

take full advantage of this cheap source of energy, the Majors provided the technology

and capital to expand the Japanese refining industry. The availability of cheap crude

oil brought down the capital-troubled Japanese oil companies' marginal profit and that

made investments in the upstream sector of the oil industry an economically unsuitable

proposition. As a result, as Japan's petroleum consumption grew the country became

more dependent on the Majors and indirectly on the Persian Gulf oil-producing

countries. Chapter IV will explore the historical overview of Japan's oil industry

since 1964.
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CHAPfERIV

JAPAN'S OIL INDUSTRY IN TRANSITION

The year 1964 is a historical year in Japan's modern history. In that year

Tokyo hosted the Eighteenth Olympic Games to celebrate the completion of its

economic rehabilitation and reconstruction. Between 1949 and 1964, Japan's Gross

National Product experienced a double digit growth rate annually, a direct result of the

constant increase in the country's industrial production. By 1960 Japan's index of

industrial production jumped to over four hundred (Kuroda, 1991, 15). This historical

accomplishment caused an unprecedented increase in the consumption of petroleum

products from 2.7 million kilos in 1950 to 35 million kilos in 1960 (United Nations

Statistical Papers, World Energy, No: 1 & 5, 1952 & 1962). The drive to rely more on

petroleum went to the extent that an entirely new industry, petrochemicals, which relied

exclusively on petroleum and natural gas, was introduced. Thus, during the decade of

the 1950s the share of petroleum in Japan's total primary energy consumption rose

from 7 percent in 1950 to 34 percent in 1960 (Ibid). This would be more significant if

one considers the fact that during the same period the total energy demand increased ten

times, from 3.8 million metric tons of coal equivalent to 37.9 million (Ibid). In 1964,

for the first time, petroleum became Japan's primary source of energy, surpassing coal.

The increasing demand for petroleum products in Japan's market and its long distance

from major refining centers in the United States and Europe created a historical

opportunity for the construction of new refineries as well as the expansion of the old

ones. Instead of utilizing foreign capital and technology, the government paid greater

attention to improving its oil refining plants which became one of Japan's most

advanced industries (Hein, 1982, 205).
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But this progress and advancement lacked substantial ingredients to strengthen

Japan's pre-war oil industry and oil companies. Although petroleum became the major

source of energy supply, the Japanese oil industry remained more dependent than ever

on the Majors. Since automated machines (to expand the refining industry) were

provided by the United States, the Majors' influence on the Japanese oil industry had

enormously increased. The importance of petroleum in Japan's national economy

elevated the issue of foreign investment as a threat to Japan's national security. This

along with the growth of Japan's dependency on foreign sources of energy and the

political instability of the Persian Gulf region raised national concern for the

performance of Japan's oil industry. This chapter intends to examine the development

of the Japanese oil industry since 1964, after petroleum became the primary source of

energy. Although Ml'Fl has promoted Japan's oil industry as a key national industry

since the mid-1960s, the industry is far behind other key national industries. Japan's

oil industry is not a reliable industry in terms of its ability to provide essential services

to other industries independent of foreign elements at the time of international crisis.

The weakness of Japan's oil industry could be described as: (1) supply dependency on

the Majors and the Persian Gulf oil-producing countries; (2) separation of its upstream

and downstream sectors; and (3) its inability to become a strong and reliable key

industry among other Japanese industries.

TIlE MAJOR INTERNATIONAL OIL COMPANIES AND TIlE JAPANESE on,

INDUSlRY:

The relation between Japan's economic rehabilitation and American Major oil

companies dates as far back as 1945. It was then that representatives of Standard Oil,

SCAP, and the U.S. Department of State "agreed that controls over Japan's oil industry

were desirable as a way of limiting future Japanese actions" (Hein, 1982, 306). While
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the U.S. administration encouraged Japanese industries to adopt a strategy based on

self-sufficiency, the oil industry was encouraged to expand its relations with foreign

elements such as the Majors. Soon, the Majors gained an influential and controlling

position in the Japanese oil industry. This control was initiated by facilitating Japanese

access to the supply of cheap oil through the Majors' international supply system.

Japan not only accepted its dependency on the Majors for its supply of crude oil, most

of its oil refining companies agreed to give up 50 percent of their ownership to the

Majors in order to obtain the needed capital and technology. In the 1950s, the

independence of the Japanese oil industry was not the primary concern of MITI; instead

the government's objective was to build a system to ensure the flow of a cheap source

of energy to key industries on an uninterrupted basis. Since the Majors had global

domination over the production and marketing of cheap crude oil, the Japanese system

granted, indirectly, total control of its oil industry to them.

There are other reasons why the Majors succeeded in sustaining their

domination over Japanese oil companies. The Japanese oil companies have never

made a serious effort to engage in the upstream (exploration and production of crude

oil) activities abroad. The chief reason for this lack of interest was due to the lack of

capital. But it seems that the traditional separation of upstream and downstream

activities of the Japanese oil industry prevented the channeling of capital profits from

the refining business to exploration and production. In addition, the development of

the Persian Gulf oil fields in the 1950s caused an oil glut and low prices in the

international oil market which made it impossible for Japanese oil companies (who

were operating in the Far East) to accumulate enough surplus capital to challenge and

compete with the Majors.

The technological superiority of the United States was another powerful
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instrument of the Majors in penetrating the Japanese oil refining industry. In the late

1950s and early 1960s, intense competition among Japanese oil refiners led them to

install new and advanced plants in order to meet the new market demands set by the

Majors. Japanese refineries decided to update the facilities with the installation of

new catalytic cracking, alkylation, and hydro-desulphurization plants which had to be

purchased from the Majors. The Majors were the only companies who had control at

that time over these machineries, technology, and expertise. The new investments

plunged Japanese refineries into one billion dollars in debt to the Majors and the U.S.

banks. In 1961, for every construction project (developmentof their refineries or their

storage tanks), the Japanese companies could provide 56 percent of the total needed

funds from internal sources (Samuels, 1987, 1950). Within two years this percentage

dropped to 36 percent due to their debts to the Majors. The borrowing was more

concentrated among the non-foreign-affiliated Japanese firms. This was a very

significant development because the Japanese-owned companies were forced to sign

more tied-crude import agreements with the Majors in order to raise capital for their

new investments. By 1962, the Majors were providing 90 percent of Japan's crude oil

demands through their crude-oil import contracts with Japanese refineries (Energy in

Japan; Facts and Figures, 1990, 16).

The Majors' political and economic influence, and their pressure to increase

Japan's dependency on crude oil concerned many Japanese for a variety of reasons.

The government's concern was to provide low cost energy to key industries in order to

produce internationally competative manufacturing goods. The success of this policy

resulted in creating new markets for the country's industrial products and accelerating

the industrial rehabilitation process. Since the international oil industry was under the

domination of the Majors, MIT! concluded that the Majors' participation in the

Japanese oil industry would be the best strategy to facilitate this process. Thus MIT!
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insisted on expanding and rationalizing the oil-refining industry in order to provide low

cost energy to key industries. At the same time, people in charge of the coal industry

were worried that increasing reliance on petroleum would endanger their political and

economic influence in the country. The Japanese independent oil companieswere also

alarmed about the increased market loss due to the Majors' decision to strengthen the

financial position of their Japanese affiliate oil companies. But, the opponents of the

Majors did not have strong support in the government until the mid-1960s when crude

oil became the primary source of energy in Japan's national economy. In 1964, for

first time in MfTl publications, the oil industry was designated as a key national

industry. Therefore, the government began to increase its control and influence over

the industry for national security reasons.

MITI received the government mandate to control the oil industry in order to

facilitate the economic growth of other industries. Using the foreign-exchange

allocation system was one of many different strategies taken by MfTl to control the

industry. Twice a year, the government decided on a total foreign-exchange budget

and allocated specific sums for each commodity to be imported. For crude oil and

products, MITI's basis for foreign-exchange allocation to different companies was

based on their previous year's total sales. Therefore, in order to have a higher

allocation of foreign-exchange, oil companies were doing everything necessary,

including lowering the price, to increase their sales and markets. The

foreign-affiliated companies were in a much better position than the Japanese

companies due to their access to foreign capital and cheaper crude oil. Inevitably the

foreign-exchange allocation strategy resulted in strengthening the position of the Majors

in Japanese oil and industry.

Another controlling instrument was the legislative mandate given to MITI in

83



determining the allowed amount of crude oil imports by each company, and licensing

for any new refining facility. Based on this structure MIT! allowed several new

companies to import oil and open refineries. These strategies led to the fragmentation

of the oil industry. Obviously this was in contradiction with MITI's general strategy

toward other key industries such as coal and steel. Traditionally the government's

chief concern had always been to strengthen the key industries usually at the expense of

weakening a single industry. For example, in the pre-war period the government

neglected the electric industry in order to support heavy industries. However, MITI

realized that Japan could not afford to let the oil industry remain a weak and

fragmented industry in order to help other industries. This conclusion was mainly as a

result of the elevation of petroleum as the primary source of energy in the Japanese

national economy in 1964.

By 1960, Japan's industrial rehabilitation achieved its main objective:

substantial increase in the export of industrial goods. The rapid export growth which

made huge imports possible has been credited as one of the major causes of Japan's

economic expansion in post-World War II era. Japanese exports in the 1960s

concentrated on goods that had high income elasticity (Matsui, 1990,60). This success

resulted in the growth of foreign currency reserves and therefore reduced (to some

degree) Japan's dependency on foreign capital. By accumulating foreign capital

reserves MITI decided to increase the foreign-exchange allocation of all industries in

order to make Japanese companies capable of importing more machines and

technology. The increase in Japan's share of total world trade enticed the government

to apply for a membership application in the GAIT system. In September 1960, the

International Monetary Fund (IMF) linked Japan's full partnership in the international

trading regime to liberalization of its markets. MIT! planners resisted the pressure

because they thought that liberalization would severely harm the process of industrial
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rehabilitation. They realized that some form of control was needed to allow a weak

industry such as the oil industry to expand. Without some form of control, it was

believed, the Japanese oil industry would be at risk; national security would be

compromised (Vernon, 1983,58). During the 1950s, oil prices dropped continuously,

especially gasoline, while simultaneously, both technical capability and the volume of

refining expanded rapidly. This excessive competition resulted in a rapid decline of

the refineries' marginal profit and prevented the oil companies from strengthening their

financial position. A committee of seven scholars, led by Hiromi Arisawa the

architecture of the priority-production policy, was appointed by MIT! to draft a

comprehensive energy policy for the country to end further weakening of the oil

industry without damaging other industries. But the reaction of the Japanese oil

companies was negative due to the refusal of government to invite them to participate

in that committee. In the process of making its suggestion, the committee visited

Europe to investigate their energy programs. The committee suggested two equal

alternatives to strengthen Japan's position in the international oil market: (1) creation of

a national oil company; and (2) implementation of a new petroleum industry law.

Since MITI did not ask for any input from the industry, Japanese oil companies

strongly opposed the suggestions of the Arisawa committee.

MITI proposed that Imperial Oil, JAPEX, and Arabian Oil companies unite

and form a national company to refine domestic crude. The objective was to create a

national company capable of operating in all different aspects of the oil business. But

each of these companies went separately to build their own refineries in different parts

of the country. MITI then decided to take advantage of the ongoing split between

domestically capitalized firms, such as Idemitsu and Daikyo, and foreign affiliates, such

as Mitsubishi Oil and Showa, to attract some of those oil companies to support its

policy. But on the issue of creating a domestic crude oil refining corporation, all oil
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companies, domestic and affiliates, rejected MITI's plan. On other issues such as

greater participation of MITI in daily activities of the industry in assisting the troubled

firms, most of companies came short of supporting the plan. The general thought, at

that time, was that the Majors' opposition to MITI's energy plan was the main reason

for the reluctance of Japanese oil companies to join MIT!'s comprehensive energy plan.

The Japanese oil companies long term oil-import contracts with the Majors left no

chance for a national oil company to be successful. The Majors were able to protect

their interests in the Japanese market through their affiliates and other oil companies

with whom they had crude contracts. It was under these circumstances that MITI's

plan for formation of one or two national companies was considered to be impractical.

Finally, negotiations between Japanese oil companies and MITI resulted in a

compromise known as the Petroleum Industry Law of 1962 (PIL-II), which was

developed based on the Petroleum Industry Law of the mid-1930s (PIL-I). Under the

PIL-II MIT! had been given explicit responsibilities: (1) the proportion and

implementation of a five-year petroleum supply plan on an annual basis; (2) the

licensing of facilities; (3) the licencing of oil importers and exporters; and (4) the

allocation of crude and product stockpiles. PLI-II permits MfI'l to have the final word

in activities such as mergers, acquisitions, crude oil import plans, refineries' production

schedules and even pricing in extraordinary times.

MITI's allocations and quotas have been based on three factors: (I) volume of

imported crude and products in the previous six months; (2) total sales over the same

period; and (3) total capacity of refining. All the necessary data provided by the

Petroleum Association is comprised of all the oil companies operating in the Japanese

market regardless of their national origin. The chief object of PLI-II was to strengthen

domestically capitalized oil refiners and distributors; however before its

implementation, foreign affiliates, with capital and know-how from the Majors, had
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expanded their refinery capacities to an unprecedented degree. The point is that with

the expansion of their refining capacity, the Majors were given higher allocations set by

Ml'I'l under the PLI-II. In the first four years of the PLI-II, more than 50 percent of

new refinery capacity licensed by MfTl was for foreign-affilate companies. As a result

foreign capital shares in the Japanese market doubled (Samuels, 1987, 203). It was

not until the late 1960s and early 1970s that the domestic companies succeeded in

increasing their refinery capacity faster than the foreign. On the eve of the first oil

crisis, 3.08 million barrels or more than 50 percent of Japan's total refinery capacity

was under the control of foreign-affiliates and foreign companies (Petroleum In Japan,

1988, 11). On the basis of these data, Martha Caldwell argued that with the

implementation of the PIL-II, Mm would protect the status quo (Caldwell, 1981, 156).

But the fact that the Majors were able to strengthen their position in the Japanese oil

industry could be due to the inability of Ml'Tl bureaucrats to envision a comprehensive

national energy policy independent of any company influence.

It would be a fair assumption to say that the main objective of MIT! was

oriented more toward expanding the petroleum-consuming industries rather than

strengthening the Japanese oil industry against foreign penetration. This policy has

been a continuation of the program designed in the late 1940s and early 1950s. At

that time, the United States called itself the godfather of Japan in terms of military

protection as well as energy supply security. The Majors implicitly convinced the

Japanese leadership that there will not be any interruption in the supply of cheap crude

oil (personal interview with Idemitsu officials, December27, 1989).

In the mid-1960s, the Mining Bureau of MIT! vigorously advocated vertical

integration in the Japanese oil industry as a solution to strengthening the industry, but

the Planning Section thought this may raise prices and might disrupt the oil supply by
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the Majors due to their potential loss of influence and market in Japan. In other

words, the Planning Section sought maximizing the benefits of a buyers' market (key

industries enhancing the national industrial strategy of Japan) and producing high

quality goods at low prices. The bureaucrats who were promoters of the downstream

fragmentation policy and price competition had many powerful allies in other

industries. The heavy industry and electric power companies along with financial

institutions who benefited from investing in new refinery projects, were strongly

supporting the bureaucrats in the Planning Section of MITI. In fact, they wanted the

oil industry to remain as a service industry instead of developing into a key national

industry. Their main argument was that the oil industry lacked two essential elements

necessary to become a strong national industry without harming other key industries:

(1) the ability to be a big contributor to the GNP; and, (2) the ability to provide an

uninterrupted supply of low cost petroleum products to other industries. This

perspective was the direct result of a general perception among Japanese politicians that

the U.S. would have an indefinite hold on world hegemony (Hein, 1982, 167). The

events of the 1970s proved how wrong they were on the issue of secure supply of cheap

crude oil by the Majors.

Until the early 1970s Japan's national energy policy was based on taking

advantage of the Majors' supply of cheap crude oil from the Persian Gulf region. The

energy crisis of 1971-74 in the international oil industry questioned this wisdom and

forced Japan to take some serious action in response to its energy vulnerability. In the

mid-1970s, Japan was facing two equally important problems: dependency on the

supply of crude oil by the Majors who were losing control of the international oil

industry; and the high price of crude oil that caused financial instability in the Japanese

oil industry. Since the higher price of oil was advocated by the oil-producing

countries, Japan found itself at odds vis-a-vis the oil-producing countries and the
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Majors. The first energy crisis revealed Japan's inability to understand the

revolutionary developments going on within the international oil industry. The

immediate problem was centered around Japan's lack of bargaining power in the

international oil market. This placed the country in a position as loser regardless of the

outcome of any crisis in the international oil industry. The Japanese oil industry was

not in a position to take action, from a position of strength, vis-a-vis the Majors or the

National Oil Companies (NOCs). In February 1974, MITI's Administrative

Vice-Minister Morozumi Yoshihiko suggested a plan for more state intervention to

strengthen the oil industry's position domestically and internationally. Five months

later the Morozumi plan was endorsed by Ml'I'I's Advisory Committee for Energy.

The main intention of Morozumi was to strengthen the Japanese Petroleum

Development Company (JPDC) and pave the road to make it an integrated state-owned

oil corporation.

In the mid-1970s, the Japanese government was under pressure from all

opposition political parties because of its inability to take control of Japan's energy

supply, in general, and the Japanese oil industry, in particular. The Communists

called for a comprehensive state oil company. The Democratic Socialists stressed

national planning rather than ownership of the energy related companies. The

Socialists wanted an expansion of JPDC powers, including a direct integrated market

presence. In spite of this opposition and the fact that half of MITI's officials desired

more government leadership, the oil companies did not budge. Japanese refiners were

not interested in new structural arrangements because MITI had already given them

separate opportunities for secret agreements or cooperation among themselves on

prices, allocation, and production. Even before the Organization of Arab Petroleum

Exporting Countries' (OAPEC) oil embargo in 1973 and early 1974, MITI had initiated

some measures to diversify its crude oil supply sources. In addition, at two different
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meetings from the Petroleum Association, MfTl obtained agreement of the oil

companies to limit competition by allocating crude oil among twenty-four firms,

Subsequently the twelve largest firms, accounting for 80 percent of the market, agreed

to increase prices of their refining products. But the Japanese Fair Trade Commission

disapproved and ruled that the twelve firms had violated the Antitrust Law. These

companies based their defense on a claim that their decision was reflecting Ml'l'I's

administrative guidelines. Mm neither assisted them nor did it support their

well-founded claim. Thus, the relationship between industry and MITI deteriorated,

and for two years there was no coordinated action in the Japanese oil market at the time

the industry was searching for strong leadership.

The decline of national economic activities and deterioration of the Japanese

oil companies financial position (because of the quadrupling price of crude oil) forced

MfTl to initiate a new strategy to strengthen the industry. In 1975 MIT! faced the

national momentum and acknowledged that the industry had been fragmented and "that

disparities in capability among thirty one refining firms and thirteen distributors had

contributed to excessive competition" (Samuels, 1987, 213). MITI's Advisory

Committee for Energy issued a report and recommended the consolidation of the

industry. The Japan Petroleum Development Company was authorized to engage

directly in joint stockpiling with private firms, The stockpiling was considered as a

safety cushion in case of another supply interruption. MITI and the Japanese oil

companies gradually realized that it would be foolish to rely totally on the Majors'

supply of crude oil in case of an international crude oil shortage. Furthermore, the

committee recommended a substantial increase in the JPDC's annual budget by MIT! in

order to improve its refined product retailing management structure. MITI accepted

the advise and allocated 10 billion extra yen to JPDC's 1976 budget. Although for the

first time JPDC had resources to apply downstream, the money was not enough to
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overcome the resistance of private firms to cooperate with each other and to accept state

leadership. In 1978 the JPDC became the Japan National Oil Corporation (JNOC), and

was authorized neither to explore for oil nor to produce oil under its own name. The

objective of the corporation, by law, was to provide loans or to hold equity for private

Japanese oil companies involved in the petroleum business. This was a positive step

toward strengthening the oil industry, but it was not enough to challenge the Majors and

the NOCs in the international oil industry.

Although during the energy crisis of 1973 and 1979 Japan revised its previous

energy policy and gave more emphasis to the security of its crude oil supply, Japanese

energy problems basically remained unsolved. One might think that the severity of

the first energy crisis was powerful enough to force Japan to restructure its unhealthy

oil industry. But, an analytical overview of the Japanese oil industry between 1973

and 1979 suggests that Japan's energy policy had been a failure in this respect.

Japan's success was limited to its conservation strategy and the moderate reduction in

its dependency on crude oil supply by the Majors. The reduction of consumption was

mainly caused by slow economic growth and technological advancement rather than by

a comprehensive energy policy. In fact the problems that the Japanese oil industry

inherited from the late 1940s and early 1950s (the presumption that the oil industry

should be a "service" industry and under the influence of the Majors' international oil

strategy) remained intact in the late 1970s. By 1979 the foreign oil companies were

controlling nearly 50 percent of Japan's crude oil supply as well as 60 percent of its

refining demands (Petroleum Industry in Japan, 1990.26). The two main parts of the

industry, the upstream and the downstream, remained separated. During three decades

prior to the second energy crisis, Japan had not made any serious attempt to strengthen

its weak position in the exploration and production aspects of the international oil

industry.
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Since the early 1960s, a few Japanese energy planners increasingly have

reached the realization that reducing Japan's dependency on foreign companies depends

on the performance of Japanese oil companies. In other words, Japan must strengthen

itself from within if it wants to compete with the foreign oil companies. The majority

of bureaucrats in Ml'I'l, who were interested primarily in the performance of Japanese

industrial products in the international markets, were striving for low cost energy for

key industries. Ml'I'I was not concerned where that energy was coming from and

who the suppliers were. In fact, Japan's energy policy was set on short-term

objectives (low cost of crude oil), rather than on a long term strategy. Although such

a policy was useful for more than two decades, it became ineffective in the early 1970s

due to many structural changes in the international oil industry. Being dependent on

the Majors and acting as a service industry prevented the Japanese oil industry from

developing as far as other Japanese industries. Therefore, Japan failed to respond

positively to the 1970s revolution in the international oil industry in order to secure its

crude oil supply. It would not be incorrect to suggest that Japan's biggest failure was

its inability to foresee the rise of nationalism in the international oil industry. The

Japanese oil industry failed to develop itself as an active and important member of the

international oil industry. Its inability to participate in the development of the

international oil industry was the direct result of the unusual structure of its oil industry.

The Japanese oil industry has been one of the most fragmented in the advanced

industrial countries since the early 1900s. The history of Japan's oil industry shows

that the purpose behind this fragmentation has been the promoting and protecting of the

industry as a service industry for heavy industries. Since the early 1960s, MITI, with

its licensing power under the mandate of PIL-II, has been the major force behind this

strategy. On many occasions, MITI officials pointed out that providing low cost

energy for other industries was the primary objective of the Ministry. Supporters of
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this strategy argued that MITI with its licensing power has allowed heavy competition

among Japanese oil companies in order to push the price of petroleum products as low

as possible. This resulted in preventing some oil companies from becoming stronger

in terms of their financial position, and consequently deprived them of the possibility to

become politically influential in the national economy. Therefore, a few large

industrial buyers, most notably steel and petrochemicals, were able to bargain hard by

playing one oil company against the other. Although this strategy has some

credibility, it is hard to assume that MID is a unified agency with the single intention

of promoting fragmentation as an instrument to lower prices within the petroleum

market. An examination of MITI's contradictory decisions on energy issues indicates

that such an assumption is not correct. It is true that MITI wanted to provide cheap oil

products in the Japanese market, but planners in the Ministry insisted on a vertically

integrated oil industry as the best long-term solution for Japan's energy problem. As

Samuels argues, MITI's licensing power should also be interpreted as an instrument for

the consolidation of the industry rather than its fragmentation (Samuels, 1987, 219).

A free market entrance would result in a higher degree of competition and consequently

lower price. It is believed that MITI's licensing power should be interpreted as a

double edge knife to provide low-cost energy supply to other industries as well as to

protect domestically capitalized oil companies from being over powered by the Majors.

Contrary to general belief, MITI never had a clear and calculated policy for growth and

development of the Japanese oil industry. While MITI committed itself to provide

cheap fuel, it raised tariffs on crude oil six times between 1951 and 1977 from zero to

750 yen per kilo. In addition, between 1970 and 1982, taxes on residual oil for

industrial use were raised twice as fast in Japan as in Western Europe. That part of

MITI which was influenced by the coal industry was the main force behind these tariffs

and taxes.
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As a matter of fact other industries and financial institutions were more

interested in a fragmented oil industry than MIT!. The capital intensive nature of the

oil industry and lack of oil reserves in Japan have been the main contributors to the

Japanese oil companies' extensive debt to financial institutions. This has

strengthened the shareholder position of banks in the oil companies. Consequently,

the failure of an oil company would cause financial loss for its financial institutions.

The profit of Japanese banks, from their investment in the oil industry, had increased

for fifteen years since 1965. The increase of crude prices since 1971 and the

yen-dollar float produced record oil-related profits for the banks. In 1971, one

percent of the profit of Japanese banks was produced by financing petroleum projects

and crude oil purchasing. Their profit rose to 7 percent in 1975 and 16 percent in

1980 of their total profits (Samuels, 1987, 222). These profits were generated by

"usance fees from the sharp rise in refineries' short-term financing needs and from

inflated currency transitions necessary for yen-earning firms to acquire dollar

denominated petroleum" (Ibid). The more companies there were in the market, the

more foreign exchange transactions, short-term loans, and facilities needed to be

financed. Therefore, as long as there was a moderate economic growth, financial

institutions with their own refining firms had incentive in maintaining fragmentation in

the Japanese oii industry.

The Iranian revolution of 1979 accelerated the structural changes that started

in the early 1970s within the international industry. The effect was a sharp increase

in the crude oil price and a rapid decline in the Majors' influence in the international oil

industry. The prices per barrel increased from $12.70 in 1978 to $34.25 in 1980

(Bina, 1985, 34), and the share of the Majors in marketing OPEC crude oil dropped

from 70 percent in 1977 to 34 percent in 1980 (Fesharaki and Isaak, 1983,47). These

developments questioned the Majors' credibility and ability to a supply cheap and
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uninterrupted flow of crude oil to Japan. These two factors convinced many Japanese

that in order to have continuous economic growth they have to make some structural

changes within their national energy policy as well as the oil industry. Within three

years the Japanese succeeded in reducing their crude oil imports from 277 million kilo

in 1979 to 207 million in 1982 or a 33 percent decline (Energy in Japan: Facts &

Figures, 1990,4). Although MIT! credited itself for the implementation of a national

conservation policy, the main cause of the consumption reduction was the higher price

of crude oil. Therefore, in 1982 when the prices began to drop, the Japanese

petroleum consumption curve started its upward climb. In addition, the share of

natural gas and nuclear energy in Japan's total primary supply of energy increased from

13.1 percent in 1982 to 18.3 percent in 1985 (Ibid, 18). The effect of reduction in

petroleum consumption left the oil refining industry with a huge excesscapacity. The

Japanese oil refineries had to reduce the price of their products in order to survive in the

very competitive global petroleum market. This excessive competition and lowering

of prices resulted in a sharp decline in the industry's marginal profit. The profit of

Japanese refining companies declined from 1.45 percent in 1973 to 0.81 percent in

1982, which decreased their equity position. This deterioration was accelerated when

manufacturing companies decided to detach themselves from their traditionally heavy

dependence on financially indebted companies. Therefore, by 1983 two major

financial institutions and the manufacturing industry concluded that their continuous

financing of small refining companies were not good investments. This could be

interpreted as a withdrawal of two strong forces behind the Japanese oil industry

fragmentation.

At the same time the Majors' influence on the Japanese oil industry was

reduced to its lowest point in the post-war era. By 1984, the Majors' shareof Japan's

crude oil supply declined to 29.3 percent in comparison to 70 percent in 1975
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(Petroleum Association of Japan, 1988, 46-49). This development and the

withdrawal of the financial institutions' support of small refining companies forced

several major mergers among Japanese oil companies. In October 1983 Daikyo Oil

and Maruzen Oil publicly announced their plan to merge. One month later, Nippon

Oil, the biggest Japanese oil company, and Mitsubishi Oil, the number five, announced

their intention to tie up crude transport to sales. In January 1984, General Oil and

Esso Standard declared a similar intention, followed by Mobil Oil and Kygnus in

February. In 1986, Kyodo began the merger process with Cosmo Oil company. The

linking element in this merger was the Industrial Bank of Japan, principle financier of

Cosmo, which is also lead bank of Nippon Mining, the half equity holder of Kyodo

(Samuels, 1987, 190). Therefore, by the mid-1980s the Japanese oil industry had

begun to resolve one of its major problems, fragmentation. Of course this is a long

and complicated process which needs a strong and dedicated leadership with a national

strategy. By 1990 there were 23 refining companies with a total of 44 refineries.

The total capacity of these refineries was 4.7 million barrels a day or 109,000 barrels a

day for each refinery, which is below an economically efficient size. Most experts on

refining believe that a desirable average refinery size for an industrial country should be

around 120,000 barrels a day. At present, Western Europe is the only region in the

world whose average refinery size is over 120,000 barrels a day. There are 9 Japanese

refineries with less than 1.5 percent share of market and with average refining capacity

of only 46,000 barrels a day.

The fragmentation has been worse in the upstream sector than in the refining.

Unlike other countries where oil companies are vertically integrated and their

exploration, production, refining, and marketing are under one management, the

Japanese oil exploration companies are created separately for each exploration or

production project. Between 1958 and 1990 there had been 96 exploration and
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development projects by Japanese companies, either independent or joint ventures with

the Majors or oil producing countries (Petroleum Industry in Japan, 1991, 56-58).

Thus there has been 96 different companies operating these projects around the world.

Although the total production of crude oil from these projects had reached 1,352,000

barrels a day, Japan's share had been 393,000 barrels a day or about 27 percent of the

total. One of these companies, Arabian Oil, is producing 240,000 barrels a day from

its oil-field in Khafji (the Persian Gulf region). In other words, 95 Japanese oil

companies were producing an average of 1,600 barrels a day. Obviously this size of

crude oil production will not generate sizable capital for the oil companies to continue

their investments in the upstream projects or expand their activities downstream. This

was the reason the oil companies were forced to go to financial institutions for

financing their projects. Therefore, the influence of the financial institutions grew

faster and stronger in the upstream than in the downstream sector of the oil industry.

The equity share of financial institutions in the upstream companies' in 1983 was 8.4

percent, while the refining companies had only 8.2 percent equity, and other industries'

share was 10.7 percent (Samuels, 1987, 19).

The supply of cheap and abundent crude oil by the Majors led the Japanese oil

companies and government to be less aggressive in exploring for crude oil overseas

than the international situation demanded. In addition the capital intensive nature of

oil exploration and production prevented the Japanese oil companies from expanding

their activities around the world. Until the first energy crisis, the Japanese oil

companies had two independent projects and seven joint projects with the Majors

(Petroleum Industry in Japan 1988, 78-79). The total combined capital of these nine

projects was estimated at 171,171 million yen, 22 percent of which was Japanese

investments in two independent projects (Ibid). Independent investments of Japanese

oil companies in oil exploration and production declined to 30,705 million yen during
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the two energy crises of 1973 and 1979 (Ibid). At the same time, the total combined

capital in all projects increased to 240,145 million yen. The Majors declining role in

the international oil industry and increasing capital surplus in Japan provided ample

opportunities for an expansion in the Japanese upstream sector of the oil industry. As

a result Japanese independent investment rose 130 percent or 73,280 million yen

between 1979 and 1985 and 242,573 million yen or 333 percent, five years later in

1990 (Petroleum Industry in Japan 1991, 75).

Japan is the full equity holder of only 9 out of 96 exploration and production

companies. It has 19 joint ventures with oil-producing countries and 68 joint ventures

with countries of North America and Europe. Japan Petroleum Exploration company

(JAPEX) with 24 joint and independent projects has been the most active Japanese oil

company in the upstream activities. It is followed by Nippon Oil with 19 projects,

Mitsui (a financial and petrochemical company) with 15 projects, Idemitsu 14, and

Mitsubishi with 9 exploration and production projects. The total capital investment in

these exploration and production projects was 833.93 billion yen. The joint project

with the Majors had consumed 61.9 percent of the total investment while the

independent Japanese projects had 12 percent or 97.3 billion yen. Of 96 projects only

22 are engaged in production. Japan's share in the latter is estimated at 393,000

barrels a day. The reason behind this low level of production is due to the

geographical location of these projects. Only eight of these projects are in the rich oil

region of the Persian Gulf. There are two factors behind the poor choice of location

(Ibid).

Until the first international energy crisis in 1973, Japaneseupstream operations

in the Persian Gulf region comprised of five production projects with a total capital of

249,957 million yen. Only two of these projects were independently financed by
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Japanese companies and were producing 251,000 barrels of crude oil a day. During

the two energy crises of 1973 and 1979, Japan did not initiate a single exploration or

production project. Immediately after the second energy crisis in 1979, Japan began

to explore offshore Abu Dhabi with an estimated capital of 28,900 million yen which

was mainly provided by Japan National Oil Company (JNOC) and Cosmo Oil. A few

years later the commercial production of this project commenced at a rate of 7,000

barrels a day.

The rapid raise in the price of crude oil during the 1979 oil crisis on the one

hand, and growing deterioration of the Majors' influence in the international oil

industry on the other, convinced the Japanese that it was an appropriate time for them to

expand upstream. As a result, in the 1980s, 39 new Japanese companies with the total

capital of 239,526 million yen were established to explore crude oil and natural gas

deposits in South East Asia. This represented a 557 percent increase in Japanese

upstream activities in the region. Although Japan accumulated a substantialamount of

surplus capital due to its incredible industrial expansion worldwide, its oil companies

were unable to penetrate into the upstream market of the Persian Gulf. There are

several factors to explain this failure: a) in the 1980s the region was in a deep

depression in its upstream oil industry due to a loss of market share to other regions and

the crude oil price and an increase in oil production of the North Sea and Mexico; b) In

1973 the oil-producing countries in the Persian Gulf were producing 20.9 million

barrels of crude oil a day or 35.9 percent of the world supply while in 1985, they were

producing 9.9 million barrel a day or 17.4 percent of the world supply. The Persian

Gulf countries suspended most of their upstream projects and did not make any new

investments; c) the Iraq-Iran war was another factor that kept Japanese oil investors out

of the region. Given the fact that most oil wells in the region are on-land and near the

surface, the NOCs were not dependent on outside technology to meet their production
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quotas. As a matter of fact, Iran succeeded in producing on average 2.1 million

barrels of crude oil a day during the decade without any substantial foreign technical

assistance.

The Persian Gulf National Oil Companies are most in need of advanced

technology to explore and produce their offshore crude oil reserves. The Japanese oil

companies have greater experience and expertise in offshore business due to their long

history of offshore exploration and production. The Persian Gulf offshore reserves are

the most promising areas for further expansion of Japanese oil companies. In fact,

five out of seven Japanese independent and joint projects in the region are involved in

offshore areas. The last but not the least factor to prevent Japanese oil companies in

expanding their exploration and production activities in the region has to be the lack of

political power to challenge the U.S. and European governments who are facilitating

the Majors' presence in the region. The Majors had lost most of their traditional

influence in the international oil industry after the mid-1970s; however due to the

political and military protection of the United States, they still have considerable

leverage in winning new contracts from the most conservative regimes in the region.

Although the Iranian revolution of 1979 created a new opportunity for non-Majors oil

companies to expand their business in the region, political instability in Tehran and a

decade of military conflict in the region postponed the realization of this opportunity.

In early 1990, the new political attitude in Tehran toward international and regional

issues, on the one hand and a steady decline of crude oil production outside the Persian

Gulf region, on the other provided a new opportunity for Japanese oil companies to

expand their upstream activities in the region. In 1989, the Persian Gulf share of the

world crude oil supply increased to 24.6 percent.

In late 1989, Japanese oil companies showed a keen interest in expanding their
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activities in the region's upstream and downstream projects. Nippon Mining

Company and Cosmo Oil in a joint venture with Abu Dhabi Oil established a new

company called ADOC-GA Co., Ltd, to explore an offshore area in the Persian Gulf.

In August 1991, three Japanese oil traders set up a form of equity participation in Iran's

crude oil. Tomen, Mitsui and Marubeni each offered $150 million to pre-fmance oil

purchases, but unlike previous pre-financing deals where the purchasers agreed to take

their oil in pre-specified monthly volumes, this deal allowed the traders to lift oil in

volumes and times of their choosing over the duration of the contract. But the most

remarkable sign of Japanese oil penetration into the region (an area that was long

considered off-limits to all oil companies expect the Majors) unfolded in September 5,

1991 when Japanese Petroleum Exploration Company (JAPEX) announced that it had

reached an agreement with Iran to tap crude oil in an offshore oil field in the Strait of

Hormuz. This agreement could be the turning point in the international oil industry

for Japanese oil companies. Accordingly, the Japanese have gained direct equity-style

participation in exploration of Iran's crude oil reserves. JAPEX has agreed to bear all

the costs for exploration and development, estimated to be $1.6 billion (220 billion

yen). Japan also agreed to recover the funds in 1997 in the form of supplies of crude

oil to be produced from the offshore well. This project is covering a 3,600 square

kilometer area, and is expected to have reserves of 500 million to 700 million barrels.

The Japanese company hopes to have production of at least 90,000 barrels of crude oil a

day. This project is distinguished in two ways: from the capital investment point of

view it is the largest upstream project by a Japanese company; and geographically it is a

major penetration in the majors' traditional territory. Since 1958 Japanese oil

companies, independently or jointly with foreign firms, have invested 788 billion yen in

exploration and production projects outside Japan. This amount was allocated for 95

different projects (9.15 billion yen per project). The largest project in which Japanese

companies had been the operator and financier (until 1991) was the establishment of the
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Arabian Oil Co., Ltd. in 1958. That project had a total capital of 29,386 million yen.

In comparison, the Hormuz project needs 220 billion yen to be operational. This is the

largest single exploration and production project in which Japanese companies have

been involved. The Mobil Oil group of the U.S., one of the Majors, earlier discovered

oil and natural gas reserves in the region but was forced to discontinue its development

plans due to the 1979 revolution. Iran's Petroleum Ministry announced that it is

negotiating with the Japanese oil companies for their participation in Iran's upstream

activities.

The Japanese oil companies have not limited their exploration and

development to the Persian Gulf and South Asian-Pacific regions. Since September

1991 they have been active in China, Algeria, and Russia. The Japanese-Chinese joint

exploration and development project in the remote Tarim basin (Xinjiang province) is

the biggest joint oil exploration project that the Chinese government has signed. The

Tarim reserve has been estimated to have a deposit of 220 million barrels of crude oil.

Japan National Oil Corporation is the main capital provider to this project. JNOC has

signed a two-year seismic program on a 33,000-square concession in the Reggane Basin

of Algeria. The region is known for its huge natural gas reserves. A Japanese-led

international consortium composed of Mitsui, McDermott International Inc., and

Marathon Oil Company (MMM) has signed a letter of understanding with the Russian

government to develop Sakhalin Island's offshore oil and natural gas reserves. The

cost of the project has been estimated at $12 billion. It is interesting that Exxon, one

of the American Majors, could not get in on this project. This has been counted as

another victory for the Japanese oil companies over their American and European

counterparts (PetroleumEconomist, October 1991, 24).
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JAPAN AND 1lIE PERSIAN GULF

JAPAN IN SEARCH OF A NEW INTERNATIONAL IDENTITY:

Given the fact that petroleum is an important ingredient in the industrial

development and economic expansion of industrial countries, the region containing the

most crude oil deposits would have a significant role in Japan's national and

international planning. The Persian Gulf region is comprised of eight countries: Iran,

Iraq, Kuwait, Saudi Arabia, Bahrain, Qatar, United Arab Emirates, and Oman. Bahrain

is the only country in the region that does not have substantial oil and gas reserves. As

of 1988 the region has 565,403,779,000 barrels of oil (60 percent of the world's proven

crude oil reserves) and 14,024,170,000 cubic feet of natural gas or 48 percent of the

world reserves excluding the former U.S.S.R. There are only five countries in the

world with oil reserves of 90 billion barrels. All five are in the Persian Gulf region.

Beside its richness in oil reserves, the Persian Gulf oil wells are the most profitable

wells in the world. In 1987, each oil well on average produced 2,800 barrels a day

while the average world production was 65 barrels a day (Oil & Gas Journal, Dec. 26.

1988). But in terms of the capital value added, or the process of turning crude oil into

final products (i.e., refining industry), the region is exceptionally undeveloped. The

region has only 37 refineries or 5 percent of the world's total refineries (Ibid).

The region's role in Japan's industrial reconstruction and capitalist expansion

in post World War II is unmatched by most other regions of the world. In 1991, the

Persian Gulf countries provided 72.8 percent of Japan's 99.6 percent crude oil demand,

the blood-line of industrial development (Petroleum Economist, May 1992. 25).

Seven of Japan's top nine crude oil suppling countries are located in this region. The

other two, Indonesia, and China, are not expected to continue oil-exporting nations by

the tum of the century, mainly because of their low oil reserves and high petroleum

consumption. Japan's Ministry of International Trade and Industry has forecast that in
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the year 2001, Japan's crude oil dependency on the Persian Gulf will rise to 75 percent

of its total demand. At the same time, dependency on Middle East oil by other

industrial countries will increase to 37 percent (Energy in Japan: Facts and Figures, to).

It is in this context that political and economic relations among the three economic

centers with the Persian Gulf region will be one of the most important contests in

international politics.

mSTORICAL BACKGROUND:

Japan had no notable historical link: with the Persian Gulf countries prior to the

end of World War II. This lack of ties made Japan unique among industrial nations.

Historically, countries interact with each other to fullfil their national needs and goals

through influencing the behavior of each other (Holsti, 1977, 138). The Persian Gulf

region has had three distinguished elements to attract industrial countries: (1) its

territorial extension to Europe, Asia, and Africa; (2) sizeable markets; 3) its substantial

natural resources, mainly oil and gas. Prior to World War II, none of these three

factors were crucial enough for Japan's industrial development to cause Japan to

establish political relations with the region. On the other hand, European industrial

development and expansion had been very much dependent on its political and military

domination of this region and other parts of Asia and Africa. At a result European

countries succeeded in expanding their hegemony in Asia long before Japan's

capitalism had developed to the level of expansionism. Therefore Japan remained the

only industrial country with no colonial ties with the region. This uniqueness has

brought some negative as well as positive elements into Japan's current strategy for

expansion of its relations with the Persian Gulf countries. The absence of colonial

relations with the region has made Japanese inexperienced in understanding the political

tradition of the region. At the same time, Japan's reputation has not suffered from the

political, economic, and social damage caused by the colonialism of other industrial
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countries.

In May 1952 Israel became the first Middle Eastern state with which Japan

established diplomatic relations after the end of World War n. This action

demonstrated Japan's willingness to align its policies with those of the U.S. (Yorke,

1983, 52). However, Japan's remarkably rapid industrial rehabilitation since the end

of World War II, along with the global trend toward more utilization of petroleum,

have prompted the Japanese to strengthen their diplomatic and economic relations with

the Persian Gulf. In 1953, the Japanese government dispatched a diplomatic mission

to the Middle East. The main purpose of the mission was to enhance the government's

understanding of the region (Tateyama, 1992, 35). The mission visited eight

countries including Iran, Iraq, and Saudi Arabia. Since Japan's main concern was

centered on the import of crude oil and the export of its industrial products, the mission

focused heavily on economic relations. Japan purchased its first shipment of crude oil

directly from the region in the early 1950s. In the summer of 1953, Idemitsu (the

company known for its stand against the Majors' domination of the international oil

industry) decided to ignore the embargo of Iranian National Oil Company by the

Majors. The Nissho Maru II, Idemitsu oil tanker, for first time transported Iranian oil

products to a Japanese port (Idemitsu, 1990, 4). Although the acquisition of

petroleum from Iran by Idemitsu was a logical step toward reducing Japan's

dependency on the Majors, the act was not sufficient enough as other Japanese oil

companies collaborated with the Majors in suppling the Japanese oil market. Thus the

Majors' domination of the international oil industry prevented any possibility of direct

contact between the Persian Gulf oil producing countries and the Japanese oil

companies until both succeeded in implementing their own control over their oil

industry. Therefore, the nationalization of the Iranian oil industry and the Idemitsu

purchase of Iranian oil in 1953 marked the beginnings of a long process of
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independence from the Majors by both sides.

Since the first half of the 1960's, Japan began to replace coal with crude oil as

its main primary energy source. The degree of Japanese dependence on the Middle

East, in general, and the Persian Gulf, in particular, has continued to grow. Between

1955 and 1970, Japan's crude oil imports from the region increased twenty times. The

Arab-Israeli conflict complicated the already complex issue of oil supply and forced

Japan to become more sensitive to Arab ad Palestinian rights and demands. The

outbreak of the Six Day War in 1967 questioned Japanese neutrality in the Arab-Israeli

issue. Moreover, the lack of international political experience in the post-war era

prevented the Japanese government from fully understanding the direct relationship

between its crude oil supply security and the Arab-Israeli conflict. This ignorance was

justified by the Majors' pledge to provide Japan with cheap crude oil. By end of the

1960s, when the oil-producing countries of the region began to increase their control

over their own natural resources, Japan began to experience political pressure from the

Arab oil-producing countries of the region. In 1967, pressured by Kuwait and Saudi

Arabia, Japan supported the resolution of the emergency session of the United nations

demanding that the Israeli army pull back to the pervious international borders

(Tateyama, 1992, 37).

The Arab-Israeli conflict is one of many other complex issues among the

countries of this region and the western advanced industrial countries. The most

critical and internationally important tension was in area of the international oil industry

between the rich oil producing countries and the politically powerful Majors.

Although the nationalist movement in Iran in the early 1950s (against the Majors) did

not succeed, the message for greater control over their natural resources was taken

seriously by many other oil producing countries. At a result, by the end of the 1960s
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OPEC, under pressure from Iran, Libya, and Algeria, began to break the old crude oil

price regime set by the Majors in the 1930s. The idea of changing the crude oil price

system came after many unsuccessful attempts by OPEC to increase the revenues of its

members within the old pricing system. Following any OPEC ministerial meeting in

various countries, some members decided to utilize the international oil market for

setting the price of crude oil (spot price system). This step was not a giant leap for the

oil-producing countries as long as the Majors had domination over the international oil

supply system. Therefore, in the early 1970s,some of the oil-producing countries, led

by Iran, Libya, Iraq, and Algeria, increased their control over their own crude oil

production and marketing. Consequently, the Majors' influence and domination over

the international oil industry began to weaken.

These developments within the international oil industry coincided with

increasing tension along Arab-Israeli borders. In 1970-71, Japan recognized the rights

for the Palestinians to self determination, one step ahead of other Western nations

(Tateyama, 1992, 38). This important decision was the result of powerful lobbing by

Arab countries forcing Japan to make a clear commitment on the Palestinian issue.

Then the political and military tensions betweenArabs and Israelis in 1973 and OAPEC

oil embargo created a favorable political environment for oil-producing countries to

raise the crude oil price. Crude oil prices increased from $1.79 in January 1971 to

$11.875 in January 1974. This 660 percent price increase sent shock waves to the

Japanese economy. In 1974 Japan supplies 80 percent of its crude oil from the Persian

Gulf region. The Japanese reaction to the 1973 energy crisis was to look first to the

United States and Europe for guidance and leadership in resolving the crisis (Goodman,

1980, 37). As the Arabs increased their political pressure on Japan to consider its

diplomatic relations with Israel, the Japanese began to make some changes in their

political-economic policy toward the Middle East in general, and the Persian Gulf in
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particular. For the first time in the post-war era Japan realized that relying on the U.S.

would not serve its national interests. As a result of the 1973 crisis, Japanese-Middle

East diplomacy moved into the "period of Arab Diplomacy" (Tateyama, 1992, 37).

The Chief Cabinet Secretary Sasuma Nikaido, despite pressure from the United States,

announced Japan's new policy toward the Arab-Israeli conflict (Ibid, 36). Realizing

the importance of crude oil in the region Tanaka convinced the cabinet to urgently send

a special envoy to the region to separate Japan from the pro-Israeli policy of the U.S.

A high ranked Japanese delegation visited several countries of the region and promised

more economic corporation and assistance. Japanese Official Development Assistance

(ODA) to the various countries of the Middle East was increased from $12.6 million in

1970 to $89.2 million in 1975, and reached $339.8 million by 1978 (Ibid, 37). In

addition, Japan's exports to the region rose from $400 million in 1970 to $5,897 million

in 1975 (Shmuelevitz, 1980, 35). In 1970 the Persian Gulf's imports from Japan

comprised 2.2 percent of Japan's total exports and five years later this share increased

to 8.9 percent (Ibid). At the same time, Japan's imports from the region increased

from $2,200 million in 1970 to $17,872 million in 1975 (ibid). In other words, the

Persian Gulf's share of Japan's total imports rose 11.5 percent in 1970 to 27.6 percent

in 1975.

With the nationalization of the oil companies' properties in the Persian Gulf,

Japan took advantage of the new situation and began to sign direct crude oil supply

contracts with the newly nationalized oil companies. As a result, Japanese crude oil

imports rose from 4.5 percent of the total crude oil imports in 1970 to 14.3 percent in

1978 (Petroleum Industry In Japan, 1990, 21). The Iranian revolution of 1979

accelerated the on-going deterioration of the Majors' control of the international oil

market. This significantly affected Japan's march toward complete independence of its

oil supply system from the Majors. Japan knows that at the time of an international
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energy crisis it can not rely on the promise of the Majors. Historically in a crisis,

those foreign importers could channel oil away from Japan. In Spring 1979, Exxon,

BP, and Shell decided to cut back shipments to Japanese oil refineries (The Financial

Times, 23 October 1979). Likewise, if relations with foreign governments were to

deteriorate, such governments might instruct their oil companies to act in a similar

fashion (Yorke, 1983,51). As the dispute between Iran and UnitedStates increased in

late 1979, Japan's supplies from the Majors were reduced (ibid, 67). By 1980 Japan's

direct crude oil purchasing from the National Oil Companies reached44.4 percent of its

total crude oil imports (Petroleum Industry In japan, 21). Consequently, the majors'

share of suppling crude oil to Japan decided from 90 percent in 1970to 44.5 percent in

1980 (Ibid).

The decline of the Majors' share in Japan's total petroleum supply from the

Persian Gulf coincided with a gradual departure of the Japanese traditional foreign

policy of following the U.S. leadership to a more independent strategy. The

U.S.-Japan relationship had been the center of Japanese foreign policy in regard to

every international and regional issue. For over two decades, 1945-1970, Japan's

actions had been always in line with the U.S. global hegemony. Being dependent on

the United States economically, militarily, and politically prevented Japan from

pursuing an independent foreign policy. The global political changes after the first

energy crisis and the fall of Saigon in 1975, along with the growing strength of the

Japanese economy, created a new environment that allowed the Japanesegovernment to

exercise some political independence in some parts of the world, particularly in the

Middle East. In addition, the Arab-Israeli conflict and pressure from the oil-producing

countries of Kuwait and Saudi Arabia on Japan to make a positive commitment toward

the Arabs and Palestinians forced the Japanese government to realize that there are

some issues that would jeopardize Japan's national security and welfare if it blindly
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followed U.S. leadership. The Hostage crisis in Tehran in the late 1970s provided

another opportunity for the Japanese government to depart from its traditional foreign

policy. Although Japan strongly condemned the Iranian action, it refused to join the

U.S. and its Western allies in an economic embargo on Iran. The U.S. decided to

cease purchasing oil from Iran and asked "its West European and Japanese allies to

restrain from buying the extra Iranian oil which was thereby made available" (Yorke,

1983, 62). But a diversion by the Majors of up to one million barrels a day of crude

oil destined for Japan pushed Japanese companies into rushing into the spot market.

Consequently the price of crude oil in the international oil market jumped to a new

high. On 10 December 1979 Secretary of State Vance, in a meeting with the Japanese

Foreign Minister, criticized Japan "for its incentive action in buying boycotted oil from

Iran on the spot market" (Ibid). Under more pressure from the U.S., Japan joined the

Europeans in cutting its embassy staff and discontinuing new trade deals. Although

this response succeed in deflecting the U.S. from pursuing the military option, Japan's

relationship with Iran was badly damaged.

The eight-years Iraq-Iran war provided more opportunities for Japan's gradual

departure from their old foreign policy orientation. Many scholars have interpreted

Japan's policy toward Iran and Iraq as "a typical Japanese attempt to be friendly to

every one" (Magasaki & Kuroda, 1991, 181). This interpretation presents a major

problem. Contrary to what the media in the West wants us too believe, the Iran-Iraq

war had four principle actors: Iran, Iraq, other Persian Gulf Arab countries, and the

United States. Information released by the U.S. Congress in 1991-1992 revealed that

the United States had actively been involved in the war against "Islamic fundamentalist

expansionism" of Iran in the region (Los Angles Times, Feb. 25, 1992). Japan actively

refused to participate in the U.S.-led economic embargo against Iran and it consistently

purchased more crude oil from Iran than Iraq (Magasaki & Kuroda, 1991, 182). The
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interesting point is that Japan leaned toward Iran despite the fact that Iraq is an Arab

country, which, along with other Arab countries of the Persian Gulf region, was

suppling 50 percent of Japan's crude oil demands at the time.

Japan's relationship to the Iran-Iraq war was more in line with its effort to

establish an independent foreign policy without antagonizing the United States. This

new strategy was officially called a "positive participation in diplomatic efforts to solve

disputes" (Tateyama, 1992, 41). Since the mid-1980s the Japanese government has

increased its diplomatic activities in the region. the Japanese government also tried to

adopt an independent approach to the Palestinian problem in particular, and the

Arab-Israeli dispute in general. With regard to the Arab-Israeli conflict, Japan

allocated 12 percent of its total Official Development Assistance, $200 million, to

Syria, one of the key countries in the region and one largely ignored by the U.S. and the

European powers (Ibid). While the U.S., the U.S.S.R., the Western European

countries, and China were busy with increasing their share of the military market in the

region, Japan made a serious attempt to act as a mediator in achieving a cease-fire in the

Iraq-Iran war. However its efforts did not yield any success because Japan lacked

international diplomatic experience in the Cold War era and traditional diplomatic

relations with the region's countries.

CONCLUSION:

This chapter has dealt with the development of the Japanese oil industry at the

height of the country's incredible economic development. Japan's rapid

industrialization during this period was partly possible because of the Majors' supply of

cheap crude oil from the Persian Gulf region. The United States's world hegemony in

the post-World War II era facilitated the Majors' domination of the international oil

industry and their penetration of Japan's industrial rehabilitation. This penetration
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was completed when petroleum surpassed coal as Japan's primary source of energy.

Through this process the Majors obtained control over the majority share of Japan's

petroleum market. In 1964, the Majors were supplying 90 percent of Japan's crude oil

needs, and controlling 70 percent of its refining industry.

Since a continuous flow of cheap petroleum products is essential for a

sustainable and high rate of economic growth and expansion, the Japanese government

decided to encourage close competition among all oil companies in order to bring

petroleum prices as low as possible. To achieve this, the Diet passed the Petroleum

Industry Law of 1962 and authorized MITI to become the godfather of Japan's oil

industry. However, competition among oil companies operating in the Japanese

market resulted in a rapid decline of their marginal profits. The decrease in the surplus

value forced Japanese oil companies to borrow a huge amount of capital from other

industries as well as foreign countries. MITI's protection of the small oil companies

aimed at lowering petroleum prices resulted in benefiting other industries such as the

petrochemical, steel, and financial institutions. Although the industrial developments

in the decades of the 1960s and 1970s were acceleratedby a rapid increase in petroleum

consumption, the Japanese oil industry could not strengthen its financial position to

expand itself beyond national boundaries. In addition to this, Japan's continuous

dependence on the supply of crude oil by the Majors from the Persian Gulf region

compelled the state to reexamine its relationship with the Middle Eastern countries and

the United States.

The push for higher oil prices in the early 1970s, the movement for

nationalization of oil industries in the oil-producing countries, the OAPEC oil embargo

of 1973, and the retrenchment of the Majors' domination in the international oil

industry coincided with the decline of U.S. world hegemony. The cumulative impact

112



of these historical and revolutionary events compelled Japan to realize that its previous

energy policy would no longer satisfy its national and international interests.

Gradually, but constantly, Japan began to diversify its crude oil supply sources.

Accordingly, the share of the Majors in Japan's oil market declined while the NOes

share in the Japanese market increased 60 percent in 1990. By end of the 1980s the

Majors supplied only 28 percent of Japan's petroleum demands.

The revolutionary changes in the international oil industry in the 1970s and the

1980s forced Japan to reexamine its oil industry from a structural perspective.

Historically, the Japanese oil industry was suffering from a fundamental problem: the

separation of its downstream and the upstream operations. Furthermore, Japan's

upstream sector of its oil industry was poorly organized and under capitalized.

However, in the 1980s the Japanese oil companies succeeded in expanding Japan's

upstream activities within those regions which traditionally were the Majors' spheres of

influence. The JAPEX agreement with Iran for exploration and production rights in

the Persian Gulf region has been one example of Japan's aggressive policy against the

Majors. Although Japanese oil companies have access to sufficent capital and

advanced technology, they have not yet received any political support from their

government, a problem whose remedy is beyond developments within the oil industry.

The Japanese government has not yet been transformed into an international power--a

necessary transformation for further international expansion of its oil companies.

Before examining this subject in chapter six, the next chapter will focus on Japanese

government and private businesses policies and actions in regard to alternative energy

in Japan.
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CHAPTER V

ALTERNATIVE ENERGY IN JAPAN

Since the first energy crisis in 1973-1974 the dilemma of energy supply

security has become the main focus of Japanese policy makers. The Japanese economy

accounted for 10 percent of global production but it was--and still is--precariously

dependent on imported energy, mostly oil from politically unstable region of the

Persian Gulf. Industries consume more than 50 percent of Japan's primary energy in

which petroleum comprises 57 percent. Any political or military confrontation in the

Middle East could have a negative impact on Japan's petroleum supply in some form.

For example, it caused a sharp increase in oil prices in 1972-74, 1980, and 1990, and

resulted in reduction and interruption of supply in 1973, 1978, 1980-1983, and 1990.

In addition, carbon dioxide (C02) emissions into the atmosphere are the primary cause

of global warming compelling policy makers to formulate policies to substantially

reduce fossil fuel consumption. Carbon dioxide emissions in Japan were estimated at

40.8 million tons in 1953, when Japan's economic activities reached their prewar level

(Energy in Japan, 1990, 27). Three decades later, C02 emissions were 300 million

tons (Ibid). Since global warming will affect coastal communities the most (raising of

the sea level), island nations, such as Japan, would be affected the most.

Therefore, oil prices, crude oil supply interruption, and C02 emissions are

three fundamental factors weighing against Japan's dependency on fossil fuel, in

general, and petroleum, in particular. It is in this conjunction that development of

alternative energy has been advocated by academicians and environmentalists around

the world. Nowhere else except in Japan are incentives greater to develop and

promote alternative energy. Dependency on the Majors and NOCs are Japan's main

political reasons to accelerate the development of alternative energies. This chapter
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evaluates Japan's alternative energy program and examines the willingness and ability

of the Japanese government and business in to reduce Japan's oil imports. The term

alternative energy has been used to refer to all energy sources except petroleum and

coal.

mSTORY OF ALTERNATIVE ENERGY IN JAPAN:

The history of alternative energy in Japan goes back to 1919 when the

Japanese Navy began research on coal liquefication. Two years later a joint project

between the Navy and the South Manchurian Railway company was concluded to

develop oil shale. In 1928 this joint effort resulted in the building of a pilot synfuels

plant. The Synthetic Fuels Industry Law of 1937 authorized the establishment of the

Imperial Fuels Industries Corporation in 1938 in order to produce 8 million barrels

synfuels a year. The Ministry of Commerce and Industry (MIC) guaranteed dividends

and exempted profits from taxation (Samuels, 1987,230). The shortage of petroleum

supply caused by the war in China was the main factor behind the effort to produce

synthetic fuels. In 1945 SCAP converted synfuel plants to produce ammonium

sulphate fertilizer. Access to unlimited cheap crude oil from the Persian Gulf in the

period 1950-1973 made the development of alternative liquid fuels irrelevant to the

Japaneseeconomy.

In Japan production of electricity has been the main propose of developing

alternative energy by private enterprise. After World War II hydropower generation

was the only electric source available to Japan in large quantity. In 1951, hydropower

generation of the power utilities accountedfor 67.8 percent of total generating capacity

and 82.4 percent of the total power output (Yuasa, 1988, 42). In the early 1960s,

Japanese utility companies changed their emphasis from hydropower to thermal power.

By 1963 thermal power plants constituted 53.3 percent of total electricity capacity.
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Although in the 1950s power generation cost comparison had revealed that hydropower

was cheaper than thermal power in terms of construction and operation costs, the

scarcity of further promising hydropower generation sites forced the utility companies

to expand thermal power plants. At the beginning, coal was the main feed-stock of the

thermal power plants. By 1964, oil-fired power generation had replaced coal-fired

power generation in the majority of thermal-based power plants. In 1967, crude oil

finally secured the top position among fuels for power generation in Japan, and its share

steadily increased to 70.9 percent by 1973 (ibid).

The first energy crisis in 1973 sparked a movement to diversify power sources

by finding substitutes for crude oil. With the introduction of nuclear power generating

facilities the trend toward diversification of energy sources began in Japan. It was after

the OAPEC oil embargo that diversification of energy sources became the main part of

Japan's national energy policy. The high price of crude oil made nuclear energy and

liquefied natural gas (LNG) cheap sources of energy for power generation. Because

of the natural constraints, hydropower generation capacity of 80,000 million kilo watt

per hour (Ibid, 43) remained unchanged since 1962, while Japan's total electric

production increased from 50,000 million in 1951 to over 620,000 million in 1990

(Ibid).

The OAPEC oil embargo of 1973, and the quadrupling of crude oil prices in

1974 necessitated a national policy for alternative energy supply in Japan. The

Agency for Natural Resources and Energy (established in 1973) launched an innovative

project, the Sunshine Project, to support research in non-nuclear technologies for

energy. The most significant outcome of this project was that the government

encouraged JAPEX and three private companies (Idemitsu, Mitsui Metal Mining, and

Geothermal Technology Development Co.) to engage in a joint venture on geothermal
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energy. Under Sunshine Project the government committed itself to provide 766

billion yen financial assistance to private and public agencies to develop alternative

energy in the period 1974-1980 (Japan Petroleum and Energy Yearbook 1978).

However, the actual capital expenditure under Sunshine Project was far less than what

was planned. The project anticipated spending 80 billion yen to develop solar energy

and 140 billion yen for coal gasification and liquefaction between 1974 and 1980.

Japan's government figures in 1980 show that the actual expenditure for these two

development projects was 10.7 billion yen and 7.5 billion yen respectively. At the

end, Sunshine Project spent only 37.5 billion yen for development of alternative energy,

or five percent of the projected budget. In 1975 the government asked the Japan

Petroleum Development Corporation to initiate two projects in oil shale and oil sands'

development. Except for the Sunshine Project neither the government nor the private

companies (in period 1975 to mid-1978) developed or promoted alternative energy

technologies and supply. The Japanese government and business enterprises failed to

grasp the seriousness of the revolution in the international oil industry because they

interpreted the first energy crisis as an isolated incidentin the international oil market.

In Autumn of 1978 policy makers in MIT! and the Agency for Natural

Resources and Energy began a series of discussions for the development of new energy

technologies. These discussions revolved around two energy related events of the late

1970s; the Iranian revolution and the nuclear reactor accident at Three Mile Island.

These two incidents prompted Japanese policy makers and businessmen to searchfor a

solution to Japan's energy supply vulnerability. The outcome of these meetings was a

proposal to establish a public corporation to promote and develop alternative energy in

Japan. MIT! did not announce the proposal for two months because of the October

Diet election. After the election Prime Minister Masayoshi Ohira introduced his new

national policy which gave high priority to energy. His program sought a substantial
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increase in the government's support for research of alternative energy.

MITI, in promoting energy priority measures, introduced a four-part program:

(1) The main point of this program was the introduction of a bill in the Diet titled

"Alternative Energy Introduction and Promotion Special Measures Law". (2) This

authorized the MITI ministry to adopt legally binding targets for private industry in

conversion from oil to alternative energy. MITI would be allowed to develop

incentive policies for industries and business to meet the conversion. (3) It required

that MITI provide guidelines for energy conversion. (4) The last point of the proposal

was an authorization for MITI to establish new accounts for alternative energy research

and development. MfTl proposed new taxes on petroleum and electric consumption

to fund the accounts. To accomplish this task, Ml'Fl considered establishing an

alternative energy public corporation.

The MIT! program was opposed by two powerful bureaucratic groups on

grounds that the Ml'Fl program was in contradiction with the governmental effort to

reduce its fiscal expenditures. (1) The first opposition came from Toshio Doko, head

of the Administration Reform Council. Although he agreed on the energy priority

policy in the 1980 budget, he expressed his reservation on an Alternative Energy Public

Corporation. He opposed the new taxes for development and promotion of alternative

energy because he believed that the existing energy tax system should be reconsidered

first (Ibid). The Administration Reform Council announced that additional public

corporation would be contradictory to the present government reform of public

spending and proposed the elimination of three other public corporations, the Coal

Mine Damage Corporation, the Rationalization of Coal Industry Corporation, and the

Electric Power Development Corporation. All three corporations were established to

rationalize the coal and electric power industries. (2) The Ministry of Finance
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endorsed the opposition of the Administration Reform Council. The ministry's

concern was that the MITI program would expand government bureaucracy and

expenditures. Finally, in a meeting between the Prime Minister and the Opposition

both sides agreed that alternative energy development should be a private sector

responsibility. In 1980, reflecting the agreement between MITI and the Ministry of

Finance, the Diet passed the Alternative Energy Law. Although the idea of a public

corporation for alternative energy died, the government increased the budget for

alternative energy development substantially. Before 1973 MITI's total budget for

alternative energy was 400 million yen. In 1980 the Diet allocated 100 billion yen for

development and promotion of alternative energy supply in Japan.

NUCLEAR ENERGY:

In January 1951, six years after the bombing of Hiroshima and Nagasaki,

Yasuhiro Nakosone, a young and ambitious Dietman, petitioned John Foster Dulles to

permit Japan to develop a nuclear industry (Samuels, 1987,234). In early 1953 the

Japanese academic community formed its first special committee to investigate the

viability and safety of nuclear power development. The committee, under the

influence of natural scientists and engineers, strongly opposed the establishment of a

nuclear power plant. In April 1954, Nakosone succeeded in persuading other Dietmen

to allocate a supplemental 300 million yen budget to science and technology of which

three-quarters was earmarked for nuclear power. The Diet action coincided with the

Bikini Atoll incident. During an American nuclear bomb blast on Bikini Island in the

Pacific a Japanese tuna-fishing boat was seriously damaged because of its exposure to

radioactive materials. The Science Council took advantage of growing public concern

about nuclear testing and adopted its Three Nuclear Principles: (1) nuclear power

research and development should be independent of foreign control; (2) be open to

public investigation; and (3) be democratically managed. Ishikawa, chairman of the
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Federation of Economic Organizations (Keidanren), led a committee for the Peaceful

Use of Atomic Power. He was instrumental in signing an agreement between Japan

and the United States ('10 the development of a nuclear power industry in Japan. The

U.S. agreed to supply nuclear fuel for an experimental reactor. Ishikawa also

convinced private industries to contribute 20 million yen for nuclear research. Five

days after the establishment of the Japanese Atomic Energy Commission in 1956, its

chairman proclaimed that Japan would build and operate a nuclear reactor within five

years. This announcement shocked the academic community and the government

because they were not consulted in advance. Because of the high cost of basic research

on the development of nuclear power, the academic community thought that private

industry would not be able to meet that deadline. The private sector intensified its

lobbing effort to maximize public funding for research and development of nuclear

power. At the same time they were very careful to reduce public control over nuclear

research and development. The Keidanrenn leaders succeeded in convincing the

government to establish the Science and Technology Agency to develop the

commercialization of foreign reactor technology. While 92 percent of the Agency's

budget was provided from public funding, private industry had full control over its

research (Samuels, 1987,237).

In mid-1956 five major Japanese industrial companies (Mitsubitshi, Hitachi,

Sumitomo, Mitsui (Toshiba), and Daiichi (Fuyo) signed joint venture contracts with

three American and one British companies (Westinghouse, General Electric, United

Nuclear, and Nuclear Power Group from England). Japanese utility companies

considered the development of nuclear power plant as an opportunity to expand their

industry. With the public funding and imported technology private industry had no

objection to expanding the nuclear power industry. By 1967, four nuclear power

stations were under construction, and 17 were in the planning stage (Energy in Japan:
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Facts and Figures, 1990, 47). In the same year, the growing concern about

dependency on foreign technology in the nuclear industry forced the Japanese

government to establish the Power Reactor and Nuclear Fuel Corporation (PNC) to

develop technologies for further expansion of Japan's nuclear power stations. Within

two years PNC's budget exceeded that of the Japan Atomic Energy Research Institute's

budget that was in charge of adapting foreign nuclear technology for use in Japan.

Prior to the first energy crisis Japan had succeeded in developing its own nuclear power

plant technology.

In March 1961, the Japanese government granted permission to the Japan

Atomic Power Company for the construction of the first Japanese nuclear power plant.

Five years later, 1966, Japan commissioned its first nuclear power plant. Until the first

energy crisis in 1973-1974, MITI had issued construction permission for 22 nuclear

reactors with total capacity of 12,532 megawatts. Only five of these reactors, with a

total capacity of 1,823 megawatts, had become commercially operational before the

OAPEC oil embargo. The rest of them started their commercial operations between

the two world energy crises. Between 1973 and 1980 Japan's government issued

permission for four new nuclear power plants with a total capacity of 3,980 megawatts

(Energy in Japan Facts and Figures, 46). In the 1980s, Japanese nuclear power

companies received construction permission for building 23 more nuclear power

reactors. Currently Japan has 41 nuclear power stations with a capacity of 30,917

megawatts (Quarterly Journal of the International Atomic Energy Agency, No: 3, 1991,

37). These nuclear reactors had supplied 27 percent of Japan's electric demands and

8.9 percent of its primary energy supply in 1989 (Petroleum Industry in Japan 1990,2).

According to the latest forecast of the Japanese government, the present

nuclear capacity of 31.5 megawatts, will be raised to 72.5 megawatts by 2010. By any
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standard, this is not an easy task particularly in view of the current situation concerning

the public acceptance of nuclear energy in Japan. The importance of nuclear power

has been publicly accepted in Japan partly due to the outbreak of the Persian Gulf War.

However, trouble with a steam generator pipe in one of the PWR reactors in February

1991 raised public concern over the safety of nuclear power stations once again. This

could have some negative impact on the pace of future nuclear development in Japan.

Development and expansion of nuclear power plants in Japan are related to

international crude oil prices. As a result of the second oil crisis in 1979-80 and the

raising of the crude oil prices, the economics of oil-fired power plants worsened. This

development made nuclear power generation a cheaper power source for electricity

supply. Therefore a substantial increase in the international crude oil prices would

positively impact on the expansion of nuclear power plants in the industrialized

countries, particularly Japan.

LIQUEFIED NA1.1JRAL GAS (LNG):

After petroleum and coal, natural gas is the most important source of energy in

Japan thereby reducing Japan's dependence on oil imports. Consumption of natural

gas in Japan was minimal through the early 1970s but it grew rapidly after the first

energy crisis of 1973-1974. Since Japan is a poor country in natural gas reserves, 95

percent of its demand has to be transported from other countries. Southeast Asia with

272.5 trillion cubic feet proved reserves of natural gas (the third richest region in the

world) has been the primary source of natural gas to Japan (Oil & Gas Journal.

December 1988, 48-49). But, Japanese could not utilize the region's natural gas

reserves until the transport of natural gas in liquefied form became economical in the

mid-1960s.

Unlike most of the DEeD countries where natural gas is used to generate
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electricity, Japanese utility companies have had to rely exclusively on LNG.

Therefore, developments in the electric generating sector, and to a lesser extent

developments in the town gas distribution sector, have become the main reason for

increase of the LNG share in Japan's total primary energy supply. At present,

approximately three quarters of LNG imported to Japan is consumed by the electricity

sector. Since the first energy crisis, LNG has been the second fastest growing source

of energy supply in Japan. In 1973, LNG's share of the total primary energy supply

was 1.5 percent (Energy in Japan, Facts and Figures, 1990. 38). Seventeen years later,

in 1990, LNG's share had increased to 10.1 percent of the total primary energy supply

(Petroleum Industry in Japan, 1991, 3). The main cause of this increase has been the

feed stock conversion of Japanese electric power generators to natural gas. Between

1976 and 1988 Japanese utility companies had increased their consumption of LNG

from 3.9 million tons to 23.6 million (Energy in Japan: F&F, 1990,28).

An LNG project is comprised of a series of installations such as a liquefaction

plant, LNG tankers, and a receiving terminal. Each project could cost over $3 billion

for an annual production of 2-2.5 million tons of LNG (Kiani, 1990, 138). Such a

capital-intensive project requires that an LNG contract must be made not only in large

quantities (two million tons a year or larger) but over a long term (15 years or longer).

Thus, an LNG project can never be initiated unless there is a great demand for such a

project. Besides, an LNG project is large in scale and its construction work can begin

only after a contract is signed. Therefore a long lead time is required before starting

shipment of LNG from a natural gas producing country to an LNG consuming country.

LNG DEMAND AND SUPPLY:

Since the first cargoes of Algerian liquid natural gas were shipped to England

in 1964, LNG has become the most attractive alternative source of energy available. In
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1969, two years after signing a contract with Marathon Oil and Phillips Petroleum, two

Japanese utilities, Tokyo Gas and Tokyo Electric, annually imported 960,000 tones of

LNG from Cook Inlet, Alaska. In 1972, Japan's Mitsubishi Corporation, and Shell

signed a contract with Brunei LNG Ltd. for an annual import of five million tons of

LNG for Tokyo Electric, Tokyo Gas and Osaka Gas. The Brunei contract length was

for 20 years, five years longer than the Alaska contract. Following these agreements

Japan signed five more contracts with Indonesia, Abu Dhabi, Malaysia, Australia, and

Algeria to supply 32.8 million tons of LNG to Japanese utility companies (Energy in

Japan; Facts & Figures, 1990, 38). The duration of these contracts varied from 15

years to 23 years. Southeast Asia is the largest LNG producing region in the world.

Japan absorbs 90 percent of this region's production which comprises 70 percent of

worldwide LNG imports. Indonesia is the first and Malaysia is third largest LNG

exporters in the world. Combined, they account for more than 50 percent of global

LNG supplly.

From the viewpoint of energy security, Japan has tried to diversify its supply

sources as much as possible. In 1990 Japan consumed 36.10 million tons of LNG, 95

percent of which was imported from seven LNG supplying nations: United States,

Brunei, Abu Dhabi, Indonesia, Malaysia, Australia and Algeria. Currently, Japanese

trading and utility companies import 35.32 million tons annually of its LNG from these

countries; 14.75 million tons, or 42 percent from Indonesia, 18 percent from Malaysia,

15.1 percent from Brunei (Energy in Japan, Nov. 1991). Since 75 percent of Japan's

LNG supply comes from Southeast Asian countries Japanese LNG importers are trying

to diversify their supply sources and negotiate with Russia, the Persian Gulf, Alaska,

and Australia. This diversification should benefit Japan in two different ways: 1) it

will increase the supply security of natural gas for Japanese importers; 2) it will make

the international natural gas trade more competitive.
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Stability in the LNG supply market is very different from the petroleum

market. Certainly, stability implies a long-term guaranteed trade at internationally

competitive prices. Stability has been achieved through a competitive price for

petroleum products in the international market based on free participation. A producer

does not need to build a refinery for a certain buyer but for many different buyers.

Also a petroleum product buyer is not restricted to a certain supplier: he can purchase

the desired product from a number of producers. Therefore, there is a competitive

price in trading of petroleum products. However, internationally competitive prices

for the LNG market are not feasible due to the special relationship between its buyers

and producers. The cardinal role of having a competitive market is that buyers are not

obligated to buy from a certain supplier. Due to the capital-intensive character of

LNG projects, participation of both LNG producers and buyers in the development of

LNG chain projects is necessary; thus buyers and producers are very much restricted to

a long-term contract. Such necessity reduces the possibility of developing a complete

free market for LNG.

According to MIT!' s energy forecast, demand for natural gas is expected to

increase by one million tons per annum, from 33 million tons in 1988 to 57 million tons

in 2010. In terms of the percentage share of the total primary energy supply, LNG's

share will increase to 12 percent in 2010. Demand for LNG in Japan is likely to keep

constantly growing in the future. LNG demand and supply are dynamically

interrelated. For this reason the development of a new supply source in countries rich

in natural gas must be completed before the first shipment of LNG arrives to the buyer

country. At the same time, no natural gas producer would initiate the development of

an expensive LNG project before getting assurance from a buyer. Considering the

current LNG production capacity of Japan's major suppliers, it will become impossible

to fully satisfy the growing demand in Japan in the mid-2000s. The Advisory
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Committee for Energy (ACE) in MIT! has forecast a 19 percent increase in LNG

demand by the year 2000, or 43 million tons (Energy in Japan, Nov.· 91, 37).

Currently, Japan has access to 35.32 million tons of LNG through its long-term

contracts with supplying countries. There are some new projects under construction or

planning which could increase the LNG supply capacity to 47.48 million tons by 2000.

Japan's long-term demand outlook for the year 2010 suggests a need for an additional

11 million tons of LNG.

Development of an additional supply source of LNG requires construction of a

new chain of LNG projects. To construct a minimum-scale LNG plant (2 to 3 million

tons a year) for a-20 year period (standard contract term), natural gas of 3.7 to 5.0

trillion cubic feet must be available. The reserves held by Japan's four major LNG

suppliers, Indonesia, Brunei, Malaysia, and Australia reveal that there is a limited

supply of natural gas. These four countries have 174 trillion cubic feet reserves of

natural gas, or the potential for annual production of 40 million tons of LNG for 20

years. In 1990 these countries exported 32.32 million tons of LNG, or 92 percent of

Japan's total demand. Therefore, to secure sufficient supply for growing demand,

Japan has to search for new supply sources outside the Asia/Pacific region. If LNG

supply is judged on the basis of their natural gas reserves, the former Soviet Union and

the Persian Gulf countries can become Japan's main LNG supplier in the future.

MIT! anticipates a gradual increase for LNG demand in Japan for the next

twenty years. However, there are some factors which might lead to an upward

revision of the current forecast. Environment is the most important factor to cause a

faster increase in LNG demand. Obviously the effort to minimize C02 emissions is

targeted to reduce the consumption of petroleum and coal. In October 1990, the

Japanese government adapted a policy to stabilize its per capita C02 emissions in the
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year 2000 at the 1990 level. The government believes that this objective could be

achieved without changing the current framework of the long-term outlook for total

primary energy demand. However, if demand for electricity increases faster than the

current assumed rate, additional use of natural gas could be required (Yamamoto, 1991,

2). Demand for LNG also depends upon the development of other energy sources.

The closest competitor to LNG is nuclear energy. Japan has planned to double its

nuclear capacity to 72.5 megawatts by 2010. Experts on the Japanese nuclear power

industry believe that this target will not be easy to achieve. Given the fact that coal is

the cheapest fuel for generating electricity, any delay in the development of nuclear

power could be offset by construction of coal-fired power stations. Since most

Japanese energy consumers are cost-conscious, they are willing to increase the

consumption of coal. However these energy sources produce more C02 emissions

than LNG. Therefore, at least, major Japanese power companies will have some

difficulty in increasing their coal use due to this C02 constraint. In other words, delay

in the development of nuclear power, which emits no CO;:, should be partially

compensated for by natural gas.

RELATION BElWEEN LNG AND CRUDE OIL

Natural gas is related to petroleum in three important aspects. Natural gas and

LNG prices closely reflect crude oil prices. The LNG pricing system started with fixed

pricing, which later was replaced with parity pricing with crude oil in heat quantity

terms. Historically the price crisis in the international oil market has directly

influenced prices of LNG. For example, when prices of crude oil dropped from $28.33

per barrel in 1985 to $13.58 in 1989 (due to a glut in the international crude oil

market), the price of LNG declined from $5.30 per ton to $2.80 by 1989. Examining

the prices of LNG and crude oil in the past fifteen years reveals a dynamic relation
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between these two sources of energy. Up until 1980 the price of natural gas had a

negative relation with the international price of crude oil. When the price of crude oil

began to decline in the international oil market in 1975, the price of natural gas and

subsequently the price of LNG did not change but remained higher than crude oil.

Then the up-ward crude oil prices at the end of 1970s (Iranian revolution) resulted in

lower prices for LNG. In 1985 prices of crude oil started to decline and affected LNG

prices, per unit heat quantity, although the overall price of LNG remained higher than

crude oil. LNG prices remained higher than crude oil until the Iraqi invasion of

Kuwait and were increased afterward.

The second important connection between natural gas and crude oil is in their

similar geological characteristics. Subsequently natural gas reserves are on top or near

crude oil reserves. In other words countries who are rich in crude oil also are rich in

natural gas. The top ten richest countries in crude oil reserves are also the top ten

richest countries in natural gas reserves in the world. At present, the Persian Gulf

countries are holding over 60 percent of the world's proven crude oil reserves and 30

percent of proven natural gas reserves. This share would increase to 50 percent if one

excludes the former Soviet Union's natural gas reserves from the world total.

Therefore, the major crude oil producers are potentially the largest natural gas

producers.

Since most LNG operations in the rich natural gas countries as well as the

LNG consumers are under same management as the petroleum operations, a single

group of people are the final decision makers for these two. In other words, those who

control crude oil production also control LNG production. This is the third, and the

most politically connecting link, between the LNG and petroleum industries. It is in

this respect that most Japanese technical assistance to LNG producers is provided by the
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Japan National Oil Company (JNOC). The Japanese government has provided

financial assistance to natural gas-producing countries through JNOC for exploration

and development of natural gas fields as well as the construction of liquefaction plans.

RENEWABLE ENERGIES:

Because of the concern for global environmental preservation, particularly the

prevention of global warming and the depletion of energy resources, renewable energy

has received considerable attention in Japan. Although most energy experts expect that

replaceable energies will hold a significant position by the mid-21st century, at present

these energies are not widely utilized due to cost constraints (Matsuo & Sanami, Energy

in Japan, 1991, 76). Japan's long-term energy supply and demand outlook suggest that

the share of renewable energies in the total primary energy supply will increase from

1.28 percent in 1990 to 5.3 percent in the year 2010 (Energy in Japan, 991, 28).

Renewable energy is clean and is available in huge quantities. For example,

one percent of solar energy showering on the Japanese Islands, if put to effective use,

could cover Japan's entire energy needs today. But, solar energy density is so limited

in general that its condensation for efficient use is uneconomic at present. Besides

solar energy, there are many other forms of renewable energy such as geothermal, tidal,

wind, wave, and photovoltaic power, and deep-underground heated water. As for

ocean thermal energy conversion power generation, solar heat power generation and

tidal power generation, Japan has little hope for their establishment because suitable

sites are completely or virtually absent (Matsuo and Sanami, 1991, 27). Though the

ultimate potential of energy applicable of different ocean power energies are huge, the

technology to permit their large-scale use is not yet developed. Some Japanese

experts in renewable energy believe that at no time sooner than the year 2030, could

many of the renewable energy sources, expect hydro energy, reach the developing stage
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in technical terms (ibid, 36).

ALTERNATIVE ENERGffiS IN JAPAN'S TOTAL PRIMARY ENERGY SUPPLY:

In the past twenty years business and government collaboration has resulted in

a successful increase in the share of alternative energy in Japan's total primary energy

supply. In 1970 alternative energy comprised only eight percent of the total energy

supply (Goodman, 1980,24). This share increased to 26 percent by 1990, mostly due

to the increase in the supply of LNG and nuclear energy (Petroleum Industry in Japan

1991, 4). This increase has been achieved in spite of 23 percent increase in total

primary energy consumption between 1970 and 1990 (Ibid). Japanese progress in

development of alternative energy, particularly nuclear energy and LNG, has reduced

its petroleum dependency from 70.8 percent in 1973 to 58.31 percent in 1990 (Ibid).

The most optimistic forecast shows that petroleum will still remain Japan's main source

of primary energy supply in 2010.

In June 1990 the Ministry of International Trade and Industry issued a

long-term energy supply and demand outlook for the next 20 years. MITI's

calculation is based on average annual growth rate of 1.3 percent for final energy

demand. This outlook suggests that in order to reduce the C02 emission to 300

million tons the consumption of none-fossil energy sources has to comprise no more

than 26.5 percent of the total. In this plan nuclear energy would playa crucial role.

If there is no public opposition for further development of nuclear power plants, nuclear

energy could supply 16.7 percent of the total. That means the current capacity of

nuclear energy, 32 megawatts, has to grow to 72.5 megawatts, a 110 percent increase.

Experts in the international nuclear energy industry are very pessimistic about Japan's

plan to increase its nuclear power capacity to 72.5 megawatts by 2010. Currently

there are 10 nuclear power plants with a total capacity of 9,012 megawatts under
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construction which will go in operation by 1997.

CONCLUSION:

Development and promotion of alternative energy in Japan has been decided

by competition among business and government bureaucrats for different reasons. The

high price of crude oil has been the strongest force behind the private sector to develop

alternative energy sources, while the possibility of crude oil supply interruption and

environmental concern have been the driving force behind the government.

Examining the short history of alternative energy in Japan shows that progress for

collaboration between business and government has been achieved when market

opportunities were available. Japan's private sector refused to participate in

development and promotion of an alternative energy sources until the government had

removed the capital risk of such enterprises. Business began to construct nuclear

power plants in order to utilize nuclear energy after they were convinced that the

government would pick up the tab. In the case of LNG, Japanese LNG buyers, the

utility companies, provided only 5.5 percent of the total capital for construction and

development of Indonesian LNG plants in Arum and Badak (Kiani, 1990, 9). Samuels

has correctly concluded that Japanese success in development and utilization of

alternative energy is "from the conciliatory politicsof private interests" (Samuels, 1987,

256).

Alternative energy has come a long way from comprising 8.1 percent of the

total primary energy supply in 1970 to 24.9 percent in 1990 (Petroleum Association of

Japan Annual Review 1990, October 1991, 15). In June 1990, MITI's Advisory

Committee for Energy published a report on long-term energy supply and demand

outlook. The most important characteristic of this report was that the outlook is not a

forecast but a target. The previous report, released in 1987, forecast Japan's

131



dependency on crude oil to be 45 percent in the year 2000, or a 12 percent decline over

13 years. Past experience has shown that the forecast was not reflecting the real

market of energy supplies in Japan. According to the forecast, oil dependency should

have declined to 54 percent in 1990, while the actual data indicated that Japan's

dependency on crude oil had increased in the past few years to 58.31 percent in 1990

(Petroleum Industry in Japan: 1991,4). The forecast on the decline of oil dependency

had been driven by the notion that alternative energies will increase their market share

at a faster pace than was previously anticipated. To reach the new target, decreasing

crude oil dependency to 46 percent in the year 2010, nuclear energy and LNG supplies

must increase 16.7 and 12 percent respectively. This is based on the assumption that

the average annual growth rate for total energy supply does not exceed 1.3 percent.

Nuclear power production must increase from 202 billion kilowatts a year to 474

billion, or 130 percent. That means the number of current nuclear power plants has to

be doubled within the next 20 years, or 20 extra plants for the year 2000. Currently

Japan has only 10 new nuclear power plants under construction, planning, or designing.

The process of planning, obtaining permission, and construction of a nuclear power

plant takes an average 4.5 years in Japan. Therefore, before 1995 there has to be

another 10 nuclear power plants in the planning stages.

To increase consumption of renewable energies three elements would be

helpful: 1) new laws, 2) huge amounts of capital, and 3) social acceptance. There has

to be an institutional (legal) rearrangement to force the utility companies to utilize these

new energy sources. Since, there has to be a technological break through for

utilization of these energy sources in economic terms, government investment in

development of renewable energies is a necessity. Furthermore, a social consensus

must be developed through public relation activities to underline the importance of

conservation and use of natural energy.
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CHAPTER VI

JAPAN AS A WORLD LEADER

We are in the middle of political and economic changes at the global level.

The relative stable period of the post-World War II with the United States as world

hegemon has passed. The industrial countries of Europe and Japan are fully

competitive with the U.S. In many cases they have become more efficient than U.S.

industries. The political position of Japan and some of the Western Europe countries,

namely France and Germany, can no longer be taken for granted. We have entered in a

global economic competition among three powerful centers: Europe, the United States,

and Japan. There are many indications that Japan is moving steadily ahead, mainly

because it is less burdened than the other two with social welfare programs and military

expenditures (Wallerstein, 1991,43).

Global economic domination is a prerequisite for achieving world hegemony.

If previous experiences are any indication, domination of the international energy

industries has to playa key role in the achievement of world hegemony. Among all

energy industries, the international oil industry is, by far, the most crucial one to

control. At the present time, the depth of Japan's petroleum dependency, on the one

hand, and the weak performance of its oil industry, on the other, are Japan's major

difficulties to achieving world leadership status. Between 1947 and 1973, the

international oil companies under the leadership of the American Majors provided

Japan a secure flow of relatively cheap crude oil. The scarcity of raw materials in

general and energy sources in the particular has always been the major problem for

Japan's industrial development and economic domination. The decline of U.S.

hegemony, the end of the "Cold War", and revolutionary changes in the international oil
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industry have convinced Japanese business and government leaders that a new national

energy policy is a necessary strategy to accelerate Japan's economic expansion. The

historical relation between international oil companies and their home governments has

also convinced Japanese oil companies that the global expansion of Japan's oil industry

will depend on their government's political strength in the international community.

Expansion of the Japanese oil industry in the international oil market will accelerate

Japan's drive to dominate the global economy. In the following pages I will review

Japan's national energy policy from a political perspective and analyze its shortcomings

and limitations. This discussion intends to show that the root of Japan's oil industry

problems can be attributed to the inability of its government to transform Japan's

economic strength into a major political power in the world.

JAPAN'S NATIONAL ENERGY POllCY:

Since the industrial revolution in Europe, implementation of a comprehensive

national energy policy constituted one of the most challenging tasks of every industrial

nation. Economic and industrial development would not have been possible without

access to an almost limitless amount of raw materials. Sources of energy have

economically been the most valuable natural resources for industries. Although the

political power and stability of governments in the industrial countries depend on their

economic strength, the articulation and implementation of a national energy policy has

become a principal national and international goal of all industrial countries.

Governments and industrialists have hoped to achieve two main objectives by

implementing a comprehensive energy policy: reducing prices and securing a reliable

energy supply line. This is illustrated in the success and failure of Japan in its

relentless efforts to secure the supply of relatively cheap energy. Unlike many other

industrial countries, Japan's deposits of energy resources are exceptionally poor.

Since the turn of the 20th century, the inadequacy of Japanese energy resources has
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forced the state to take some drastic measures to satisfy the country's industrial needs at

a minimum cost.

The paucity of local sources of energy forced the Japanese government to

develop a national strategy for securing its energy supply sources. In the early stage

of capitalist development, domestic sources of energy were quite adequate. Until the

end of World War II, Japan's industrial development and expansion were based on its

primary source of energy: coal. In 1887 Tokyo Dento, now called Tokyo Electric

Power Company, operated Japan's first coal-fired thermal power plant. Shipbuilding,

steel, and other heavy industries heavily relied on coal which made coal mining the

largest industry in Japan. During the 1920s and the 1930s it employed more people

and produced more capital than any other industry. Expansion of the coal industry

contributed to the growth of Japan's national economy. The coal mines were neither

permanently nationalized, nor even effectively consolidated by the Japanese state.

From the beginning the state helped to boost coal mining production and to stabilize the

domestic market. Prices were never set by the state agencies, except when costs were

subsidized and profits were guaranteed to producers (Samuels, 1987, 133). In the

entire history of the coal industry neither business nor the state was consistently united

on a long term strategy. State intervention was limited at the market conforming

level. State intervention was directed mainly where private capital was

underdeveloped and where investment requirements were large. Once private capital,

particularly Zaibatsu capital, become concentrated, the state forever relinquished its

ownership of the mines (Ibid, 120-132). The coal companies consistently used public

policy to ease market transitions.

Japan's obsession to develop itself into a world power required further

expansion of its industries. Since domestically produced coal was not enough for
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such development, Japan needed access to foreign sources of energy. At the same

time Japan's political philosophy was transformed into militarism and greater state

control of key industries. Colonialism became instrumental in the expansion of its

coal industry as well as its economy. In August 1931 the Diet passed the important

Industries Control Law. A year later, on March 1, 1932, the Japanese government

declared the establishment of its puppet Manchurian State--Manchukuo--the main

source of imported coal. Following several political assassinations of government

officials and owners of coal firms, Japan's first nationwide coal sales cartel was created.

The ten largest mining companies, including Mitsui, agreed to allocate market shares

and flx prices. In 1934 the coal industry set new production records. Profits of the

mining company rebounded from under 3 percent in 1931 to almost 14 percent in 1934

(Ibid, 83). In 1936 Japan became the third largest producer of coal in the world.

During the Pacific War Japan's coal mining output fell by about 60 percent, from 13.9

to 5.6 tons per person per month. The Japanese government and business needed

other sources of energy, petroleum, for the Empire's military machine. The United

State's oil embargo on Japan, instituted July 1941, was intrepreted by Japan's military

leaders as a declaration of war.

In the post-World War II period, lack of adequate domestic energy sources

became the chief national economic problem. The Pacific War made the energy issue

more critical than before. The Supreme Commander for the Allied Powers (SCAP)

was confronted with important choices and conflicting demands from the U.S. military

and the Majors. At the beginning the Majors and the U.S. military wanted to close

the Japanese Pacific coast refineries. The Majors were facing a glut of oil products in

international markets, and the U.S. militarywas concerned over the importance of those

refineries for Japan's navy and army. At the same time, Japan's economic

reconstruction required the development and restructuring of Japanese coal mines and
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industries. Steel was needed to modernize the coal mines. There was not enough

steel because there was not enough coal. Thus, the Japanese government introduced

its Priority Production Program to rehabilitate the steel industry and expand coal

production.

World War II left Japan not only a legacy of destruction but also one of

transformation. One of the most important transformations in Japan's political

economy was the displacement of coal by oil as the primary energy source. This

historical replacement was mainly made possible because of the transition of world

hegemony from the Britain to the United States in the aftermath of the World War II

and the expansion of capital accumulation through the advancement of American

industrial technologies. At the time the American Majors had became the dominant

force in the international oil industry. These factors and the U.S. domination of

Japan's politics and economy left no option for Japan but to increase its petroleum

consumption provided by the Majors. By the end of the 1940s petroleum demands

began to increase in the United States and Europe. As a result, the Majors had

difficulty supplying Japan's petroleum demands. In addition, the discovery of some

new giant oil reserves in the Persian Gulf region lowered the price of crude oil and

encouraged the Majors to expand the petroleum market in Japan and othernations. In

1949 the Majors reversed their previous policy toward Japanese Pacific refineries and

asked SCAP to permit their reopening. This expansion became possible partly

through the export of American technologyand machines designed to utilize petroleum.

Therefore the U.S. export of technology and machines to Japan resulted in the rapid

growth of petroleum consumption in Japan. By the mid 1950s Japan became heavily

dependent on imported oil. In 1964, petroleum became the primary source of energy

for industrial consumption in Japan. This structural shift meant that Japanese coal was

competing more with petroleum and less and less with imported coal. The Japanese
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energy market had been transformed into a theater where foreign elements, the Majors,

were the main actors.

In 1950-1973, Japan had a single energy policy; consuming cheap and

abundant crude oil supplied by the Majors, as much as possible. There were four

reasons for this national approach toward industrial energy utilization: 1) Japanese

believed that U.S. world hegemony would be indefinite and did not have any doubt as

to the Majors' ability to supply cheap crude oil for ever; 2) lack of adequate supply of

domestic reserves of energy resources made it dependent on the Majors for supply of

petroleum; 3) cheap oil provided by the Majors enabled Japan to produce cheaper

industrial products in order to earn foreign currency exchange for further expansion of

its national economy; and 4) politically Japan did not have any other choice. Japan

was not in a position to challenge the United States and the Majors by purchasing crude

oil from non-Majors. There was no other independent or national oil company

operating in the international oil market. Furthermore, Japan was not alone; it was

following a global trend toward greater use of petroleum in industry that was initiated

and encouraged by the Americans. Until the early 1970s there was no basis to

question this strategy.

The United States' global military, political, and economic power gave Japan

the assurance that the supply of crude oil by the Majors would not be interrupted. By

relying on this security of its energy supply, the Japanese government and private

entrepreneurs combined their resources to reduce the cost of energy for key industries

in order to achieve a competitive edge in the international market. Thus, the oil

industry rapidly became a service industry to provide low cost products for the steel,

electric, and transportation industries. Since the cost of petroleum products was so

low that most small refining companies were unable to meet their financial needs, the
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Japanese government adopted a strategy of subsidization to help the small refineries

stay competitive in the market.

The oil embargo by the Organization of Arab Petroleum Exporting Countries

(OAPEC) in 1973 sent shock waves to Japanese business and government who had

assumed that the supply of cheap crude oil from the Middle East would not be

interrupted. This crisis questioned not only the wisdom of Japan's national energy

policy, it also underlined the government and private sectors ignorance in not

recognizing the political and structural changes taking place in the international oil

industry and the oil producing countries. In 1974 MITI revised its policy on the

reliability of the Majors to provide uninterrupted and cheap energy. Thus a

comprehensive revision of Japan's national energy policy was immanent. The

Ministry began to take some measures aimed at lessening Japan's dependency on the

Majors as well as on the Persian Gulf oil producing countries. The most important

lesson of the crisis was that the highest priority in constructing a new national energy

policy should be given to the security of crude oil supply. This new national energy

policy by MITI was based on two new ideas; diversification of energy sources and

supply, and conservation of energy consumption. For the first time the significance of

an alternative source of energy as a security issue was raised by the government and

private sector, and the nuclear industry found itself at the center of national attention

(one should not assume, however, that the crisis of 1973 caused a rapid development of

the nuclear industry in Japan. This industry was a big business in Japan long before

1973). The inauguration of the Japanese nuclear industry dates back to 1966 when its

first nuclear reactor was commissioned. In 1973 Japan had succeeded in obtaining all

foreign nuclear technologies necessaryfor expansion of its industry.

Besides nuclear energy, petroleum, and coal, Japanese planners believed that
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the development of other sources of energy was needed to provide better security to the

country's energy supply. Natural gas was made to play an important role in Japan's

overall energy supply in order to reduce the country's dependency on crude oil. In

1974, the Sunshine Project was established to promote comprehensive research and

development in solar energy (photovoltaics and solar heating or cooling), geothermal

energy (exploration, extraction and utilization), coal liquefication and gasification,

hydrogen energy (production, storage, transportation and utilization) and other new

energy technologies (wind, ocean, biomass, etc.). In 1978 the Moonlight Project was

established to promote comprehensive research and development on energy

conservation technology, including magneto-hydro dynamic power (MHO) generation

technology, waste heat utilization technology and advanced gas turbines. In 1980, the

government and the private sector established the New Energy and Industrial

Technology Development Organization (NEDO) in order to accelerate the development

of new energy and energy conservation technology. NEDO played a significant role

in constructing and operating large-scale test plants. In the area of new energy

technologies NEDO accorded high priority to three projects: photovoltaics, coal

liquefication and gasification, and exploration and utilization of geothermal energy.

The immediate effect of the 1973 oil crisis, like every other energy crisis, had

been the formulation of a new policy concerning energy consumption, in general, and

petroleum, in particular. Conservation of petroleum became a popular slogan for

politicians as well as businessmen. Japan went so far in its conservation that it

invented a new word for saving energy--Sho Enerugi (Kuroda, 1987, 10). Within two

years, 1973-975, the efficiency of energy consumption in the national economy

increased by 4.14 percent (Energy in Japan: Facts & Figures, 1990, 11). In 1973,

224.5 kilo of energy was utilized to produce 100 million yen worth of goods and

services (ibid). In 1975, for the same amount of products, Japan utilized 206.3 kilo of
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energy (ibid). As a result, Japan reduced its total crude oil imports from 289 million

kilo in 1973 to 263 million in 1975 (Ibid).

By 1990 it had become clear that this conservation strategy had had little effect

on Japan's long term petroleum consumption. By 1990 Japan imported 238.5 million

kilo of crude oil, 10 percent less than that in 1973 (Petroleum Association of Japan.

1991, 7). At the same time Japan's imports of total refined petroleum products

increased from 15 million kilo in 1975to 40.5 million kilo in 1990 (Ibid, 5). In other

words, the conservation policy did not make any substantial changes in total energy

consumption in Japan. In fact Japan has been more successful in diversification than

conservation. Japan's diversification strategy has been aimed to achieve two different

objectives; diversification of primary energy sources, and of petroleum supply sources.

In 1970 oil comprised 71.9 percent of the total primary energy supply (Ibid, 15). In

1990 Japan had succeeded in reducing its oil dependency to 56 percent (ibid).

Diversification of petroleum supply sources had been accomplished in two

different ways. First, Japan began to diversify its crude oil suppliers. In 1970

approximately 90 percent of Japan's crude oil was supplied by the Persian Gulf

countries. Twenty years later Japan's dependency on the Persian Gulf dropped to 67

percent. Since most of the giant oil producing countries are located in the Persian

Gulf region, in the long term Japan cannot reduce its crude oil supply dependency on

the Persian Gulf region. Therefore Japan has taken a second approach to deal with

this problem. Since the late 1970s, Japanese oil companies have invested a huge

amount of capital in the development of refineries in oil producing countries,

particularly in East Asia, for export to Japan. This investment has allowed Japan to

decrease its total crude oil imports at the cost of increasing its import of petroleum

products.
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Although Japan had been successful, to some degree, in diversifying its

petroleum supply sources, Japanese oil companies have not been able to increase their

crude oil production. In 1970 Japanese oil companies produced 204,872 barrels of

crude oil a day (Petroleum Association of Japan. 1990,26). Two decades later, total

Japanese crude oil production increased to 210,891 barrels, or a five percent increase

(ibid). There are three main reasons for such a low profile in international crude oil

exploration and production: 1) capital shortage within Japan's oil industry; 2) structural

deficiencies of the Japanese oil industry; and 3) the inability of Japan's political

leadership and social institutions to transform Japan's incredible economic power into

political recognition in the international community. These constitute the failure of

the Japanese oil industry to expand its upstream activities.

The end of the "Cold War" era and the present economic strength of Japan

suggest that the time when Japan followed the U.S. lead in international affairs has

passed. Japanese businessmen have come to realize that sustainable economic growth,

in this transitional world, depends on their government's political participation in

dealing with international and regional issues. The Kuwaiti crisis taught Japanese

political leaders a painful lesson. Japanese are learning that relying on economic

strength alone will not improve Japan's image in world public opinion. It is a fact that

most economic projects, particularly petroleum contracts, in the rich oil producing

countries go to politically favored countries. The Iraqi invasion of Kuwait clearly

proved that Japan is not one of these countries.

CONCLUSION:

The heyday of the U.S. world hegemony is over. The United States is no

longer the undisputed leader of the world in terms of industrial production, shares in
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global market, financial strength, political cohesiveness and influence, and cultural self

assurance. The U.S. may not again be able to regain the unquestioned supremacy it

enjoyed in the 1950s and the 1960s. According to the world-system perspective, we

are in middle of the middle run period. This is the period during which the United

States is trying not to relinquish its hegemonic power. The hegemonic decline seems

to be highly unsettling, causing a scramble for succession. There are only "two

geographic loci of alternative economic strength: one Japan, the other Europe around its

German-French core" (Wallerstein, 1991, 127). Although Western Europe has been

successful in penetrating the markets of other industrial countries, it has not been able

to reduce its involvement in world politics because of its historical links with its former

colonies as well as its concern about Eastern Europe. Japan with its low profile in

world politics (at least until the late 1980s) has been very successful in increasing its

market share in the industrial countries while at the same time protecting its home

market. Therefore, Japan may be in a better position to replace the United States as a

super power. Tremendous pressures, from inside and from outside are forcing Japan

to play a more active role in world politics. One of the greatest tasks confronting

Japan is that of responding to the pressure to expand its role in the international

community and to make necessary arrangements for more secure regional markets as

well as its sources of raw materials. If true hegemony is the achievement of a high

concentration of economic monopolies by one strong state, Japan must try to exercise

greater influence in the international oil industry.

Experiences of Japan and all other advanced industrial countries indicate that

access to secure sources of cheap raw materials, in general, and energy in particular, is

a key strategy on which to build a strong economy. The Netherlands, Britain, and the

United States were able, successively, to become the dominant influence on the global

political economy after achieving both goals. This study shows that Japan has
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fundamental difficulties in becoming an influential member of the international oil

industry, the contemporary energy source of choice, in terms of determining the level of

production and the prices of crude oil in the international market. These difficulties

range from the internal weakness of the Japanese oil industry to the inability of

Japanese oil companies to compete against their rivals for profitable exploration,

production, and refining projects in the rich oil producing countries. Although Japan

has succeeded iii improving its position in the international oil industry since the late

1970s, it has a long way to go to achieve what the U.S. did in the past one hundred

years.

The new improvements are coinciding with revolutionary changes within the

international oil industry. The decision-making power within the industry has been

transformed from the Majors (who have access to the political and military power of

their home governments) to major oil producing countries (who possess the vast

majority of crude oil reserves in the world). These major oil producing countries are

dependent, financially and technologically, on the industrial countries (major oil

consuming countries). Their dependency enhances the political leverage of the

industrial countries. The current situation in the international oil industry is perfectly

suited for the emergence of Japan as a key player in this vital industry. While Japan is

the third largest consumer of petroleum in the world, it has advanced technology and

enormous surplus capital which could enable it to engage in exploration, production,

and refining projects around the world. Therefore, by formulating and pursuing a

proper political strategy, Japan might be able to achieve leadership status in the

international oil industry. Since the main characteristic of this middle run period in

the world-system is based on competition among the core nations, if Japan is able to

monopolize the international oil industry it will be in a position to achieve world

hegemony as did the previous world hegemons, the United States and Britain. But,
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time is an important negative factor in any Japanese oil companies' drive to establish

their control over the international oil industry. The increasing concern of the

industrial societies regarding the rapid concentration of C02 emissions in the

atmosphere has forced governments and business leaders to support strategies aiming at

shortening the life span of the "oil age" in the expansion of their economies.

Japan's position in "the New World Order" has been the subject of

investigation by many academics as well as journalists. According to many writers,

Japan's economic strength far exceeds its military, political and cultural strength, a

condition that is a major obstacle to Japan's strengthening its position in the

international community (Owada, 1992, 78). Therefore, this study suggests that

achieving a positive correlation between Japan's industrial and its political activities in

the international community would be an important step to enable Japan to expand

further its economy in the near future, in general, and to achieve the status of a world

leader, in particular. By emphasizing the historical role of crude oil in the expansion

of Japan's modern industries, this study concludes that a strong performance of the

Japanese oil industry in the international oil industry is as an essential step for Japan to

become a hegemonic power in the world.
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