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Key Judgments - Libya is heavily dependent on foreign oil companies for operating and
Information available ! maintaining its oil mdustry——thc mainstay of the Libyan economy. Main-
as of 10 January 1986 taining steady earnings, however, has been a challenge to Tripoli, especial-

was used in this report.

ly in light of the soft oil market. As a result, Libyan oil revenues plinged
from $23.billion in 1980 to $11 billion in 19835, To protect its ability to gen-
erate-revenues from oil, Tripoli is trying to:

. -« Maintain the oil industry’s productive capacity by reversing the deterio-

ration of existing onshore oilfields and facilities caused by shortcomings

: in maintenance and managément.

’ Develop new oitfield: productlvc capacity principally through investments
in offshore projects. Leading these activities is Tripoli’s major investment
in the offshore Bouri oilfield—located about 100 kilometers northwest-of
Tripoli in the Mediterranean Sea.

+ Induce foreign firms to explore for new oilfields, especially in western
Libya, by requiring producing companies to invest money in exploration
to ensure access to equityioil shares.

» Make investments in new downstream programs—including refining,
petrochemlcals, and marketing.

To make progress on these goals, Tripoli has had to depend on foreign oil
companies and personnel, and we foresee that it will have to continue to do
so for the efficient long-term operation of its system, Foreign operating
partners are invoived in about 80 percent of current Libyan production. In
particular, foreign companies and workers provide:

» Technical and management expertise in an industry that is short of
gualified personnel. -

» Equipment to repair and upgrade the oilfields and facilities; Libya has no
oil equipment manufacturing capability.

» Capital to help finance a large portion of Tripoli’s oil development
programs, including exploration. Libya has significantly drz}wu down its
financial reserves since 1981, as conditions in the oil .market have

A softened.[ ]

The heavy dependence of the Libyan oil industry on foreign companies
makes it vulnerable, at least in principle,-to economic sanctions.’ Although
limited unilateral controls since 1982 on trade of US-origin goods and
technology have had some impact in limiting access to certain state-of-the-
art computer equipment, the widespread availability of petroleum equip-
ment has greatly softened the impact of US controls on Libya’s petroleum
industry.
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We judge that the new, wider ranging unilateral.economic sanctions by the
United States could have greater consequences: for the Libyan petroleum
industry during the next few months if US producnon and service
companies pull out or are forced out-of Libya abruptly:
Lo . Producnon could drop'modestly in the short term; a phased withdrawal .
T would have a smaller impact. »

» Oil exports could fall temporarily by up to 20 percent or so from the cur- i
rent fével of 1.1 million barrels per day (b/d). US firms currently market ’
260,000 b/d—roughly 25 percent of Libyan exports—and alternate
export channels would have to be found, probably through price dis- -
counts. If discounts end up exceeding price concessions previously given *
the US firms, Tripoli will suffer some erosion in oil revenues. '

» Tripoli will face delays replacing equipment and services previously
procured from the United States.

Over the longer term, the impact of US sanctions will tend to fade as time
passes unless our allies follow suit. Several factors, however, work against a
significant widening of the international scope of the sanctions. Many
countries hold large Libyan debts that.can be repaid only through oil -
exports. Some countries, especially in the Mediterranean area, also
probably fear Libyan reprisals for any:actions in support of the US
sanctions. In response to the sanctions, Tripoli could offer the US oil
concessions to companies in countries such as Austria, West Germany,
Italy, France, Finland, Brazil, or even Romania. Alternatively, Libya may
nationalize the companies and operate them with foreign technical assis-
tance as happened after Exxon’s withdrawal from Libya in 1981. Beyond
the marketing disruption, any short-term production problems in oilfields
currently involving US oil firms could be handled by other foreign
technicians and a small, but competent cadre of trained Libyan managers
once the necessary arrangements were made. A strong point in Libya’s
favor is that most US companies provide services to Libya through their
West European subsidiaries, often using European personnel. The number .
of US oilfield workers in Libya probably is no more than 500 to 800 and re-
placements could be recruited from a number of countries. Most oilfield
equipment and services are already obtained from non-US sources and
most denied US trade can be replaced.

Withheld under statutory authority of the
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In reacting tosthe US sanctions, Qadhafi is unlikely to detain US citizens

“or take them hostage. Following:the initial imposition of sanctions in 1982,

for example, Qadhafi even helped expedite. the departure of US citizens as
a propaganda ploy. Qadhafi probably believes any move against US - -

personnel would be used to justify a 'US military strike against Libya. The
Libyan leader may even.offer lucrative incentives to retain the serviees of
select; highly skilled workers. Qadhafi probably will use economic sanc-

tions to marshal support for.even greater domestic austerity and to blame
Washington for any further deterioratioq in economic conditions.

Withheld under statutory authority of the
Central Intelligence Agency Act of 1949 (50
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’

-Oil and the Li,byan Economy

Oll is the malnstay ‘of the Libyan economy and-the
principal source of Qadhafi’s mternatlonal mﬂuence
Oil revenues totaling about™$150 bllllon earned since
;the. revolution of 1969 have fueled his ambitious
. :development plans and forelgn #dventures. Petrolenm
exports account for virtually all of Libya’s forelgn

exchange earnings, about half of GDP, and 70 percent

of government revénues. Because of soft oil. market
condmons, 'however, real GDP per capxta has declmed
since1980: by about 40 percént and: overall economic
activity has.fallen below the 1978.level. Oil revenues
plunged- from a peak of $23 billionin 1980 to $1'1

) ‘billion in 1985 (figure 1), forcirig Qadhaﬁ to cut back
on  his nonpetroleum.development plans and to expel
several hundred thousand foreign workers. The-gov-
ernment, however, has made sure that most basic
-consumer goods are available—albeit at reduced
quality and with greater inconvenience, according to
reliablé reporting. l__LLI

) Libya’s major oil customers are the West European——

E ‘OECD countries, which- purchase roughly 80 percent
of total Libyan oil exports(table 1). The degree of
dependence of individual West European countries on
Libyan oil varies widely, -but no one country is
strategically- dcpcndcnt on Libyan oil, given the ready
availability of oil from other sources. West Germany
and Italy alone account for half-of Libya’s oil exports,
but get more than'80 percent of their oil imports from
other cxporters Communist countries, principally the
USSR in barter for Soviet arms, 1mport another 15
percent of leyan orl

Dimensions of the Oil Industry

The Libyan system was developed primarily by US
companies during the 1960s, and production grew to
3.3 million b/d by 1970 (figure 1). Since reaching its
peak in the early 1970s, Libyan production has

, steadily fallen to-its present level of about 1.1 million

NOFORN-NOCONTRACT-
PROPIN-ORCON

Table 1
The Recent Pattern of Libyan_ Oil Exports

Estimated Libyan Purchascr's
1985 Liftings Exports Imports

of Libyan - (percent) (percent)
-Qil a ’
(lhousand bjdy

Tolal Libyan Exports 1075 . .
ToOECD Countres=_ 843
_Ausiia 18

- France 9.5

_. Tu‘riey o B ____§_2_~ s . .
... United Kingdom 49 = 5 5
_West Germany 20519 9

Other L S
To Communm coumnes 167 6
_ Bulgaria . 22 R S
_ Romamia 20 2 8
Yugoslavia w__r 5
__USSR: 15 ] 0
To other cournnes y 65 . 6 ____* o
_ South Korea 7 .2 3
é'yr_ia o 15 T2
Other 33 3 ]

a Compiled from industry reporting and published QECD statistics.
b Jtaly resells about half of its leyan oil 10 third. parties.

¢ The USSR accepts Libyan oil in barter for arms. Most of this oil
is shipped directly to Soviet customers-in Western Europe— |
primarily Finland. The Soviets also rcexport about 20,000:b/d: of
this oil to Yugoslavia, and a lesser amount to Bulgaria: The USSR

‘uses none of this oi] domestically.

b/d, largely paralleling the dramatic cut in overall
OPEC oil production as a result of softening oil
market conditions. During the same period, produc-
tion capacity has fallen from more than 3 million b/d

Withheld under statutory authority of the
Central Intelligence Agency Act of 1949 (50
U.S.C,, section 3507) -
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to-about 1.6 million.b/d because of inadequate oilfield
maintenance and a more conservative .approach to

-managing Libya's national petroleum resources.

Nonctheless, Libya's:excess capacity represents about

_-20 percent of that outside the Persian Gulf. Moreover,

Libya's crude is premium-quality—therefore easily
marketable—having. high: gravity and low sulfur con-
tcm

1

Forcign operating companies, such as Occxdemal

* AGIP, and-the OASIS partncra, form the backbone of

_the Libyan,crude 011 mdustry In toral, fields involving

torelgn participation account for about 80, percent of
current leyan production. These companies not-only

* provide 1nfua|ons of badly needed capital but also
- +bring to Libya_essential technicalskills and manageri-

al-experience.

“Crude. Producnon Systems

Libya's:crude oil production comes from five essen-
tially separate export. systems with a combined ex-
port-handling capacity-of at least two times its current

1.1 million b/d producuon level (figure 2) The rcdun—”'
‘dancy and'the dlsperalon of the oil system across

Libya with links to five. separate terminals along the

- ¢oastincrease” ﬂexlblhty and reduce the vulnerabxhly

of Libyan exports to disruption: *

* OASIS: Thic OASIS system is the most important,
accounting for more.than one-third of Libya's total
production, or about'400,000 b/d (table 2). The
system is owned and operated, by the. OASIS Oil
Compatiy. a partnership.of three US oil.compa-

- nies- —Conoco Marathon and Amerada Hess—and
the Libyan National Oil Company (LNOC) which
"has controlling intétest. This system probably has
the best maintained fields in Libya

we believe maximum sustainable
capacity (MSC) is.about 600,000 b/d The system
supplies crude to the As Sidr export facility. OASIS
reportedly cmploys abeut 2, 500 people, of whom a
large proportion rcportcdly are from a numbcr of
'Western countries.

| 25X1, E.0.13526 |

» Occidental. The Occidental system—a joint US-
Italian (AGIP)-operated system, which produces 3
about 285,000.b/d—is-currently-theisecond-largest
producer. OMV of Austria recently bought 25
percent of Occidental’s Libyan holdings. Occidental
administers its Libyan gperations from the United
Kingdom. LNOC has ¢éontrolling. interest in-both
Occidental’s Libyan holdings and AGIP’s Libyan -
operating cgfhpanics. This production system is

F well maintained |
with the help.of foreign operating personnel

___|Current produc- .

tion from Occidental and AGIP fields is about 4 ¥
125,000.b/d and 160,000 b/d respectively, with
maximum production capacity estlmated at.about N
150,000 b/d and_ 190, 000 b/d. The system pravides R P
crude to the Az Zuwaytmah export termmal :

[25X1, E.0.13526

AGECO. The two government-controlled compa-
nies—Arab Gulf Exploration Company (AGECO)
and Umm al- Jawabx-—own and’operate the thlrd-
largest system in Libya. Current production | 1s about
140,000 b/d and 185,000 b/d from, its western and
eastern fields, reSpecuvcly ThlS system wasorigi- ~
nally developed by a partnership of Brmsh_fgctro-
leun and Nelson Bunker Hunt in the mid-1960s
following the discovery of the giant Sarir field in
east-central Libya. AGECO is used as LNOC’s
swing producer because of its significant underuti-
lized capacity.
l /we estimate AGECO’s fields could pro-
uce about 450,000 b/d, primarily from the Sarir
oilfield. The system supplies the new Ra's al Unuf
export facility with a crude mix from its Sarir and
Messla fields, in addition to exporting Sarir crude
from its Marsa al Hariqah terminal near Tobruk in
eastern Libya. AGECO also operates LNOC fields.
and pipelines in western Libya where it supplles a
small volume of crude—about 40,000 b/d—to the
Az Zawiyah refinery near Tripoli.

| 25X1, E.0.13526 |

¢ Sirte. The Sirte system was built by Exxon but has
been operated by the government-controlled Sirte
Oil Company since Exxon pulled out of [ibya in
late 1981. W. R. Grace—a US firm—has a small

equity position in the Sirte sysu_em.|:| I 25X1, E.O.135264‘
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Table 2
“The' leyan Crude Oil-System: .
) Orgamzatlon, Production, and Capacity
Crude Oil Subsystcms (Pm('i-m;g. Ownc?s—hlﬁ Curfent . Ma;im_u.m ﬂExpo;l Terminal o 'Rcﬁncr:;f -
Companies and: Pastners Noted) (percent) Production # Sustainable
; - {thousand b/d) . Production
) L L . . (thousand b/d) B
Systemstotal - e, 1,600 .
OASXS Syslcm L 400 ) 600 .’_____'As.Stdr o
OAS]S Oll Comp‘my 400 600 .
Conoco(US) ~ b M6 T -
Marathon(US) 16 o - .
Amcrnda Hq.\s___(.US) e _8 o - _ _ e
o owoe T Tl T T T T
'Os.cldcmal System: o . ) 285 B 346___ e Az Zuwayunah i V
) 'Ocudcnml Oil Co. of Libya . L o d2s _._1s0 e e B
4 37
U R u e
S T .
AGIPorLibya -~ 7 T 160 L N )
AGIP (lialyy L 50 o . . .
" AGECO System o o s s
AGECO East (LNOC) 100 185 400
AGECO West (LN'o'é)" e T T T e '}\i zawnyah(n:_n}uy)
Sirte System L . o 125 135 ] Marsa al-Burayqah -
Smc Oil (‘omp.\ny L L R _1_25 _____1_33 . e )
W. R. Grac¢/LNOC oo L '
*VE BA byslcm .. o ’ — L _65 ) ' 7_5 - Ru."s: al Unuf
VEBA- G‘.Iscnberg of leya ) - 65 L i
"VEBA:(West- g'c;mdny)m' ——
LNOC o L
'Wlmcrsh.\ll o!‘ L lby‘\ ) S ’ ) B
Wmlcrﬂhall (W(,\I Gcrmany) 9 _ o o
i NOC B ___5_[ T . : __— i i ’
EIF of Libya ' T TEeee
‘EIf (France) b . T . o —_“?_- '_ L - e )
LNOC ‘ 51 i )

+ Estimates b.ncd on Jndlym of rcpornng froim various sources.
Rt .m.st réporting suggcbls Elf i$ no'longer a producer.

1 . |
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I mamtenance programs have

.- been neglected or. celayed for-years, and the Liby-
‘ans- have had ‘some- dlfficultles running the system-
ismce Exxon left Lrbya Sirte is.now making a major
effort to.modernize its facilities and increase pro-
ducttonl |Current.

-, productlon and mdximum sustainable capacity are
,about 125,000.b/d : and 135,000 b/d respectlvely
The ‘system supplxes crude oil to the Marsa al
Burayqah export facility and natural: gas 10 Libya’s

LNG facrlrty at ‘Marsa-al Burayqah

9-VEBA Thls is the: smallest producmg system in
-leya with about: 65 000, b/d. productiori. It was
o 'bullt and operated by, Mobil -until the company
. ,Esuspended its'Libyan productlon 4n 1982, VEBA
- Oil—a Mobil partner——and Wintérshall, both West.
, German ﬁrms, have small producmg ﬁelds in this .
system “The oilfields in this system are. reportedly in,
. ‘poor condmon, although-one: source. has reported
_“that problems are bemg resolved i m the pipeline
" network. Crude is supplied ‘to the Sirtica export
termmal at Ra s al. Unif. <
‘Other Oll lndustry Programs
Although crude oil still: provides the bulk of Libya’s
’ earnings, the:role of: natural gas, refined products and
»petrochemlcals is becoming increasingly important.
"Accordmg to- ‘Foreigri. Minister ‘Ali-Turayki, leyan
- longer term marketmg strategy is to’export refined
"‘products and petrochemlcals. rather than just crude,
.and: to utllxze domestlc natural gas resources.

Natural gas 1s becommg mcreasmgly 1mportant as |
- beth: a revenue ‘earner and a. domestlc fuel and
. l'eedstock leya S LNG export factlxty at Marsa al
‘-Burayqah—bullt in 197 1-=has a rated capacity of
about 3.4 billion Cubic meters (bcm) per year, al-

’ of -serious mamtenance problems: Shutdown is possi-
»'ble at.any.time’betause-of the poor. eondmon of the
1fac1llty, according to.the" US Embassy in. Rome

,»‘;leya, liowever,’ fecently-‘embarked upon a modern-
~1zatlon ‘program, and the. plant could be. at full

* . capacity. by the. end of 1985 Libya’s nonpetroleum
vdevelopment projects, mcludmg its steel plant and:
alummum smelter, will utilize natural gas for energy-
as- wrl] the future expansion of -Libya’s:petrochemical

25X1, E.O0.13526

. able-reserves estimated- by industry sources at-27

-though avarlable capacity'is- less ‘than 2:0 bem becausey.

lfr'hy_g’s financial situation improves,

.\ Libyan Oil Policy

25X1, E.0.13526

industry, whlch is. currently on hold. because of a lack
of revenues. These projects, combmed with the poten-
tial development of 4 domestic-gas-grid, will result in
increased-domestic gas consumption. With' recover-

tnlllon cubic feet, LNOC is confident that domestic
requirements will be met-for the nexltw/
I |
Libya is also trying to diversify” through expanded
downstream actlvmes leya has three domestic refin-
eries—all. government owned—at Az Zawryah
(120,000 b/d), Marsa: al Burayqah (10,000 b/d), and
Tobruk (20,000 b/d) whlch meet its domestic con-
sumption of‘approxrmately 100,000 .b/d. The. Az -
Zawryah refiner and termmal oomplex handles im-
ports and llmlted exports of petroleum products In -
addition, in 1985 Libya started up its 220, 000:b/d
export refinery at Ra’s al Unuf.[ ]

Central Intelligence Agency Act of 1949 (50

Withheld under statutory authority-of the
U.S.C., section 3507)

| " loutput.averaged 120,000'b/d in

mid-1985. We estimate that more than 50 percent of o L
this ontput is exportéd-as fuel oil to Europe. In an -
effort to further secure an outlet for its crade produc-
tion, Libyan interests haye-purchased Italy’s 100,000-
b/d Tamoil refinery and the associated distribution
system of approxrmately 1,000 service'stations; ac-
cording to the US Consulate in Milan. <

The Libyan petrochemical industry began.in 1981
with the startup of the first phase-of the Marsa al
Buraygah petrochemical complex consrstmg ofa
1,000-ton/day fertilizer plant,a 1 000—ton/day am-
'monia plant, and a 1,000-ton/day methanol plant.- A
major: petfochemical complex i$ also being developed
at Ra’s al Unuf with a 330,000-ton/yéar ethylene
plant nearing completion. Additional uniis’ at both
these compléxes are planned but are on hold until

Central Intelligence Agency Act of 1949 (50

Withheld under statutory authority of the
U.S.C., section 3507)

Given the predominant role of oil salés in the Libyan
conomy, the generation of revenues is-the highest
riority goal of the country’s oil industry. Indeed,

Withheld under statutory authority of the
Central Intelligence Agency Act of 1949 (50

U.S.C., section 3507)
4 -

| 25X1, £.0.13526



http:in-19.71
http:complex.is
http:begart.in
http:tet.~~nal.at
http:oil.fields.in
http:1>rO<iucts.1n
http:domest.ic
http:��1'.'EBA.:-T.hi
http:because.of

Wlthheld under statutory authorlty of the
,Central Intelllgence Agency Act of 1949 (50
"U.S. C., section 3507)

25X1 E013526 |

" - mizing, its'oil;

Qadhat“ reportedly has tasked LNOC to maximize

" the: country’s’ mcome ffom. crude and‘product sales by
. .improving: the efficiency of oil-production and'by
- .sustaining the highest pctroleum prices and export

levels bearable by the market.. Desptte interest in the

) hlghcst possxblc revenues, Trtpolt has adhcred reason-
"-ably:closely to its OPEC oil productton quota of 1
. million b/d to help assure 011 prtce—and earnings—

stabtltty whtlc matntatnlng its historic OPEC market

: share At the same ttme, Trtpolt has tried to matntam
- ._a reputatton asa- reltable orl suppltcr and dtversu“ ed
- tts customer

rcduce the rtsk that its sales will
’ bc curtatled_ -

In addttton to the contmumg prtmary .godl of ‘maxi-
‘revenues, Trtpoh has establlshed several
general development objecttves that are guiding cur-

rent’ investment efforts,}

1 | First among these goalsiis-to maintain Libya’s

'producuve capacity.- Maxtmum onl producuve capaci-

' Lty hasfallen from more than 3 mtllton b/d-inthe‘early
o l970$ to about 1:6.million- b/d today, accordtng to our |:l e
-analysis, LNOC is specifically seeking to reverse the

deterioratior of its oilfields: caused ‘by previous short-
comings:in maintenance and management by both

. LNOC and the Western oil operators

[25X1, £.0.13526 |

%, Libya’s overall,
- itthigh pnortty

] [major investments in secondary récovery
& systems, well workovers,. and- -pipeline repairs-will be
- ,requtred 10. achteve this. objective, Maintaining otl
- producttve capactty substanttally above production

gives Trtpoll the optton to increase production to
maifitain Olll export revenues in an oil price decline or
‘10 maximize Tevenues caused by oil supply disruptions
elsewhcre‘l—:l '

To- matntatn overall producttve capacity, LNOC.is:

‘ ‘also maktng a ‘major- effort.to. develop. new dilfields.

Tripoli's ‘major investment in-the offshore Bouri oil-

. field’ leads these activities.. We expect this ongoing
. development effort—by AGlP of Italy—will add at
* “Jéast 75,000.b/d in new: oil producttve capacity by

*1990. Less costly development efforts call for re-

‘«assessment -of the oil potential in Libya’s existing

_and_acts

"Management of Lzbyan 0il Polu'y

i ’5:

| 25X1, E.0.13526 o

-1 - lMu ammar
- Qadhafi. personally Sets the gutdeltnes Sor the ‘Libyan
' Nattonal oil Company “Acting Secretary Qf Petro-

Ieum Fawzi, aI -Shakshiki, is. Qadhaf' sprtmary s
poltey assistant. Astde from Shakshukt s role the.

-Ministry of Petroléur does not play & -major role’in-

wpolicy formation. LNOC ‘dlso reportédly-has nodirect
participation-in the design of the country’s oil’ poltt'y
only to tmplement oil mdustry gutdelmes

£ /I 25X1, E.0.13526

~

under pressure {0 meet.its goals with:thé:threat.of

_ polmcal disfavor-or-even jail if:they fail. Pressure

E

reported|y has been-increased over: the past year
because of acute econoniic condmons Management
Jnevertheless appears to be given'a relatively frée -
hand in trnplemgntmg policy guidelines. Ij :

A number of sources say the. quality of LNOC top

.management- tsfatrly good and- that ihe .company -

takes a businesslike, pragmatic . pproach to opera-
tions. Top managers have either:been. lramed abroad
and are. expertenced in the oil’ mdustry orare knowl-
edgeable busmessmen with access: to foreign tramed

adwsers and personnel within LNOC 's structure. The
chairman of LNOC is Abdallah al Badri,

25X1, E.0.13526

One of his primary assets_is his. good political.
standing with Qadhafi. The quality of LNOC man-
agement-personnel at’ the.middle. and lower levels:is
reported.-to be. poor.

reassessment has already resulted in,a; refocused well-
workover program-inkey Libyan l'telds and a.number
of:discoveries.near established: o:ll'telds that- should .

result in improved oilfield produqt_tve capacity. .

* oilfields. | |

"Qadhaﬁ is parttcularly 1nterested in determtmng

petroleum: potential and- has-assigned
[the.

LNOC: managemem is. >

Withheld under statutory authority of the

Central Intelligence Agency Act of 1949 (50
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T _iiq;éggn‘ f;c“;é,',imyigpk@ge's To Libyan.Oil

) Foretgn companies.link 1o the Libyan:oil- mdustry in
many . dtverse and: complex ways. Generally, there are

S four kmds Qf foretgn compames ‘that'the Ltbyan oil”

.ndenton. A

'Trtpoh 'S 611 program. New onshore and- offshore'areas o

an be éxplored without i incurting heavy mvestment
costs. |

| 25X1, E.O. 13526

- ‘Qadhafi is determined to develop the oil potent:al of ' -

western beya and is encouraging foreign firms to

.explorc in that region. Offshore prospects. include an
area north: of Tripoli nearthe large: Bouri ﬁcld and an
area west q_f Bangazi, whc_re AGIP of Italy made-a

tton and expanston of the mdustry Recently,,such
projeets have lncluded the petrochemwal complex
at'Ra’ s al Umd' and'the development of the offshore

. Bouri field. \[55%1 F.0.13526 |

'. « Petroleum equipment companies

are
sources af. equtpment and spare parts that are

R essenttalfor maintenance of produxctton and trans-
portatton systems and for refinery. operations. With.

.. no, dtgenous madnufacturing. capabilities of this
kmd Ltbya miist look 'to-thése.companies. for-all of
L its oxlf eld equtpment needs

are the most.- zmportant These companies-  recent-discovery according to| | | 25X1, E.0.13526
- workin, partnershtp with LNOC 1o operate a partw- - ‘press -rel‘eases.
: ular producmg system LNOC i is the majority party
- and controls. decisions a/fectmg each parttcular New downstream mmatlvcs-—mto refining, petro- ' P
sysiem, but the minority-foreign.partners prowde .chemicals, and marketing—are largely being deferred
the bulk of the; ‘managéement_and technical exper- in the continuing soft oil market except for the recent
3 ttse Operattng companies are obltgated to purchase .purchase of Italy’s Tamoil operation. LNOC is also
" aportion of thé crude produced in their system by - ‘tryingto expand sales of products from its new L
viriue of the equity:Share, they own of the partner--  220,000-b/d refinery at Ra’s al Unuf. Work is also
shtp They recetve a prtce dtscount—the equity. proceeding on a domestic natural gas network grid to
-margin—is. their return on thetr investiment in‘the . make more gas available for use as a fuel and possible
producing system l 25X1, E.0.13526 feedstock for the planned expansion of its- petrochemi-
. cal industry.
s Sérvice compames,r
Jare critical sources of technology ~ The objectives set by Qadhafi for-the Libyan oil
“and know-how rélated to-a wide array of industry - industry are ambitious, especially in light of the soft
: operattons In pamcular service companies provide oil market. There is clearly a shortage of _f'mancxal
critical ‘maintendnce:of downhole equipnient, reserves to make all the nécessary. investments.
. pumps, and othér: elements af Ltbya 's extenstve
- petroléum: mfrastructure They-also provide seismic. - l 25X1, E.0.13526
. and other servtces involved with exploration
-activities.” ’ FZSXI E.0.13526 ] Bésides serious financial constramts, comm-
o, ' b othudbe , ued efforts to Libyanize the oil industry work force
. .» Construction and engincering companies) l have hamnered progress in numerous areas. 25X1, E.O.13526
= 'manage the . | 'some skilled foreign midlevel
) large: engmeermg projects. mvolved with moderiiza-. '

personnel have been lost, reducing the ef(egnvene_ss of
decisionmaking and weakening implementation of
some oil program initiatives.

Foreign Company Involvement in the Oil Industry

Despite Tripoli’s efforts to Libyanize the oil sector,
the industry is dommated :the presence of. foreign
companies and workers (table 3). Their presence is
dictated by three key Libyan oil industry needs:

Withheld under statutory authority of the
Central Intelligence Agency Act of 1949 (50
U.S.C., section 3507)
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Tab_]e 3

Foreign Companies Operating in Libyé*s Oil Industry

United States.
‘Anrcrqdp;lilcssl .
‘Bakér Oil Tools
Baroid ‘ .
Brown & Root
Christenson Diu%ggd
© . Coastal
Combustion

~ Engincering \

© Condeo
Dresser. Ihdiislr_i_cs
Geasource ’
Haliburton

Eummus Crest, Inc.

‘Marathon
Milcem
* Occidental
"‘P:clly Ruy\ : o
Pool Enterdrill”
Sua Ol
C.E. Vetco
Weatherford
Internatjonal .
Western Geophygical
W. R: Grace_
Austria
oMy
Vocsi’.-:/\lpin__g
Brazit
Bruspelm_ =
: l_-'fapcé

A of]cx‘i\p

Activities

>~

Comments

Production Oilficld Exploration = Construction

5 Services Services

X X
X
X
L
X
X
X
X\
b3
X
x X
b3 X
X
X
X

X X

BE X
-EMH o R L e R L ~
Forex X

Dowell Sc_hhj_lm ;gc;;__ ) :__ X __—___ ——:__ - . -
Technip L . e X
Usinor o I [ -
.c66 . ; —

7
r

_____and'Engincering .

Equipmcnl
Sales

x” 4 Flexible Pipe

X Sing_lc point mooring

b3 Neptune Drilling
services

)i . . OCTG (steel)
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Table 3 .
-Foreign. Companies Operating in Libya’s Oil Industry (continued)
" Activities _Comments
Prodiuction  Oilfield- Exploration “C;instructiqp Equipment
L Services. Services and Engineering Sales -
Italy )
‘AGIPE - x B B x - -
Beltili B s T ] x Jacket construction
"Bonatti- B " x i
Dalmine . . L X Wellheads.
‘Foster-Wheller (Ialy) = . ) x Petrochemical plant
Marconi " * ) o ... Refinery equipment
‘Matiani - a o~ Refinery egisipment
Micoperi: o : ) ) x . Jacket constriaction
Moritubi:. B x \ N
Riva X Refinery equipmient
Saipem . . Lox x ) .
Snamprogetii | ' ) X Offshore Bouri work
Technimont . X Petrochemical plant
“Tecnomare .. i x JSacket design
_ “Tufbotéchica ‘ x Gas turbines
< .Japan / . ,
* Marubeni ) ) . x Coke facility
’ NEC_ S X '\ Communication and

e computer .gear
‘Niigata Engineering : B X '
Yokagawa: Electric ‘ ’ x Electric controls

* Netherlands . o
Shell ..~ - ' . X
‘Kuwait - o o
'Séntegﬁe‘)ﬂ}.bgriatignalt S x
Corp.. '
" Norway .-
EB Communications x Telecommunications
GECO | ' ) . ] X
South Korea
Hyundai: " . - “ x x Topside
) - L manufacturer
_Sanisuhg ’ ) . ) X X Qil storage tanks,
o R water injection
Switzerland ~
Sulzer - - x Oilfield pumps,

o turbines
BBC-Brown Boveri x Qilfield pumps. tur-
L ) bines, electric gear

~Sevret - 8
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.» The need for skilled techmcnans and managers to
handle the more complcx operatxons of the oil

: mdustry According to numerous sources, there are

- shortages-of quahﬁed persondel at: all levels i in the
Libyan oil mdustry, pamcularly in mlddle manage-

ment ranks

—See:;el—
Table 3 (continued) A =
‘ Activities’ ) Comments
Production Oilfield Fxploranor] Construction. Equipment
. e Servic_qs" Servxces g_nd-l_iﬂgineering :Sale.:s. N
© United Kingdom R
Brown & Root-UK e - — .
dey McKee _____ o T ] :~ o i . ) B Ra's al l'j'nuf refinery
Gcncral Descaling. —_j - _)_(__._. _____________________ o Pxpehnc inspection
© John Brown " ’ X Pro_lect manager of
e R — e .. Bouri ficld
- 881 e ihannl e X ... Seismic services
Imperial. Chemlcal ’ x T T
‘Tndustrics (!(.l) e o i o
Wc‘r ’ T o Downhole pumps
Mothcrwcll Bndge ' x
(,onslruclors o o B
Wesl Germnny_ " . e . e
Demmlx T _ x e
Manncscmanﬁ _ a
bxcmena e, X ~
Prakla Sexsmos ) x L e ) .
Uhde ‘ » e X ) e PcerChleCd] ‘plant
Veba - .. ) X JE— ..-__.' - oy - PPN .
Thysxen LT e o h R - Tubular steel
Wintershall - xE ) R 7 X . . e
' Klocckncr; T T T )
o L . .
X .o .....‘< e v a—— . -
Twclmetpromchksport X Gas pipcline
. ‘(USSR) ) construction

capability and must import all equipment—from
“steel tubulars. to seismic processing computers. For-
eign service compames are required for pipeline
inspection. Forelgn technical assistance is especially
critical in Libya’s offshore cxploranon and deve[op—m
ment program.

¢ The need for foreign qui;}mem.and services to
repair and upgrade the Libyan oil"infrastructure.
‘Libya has.no:domestic oil.equipment manufacturing
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C gram.

’ ‘_;»atmg compames provide-an. assured crude il sales,

. The need for. forelgn capltal to'carry out Trlpoll s 0il "‘Y‘Table 4

‘Eqmty Liftings for Foreign Compames

. ,_development programs “The: drawdown Jn Libyan.
. l‘oretgn reserves. ‘Bas necessrtated _more forelgn equi-

ty or barter arrangements that mmlmrze Libyan
o caprtal outﬂowb .

Mamtammg Productton and Revenues

Tnpoll is fully aware of its rellance on foreign oil
companres, ‘service. compames, and personnel for the
efﬁcrent operation of its oif system and has triéd to,
make workmgxm leya attractrve to forexgn compa-
nies and personnel The government has regularly .
adJusted equity- margms for its forergn oil equity .

partners;to maintain thetr productxon and presence mf h

leya Forelgn equity partlclpatron and- barter ar<’

rangements are generally vrewed by the foreign com-
panies as partrcularly profrtable 1nvesmg§E:'

- JAll of this has led foreign-oil"

production, service; cng neering, and-equipment com:- -

-panies; o‘;parttcrpate actlvely in the Ltbyan oil pro- -

Crude.ﬁanlty b

splte political strains.in recent years L J

Liftings ~

, e . {thousand bjd)

Tl T T T _

‘.Umted States. _ o L A
Conoda ..._- — T
‘Marathon K - 64 B
Amerada H‘,,ss.' -~“ B §~2_;.;_4_ —_—

o WRGrace o 14
‘Occidental‘ .0 .

chstern Europe ! k20 L

" Elf(Franceysc o

___‘Winitershdll (FRG) I

_ VEBA (FRG): ]
___OMV {Austrig)¢ . lS

" AGIP (haly)s.- , 80

Besrdes orlfield expertrse and: capttal mvestment oper-

outlet. We: estlmate forelgn compames in Ltbya cur-

' .rently lrft about one-thrrd of Libya's productlon, the
. exact amount dependrng upon "buyback arrangements

(table 4) ‘In: a period of market surplus, assured. crude

.0il markets afe'extremely 1mportant to, mamtarmng

: leyan revenues. Operatmg companies are assessed .
stiff- ﬁnanctal penaltles 1f they fail to lift their-equity. -

.shares

¥

‘,All Lrbyan Operatmg companies use equipment, and
+.sefvice: compames from the United States;’ Canada,

and Western and, Eastern Europe. for. épecialized- -

- tasks, 1nclud1ng well mainienancé and-workover tasks
Co arttfictal lift equrpment installation, and plpelme ’

e mspectxon servrces Dowell Schlumberger of France

fand chemrcal operatrons [ta]xan French and US

) ='compames have drrllmg ngs at work- engaged in'well- .

- line'ifispection-services. |

;workovers In parucular, Us compames perform criti-

cal downhole equrpment and mamtenance and pipe-

| 25X1, E.0.13526 ﬂ
| ] '

2These fig gures excludé: buyback arrangemcnts and-spot salés,
which vary from quarter to quarter. Latest reporting" indicates US

* Tirms-are lifting -about 260,000 b/d.
o Latest reportmg mdlcates ELf is'no-longer produclng oil in Libya.

«These companics are either. entirely or partially. government
‘owned.

L _

The role of overseas subsidiaries of US companies-in
servtng Libyan needs:is parttcularly complex Most
US manufacturers of oilfield equipment as well as US
engmeerlng and service. compames have established
foreign operations to avail: themselves of lower manu-
facturing costs-and trade and tax advantages and asa
means of avoiding:US export and trade restrictions. A

- survey of 16 major US vilfield-equipment suppliers

operating 230 facilities worldwide: placed: 55 percent
of the.manufacturing facilities in North America, 18
JDpercent in Europe, 16 percent in South America, and
the remaining 11 percent in Africa.and the Middle
East, Consequently, most. oilfield equipment, such as
downhole gear-like packers. and seals, drilling equip-
ment, such as drill bits; and- wellhead equrpment such
as blowout preventers and christmas trees, can be

U.S.C., section 3507)
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s specrahsts), engineers, . drilling: supervisors, o:l p:pe]me-

procured from us manufacturlng subsrdlarres
throughout the world bt partlcularly in- Western
Europe These compames operatc under the laws of-
therr host: countnes and: employ pnmarrly local per-
) sonnel Consequently, while” US companies may be
the ultrmate source of cerfain petroleum equrpment
) and servrces used in'the Lrbyan oil’ _industry, the
“dctual equrpment and servrces inay bé. provrded by ;
forclgn subsrdrary. espectally West European

Expatnates compnse up to’ 40 percent of the: work -
force ofLibya's operatirng companies;
LZSXI E 0 13526 lL [Based on our estimates and
“press reporting, approxrmately A 5000 to 1 200 US
‘utlzens are.now- living. in. leya along with | 500

L . ‘. R . ~Canadrans 5 000 British, 1,500 West Germans 1,200

- French, and 16,000 Italians. Although we donot’

-these individuals have petroleum-related jobs: Other
“foreign personnel include: Pakistani, Indian; _Philip-
" pine, South-Korean, Maltese and Dutch workers.
|Westerners
‘arc- hired-as.technicians (maghinists and. computer

R %, and termmal operators. and Asians are hired lfor rig
o ' . operations and as construction contractors and work-
e , crs.-In addmon LNOC has about 100-US, Canadian,
C S Brrtrsh and lraman consultants’ who act as geologrsts.
;geophysrcrsts, and engmeers One of the advrsers to
LNOC is reportedly the former head of the’ lraman
aNatlonal Orl Company As of December - 1985, the
cxpulsron of expatrrate workers ‘from Libya had riot

- = " affécted skilled foréign workers in the petroleum
i industr g
lﬁ":—l 25X1, E.0.13526 l:]

' Jhaved. breakdown by occupatron, we believé many of -

.Libya are |nvolved‘

|| Withheld under statutory authority of the
Central Intelligence Agency Act of 1949 (50
U S.C., section 3507)

past, LNOC reportedly has: been forcing foreign .
technrcrans to accept*a percentage of: thelrt salarles in,

effectrvely lowers therr salaries:

Boostmg Capaclty

Besrdes mamtalmng the productive- capacrty of exrst-
mg orlfrelds l'orergn p 'oducmg compames operatmg m
he development ‘of: new. oil-
fields; _Producrng compames provrde,the caplta and--
d elopment plans, and foretgn oil service compames

. carry. out'the actual development work. The mast

« important néw oilfi eld’ project is'the ol'fshore Bouri :

freld the lafgest orlfreld yet developéd-in thé. Medlter-
»ranean The Italian ‘oil company AGIP is- developmg
thé field near the: Tumsran border north

of Tripoli.at -
an-éstimated-cost of more than: $@lhon l ;

| |
by LNOC and-

the project is being financed 81-percent
19 percent: by AGIP. Plans call for two
drtllmg and- productron platforms to be set in' 165
meters of water and the: drrllmg .of 50 wells: Recover-
able Teserves are ‘estimated at 500 million barrels.
First- phase productron is-expectedto flow.into- -moored

tankers at- the rate of 50,000'10 75 ,000 b/d in.1ate
l987 with fulI productron by 1990.)

[maximum field capacity at

_ and it will secure a 20~percent shate of ‘the oil

150,000 b/d, a| / _
AGIP estimates. capacity at.75;,000 b/d because: ofa

l25x1, E.o.13526 ] |

higher-than- expected gas-content in the crude

<.
Y

The ltahan Government is reportedly involved i in thr
project prrmarrly because most of the planned con-
struction work will bc carned -out by ltalran firms,

E ~

" The quality of foreign personnel-has improved be-
cause of the worldwide oil slump- and the subsequent
~-availability: 'of 1alent hungry: Tor ‘work
(25x1 E 0 13526 l r LNOC also tries fo make
~living conditions as BEasant as possrble for expatriate
.workers. For- tnstancc, incontrast to the conditions in
the TCst- ol the:country, the government is assuring
" that the center of the oilsindustry. at'Marsa al
Burayqah is a showplace by. Libyan standards]— ]
| 25X1, E.0.13526 [T Nevertiless, retaining
T the-cxpatriates reportedly is difficuft because they are
overworked. Salarics alsoare not as inviting as-in the

11

4

" produced. Besides Italian compames, French;-British

Norwegian, and Korean firms. also are partrcrpatmg
in this scheme. The entire prO_]CCl. is being developed
without ys- bu1lt -equipment or- services, aceordmg(tq

available mformatron .

Exploratlon -

Although the Libyan operating companies of AG EC&
and Sirte have the most active exploration. programs|

numeérous foreign compames are also rnvo]ved We

Withheld under statutory authority of the

Central Intelligence Agency Act of 1949 (50
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" nia,-and Braspetro from:Brazil

!

esnmate LNOC has budgeted about 5610 million for’

“ofl exploratlon in l986 representmg as lO-percent ]
mcrease over the 1985 budget ‘The key players L

- mclude not only: forelgn producing’ companies; such’ as

OASIS Oec1dental and'AGIP, but also. compames

- holdmg undeveloped concessions in Libya, sich as

.Bulgarran oil from Bulgaria, Rompetrol from ‘Roma-.

| 25X1, E.0.13526 |

g

Qadhaﬁ is determtned to develop the oil potentral of
“western Lrbya néar the Algertan border. and is encour-

\_fagmg foreign firms:o:éxplore ir that region)

IThe Romanian .

) company, Rompetrol .has dlscovered a-number of

f'» sinaller-oil:deposits in. thls region, |

{25x1, E.o.1352_6 B

.r..,.,,.._.._.u

.::_Ll — {2sx1, E.O.lsszﬂ—,/-;

: "Downstresm Activities

: L:byan efforts to develop the downstream- sector of its
- petroleum industry have been” sharply curtailed. by the
‘severe drop.in Lrbyan ‘0l revenues- and the excess '
N .capacxty in the worldwide refinery-and- petrochemical: .

upon:the uniqueness and range of the denied- goods
‘and services- -and the international scope of the sanc-
‘tions 1mposed ’

Expenence With lerted Controls v

The United:States has mamtamed since" l982 unilat-

eral controls on exports or reexports to:Libya of US-
--origin goods and ‘technology. Although far short of

outrlght deriial of trade through sanctions, these

* measures allowed the United States to restrict the.

flow of certain goods and services to leya The.

controls requrred a validated license from'the Depart-.

.ment of Commerce for the export to Libya of virtually

all US-orlgm equipment and.technology: «other. than,

food and medical supplies._Because of the wrdespread

- -foreign avanlabrhty of most petroleum ‘equipment;’

lrcenses weré generally approved for most petroleum‘

" equipment, except for thosé items. that had.dual -
e c:vrlran-mrhtary uses or would contrlbute to the devel--

opment of the refining and: petrochemrcal processmg
. complex at-Ra’s al Unuf, l:l

‘The most noticeable effect of US expOrt_ ‘coritrols on
"‘Libya’s petroleum industry-was the inability t0.ac-

quire state-of-the-art computer equipment}

Il

L __{In:a few areas, suchas
‘array processors; the lack of access handrcapped the
oil industry’s ability to process:large quantities of

[25X1, E. 0.13526

‘Most- rmprtant\
a second _export. refinery 0f-220,000 b/d at

Misratah has been: put on hold._until: financial and

'market condmons rmprOVe, as have the second-phase

""Marsa al Burayqah and Ra s‘al Unuf leya s domes-
tic natural gas development plans have likewise. been

. -affected by current conditions; If Lrbya s finangial -~
. :prcture lmproves, all of these downstream plans wrll
be contrngent on the avarlabllrty of forergn equrpment

"and servxces

' ‘Impact of Economlc Sanetrons

B ‘:.The heavy dependence of the Libyar oxl mdustry on
. "forexgn compames ‘rakes it extremely vulnerable in

prmcrple to. economrc‘ anctrons As in all such cases,
however, the eventualirmpact of sanctrons depends

e

- seismic data éfficiently and éffcctiﬁgg_lf——\ | 2sx1, E.0.13526 |
C —_/In otherareas, the effect:-was Timited T

N to-the.increased time and.cost spent in acquiring us-

embargoed equxpment through mrddlemen Except for
computer equipment, the Lrbyans weré able 10:ac-
quire-the full range-of petroleum equipment: necessary
"to maintain capacrty from non-US manufacturers,

[25x1, 5013526 L1

Sanctions in the Near Term.
The new, wider ranging ‘economic sanctions. an-
. nounced by the United States go well beyond -the

trade controls imposed in 1982 The US sanctrons will |

| 25X1, E.0.13526 j
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be- drsruptxve to the Lrbyan petroleum industry for
‘several months at least, if the US producing and
service companies pull out.or aré forced out of Libya.
The abrupt withdrawal of these US companies could
result in a-modest short-term’ drop in Lrbyan oil
production in-our opinion; a' phased w1thdrawal would
“haye a smaller rmpact Any re5ultmg production -
declme, however. would most Jlikely be temporary, and
inflict limited hardshrp on the government. The-num-

 ber of | US oilfield workers.in Lrbya for example, isno

“more than 500 to-800. The Libyans could rely on-
domestrc personnel and workers from Western Eu-
‘rope, Canada,.and the Sovret Bloc for assrstance

. Applrcatlons by Canadrans exceeded demand by a,
. ratio of 4. to 1 followmg the withdrawal of US

personnel in; l982 a srtuatlon that probably would

strll prevarl Much of the forergn labor force:of US ail

. firmns operatmg in Libya. probably coiild be persuaded

to -remain. Moreover, miost' us compames provrde

' services to. Lrbya through thelr West European sub-

srdrarres, often using European personnel so they
would be imrhune to the US.sanctions. Occidental

.might -be able to continue-its Libyan production

operations because they are.administered from the
~United ngdom

- Although. production mrght hold up fairly well, the

departure of US operatmg compames would' ¢compli-
cate: the marketing of Lrbya S crude Prior to-the .

o sanctrons, US:companies received a margin-of. about

$2 per barrel for lifting as much.as 200,000 b/d of

) l.,rbyan crude—about 20 percent of current output—
- as compcnsatron for their: equrty holdings. The compa-
nies then either. processed the crude in their own

: downstream operatlons outsrde of Libya orsold the

‘,\

crude on the spot- market ‘As for Trrpolr, it-must now.

: fi nd buyers to replace the assured offtake of US

compames—-—a ‘move that: will probably réquire price
drscounts to attract new customers away from existing

. arrangements Even if suffi cient-new  buyers are found

for the equrty orl, the requlred pnce drscount may

. exceed ‘the presancttons cqulty margm,,erodmg
Trlpoll 's oil revenues somewhat

’ Trends.over the-past few years.have worked tolessen'

the impact of the removal of US-petroleum equipment

companies:-ffom Libya. Within that period, European .
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and Asian equlpment compames—tncludmg US sub-
srdlarles—have gamed a dommant position in Lrbya s
petroleum goods:markets, Several subsrdtarres already
1are supplying the’ Lrbyans with many of the standard
_items’ usually provided in‘the past by UsS- based firms
" In addition, Itallan, French, and: Brrtrsh compames )
working in Lrbya probably are ‘easily: replacing stan-
.dard supply items, such as.drill pipé, needed by the
Libyans. -Although replacement parts for US-thanu-
factured ‘pumps, compressors, and other equrpment
might:bé harder to obtaln, surtable substltutes proba-

bly can be:proacured.from European subsidiaries of: US -

fif rms or the: USSR If these efforts failed, the.Libyans
'could Teplace the equipment.at greater expense wrth

riew-systems, \

r T 25X1, E.O.13526

Although near-term productron and revenues. mrght
se¢ some: temporary erosion-as a result of US sanc-
tions, Tripoli’s- development exploratton, and down-

* stredm activities'seem more insulated. The major

push-offshore to develop the Bouri field is. being
overséen by AGIP an [talian firm, with John Brown .
Engineering; a Brmsh firm, as prorect -nanager. .
Other firms.from Italy, France, Norway, and South
Korea are:providing services and equipment. Firms
from Italy, France; Brazil, Bulgdria, Romama West
Germany, the Netherlands, and the United ngdom
are heavily.involved in exploration activity along with
US firms and could step:in qurckly to fill-any: .gap. ‘The
downstream refinery and: petrochemical activities are
‘primarily the.domain of construction and equipment
companies from Italy, West™ Germany, the Unrted
Kingdom, and Japan.

Longer Term:Prospects

The longer term impacts of the US sanctrons depend
prrmanly on the extent to which other countries
follow suit. Among the allies; the United Kingdom
has few trade .and financial ties to-Libya, and those
that exist are of little importance to London. Many
factors, however, work against a srgmﬁcant widening
of the international scope of the sanctions. Several
countries hold large Libyan debts that can be, repaid

st it
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‘only through oil.exports. Many countries also see the

poténtial-of gaining large construction contracts in

‘Libya and do not want to endanger, their prospects.
"Some countnes espccnally in the Mediterranean area,

probably also fear. Libyan reprisals for any actions

- taken.in support of the US sanctions:

-

. France in early 1983 reportedly agreed to augment

- its. 1mp0rts of Libyan crude in return for Libyan

promlses to.consider French .companies in'public

. works contracts and to pay past-due bills owed =

‘,French exporters—whlch probably-total about $100
‘million. Libya suppliés about 3 percent of France’s
petroleum needs. Although Qadhafi’s movement .
into;Chad' has caused' Paris to curtail military

: ,shlpments to. Libya, nmports of crude oil have not

been rcduced much during the past two years.
7‘

A taly is leya s largest trading partner in Europe,
and Italian officials have placed considerable impor-
tance on trade ties in justifying Rome's mamte-
,nancc of normal relations with Tripoli. leya S
serious.afrearage problem—-$800 million—with
Rome. however, is clouding this relationship. Qa-
dhafi has linked thé payment of arrearages to
incredsed Italian imports of Libyan oil-and gas.

“Ttaly g-,lso' has a substantial.stake in the development
of-Libya’s large-of fshore oil resources.

While economxcs ist at the heart of the relationship,
polmcal ‘and.security aspects have galned promi-
nence in recent years..Concern about Libya’s ability
to.threaten ltalian interests has. increased in Rome,
-and we believe that Qadhafi plays onthese fears in
his_effort to intimidate the [talians. Qadhafi repeat-
edly ‘has threatened t0-attack military bases in:Sicily
and elsewhere if they are used to stage a strike
against Libya. The sngmﬁcant economic ties and
helghtened security concerns probably will make
,Rome reluctant to reducc imports of Libyan oil, or
other commerc1al ties,.in the near térm. Prime
Miriister Crax1 Jowever, recently ordered a special

"-'study of llS overall trade with. Libya and hopes to °
gradually scale down economic ties,

» West Gérmany's economié ties to Libya ‘are signifi-

cant,.and Bonn would resxst measurcs jeopardizing
'thcm beyan oil accounts for 9 percent of West.

Germany’s needs, and, barring Libyan outrages,
Bonn probably will be unwilling to reduce the
amount.

Greece relies on Libya for about one-fourth of its oil
imports and probably would- be unwilling to.de-
crease this trade in the near term. Athens: enjoys its
trading relationship with Tripoli because Libya is
one Aof the few countries willing to engage in barter
arrangements with Greece. '

South Korea has significant trade, ties to Libya and
the Dong Ah company has the largest share—$3.3
billion out of $7 billion—of Qadhafi’s Great Man-
. made River project. According to a réliable source,
Tripoli has suggested that South Korean-firms take
~ as much as 150,000 b/d of il in barter for existing
contracts and to ensure further consideration for
lucrative Libyan construction contracts. Seoul prob-

ably would be unwilling to reduce its oil imports-or ”

abandon its large engineering and construction com-
mitment.

» Turkey has.experienced significant problems in
gaining Tripoli’s cooperation in meeting long-
overdue commercial arrearages to domestic firms.
Turkey’s oil imports from Libya are linked to
Tripoli’s repayment of these debts, and they are
unlikely to be reduced any time soon.

Austria takes Libyan oil as a means of diversifying
petroleum supplies. A growing interest in direct
participation in Libya’s petroleum sector and iron
and steel industry weigh against Austria being
persuaded to reduce its purchases of Tripoli’s crude

- oil in the near term.|:|

Given time, Tripoli could offer the US.oil concessions

. to non-US oil companies under terms that would be

enticing even in the present soft oil market. Alterna-
tively, Libya could choose to nationalize the assets of

‘US companies and operate them with foreign techni-

cal assistance as happened after Exxon’s withdrawal
from Libya in 1981. With the present glut in the

petroleum equipment and services markets, Libya
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would.probably have little trouble arranging, in the
long run, to operate without the involverient of US

. conipanies, if the economic mncuons remained

uml.m.ral

-On the other hand, a broadé'r sct of sanctions involv-,

" ing, for example, the NATO countries, including

France, would i impose considerable, long-lasting dam-

" age on.the Libyan-oil industry:

» About half of present revenues would be‘lbst if not

_replaced through adjustmenis in trade pattern in-
volving the in’l;rna;iopzll'oil market as a whole.

e Companies from Sbuth"Ko}ca Japan, Brazil, and

the Soviet Bloc.might replace the services and
cquipment lost from NATO countries but at a
significant overall reduction in effectiveness. This
cost would be cvident increasingly over time
through increascd physical deterioration of the pro-
duction system, a fall-in maximum sustainable
capacity (MSC) as production declines outpaced
‘new development -projeqts. and decreased replace-
ment of reserves through exploration.

We believe an effective allied-wide economic boycott
of Libya would: succeed only if Italy is a major
participant. Besides American companies, the ltalian
oil company AGIP has the largest equity stake in the
Libyan oil industry.and-gains most from Libyan oil

‘exports. Moreover, Jtalian investment in the Bouri
_offshore oil development program is the largest ongo-
. ~ing mvestmenl activity in the petroleum sector by any

foreign company Evcen if: Rome acts fully in concert
with the United States, the likelihood that other
Europcang’ovcrnrr;c‘rils will follow suit is probably still
small.

How Qadhafi Will Play the Sanctions

Qadhufi probably will use economic reprisals to. mar-
shal support for even greater domestic austerity.and
to blame Washington for any further deterioration in
economic conditions. Qadhafi is unlikely, however. to
detain US citizens or to take them hastige. Following
-the imposition of sanctions in 1982, for example,
Qadhafi even helped expedite the: dcpdrtun. of US
citizens as a-propaganda ploy. Qadhafi probdblv
belicves any move against US personnel would be
used to justify a US military strike-against Libya,
which He_is probably reluctant to encourage. Qadhafi.
may even offer lucrative incentives to regain: the
services-of select highly skilled workcrszE
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