Economic Viewpoint

BY ROBERT J. EARROD

WITH FRIENDS LIKE OPEC,
WHO NEEDS...

ALL WRONG:
- Instead of

praising cartel
members for
raising output,
Washington
should be
criticizing
them for
holding back
in the first
place
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sarne arnoant ol ail ws Saodi Arshia, arcund B
| million barrels per day. But U2, conmumpdion,

| the munup in oil prices from svound $12 per
| barrel in early 1509,

| friends

nergy Becretary Hill Richardson re-

cently said on TV that “our friends

came through for us," referring to re-
cent ineresses inoofl prodoetion by Saudi Arae |
bin, Bwwait, the United Avab Emirstes, and
Mexteo, Indesd, ail prices did fall fror 832 paer
burre] in March to about 228 at present, Bot
one has to wonder why sar “friends” were in
i pesition o rwdse il prodoction so gquickly
Perhaps they had been holding down produoe-
tion and were, thereby, partly responsible for

This view is confitmed by the table, which
ahwore recent numbers on output and capacicy
for the main ol producers. The lst cohamn
ahowe the percentage of utilized capacity. The
main exeess enpacity is in Saoadi Arabia,
Foawsit, and the United Arab Emirates—the
thres countries that Richardszon regaeds as

GooD GUYS. The 112 produces roughly the

abaut 19 million barrels 2 day, makes it the
largest net importer of oil. Therefore, the
L5, eeonarmy as a whobe
benefite from lower oil
prices. In fact, oil-price
hikes up to the early
1580z and perhaps in 1900

were substantial contrib-

01l Production

FREOLETION®

MAJOR QPEC

little to do with the recent increases in oil

outpul. A pure profit motive explains why
they intreased production. They saw & chanoe
Lo benefit from the high ol priees,
Richardson alao said that oil prices of
araund $12 per barrel in early 1999 were too
low, peak prices of aroand 532 in March, B,
wers tod high, and current prices of around
F25 1o 335 are abeat right. One wanders haw
he kmwows all this, Dpes he alzo konow the just
prices of wheat, copper, gold, and shares of
Microzoft Corp! Frobably he meant that his
friends in the T8, ol business and che Mid-
dle ISast were unhappy when the price was
212 and that $3532 did not seem to be sustain-
able in the surrent world market, The 332

price alzo made a bot of people angry with the |

Clinton Adminisiration.

There ia, of course, a lot to say for letting
the market fipare out the right priee of il
True, thers may be & valid national security
argument for maintaining more 118, domeastic
ail production than would result at that priee,
whether it iz 312 or 332, The best way to
ensure adequate domestie supplies would be
to reduce the restrictive policies that hinder
exploration and producstion
by, for example, giving
less weipht te environ-
mental concerns snd more
to econormic and national
security considerations in

and Capacity
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utors to U, 5. recessions.  SAUDIARABIA 7B 108 13%  maldng decisions about in-
S0 the good puys  [REH T4 37 g2 ereasing oil develapment
ameng the oil producers  yewergpy 7E 0 30 53 o Alazka and offshore.
ghould” be the nneg whe S The worst of all paliey
produce 25 mueh #s possi- (BT 25 28 B choices i= to support &
ble in relation to their ca-  KUWRIT 13 ef i world eartel in itz at-
pacity. Thus, within OFEZ, g R g4 tempts to maintain ariifi-
the relatively “friendly" T R cially high prices for oil
sountrdes include TTEI. HIEEHI‘." ............ ?ﬂ ........ E 2 ........ 5 J.' It s IE;EHTI[':ilmzL'LrL',' i
LIEYA 14 15 93

Venemela, Irag, Nigeria,
and Libya. The bad guys
are: those that hold down

OTHER LARGEST

when a 1.5, governenent
afficlal labels as friends
forcign governments that

production and keep a lot s LR R b AT are carrying out acts—eal-
of spare capacity. Here, RUSSWW 8% 83 10 jusive behavior to fix
the culpritz are our sup-  MEXICD in iz g1 prices—that would be re-
posed Frimmds—Snnd Are (EEEEE————— erded s criminial vithin
bia, Fuwait, and the Unit- il i il ] the 1.8, and as violations
el Al Errirates Meoxio H_UR"III“ ____________ % ] ______ ‘“ _______ ]_I]_[I within the norminl frarme-
became, in 1998, the only  UHNED KINGDOW 3% 25 100 waork of global frade, Per-
non-0PEC nation Lo main-  ppyaps TE 5 100 haps, instead of support-
Lain spare capacily, g OFEC, we should bring

Washington 2heuld alao *MILLIGAS (F IWFRELS LA DAY it up on charges with the

DWTE: ISTERHATIONAL ENESEY ALEMCY

realize that friendship had

World Trade Orgranization.
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