In the name of Allah
the most
Compassionate and Merciful




IN THE NAME OF GOD THE MOST COMPASSTONATE, THE MOST MERCITUL.

" 0" MUSLIM NATIONS ' O' OPPRESSID NATIONS | TSLAMIC COUNTRTFS/ PRECTOUS NATTONS
DOMINATED BY THOSE WHO PRESENT YOUR ASSETS TO AMERICA FREELY WHTLL YOU ARE LEADING A
DIFFICULT LIFE; RISE  AND RESIST THE SUPERPOWERS, BECAUSE IF YOU RESIST THIM, THEY
WILL NOT BE ABLE TO DO ANYTITING.

IMAM KHOMEINT

THE FIRST QUESTION THAT WOULD PERHAPS COME INTO ONE'S MIND, AFTER HAVING LOOKID AT
THE PRESINT COLLECTION OF DOCGIMENTS, 1S THAT, WilY IS THERE SO MUCH INFORMATION IN THE
AMPRICAN IMBASSY TN TEHRAN, ON A SMALL COUNTRY LIKE KUWAIT? THE AVAILABILITY OF S0
MUICH INFORMATION AT THE DISPOSAL OF AMERICANS WOULD HAVE BROUGHT ABOUT THE  SAME
OUESTTON 1F THE AMERICAN EMBASSY IN KUWAIT WERE TO BE TAKEN OVER. DESPITE THL LONG
DISTANCE. BETWEEN THE U.S. AND KUWAIT, THE SIZE OF INFORMATION COLLECTED ON THE LATTER
!5 NOT AT ALL COMPARABLE TO WHAT GATHERED ON OTHER NEIGHBOURS OF KUWATT. THUS, ONE
COULD PERHAPS CLAIM THAT THE U.S. EMBASSY OPFRATORS ARE THE REAL CONTROLLERS OF
VARTOUS CORNERS OF THE KUWAITI SOCIETY.

WHAT TS THE ROLE CF SO MANY U.S. INSTALLATIONS AND CENTERS HEADFD BY AMERTCAN
IMBASSTES THROUGHOUT THE WORLD. ARE THEY TO FUNCTION AS THE POINT OF  CONTACT BETWEEN
WO GOWVERNMENTS, OR THEY ARE THE EXTENTTION OF ESPIONAGE AND MILTTARY ACTIVITIES OF
AMERTICA WITHIN HOST COUNTRIES. WHO ARE THE ACTUAL RULERS OF THOSE COUNTRIES? THE U.S.
LSPTONAGE DENS HAVE ESTABLISHED A REGULAR, SOPHISTICATED AND COSTLY COLONTAL  NETWORK
ALL OVER THE WORLD BY EXPLOITING THE EXPERTENCES OF THE RECENT HALF CENTURY. FORMER
DOCUMENTS AN THOSE PRESENT HERE, DIMONSTRATE THE EXTENSTVE ROLE OF THE U.S. IMBASSY,
TEHRAN, IN THE RHOLE REGION.

THESE DOCIMENTS ALSN EXPOSE THE REAL NATURE OF KUWATTT REGTME.THE EXPOSTTION WHICH
IS THE RESULT OF HOW A MASTER ( AMERTCA ) DESCRIBES A SUBSERVIENT REGIME. THEY ALSO
PROVE THAT ETTHER OF THE SUPERPOWERS, ESPECTALLY THE "'GREAT SATAN"', HAS BEIN ACTIVELY
CONSPTRING AGAINST THE ISLAMIC REPUBLIC SINCE THE INCEPTION OF THE REVOLUTTON. CLEAR
PNDERSTANDING OF THE NATURE OF KUWAITI RULERS, AND THE DEPTH OF U.S. INFIUENCE IN
THIS SMALL COUNTRY EXPLAINS THE ANTAGONISTIC KUWATTI GOVERNMENT ATTITUDE  TOWARDS THE
ISLAMIC REPUBLIC. RIGHT BEFORE THE VICTORY OF THE ISLAMIC REVOLUTION, 1T REFUSID .TO
PIRMIT THI; TMAM ENTRY INTO KUWAIT; AND PRESENTLY, IT IS ACTING AS A (TIANNEL THROUCH
WIT(H A HUGE PART OF WEAPONRY AND EXPORTED COMMODITIES ARE BEING DELIVERED TO THE
CRIMINAL BA'ATHIST REGIME.OF IRAQ.

WHEN THE GRAND MASTER ( THE U.S. )} APPOINTHD THE SHAH AS THE SCARE-CROW IN THE
PERSTAN GULF REGION,OPPRESSTVE KUWAITI RULERS NEVER OPPOSED THEIR IRANIAN COUNTER-
PARTS WHO WERE SUPPLYING ISRAEL WITH.OIL. WHEN THE ISLAMIC REVOLUTION BEGAN TO DEAL
P INAL BLOWS ON SHAH'S REGIME, THE CORRUPT KUWATTI AMBASSADOR TO IRAN, WIO WAS HAVING
A HAPPY TIME IN PARIS, RUSHED TO TEHRAN ON HIS PRIVATE PLANE TO EXTIND THE FENCOURAGT.
NG MESSAGE OF THE KUWAITI EMIR TO THE SHAH, LATER ON, HE INFORMED HIS AMERICAN MASTER
OF THE SHAH'S SELF-CONFIDENCE. ( THE SAME STORY 1S PERHAPS REING REPEATED FOR THE
CRIMINAL SADDAM ON THESE DAYS ).

PERSIAN GULF ARABS WERE NOT HAPPY WITH THE SHAH ACTING AS THE REGIONAL GENDARME
BIT THE " ISLAND OF STABILITY ' IN THE SOUTHERN NEICHBOURHOOD OF RUSSIA, WHICH
PROVIDED THIM WITH A DEADLY PFACE IN THE PERSTAN GULF REGION WAS PREFERRABLE  OVER A
POPILAR PEGIME WHOSE ORJECTTVE WAS TO REVIVE 1SLAM AND THE TSLAMIC * IMMAL!

FOR THE SAME REASON, PERSIAN QULF ARAR RULFRS WHO SUPERFICTALLY SUPPORT THE PALES _
TINIAN CAUSE AND OPPOSE THE OCCUPTERS OF QUDS, CONSIDER COOPERATION WITH AMERICA
NAMELY THE NUMBER ONE SUPPORTER OF THE REGIME OCCUPYING QUDS, TQUALLY TMPORTANT AS
COLLABORATING WITH THE DEFUNCT REGIME OF SHAH WHOSE CLOSE TIES WITH ISRAEL WAS
OBVIOUS. 1



AS IT IS EVIDENT IN DOCUMENT NO 11, THE KUWAITI GOVERNMENT GEREROUSLY ;
DECLARES ITS READINESS TO COMPENSATE FOR THE SHORTAGE IN IRANIAN OIL .
EXPORTS TO AMERICA, TO HAVE ASSISTED THE U.S. AND THE SHAH, IN DOCUMENT
INO 12, KUWAITI OIL MINISTER COMMENDS THE EFFORTS UNDERTAKEN BY THE SHAH
IN BRINGING BACK PEACE AND STABILITY TH IRAN.
IN A MEETING WITH THE U.S. ENERGY, SECRETARY, SHELEZINGER, KUWITI OIL
MINISTER STATES ON BEHALF OF ALL IMID-EAST' COUNTRIES AND IRAQ THAT THEY
ALL HOPE FOR SHAH TO OVERCOME HIS DIFFICULTIES.THE VERY INTERESTING POINT
IS THE COORDINATION THAT EXISTS BETWEEN ALL REACTIOMARY ARAB REGIMES ON
THE ONE SIDE, AND THE SEEMINGLY RADICAL IRAQ IN RENDERING_SUPPORT TO THE
SHAH, ON THE OTHER. OF COURSE, KUWAITIS HAVE BEEN AWARE OF THE DEPTH OF
IRAQUI SLOGANS, AS IN DOCUMENT NO 61 KUWAITI OIL MINISTER EXPRESSES THAT
IT 1S NOT CORRECT FOR OIL TO BE EXPLOITED AS A WEAPON TO FURTHER POLITIC_
AL GOALS<IN THE SAME DOCUMENT HE DESCRIBES IRAQIS AS THOSE WHO TALK A LOT
BUT ACT VERY LITTLE. LATER THE U.S. EMBASSY OFFICIAL RECALLS THE VISIT OF
JAPAN'S COMMERCE MINISTER TO THE AREA,WHERE THE TRADE LOVING KUWAITIS
HAD DEMONSTRATED THEIR CONCERN OVER AMBIGUOUS JAPANESE POLICIES WITH
REGARDS TO PALESTINE, BUT THE SO-CALLED RADICAL IRAQIS HAD ONLY DISCUSSED
COMMERCIAL ISSUES WITH THE JAPANESE OFFICIAL.
ON DECEMBER 12,1979 OR THE FINAL DAYS OF THE PREVIOUS IRANIAN REGIME,
SHAH DECIDES TO PURCHASE OIL FROM KUWAIT, AND THE KUWAITI OIL MINISTER
RESPONDS POSITIVELY, HE STATES THAT KUWAIT AND OTHER ( PERSIAN ) GULF
COUNTRIES WILL DO ANYTHING IN EMERGENCY SITUATIONS TO SHOW THEIR SUPPORT
FOR THE SHAH.THE GRADUALLY INCREASING WEAKNESS OF SHAH'S REGIME .ALERTS
THEM AGAINST THE EXTENSION OF THE ISLAMIC REVOLUTION OF IRAN INTO OTHER
REGTONS DOMINATED BY AMERICA.THEY BEGIN 'TO HAVE SECOND THOUGHTS ON THEIR
OWN FUTURE IN A REGION WHERE ITS GENDARME CAN SO EASILY COLLAPSE, THEN,
THEY DECIDE TO FIGHT THE ISLAMIC REVOLUTION ON JANUARY 8,1979,THE KUWAITI
DEPUTY OIL MINISTER MEETS WITH HIS AMERICAN ERIENDS AND EXPRESSES THE
IDEA THAT KUWAIT AND SAUDI ARABIA MUST FORGET THEIR TERRITORTAL DISPUTES,
AND INSTEAD BEGIN TO CONFRONT THE ISLAMIC REVOLUTION. AT THE SAME MEETING
HE EXPRESSES HIS SENSITIVITY WITH REGARDS TO THE SHI'ITE COMMUNITY WORKI_
NG IN THE OIL COMPANY OF KUWAIT.
IN THEIR ANALYSIS, AMERICANS ALSO STATE THAT KUWAITIS SHARE U.S.
CONCERN OVER THE VICTORY OF-THE ISLAMIC REVOLUTION. IN HIS MEETING WITH
FRENCH FOREIGN MINISTER, THE KUWAITI EMIR EXPRESSES HIS DEEP CONCERN OVER
THE INFILTRATION OF SHI'ITE UNREST INTO IRAQ. THIS EXPRESSION OF CONCERN
WAS MADE AT A TIME WHEN THE ISLAMIC REPUBLIC HAD NOT YET DECLARED ITS
EXISTENCE, AND THE ISSUE OF EXPORTING THE ISLAMIC REVOLUTION WAS STILL
NOT BROUGHT FORTH BY THE ISLAMIC REPUBLIC OFFICIALS. THEREFORE, THESE
HOSTILITIES WERE NOT PERPETRATED BY ISLAMIC REPUBLIC OFFICIALS' STATEMEN_
TS, BUT BY THE PERSIAN GULF STATES' ANTI-POPULAR NATURE, SOMETHING THAT
WAS THE MAIN CHARACTERISTIC OF THE SHAH'S REGIME. THE ONLY DIFFERENCE
BETWEEN THEM AND THE SHAH WAS THAT THEY LACKED THE CULTURAL AND MANPOWER
SUPPORT THE LATTER ENJOIED.
KUWAITI RULERS BELIEVE THAT ISLAM WILL ULTIMATELY JEOPERDISE THEIR
EXISTENCE; THEY.THEREFORE, PROVIDE IRAQ WITH FINANCIAL ASSISTANCE AND, A
SUPPLY ROUTE, AND ASSIST THE TRANIAN ANTI-REVOLUTIONARIES,HARASS IRANIANS
RESIDING IN KUWAIT, AND TAKE ALL POSSIBLE DIPLOMATIC ACTIONS AGAINST THE
ISLAMIC REPUBLIC. THEY AND THEIR IMPERIALIST MASTERS FIND THE ESTABLISHM-
ENT OF THE ISLAMIC RULE TO THE DETRIMENT OF THEIR OWN SOVREIGNTY.
OTHER WISE, THE HEADS OF PREVIOUS.IRANIAN REGIME WOULD NOT HAVE BEEN ABLE
TO PLUNDER HUGE AMOUNTS OF IRANIAN FUNDS THROUGH KUWAITI BANKS. IN HIS

* MEETING WITH THE IRANIAN CHARGE D'AFFAIR, KUWAITI FOREIGN MINISTER DENIED
KUWAITI PARTICIPATION IN DIRECTING PROPAGANBA AGAINEST THE ISLAMIC REPU._
BLIC, WHEREAS IN DOCUMENT NO 35, A KUWAITI OFFICIAL TELLS AN AMERICAN
EMBASSY OFFICIAL THAT KUWAIT HAD INSTRUCTED AL-ANBA PAPER TO CRITICIZE
IRAN.

OTHER THAN KUWAIT'S POSITIONS VIS-A-VIS THE ISLAMIC REPUBLIC, LET US
SEE HOW THE HISTORICAL BACKGROUNDS OF KUWAIT AND THE U.S. INTERESTS IN
THAT SMALL COUNTRY ARE DESCRIBED BY PRESENT DOCUMENTS.

BEFOR 1946, OIL WAS UNKNOWN IN KUWAIT. ITS GOOD INHABITANTS FORMED A
PORT SOCIETY MAINLY DEPENDENT ON FISHING AND LIMITED TRADE.SUCH A SOCIETY
WAS OF NO INTEREST TO THE EUROPEAN AND AMERICAN PLUNDERERS, THEREFORE, IN
THOSE DAYS, KUWAIT WAS IMMUNE TO FOREIGN AGGRESSION. THE DISCOVERY OF OIL
BROUGHT ABOUT AN ACTUAL CATASTROPHE FOR THE KUWAITI NATION, BRITAIN WHICH
WAS THE ONLY DOMINANT FOREIGN FORCE BEFORE 1961, WAS JOINED BY THE U.S.
AND FRANCE IN EXPLOITING MUSLIM ASSETS IN ACCORDANCE WITH THE WORLD POLI-
TICAL CONDITIONS.

CURRENT OIL INCOME ( § 12.8 BILLION IN 1977 ) HAS CHANGED PRESENT DAY
KUWAIT TO SUCH AN EXTENT THAT NO SIGN OF THE PRE-OIL- PERIOD - KUWAIT IS
OBSERVABLE TODAY. BUT ‘IN ORDER TO UNDERSTAND BETTER THE REALITY BEHIND
LUXIRIOUS AND EXPENSIVE CARS AND MODERN BUILDINGS ONE QUESTION COMES TO
MIND AND THAT IS IF JUST THAT'S THE PRICE OF THE BLACK GOLD EXPLOITED IN
THAT SMALL COUNTRY.

THE ABUNDANT RICHES OF THE KUWAITI RULERS HAVE ABSORBED AN IMMIGRANT
POPULATION WHICH COMPRISES 50% OF KUWAITI INHABITANTS AND 70% OF ITS WORK
-FORCE. THE U.5. MILITARY, PETROLEUM AND CULTURAL ADVISORS PREPARE PLANS
AND PROJECTS THAT ARE TO BE CARRIED OUT BY IMMIGRANT ESPECIALISTS. THE
NATIVE KUWAITIS ARE SUPPOSEDLY MANAGING 'THE SOCIETY IN BETWEEN THE ABOVE
MENTIONED CLASSZS. BUT IF THE OIL PRODUCTION OVER LOSES ITS VIABILITY
NEITHER THE AMERICAN ADVISORS NOR THE ASIAN WORKERS WOULD BE INTERESTED
TO LIVE IN THE HOT AND HUMID KUWAIT.

RELATIVE WELFARE UNDOUBTEDLY EXISTS IN KUWAIT WHICH IS PERHAPS THE
RESULT OF THIS GOD-GIVEN FORTUNE. THERE IS A DIFFERNCE BETWEEN THE
KUWAITI RULING PROCEDURE AND THAT OF THE SAUDIS WHICH IS POSSIBLY DUE TO
THE SMALL KUWAITI POPULATION AND ITS GEOGRAPHIC LOCATION.UNLIKE THE SAUDI
KING, EMIR OF KUWAIT DOSE NOT CONSIDER HIMSELF THE LEADER OF ALL MUSLIMS
THROUGHOUT THE WORLD.THE SAUDIS CLAIM THAT THEY HAVE ADOPTED QURANIC LAWS
AS THE CONSTITUTION IN SAUDI ARABIA BUT IN KUWAIT THIS CLAIM HAS NO
PRACTICALITY, THEREFORE BY FORMING A PARLIAMENT FOR THE PROVISION OF A
KUWATITI CONSTITUTION ITS RULERS CLAIM TO BE STRIVING TO ACHEIVE DEMOCRACY

THE IMMIGRANT POPULATION, WHO PLACE NATIVE KUWAITIS IN MINORITY, HAVE.
ALWAYS BEEN CONSIDERED AS A THREAT TO THE RULING FAMILY. TO NEUTRALIZE
THIS THREAT., THE GOVERNMENT OF KUWAIT HAS EMBARKED ON SOME WELFARE ACTIV__
ITIES. ACCORDING TO THEM,ALL FOREIGN CITIZENS ARE TO COMPARE THEIR STATUS
QUO WITH THEIR LIVING CONBITION IN THEIR OWN COUNTRIES, THEREBY = AVOIDING
ANY POLITICAL MOVES THAT COULD DISRUPT THEIR PRESENT SITUATION. VARIOUS
DOCUMENTS ARE RELATED TO THE POSSIBILITY OF POLITICAL DISRUPTIONS
ESPECIALLY IN THE OIL SECTOR, WHICH. HAS ALERTED THE U.S. AND EUROPE,DUE TO
THE ISLAMIC REVOLUTION.

MATERIALIST U.S. AND KUWAITI ANALYSTS FINALLY PRESCRIBED BETTER LIVING
CONDITIONS FOR PALESTINIANS AND SHI'ITE MUSLIMS AS A PREVENTIVE AGENT TO
THE FORMATION OF ORGANIZED MOVEMENTS. THE MOST SURPRISING POINT IS THAT
KUWAITI RULERS ARE FEARFUL OF MUSLIMS WHO HAVE COME TO THIS LAND IN ORDER
TO ESCAPE THE OPPRESSIVE MEASURES OF THE REGIME OCCUPYING QUDS, BUT THESE
RULERS JUSTIFY THEIR COEXISTENCE WITH THE EUROPEANS AND AMERICANS WHO
HAVE OCCUPIED KEY GOVERNMENT POSITION IN KUWAIT.

. IF THE ENGULFING SAUDI POVERTY IS NOT EVIDENT IN KUWAIT, ONE HAS TO
UNDERSTAUD THE SOCIAL CONDITION, AND ASK,WHETHER THE GOVERNMENT OF KUWAIT
HAS PROVIDED THIS MEAGER WELFARE IN ORDER TO PREVENT POLITICAL, SOCIAL
GROWTH AND UNDERSTANDING ?



OTHER THAN WELFARE PRIVILEGES, KUWAITI NEWSPAPERS AND MASS MEDIA
BRAVELY CRITICIZE REG1ONAL POLITICS ESPECIALLY THOSE RELATED TO PALESTIN_
TANS, PRETENDING THAT KUWAITI GOVERNMENT IS EXPLOITING ITS BOUNDLESS
RICHES IN LIBERATING THE BELOVED QUDS. THIS IS DONE SO THAT THE KUWAITI
RULERS' BELIEF IN THIS PRINCIPLE IS NOT QUESTIONED BY PALESTINIANS.

THE REACTIONARY ARAB REGIMES WHO ARE AWARE OF MUSLIM ARAB SENSITIVITI_
ES WITH REGARDS TO PALESTINIAN CAUSE, CHANT SLOGANS AGAINST ISRAEL AND IN
FAVOR OF PALESTINIAN SUPPORTERS ( ESPECIALLY THE MODERATE FACTION ).
GOVERNMENT OF KUWAIT ALSO FOLLOWS THE SAME TRACK, IN ORDER TO DETRACT THE
PUBLIC-KUWAITI ATTENTION FROM INTERNAL PROBLEMS AND DISSATISFACTIONS ,
THEREBY ENGAGING THEM IN RHETORICAL ARGUMENTS BROUGHT FORTH BY VARIOUS
PAPERS SOME PRINTED IN KUWAIT, OTHERS IN EUROPEAN CAPITALS IN ARABIC.

DOCUMENT NO 34 EXPLAINS THE CONTROL MECHANISM OF KUWAITI GOVERNMENT ON
PRESS. ALTHOUGH THESE PAPERS CONTAIN POLITICAL VIEWS AND CRITIQUSE ESPEC_
TALLY ON ARAB WORLD ISSUES, THEY NEVER QUESTION THE LEGALITY OF AL-SABAH
RULING FAMILY. DISCUSSING ARAB ISSUES THAT ARE SUBSTANTIALLY RELATED TO THE
PALESTINIAN PROBLEM IS ANOTHER MEANS OF PREVENTING PALESTINIANS RESIDING
IN KUWAIT FROM DEMONSTRATING THEIR DISSATISFACTION WITH REGARDS TO THE
EXISTING SOCIAL DISCRIMINATIONS. FOLLOWING THE TREACHERY OF SADAT TO THE
PALESTINIAN CAUSE THROUGH THE SIGNING OF CAMP DAVID ACCORDS,KUWAITI PRESS
SUPERFICTALLY DECLARED THEIR OPPOSITION TO THIS TREACHERY. THE DOCUMENT .
JUSTIFIES THIS PRESS ACTION IN THE FOLLOWING WORDS ' EXPRESSLY AS A FROM
OF ESCAPE VALVE, A WAY FOR THE LARGE PALESTINIAN COMMUNITY TO BLOW OFF
STEAM WITH MINIMUM DAMAGE DONE."

THE SAME DOCUMENT FURTHER GOES ON THAT IF EVER A PAPER CRITICIZES AN
INTERNAL PROBLEM IT IS CERTAINLY DONE UPON THE INSTRUCTION OF KUWAITI
EMIR, WHERE AS, IF A MEMBER IS UNWANTEDLY ATTACKED, EMIR WILL ORDER THE
RAPID SUPPRESSION OF THAT PARTICULAR PAPER.

SO FAR, IT HAS BECOME CLEAR THAT THERE IS NO DIFFERENCE BETWEEN THE
SAUDTI AUTOCRACY AND THE SO-CALLED KUWAITI DEMOCRACY, AS A MATTER OF FACT
THEY ARE ONE AND THE SAME.

DUE TO SPECIFIC POPULAR AND TERRITORTAL CONDITIONS AND NOT THE KUWAITI
RULING FAMILY'S MERCY ON THE PEOPLE,THEY HAVE SPENT PART OF THE QIL-INCOME
ON PUBLIC AFFAIRS, ESTABLISHING A WIDE GAP BETWEEN THE LEAST EXISTING
WELFARE IN KUWAIT AND THAT OF THE DEPRIVED ARAB PENNINSULAR MASSES.

IN OTHER WORDS THE GOVERNMENT OF KUWAIT IS TRYING TO PERPETRATE THE
BOUNDLESS AND UNNECESSARY EXPENDITURES MADE BY AL-SABAH'S RULING FAMILY.
FOR THE SAME REASON THE FREE-WORLD MARKET MUST BE SUPPLIED WITH KUWAITI
OIL, AND THE KUWAITI OFFICIALS BELIEVE THIS TREND TO BE IMPOSSIBLE
WITHOUT THE PARTICIPATION OF AMERICA AND HER ALLIES. THE SAME IDEA SHAPES
OTHER KUWAITI POLICIES.

IN THE FIELD OF FOREIGN POLICY KUWAIT TRIES TO GET ALONG WITH ALL OTHER
COUNTRIES THAT ARE SAMEHOW CAPABLE OF DISRUPTING THE PRESENT INTERNAL
SITUATION IN KUWAIT. DESPITE THE HISTORICAL GREED OF ALL GOVERNMENTS THAT
CAME TO POWER IN IRAQ,FOR EXAMPLE, KUWAIT, SAMEHOW, TRIED TO MAKE FRIENDS
WITH IRAQUIS. ON THE OTHER HAND,KUWAIT IS THE ONLY COUNTRY ON THE. PERSTAN
GULF COAST WHICH HAS ALLOWED RUSSIA TO HAVE AN EMBASSY THERE., THEREBY
ESTABLISHING DIPLOMATIC TIES WITH IT.

- CONCERN OVER PROGRESSIVE AND RADICAL ARAB COUNTRIES' INTENTIONS ON THE
EXTERNAL SECURITY SIDE, AND HORROR OVER THE INTENTIONS OF PALESTINIANS
RESIDING IN KUWAIT HAVE COMPELLED IT TO SUPPORT THE PALESTINTAN CAUSE. IN
THIS PERSUIT, KUWAITI RULERS WHO ARE AWARE OF THEIR OWN INCAPABILITY IN
REPULSING AN EXTENSIVE MILITARY AGGRESSION, ENDEAVOR TO HINDER SUCH
AGGRESSIONS UNTIL A FOREIGNER CAN COME TO THEIR RESCUE.

INVESTMENT ON INTERNAL INDUSTRIES WHICH IS COUPLED WITH AN INFLOW OF
FOREIGN WORK-FORCE IS DIVERTED TO INVESTMENT OF KUWAITI FUNDS 1IN OTHER
COUNTRIES, ESPECIALLY U.S.A. THE REASON 1S THAT BESIDE THE SHORTAGE OF
SPECIALIZED MANPOWER, KUWAIT IS UNWILLING TO ALLOW ITS NATIVE COMMUNITY
TO BECOME MORE AND MORE OF A MINORITY. IT MAKES ALL POLITICAL MOVES ,
MILITARY POLICIES, ARMS PURCHASES, AND ADOPTS ALL DECISIONS REGARDING THE
TRAINING OF ITS ARMED FORCES AND THE SELECTION OF PLACES FOR INVESTMENTS,
ALWAYS TAKING INTO CONSIDERATION AMERICAN ATTITUDES AND CONDITIONS.
CONSEQUENTLY, KUWAIT CONNOT MOVE QUTSIDE THE JURISDICTION REGULATED FOR
IT AND OTHER SUBORDINATE STATES BY AMERICA.

A GLANCE AT THESE DOCUMENTS PROVE THAT THEY ARE NOT SHORT-TERM REPORTS
BUT RELATED TO KUWAITI PETROLEUME ISSUES, ITS RATE OF PRODUCTION AND
SITUATION REPORTS ON PETROLEUME INDUSTRIES,AMERICAN AND BRITISH COMPANIES
THAT DOMINATE KUWAIT. IT IS CLEAR THAT AMERICA DESIRES THE OIL THAT
EXISTS IN KUWAIT AND OTHER ISLAMIC COUNTRIES LIKE IT. TWO OF THE C.I.A
DOCUMENTS DISCOVERED AT THE AMERICAN EMBASSY IN TEHKRAN INCLUDE PETROLEUME
ISSUES AND THE C.I.A CONTACTS IN THIS FIELD.

WHEN OIL PRICES INCREASE AS A RESULT OF WORLD ECONOMIC CONDITIONS
PARTLY STIMULATED BY THE ISLAMIC REVOLUTION AND U.S. DOLLAR DEPRECIATES,
GOVERNMENT OF KUWAIT IS THE LAST ONE TO ADJUST ITS PRICE OF OQIL TO THAT OF
OTHER OIL EXPORTING COUNTRIES.

ULTIMATELY THE DEPUTY OIL MINISTER OF KUWAIT ASSURES AMERICANS WHO ARE
DISSATISFIED WITH THE PRICE INCREASE THAT IT WILL NOT JEOPARDIZE U.S.
INTERESTS. THE AMERICAN MASTER WELL UNDERSTANDS THE POINT, SINCE THE
KUWAITI OIL INCOME WILL EITHER GO TO FRIENDLY NATIONS IN THE FORM OF LOA_
NS, OR WILL BE RETURNED TO AMERICAN AND ZIONIST CAPITALISTS IN -THE FORM
OF INVESTMENT IN PURCHASING LAND OR WEAPONRY.

IT IS A PITTY THAT A COUNTRY LIKE KUWAIT ENDOWED WITH ONE OF THE
RICHEST RESOURCES, IS IN THE HANDS OF A GROUP OF CORRUPT PEOPLE WHO HAVE
PLACED THEMSELVES WHOLEHEARTEDLY AT THE DISPOSAL OF THE ENEMIES OF ISLAM
WHILE THEY COPLD SUPPORT THE OBJECTIVES OF ISLAM AND THE MUSLIMS IN
DESTROYING INFIDLES AND ENEMIES.KUWAITI RULERS AND THEIR AMERICAN MASTERS
ARE TRULY FEARFUL OF THE EXPANSION OF ISLAMIC MOVEMENTS, AND THIS FEAR
WILL INCREASE BECAUSE OF THE HOSTILITY OF THE " GREAT SATAN ' AND ITS
ALLIES .AGAINST ALL ISLAMIC MOVEMENTS IN THE REGION. THE CONCLUSIONS REAC_
HED BY ALL MATERIALIST AMERICAN ANALYSTS ON KUWAITI SITUATION CANNOT
PREVENT KUWAITI PEOPLE FROM COMING UNDER THE INFLUENCE OF ISLAM.

THE SO-CALLED DEMOCRACY IS REVIVED AND THE NATIONAL ASSEMBLY IS REESTABL_
ISHED IN KUWAIT EXACTLY AS A SIDE EFFECT OF THE ISLAMIC REVOLUTION OF
IRAN. ACCORDING TO THESE DOCUMENTS, IT IS THE U.S. WHICH IS 1IN NEED OF
KUWAIT AND THE KUWAITIS, AND IF THE KUWAITI POPULATION DECIDE THEY COULD
EASILY THROW AMERICANS AND ALL OTHER COLONIALISTS OUT OF THEIR COUNTRY ,
BECAUSE, THE IMAM, THE LEADER OF THE OPPRESSED- NATIONS HAS SAID:" GOD HAS
NEVER DECREED THE DOMINATION OF INFIDLES OVER MUSLIMS. THUS MUSLIMS MUST
NOT SURRENDER TO INFDLES DOMINATION. "

MAY ALL ISLAMIC TERRITORIES BE LIBERATED FROM THE CLUTCHES OF THE
EASTERN AND WESTERN WORLD-MONGERS.

YMUSLIM STUDENTS FOLLOWING THE "
LINE OF THE IMAM.
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MENORANDUK OF CONVRASATION
Leomber 15, 1966
PARTICIFANIE: Qaslm Omar EL-YAGOUT, Second Secretary, Lmbassy of Kwwait

Anton N. Nyerges, Lesund Learetary
George 8. Norley, Seeund Lecrstary

PLACK: . Nyerges' Uffice

SUBJXCT? A Xuwwaitl Diplomat in Tehran
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Hr. EL-YAGUUT said that kuwait will be making a move for incresssd oil revenucs.
It 1s studying the situation for the moment, und "if the Irsnlins ean do it

80 ean Kuwait. * Hcdmcdotfuzumuwbym&uhuntlmm
the revemuw tor sericus ic development projects and has a population
axseeding those of her oil praducing neighbors. He said Duwait has its om
developrient prograums which have produced far better results than th:sse of

Iran, Moareover, Kuwait has auly oil while Irmhnwotbrrmu
well., Iran's bssic wsakness has been its inability to utilise its resourees

sidllfully.

Mr. K-Iagout is & painter who has sxnibited his works & muaber ol times
before coaing t0 Iran. iHe is also deeply interested in musie (Mosart,
Boethoven, and to saas axtent Lrahms) and in poetry. He has studied in
Salsburg and Vienna. le is strongly traiitional-adinded and looks down on

that carriers the label of “"modern* in the field of o o nakes
little effort to eoncesl his oriemtation toward the Uss (We [Arabg/ are
nothing without kgypt®) and his astipstly toward Iran (except for the soemery).
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Juauary 20, 1972

FARTICTIA WY Gy Mubiac Ay Al-Aboeql, Kuwaiti Charge, Tehran
Chéazey Wo MeCaskill, First Secretury of Embassy

AL Godneay L7, 1972
PLACE: Car. vaiuarai Restaurant
SUBJLCT: L. sbsence of Kuvaiti Ambessudor frem Tehran.

2. snding of Lwpulsicns of Irvaniang trom Iraq.

DS A TR XS NPT

RV OR Hia /ARP Ancubassy  MOSCUA
oL _( 3) Blod Lacibassy KUWALT CRU
FOL/EI0 & N /LR Ancubassy LONDON

& Kai, dabissode. foon Yehreu:  (Background: Isanian
Aubaceedor lgnabe 30 Kuwalt Perelda Zundfard returned te Tehrin
wbout ten deys agoe vinee the GOK -~ in reaction to Iranian oecupuiion of
tne Gull Loiancg - aud never given him an uppolsluent to present his
creventiaiy, Zandfurd's departure was in response to "indicstionz” from
Lhe GOK fhot 1 woud b& Legs if he tewporarily returned to Tehrun snd
ge plane to reasin in Pehraa untii such tiwe wa the GOK indicotes itn
cegdiness Lo receive hinm. [Zondford binself told uws January 18 he “cannot
ve optinisiic" pbout an eerly return to Kuwwit and cannot say jJust waen
a6 aight go buck,l Shortiy after Zandfard's return to Tehran, it wea
sanounced in the proess thet Kuwaitl Awbassador to Iraa Al-Sabeh bud gone
wo Kuwait on vaeetiion -« giving rise to wide speculation that Al-Sabah
wus ordered veck to Kwgit as enoths: sign of the GOK'w dispicasuce
Jith Iraniom dcsndings on the Guifl Islonds, §

Uy Jrouwry 17, I eshed AleAtougd, sbuat his Ambassador's woereaboubs, say-
Ly T ohad hicsrd thet ke hed gone o Kawait., Al-Atesgl confivmed Al-Sabuahi's
abgoncu, sbylilng b Lad gone o K b oon vecotiua. I pasked bio e bit,
A wg 30 e GOK hac indeed oede i Lim hooe,  Al-Atecgd dncloted thaet his
wibssidor's deperdure naé 5o political signiticance, suylug thot “now
tu a good Gloe to tuke Leave" since the weniher in the Gulf is nmuch more
chgcoant thas bl ot the year bhan wvevsher of Telran, Ashked Jokingly
b Vi Aaburcuoer's trip eondé b cehsicercd a "diplomsbic wacaitien", he
Larhiab it : 13t Thio is the case and muabled swaeticng to the

tuiné understund this". He refused to speculstie
wrwewor will be avay.

12 G
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2, Ending of Iupulsions of Yraniens from Irag: I asked Al-Ateegi if
he could explain why the iraqi Goverpment had suddenly stopped expelling
Iraniuns from Iray. He replied that he would first like to gsay that
those persons who were forced to leave lrag were not "refugees", They
were, he gaid, Iranians who entered Irag i1legally, secking work, many
of tham without PusIporss, entry visus, or work permita, end the Gowern-
went of Iraq had a cleer right to force theas to leave, The same situation
pectaelns to Kuwait; he sald, where wany Iranians go to seek work, most.
of tham without documentation of any kind., Y%he Govermuent of Ku:mit
rounds these people up form time to tiue, ne said, and forces them

to leave. He gave the definite lupression that his Government neither

axpects nor receives apy reaction from Iran hen
from Kuwiit occur. ' ¥ these deportations

Baturning to why the fiood of Irenians from Iruq ~~ whatever one labels
“bew -~ hud suddenly stopped, Al-Ateeqi replied that "Russian intervention"
bed brought sbout Iraq’s reversal of its policy. He did notapeclifically
rule out other factor:. but he made it clear that he considered the

Boviet role the dowinfit factor by saying that "no othe
& r countr
have such influence on the Iraqi Govermaent,® v cond
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HE SAID, "THERE WILL BE DISCUSSION OF A PRICE RISE. iF
NO30DY ELSE RAISES THE SUBJECT, I WILL.™'

3., MINISTER FELT IT WAS UNFAIR AND NOT TO THE ULTIMATE
#1CICAN ZENEFIT FOR THE US TO HOLD SauDI ARABIA AND
IRAN TO THEIR WORD RE3ZARDING PRICE FREEZE. WHEN THEY
MAnE THEIR COMMITMENT, ALI KHALIFA SAID, THESE T¥O
COUNTRIES DID NOT EXPECT THE DOLLAR TO FALL AS BADLY AS
IT HAD. HOLDING SAUDIS AND IRANIANS TO THEIR COMMITMENT
vouLD NOT BE IN U.5. INTEREST FOR FOLLOWING THREE REASONS:
(A) BECAUSE OF THE DECLINE OF THE DOLLAR AND THE PRICE
FRESZFE, ALL OPEC COUNTRIES WERE "FELLING (BUDGETARY)
PINCH."™ THIS WOULD LEAD TO INEVITABLE PRESSURT FOR A
PRICE RISE. (B) REDUCTION OF REVEMUE wOULD LIXELY

HaVE ADVERSE EFFECT ON THEIR FOREIGN ASSISTANCE LEVELS.,
(C) ALL INDICATIONS WERE THAT THE PRICE RISE WAS
INEVITABLE AND, THEREFORE, THE LONGER IT IS DELAYED THE

PM_{__ RUKORT/AMEMBASSY JAKARTA 9286
usig /__ RUFHGV/USHISSION GENEVA 2163
RUQRA/AHEMBASSY JIDDA 5351
RUTALS /AlEMBASSY LAGOS £299
OR_/_.. RUFHLC/AMEMBASSY LIBREVILLE @163
ADM___ RUDTC/AMEVBASSY LONDON 2947
RUQMAN/ANEMBASSY MANAMA 3237
60— L FMPS/AMEMBASSY PARIS 1857

MORE DRASTIC IT §OULD BE, MINISTER SAID THE COULD ACCEPT
B RUESQI/ANIYBASSY GUITO 8169 THE IDEA OF FREEZING PRICE IN REAL TERMS BUT NOT IN

ren . RUGNNR/AHEMBASSY TEHRAN 4197-9% NOMINAL TERMS. TO DO SO, 4OULD MERELY BE TO PROVIDE

HU RUSHKXO/aMTMBASSY TOKYO 8480

RUQMTI/AMEMBASSY TRIPOLL 1261

DISINCENTIVE AGAINST THE DEVELOPMENT OF ALTERNATIVE
ENERGY SOURCES, WHICH WAS ‘NOT IN OIL CONSUMERS® INTTREST.
R0— RUFHAU/AUZHBASSY VIENNA 0324
MSG_— RUEHDT/USHLSSION USUN NEV YORK 0 4. AM3ASSADOR POINTED OUT THAT, WHATEVER THE LONG
:iﬁ;— S ONFIDENTIAL KUVAIT 1231 TERM ARGUMENTS, THE FREEZE IN OIL PRICES NOW WAS VERY
CRO

— E.O0, 116528 E‘giu oPEC

J— 3Ss ENRG, E © o oo
;(;U' 2}33; Fl'iuu)zUWAIT’OIL MINISTER COMMENTS ON OIL PRICES Al OPEC
CONSULTATIVE MERTING

IMPORTANT IN ORDER TO GIVE THE WORLD ECONOMY A BREATHING
SPELL. MINISTER RESPONDED THAT HE WAS QUITE FAMILIAR
VITH THESE ARGUMENTS, BUT WAS CONVINCED FROM VARIOUS
AMERICAN STUDIES HE HAD READ, INCLUDING THOSE OF

0aa BROOKIN3S, CITY CORP., CHASE AND OTHERS, THAT THE EFFECT

MAAG_. REF: (a) ABU DHABI 0461, (B) XUWALT 0116 (NOTAL), ‘OF A PRICE INCREASE ON THE WORLD ECONOMY WOULD BE MINIMAL
T

Ach__

AND ACCEPTABLE. EVEN WITHOUT CHANGES IN MONETARY OR

FISCAL POLICY, HE CLAIMED OECD ECONOMIES COULD ABSORB
AN OIL PRICE INCREASE. .

3. NOTING THAT ECONOMISTS OFTEN DISAGREE, AMBASSADOR
EMPHASIZED THAT USG FELT STRONGLY THAT PRICE FREEZE
SHOULD BE MAINTAINED FOR THE YEAR, OF WHICH, AFTER ALL,
ONLY TWO MONTHS HAD PASSED, MOREOVER, THE LARGE W S OIL
IMPORT BILL HAS HAD A NEGATIVE EFFECT ON US DOLLAR.

IFA-
MMARY . KUWAIT'S NEW OIL MINISTER, SHAIYH ALT KHALIF R
DEA_ AL?L’%’ZQ ,Ycongoaomrss THAT OPEC comsuumxvgemgrws 1S BEING
IRS___ COWSIDERED FOR LATE MARCH/EARLY APRIL AND SAYS IT e

GILL BT HELD IN SUITZERLAMD. HZ BELIEVES THAT DECL NE
R BIL AND IN VALUE OF DOLLAR JUSTIFY AM
AND PLANS TO PUSK FOR THIS AT OPEC MERLYIFG.

tA
OIL PRICEZ RISE
_ END SumHaRY.

oL TRTING FEB. 28 (SSE SEPTELS) WITH NEW KUYAITI
i %iLI:ntgg%:ga, SHALvii ALT KHALIFA AL-SABAH, A4 ASSADOR
stiR) INGUIRED 4B0UT PROPOSED OPEC CONSULTATIVE MESTING
TABR_ VHICH SHAIKH ALI'S PREDECESSOR HAD MINTIONED T0 U3 (Rt
B). SHAI¥H ALI SalD THAT OPEC MTM3ERS YERE CONS \IL‘ "E‘

ISFA_ WEETING BUT HAD NOT DECIDED WHETHER TO WOLD 1T i LATE
Ly e N
Sy ITZERLAND AND ‘d1 E 7 L se A s

— - HDER JHE, CARPTT Ll CARACAS. )
—Z— VHICH WERE PUT URDZ]THE CARPET AR GATAGRS

6. MINISTER THEN ASKED WHETHER USG INTENDED TO ASK IRAN
AND SA'DI ARABI TO STICK TO THEIR PROMISE REGARDING
PRICE FREEZE EVEN IN LIGHT OF THE DETERIORATION OF THE
DOLLAR, AMBASSADOR REPLIED THAT HE THOUGHT IT UNLIKELY
WE WOULD CHANGE OUR POSITION IN FAVOR OF AN OIL PRICE
FREEZE THROUGHOUT 1978, HE BELIEVED SHAK WOULD STAND BY
HIS COMMITHMENT TO PRES. CARTER AND THAT THE SAUDIS WOULD
CCNTINUE 70 SUPPORT SUCH A PRICE FPEEZE, MINISTER EMDED
DISCUSSION OF SUBJECT BY SAYING THAT, IN HIS VIEW, WHILE
THE DOLLAR MIGHT IMPROVE SOMEWHAT BY THE SUNMER OF 197%,
IT WOULD PROBABLY THEN DECLINE TO ITS PRESENT LOW LEVELS

LATER IN THE YEaR, THEREFORE, IT SEEMED FAIR TO SEEK
PRICE ADJUSTMENT NOW,

10
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7o COMMENTs AS THIS AND SEPTFLS INDICATE, MINISTER 1S
SINGING QUITE A DIFFERENT TUNE FROM HIS PREDECESSOR. HE
BELTEVES THAT A DECLINING REAL PRICE FOR OIL DOES MNOT
WEAN THAT KUVAIT SHCULD INCREASE PRODUCTION AND SALES,
RATHER, KUWAIT SHOULD INCREASE PRICES WUEN IF THIS MEANS
DECREASINS PRODUCTION, AS FORMER MIN FIN UNDERSECRETARY,
HE IS INTENSTLY IUTFRESTEZD IN THE FINANCIAL SIDE OF OIL
QUESTIONS AMD HAS BEEN NAMED A MEMBER OF A NEW GOK
MINISTERIAL COMRITTEE SET UP TO STUDY THE "DOLLAR PROBLEM,”
CONSISTING OF, ERSIDES OIL MINISTER, MINISTERS OF
FINANCE, PLANMNING AND COMWMERCE, HIS VIEWS, RUFINED BY
CABIN‘-’T LEVEL DISCUSSION, COULD BECOHE TEMPERED SOME-
WHAT BY THE TIHE OF THE LAT‘E_’ MARCH FARLY APRIL OPEC
CONSULTATIVE MEETING, KUJAIT* S 2 MILLIOM B/D PRCODUCTINN
GIVES IT CONSIDERABLY LESS CLOUT THAMN LARGER SAUDI AND
IRANTAN PRODUCTIONS, BUT, IF THERE IS ANY SISM OF
WEAKEMNING OF EITHER OF THESE TWO GIANTS ON THE PRICE
FREEZE QUESTION, SHAIKH ALI WILL TRY TO MAKE THE MOST OF
IT AT THE NEXT OPEC MEETING.

MAESTRONE
BT
1231
CONFIDINTLAL
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FM AMEMBASSY KUWAIT

TO RUEHC/ASECSTATE WASHDC PRIORITY 2458
INFO RUGMBI/AMEMBASSY ABU DHARI 3305
RUDKEBQ/AMEMBASSY BERN 0646
RUFHOL/AEMBASSY BONN PRIORITY 0406

__ _ RUFHBS/AMEMBASSY BRUSSELS 0506

RUQMRA/ZANMEMBASSY JIDDA 5388 ,
RUDTC/ANMEMBASSY LONDON PRIORITY 2969
RUFNPS/AMENBASSY PARIS PRIORITY 1874
RUGMHR/AMEMBRSSY TEHRAN 4228

RUEH¥ O/AMEMBASSY TOKYC PRIORITY @496
RUEATRS/DEPT OF TREASURY

BT
CONFIDENTTIALKUWAIT 1549
LIMDIS
USEEC
ACTION COPY

E.O. 11652 XGDS-1
TAGS: EFIN, KU
SUBJ: GOK SUSPENDS PURCHASE OF FOREIGN CURRENCIES 3~,(\

REF: KUWAIT 1388 (NOTAL)

1. AT MARCH 14 RECEPTION IN HONOR OF RETIRING COMMERCIALG///

BANK CHAIRMAN (AT WHICH GUEST LIST VALUED IN MULTI-MILLIGNS *M{Lr

AMBASSADOR HAD OPPORTUNITY FOR VERY BRIEF EXCHANGE WITH ,r{i

KHALID ABU SA*UD-, AMIR' FINANCIAL ADVISOR., ABU SA'UD

(PLEASE PROTECT)* INFORMED HId THAT GOVERNWENT HAD ISSUED

INSTRUCTIONS TO ITS AGENTS THAT SAME DAY NOT TO BUY FOREIGN ;Jb',ﬂ
RRENCIES WITH KUWAITI-HELD DOLLARS AND TO HOLD

PRESENT INVESTHENWT POSITIONS, AMBASSADOR EXPRESSED

APPRECIATION FOR THIS EXAMPLE OF KUWAITI COOPERATION.

2, COMMENTING ON PRESENT DOLLAR RATE OF EXCHANGE,
ABU SA'UD FELT THAT THE ADDITIONAL $2 BILLION (ON TO0P OF
PREVIOUS $2 BILLION) FROM US-GFRMAN SWAP AS RECENTLY
AGNEED BY US AND FRG WILL BE INSUFFICIENT TO PROP UP DOLLAR
UNDER PRESENT CONDITIOMNS, HE BELIEVED THAT AMOUNTS UP
TO $1¢ BILLION WOULD BE NEEDED TO STABILIZE THE DOLLAR AT
THIS TIME,

MAESTRONE

CONFIDENTI Al
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TABR SUBJS KUMAIT FOREIGN ASSISTANCE, 1962-1977
TES

ISFA____ ERNAL KINAIT FINANCE MINISTRY REPORT INDICA
;r.ms_magﬁ\& mspsmzncz (1961 AND THROUGHT 1977, Ku“nenams
AS BIVEN TOTAL OF $6.2 BILLION IN AID ($2.5 BILLION IN | .
$2 BILLION IN LOANS AND $1.7 BILLION THROUGH WULTILATERAL

(RY TNSTITUTIONS » KUWAIT CONTRIBUTED AN AVERAGE OF 9.4 PERCT

1

OF ITS GNP IN AID DURING 1972-1977, OR ROUGHLY $11,000 PER

o R T
FRETNTL
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KUJAITI OVER THIS PERICT. FACK THAT TUO-THIRDS ($2.9 BILLIOMW
OUT OF TOTAL OF $4.5 NILLION YN BYLATERAL LOANS AND GRANTS WAS
GIVEM BRNTVEEN 1974 AN 1577 T TCATES UPUARD TREND IN ASSISTANCE
SINCE 1575 OJLAFIICE wilde I.iiuass L LOANS TO NON- ARAB
COUNIRIES FROM 85 PERCENI OF TOTAL LCANS IN 1975 TO 48.5
PERCEINT IN 1977 IMDIC'TES BROADRNING OF XUYAITI AID TO NOM-
ARAB UCRLD, REPGAT Du™C 2OT INCLIDE FISIRES FCR "DEPOSITS
MADE WITH LDC CEWFRAL bAIIXS WHICH ARE UNLIKELY TO BE WITH
DRAWN, AND MAY NOT I:NCLUDE $760 MILL ION CONTRIBUTION TO GULF
ORGANIZATION FOR THE DEVELOPNMENT OF EGYPT (GODE), HENCE,
FIGUWRES CITED ARE, IF ANYTHING, CONSERVATIVE, AND SHOULD BE

CONSIDERED MINIMUWI ESTIMATE OF KUWAITI FOREIGN ASSISTANCE.
END SUMMARY.

2, ECON CHIEF RECENTLY OBTAINED INTERNAL KUWAIT FINANCE

MINISTRY STUDY, DATED FEB. 15, 1978, WHICH PROVIDES EXTENSIVE
STATISTICS ON ALL KUJAITI ASSISTANCE FRO YEAR AFTER INDEPENDENCE
WHEN SUCH AID BEGAIN (1962) THROUGH DEC, 31, 1977. DETAILS,

AND COPY OF REPORT, WILL FOLLOW BY AIRGRAM. SIGNIFICANT
INFORMATION PROVIDED BY STUDY IS AS-FOLLOWS,

3. TOTAL ASSISTANCE PROVIDED:s SINCE 1962 KUWAIT HAS PROVIDED
TO LDC' S APPROXIMATELY $2 BILLION IN LOANS AND $2.5 BILLION
IN GRANTS. IT HAS CONTRIBUTED $1,7 BILLION TO MULT ILATERAL
AID INSTITUTIONS, FOR A TOTAL OF $6.,2 BILLION IN FOREIGN

ASSISTANCE, MOST OF THIS ($5.45 BILLION WAS GIVEN IN THE
PERIOD 1973-1977,

4, AID TO GNP RATIO. TOTAL KIMAIT GNP FOR THE PERIOD 1978
THROUGH 1977 1S ESTIMATED TO BE $58.3 BILLION. THE $5.45
BILLION IN AID CITED ABOVE MEANS KUWAIT, ON THE AVERAGE,
CONTRIBUTED 9.4 PERCENT OF ITS GNP IN AID DURING THE PERIOD
1978 THROUGH 1977, SINCE THE AID FIGURE DOES NOT INCLUDE
LARGE "DEPOSITS" MADE WITH LDC CENTRAL BANKS WHICH ARE
UNLIKELY TO BE RETURNED, THE ACTUAL AID FIGLRE, AND AID

AS A PERCENTAGE OF GNP, IS PROBABLY HIGHER.

5. PER CAPITA AID: THE TOTAL OF KUWAIT NATIONALS AT THE END

OF 1977 WAS ABOUT HALF A MILLION, LEAD'ING TO A ROUGH FIGURE

OF $11,208 IN AID GIVEN PER KUWAITI OVER 1973-1977, SINCE
KUWAITI POPULATION INCREASED BY 6 PERCENT ANNUALLY OVER THE
PERIOD 1372-1977, THE PER CAPITA AID FIGURE IS IN FACT HIGHER,
FOR CY 1977, TOTAL LOANS AND GRANTSIN AID AMOUNTED TO 7,58
MILLION, OR $1,588 IN AID GIVEN PER XUWAITL THIS FIGURE

DOES NOT INCLUDE ASSISTANCE THRQUGH MULT ILATERAL INST ITUT IONS,
WHICH BROUGHT TOTAL ASSISTANCE IN 1977 TO WELL OVER $1 BILLION,
OR WELL OVER 2,880 PER CAPITA IN AID,
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6, EXHAUSTIBLL RESOURCE STIE FINANCE WIRISTRY STUDY RIGHTLY

POINTS OUT THAT KUVAIT'S ALD 15 RASED ON DTPLETION OF THE
EXHOUSTIDLY #XcGURCE 0N WHICH KUVALT'S wloHoMY IS BASED, OIL,
HENCE THY COURTRY'S Al bRalw IS GNEATER THAY THAT FOR DIVYLOPED
COUNTRIES WHOCE ECOMOWIES ARE LARGELY BASED ON RENEWABLE RESOURCES
AND ECONOQMIC ACTIVITY.

7. TRENDS. BECAUSE CONTRIBUTIONS TO WULTILATERAL INSTITUTIONS

ARE NOT BROKEN DOWN BY YEAR IN THE STUDY, PRECISE FIGURES ON
TRENDS IN AID PER YEAR ARE MNOT AVAILARLE. HOWEVER THE FACT

THAT TWO-THIRDS ($2.9 BILLIOW) OF THE TOTAL OF $4.5 BILLION IN
LOANS AND GRANTS SINCE 1962 WERE GIVEN IN THE PERIOD 1974-1977

IS INDICATIVE OF AN UPWARD TREKD IN ASSISTANCE SINCE THE 1973

OIL PRICE RISE. THE MODERATE INCREASE IN ANNUAL GRANTS AND

LOAMS FROM $656 MILLION IN 1975 TO $750 MILLION IN 1977 PROBABLY
UNDERSTATES THE TREND, SINCE KuwalTI CONTRIBUTIONS TO MULTILATERAL
AlD FACILTIES HAVE INCREASED IN THE LAST 2-3 YEARS.

8., MORE AID TO NON-ARAB. COUNTRIES. OF TOTAL LOANS AND

GRANTS GIVEN IN THE PERIOD 1962 THROUGH 1977, THE REPORT
INDICATES THAT 87.9 PERCENT. WENT 70 ARAB COUNTRIES, 4.5 PERCENT
TO AFRICAN COUNTRIES, AND 7.6 PERCENT TO "OTHER™ (MOSTLY

ASTAN) COUNTRIES. GRANTS CONTINUE TO GO ALMOST ENTIRELY (98.8
PERCENT IN 1977) TO ARAB COUNTRIES. LOANS, HOWEVER, HAVE
INCREASINGLY GONE TO NON-ARAB COUNTRIES (48.5 PERCENT IN 1977
COMPARED TO 35 PERCENT IN 1975),

9. COMMENT, IN ITS TABLE ON "KUWAIT SUBSCRIPTION TO THE
CAPITAL OF INTERNATIONAL AND REGIONAL INSTITUTIONS™, REFORT
MAKES NOT MENTION OF %78 MILLION KUWAIT CONTRIBUTION TO THE
GULF ORGANIZATION FOR THE DEVELOPMENT OF EGYPT (GODE). THIS,
AND FACT THAT NO FIGURES ARE GIVEN FOR "DEPOSITS™ WITH LDC
CENTRAL BANKS WHICH ARE UNLIKELY TO BE WITHDRAUN, LEADS US TO
THE CONCLUSION THAT FIGURES OF FINANCE MINISTRY REPORT ON
KUWAIT FOREIGN ASSISTANCE ARE, IF ANYTHING, QUITE CONSERVATIVE
AND SHOULD BE CONSIDERED A MINIMUM ESTIMATE OF KUWAIT FOREIGN
ASSISTANCE FOR THE PERIOD 1962 THROUGH 1977.
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CONFIDENTIAL

PARIS 1984
KUVALT 2729

HOUTREAL FOR USREP TO ICAO

E.0, $1553% GDS
TaBSs PINS, EALR

SUBJECT: KUWAIT ACCESSUBN To ANTI-HIJACKINGCONVENTIONS

REFs STATE 90959

1o I CALLED ON CROWN PRINCE/PRIMEMINIS .
) 1) g STER SH; *
S%sgggﬂﬁLA GN‘HAY € AT MY REQUEST. I HAg N§¥A;§§Fsz AD
? CALL ON HIM SINCE WIS ELEVATION TO MIS Ngy POSITION

“AND WANTED T’ TAKE THIS OPPORTUNITY T0 -RAISE A NUKBER OF

MATTEFS | PPINCIEAL ANGIT. WHLCH WAS i
ACCESSION. 10 THE AHTI-JIT0r o7 iHa: Convennags O KUVALTI
g . . s ity e Al '

B

2. 1 PRIFACED MY REWARKS ON TMIS SUBJECT BY NOTINGTHAT

SHALKK . Ay A I
HALKK SA'AD WAS KUWALT!S LEADING EXPERT ON HIJACKING ,

e N AL

o
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CONFIDENTIAL z Qq
HAVING HANDLED ON BEHALF OF THE GOVERNMENT WHILE MINISTER
G INTERICE THREE RIJACRING THCIDENTS TiVOLVING KUWAIT.
I DREW HIS ATTENTIONM TO THE THREE HIJAKKING COHVENTIONS
AID TO THE FACT THATKUWAITHAD ONHLY SIGUED THE HAGUE
CONVENTION SO FAR. SHAIXH SA*AD WAS AWARE OF THE FACT
THAT KUWAITHADSIG NED, ONE CONVENTION BUT WAS UNCLEAR AS
TO WHICH ONWE AND TO THE STATUS OF THE OTHERS., I TOLDHIM
T wAS #Y UNDERSTANDING THAT THE FOREIGN MINISTRY waAS
PUTZPARED TO RECOMMEND THE SIGNING AND RATIFICATION OF THE
THREE COHVENTIONS TO THE COUNCIL OF MINISTERS, BUT IT
WaS AWAITING THE RESOLUTION OF CERTAIN TECHNICALITIES
INVOLVED IN THIS PROCESS.

3. CONTINUING MY PREEENTATION, I POINTEDTO THE

['PORTANCE OF ALL STATES RATIFYING THESE CORVENTIONS IN
ORDER TO HELP REDUCE ACTS OF UNLAWFUL INTERFERENCE WITH
INTERNATIONAL CIVIL AVIATION., I MADE REFERENCETO THE UNGA
RESOLUTION 32/3 AND TO THE FACT THAT THE US, UX AMD FRANCE
WERE ASKED BY OTHER SIGNATORIES TO RAISE THIS MATTER WITH
KUUAIT AND SEVERAL CTHER NATIONS. I NOTED THAT THE

BRITISH AMBASSADOR HAD MET WITH FOREIGH MINISTRY UNDER-
SECRETARY RASHID.AW-RASHID ON MAY 2 ON THIS SUBJECT. 1
OBSERVED THAT, WHILE INITIALLY THERE HAD BEEN REILUCTANCE
TO SIGN THESE CONVENTIQNS BECAUSE OF THE FEELING THAT THEY
WERE ANTI-PALESTIMIAN IN NATURE, I BELIEVED THAT THIS WAS
MO LONGERA PROBLEM SINCE IT WAS CLEAR THAT THESE
CONVENTIONS HAD A WIDER OBJEXTIVE. IN FACT, PLO LEADER
Y4SSER ARAFAT HAD HIMSELF, ON A NUMBER OF OCCASIONS,
CONDEMNED HIJAKKING. I ALSO REMINDED SHAIXH SA*AD THAT
KUWAIT*S MAJOR NEIGHBORS, IRAN AND SAUDI ARABIA, HAD BOTH
SIGNED AND RATIFIED ALL THREE CONVENTIONS AND THOUGHT THAT
THERE SHOULD BE NO REASON WHY KUWAIT COULD NOT ALSO DO SO.
IT WAS MY IMPRESSION THAT THE OTHER GULF STATES, WHICH HAD
KZITHER SIGHED NOR RATIFIEDTHESECONVENTIONS, WERE

PROBABLY WAITING TO SEE WHAT KuWwaUT WQULD DO IN THIS
RESPECT.,

4. THE PRINE MINISTER MADE MO SUBSTANTIVE COWMENT ABOUT
THE HATTER, BUZ DENHONSTRATED INTERZEST LURING MY
PRESENTATION. HE SAID THAT MY WOULD DISCUSS THIS MATTER
WITH TTE FOREIGN MINISTER THE FOLLOWING DaY (O WHICH THE
COUNCIL OF MINISTERS MEETING WaS ALSO GCHECULED TO TaXE
PLACE). HOPEFULLY THIS SUBJECT WILL BE INTRODUCED INTO THE
CuUNCIL'S DELIBERATIONS .

S, THEBRITISH AM3ASSADOR INFCEMED US THATIIDEASTCRETARY
R&SHID AL-RASHID HAD INDICATED GOK SUPPURT FOR THE Al CF
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LEoSE COLYINTIONS,, BUT HOTED THR INTCT

rﬁpﬁsTINInNS MENTIONED pBOVE, THEcg;ifgéiO:bgiggnggg
ulf:SS?D“{HAT THESE CONVENTIONS YERE DIRECTED ASAINST
LA#}EssgniS”FROﬂ_ANY GQUARTER AMD HAD NO POLITICAL MOTIVA-
TION. HE SUSGESTED THAT COUNTRIES LIKE KUWAIT, WHICH TOOK

THEIR INTZRNATIONAL RESPONSIBILIT
GIVE A LEAD TO OTHERS. - -IES SERIOUSLY, GouLp

S, THE EMBASSY WILL CONTINUE To FOLLOWTHIS U

A?D WOULPHAPPRECIATE BEING INFORMED OF ANY Pgagggss MADE
AS THE RniUET OF REPRESEFTATIONS TO OTHER COUNTRIES, $0
THAT THE%L EXAUPLES COULD BE USED aS NECESSARY TO !
ENCOURAGE XUWALT ACTION IN THIS RESPECT.

MAESTRONE
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INFO RUCIST/ANEVBASSY ABU DHA3I 4239 ¢ 010862
RUEHAM/ANSIBASSY A¥fAN 2659 3 ¢
RUEHSG/A{EM3ASSY CAIRO 1983 L ACTION
RUQMOD/AMEMBASSY DOHA 1952 qv POL3
RUGMRA/AUENB ASSY JIDDA 5646 <

RUDTC/AHENBASSY LONDON 3121 INFO
RUQKMT/ANEMBASSY MUSCAT 1521 AMB
RUCHAM/AMEMBASSY MANAMA 3412 R

RUGINS ZAHEM3 ASSY SANA 1024 ICA
RUGUKR /o HEMBASSY TEHRAN 4398 M
RUGHYA/USLO RIYADH 189 CRU2
ZEN/USINT BAGHDAD POU

CONFIDENTI AL KWMAIT 4217 73

E.0. 115523 @GDS
TaGS: PEPR, ENRG, KU, YE, YS
SUBJECT: ARAB LEAGUE "BOYCOTT"™ OF PDRY: OIL SUPPLIES

REF: (A) KUWAIT 4193 (NOTAL), (B) XUWALT 4858 NOTAL

1. DURING CALL ONo WWWAIT OIL MINISTER SHAIKH ALI KHALIFA
AL-SABAH JULY 25 CHARGE AMD LECON CHIEF ASKED HIM WHETHER
WWAIT HAD CUT OFF OIL SUPPLIES TO ADEN PURSUANT TO

THE JULY 2 ARAB LEAGUE FOREIGN MINISTERS® DECISION TO FREEZE
RELATIONS WITH PDRY.

2. MINISTER EXPLAINED SITUATION AS FOLLOWS: FOR SOME TIME
PRIOR TO ARAB LEAGUE MEETING, KUWAIT AND IRAQ HAD USED ADEN
REFINERY FGR SOME OF THEIR CRUDE, WITH RESULTING PRODUCTS
BEING SOLD TO YAR. (PDRY NEVER OWNED EITHER THIS CRUDE OR
ITS PRODUCT.) THE OM.Y ADVANTAGE TO PDRY WAS THAT KUWAIT'S
PROCESSI NG OIL THERE RAISED THE PERCENTAGE OF REFIMERY
CAPACITY BEING USED, THEREBY LOWERING COSTS FOR PDRY'S

ADEN REFINERY. ARRAMGEMENT WAS IN FACT LUCRATIVE FOR
KWALT, MINISTER EXPLAINED, SINCE NORTH YEMENI MARKET WAS

A GOOD ONE AND REFINING CRUDE IN ADEN CUT TRANSPORT COSTS,
VHICH WERE HIGHER FOR PRODUCTS THAN FOR CRUDE, FURTHER
TWIST was THaT XUWAIT MARKETED PRODUCTS PRODUCED FROH

ADEN REFINERY ON THE BASIS OF OIL IRAQ HAD AGREED TO -SUPPLY
THERE UNDER A SWAP ARRANGEMENT IN WHICH IRAQ WAS COWPENSATED
BY PROVISION OF REFINED PRODUCTS FROM XUWAIT'S SHUAIBA
REFINERY TO IRAQ.

3, ALI XHALIFA SAID THAT, SINCE THE ARAB LEAGUE COUNCIL
DECISION, ¥UWAIT HAD “CONGEALED™ ITS CRUDE SUPPLY RELATIONSHIP
WITH ADEN, PENDING FURTHER REVIEW. THIS MEANT THAT XUWAIT IS
NO LONGER SUPPLYING OIL TO THE ADEN REFIMNERY AND IS SHIPPING
REFINED PRODUCTS FROH ITS SHUAIZA REFINZRY IN KUWAIT
DIRECTLY TO THE YAR AT A HIGHER COST TO KUWAIT. MINISTER®S
UNDERSTANDING IS THAT IRAQ HAS ALSO SUSPENDED USE OF ADEN
REFINERY FOR IRAQI CRUDE.

SUTHERLAND
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TO RUEHC/SECSTATE WASHDC 1523
INFO RUGYBI/AMEMBASSY ARU DHABI 4444
RUEHAM/AMEBASSY AMMAN 2664
ZEN/USINT B AGHDAD
RUEHEG 7/AME B ASSY CAIRO 1989
RUQMOD/AMEMBASSY DOHa 1956
RUQNRA/AMEMBASSY JIDDA 5652
RUGIKM /AMEMB ASSY XHARTOUM 537
RUDTC /s MEMBASSY LOMDON 3133
RUMAM/ANMEMBASSY MaMawia 3417
RUGIMT/ANEMBASSY MUSCAT 1525
RUGIYA/USLO RIYADH 3151
RUQMNS /AMEMBASSY SANA 1326
g?QNHR/AMEMBASSY TEHRAN 4435

co NFIDENTTI ALSECTION 1 OF 2 KUWAIT 4328

E.0. 11652: GDS
TAGS: EAID, YS, PDRY

SUBJ: NUANCED "CUT-OFF” IM ARAB AID TO SOUTH YEMEN

REF: (A) JULY 13, (978 ECONOMIC INTELLIGENCE WEE
(B) XUWAIT 4217 (NOTAL), (C) KUWAIT 4193 EDJOTAL)

4958 (NOTAL).

l. SUMMARY. DESPITE JULY 2 ARAS LEAGUE
ALLEGED CUTOFF IN AID BY XUWAIT AND KUW

' 382011167

ACTION:
ECONS

INFO:

AMB

DCM

POL3

PM

OR

ICA

ADM

CRU2 R12

KLY REVIEW,
s (D) XUWAIT

"BOYCOTT™ OF SOUTH YEMEN,
AIT-BASED INSTITUTIONS

T0 PDRY HAS ONLY BEEN PARTIAL, KUWAIT'S CENTRAL BANX TE

THAT THERE HAS BEEN NO INTERRUPTION OF BANKING REIA..A"‘I(IgN’éLSIgg
ADEN. THE KUWAIT-BASED ARAB FUND IS NOT ACTIVELY CONSIDERING

ANY NEW A‘SSISTANCE TO PDRY, BUT THIS IS DUE TO A GENERAL
SLOW-DOWN OF ACTIVITY, NOT BECAUSE OF ANY ACTION AGAINST PDRY

PER SE. KUWAIT FUND SOURCES DO NOT BELIEVE PAY-OUTS WILL BE
STOPPED ON EXISTING LOANS TQ PDRY, AND IT MAY EE SOME TIME

BEFORE FUND HAS TO CONSIDER NEW LOANS TO PDRY. ONLY SPECIFIC HALT
IN AID TO PDRY WE COULD FIND WAS CUT IN KUWAITI EDUCATION AND

HEALTH ASSISTANCE FROM APPROXIMATELY

.’JBEYFYJ}ZI?Z)giCC%LL BY PDRY'S FINANCE ¥
ATES AT A MINIMUM THAT ECONOM
DISCUSSIONS BETWEEN THE TWO‘ CEJUNTRIES CONT}ngEI.NANCIAL

END SUMMARY.

CONFIDENTIAL
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2. ARTICLE IN REF A, "SOUTH YEMEN: CUTOFF IN ARAB AID," WHILE
HIGHLY USEFUL AND APPRECIATED, GIVES IMPRESSION THAT CUTOFF

IN ARAB AID TO PORY HAS BEEN MORE DRASTIC THEWN WE BELIEVE HAS
BEEN THE CASE AS FAR AS KUWAIT IS COMCERNED. STATUS OF AID EITHER
PROVIDED BY KUWAIT OR THROUGH XKUWAIT-BASED INTER-ARA3 AID
INSTITUTIONS SINCE JULY 2 ARAB LEAGUE RESOLUTION “"FREEZING"
RELATIONS WITH PDRY IS AS FOLLOWS.

3. EWMIGRANT REMITTANCES TO PDRY. ARTICLE STATES THAT "SAUDIS

ARE MOVING IN COMCERT WITH KUYAIT AND THE UAE TO ELOCK

TRANSFER TO WORKER REMITTANCES TO SOUTH YEMEN,"™ WHICH

"AMOUNTED TO ONE FOURTH OF SOUTH YEMEN'S GNP IN 1976," IF

CUTOFF wAS IN FORCE HERE, FIRST ORGANIZATION TO KNOW WOULD

BE WUyAIT'S CENTRAL BANX. QUERIED BY US ON SUBJECT JULY 26,
CENTRAL BANK'S KHOWLEDGEABLE DZPUTY GOVERNOR EXPRESSED SURPRISE,
SAYING THAT HE KNEW OF NO STOPPAGE OF ANY XIND IN BANX

RELATIOS 4ITH ADEN. AS FAR AS HE wAS CONCERNED, TRANSFERS,
TELEXES, ETC. WITH ADEN WERE ON A "BUSIMESS AS USUAL BASIS."

4. ARAB FUND AID TOQ SOUTH YEMEN. ARTICLE TERMS KUWAIT-BASED

ARAB FUND FOR ECONOMIC AND SJOCIAL DEVELOPMENT AS "LARGE
CONTRIBUTOR™ OF ASSISTANCE TO PDRY. SINCE ITS ESTABLISHMENT,
ARAB FUND HAS APPROVED LOANS TOTALLING APPROXIMATELY %26

MILLION (7.1 MILLION KUWAIT DINARS =--KD) TO FINANCE TWO PROJECTS
IN SOUTH YEMEN -~ $14,3 MILLION (OR 3,95 MILLION XD) FOR ADEN
PORT REHABILITATION aND $11.7 MILLION (OR 3.2 MILLION XD) FOR
FISH PROCESSING FACILITIES IN MUKALLA. EARLIER THIS YEAR FUND
WAS COMSIDERING FINANCING TWO ADDITIONAL PROJECTS, APPROXIMATELY
$37 MILLION (12 MILLION XD) FOR ELECTRICITY GENERATION IN

THE wADI. HADRAMAWT AND $6.6 MILLION (1.8 MILLION XD) FOR
ASRICULTURAL DEVELOPMENT IN WADI TURBAN. SENIOR ARAB FUND
OFFICIAL TOLD ECON CHIEF JULY 26 THAT DESPITE JULY 2 ARAB

LEAGUE DECISION, PAYMENTS FOR THE TWO ALREADY APPROVED

PROJECTS CONTIMUE; .IN FACT, SOME PAYMENTS ON ONE WERE MADE

ONLY A FEW DAYS AGO. HE COMMENTED THAT, GIVEN THE FACT THAT

CTONFIDEMNMTIAL
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M AMEMBASSY KUWAIT

Tu RUEHC/SECSTATE WASHDC 1524
INFO RUQMBI/AMEMBASSY ABU DHABI 4045
KUEHAM/AMEMBASSY AMMAN 2665
kUEHEG/AMEMBASSY CAIRO 1998
LiN/USINT BAGHDAD
RUGMOD/AMEMBASSY DOHA 1957
RUQMRA/AMEMBASSY JIDDA 5653
RUQMEM/AMEMBASSY KHARTOUM 538
RUDTC/AMEMBASSY LONDON 3194
HUQMAM/AMEMBASSY MANAMA 3418
RUQMMT /AMEMBASSY MUSCAT 1526
RUQMYA/USLO RIYADH 192
RUQMNS/AMEMBASSY SANA 1027
:gQﬂBR/AHEMBASSY TEHRAN 4406
CONFIDENTI AL SECTION 2 OF 2 KUWALT 4328

ALL ARAB COUNTRIES ARE MEMBERS OF THE ARAB FUND, IT WO

DL DIFFICULT TO OBTAIN THRIR AGRREMENT T0 STOP ilYHl:TgL¥OR
PROJECTS ALREADY APPROVED. CONSIDERATION OF THEI TWO ADDITIONAL
PROJECTS 15 SUSPEINDED, NOT BECAUSE OF ANY SPECITIC POLICY

AGAINST SOUTH YEMEN, BUT BECAUSE ALL NEW COMMITMENTS BY THE

AKAS YUND ARE IN SUSPINSE AND FEV ARE LIKELY 70 BE APPROVED BEFORE
CONSIDERATION OF AN INCREASE OF THE FUND’S CAPITAL AT -THR

WEXT ANNUAL MERTING IN®APRIL, 1879.

B. KUWAITI ASSISTANCE. DIRECT GOVERNMENT OF KUWAIT

$U SQUTH YEMEN IS CHANNELED THROU&H T™WO ORGANIZATIO:S?IgEéNCl
EUvAIT FUND FOR ARAB ECONOMIC DEVELOPMENT (FOR MAJOR PROJRCTS)
AND THE GENERAL AUTHORITY FOR THE SQUTH AND THE ARABIAN GULT '
{¥ou "HUMANITARIAN ASSISTANCE," DEFINED AS ASSISTANCE IN TER
CONSTRUCTION AND OPERATION OF SCHOOLS AND HOSPITALS,)

(A) KUWAIT FUND, SITUATION REGARDING KUWAIT PUND ASSISTAN
IN MURKY, SINCE 1962 KUWAIT FUND HAS APPROVED LOANS‘TO sot‘m‘iB
YIHEN TOTALLING APPROXIMATELY 143 MILLION (11.73 MILLION XD),
P#OST RECENT WAS APPROXIMATELY $12 MILLION ﬁz.v MILLION KXD)
JOR MUKALLA FISHERIES PROJECT, SIGNED NOVEMBER 22, 1976 IN
CONJUNCTION WITH THE ARAB FUND. THERE IS ONLY ONE XUWAIT FUND
PROJECT FOR SOUTE YEMEN PRESENTLY UNDER CONSIDERATION,
AFPHOLIMATELY $8 MILLION (2.5 MILLION KD) FOR PARTIAL FINANCING
Yok AN AIRPORT AT RIYAN. LONG TIME FUND OFFICIAL (HIMSELF A NORTH
YLMEN]) DEALING WITH YEMEN MATTERS TOLD US THAT FUND’S

CO NFIDENTIAL
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DEALINGS WITH BOTH YEMENS TOOK A GREAT DEAL OF TIME AND THAT
PROCESS LEADING T0 FINAL NEvW PROJECT APPROVAL WAS YRRY SLOvV.
7HIS BEING THR CASE, THERE WAS NOT EVIN A NERD FOR ANY FORMAL
“YREELE ON CONSIDERATION OF NEV PEOJERCTS NOW, AND HE KNEW

OF NONE, AS FOR RXISTING PROJECTS, -HE FPELT THAT IT WOULD BE
DIFFICULT 20 STOP "DISBURSEMENT OF FUNDS ALRBADY LONG COMMITTRD
UNDER SIGNED LOAN AGRBEEMENTS.

(B) GENERAL AUTHORITY FOR THE SOQUTH AND ARABIAN GULFY. THEIS
KUWAITI ORGANIZATION WAS SET UP IN 1963 T0 CHANNEL ASSISTANGE
TO BAHRAIN, THE THEN SEPARATE EMIRATES OF WHAT IS NOW THE
'UNITED ARAB EMIRATES, OMAN AND THY TWO YEMENS. THE UAE WAS
DROPPED FROM THE LIST UPON ITS INDEPENDENCE AND AID TO
SOUTRERN SUDAN WAS ADDED IN 1973, OVER PAST YET YEARS.

THE AUTHORITY HAS BUDGETED ANNUALLY ROUGHLY $9 MILLION (2.4
MILLION KD) FQR ASSISTANCE TO SOUTH YEMEN. OF THIS, ABOU? 47,5
-‘HILLION §'2 MILLION KDJ PER YEAR VENT FOR BUILDING OF SCHOOLS
AND HOSPITALS AND $1.5 MILLIOR (449,086 KD) FOR THE PAYMENT OF
SALARIES OF 3100 TEACHERS, 10 DOCOTORS AND MISCELLANEOUS
TECHMICIANS , ENGINEERS AND ADMINISTRATORS IN SOUTHERN YEMEN.
(THE AUTBORITY MAINTAINS A SMALL OFFICE IN ADEN.) BECASE OF
THE JULY 2 ARAB LEAGUE DECISION, THE AUTHORITY’S DIRECTOR
TO0LD US, THE USUAL ROUGHLY -47.5 MILLION POR CONSTRUCTIO N EAS
BEEN DROPPED FROM THE BUDGET FOR FISCAL 1979 (JULY 1, 1078
JUNE 3@, 1979). HOWEVER, THE $1.5 MILLION YOR TBACHERS,
DOCTORS, AND ADMINISTRATIVE OVERHEAD WILL CONTINUE, AS THIs
COMES-UNDER THE EXCEPTION POR "BUMANITARIAN . ASSISTANCE
DECIDED UPOM BY THE GOYERNMENT OF KUWAIT.

6. PRESS REPORTS THAT PDRY FINANCE MINISTER, FADIL MUBSIN
ABDULLAH, CALLED ON KUWAIT’S AMIR JULY 3@ AND LEPT KUVAIT FOR
'LIBYA 'JULY 314 WER ASSUME THAT HR VAS ASKING FOR ASSISTANCE.

7. COMMENTS AS DEPARTMENT IS Avnng. GOVERNMENT OF KUVAIT HAS
FOR MANY YRARS ARGUED THAT TEZ CARROT WOULD BR.MORX EFPECTIVE
THAN THE STICK IN WEANING PDRY BACK TO TRUE ARABISM AND
MODERATION. AS A RRSULT OF 7THE JULY 2 ARAB LRAGUR DECISXON
AGAINST PDRY, 1T HAS MOVED AWAY FROM TER CARROT, BUT ONLY
GOTTEN AS FAR AS THE TWIC. WE DOUST THAT? GOK VOULD BYER GO S0
FAR AS BLOCKING BANK TRANSTERS TO ADEN, SINCE A CARDINAL POLICY
TOR THIS MBRCHANT CITY-STATE HAS ALWAYS BEEN FRER MOVEMENT OF
CAPITAL -INTO AND OUT OF THE COUNTRY, MAESTRONE
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AMEMBASSY TEHRAN ,_“___L_couxxnsugxlr ‘ﬁl
€.0. 11652: | ACTION? SECSTATE WASHDC ' 1

TAGS:
SUBJECT: | INFO: AMEMBASSY AMMAN
AMEMBASSY ANKARA
ACTION: | AMEMBASSY ISLAMABAD
AMEMBASSY- JIDDA
AMEMBASSY KUWAIT
AMEMBASSY LONDON
AMEMBASSY PARIS

CONFIDENTIAL TEHRAN
POL-3  |LIMDIS

08000

AMB BE.0. 11652: GDS
oCM
;ﬁ“ TAGS: PEPR, IR, KU

SUBJECT; IRAN~KUWAIT RELATIONS

1. THE DEAN OF YHE LOCAL DIPLQMATIC CORPS 1§ A SHEIK
NASR AL-JABER, A BRIGHT YOUNG KUWAITI PRINCELING, THE
NEPHEW OP BOTH THE EMIR AND THE PRIME MINISTER QF EKUWAIT
LIKE ALL GOOD KUWAITIS HE CELEBRATED THE END OF RAMAZAN
BY LEAVING TEHRAN AND HEADING FOR THREE WEEKS IN PARIS.
2. I WAIS THEREFORE SOMEWHAT STARTLED T0 RECEIVE A
TELEPHONE CALL FROM HIM THE EVENING OF SEPT 18, SAYING

HE WAS IN TOWN *INCOGNITO" AND THAT HE, WANTED TO SEE ME,

T Smdovin eVt ORAPTING QATE ] TEL. BXT. [:ouvlnf Gl SASIPIGA ViDN A»n@ua’px.
A8 WHSullivan:m 9/19/78 A? (&AZ :

C E PPTIONAL FOAM 152()
CLASHIFICATION (

[ ALTRT ] Pept. of Siare
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E.0. 11652 | ACTION: SECSTATE WASHDC R rﬁlgvggggg gg% 78 MORSE
SUE}'EAg?_: INFO:  AMEMBASSY ¥4 SECSTATE WASHDC _—
INFO: (IMEMBASSY AN ;g AMEMBASSY TEBRAN IMMEDIATE 7630 s
ACTION: | AMEMBASSY ISLAMABAD b
ANENBASSY ISLAN CONFIDENTTI AL STATE 274100 porfz
AME
AMEMBRSSY fggﬁéﬁ YOR UNDER SECRETARY’S PARTY (EDWARD MORSE) }f‘f;
AMEMBASSY PARIS £.0. 11652: GDS o
0
CONFIDENTIAL TEHRAN 08000 TACS: EFIN, KU, US, ég\b 2112

SUBJECT: COOPER VISIT TO KUWAIT; U.S. TAX TREATMENT OF

POL~3 LIMDIS
LUYAIT DIRECT INVESTMENT

AMB E.O. '11652: GDS

DsM REF: STATE 256288

P/M TAGS: PEPR, IR, Kb

OR ' ! 1, XUWAITI OFFICIALS MAY RAISE WITH UNDER SECRETARY COOPER

SUBJECT: IRAN-KUWAIT RELATIONS 15SUE OF PROPOSED IRS REGULATIONS CONCERNING TAXATION OF

CRU-2 IDCOLE OF FOREIGN GOVERNMENTS FROM INVESTMENT IN UNITED
1. THE DEAN OF THE LOCAL DIPLOMATIC CORPS IS A SHEIK STATLS. TFOLLOYWING 1S BACKGROUND AND TALKING OINTS, WHICH
' AMEMBASSY XUWAIT MAY WISH TO SUPPLEMENT.
NASR AL~JABER, A BRIGHT YOUNG KUWAITI PRINCELING, THE
». IRS HAS PROPOSED NEW REGULATIONS UNDER SECTIONS92 OF
NEPHEW OF BOTH THE EMIR-AND THE PRIME MINISTER OF KUWAIT. INTERNAL REVENUE CODE. UNDER SECRETARY’S PARTY (MORS™)
FAS COPY OF PROPOSED REGULATIONS AND SECTION 892. 1IN
LIKE ALL GOOD KUWAITIS, HE CELEBRATED THE END OF RAMAZAN “{IMMARY, SECTION €92 EXFYPTS FROM TAXATION INCOME OF
! “vnREIGN GOVERNMENTS™ FROM STOCKS, BONDS, BANK DEPOSITS
BY LEAVING TEHRAN AND HEADING FOR THREE WEEKS IN PARIS. "OR FROM ANY OTHER SOURCE WITHIN '{‘HE UNITED STATES.
2. I WAS THEREFORE SOV ‘ *ROPOSED IRS REGULATION INTERPRETS THIS EXEMPTION TO APPLY
RE SOMEWHAT STARTLED TO RECEIVE A 0%LY T0 “PASSIVE" INCOME (IWTEREST OR DIVI'=‘D INCOME) OR
TELEPHONE CALL FROM HIM THE EVENING OF SEP INCOME FROM CERTAIN GOVERNMENTALLY-ORIENTED ACPTIVITIES
NG OF T 18, SAYING {(*UCH AS TOUR OF A NATIONAL BALLET COMPANY). INCOME FROM
HE WAS IN TOWN "INCOGNITO" AND THAT HE WANTED TO SEE ME. YHGAGING IN A TRADE OR BUSINESS IN TEE U.S., £.G. OWNERSHIP
: o¥ A BOTEL, OFFICE EUILDING, OR REAL ESTATE LEASES WOULD
— e M TAXABLE TO FOREIGN GOVERNMENT OR ANY OF ITS AGENCIES OR
CORAFYTED BY: DRAFTING DATE]TIL. £EXT, JCON I{CL P :IUBDIVIS IONS .
Anazwnsu11ivan=m£A] 9/19/78 AMB Z(,‘
cLEARANGES *., OVER THE PAST 13 YEARS KUWAITI GOVERNMENT BAS INVESTED
IN CONSIDERABLE REAL ESTATE INTERESTS IN THE U.S., ACTING
{ IN PART THROUGH CHASE MANEATTAN BANK AS AGENT OR BRORER.
‘ 4PPARENTLY ASSUMING SECTION 8S2 EXEMPTION APPLIED TO
3 TYESE INVESTMENTS, KUWAITIS MAY NOT HAVE FILED INCOME TAX
CONFIDENTIAL OPTIONAL FORM 152(:1) ¥YTURNS., XUWAITIS TEUS FACE POTENTIAL TAX LIABILITY
AT FICATION (nmﬂggzﬂ?;g J0ING BACX THIRTZEN YEARS, IF REGULATION IS FINALLY PRO-
50162101 0t of Stai

QO IDENTIAL
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MOLGATED AS PROPOSER. WE DO NOT KNOW AMOUNT OF INVEST-
MENT OR TAX LIABILITY IN QUESTION.

4. AS EVIDENT IN REFTEL, AND AS EMBASSY YUWAIT MAY
ELABORATE, XUWAITIS ARF CONCERNED GENERALLY BY THE RE-
DUCTION IN RETURN ON INVESTMENT AND PARTICULARLY BY POTEN~-
TIAL APPLICATION OF THZ PROPOSED REGULATIONS TO INCOME :
FROM PAST YEARS. CHASE AND ITS LA¥YERS HAVE ARGUED TO
DEPUOTY SECRETARY CARSYWELL AND TO IRS, AND PRESUMABLY TOLD
KUWAITIS, THAT SECTION ",,, ON ITS ¥ACE, COULD REASONABLY
BE INTERPRETED TO EXEMPT KUWAITI GOVERNMENT FROM TAX ON
THE INCOME IN QUESTION. A, SUGGESTED REFTEL, KUWAITIS MAY
BELIEVE USG HAS SOME ANTI-KOWAIT POLITICAL MOTIVATIOH IN
PROP?SING REGULATION AT THIS TIME (-EIS IS NOT RPT NOT THE
CASE).

5. IF KUVAITIS RAISE THIS ISSUE, YOU MAY WISH TO DRAW ON
ABOVE BACKGROUND AND THE FOLLOWING POINTS. MOTIVATION
FOR PROPOSAL WAS IN FACT DESIRE TO CLARIFY APPLICATION OF
892 WITH RESPECT TO ALL FOREIGN GOVERNMENTS. (F.Y.I. -
INTENT GENERALLY WAS TO DISTINGUISE BETWEEN ~COMMERCIAL
AND "GOVERNMENTAL™ TYPES OF INVESTMENT) TREASURY EHAS
PROVIDED OPPORTUNITY FOR WRITTEN COMMENTS (INCLUDING THOSE
OF CHASE MANBATTAN BANK). WE UNDERSTAND TREASURY INTENDS
TO HOLD PUBLIC HEARINGS IN JANUARY ON THE PROPOSED REGU-
LATION. REGULATION WOULD NOT BE PROMULGATED IN FINAL
FORM BEFORE THEN. FURTHERMORE, TREASURY IS AWARE OF
KUVAIT’S SPRCIAL CONCERNS, INCLUDING PROBLEM APPLICATION
TO LAST YEARS INCOME. FQR THIS REASON WE UNDERSTAND
SECRETARY BLUMENTEAL INTENDS TO BRING TREASURY’S DEPUTY
ASSISTANT SECRETARY FOR TAX POLICY (FMIL SUNDLE) WITH

HIM ON NOVEMBER VISIT T0 KUWAIT.

6. DAVID ROCKEFFLLER CALLED ON ASSISTANT SECRETARY KATZ
CONCERNING THIS ISSUE. ROCKEFELLER POINTED OUT POTENTIAL
BARM TO BOP AND TO U.S.,-OPEC RELATIONS IF THIS REGULATION
%gPLEHBNTED. VANCE

#4100
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1. SUMMARY, “OTAL .UWATT pODUCLING (INCLUDING ITS S_ARE OF
?;CDUCTION FA0M 2004 PARTITICKED WITH SAUDI ARALIA) IS NOY
JINNING AT 2.1 MILLION B/D, EVEN IF GOJ wANTED TC¢, Tels COULE
AT BRE INCRIATED TO MOCH ¢ONL THAN 2.9 MILLION B/D BEACUASE

¢ NECESSARY WORK~OVEKS WHICH WILL NOT BEGIM UNTIL 1979 AL

ILL TAKE PEAIOD UF YEaRS., GUGLKF OIL CO. REPS BELILWE IRAS, -
CSAIT, SAUTI ARRBIA AND UAs HAVE TACI™ UNLLLSTANDIhG NOL 20
'OnSIDER‘INCEhASE IN PRCDUCTION IN RESPONSE 70 YRAwIAY SiCHRTrFALL
:?; ggnkkﬁiT 4EES VB TWO, JHLN SITUATION SHOULD BECCME CLFAR.R.

<. AFTER SENDING APF B, W& Cd45CKED WITB CF7lClals OF TEF OIL
MINISTRY ARD THe EUWALY OIL CumMPANY (¥0C), 4UWAIT’S LARGLST

<L YRODUCTK, AS WPLL AS GULF OIL COMPANY REPS, INCLGDING
+ISITING SeNIOK V.P, ¥O2 MAR{EIING. RESULTS OF INQUIRIES AND
DLECUSSIONS REGARDING POSSIBILITY 0¥ TUWAIT INCREASING 11§
PLODUCTION TO COMPENSATE PARTIALLY FOR IRANIAN SHORTFALL FOLLCY,

s. CAPACITY. ¥0C DiF #7EN. MANAGER IN CHARGE OF OPERATIONS
(1ROTECT) TOLD US AOV. 2 THAT ALTZOUGE KOC HAD ¥AL PLANS

i féngzggL; go r;iggt 3.4 MILLION 2/D EROLUCTIVE CaPACITY,

<o 7 NPTIONALTZATION AND OF GOi S LK OLIZ
+UNDS WERE NOT ALLGCA®ED FAR hECESSLRYFHggL Sgg:}gggzlixnrunlvl.
MAINTENANCE. SITUATION IS TUAT AT PTLTENT 4CC CANNOT MAINTAL

1 /ODUCTION OF OVEd 2.6 MILLION B/D. K00 EXFZOTS PO BiGIN

«: CESSARY WORA-CYER PRUGEAM I4 1979, RUT UALEES FONDING 1S

CQI & TIENILAL
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“ASTICALLY XN»erULD. PidChits WILh DMLY COVER wOrs«=~QVeR OF
lMF 22 0U%T O7F° Z0C’S 740 PLUS WiLLLY ¥ER Y¥al. MANAGER LEES NO
FRCSPECT FOA [NCREASE IN TPIS CAFACITY UNLESS Fx¥SENT
CLILING OF 2 MILLIUN B/D AVA AGK ANNUAL FROSUOTION. FOR.£OL 1%
TIFTED. AS FOR REMAINING Y UWAITI FRCLOCTIGHN CAPACITY Ik SAUDY/
~UWAITI PAKTITION:D ZONE, TERRZ ARE NO PLANS TO INCHEASE
AZABIAN OIL COMPANY’S (AGC) 452,092 B/D CAPACITY (1.b.
<OWAITI SHARE 225,20 B/D), OR THAT Of FORMER AMINGIL QPERATION
(- UWAITI SuARY C.%0,080 B/D). THIS MEANS EFFECTIVE TOTAL
SUWAIT PRODUCTIVE »APACITY IS A LITTLE OVER 2.4 MILLION B/L.

4, ACTUAL PYODUCTION. IN OCTOBLH, ACCORDING TC LATEST AVAILALLE
[HTEUNAL OIL MINISYRY FIGGRES, TOTAL KUWAITI PRODUCLICON WAS
AUNNING AT 2.1 MITLION B/D - 1.83 MILLION B/D rOR %0C AND
230,099 B/D FOH XUWAIT’S 3HARE OF PARTITIONLD Z0NE

PRODUCTION, 2.1 WILLIOM FIGUREZ IS & PRRCUNT INCREASL OVER
OCTORER, 1277, FOR FILST TEN MONTHS OF 19%vS TOTAL PRODUCTLION,
IHCLUDING KUWAIT SLAGE OF PARTITION#S 204k PRODUCTICN, AVERAGED
» MILLION B/D, UP ¢,7?77 FE4CENT OVER FIRST TEN MONTHS OF 1477,
DLTAILED PRCDUCTION FIGURES ARY AS FOLLOWS (IN BARRELS PaR DAY),

AVIRAGE

GCTOBER  J&N ~ OCT

<USAIT OIL COMPANY (.CC) 1,834,166 1,709,124
rOHMER AMINOIL OPZRATION g5,525 6,799
AKABIAN OIL €O. (ACC)=—{UwWAIT SHARE 200,120 141,338
TOTAL 2,113,811 2,219,323

5, GULF OIL COMPANY OFFICIALS TELL US TPHY AND THE w0
U.%ER HAJOR OFF=TA<ERS (SHLLL A~D EP) u4aVE ALL 3%:d 0 SLE
CUWAITYS OIL MINISUER RECARDING INCRFASING QKF-TAYE BUT TC
:AmE THE MINISTER HAS SHOWN NO TNTSGESY. GULK, wulCd USUALLY
PFMOANS MARZST CONDITIONS, SAYING IT CANNOT HMEFT ITS
MINIMOM CONTILCTUAL OFF7TA«S OBLIGATIONE, IS BUYING THR
M5XTMUM L¥VEL OF UIL ALLOWED UNDER ITS CONTRACT FAOM (MWAIT
{75,083 B/D); ¥i UNDERSTAND SHELL AND 3P ARE DOING LIKEWISE,
CULF REPS BELIAVE IRAQ, KUWAIT, SAUST ARABIA ARD UAZ HAVE TACIT
U' DERSTANDING NOT TO CONSIDER INCHEASE IN PRODUCTION IN
TUZPONSE TO IRANIAN SHORTFALL ¥OR AT LEAST WEEK OR TwQ, WHEN
SITUATION SHOULD BuCOME CLLARZR,

t. COMMENT. WP SERIODUSLY DOUEBT THAT LITTLY «UWALT WILL

#15B TO OPPEND IRANIANS BY TANING SKORT TFHM ADVANTASE OF
TRAN’S HOPLFULLY THYPOHARY COIL MISFGRTUNES. ON TdE OTHER
nwhnDy, IF THE SITUATION PERSISTS, Wi BELIEVE THAT YUWAITD
wOULD RAISE FRODUCSION TO TEB: LIMIT OF & LITTLE OVER 2.9
“ILLION B/D IN CONJUNCIION WITH EFFORTS BY 5WJ4DI ARaBIA, UAE
ANE OTHERS TO MEET REASONABLYE GLOBAL LEMANDS.

QONF TLERTIAL
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T FELT THAT, IVEM IF YO4G~TWRM, FUNDAMENTAL TRENDS BODR

“ UL TOR DOLLAM, 75 HAD 80T Y37 ACul UP 10 SEORT-TELRM
CRUALEM, IN RESPOMGE TC APFPEAL PCIt MCDERATION AT ABU DEARL
¢ CONFPREFNCE, OIL MINISTER SAID EE WOULD NOT AGCEP?T
P-7CT INCRYASE OF IfSS THAN 'PLN PLACENT, ALTHEOUOH TRIS
VICHT BE ACFYIEVED It STAGES, "UWAIT OFFICIALS BXPRESSIL
1L:.P CONCERN UVYER PIUCPOSED CIANGES UNDEX SLCTION B&Z2 OF

IS CODE WHICH WOUL™ MAYE “UWATIT COVAENMENT INVESTMENT IN
U REAL PSTATE SOUBJECT TC TAXATION, BXPRESSING CONCERN OVER
F1iSTIBLE PROGAZCSIV: PESTRAINTS ON FORLIGN INVESTHMENT, BOTH
CYL AND PINANCE MINISTERS DECRIED SUCR DISCOURAGEMENT OF
INTESTMENT, SINCE I<VESTMENT IS LINYED CLOSEILY TO COUNTRY’S
01t PRODUCTION PCLICY. IN WESPONSE TO UNDER SECRETIRY COOPLR »
Y~TSENTATION ON KOR1H/S0UTA [SSUES, FINANCE MINISTER
L*?2R852D SETPTICISK ABOUT VALUE OF PHOJELTS AKD EFFORTS
PoTATED TO THESY ISSUES. DIRICTION AND LEVEL OF AID POLICIES
¥“:'8 SUBJECT OF USEVUY DISCUSSION wITH 4UWAIT FUND HEAD AL-
YiMAD., SIPTEL DESCRIBES EXTENSIVE DISCUSSIONS GF SECTION

¢l APPLICABILITY T XUWAIT SOVERNMENT INVESTMERT IN

US. END SUMMART

2. 1IN & BUSY 24 BOUWS IN ~UWAIT, OCT 31-NOV 1, UNDER SEC=-
TTARY OF STATY TOR ECbNOHIC ATFARIRS RICBARD §. COQPER PALD
+ CNR=NOUR OFFICE C4LL ON NIL MINISTER SHAIZE ALT Y“HALIFA
AL-SABAH, EAD A TWO-u(#2 MEETING WITE FINANCE MINISTER
2°SB0Y AND MEIT WITE AMIR’S FININCIAL ADVISOR, EBALID ABU
£a°UD AND YBE DIRECTCR GENERAL OF T1E KUWAIT FUND FOR ARAB
LONOMIC DEVEZLOPMENT, ASDULLATIF AL-EAMAD, WEO GAVE 4
“LCEEN IN EI1S HONOW. AMPASSADPOR ALSO HOSTEL A DINNER

~ . UEZNDED BY ALI VHALIFA AND INFLULNTIAL KUWAITYI INVESTMENT
Faw{ERS AND BUSINESSMEN,

. IN CHIS CALIS ON SLY sFALIPA, ATEEQI AND ABU Sa‘uD,

* Wi ER SICRETARY COOQPER (1) REVIEWED TRY STATE OF THL wORLD

Y CnOMY AND PEOSPRUTS FOR A STRENGTSENED DOLLAR, (2) (VITH
L. v01) DISCUSSED NoRTH/SOUTH ISSNES, AND (2) DISCUSSED Tak

v 9GY BALANCE AHD CUR HOPE ¥OR FXTAEME MODERATION AT THE

TECOMING OPEC MESRTILG DISCUSSIONS OF OIL PRICYS. UNDER
COHETARY S PRESINTATIONS FOLLCWED CLOSELY THAT ALREADY RE=-

ro.TED IN PARAS ¢ AYD € OF REF €, DISCUCSION ON THESY TSSUES

T ItLOPBD ALOXG ¥OLLOWING LINKS.

<. J2Z WORLD ZCONGHY AND TE® DNCLLAR, YMWAITI REASCTION TO
U oug SECRETARY COOFFRYS FRESENTATLION WAS APPRECIATIVE BUT
. jJ;gik‘gf TEE IMMELIATE FAROULLMS POSED BY TUE WRALWESS o4
. OIL MINIYTERS COMMENTS, ALI ¢9Y4LIFA SAIDL HE WOOLD

ARGUE WITH UNLER SECRITARY COOPER"S ANALUSIS QF THE DOLLAR'S
AG=TERM FONDAMENT.L PROSPLUPE, FOR NUWGALY, LAOWEVER,
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CURRENCIES B2AN AND AMERICAN BANKERS VEO 1
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ex CARY. ANOTHER PROBLEM IS THAT
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Tny COOF R REPLILD THAT HE GOULD NOT

15 IMMEDIA
JERT THEM

TVERY IaY
"yITHOUT TRLENET.
RM TEE 0SC DOESN

LNV ESB142K%47450

; HITQMNE

nIQMLW RelRI/2 LIRL4SS

i CCCCC 2LZi

oY 1412551 N)Y 7H
AMEMBESSY 208alfr

"o RUEHC/SECSTATE WaSHDC IMMELIATE 2226
12 BUQMBI/AMEMBAS]Y ABU DEABI 4254
CEPRS/AMEMBASEY ALGIRRS £72

C/USINT BAGHUAD voyCH
LUNERS JAMEMBASSY 3AUSSELS B1Y
LA EG JAMEMEASSY CATRO 2133
UEZRS/ZAMEMBASSY CAXATAS 287
T OMDE/AMCONSTL DEAVRAN 3827
Y 10D/AMERMEASSY DOMA 2193
v QRT/AMEMEASSY JA:ARTA 322
TUUMRAZAMEMEASSY J11TA 8333
SUTALS/AMEMEASSY LAGGS 333
G 9LC/AMEMEASEY LIVREVILLE 196
P T PC/AMEMBASSY LONIAN 31395
WOSAM/AMERRASSY MALAMA 3CRS
YU NPS/AXEMEASSY PARIS 2203
2 rSTT/AMEMBASSY Q0T 194
SULYHR/AMEMBARSY TTUIAN 4551
OMTT/AMBMBACSY TRIPOLY 1174
i FHAD/ZAMEMRASLY VIUNNA 3€5
CCSATRS/USTREZAS WASHLDC IMMIDIATE
A

CONFIDENDT AL SLCTION 2 OF 5 XUWALT 648

TTCAGRER WITE TEE MINTSTER'S CHARACTIRIZATION OF THE Pig~

¢ TTONS 0¥ “ANY BUNCPWAN AND AMTRICAN BANCERS. HOWEVER, AS

Tt MINISTER KNEW, In TPE 24ST Fod MONTHS THE US GOVERNMENT
Fol TALEN 3 KUMBER OF SHORT-TERM MEASORES! INCLUDING INCRIASED
©12 SAWES AMD INTEIUST EAT:S. [ PACT, THz US BILANCE OF

"7 2DE ZAD IMPROVED IN 73E LAST TEd MONTHS ., MUETING THE SAME
«J:STIONS YROM A GROUP OF US AND IRANIAN BANKEKS IN

i, AN, UNDEF SWCRETA-Y SAID 4% ASAED THEM TO IMAGINE A LRASTIC
‘oLUTION TO TEX DOLLAR PROELIM THAT IS WOT HORE COSTLY THEN

7% PROBLEM. US COMLD, FOR EYAMPLE, FUT A TEMPORARY SURCEARGH

Lo ITMPORTS Ox IMPOSIL OTHER IHPORT CCWTROLS, BUT THE WEST

. MANS, JAPANTSE AiD CTHERS wWOULD NOT WANT THAT. WE GOULD
" A RECESSION IN THRE UNITED STATES, BUT THAT CERTAINLY

v HLD NOT SE GOOD YOR THE WORLY, BSPYCIALLY TREZ LDC'S.

A "HER, OUR WwHOLE P-OGRAM EAD BEEEIN NOT TO RESTRICT THE

e SLD BCGHQRY 30T T EYPAND IT, TO INCOURASL THE EUROPZAN

‘ TEE:IES th BL LESS SLUGGISH, HELPING PHEMIKLVESSANL 7T8E
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CO0d NFED, THLY FROLUCY FOR MOKAL PLASONS-=TC ACCOMMODATE fHi
» LD YET FOP TEEIR EFFOSYI TEEY LKL UP PILLORIED BY THE
Fro8 AND PROPAGAENDA~-AND G2T PAIL IW & DYPHECIATING CURKENCY

OL0TO YIRME ONST ACTIVR EROUGH, TOOR4R SALD HE WOULL. B3O
RU-TCTALLY INTERESTED IN OlL MINIST=RTZ PEHCYPTIONS OF

© RUSIRESOMEs AND THE DEGKEE T wdlCH TEEY HAVE PROMOTED

2L ACRTS IN LIGHT OF TMPROVED COMPWTIYIVE POSITICH LUE TO CHEAPER
S0P LARe TF TEEY WERL NOT TAYING ADVANTAGE OF THIS OPPQk-
“HNITY, TEIS ¢OULD BE A MATTeER CF CONSIDPLRABLE CONCEAN T3 US,
oo STUENT Cantw®, BE NOTED, HAD ANNQUNTEDL A NEW EXPOAT

FoLICY TO ENCIVAAGE EXPORTS, ESPECIALLY RY MEDIUM-SIZE US
FT.S. MINISTER REFLI®D THAT HE HAD SEEN NC INDICATIOND

OF INCREASEZD ACTIVITY BY US FIRMS, IN THE PAST FEV MONYUS

Ciul? ONE US FI=M THAT HE XNEd OF HAD WON A HMAJOR CONTRALT

1 “UYAIT AND TRIS FIRM BAD BEEN IN A JOINT VENTTIRE WITH A
J:PANESE FIEM, AMBAGSADOR NOTED THAT TBIS waS RILEY~-MITSUI
JOLNT VENTORE, LOW ZIDDER FOR THE BOILER PART OF THE ONE
Zi.LION DOLLLF WEST DOdA PONER PROJECT. HE ADDED TEAT, DESPITE
ot CONSIDERABLE EF:ONTS FOX COVER A YUAR, CLLY ONE US FIRM,
G, EAD BID #0% TRE TURIIKE PART OF THIT PROJECT, AND ITS BID
w!> DOUBLE TEAT OF THE JAFANESE LOW BIDDER.

T. ATYEQI ON THE DOLLAR. IN RESEONSE 10 UNDER SECRKTARY

C 7PER’S PRESIENTATION, FINAWCE MINISTER ATUECI SAID THAT HE

¥ 4D TRAT PRsSIDENT CARTERS ZZFORTS TC CONTROL IKFLATION,
ELVAND EXPORTS, AND ®ELUKE OIL IMPONTS ALL SUCCEEDRD, MUT RE
LUUBTED THIS wOULD =APTEN IN TZE NEAK TERM, TOR EXAMPLY,

T3 UPCOMING faGE NECOTIATIONS IH T:E US BOR TFREE-IEAR LABG
ConTRACTS WERE LIKCELY 7O ATDD PO INFLATION, RATHER THAN

SYIUCR IT. ATEAQT R2CUZD THAT, BXSIOES HURYTING THE OIL
PIGOUCERS, TE1 DePr4CIATING DOLLAR WOULD NOT BEL® USSEXPCRTS
€T-CE IT SIMPLY LOwexS TRE €51 OF NIL FOR GEAMNY, OTHER

o 20FEAN CODNYRIEZS anND JAPAN, MAUING TYRM MORE COMPLRYITIVE
w170 TRE UMITED SZ41ES, NOT LISS S0, ATREQY WONDERLD JUT LOUD
Wir THER WHAT IS HAPFZNING TO THL NOLLAR I HOT THE RESULT OF
$o"E TQOLITICAT INTENTION,  WHATEVE:. THE GASE, ATEIEQI 5Alb,
-3 US WOULD PAY Tre PRICL  SIWNCK THE US WAS AT THE EEART

Ce THE WORLD ECONOMY AND THE DECLINE OF THE DOLLAR WIULD HUKY
"o WORLD BCONUMY., WHAT THE US AN® SUHOPL WEBE DOING «AS T0
CL7 THE BODY Y0 FIT Tig GARMBNT, TUk BOLY BEING THE PAO~D

1 CExS OF Rav MATERTATS SUCE A8 0¥ AND OTHER COMMODITIES.

Tf OIL PRODUCKHS Sp¥fL THEIR IRWEFLACEABLE ASSETS AND ALL THEY
C-7 IN RETURW IS SOMETEING WY5ICH DEPREKCIATE® RAPIDLY. FOR
Ti.£4S, ATELQY S&AID, IN DISCUSSICH WITH FCRMEF TREASURY

A CCREITARY SIMON AKL ASST S0 PARSKY, AND NOW SECRETARY
PLUMENTHAL LAST YEan, KUWATT Hal BEIN TRYING 10 GAT YRIENDSD
T+ EIGH ECHELONS TO REALIZE THAT Tdx OIL PRODUCERS AND TER

£ NSUMPRS HAVE COMMOS INTEPLSTS  BUT Now THERE IS NO #GRLD
FOLCTARY SYSTEM TO LEPEND ON, NCW THE 677 1S PUSHING FOR
Yo

B. ACFERRING 20 ATRECUTS ANALOGY, UNDER SECRETARY COOPER

weo 10

P

CUTAD TO GET. INVOLVED IN FINANCYAL MATTRRY BEXAUSE THERY IS
. 10K FINCIAL STABITITY, NEED FORFES. MANY 70 FRODUCE,
FIATSTRER COMMEdTED, PUZ MANY Gr THE OLL COUNTAIES BAVE NO
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SFID WE HATE [3aN TuVING TC FIT TRE GARMZNY 10 TEE BODY AND

BeT SUT THE 500(, Wi
S:1v, THE 9021 WaS I
D ¢ WAS T RESPONSIBILITY OF THE UNITED
s~ 'S, JAPAN a~o G.!MANY 1O DO SOMETHING, AND AT THE LONBON
L

PAESSED, ¢ FELT I

PIT LN OMAY Qw7

N JIMMY CARTER BRCAME PRASIDENT, COGPER
A RECTECION, COMMCIITY PRICES WiRE

0y ,.& "RAL AG!‘LNENT AT THE REETORICAL

LL. ONLY 7 ¢ U‘ A ITED. IT EXPANIID T135 ECONOMY, ¥OR ll!‘lH‘L
sONS BUT Al:O EECAUSE IT waAS GO@L FOR TAE WONLD,
FCIALLY PRIMARY PRODUCT PROLUCING GOUNTRIES. WE ALSO (NEW

TUINE WOULD BhL ZROEL-MS IF GERMANY AND JAPAN DID NOT SKXPAND

Ny, AFTER TEE BONN
AT T HOPE IN THIS
1075, N) DOUBT LHERE

SUMMIT, CEXMANY AND JAFAN WILL ZXPAND
PEGARD THAT 1979 ¢ILL B 3LTTER THAN
AR® PROEYEMS NOw, PUT THi WORLD VO!LD

BL JORSE OFF »ITH MOWE UNEMPLOYMENT AND MORZE PROTECTIONISM
T: wE HAD NOT DONE WwJAT WE DID,

F. TURNING T ATEEQI
Mi-AL RESPONSTELITY,

‘S COMMENT ABOUT OLL PRODUGLION AND
“UNDER SECHFTARY CBOPER NOTED THAT WR.

T%O, YEEL A RYSFONSIHILITY, FOR LLAMPLE, WHLN WE IXPOXT

38

CeeIML OFTEM TIAES THLS IS OV K THY OWJUCTIONS. OF OUR OWN
TOMIRS, WHO WOULD LIXi UE TO PRODUCK LESS, THERNRY YURCING
oY PRATICY. WE UAVE SENT TrOUSANDS AND TIIUUTANLE OF TONS OF
VI On A COMCERSIONARY BASTS TO COUATREIZS SUCH AS INDIA
. ECYPT BRECTSVLY BECAUSL OF Tuln SEwSE OF HK*PONSIBILITY.
pONUCING MOKL THAN #E NFUD, W& THUS FIKD QURSYLVES 1IN
{C1TUATION TO SOMH DESRYE SIMILAR TO THAT COF TEL MAJOR OIL
CEORTING NAESLONG, FoE2Q1 RaPLINL WITH A SWILE THAT HE WAS
Lot ENTIRELY T Ah\r-” NT WITH TH¥ PAWALLYL BETWEEN OIL ANL
witING BUT Toal 'SUCH DISCUSSION WONDLD KaVE TO WAIT FUR ANOTIEN
CCUASTON,

C. DESERVATIONS BY FINANCIAL ADVISOR Asl £A°UD, YEALID
£ 0 SAYUD, PUR MORF PHAN 22 YEARS A f£EY FIGURE DETERMINING
DIMECTION AND CUMPULLITION Of CUWAIT CGOTLENMENT INVEST-
boNT3, TOLM UNDY¥R SUCRRTARY COUPRA SHAYT <UDWAIT’S RULE: IS
TORLLY BRIINMLIAG TC WORRY ALUUT UHY DOLLAA AND CONFIRMED
T. TAXES PERSOSAL I..TW®EST I% THE PROBLAM. ALU SA'UD ESTIMATID
TS0 ON THE GOUGHLY £ DIILION DOLLAMS FROM C1L REVENUES SET
AULBE RY YOUALTTS SOVERNMENT LaST TEAR FNR LYPENDITURES,
GwATYT LOST NEXNRLY 2 PFECENT BECAUSE OF THE DOLLAR'S DEPRE~-
CToPION, THIS 4AS ELCAUSY JRUM 2ALF TO TWO=-THIRDS OF Tuf
GV ERNMENT BUDCET 1H SPENT ON IMPORYTS, THE MAJC
oo (FQ PER- - :
Crum) OF WitlCH ARE ROM COUNTHYIES SUCH AS GEIEMANY AND JAPAN
©2SE CURHENCAIES PAVE APPHECIATED DRAMATICALLY AGCAINST THE
LOLLAR. ABJ 8 A°UD £41D {UWAIT STILL LOOXS TO THE UNITED STAYES
A" THBE PLALE YOR 179 LONG=1Zim INVESTMENT, BUT TLE SUORT-
© 4 PROSPECT WAS VRLRY TROTMSLING NOY TUAT NOT ONLY INDIVIDUALS
~ 1 SPSCULATCAS WERY DUMPING THL DOLLAR, ROT ALSC MAJON
INSTITUTICONS . FCHOING COMMINTS oF THE OIL MINISTER, ABD SA‘UD
1D TEAT THE TUTOLVAN PINANCIAL COHMUNITY HAS CONCLUDED TRAT
! o AMERICANS SIMPLY ARZ NOT CONCERNED AB2UT THE FALL OF TSR
L#".LAR, BE LOPYL SGMETHING COULL 22 DORE T0O CHANGE TEIS VIIW
" SHORE UP THE DUILA%,. AS FOR ruwnt? S OPPINS REGARDING THE
COLLARy ARU SAYUD £41D PRANALY: “WE DON'T (NOW WEAT 10 D0.
a? DON'T WANT TO MOVE OUT O7 THIL DOLLAR AND TAKR & 10SS,
A+l IN ANY EVENT, wHLRE WOULD WE GO (T0 INVLST LAKGE °uns)?

“.61L PRICES AND AETD DAA3T GPFC MERTING. IN MEXTING WITH

271, MINISTER, UNDEK SSCRETARY COOPER SAID wi HAVE A

CSTAT INTEREST IN O¢EC°S UPCOMING MEETING IN ABU DiABI. KX

. IN ARGUEL ALONG LINES REPOETED PARA 8 REF C THAT SITUATION .

(- PETROLEUM MARYET IN 1979, LFFECT OF ANI PRICEZ RIS ON WORLD

VW ILATION, AND STI™. FRACIIE STATT Oi WORLD ECONOMY ARGUED

¥ EXTREME MODERATION IN SFPROACHING DISCUSSIQN OF ANY 011

§41CE WIST AT AEYU Do ABI. ALI HALITA REPLILD: "WE

bsyv: BEEN MODERATE 10 DiGREE THAT IS POlejfhlLY UNREALESTIC
.17 YOU ARE TALXILG AWOUT A FIVE PRRCENWT" INCHEASE FCRIALL
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v : S NCT ACCEPTABLE.” ANY OIL MINISTER WEO WOULD |
ﬁtc%gggéuggli TimYTe  TRCRYASE 1S EITHER "UNKWARE OF NAIVE,
" % ONE WILL ACCEPT wHAT THE IRAQIS ¥AVE PUBLICLY DEMANDED,
a(u%VER, WE WILL NOT ACCPPT aN INCREASE BFLOW TEN PERCEAT,
Gy IT IS DONI, AT UHCE OR 1+ STAGES, IS NOT OF CONCERN. VE
©6 NOT ASK COMPENSATION FOR LOSSES OVER THE PAST TW0 YEDAAS,
1
$rEuSd

PLINYY O ESBLESVWATCS
o BUQMER
© ORUQML W #ECRY /4 3151630
© Y €CCCC Tii
© 1412857 NOV 78
AMFMBASYY ~UWATY
YUERC/SiCSTaTE «4SHDC IMMRDIATE 2311
.0 RUGMBI/AMEMBASEY ASU DHAEI 4256
e ARE/AMEMBASSY ALCIRES £72
SOV/USINT BAGEDAD voUCH
C o BS/AMEMBASSY RISSYILS B20w
~dFG/AMEMBASSY CATRO 2134
L OASRS/AMEMBASSY CAvACAS 369
NOMDE/AMCONSNL DJA{RAL 2825
VOUMCD/AMEMEASSY DCha 165
CO8T/AMEMBASSY JAr2aTA 324
CUOMRA/AMEMBASSY JILDA SR3H
v VTALS /AMEMEASSY LAGOS 341
S s9LC/AMEMBASSY LISREVILLY 163
COOTC/AMEMEASSY LONLON 315%
CHMAMZAMEMELCSY MANAMA 591
v NPS/AYEMBASSY PAHIS 2@
C R SQI/AMEMBASST SDTTO 168
OMHR/AMEMEASSY TIu kAN 49553
ATT/AMEMEASST TRIPOLY 1176
JaaU/AMEMTASST TITANA 357
:ATRE/USTREAS WASIDC IMMEDIATE

NF IR ENTI &L SECTION 4 JF & SUWALT 8050

v INDERSTAND OMR RoSPONSTRILITIES, RUY WE RLEO EAVE THEM FOR
OwN PEOPLZ., IT »QULD B® POLITYCALLY UMwISE ¥OR US 1Q
AONPT TOC SMALU AN INCREASS. IT 4OULL MOT EVEN BE GOOU FOR
~ UNITED S5TATES BPCAUSE OF THL NEGATIVZ INTERNAL POLITICAL
v - -ECTS POR THE QI FRODUCEXS. VUNDER SECRETARY COOPLR
© 1 CLUDED WiUAY WAD bxen & CelaITED BUT FRIENDLY CONVEERSAYTION
SAYING THAT UE UNPERSTOOD THE POLITICAL SHD OTHER CONSILER~
iONS INVOLVED, BUY WOULD APPRECIATE THZ MINISTER’S
11CUS ZXRHCISE OF ZLSTRAINT IN OIL PRICE DECISION.

+ . MINISTERS LINt BT TAX CHANSES TO OTL PROLUCTION,
PROPOSED REVISIOM FY IRS GF IS TAX REGULATIONS T0 COQVER
n P OF THE IRVESTMUNTS OF FOREIION GOVEIHNMENTS IN THZ US
(wo, B92Y, RIPORTLL REY B, PROVED 70 HE & MAJOR TOPIC QF
v1OCUSSION DURING THE VISIT. §0TH TR OIL AND FINANCE
ISTERS DISCUSSED THF STEJECT AT LARGTH, WARNING TiAT
VISION OF ®%GULATIONS UNUER SBC 8H¢, 5Y DISCOURMGING
JATTD INTUCTMENT YN THE US, COULD ALSO DISCCURAGE XUWAITI
Vi PRODUCTION. JIL MINISTER RirARSKD TdAT HE EQPED WP UNLER
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SrooD TAR YIML Uk AT 0lHLYL Wi WERE CRUATING 3BY OUR NIW TAX
TLVATMENT JF <UwalTll IVESTHMLAY IN TBEE U5, BECAUSE O RACENT
AP DROF IN JHANIAN GIL PRHOLUCTION, A HUMBER OF LANGE OLL
LOTAMERS FAED COME 1O EIM OTPERING 70 PURCEASE CONSIDEHABLE
IS OF Onubide GN LONG=-TiLdM CONTHACT (VFF D), ALI LHALIFA
1 OTHAT FrOSOSaD U7 HEVISION OF TAX TRTATHMENT 0F FOREICON
CUNENMENT T STMERT (SEC,. #92) BAL CRLATED A STRONG PERCED=-
Tos IN THE COUNCIL JF HIMIFTERS THAY TUERE WOULD BE HO IN~
SUUIVE OFOA 7HWALT Ty PHOOUCE MORE, SINCE INVESTMENT OUTLEES
T OBEINS FONWCLOST L, OIL MINLISTERS OF OPLC SURPLUS
CLATPRIES WOULD OONME UNDEK INCHEASTING PRESSURE PO LIMIT PRO-
ION TVEN MORE I7 TERY ARSUMED TERIR_INTESTMENTS 1IN THE

¥

1A IR s S

30

+ 0 PLEASY "5 ULWID MATTSY ASIDE ¥OR A WEILS, THIS IS NOT THE
Tyt TO RAISE IT (Sul. &s2).

TooLh AN OBVIGLSLY (NORDINATED APFEOACE, FINARCE MINISTER

A L ECECHT LD W ALIFACS CONCERN, WONDERIAG OUT LOUD

3 FROSURPRISING CyYahGE IN Ub PREATMENT OF FORKION
COWUnNMEN® INVTSTMELT LN US EAD NCT RigN “POLITICALLY
¥oOIVATED,” NDT O BY SPATE DEPARTMINT BUT UNCNOWN OTHER PARTIES.
AT r0T EMPHACTZED TLAT MATTNR wAS VERY SENSIFTIVE, SINCE O1L

T
)]
¢
f.
i

UCTION AN' INVESTMENTS wuRE CLOLELY RELATRD. ABU SA'UD
Lo ONDEBLINEDL Thlv 2»9Cl¥1C GO0 CCMuiN. DETAILS OF
GUCUSSION ON TUC. + 32 AND UnDan SECRYTAMY COGPER’S
CLTSURANCES LLONG LINES REF A T4 RESPONSE TO XUWAIT CONCERNS
"OULOW BY SKPURL, GIYEN TRCHNIORL NATURE GF SUBJECT._

L NORTE/SOUTE ISS0L, IN HESFONSE 10 MINISTER. ATEEQI’S
TiRL, NDEG SICFETA0Y COUPER QUTLINED OUR VIEWS ON NORTH/
el LDIALOGLUEY AS ¥OLLOWS:

Ty

A, TOMEON PN, VR AR AT A POINY WHEN WE CAN MALE A
PEYIFOLOGICAL 3RTATT AnUGA AN CoMMOM FTHL, OW 4BICR TE:REZ
JLL BE & NEGOTIATIWNG SLESION IN WO WEXRRS TIME,. OUR TALLS
PUHOINDUSTRIAL COUNTRIES &4 WITE UNCTAL SECRETARY CORER
VB CTADTCATE S TEAT, Od U7 BLEMeMTS CONCLANING COMMON FPUNL,
CAN ¥ORY GUT THE cAJOR rYaTURES CF A COMMON FUND IF THE 677
SLELIBLES G907 VIDAS COMMON FUSD A5 A SYMYOLIC LSSUL ¥ITH
FONTANCE BfVOND 1T TRTRINCIC HERIVS, SCME® OF T4% W77
CdTRIES WICH T0 B DISRUPTIVE, AND IT XS DIFRICULT FOR A
Gocd? OF 1208 coUNTRD 5 TO NISOTIATE FLEYIBLY. MNDEZR SECKITARY
WL ZD ATEEQT U0 WAVT TULATT Ton [TT GO3L OFFICES TO PROMOYE
FieATBILITY wlTRIN 7.8 477 On THIS l%ﬂﬂh&

i

Ty BT T ge

B, UnCTAD, MELPVIAGS IAVOLVING HOWTH/SOUTH ISSUES INCLULE
;LOFBC MERTING Ta waRLY JANUARY, G77 MEETIN IN YEBRUARY AND

BLOUNCTAD PYITING IV MAY 107¢, UNLER SHDCHETARY YNCOURAGED
FAT1TOTO PLAT 4 MOUDLUWATE AND CONSTRUCTIVE R0LE ANT 10

42

3RE BEINS CISCHUdAGED, “Y MESSAGE,T ALY YHALIPA CORCLUDED,

[“COURAGY TEE RIGIL AKD DOCTRINAIRE POSITIONS THAT SOME
~2BERS OF THE G77 TAXKk., HE SAID VE UNDERSTAND THAT SOME
CUNTRIES wOULD LIK4 TO RAISE INTEANATICNAL MONETARY IS8SUES
*7 THE UPCOMING UNCTAD MEETING AT MANILA, WX HAVE NO PHOELEM
»I"4 DISOCSSING THHSE QUESTIONS AT MANILA, BUT WY BELILVE
i WOULD BE A MISTAE TO REAVX SUCH ISSULS A PART OF THE
\CIAD WORK PROGRAM IN THE FUTURE BECAUSE (A) IT WOULD DIVERT

.
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RUDTC/AMEMBASSY LONDON 3196
RUQMAM/AMEMBASSY MANAMA 3392
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RUEATRS/USTREAS WASHDC IMMEDIATE
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RESQURCES AWAY FROM ONGOING PROGRAMS WHICH UNCTAD IS HAVING
DIFFICULTIES MAINTAINING ; (B) IT WOULD DEIRACT FROM THE WORK
OF THE IMF AND WORLD FINANCE MINISTERS, SINCE UNCTAD IS NOT THE
NATURAL FORUM FOR DICUSSIONS OF INTERNATIONAL MONETARY ISSUES.
UNDER SECRETANY COOPER SUGGESTED KUWAIT MAY WISH TO RAISE THIS

BEKORE THE FORTHCOMING JANUARY 4TH COLOXBO MEETING.

C. COMMITTEE OF THE WHOLE. THLRE WAS A “FRACAS IN SEPTEMBER
OVER PRECISE TERMS OF REFERENCE, BUT THIS APPEARS TO HAVE BEEN
RESOLVED. WE HOPE THAT WHEN THE NEGOTIATIONS BEGIN IN JANUKRY.
WE CAN DEAL WITH SUBSTANTIVE RATHER, THAN PROCEDURAL ISSUES,

AS HAS HAPPEFED UP TO THE PRESENT.

D. CODE OF CONDUCT. THERE ARE STILL IMPORTANT DIFFERENCES
BETWEEN THE UNITES STATES AND THE G77, BUT WHEN WE SIT DOWN
THESE MAY NOT BESTHAI SHARP, AS OUR BASIC VIEWS ARE NOT THAT

FAR APART/

9. COMMENTING ON UNDER SECRETARY'S PRESENTATION, ATEEQI SAID
THAT THE NORTH/SOUTH DIALOGUE, OF COURSE, COVERED A WISE
RANGE OF ISSUES, SOME WITHIN HIS SCOPE AND SOME NOT. HOWEVER,
HE DECLARED;" I DON'T BELIVE IN NORTH/SOUTH DIALOGUE AT
ALLO. I NEVER BELIEVED IN THE SO-CALLED ARAB/EUROPEAN DIALOGUE
BECAUSE THERE IS NOTHING IN IT ...AS FOR TECHNOLOGY
TRANSFER, I CAN'T PUT A US MIND IN AN AFRICAN OR AN ARAB
HEAD/ IF I WANT TECHNOLOGY TRANSFER I HAVE TO PAY TO STUDY
AND TO SPEND FOR RESEARCH. I CAN'T INJECT WHAT IS IN MY MIND
TO YOU. TRANSFER OF TECHNOLOGY IS A FOOL'S SLbGAN.“

ATEEQI STRESSED THAT 'I‘RYIN‘G TO REACH FORMAL AGREEMENT ON
"TECHNOLOGY TRANSFER" WAS A MEANINGLESS AND FUTILE EXERCISE
SINCE IT WAS HARD ENOUGH JUST TO REACH AGREEMENT IN NEGO-

TIATIONS BETWEEN TWO COUNTARIES, MUCH LESS AMONG SCORES OF THEM.

10. THE COMMOND FUND, ATEEQI SAID HE HAD MANY RESERVATIONS
ABOUT A COMMODITY FUND, BUT KUWAIT COULD NOT TELL THE G77
NATIONS THAT IT DID NOT SUPPORT THEM. HE DID NOT BELIEVE

EITHER THE US OR THE G77 COMMODUTY PROJECTS WILL WORK.

11. UNDER SECRETARY COOPER SAID HE AGREED WITH THE MINISTER
ENTIRELY ON THE QUESTION OF TECHNOLOGY TRANSFER--WHICH HAS
MEANING ONLY IN TERMS OF BUILDING HUMAN CAPABILITY TO CREATE
NEW KNOWLEDGE. HE HOPED THAT AT THE INTERNATIONAL CONFERENCE
ON SCIENCE, TECHNOLOGY AND DEVELOPMENT (UPCSTD) NEXT

SUMMER, THIS CENTRAL POINT WILL COME THROUGH-—WHAT NEEDS TO

BE DEALT WITH IS EDUCATION ABOVE ALL. HE SPAID HE WAS INTERESTED
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IN THE MINISTER'S SKEPTICARL VIEW OF THE COMMON FUND. FOR OUR
PART, WE SEE SOMESVALUE IN IT. IT WILL NROT SAVE THE WORLD,
-
BUT IT COULD MAKE A MODEST IMPROVEMENT. ATEEQI INTERJECTED
THAT IT WOULD START MODESTLY AND THEN END UP LIKE THE UNITED
NATIONS. UNDER SECREZARY COOPER REPLIED THAT:THIS WAS JUST
WHAT WE WANTED TO AVOID. HE HOPED KUWAIT WOULD EXPRESS ITS
STRONG VIEWS AT THE CONFERENCE. THE MINISTER SAID HE PLANNED

TO DO SO THROUGH THE OPEC SECRETARIAT. UNDER SECRETARY

COOPER CONCLUDED THAT IT WOULD BESHELPFUL TO INTROUDCE REALISM

INTO THE NEGOTIATIONS. HE AGREED WITH THE MINISTER THAT

THERE ARE DIFFICULTIES ENOUGH WITH A ONE-TO-ONE NEGOTIATION,
BUT ADDED THAT WE LIVE IN A WORLD WITH )50 COUNTRIES AND NEED
TO TREAT GLOBAL. ISSUES ON A GLOBAL BASIS, DESPITE THE

DIFFICULTIES.

12. DURING A WIDE RANGING DICUSSION ON AID POLICY, KUWAUT
FUND DIRECTOR GENERAL ABDULLATIF AL-HAMD ARGUED THAT US
SHOULD BASESITS AID LESS ON POLITICAL CONSIDERATIONS AND AT
LEAST SEGREGATE SOME OF ITS AID FOR PURELY DEVELOPMENTAL
PURPOSES. HE EXPRESSED FEAR THAT LACK OF US SUPPORT FOR

IDA VI WOULD DISCOURAGE THE OPEC SURPLUS AID/DONORSISWHOSE
SURPLUSES WERE DIMINISHING. USAID'S BASIC HUMAN NEEDS (BRN)
APPROACHE WAS TOO DOGMATIC. UNDER SECRETARY COOPER REPLIED
THAT THE RECENT AID BILL SHOWING SIGNIFICANT INCREASE IN US
ASSISTANCE; AS A DEMOCRATIC COUNTRY WE HAD TO BE

RESPONSIVE TO THE OPINIONS OF TAXPAYERS WHO PAID FOR FOREIGN
ASSISTANCE AND BHN WAS MORE POPULAR AND HAD MORE SUPPORT.
OPEC AID DONORS SHOULD NOT LQOK AT US PERFORMANCE ON IDA VI
AS A BELLWETHER SINCE THE SWI‘NG IN PUBLIC SENTIMENT WAS NOW
BACK TOWARD BILATERAL ASSISTANCE. IMPORTANT DEVELOPMENT WAS
THE OVERALL LEVEL OF US ASSISTANCE, WHICH HAD INCREASED
MARKEDLY PN THE PAST YEAR/UNBER SECRETARY ALSO NOTED THAT
DIFFERENT COUNTRIES HAVE DIFFRRENT PREFERENCES IN ORGANIZING
ASSISTANCE POLICIES AND IT WAS MORE IMPORTANT THAT OVERALL
EFFORTS INCREASED THAN THAT ALL SUPPORTED THE SAME ENDS.
MAESTRONE
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“IQMRA/AMEMBASSY JIDDA 6¢65 Lo

“ITALS/AMEMEASSY LAGOS 3156
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CONTIDENTTI AL SECIION 21 OF 62 STATE 288453/081
§.0. 1188%2: &ps
'ACS1ENRG, LINY, FINS, YO, IR, IK

;&g;gg?a KUvAITI OIL MINISTER CALLS ON UNLER SKCRETARY

1. KUVAITI OIL MINISTER SHAI«H ALl VEALI®A AL- p
“ALLID ON UNDER SECRETARY FOL ECONOMIC ArrAxksségaina
“vENING OF NOY, 13, BLFORE H1S CALLS OM SECRETARILS
MLOMENTIAL AND SCHLESINGER, BOTH MINISTER AND COOPER RE-
CALLE: THEIR RECENT DISCUSSIU4S IN nUJAIT (SYPTEL) AND
:};g§s§:§ gu?:~£§¥s§2113 HA%NTAINIRG THE ¥RANK DIALOGUE

' ik ABLISHED BETWEEN THL 'Y
oy BOTH KUVAIT AND TPFE U.S. T THL ECONOMIC OFTICIALS

~« IN RESPONSE 10 TBE MINISTER’S QUERY ABOUT THE CURREN

“ITUATION IN IRAK, COOPER NOTED THAT THI GZINERAL SngA;¥ON

‘PYEARS TO BE GRTTING BITER. PRODUCTION ON NOV. 12 wWAS

—- ILLION BPD aND £T WAS BCPED THaT THE 3 MILLION LEVEL :l-‘
ICHT BE HEACEED AOV. 13, SUPEKVIMJRS WERS BACKX AT WOR(;
YUE‘COLLAR WORYERS WERE CUMING BACKL TO WCR{ IN INCREASING

* 'MBLR5} ONLY JUNIOK, WHITE COLLAR STAYF WERE STILL ON

TRIKE IN VERY LARSE NUMBERS. XEARG ISLaND IS STILL NOT /><\

CONFIDENTEAL
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PAGE TWO CONFIDENTIAL KKK 16511

FUNCPTIONING. THE GOVEENMENT OF IRAN (GOY) HAS TAYEN A

STRONG STAKD WITH STRICERSs TITEYR THEY MUST RETURN TO
WORK OR BE FIRED, IPF TERY ARE YIRBD, TERY WILL-LOEE THEIR
COMPANY HOUSING IMMEDIATELY,

3. MINISTER REPLIFD TIAT LAY AND ORDEIR MUST BE RESTOREL
NOW AND THAT HEI SAY NO ALTERNATIVE TO THE SHAH’S RECENT
ACTIONS, SINCE Tui SITUATION IN THL OIL SECTOR IS A
FONCTION™ OF THI CENERAL SITUATION IN IRAN, IT FPOLLOWS
TYAT OIL PRODUCTIGN WILL NOT BE FOLLY RECOUPRD UNTIL
PLACR AND LAW AND ORDER ARE RESTORED.

4. COOPER RECALLID

THAT DURING BIS VISIT? T0 KUWAIT, THB QUISTION OF IN=-
CREASED LIFTING EAD BEEN RAISED} EE NOTED TUAT 1F TEB
PRRSENT SITUATION CONTINUZIS FOR ANOYEER FEY WREYS 1IN
IRAN, IT MAY BE NECELSSARY TO ASY THE XUWAITIS TO INCREASE
TREIR LIPTING, ALI KdALYFA STATED TEAT HE HAD BEEN
INPORMED TEAT THRLX TO FOUR DAYS PRQDUCTION WOHTH OF
PETROLEUM HAS BEEN LOST AS A RESULT OF THE IRANIAN STRIKE.
TEI8 IS NOT 4 SERIOUS SITUATION YET BUT WILL BAVE T0 BE
COMPENSATED ¥OB NEXT YEAR WITHE INCREASED PRODUCTION, IN
ORDER TO MAYE UP THIS AMOUNT AS WELL AS TAXING INTO
CONSIDERATION THE ANTICIPATED INCREASED DEMAND. COOPER
NOTED TEAT SAUDI ARABIA EAS BEEN PRODUCING WELL ABOVE

ITS "NORMAL™ LEVEL FOR TEE PAST STVERAL DAYS,

S. MINISTER STATED FLATLY THAT IV THE USGC WERE PLANNING
TO ASK KUWAIT TQ INC#ZASE ITS LIPTINGS, "1 CERTAINRY

HOPE THE TAVATION ISS50R CAN PT S22TTLED., HE NOTED THAT
FOLLOWING THE COOPER VISIT TO LUWAIT HE HAD RAISED THE
QUEISTION OF POSSIBILITY OF INCREASING PRODUCYTION WITY THE
CABINET AND TBAT IT WAS "NOT REICEPTIVE™ AS LONG AS THR
TAXATION ISSOL WAS UNRESOLVED., ALK KHALIFA HOPED TiHAT
SLZCRETARY BLUMEINTHAL WOULD BE-IN A4 POSITION TO REASSURE
THE GOX DURING HIS UPCOMING VISIT, THE MINISTER NOTZD
THAY HX UNDERSTOOD TEAT THE TRS 15 " INDEPENDINT, BUT ER
EOPED THAT THEE USGC UNDERSTOOD BOW IMPOATANT 'HIS GOVIRNMENT
THIATED THIE ISSOX.

6, COOP2R RECALLED HIS LONGC CONVERSATION WITH EUWAITI
FINANCE MINISTER ATPEQI ON THIS ISSUE (OF THR PROPOSZD 1RS
REGULATYON HELATING TO SECTION 892 OT TEE IRS CODE).
COOPER NOTED THAT THE PROFOSED DRAP? REGULATION BAS BKEN
PROMULGATED AND THAT HEARINCS ARE SCHEDOLED 70 BX HELD AT
THL END OF JANUARY, SECAETARY BLUMKNTHAL IS THE
AUTHORITATIVE VOICE IN THE USG ON PHAT suanggﬁnuD BE WILL
CRRTAINLY BE INTERESTED IM TEE VIEW OF TEL GOX\

i
i

§
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7. ALY SBALIFA SWITCEED THE SULJg

3 : SUBJECT TO THE
I\ 188 FacE r33°5f§sSfﬁgxgaiﬁ‘ﬁsgﬂfsalfﬂs afgﬁrgigg Uy
WILL CONTINUE *0 D0 SO -THB‘ ' HOPEFUL THAT THE!

: i0E 20 . MARZITS ARE SOM
AT I R S -
*17H WORLD RLACTION T0 OVR Niy pos1cy. ' Lpaat, PLEASED
Th1S PACE pricCNOMY ARE ALL RIGET AND A COMBINATION OF

‘ LUS THE NEW PROGRAM SHOULD CHEATE AN TNV agpe

MenT IN WHICH TH L
or TEE WS H‘Rgxg?nngn HOLDS UP AND IN PACY IMPROVLS

-
N 453
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¢. MINISTER BEPLIEL TEAT HE WAS "MORE PESSIMISTIC,  THAT
LONDON BANCERS WITH WHOM HE FAS BERN CONSULTING THE PAST
Fi4 DAYS ARE CONVInCED TLAT JANUBRY/FEBRUARY WILL RE TZE
RZAL TESTING PERIOD FOR THE DOLLAR, INVESTMENT BAWLERS
iR% NOT CONVINCED T#AT TH: USS WILL TAKE ALL TRE STEPS
NECESSARY TO DEFEND THE DOLLAR AND TEEY ARE POISED FOR
TESPING OF USC WILL IN THIS REGARD IN JAN/FEB. IE
THOUGHT THAT THZE MAAY AND POSSIBLY THE YEN wOULD REMAIN
TEE PRESSURE POUINTS #O0R THE DOLLAR.

. IN RESPONSE TO CCOPYR QUERY AS TO WHAT WOULD CONVIKCE
7.z INVESTMENT BAN<LRS THAT TEE USC wAS SERIQUS IN IT§
DLPENSX OF TEL DOLLaR, ALI THALIFA NOTED LAUGHINGLY

74P TPHRY DCN’T SHEAR GOOD NFWS. GOOFER SAID THAT
TREASURY IS FEZADY TC DRAL WITH WEATEVIR

PROBLEMS MIGET EXIST IN Tdk MONEY MARKETS,

PRCBLEMS MIGBT BXIS? IN THE MONBY MARKLTS.

,@. ALI KEALI®A AS{ED FOR MORE DETAILS ON THE ANTI~
INFLATION STRATECY. COOFZR REFLIED THAT THE USG ANTI-
INFLATION STRATEGY PRAMEWORY EAS ALREADY BUEN STaTED
AND THAT NCW THE USG IS INVOLVID IN FILLING OU? THAY
FRAMEWORS IN THE MOST APFECTIVE MANNER., PROGRAM IS
SUESTANTIAL AND IMEFORTANT AND, CONTHARY 70 PRESS TREATMENT
OF 1T, DOES EAVE SOMYX TEETH, PARTICULARLY WITH EEGARD TO
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r& COMFLIANCTE CLAUSE, THE MINISTUL WONDERED BOW =FFECTIVE
7018 CLAUSE WOULD =g, 80¥W MUCE OF TEE U.S5. ECONOMY IS
CRJECT TOQ USG CONTHOL IN THAT MANNER? COOPER RYEPLIET THAT
L+ KGE SEGMENT OF THE U.S. ECONOMY IS (OMPOSED OF USG

+ PCBASES OF GOOD3Z AND SIRVICLS, IHCLUDING PAYKOLLS. MANY
".3, PIEMS AlE NOT DIRECTLY E¥FECTED BUT ALL MAJOK FIRMS
*<I AND TREY WILL SET THE TONE FOR PRIJING FOR OTEER 7IWMS,
© YERAL IMFOITANT SECTORS OF THE KCCNOMY ARE NOT UNIONIZED,
‘LCLUDING HIGHER EDUCATION, BANKING AHD INSURANCE. THiSE

;rg:ORS VILL LOOK 70 '*HE GUIRELINES AND FROBABLY ADZERE T0

11. ALI KEALIFA ASYED COOPER AgOUr THE ¥ONCTIONING OF THYE
- «VERAL JOINT COMMISSIONS WHICHY THE U.3, [iaS ESTABLISHED
vITHd VAKIOUS COQUNTRIES OVER THY PABT STVFRAL TEARS.

CH0PER REPLIZD THAT FE WAS LEAVING TFAT LVENING FOR INDIA
TC CHAIR THE ANNUAL MBETING OF THE INLO-U.S. JOINT
COMMISSION, INDIA HAD DECIDED AT THE POLICY LEVEL THAT 1T
Vi3 MORE INTZRESTED IN FOREIGN INVESTHINT THAN IN THE PAST)
JUT AMERICAN BUSINZSSES REPORT TEAT AT TRE BUREAUCRATIC
L°VEL, INDIAW ATTITUDES APPTAR NOT TO EAVY CHANGED.

{H0PZR SAID THAT TEZ VARIOUS JOINT COMMISSIONS HAVE

1 hODUCED MIXED PATTZRNS OF HRESULTSS SCME ARE VERY USEFUL,
" ME MORE OH LESS MORIBUND, VAINCE

"t 453
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E.0., 116523 N/A
TAGS: ENRG OPEC VE
SUBJECT: KUWAITI OIL MINISTER REJECTS REPORTS OF ARAB-U,S, ACCORD

ON OIL PRICES
REF: CARACAS 10845

1. VISITING KUWAIT OIL MINISTER SHEIK ALl KHALIFA AL SABAY
REJECTED THE POSSIBILITY THAT THE ARAB COUNTRIES WOULD NEGOTIATE

LIMITED OFFICIAL USE
52

LIMITED OFFICIAL USE PAGE TWO L6686

Av OIL PRICE FREEZE WITH THE UNITED STATES OR ANY OTHER COUNTRY
BERIND THE BACK OF OPEC , WHEN ASKED BY THE PRESS T0 COMMENT ON THE
VISIT OF TREASURY SECRETARY BLUMENTBAL TO THEE MIDDLE EAST.-HE
INSISTED TEAT A DECISION ON PRICES WAS ONE THAT-COULD BE TAKEN ONLY
WITHIN THE MEMBERSHIP OF OPEC. TOGETHER WITH HIS HOST, ENERGY
MINISTER VALENTIN HERNANDEZ, -ALT KHALIFA DENIED KNOWLEDGE OF A

REPORTED SECRET AGREEMENT BETWEENTHE U.S. AND SAUDI ARABIA ON PRICES,
¥ITH BERNANDEZ ADDING THAT IF IT WERE A SECRET AGREEMENT HE WOULD
HAVE NO REASON TO KNOWe ABOUT IT AND EVEN LESS TO TALK ABOUT IT.

THE TWO MINISTERS ALSO EXPRESSFP NOURTS ABOUT THE ACCURACY OF

RECENT PRESS REPORTS THAT SAUDI MINISTER YAMANI PUBLICLY SUPPORTED

A PRICE FREEZE, BUT DECLINED TO COMMENT SPECIFICALLY ON THIS

POINT,

2. ALY XBALIFA REPORTEDLY DID EXPRESS HIS SUPPORT FOR A

PRICING MECHANISM INVOLVING QUARTERLY INCREASES OF BETWEEN TWO AND FIVE
PERCENT, SAYING THAT KUWAIT WOULD TAKE SUCHE A PROPOSAL T0 THE
DECEMBER OPEC MEETING, AND EXPECTED IT TO BE ADOPTED

BY THE OTHER MEMBERS, WHILE HEL AGAIN DECLINE} T0 SPECIFY THE

AMOUNT OF INCREASE KUWAIT WOULD SEEX IN PHE DECEMBER MEETING,

HE SAID AN INCREASE WAS NECESSARY TO PARTIALLY COMPENSATE FOR TfEL..
LOSSES SUFFERED BY THE PRODUCING COUNTRIES DUE TO INFLATION AND
CURRENCY DEVALUATIONS. BE WAS QUOTED AS SAYING THAT IF SECRETARY
BLUMENTEAL "KNOWS OF NO REASONS IN FAVOR OF AN INCREASE, ¥R CERTAINLY
Do.

3. ALI-KHALIFA 1S CLEARLY PROVING MUCH MORE ACCESSIBLLE TO THE LOCAL
PRESS THAN WAS YAMANI, BOTH BECAUSE OF HIS OWN PERSONALITY AND THE
ABSENCE OF THE LARGE CONTINGENT OF BODYGUARDS, WEICE SURRCUNDED
YAMANI, AND KUWAITI HAS THUS ALREADY RECEIVED MUCE MORE COVERAGE
THAN YAMANI IN THE LOCAL PRESS. HIS REPORTED SUPPORT FOR A SYSTEM OF
CQUARTERLY OIL PRICES INCREASES COINCIDED HERE WITH PRESS REPORTS
FROM THAT YAMANI HAD ALSO COME OUT IN FAVOR OF GRADUAL INCREASES;
THIS POSITION IS CERTAINLY IN KEEPING WITH THE VIEWS OF MINISTER
HERNANDEZ THAT OPEC”S TRADITION OF FOCUSING ONCE OR TWICE A YEAR

ON THE PRICE QUESTION ONLY SERVES TO DIVIDE THE ORGANIZATION AND
POSTPONE DECISIONS ON OTHER IMPORTANT MATTERS.

LUERS
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E.C. 11652: GDS

TAGS: ENRG

SUBJECT: SECRETARY SCHLESINGER'S DISCUSSIONS WITH MINISTEJ
ALL KHALIFA

l. SUMMARY., DURING l-}/2 HOUR MEETING ON NOVENRER 13,
ENERGY SECRETARY SCHLESINGER AND MINISTER KHALIFA DISCUSSED
THE IRANIAN SITUATION, THE UPCOMING OPEC FRICE DECISION,
OPEC PRODUCTIVE CAPACITY, AND IEA/OPEC RELATIONS.. SECRETARY
SCHLESINGER BRIEFED THE MINISTER ON THE US ENERGY LEGISLA=~
TIOK AND OIL PROSPECTS IN CHIWA AND MEXICO. HE ACCEPTED

AN INVITATION TO VISIT KUWAIT IF HE TRAVELS TO THE MIDDLE
gﬁps.([ ;# EARLY 1979, AS HE IS TENTATIVELY PLANNING. END

iARY o

2+ VWHILE THE IMMEDIATE SITUATION IN IRAN WAS REGARDED AS
ENCOURAGING , SECKETAKY SCHLESINGER EXQRESSED CONCERN OVER
THE LONG TERM CONSEQUENCES OF THE EVENTS IN IKAN. HE SAID
THAT IT WOULD BE VERY DIFFICULT TO RECOVER PREVIOUS STABILITY
IN THE MIDDLE EAST, AND THAT SHOULD THE SHAH BZ THROWN OUT,
THE AREA WOULD BE PLAGUED WITH INSTABILITY FOR 4 DECADE.

3. THE TWO NINISTERS AGREED TAAT THE SOVIETS WERE NOT
RESPONSIBLE FOR THE IRANIAN TROUBELESBUT MIGHT WELL SEEX
TO TAKE ADVANTAGE OF THEM. THEY ALSO AGREED THAT KHOMEINI
AND SANJABI WERE LESS ORGANIZED THAN THE EXTREHE LEFTIST
FORCES IN IRAN. SECRETARY SCHLESINGER SAID THE IRANIAN
SITUATION WAS PARTICULARLY DISTRESSING SINCE 1T FGLLOWED
RECENT EVENTS IN THE TWO YENENS AND IN AFGHANISTAL., HE
SUGCESTED THAT PAKISTAN MIGHT EE THE NEXT PROBLE SINCE IRAN
SERVEDSAS A ZUTTRESS TO PAKISTA#. NMINISTER KHALIFA SAID
THAT VIRTUALLY ALL MIDDLE EAST COUNTRIES, INCLUDING IRAQ,
HCPLD THE SHAY COULD VEATHER THZ CRISIS.
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4. BINISTER KHALIFA MAINTAINED THAT AN HONEST GOVERNMENT
AND BETTER DISTRIBUTION OF THE COUNTRY*S WEALTH WAS THE
LONG-TERr SOLUTION FOR 1RAW. SECRETARY SCHLESINGER CObj=
WEMVTED THAZ THE SHAH®S "WHITE REVOLUTION™, WHICH KHOMEINI
ATTACKS AIMED AT REDISTRIBUTION OF INCOME.

% RE THE AEU DHABI PRICE MEETING, XHALIFA SAID THAT HED

EXPECTLD A "NODERATE"™ INCREASE (1@-15 PERCENT) T0 BE THE
FINAL OUTCOME. HE SAID NO DECISION HAD YET BEEN HMADE AND
IWTENSE LOBBYILG WOULD HOT BEGIN UNTIW DECaSat. HE SAID
LhE OPEC WINISTERS WOULD COWSIDER TWO POSSIGLE SCENARIOSS
(1) A SIWGLE PRICE INCREASE VALID FOR ONE YEAR, AND (2) AN
IHITIAL INCREASE (24Ge, 5 PERCENT) FOLLOWED BY SWMALLER
INCREASES (E.Ge, 2=-3 PERCENT) EACH QUARTER OVER THE NEXT
w0 YEARS., TO SECRETARY SCHLESINGER®S QUERY, HE
WAINTAINED THAT THE MARKET WOULD SUSTAIN PERIODIC PRICE
INCREASLES EVEN IF IRAN RETURNS TO FULL PRODUCTION AND
GROWTH RATES IN THE INDUSTRIAL COQUNTRIES ARE REDUCED. HE
PROJECTED DEMAND FOR OPEC OIL IN 1979 AT 31.5-32 WiBD, UP
FROM 29-30 MMED IN 1978,

6, MINISTER KHALLFA SAID THAT HE WAS CERTAIN PRACTICAL

OPEC PRODUCTION CAPACITY WAS DRAMATICALLY LESS THAN THE

38 MiBD THAT IS SOWETIMES REPORTED. USING KUWAIT AS AN

LXAIPLE, HE SAID THAT 1TS CFFICIAL CAPACITY WAS 3.8 MMBD
WUT PRACTICAL CAPACITY WAS ONLY 2.5 [iMBED., HKHE NOTED THAT
LAUDL ARABIA, WHILE CURREKTLY PRODUCING OVER ITS CEILING
UECAUSE OF THE IiANIAN SITUATIQN, WOULD NOT OBJECT TO A

PRODUCTION LEVEL OF LESS THAN THE 8.5 MMBD CEILING.

7. SECRETARY SCHLESINGER SUGGESTED THAT THE IEA WAS EN-
GAGEDSIN SOME ACTIVITILES -- QROMOTING CONSERVATION, DEVE~-
LUOPING AN EQUITABLE AWLOCATION SYSTLI FOR SHARING OIL

IN TIHES OF SHOWTAGE ~- THAT WOULD ALSO HOLD BENEFITS FOR
UPEC. HE SAID THAT THE IEA NO LONGER WAS A CONFRONTATIONAL
URGANIZATION AND WONDERED IF IT COULD BE USED T0 FACILITATE
t#ETTER PRODUCER/CONSUMER COOPERATION. MNINISTER KHALIFA
“AID THAT [OST CFEC NATIONS UERE OW PUBLIC RZCORD IN
UPPOSITION TQ IEA. NO FORWAL_ IEA/CPEC DIALOGUE WAS NOw
PUSSIELE, ALTHOUGH INFORIAL INFORWATIONAL EXCHAKGE AT

UTAFF LEVEL COULD BE USEFUL. ACCORDING TO WIWISTER
{HALIFA, THE PROGDUCERS A(D CONSUIERS SHOULD SPEND THE

NEXT TWO YEARS DECIDING ANONG THEUSELVES THEIR OWN MEEDS
ALD PRIONITIES (£S THZ OPEC MEMBERS WOULD DO I ThRE NEW
GTRATEGIC COMMITTEE) AFTZR *WHICH TINE SOHWE TYFE OF RE=-
PaeSERTATIVE PAQOUCER/CONSUMER DIALOGUE MIGHT BE POSSIBLE.
I+ SUCH A DIALCGUZ,gONLY wATIONAL (INISTLRS VWOULD SPEAK,
LUT OPZC AND IEp COULD ATTIEND AS OBSERVERS.

G
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8. SZCRETANY SCHLESINGER ASSURED THE MNINISTER THAT THE RE
US EKERGY PROGRAM toULD BE RIGOROUSLY IMPLEMENTED AND
YOULD BE EFFECTIVE. HE SAID HE WOULD USE THEZ AUTHORITY
TO THE MAXIHUN TC FORCE THZ DUNKING OF COAL IN INDUSTRIAL
AKD UTILITY EOILERS, THEHCONSERVATION PROVISIONS OF THE®

LEGISLATION WILL HAVE A SUBSTAKTIAL INMPACT. THE PROVISIONS]

OR NATURAL GAS PRICING SHOULD PRODUCE CO{SIDERABLE

GUANTITIES OF NEW GAS AND IN THEMSELVES ENSURE A REDUCTION {

IN uUs OIL IMPORTS BY MORE THAN ONE MNSD BY 1985, THE Ii=
PACT OF ALL THE KEw LEGISLATION WILL ©E TO REDUCE OIL
INPORTS IN 1985 BY 245-3 Mi4ED BELOW THE LEVEL THEY OTHER=-
VISE WOULD HAVE BEEW. THE SECRETARY SALD THAT WE NOW
CXPECT 1985 OIL IMPORTS TO BE AROUND S MNMBD.

9. RESPONDING TO MINISTER KHALIFA'S QUERY, SECRETARY
SCHLESIKGER ADMITTED THAT SONME OF THE ADIINISTRATION
IRFLATION FIGHTZRS WERE EXCRTING PRESSURE AGAINST RAISING
US DOMESTIC CIL PRICES TO WORLD LEVELS. THE DECISION Ol
THIS ISSUE WOULD BL TAKEN NEXTHYEAR. THE SECRETARY EX-
PRESSED A STRONG VIEW THAT THE PRICES SHOULD bE RAISED.

10, SECRETARY SCHLESINGER BRIEFED MINISTER KHALIFA ON OIL;

PROSPECTS IN CHINA AND MEXICO. HE PLACED CHINESE TOTAL

PROVED AND UNPROVED) RESENVES AT 16% DILLION BARRELS (CITE
ING A CIA FUBLICATION), HALF OF WHICH WAS OH=SHORE AFD THE |

REYAINDER OFF=-SHORE. HE EXPECTED THE CHINESE IO USE VESTER

FIRMS TO ERPLORE FOR OIL IN THE OFFSHORZ AREAS. HE WOTED
THAT THE CHINESE ARE OVER OPTIMNISTIC aBOUT THE AMOGUKRT |
OF REVENUES THEY COULD EXPZCT IN THE NIXT FEW YEARS FROM
OIL EXPORTS.

11, SECREZARY SCHLESINGER CITED MEXICAN ESTIMATES OF
6J BILLION BARRELS OF PROVEN RESERVES Aiid SAID NEXICO
PROBABWY HAD MORE THAN AN ADDITIONAL [&¢ BILLIOW
BARRELS IN RESERVES. HE ANTICIPATED MEXICAN PRODUCTION
OF 4-5 M1BD BY 1985, 3 [1BD OF WHICH WOULD BE EXPGKTED.

12, SECRETARY SCHLESINGER MENTIONED TAAT HE WAS TENTATIVES

LY PLANNING A TRIP TO THE MIDDLE EAST Id EITHER JANUAJY
OR THE EARLY SPRING. HE RESPOLDED POSITIVELY TO THE
HINISTER®S INVITATION TO VISIT KUWAIT AT THAT TIME. VANCE
BT
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MEMORANDUM OF_CONVERSATION - (@N/O

DATE: November 29, 1978

PLACE: Political Officer's
Residence

SUBJECTS : Kuwaiti University Students; Iran and Kuwait;
Opposition to Ruling Family; Moslem Conservatism;
Shi'ites; Biographic Information

[
PARTTICIPANTS: Mohammad Al-Rumaihi, Kuwait University Professor and
Editor-in- Chiefy of Arab Times
Peter A. Sutherland, DCM, American Embassy, Kuwait
James L. Clunan, Politlcal Officer, American Embassy,

Kuwait
JISTRIBUTION: AMB ECON INR/RNA & INR/OIL/B
DCM USLOK USINT BAGHDAD
POL-3 NEA/ARP Amembassy TEHRAN-2

«C)  Background

) During a reception held by the Ambassador for visiting Treasury
“ceretary Blumenthal and his delegation, Rumaihi told the Secretary
thac he shouldn't be talking to the people at this receptim; if he
really wanted to know what was going on in Kuwait and who would be

in charge in a few years, he should be looking elsewhere. We followed
up on these remarks by inviting Rumaihi to lunch. Over the course

n1 three hours' discussion, the following emerged.

(U) Rumaihi, who teaches at the University, told us he devotes the
carly part of the morning to lectures and classes. Later in the day
fie goes about his business around town but is not compelled to spend

4 [ixed number of hours at his newspaper. Close supervision there

is 2xercised by others. This regime gives Rumaihi time to contemplate
“uwait society and its defects.

(Uy  Kuwaiti University Students

U) Rumaihi said that a number of students are suffering hardships
necause of the rapid rise in the cost of living. Of course, the
vuvernment provides free education, but the student is on his own as

Drufter: POL:JLCluman:bms 12/17/78
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ta1 as housing and meals ave concernced. A majority of students are
"aking part-time jobs to make ends meet. None of this struck us as
narticularly troublesome, in view of the number of Americans who
hve to work their way through college. Rumaihi acknowledged this
roing, but went on to note the important factor for the students is
rise appearance of hardship in comparison to others. In contrast

*e the wealthy and well-to-do, a number of students classify them-
selves as 'poor."

(1)  There are also social pressures on the student brought by the
#reat wealth displayed by some members of the student body. Some
temale students come to class with a brand new outfit every third
day but most do not. More and more of the latter, who cannot keep
up with the competition in clothing, are taking to the traditional
costune of Kuwaiti women, veil and all.

() Sutherland cited the study by Tawfic Parah which concludes

Lhat Kuwaitis in the University place their religion ahead of other
allegiances, including their family, country, and race. (The study
is Lo appear in the December 1978 issue of the Journal of Social
Poyuholopy.) Rumaihi agreed that students are showing greater
interest in Islam. It serves as a mask for rebellion, he said. In
vhis regard, Rumaihi addressed himself to the notion of "sharing
power. " The ruling family does not do this, and students resent

i1, as well as their relative "poverty." The conventional cutlets
~or this resentment do not exist: There are no student organizations
thal matter; the press is controlled; there is no National Assembly.
»beent these, the students join Moslem groups and vent their dis-
satisfaction under cover of exhorting the Government to be more
stalously Moslem in its conduct.

(w) Iran and Kuwait

(C)  Events in Iran are the central topic of conversation. Rumaihi
theught the events there boded ill for Kuwait, in that history would
not precisely repeat itself here but that some of the disabilities
wi the regime in Iran are also present here.

(C) Opposition to Ruling Family

(€) He referred to corruption. "The Shah is in his twilight. His
authoricy has been undermined by the corruption of those arcund him,
those he trusted. I have analyzed these in my recent article in
al-Siyassa.’’ Rumaihi said: "In former times the rulers of Kuwait
aﬁahtﬁeir tamily were not vulnerable to charges of corrupticn." The
Sabahs had remained aloof from business, but in the middle 60's the
tamily entered commerce and finance in a big way. Traditionally,
the Sheikh of an Arab tribe did not directly involve himself in the
business of the tribe so that he could remain impartial; he relied
ot the members of the tribe to provide for his livelihood, which
they did for so long as he deserved it. The Sabahs traditicnally
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i «l this role in Kuwait even as the society evolved from a ctribal
one to a mixed commercial cum desert community. When in rthe old
+1ys the men of the great commercial families and the captains and
“1uhermen went away for months, the Sabahs were left behind to look
tter the town and the welfare of the women. In short, they were
“uwdians, but now the Sabahs have abandoned this tradition and
|uple are beginning to say they thereby have lost their Sheikhly
cluim to authority.

“+)  Rumaihi also alluded to discontent with the Sabahs among the

a«lthy merchant families who resent the inroads made by the Sabahs
“ito business areas where the profits traditionally would have been
~eserved to such families.

) Clunan said Kuwaitis had assured him that Kuwait would not go
' way of Iran because of its attention to the grelfare of all its
ivople. Elaborating this thesis, which we ‘have heard most recently
'rom cthe Chief of Staff, Kuwait Armed Forces, Clunan explained that
the extensive social welfare schemes in Kuwait are said to deny the
possibilicy of discontent such as that which has arisen among the
U nlan middle class who are afflicted with inflation and the poor
noiple who are left out of the modernization process. Rumaihi

«ffed at this notion. For one thing, he noted it leaves out half
esidents of Kuwait who, not being Kuwaitis, get fewer social
benefits as well as lower pay for doing the same job as Kuwaitis
o work alongside them.

(') Moslem Conservatism

1) Rumaihi's sharpest comments centered not on the defects of
tawait's elaborate social welfare scheme but on the flaws of the

i+ odership. Besides corruption, Rumaihi spoke of hypocrisy. The
r.troduction of stricter law in accordance with Moslem tradition
would not affect the scofflaw attitude of Establishment Kuwaitis.

he cited such examples as the prohibition on alcohol and modesty

i Lathing costumes, both already introduced, and most rucently the
yroposed application of Sharia Law to criminal punishment which is
ruposed in the new Penal Code. Rumaihi voiced the usual criticisms
<t this proposed measure, namely the likelihood that it would be
v.iurced according to a double standard, its unsuitability in the
rodern world, and®the lack of thorough modern and psychological

1 search into the causes of the "upsurge' in crime that was cited as
‘hie principal justification of the new Penal Code by its advocates.

1) Xumaihi predicted that, after all the debating, the arguments
1n che press and the rest of the uproar, the Government will intro-
e the Code without important changes, just as they had done last
sy with the Rent Law. He said that, without Parliament and
«iber reliable institutions for gauging the people's views, the

tovernment will be able to claim great public support for the measures

by citing selected statements in the newspapers.

2
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{C) While the hypocrisy and the anachronism assoclated with the

tiew Penal Code are troubling, Rumaihi was more worried that conser-
vative religious pressures would get out of control. As in Iran,
chey arise in many cases from an emotional, rather than a reasoned,
véaction to the modern world., The real danger in it all lay in

the leadership's failure to see clearly where the revival of religious
conservatism would lead. '"What is next?'" he asked rhetorically.
~fter the criminal code we could see the enforcement of the Zakah
{Islamic taxation) and then why not the prohibition of insurance and
rne taking of interest? For Kuwait, which intends to rely increas-
ingly on such income as a major national resource, such a proposition
“3 judicrous. Moreover, full application of Islamic law would
challenge the legitimacy of the rule by the Sabahs, who after all
ave no claim to the Caliphate.

10 shiltes

f)  Clunan asked about Shi'ites. Rumaihi did not seem well informed
bue vifered these points. There are no important Shi'ite Imams here.

siome Shi'ites have circulated leaflets. "I have seen some of them;
tney are critical of the Shah and the Amir as well."

1) COMMENT

() Despite his tantalizing remarks to Secretary Blumenthal,
Famihi did not ever clearly say who he expected would be running
Ynwaic in a few yead time,

v} Biographic Information

+€) " Rumaihi said he was not popular with the authorities; he gave
v.aumples. He had had his passport lifted for two months at the end
~t he summer after returning from London where he had made public
catements which the Government did not like. Also, he has been
rped of editorship of the Journal of the Gulf and Arabian Penin-
¢ Studies, a scholarly quarterly. -
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E.O. 11652: GDS 12/11/84 (MAESTRONE, FRANK E.) GR-M
TAGS: ENRG, OPEC, KU, US

SUBJECT: FOLLOW-UP TO SECRETARY BLUMENTHAL'S. #IDDLE EAST
‘TRIP

REF: STATE 310048 (NOTAL)

1. (C-ENTIRE TEXT) SUMMARY: DURING DEC 11 MEETING WITH
KUWAIT OIL MINISTER PRIOR TO HIS DEPARTURE TO ABU DHABI TO
ATTEND OBPEC AND OPEC MEETING THERE, I REFERRED TO CONSIDERA-
TIONS PRESENTED BY SECRETARY BLUMENTHAL DURING HIS NOV 21-22
VISIT TO KUWAIT WITH RESPECT TO FORTHCOMING OPEC PRICE
DECISIONS. THE MINISTER INDICATED HIS DISAGREEMENT WITH THE
BLUMENTHAL POSITION AND EXPRESSED THE VIEW THAT FAILURE TO
INCREASE THE PRICE OF OIL WOULD BE UNFAVORABLE TO BOTH US
AND KUWAITI INTERESTS IN TERMS OF STIMULATING ALTERNATIVE
SOURCES OF ENERGY. HE INDICATED SUPPORT FOR A "MODERATE"
PRICE INCREASE WITHOUT DEFINING THIS IN PERCENTAGE TERMS,
BUT STRESSED THAT HIS OBJECTIVE AS THIS YEAR'S PRESIDENT OF
OPEC WAS TO MAINTAIN OPEC UNITY DURING THE MEETING. HIS AIM,
THEREFORE, WAS TO REACH A "REASONABLE COMPROMISE" AGREEABLE
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TO ALL MEMBERS. THE OJL MINISTER DID NOT EXPECT THE CURRENCY
BASKET QUESTION TO RECEIVE MUCH DISCUSSION AND HOPED TO AVOID
ANY DETAILED CONSIDERATION OF THE MATTER. END SUMMARY.

2. I WAS UNABLE TO MEET WITH OIL MINISTER SHAIKH ALI KHALIFA
AL~SABAH UNTIL DEC 11 BECAUSE OF HIS UNAVAILABILITY DUE TO
REGULAR SUNDAY CABINET MEETING DEC 10. BY THE TIME I MET
HIM, HE HAD ALREADY RECEIVED HIS RINAL INSTRUCTIONS FROM THE
AMIR PRIOR TO HIS DEPARTURE TO ABU DHABI THE SAME EVENING
WHERE HE WOULD FIRST ATTEND OAPEC MEERING BEGINNING DEC 12
AND THEN STAY ON FOR THE OPEC MEETING DEC 16.

3. I OPNED.MY DISCUSSION WITH THE MINISTER BY NOTING HE

HAD HAD A FULL DAY OF MEETINGS WITH SECRETARIES BLUMENTHAL AND
SCUHLESINGER AND UNDER SECRETARY COOPER DURING HIS NOV 11
WASHINGTON VISIT. HE OBSERVED THAT HE HAD A GOOD EXCHANGE

OF VIEWS WITH SCHLESINGER AND COOPER, BUT THAT HIS MEETING
WHILE SECRETARY BLUMENTHAL WAS A BIT “TENSE." (WHICH

I RECEJVED REPORTS OF THE SCHLESINGER AND COOPER MEETINGS,
REGRETTABILITY I HAD NO INFORMATION CONCERNING ‘THE BLUMENTHAL
MEETING DESPITE MY REQUEST FOR THIS TO THE TREASURY
DELEGATION VISITING KUWAIT.) ALI' KHALIFA WENT ON TO NOTE

THAT HE FOUND THE TWO PAPERS ‘GIVEN BY TREASURY TO FINANCE
MINISTER AL-ATEEQI UNWORTY OF THE LEVEL OF FINANCIAL EXPER-
TISE REPRESENTED IN KUWAIT.

4. FOLLOWING THIS LESS THAN SATISFACTORY OPENING TO OUR
CONVERSATION, I TOLD THE OIL MINISTER THAT I DID NOT WANT
TO REVIEW THE POINTS MADE BY SECRETARY BLUMENTHAL DURING HIS
VISIT HERE BECAUSE I WAS SURE HE WAS ALREADY FAMILIAR WITH
THEM. I DID, HéWEVER, WANT TO EMPHASIZE WHAT I CONSIDERED
A SIMPLE AND INCONTROVERTIBLE FACT, NAMELY THAT ANY INCREASE
IN THE PRICE OF OIL WAS BOUND TO HAVE A PROFOUNDLY UNFAVOR-
ABLE EFFECT OF WORLD ECONOMY. ALL KHALIFA CHOSE TO DISAGREE
EVEN ON THIS POINT, STRSSING HIS VIEW THAT FALIURE TO
INCREASE THE‘ PRICE OF OIL WOULD DO BOTH US AND KUWAITI
INTERESTS A GREAT " DISFAVOR." HE MAINTAINED THAT WITHOUT
THIS KIND OF INCENTIVE, EFFORTS TO DEVELOP ALTERNATIVE
SOURCES OF ENERGY WOULD NOT BE STIMULATED. 1IN REBUTTAL,.

I SUGGESTED THAT TECHNOLOGY COULD NOT BE REGARDED JUST

AS A FUNCTION OF FINANCIAL INCENTIVE.
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TO RUEHC/SECSTATE WASHDC IMMEDIATE 2526
INFO RUQMBI/AMEMBASSY ABU DHABI IMMEDITATE 4331
RUFHRS/AMEMBASSY ALGIERS IMMEDIATE 901
ZEN/USINT BAGHDAD POUCH

RUESRS/AMEMBASSY CARACAS IMMEDIATE 411
RUQMDH/AMCONSUL DHAHRAN IMMEDIATE 3847
RUGMOD/AMEMBASSY DOHA IMMEDIATE 2246
RUKOBT/AMEMBASSY JAKARTA IMMEDIATE 346
RUQMRA/AMEMBASSY JIDDA IMMEDIATE 5911
RUTALS/AMEMBASSY LAGOS IMMEDIATE 365
RUFHLC/AMEMBASSY LIBREVILLE IMMEDIATE 222
RUDTC/AMEMBASSY LONDON IMMEDIATE 3626
RUQMHR/AMEMBASSY TEHRAN IMMEDIATE 4620
RUQMTI/AMEMBASSY TRIPOLI IMMEDIATE 1206
RUFHAU/AMEMBASSY VIENNA IMMEDIATE 390
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5. RETURNING TO MORE SPECIFIC ECONOMIC MATTERS, I STRESSED
THAT A SUBSTANTIAL OIL PRICE INCREASE WOULD HAVE A DEPRESSING
EFFECT UPON THE DOLLAR, WHICH WOULD BE CONCERN TO KUWAIT

WITH ITS OIL-GENERATED DOLLAR INCOME AND ITS EXTENSIVE
INVESTMENTS IN THE US. I REMARKED THAT THIS FACTOR.SEEMED

T0O BE APPRECIATED BY THE OTHER GULF STATES WHERE AN APPARENTLY
MODERATE VIEW REGRDING A PRICE INCREASE PREVAILED IN

CONTRAST TO KUWAIT'S VIEW WHICH WAS GENERALLY DESCRIBED AS
MORE EXTREME IN THIS RESPECT. I OBSERVED THAT, BECAUSE OF
THE PUBLICITY GIVEN ALl KHALIFA AS PRESIDENT OF OPEC DURING
THE PAST YEAR, KUWAIT'S ROLE WAS BOUND TO BE A FOCUS OF
ATTENTION AT THE FORTHCOMING OPEC MEETING.

6. RECALLING THAT KUWAIT SHARED MANY MUTUAL INTERESTS, BOTH
IN BILATERAL TERMS AND WITH RESPECT TO THES WORLD AT LARGE,

1 EXPRESSED THE HOPE THAT THESE CONSIDERATIONS WOULD BE
TAKEN INTO ACCOUNT AS HE PARTICIPATED IN THE OPEC DELIBER-
ATIONS. I NOTED. THAT IN SECRETARY BLUMENTHAL'S MEETING WITH
THE AMIR THE LATTER STATED THAT KUWAIT WOULD ACT WITH REASON
AND MODERATION WITH RESPECT TO AN OIL PRICE INCREASE. THE
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KMIR HAD SAID THAT KUWAIT DID NOT WANT TO HURT THE WORLD
ECONOMY AND IT RECOGNIZED INTERDEPENDENCE. I CONCLUDED
THESE COMMENTS BY NOTING THAT THE OIL MINISTER HAD ALREADY
MET WITH THE AMIR THAT MORNING AND PRESUMABLY HAD CLARIFIED
KUWAIT'S POSITION FOR THE OPEC MEETING.

7. ALI KHALIFA STATED THAT KUWAIT'S POSITION

WAS QUITE CLEAR; AS PRESIDENT OF OPEC HIS OBJECTIVE WAS TO
PRESERVE OPEC UNITY IN THIS MEETING. HE WOULD, THEREFORE,
SEEK TO ACHIEVE A “REASONABLE COMPROMISE" AGREABLE TO ALL
OPEC MEMBERS.

8. Y EXPRESSED THE HOPE THAT ANY PRICE INCREASE WOULD BE A
VERY MODERATE ONE, NOTHING .I DID NOT CONSIDER 10 PERCENT
MODERATE. I SUGGESTED THAT, IF THERE WAS ANY THOUGHT OF
ESTABLISHING A SYSTEM OF PERIODIC PRICE INCREASES, IT WOULD BE
SUBJECT TO REVIEW BEFORE ADDITIONAL INCREASES BEYOND THE
FIRST ONE WERE PUT INTO EFFECT. ALL KHALIFA RBJECTED THIS
SUGGESTION, NOTHING THAT HIS CREDIBILITY AS PRESIDENT WOULD
BE JEOPARDIZED IF HE TOOK THIS POSITION. HE EXPLAINED THAT,
DURING. THE G VA OPEC MEETING EARLIER IN THE YEAR ON THE
SUBJECT OF A . JRRENCY BASKET, HE ‘HAD DELAYED ANY ACTIVE
CONSIDERATION OF THIS MATTER BY USING THOSE PRECISE TACTICS.
AS A RESULT, HE WAS ABLE TO FORESTALL ANY CONSIDERATIONS OF
THE CURRENCY BASKET. (FYI: THIS STORY CERTAINLX DOES NOT

CONFORM TO REPORTS AND CONVERSATIONS WHICH I HAD WHICH CONFIRMED

THAT AL] KHALIFA WAS A PROPONENT OF THE CURRENCY BASKET.

END FYI) IN RESPONSE TO MY QUERY, THE OIL MINISTER SAID HE

DID NOT EXPECT 'THE CURRENCY BASKET QUESTION TO BE CONSIDERED
DURING THIS OPEC MEETING AND , INDEED, HOPED THERE WOULD BE. NO
DISCUSSION OF .IT.

9. CONCLUDING OUR DISCUSSIONS, I THANKED THE OIL MINISTER
FOR RECEIVING ME AT SUCH A BUSY MOMENT ON THE DAY OF
HIS DEPARTURE.
MAESTRONE
BT
6591
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#UQMOD/AMEMBASSY DUHA 2247
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UQMAKZAMENMLASSY BANANA 3627 1PN

1UQMHRZAMERLASSY THRAN 46ed ANR

LUKOBTZAAENUASSY JAKARTA 347 pem
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IniSs PEPR, ENRG, IR, KU

GuBJECTE IRANLAN REQUEST FOR SUPPLIES OF XKEROSEME AND GAS

ull,

{.DUKING A DEC 1! SEETING WITH QIL MINISTER SHAIKH ALI
~nALIFA AL=SA3AN Ot AJOTHEK SUBJECY, 1 RECALLED-THAT IN

WY UEC 9 MEETING WITH THE ACTING FOREIGH MINISTER/MINISTER
oF STATE FOR CABLwcT AFFAIRS HUSSEIN, THE LATTER TOLD ME OF
Av IRANIAN (NIOC) KEQUEST SudiITTED IO KUwWALT FOR THE

LUPPLY OF 250,030 TONS EACH OF KiEROSEME AND GAS OILe THE

JIL MINISTER CONFIRMED THIS AND SAID He HAD MET WITH A

#+10C DELEGATION 14E PREVIOUS DAY, XUWALIT WAS NOT ABLE TO
FURNISH SUCH LARGE QUANTITILS OF THECSE PRODUCIS BUT wOuld

w0 WHAT 1T COULD TO MAKE CERTALN SUPPLIES AVAAILABLE TG IRAN
LURING THIS MONTH. HOWEVER, THIS JAS DIFFICULT BECAUSE
SUVAITE PRCGDUCTION WAS ALREADY COMMITTEDL TO MANY REGULAR
VUSTOHERS s NZVERTHEL&SS, THE QIL WINISTRY waS TRYENG TO
rikgus?z INDONESIA TO PZRMIT TAE DIVEASION YO IRAN OF A TAMKER
LJA

.99 BARRELS OF KERUSENE. 1T vAS ALSD SEEKING

[G PURCHASE FOR IRANIAN ACCOUNT a4 TANKER LOAD OF KEROSENE
rkgg é;gLY WNERE A KUWALITI TAWKER WAS DELIVERING REFINERY
FRQDY .

<« THE SUPPLY OF uAS OIL WAS LESS LIFFICULT, ALTHOUGH

KUWALIT DIl NOT HAVE THE QUANTITLES DRSIHED AVAILABLE.
AUWEVER, ALI KHALIFA SAID THAT 50,808 BARRELS OF GAS OfL
“OULD BE SUPPLIES THIS MONTH AMWD A SIWILAR SUPPLY NEXT MOWTH
IF 1T WEKE STILL NEEDED,

3. THE OGIL MINISTER ALSQ NULED THAT SaUDI ARABIA WAS
APPARENTLY GOING TO HELP IN TK1S RESPECT, THE NICO DELEGATION
JAS ALSO COING TO BAHRAIN A#D THE OTHER GULF STATES TC

THY TO QBTAIN SUFFICIENT QUANTITIES CF THESE PRODUCTS. ALI
KAALIFA INBDICATE. THAT WE WAS CERTAIN KUWAIT AND THE. OTHER
GULF STATES WOULL DC WHAT THEY, COULD TO SUPPORT IRAN DURING
(H1S EMERGENCY SITUATION.

I MAEST xQNE
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FM AMEMBASSY KUWAIT

TO RUEHC/SECSTATE WASHDC 24 64 B81748-
INFO RUGMBI/AMEMBASSY ABU DHABI 4298 <
RUFHRS/AMEMBASSY ALGIERS 887 ACTION
ZEN/USINT BAGHDAD POUCH ECON 5
RUFHOL/AMEMBASSY BONN 475 INFO
RUFHBS/ANEMBASSY BRUSSELS 643 B
RUESRS/ANENBASSY CARACAS 498 DCM

R UQMOD /AMEMBASSY DOHA 2223 POL 2
RUKOBT/ALEMBASS Y JAKARTA 335 M
RUQMRA/AMENBASSY JIDUA 5878 OR
RUTAL 5/AHEMBASSY LAGOS 352 1CA
RUFHLC/AMEIBASSY LIBREVILLE 289 ADM
RUDT C/ANEHBASSY LONDON 3223 CRU 2 M 15

RUFHMD /AMEMBASSY MADRID 186
RUESQI/AMZMBASSY QUITO 207
RUFNPS/AMENBASSY FARIS 2026

R UFHRO/AMENBASSY ROME 473

R UQMHR/AMERBASSY TEHRAN 4595
RUDKGPQ/AMEMBASSY THE HAGUE 127
IUQMT L/AMEMBASSY TRIPOLI 1192
FUFHAU/AMEMBASSY VIENNA 379
RUEATRS/US TREAS WASHDC
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JRUSSEL S AL SO FOR USEEC

te0. 286 : GDS 12/1/84 (BUCK, STEPHEN W) OR-3, (C~-ENTIRE TEXT)
"AGS: OPEC, EFIN, ENRG, KU

3UBJ ¢ oECriLTARY BLUMLNTHAL S VISIT TO KUWAIT - MEETINGS WITH
TINANCE UINISIER ATEEQI - PART Il

le QLASSIFICATLIION OF THIS TELEGRAM APPLIES TO ALL PARAGRAPHS.

‘e AFTER MEETINGS WITH THE AMIR AHD CROWN PRINCE

.SEPTELS) , FINANCE MINISTER ATEEQI, TREASURY SECRETARY BLUMENTHAL
ND THEZIR PARTIES RETURNED TO THE HILTON HOTEL FOR CONTINUATION
F DISCUSSION BEGUN ON THE MORNING OF NOV. 22. PARTIES WERE
OINED IN THESE TALKS BY SENATQR LUGAR AND CONGRESSMEN CAVANAUGH,
‘TANTON, AND HYDE.

» SECRETARY BLUMENTHAL STARTED -OFF THE MEETING BY HANDING
TEEQI YTREASURY ESTIMATES FOR THE U,.S. CURRENWT ACCOUNT OUTLOQK
OR 1973 AWD 1979 ItPICATIKG A DROP IN THE CURRENT ACCOUNT
EFLCIT FtOd 17 BILIION DOLLARS IN 1973 TO 5 BILLION DOLLARS IN
979, CCHHEWTING ON MINISTER ATEEQI'S EARLIER REMARKS, SECRET-

CORFIDENTIAL
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ARY BLUGKHNTHAL Yalo THAT CLuaklyY U.S. COULD RCT--ANJD WOULD
NUT WANWT 10==UIUrAatle WHAT Tiin OFRC OIL PRICL WOULD Bi.
ALSO IT JAS 0BVIOUs THAT OIL 1S A KeY ELEMENT AFFECT InG
WORLD ECURGHYW Tiliil WAS (0 UENYING THAT OIL PRCDUCERS HAD
INCURRLD LOSSes SLCAUSE GF TMHE ODECLINe IN THe UOLLAR AlD
INFLATLOwW. HOWEVER 117 WOULL NOT BE REALISTIC 10 TRY TU GO
BACK TO THE BEGINNING OF 1977 TO wiane UP E&TIRELY FOR WHAT-
EVER LOSSES THERL WEREZ. THYING TO MAKE UP FOX A HYPG-
THETICAL 23 PEAXCENT CGR 24 PuRCLNT LOSS IN oAbl QIL PRODUCER
KEVENUL WOULD JUST ACCELERATE THE WHOLE VICIGUS CYCLE OF INFLATION.
AS FOR THe MNINISTER'™S QUESTION REGASUING THE BASE ON WHICH A
1@ PERCENT INCIcASe IN THe VaLUE OF THE DOLLAR OR 12 PER-
CENT INCREASE Iw OIL PRICEZ WOULD BE ESTIWMATED, IT WOGULD BE
ON THE SITUATICN AS IT IS iGw, .NOT THAT IN PrRcVIOUS YEARS
(SUCH AS 1973 Ch 1574 AS MINISTER ATEEQIL HAD SUGGEST&D).

4., TAX EXEMPT STATUS OF FOREIGN GOVERNMENT INVESTMENT

IN U.S, (SEC. 8352), MINISTER ATEzQl SAID KUWAIT APPRECIATES
THE MOVES PRESIDENT CARTER HAD UNDERTAKEN TO TRY TO CURB
INFLATION, KUWALT BELIEVES IN THE SIRENGTH OF THE AMERICAN
ECONOMY, IT KNOwS THAT THi DOLLAR"S DECLINE HAS BEEN
EXAGGERATED AND 1S MOSTLY A RESULT OF SPECULATION. HOWEVER,
WHATEVER HAS HAPPENZD TO THEZ DOLLAR IS VERY SMALL IN RELA-
TION TG THE GIAGT ECOWOMY OF THE UNITELD STATES AND THE
STRENGTH OF THE UNITED STATES. THEREFORE, THERE MUST BE
SOMETHING POLITICAL IN THez DeCLINE OF THE DOLLAR. T ZRE

IS A LOT THE U.S. CAN DO ABOUT IT, THE tIATTezR BaING

ESSENT JALLY INTERWAL AND NOT EXTERNAL. KUWAIT VIEWS THE
UNITED STATcZS AS A MARKET, AN ECOWOWY TO WHICH IT CAW LOOK
FOR CONTIWUITY, A COUNTRY WITH INTEGRITY IN WHICH IT CAN
TRUST,., KUVALT HAS INVESTED IN THE UNITED STATES FOR WHANY,
MANY YEARS ON THE ASSUMPTION THAT CenTAIN LAWS WERE APPLI-
CABLE~--1% FACT, FUR 23 YEARS, SINCL 1952. NOw, IT IS
SUDDENLY FACED WITH THE TRGUBLING PROSPECT OF New

INIF

PRETATIONS OF THE LAW ARE TO BE APPLIED RETROACTIVELY.

A COUNIRY LIKE KUWAIT CANLOT CARRY OUT AN INVESTMENT POLICY
LF FACZ WITH ABRUPT CHANGES WHICH HAVE A VERY DAMAGING
EFFECT ON INVESTOR CONFIDENCE., THERE HAS BEEN A NEW INTER-
PRETATIUN THIS YeAR. WILL THIS MEAN THERE WILL BE ANOTHzR
NEW INTERPRETALSOW®RZXT YEAR, AND 50 ON?

5. MINISTER OBSExVED THAT, WITH RESPECT TO THE DIFFERENCE
BETWEEN "PASSIVE" AND COHNCIAL INVESTHMENT, OwE COULD

AGYUZ THAT THE STOCK MARKET IS COMilud CIAL. WOULD THAT MEAN
THAT ALL KUWAIT STOCK mMARKET TRANSACTIONS WeRE ALSO TAXADLE?
UNITED STATeS IS A SOVEREIGW COUNTRY, A5 IS KUWAIT.
OBVIOUSLY THe U.s, COULD DG WHAT IT PLEASED REGARVDING
TNVESTAENT INSIDE THe U.S. BUT IF IT DIv, KUYAIT WOULD

HAVE TO WEIGH WHETHER TO STAY IN OR GET OUT.

AT ‘LEAST THE U.S. WOULD HAVE TO GIVE KUWAIT A{PLE TIME

TO DEFIKE ITS POLICY IN LIGHI OF THE NEW SITUATION REGARD-
ING FOREIGN GOVER NiE

P INVESTHcNT. THIS WAS TOO BAD,

SINCE SUCH INVESTNENT WAS NOT ONLY GOGD FOR KUWAIT BUT ALSO THE
UNITED STATES. IF KUWAIT HAD TO CHANGZ ITS INVESTMENT
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POLICY IT MIGHT HAVE TO REVIEW ITS OIL PRODUCTION

POLICY, KUWANZ COULD NOT INTERFERE IN WHATEVER INTERPRETA~
TION THE UNITED STATES GOVERNMENT FINALLY MADE, BUT IT

WOULD NOT BE JUST FOR SUCH AN INTERPRETATION TO BE

APPL IED RETROACTIVELY. FURTHERMORE, KUWAIT WOULD HAVE

TO BE GIVEN TINE HV CHANGE 1TS<-INVESTHMENT STRATEGIES ACCORJ~
INGLY, UNFORTUNATELY, THIS MIGHT LEAD TO A SITUATION OF
RETAL IATION, SOMETHING WHICH KAYALT WISHED TOQ AVOID.

€, OIL PRICES. ATEEQI, WHO WAS ALS0 ACTING OIL MINISTER,
SAID THAT, IN REACHING AN OIL PRICE DECISION, OPEC WILL
LOOK FOR ONE THAT WILL NOT CAUSE A “POLITICAL MESS", SINCE
KUWAIT DOES NOT WANT TO REPZAT 15973. ALTHOUGH THE OPEC
ECONOMIC COMMITTEE IS CURRENTLY REVIEWING THE OIL PRICE
QUESTION IN ORDER TO MAKE A RECOMMENDATION, LUCKILY THE
DECISION WILL WOT BE LEFITZO THESE EXPERTS, BUT WILL BE
THE CONCERN OF MINISTERS. KUWAIT WILL NOT RECOMMEND A
PRICE DESIGNED TO RECOVER ALL ITS LOSSES DUE TO THE DOLLAR
DECLINE AND INFLATION, BUT IS LETTING OTHERS KNOW IT IS
INTERESTED IN A PRICE "CURRECTION". SUCH AN INCREASE
WILLVE NECESSARY BECAUSE THE GOVERNHMENT NEEDS TO HEET

ITS REQUIREMENTS IN TER4S OF SALARY RAISES FOR CIVIL
SERVANTS AND ALSO WITH RESPECT TO FOREIGN AID, WHICH, IT
MUST BE RENALLED, IS GIVEN AT THE GENEROUS RATE OF MORE
THAN 7 PERCENT OF ITS.GNP. OPEC SHOULD NOT BXSFORCED T0
ACCEPT AN OIL PRICE FREEZE, SINCE THE REAL PRICE OF OIL HAS
BEEN CUT DRASTICALLY BECAUSE OF INFLATION AND THE DECLINE QF
THE DOLLAR, THERE SHOULD BE A CORRECTION, BUT ONE IN WHICH
WISDO# HAS TQ RULE. AS MATTERS NOW STAND, GERMANY AND
JAPAN ARE THE ONLY ONES WHO ARE BENEFITING FROM THE Low
“"REAL"™ PRICE OF OIL. )

7. SECRETARY BLUMENTHAL SAID THAT HE WOULD FIRST ADDRESS

THE TAX SECTION 392) ISSUE, BUT ONLY BRIEFLY, SINCE THE
AMPD'S FINANCIAL ADVISOR (KHALED ABU SA'UD) HAD ALREADY

HAD AN OPPORTUNITY TO DISCUSS THE MATTER INFORMALLY WITH
DEPUTY ASSISTANI SECRETARY FOR TAX ANALYSIS SUNLEY.

SECRETARY BLUNENT HAL NOTED THAT THERE WILL BE PUBLIC HEARINGS
(ON SECTION 8%2) A SAID "I WIL ‘
PERSONALLY SEE TO IT THAT
WE COME OUT WITH A RESULT THAT IS AS POSITIVE AS PHSSIBLE."
HOWEVER, GOK SHOULD BE AWARE THAT THE QUESTION OF INTERPRET-
AT ION OF 892 HAD BEEN AROUWD FOR A LONG TIWE. FOR EXANPLXVN
BANK OF AMERICA HAS ASKED FOR PRELIWINARY RULING IN

1976 BUT HAD WITHORAWN THIS REQUEST AFTER BEING TOLD THAT
THE RULING MIGHI BE A NEGATIVE ONE. QUESTION OF DIFFER-

ENT JATION BETWEZNHBZPASSIVE" AND “COMMERCIAL"™ INVESTHENT
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INCOHE WAS ALSO NOT A NEW ISSUE HAVING BEEN ARQUND EVER
SINCE THE '52'S. MOREOVER, THERE WAS AN INTEREST IN
CONGRESS VF ASSURING THAT THE TAX LAW IN SUCH SITUATIONS
WAS FAIR AND EQUITABLE TO ALL CUNCERNED--FOREIGN GOWERN-
MENTS AND DOMESTIC U.S. TAXPAYERS.

8. SECRETARY BLUMENTHAL THEN EMPHASIZED THAT HE WANTZD TO
BE SURE THAT THw RECORD WOULD INDICATE THAT THERE IS
ABSOLUTELY NO CONSIDERATIO{} BEING GIVEN TO ARY CHANGE IN
THE TAX EXEWMPT STATUS OF DIVIDEND, INTEREST OR ROYALTY
INCOME OF FORczIGN GOVERWMEWTS. THE OHLY MATTER AT 1SSUE
WAS TAXABIPUTY OF FOREIGHN GOVERNYENT REAL ESTATE INVESTMENT
INCOME AND THIS WOULD HAVE T6 BE LOOKED AT VERY CLOSELY,
WHATEVER DECISION REACHLD WOULD BE DONE SO WITH FULL HOTICE
TO PARTIZES CONCEX NED, GIVING THEM SUFFICIENT TIME TO PRO-
TECT THEIR INTERESTS, FOR EXAMPLL, IN THE CASE OF SAUDIA
ARABIA, THEREZ WAS A ONE YEAR GRACE PERIOD BEFORE NEW TAX
RULINGS WENT INTO EFFECT AND THESE WERE NOT RETROACTIVE,
SECRETARY ADDEZD THAT WHILE HE COULD NOT MAKE ANY COMMIT~
MENTS AT THIS TIME, HE HOPED THAT THE QUESTION OF A GRACE
PERIOD AND THe PROBLEM OF RETROACTIYTY WOULD BE MOT
CAREFULLY CONSIDERED BEFORE ANY FINAL DECISION WAS MADE,

RUQMTI /AMEMBASSY TRIPOLI 1194
RUFHAU/AMEMBASSY VIENNA 381
RUEATRS/US TREAS WASHDC
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9, IN RESPONSE TO ATEEQI'S FURTHER QUERY, SECRETARY
BLUMENTHAL REPLIED THAT USG WOULD TRY TO MAKE THE GOK TAX
STATUS AS CLEAR AS POSSIBLE, HE NOTED THAT, UNDER U.S.
SYSTEM OF THREE BRANCHES OF GOVERHMENT, THE COURTS OFTEN
HAVE THE FINAL SAY ON TAX QUESTIONS., THE GOVERNMENT OF
KUWAIT, JUST LIKE U.S. CITIZENS, HAS THE RIGHT TO USE
UsS. COURTS. ATEEQI REPLIED THAT HE DID NOT WANT TO
CHALLENGE THE MATTER IN THE COURTS.

lp. OIL PRICES. AS FOR OIL PRICES, SECRETARY BLUMENTHAL
S%ID HE WAS GLAD TO HEAR THAT THE MINISTER DID NOT FOLLOW
THE ADVICE OF EXPERTS, FOR REPORTS FROM VIENNA OF )
THE OPEC COMMITTEE'S DELIBERATIONS ON PRICE WERE FRIGHTEN
ING. AS FOR AID, U.S. APPRECIATED KUWAIT'S GENEROSITY,
WHICH WAS A WISE POLICY FOR A RICH COUNTRY AND ONE WHICK
UeS. HAD FOLLOWED SINCE WORLD WAR II, EVEN IN TIMES OE
ECONOMIC DIFFICULTY. HOWEVER, IT MADE NO SENSE TO GIVE
WITH ONE HAND AND TAKE WITH THE OTHER, FOR EXAMPLE BY
RAISING THE PRICE OF OIL. AS FOR OIL PRICIWNG DECISIONS,
US KNEW THAT IN 1977 THERE WERE MANY FACTORS AFFECT-

ING THEM: SLOW GROWTH IN THE WORLD EZCOWOMY WAS ONE; SUFT

‘WORLD DEMAND/SUPPLY SITUATION FOR -OIL WAS ANOTHER. Il
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REACHING PRICE DECISION, SECRETARY WAS SURE KUWAIT WwOULD
LCOK AT THE DEMAND/SUPPLY SITUATION FOR OIL IN |979.
EXPERTS IN U.S. FEEL THAT FOR 1379 AND INTO |383, THE
MARKET WILL NOT BE AS SOFT AS IT WAS IM 1573, BUT NOT AS TIGHT
AS IT WAS IN 137YXQUUUIM EVEN THOUGH KUWAIT CONTINUES

TO FOLLOW ITS 2 MILLIOW B/D CONSERVATION CEILING POLICY,
THE WORLD DEMAND/SUPPLY SITUATION FOR OIL, NOT JUST U.S.
POLICY, WOULD HAVE SOME EFFECT ON OIL PRICING. WHILE IT °
PWAS TRUZ THAT A CONWTINUED OIL PRICE FREEZE HELPED WEST
GERIANY AND JAPAN VIS-A~VIS THE U.S., IF THE PRICE OF

OIL WERE RAISED, THE DOLLAR WOULD WEAKEN AGAIN AND THIS
WOULD SIMPLY PERPETUATE THEIR ADVANTAGE IN THIS RESPECT.
COMUMENTING ON THE KUWAITI BUDGETARY NEED FOR AN OIL PRICE
INCREASE, SKCRETARY BLUMENTHAL NOTZD THAT KUWAIT ENJOYS

A LARGE CURRENT ACCOUNT SURPLUS AND SHOULD HAVE NO PROBLEM
RAISING CIVIL SERVANTS® SALARIZS.

10. CONCLUDING HIS COMMENTS ON OIL PRICES, MINISTER ATEEQI

O3SERVED THAT OPEC IS, IN FACT, A USEFUL ORGANIZATION, DIALOGUE

WITH OPEC MEM3ERS IS5 ALWAYS WORTHWHILE, EVEN IF THERE WAS
ONLY AGREEMENT ON 58 TO 64 PERCENT OF THE MATTERS INVOLVED.

12, EFFECT OF AN OIL PRICE RISE ON THE UNITED STATES. IN
ELOQUENT PRESENTATION, CONSRESSIMAN CAVANAUGH NOTED THAT
MUCH HAD BELN SAIN ABOUT THE EFFECTS OF AN OIL PRICE RISE
ON THE WORLD ECONOMY. SOMETHING NOW NEEDED TO BE SAID ABOUT
ITS EFFECT ON THE AVERAGE U.S. CITIZEN. MINISTER DID

NOT SEEM TO RELATE OIL PRICES TO THE WAGE FACTOR TO
THE UNITED STATZIS. THE-UNITED STATES MIGHT HAVE A LARGE
ECONQOuUY, BUT FACT REMAINED THAT FOR THE UNITED STATES, EACH
OIL PRICE RISE WOULD HAVE A IMNAJOR EFFECT BECAUSE ALL THE
LARGE INDUSTRIES AND LABOR UNIOHS WOULD REACT TO IT BY
RAISING WAGES AND PRICES. ANY OIL PRICE RISE WOULD BE
LIKELY TO HAVE A TREMENDOUS PSYCHOLOGICAL IMPACT, AND THIS
WOULD COME JUST AT A TINE WHEN PReSIDENT CARTZIR HAS WITH
GREAT COURAGE TAKEN STEPS TO CURB INFLATION BY VETOING
PUBLIC WORKS BILLS AND IN SOME CASES- THE ACTIONS OF HIS

OJN PARTY. THE GREAT PSYCHOLOGICAL MOMENTUM AGAINST INFLA-
TION THAT PRESIDENT CARTER HAD CREATED WOULD BE GREATLY
IMPERILED BY ANY ADVERSE OIL PRICE DECISION MADE BY QPEC.
IMPACT OF ANY OIL PRICE DECISIOWN 3Y THE MEM3ERS OF OPEC
SUCH AS KuUWAIT WOULD BE VERY DRAMATIC ON THE UNITED STATES
ECONOMy. ALSO, THE MIRISTRY SHOULD CONSIDER THE POLITAL

1P ACT ANy OIL PRICE DECISION wOULD HAVE ON PRESIDENT CARTER
HIMSELF, AT A TIME WHEN HE HAD TAKEN SO{E POLITICAL RISK
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NUF D/ ANEMBASSY PAKRIS 2829

RUFHRO/AMEIBASSY ROME 476

RUQMHR/AMEIIBASSY TEHRAN 4538

RUDKGPQ/AMEN3ASSY THE HAGUE 130

RUQMTI/AMEN3ASSY TRIPOLI 1195

RUFHAU/ZAMEMBASSY VIENNA 382

RUEATRS/US TREAS WASHDC
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IN ATTEMPTING TO MOVE TOWARDS A MORE BALANCED POSITION
REGARDING MIDDLE EAST POLICY. THE AMERICAN PEOPLE WOULD

NOT SEPARATE OPEC OIL PRICE POLICY FROM U.S. POLICY REGARD=
ING THE MIDDLE EAST. CONGRESSMAN SAID THAT HE WAS CONCERNED
THAT PERHAPS THE MINISTER'S PERCEPTION WAS NOT AS DEEP AS
HE WOULD HOPE IT MIGHT BE REGARDING THE EFFECT OF QIL PRICE
RISE, NO ONLY ON THE INTERNATIONAL SITUATION BU{ ON THE
U.S. DOMESTIC, ECONOMIC AND POLITICAL SITUATION.

13. ATEEQI REPLIED THAT FROM THE KUWAITI POINT OF VIEW,
THE SITUATION OF THE PRESIDENT OF THE UNITED STATES WAS A
VALID CONCERN IN THE UNITED STATES BUT NOT IN KUWAIT. WHAT
CONCERNED KUWAIT WAS ITS OwN INTEREST. SITUATION OF THE
TwO COUNTRIES WAS SIMPLY ENTIRELY DIFFERENT. UNITED STATES
WAS FLYING TO THE MOON WHILE KUWAIT WAS STRUGGLING TO GROW
GRASS. IT WAS NICE TO TALK ABOUT NORTH/SOUTH DIALOGUE,

AND FOR THAT MATTER, THE EURO/ARAB DIALOGUE, BUT THIS WAS
REALLY ALL NONSENSE., THE MINISTER EXPRESSED THE WISH WE
COULD ALL SPEAK AS CITIZENS OF ONE CQUNTRY, BUT "YOU IN
THE UNITED STATES SPEAK OF NEUTRON WEAPONS WHILE WE SPEAK
HERE OF GRASS"‘.

l4. ON THIS NOTE OF LEVITY, SECRETARY BLUMENTHAL CONCLUDED
HEETING BY SAYING THAT, HOWEVER SHORT, HIS TIME IN KUWAIT
HAD BEEN WELL SPENT, HE ASKED THAT MINISTER ATEEQI COME

TO THE UNITED STATES AND SPEND AT LEAST AN EQUAL AMOUNT

OF TIME AS HIS GUEST. END TEXT.
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TAGS3: ENRG

SUBJECT: gUWAIT OIL MINISTER ON AMINOIL NATIONALIZATION AND
SAUD I/KUWAITI PARTITIONED ZONE DISCUSSTION

REFz (A) 77 KUWAIT 7253 (NOTAL), (B) 77 XUWAIT 7185 (NOTAL)

fe KUWAIT DAILY (AS-SIYASSA) JAN 5TH CARRIED GARBLED STORY
wHICH INCLUDES PREDICTION THAT ANY ATTEMPT BY THE AMERICAN
INDEPENDENT QL COMPANY (AMINOIL) TO TAKE ITS CASE TO INTER-
NAT IONAL ARBITRATION (THE STORY MISTAKENLY REFERS TO WORLD
COURT) “"yILL BE A FAILURE". DURING CALL BY AMBASSADOR ON

OIL MINISTER AL-XAZIMI AND MINISTRY UNDERSECRETARY AL-ADASANI
JAN 7TH (SEE SEPTEL) LATTER EXPRESSED OPINION THAT ARBITRATION
wHICH AMINOIL REQUESTED DEC. 21 (REF B) COULD NOT BE

APPL IED SINCE THE COMPANY ALREADY HAD BEEN TAKEN OVER.
REQUEST FOR ARBITRATION AFTZR NATIONALIZATION wAS TANTAMOUNT
T0 QUESTIONING THZ SOVEREIGNTY OF THE STATE OF KUWAIT, ADASANI
SaID. MINISTER CONFINED HIMSELF MERELY NOTING THAT

AMINOIL REQUzST FOR ARBITRATION HAD BEEN TURNED OVER TO OFFICE

OF MINISTER OF STATE FOR ADMINISTRATIVE AND LEGAL AFFAIRS FOR IT4

COMMENT, AlBASSADOR OBSERVED THAT ADASANI®S VIEy, WwHILE
INTERESTING , MIGHT BE SEEN DIFFERENTLY BY LAWYERS.

2« AMBASSADOR THEN ASXED IF THERE WERE ANY TRUTH TO STORY
CONCERNING LIKELIHOOD OF AMALGAMATION OF KUWAIT-wAFRA

OIL COMPANY (KyOC), THE GOVERNMENTANAMED SUCCESSOR

ENTITY TO AMINOIL, WITH KUWAIT*S MaJOR OIL PRODUCER,' THE
GOVERNMENT-CWNED KUWAIT OIL COMPANY, MINISTER STATED HE
WAS PZRSONNALY AGAINST x0C'S TAKING OVEx XWwOC

FOR Ty0 REASONS: (1) SINCE KWOC WAS THE SUCCESSOR TO
AMINOIL AND THE GOVERNMENT HAD NOT SETTLED MATTERS wlITH
AMINOIL, IT wOULD COMPLICATE MATTERS FOR KwOC TO BE MERGED
wITH ANOTHER ENTITY; AND ¢2) POLITICALLY, IT WwAS NOT

THE PART ITIONED ZONE JOINTLY WITH GETTY, A SAUDI CONCES-
SIONAIRE .

CONFIDENTIAL
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3. ON THE LONG STADING PROBLEM OF DEMARCATING THE SAUDI/
KUWAITI BOUNDARY OFF THE OFFSHORE PROTION OF THE

NUTRAL ZONE, QISCUSSIONS WERE "FROZEN LIKE OIL PRICES™

THE MINISTER SAID. HOWEVER, HE EXPRESSED THE HOPE THAT

THE TwO SIDES WOULD wOULD MEET IN ABOUT A MONTH TO DISCUSS THE
MATTER . UNDERSECRETARY ADASANI NOTED THAT IT yOUuLD BE

MUCH BETTER IF THE SAUDIS AND XKUWAITIS HAD RESOLVED THEIR
OFF- SHORE BOUNDARY SO AS TO HAVE A “COMMON FRONT" IN ANY
MEDIAN L INE DISCUSSIONS WITH THE IRANIANS. KUWAIT, KAZIMI

AL SO ADMITTZD, wOULD VERY MUCH LIKE TO RESOLVE THE BOUNDARY
QESTION SO0 AS TO BE ABLE TO EXPLOIT THE LARGE GAS DEPOSITS
IN THE OFFSHORE DORRA FIELD IN THE NON-PARTIONED PART OF

THZ NEUTRAL ZONE. AS ANOTHER REASON FOR KOC'S NOT TAKING
OVER KyOC, UNDERSECRETARY ADASANI STATED THAT OIL MINISTRY
STUDIES REVEALED THERE WOULD BE VERY LITTLE SAVING INWLVED,.

4. COMMENT., ONE REASON NEITHER KUWAITI OFFICIAL MENTIONED,
BUT WHICH IS GIVEN WIDE CREDENCE HERE, IS FACT THAT MINISIER,
wHO DOES NOT EXERCISE EFFECTIVE CONTROL OVER GOVERHMENT-
OyNED OIL/PETROCHMICAL COMPANIES (XOC, KUWAIT NATIONAL
PETROLEUM CO. AND PETROCHMICAL INDUSTRIES CO.) WOULD LIEK

TO HAVE HIS "OyN™ OIL COMPANY. MOREOVER, KAZIMI HAS APPOINTED
H1S NEPHEW, FUAD AL-MATROUK, AS XwOC HEAD, BUT LATIER IS

NOT REGARDED AS PARTICULARLY COMPETENT. ANOTHER FACTOR IS

KEL IGIOUS ONE, SINCE BOTH ARE SHI*A MOSLEMS AND NEw KwOC
SENIOR STAFF INCLUDES HIGH PROPORTION OF SHI'AS.
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REFS: A) KUWAIT 0101,8) STATE 17001 (NOTAL) CRU2
83

1. (U) ACCORDING TO ARABIC PRESS NEWSPAPER JANUARY 21,

KUWAIT MINISTRY OF FOREIGN AFFAIRS SPOKESMAN AHMAD AL-MUBARAKI
HAS DECLINED TO C?MMENT DIRECTLY ON ANNOUNCEMENT ATTRIBUTED

TO AN AIDE OF AYATOLLAH KHOMEINI THAT THE GULF IS NEITHER

“ARAB" NOR "PERSIAN" BUT "ISLAMIC." INSTEAD MUBARAKI

REITERATED STANDARD PUBLIC POSITION OF KUAIT ON RESIONAL
SECURITY. HE SAID "“THE ESSENTIAL POINT FOR KUWAIT IS COOPERATION
AMONG ALL THE STATES OF THE GULF WHICH ENSURES THE CONTINUED
STABILITY AND PROSPERITY OF THE REGION AND KEEPS IT AWAY

FROM GREAT POWER CONFLICTS."

2. (U) ON JANUARY 23 THE ARABIC NEWSPAPER AL-WATAN, IN A REPORT FROM

ITS PARIS CORRESPONDENT, SAID THAT KHOMEINI HAD MET IN PARIS
ON JANUARY 22 WITH A DELEGATION REPRESENTING THE SHI'ITE
RELIGIOUS LEADERS IN THE GULF WHO TRANSMITTED TO KHOMEINI

THE ANXIETY FELT BY THE STATES OF THE GULF THAT HIS POLITICAL
ACTIVITIES "MIGHT LEAD EITHER TO THE INFILTRATION OF COMMUNISTS
TO THE GULF AREA OR ENCOURAGE ﬁEBELLION IN THOSE STATES."

3. (C) COMMENT: AL-WATAN STORY REFLECTS ANXIETY WE HAVE HEARD
EXPRESSED PRIVATELY IN KUWAIT ABOUT THE ADVENT OF A KHOMEINI
GOVERNMENT IN IRAN. WE HAVE REPORTED THAT THE AMIR SPOKE WITH

74

CONCERN ABOUT THE SPREAD OF SHI'ITE TROUBLEES TO IKAQ, AND PERHAFS
BEYOND, IN HIS CONVERSATION WITH FRENCH FOREIGN MINISTER
FRANCOIS-PONCET (REF A). IN THE SAME VEIN, AN OFFICIAL IN THE
POLITICAL DEPARTMENT OF THE FOREIGN MINISTER TOLD US THAT
HE DID NOT EXPECT A GOVERNMENT RUN BY A RELIGIOUS MAN SUCH
AS KHOMEINI COULD LAST VERY LONG. THIS SUNNI MUSLIM SAID HE
THOUGHT AN ATTEMPT TO ESTABLISH AN ISLAMIC STATE UNDER SHI'ITE
LEADERSHIP WOULD ONLY PRODUCE CHAOS IN IRAN AND ATTENDANT
TROUBLES IN THE SHI'ITE COMMUNITY IN IRAQ. DESPITE THESE CONCERNS
KUWAIT HAS NOT GONE ON THE RECORD EITHER FOR OR AGAINST ANY
PURPORTED KHOMEINI PRONOUNCEMENT, EVEN ON THE RELATIVELY
PERIPHERAL ISSUE OF GEOGRAPHIC TERMINOLOGY. DEPARTMENT WILL
RECALL OCCASIONS WHEN DISPUTE OVER THE NAME OF THE GULF BROUGHT
STRONG KUWAITI ASSERTION THAT GULF AS, IS, AND SHALL BE FOREVER,
ARABIAN. THE KUWAIT POST OFFICE REFUSED MAIL WHICH INCLUDED
"PERSIAN GULF" IN THE ADDRESS AND FLIGHT CLEARANCE REQUESTS
WERE REJECTED ON THE SAME GROUNDS. AL-MUBARAKI'S CAUTIOUS
COMMENTS AVOID REVIVING THIS TERMINOLOGICAL DISPUTE. THIS
CAUTION IS ALL THE MORE EVIDENT WHEN ONE REGALLS THAT KUWAIT
TURNED DOWN KHOMEINI'S REQUEST TO COME HERE AFTER IRAQ EXPELLED
HIM IN OCTOBER.
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. CUNUARY 3 HUVAIT OIL WINISTER REVEALED TQ WE CONFIOENTIALL
SN 29 THAT 50K WOULD AUNMORLZE ALOLYIONAL CRUDE QIL PRODUCTION
WEHAGING SLIGHTLY UVER 20d,us¥ 2PD I8 GRDER T¢ COWIRIBUTE T0
o ¥FSELTING THY LCES OF IRaNIAN OIL. AGCURUDING TO OIL CONPANY

CPRESENTATIVES, A KEQUIREVENT HAT ThIS ADDITIONAL OIL GE
L IANSPURED TN KUWAITI TANKRERS WAS LHCLUDED amMdtd QTAHIER 3o
CuNDITIORS . SULKAF - THES -ARSTIONRE ~CRULI TS OFFEALD TOTHE
gt OFF=TARKEES OF KUWALI QIb, 8P, SHELL AwD GULF. WHILL
T42 FIRST TWO PRO-ABLY wWILL HAVE M) TROLBLLE MEETING CONDITONG,
iy DO CAUSE SOh LIFFICULTIES #OR GULF, WAICH Mai WOT YE
voCIDED [0 PUKRCAASE THIS ADLITIONAL AMOUN. THE OIL MINISTLR,
LAEN PROVIDING THIS IHFORwATIUN WITH REQUEST I RESP:CT ITS
CUNFIDENTIALITY, ASSURED wE THAT THIS ACTION WAS BSEING TAKEN
Fo% "POLITICAL RE.ONS™ aND THAT, OTHERWISE, HE 00K POLICY
~& RESTRICTING ITS CRUDk PRUDUCTION G 2 wlLLION uPD AVERAGE
S ILL RERIAINS o B0 SUNRALY

S« AT A RECLPTION GIVEN BY BRITISH PETROLEUM (BP) CHALREAN

siR DAVID STEEL Jad 29, OIL MINLISTER ALI XKHALIFA AlL-SABAN
r.:VEALED TO i "“VLAY CONFIDENTIALLY™ HAT KUWALT WOULD INCREAGE
15 CRUDE OIL PRODUCTIUN BY SLIGHTLY OVER 20« ,008d dPD IN

JHLER TO MAKE A CONTISUTION TO THZ WORLD SHORTAGE WHICH
AWSULTS FROW STOPraG:. QF IRANIAN O11, PRODLCTION, Thi MINISTER
ASKED THAT THKIS 1arURMATION BE HELD VERY CLOSELY SINCE NO
«PORT OF N1S PROUUCTION INCAEASE WILL 3E GIVEW O THE PRESED.
{1 REQUEST THAT HIsS WISHES BE RESPECTED UNTIL THIS INFORHATION
ENTUALLY I8 REVEALED OY OTHIR SCUNCESed ALI KHALIFA INDIGATED
VaAT THE PROOGUCTION HAD BEEN APPROVUL 8Y THE. SUPREME OIL
CUUNCIL O JAN 29 aND THAT IT wOULL 3E FORMALLY ENLORSED BY
IHE CASINET AT ITs JAN 21 MEETING, WHICH 1 WaS.

1o THIS ACTICHN REPIESKNTS A REVERSAL OF AN EARLIER REFUSAL

-V THE CABINET TO APPRGVE A PROPOSAL BY THE OIL MINISTRY WHICK
OULD HAVE PeRWITISD THE HREER WAJOX PURCHASES OF KUVAITI

- UDE, I.E. BP, Gu.LF AND SKELL, ¢ PURCAASE 58,808 IPD EaCH

ruli HE FIRST, SEC.iD, AND FCOURN QUARIERS OF 1979 AnL. 100,068
. EACH DURING THL TWIRD QUARER. THdE QIL MINISTRY™S REASUN
ro. RECONMENDING THE HIGHER AMOULT.Fur THE 'THIRD QUARTER WAS
ASEL ON A DESIRE TO OBTAIN ENOUGHT astCCIATED GAS © RUN THELR
<< LPG PLANT AT FULL CAPACITY UNDER THE MUST SEVEKE. CLIMale
CuilDITIONS A5 A FIwal TEs BEFURE 1TSS ACCEPTANCE FROM THE
CINnGTRUCTURS o

-wsve
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AUGMOD/AMEMSASSY LOHA 2340
CUKOBT/AIER3ASSY JAKARTA 351
AUQHRAZAE (o ASSY JIDDA 5343
SUTAQL/ZAME#3ASSY LAGOS 3635
L UFKLC/A®.3ASSY LIUREVILLE £25
LUDTC/AME miASSY LONDCH 3288
HLARAN/AMEVSASSY ~ANAMA 3G54
CUQWNTZAME M3ASSY USCAT J786
RUFNPS/ZAMELSASSY FARIS 2872
FUESQIZAME LBASSY JUITO 219
SUGMHR/ZAIC P 3ASSY 1EHRAN 4669
AUEHKO/ZRVEr3ASSY TOKYO 568
UBRTI ZAMe ¢ 3ASSY FRIPQLI 1213
k%FHﬁp/AﬂEruASSY VIENNA 357
v} .
COMNFILGCNTI ALSECTION 2 OF £ 'KUVALT 0370

LInDIS

o AFTER THE REJECTION OF THIS PROPOSAL, ALL KHALLIFA CAME
SACK WITH THZ PRESENT -PROUPOSAL WHICH PERWITS EACH QF THE THREE

vaJQR LIFTERS TO TAKE 40,400 BPD EACH 'FUR THE FIRST, SECOND AND-

FOURTH QUARTENS AND €9,000 BPD ZACH FOR THE THIRD QUARTEN,
THIS REPRESENTS Ad OVERALL 24 PERGENT REDUCTION FRON THE
PyEVIOUS PROPOSAL. THE AEMAINTNG PRODYCYION, WHICK wOULD. _
SJRING THE TOTAL Tu SLIGHILY OVER 203,044 BPD, -WILL BIZ ASSTGNED
TO SHALL CCWPANIES WHICH HAVE REGULAR CONTRACTH. TO PURCHASE'
AUWATT] CRUDE.
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v. CENTAIN COMDITIONS HAVE LEEN ATTACHER TO THIS OFFER FOR

ine MAJOR OFF-TAKERS. FIRST, THEY HUST RANSPORT THI§ ADDITIONAL
"L I KUSAIT OIL TANKER COMPANY (HOTC) VESSELY AN, SECQUL, anuk
+ THE THREE COuPANIES IS REQUIRED TQ TAKE IS SHAme UF ONE

. ILLION BAKRRELS OF EXTRA HEAVY CRUD: PRUDUCEZD IN THE KEUTRAL

.o0€ YHICH 15 PRESEWGTLY WELD IN STORAGE BECAUSE IT 1§ DIFFICULY

o SEAly MOR:OVER, FHE THREZ-COW MMIESHYRICT TN JOY _

. ISCOUNTS UNDER TheIR HEGULAR CONTRACTS, WILL NAVE TO-PAY THE
. FICIAL PRICL FOR THIS ADDITIONAL SIL. WORMAL CREDIT THRAS,
l.ce 68 DAYS, WILL APPLY, BCTH BP AND SHELL, WHICH HAVA
.FFERED THE GREATEST LOSSES AS A RESULT QF THE CUTQFF OF
1iANIAN OIL PRODUCTION, APPARENILY WILL HAVE KO PROBLEM WLTH
ViBE TERKS AGD ‘ARE EXFECTED TQ SI4 CONTRACTE FOR THIS

A LITIONAL QUANTITY.

7. AN ADDITIONAL COGDITION HAS BEEN APPLIED BY THE' MINISTRY
(v THE OFFER TC GULF FOR THIS ADDITIONWAL LIk PURCHASE,THE
LIL MINISTRY IS DEWANDING THAT GULF E1G6N A 19-YEAR A REEMENT
+u PURCHASE 240,802 TONS OF LPG, THIS CONDITION waB ADDED

..CAUSE GULF CANCELED A CONTRACT LATE IN -DECEMBER TO PURCHASE
(215 AMOUNHG OF LPG WHEN ITS INTENDED JAPANESE CUSTOMER,
ITSUBISHI, SUDDENLY WITHDREW FKQN- AN AGRIEMENT TO‘PU"GHﬁﬂﬁﬂs
1.i1S AMOUNT OF LPG. GULF HAD PREVIQUSLY PURCHASED 18,0@d TLN

OF LP@ ANNUALLY FOR TilS CUSTOMER AND: HADU INCREASED THE.ANMORWNY
() 208,200 TONS IN ANTICIPATION OF:aN INCREASED REQUIREMENT.
{JMEVER, AGCURDING TO THE GULF REQIONAL REPRESENTATIVE IN KUWAIT
[4E LPG MARKET IN JAPAN 1S PRACTICALLY SATURATED AS & RESULT

SF THE AVAILABILITY OF PRICE-COMEYITIVE, ALTERNATE FUELS

#ULLY -ENABLING USEKS TO SAIFT 70 QTHER QOURCES OF ENERGY.

. GQF ALSO HAS DIFFICULTY WITH THE CONDITION REQUIRING THAWSHORT
IN XKOTC TANKERS BECAUSE, AS A RASULT OF Td& DAMAGE TO

GANTRY BAY FACILITIES IN IRELAND, XT HAS'A SURPLUS QF TAMKER
CAPAGITY, SINCE THL MINISTRY. OF (I CONTRACT REQUIRES INAT -DHE

i URCHASERS NiGOTIATE THE TANKER CHARGES WITH KOTC, GULE 1S
CONCERNED THAT LT WIGHT FIND ITSELF TN A POSITION OF MARKETING
[iIS ADDITIONAL CRUDE AT A LOSS, WGCARDING TO 116 REPRESEWTATIVE,
LULF I8 CURRENTLY CAREFULLY REVIEWING: THIS OFFER,

s« WHEN PROVIDING THIS INFOKMATION:TO ME, THE OIL MIN[ETER
UZCLARED THAT THIS DECISION wAS BEING TAKEN BY THE GOK FOR
"P YITICAL REASONS,® NAMELY TO MAKE 4 CONTRIBUTION TQ THFR!

AUDITIONAL SUPPLIES QF OIL THAT yILL' BE NEEDED T9' MAKE UP THE
LJSS OF LRANIAN OIL PRODUCTION,;KE ASSERTED THAT, OTHquIsE;
THC KUWALY] POLICY TO MAINTAIN. A STRIGT CEILING ON [TS' GRUDK
vRODUCTION AT £ MILLTUN SPD AVERAGE.NAS™UNCHANGED, AESTRONE

ol
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RUGMTI/AMEMBASSY TRIPOLI 1214
ggFHAU/AMEMBASSY VIENNA 498
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E.O. 12965: GDS 1/24/85 (MAESTRONE, FRANK Ee) OR-M

TAGS: ENRG, OPEC, KU

SUBJECT: MORE DETIALS ON INCREASED KUWALT OIL PRODUCTION

REF3 KUWAIT 378

l. (C = ENTIRE TEXT)

2. DURING A JAN 23 MEETING WITH OIL MINISTER SHAIKH ALI
KHALIFA AL-SABAH ON OTHER METTERS, THE OIL MINISTER SUPPLIED
FE WITH FURTRER PRECISIONS ABOUT THE KUWAITI DECISION TO |
INCREASE ITS CRUDE OIL PRODUCTION LEVEL DURING 1979 BECAUSE OF
THE IRANIAN OIL PRODUCTION FUTOFF. HE STATED THAT THE COUNCIL
OF MINISTERS, IN APPROVING THE PROPOSAL DESCRIBED REFTEL,

HAD PLACED A CEILING OF 2,200,808 BPD ON KUWALT'S
CRUDE PRODUCTION.
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3. ALI KHALIFA EXPLAINED THAT THE OFFERS TO THE THREE MAJOR

OFF-TAKERS INCLUDED CERTAIN CONDITIONS TAILORED TO EACH ONE f> , >
OF THE THREE COMPANIES (BP, SHELL AND GULF), PARTICULARLY G 2 IR
VITH REFERENCE TO THE USE OF KUWAITI OIL TANKERS. HE SALD -
THAT BP AND SHELL WOULD TAKE THE AMOUNTS OFFERED UNDER THE COnrf
CONDITIONS PRESCRIBED, BUT IT WAS UNLIKELY THAT GULF wOULD 7

TAKE ADVANTAGE OF THE OFFER. WHEN I PRESSED HIM ON WHETHER /mp /S
THE CONDI TIONS INCLUDED IN THE GULF OFFER WERE BASICALLY

UIFFERENT FROW THE OTHER TWO, ALI KHALIFA REPLIED, SOMEWHAT

LVASIVELY, THAT THE CONDITIONS WERE RELATED TO ITS PREVIOUS

PURCHASES OF BOTH OI® AND GAS, BUT WOULD ADD NO MORE DETIALS.

(X MAINTAINED GULF'S DECISION WAS RELATED TO THE FACT

IHAT THE USE OF KUWAITI iANKERS wOULD INCREASE THEIR COSTS

TO SUCH A POINT iHAT IT WOULD NOT BE PROFITABLE TO MARKET

THIS ADDITIONAL CRUDE UNDER THE CONDITIONS STATED.

A. GULF REGIONAL REPRESENTATIVE CONFIRMED THIS FACT, STATING
THAT GULF, BECAUSE OF TIS CURRENT OVERSUPPLY OF TANKER
CAPACITY, WOULD INCUR A COST OF ADDITIONAL $1 PER BARREL BY
LSING KUWAITI TANKERS WHICH IT COULD NOT RECUPERATE FROM 1TS
CONTRACTUAL CUSTOMERS. HE NOTED THAT BP AND SHELL WOULD

BE USING THE ADDITIONAL CRUDE IN iHEIR OWN REFINERIES AND
COULD PRESUMABLY RETRIEVE THE ADDITIONAL COST THROUGHT THE
ANTICIPATED HIGHER PRODUCT PRICES,

5. ALI KHALIFA SAID THAT THE AMOUNT ORIGINALLY OFFERED TO

GULF WOULD NOw BE OFFERED TO OTHER PURCHASERS OF KUWAITI OIL.
IN CONCLUDING OUR DISCUSSION OF THIS MATTER, HE AGAIN REQUESTED
THAT THIS INFORMATION BE HELD VERY CLOSELY WITHIHN THE GOVERN-
MENT, INDICATING THAT THERE wOULD BE NO RELEASE OF THIS
IWFORMATION TO THE KUWAITI PRESS. HE MAINTAINED THAT, IF IT
BECAME PUBLIC KNOWLEDGE, THE GOVERNMENT AND PARTICULARLY HE

AS OIL MINISTER WOULD BE CRITICIZED FOR THIS INCREASE ABOVE

THE NORMAL 2 MBPD CEILING.
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7.0, 12065; GDS 1/38/85 (CLUNAN, JAMES L,) OR-P
TAGS: MPOL, SOPN, xU, 2P, IR, US, UR
SUBJ: (U) XUWAIT COMMENTS ON REGIONAL SECURITY

%uFS: A) KUWAIT @359, B) CAIRO 21843 (NOTAL), C) STATE 217201
(NOTAL)

1. (C) SUMMARY. KUWAIT PRESS IAS EXAGGERATED GULF SECURITY
ASPECTS OF SECRETAXY OF DEFENSE BROWN’S JANUARY 25 CONGRESSIONAL
TFSTIMONY, COMMENTING ON BROWN’S TESTIMONY, GOX SPOKESMAN

%4S REJECTED ANY XIND OF FOREIGN INTERVINTION IN THE AFTAIAS
OF THE GULF AND SAID THEAT {UWAIT HAS NOT SQUCHT SECURITY
GUARANTEES OR PROTLCTION FROM OTEER COUNTRIES, WHILE TdIS
STATEMENT 1S MORE CATEGORICAL THAN HIS VIEWS REPORTED Iq RE¥ A
REGARDING TEX ROLE OF BIG POWTIRS IN THE GULF, SPOKESMAN'S
REMARKS MUST BE SEXN AS PART OF POLICY BALANCING ACT WBICH

504 PLAYS AMONG ITS LARGE NEIGHBORS IN THE AREA AND BETWEEN
TLE SUPER POWERS,
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.. (U) ON JANUARY 26 MOST (UWAITI ARABIC LANGUAGE NEWSPAPERS
JAVE FRONT FAGE TIEATMENT TO US SECRETARY OF DEFENSE BROWN’S
'ANUARY 25 TESTIMONY TO THE SENATE ARMED SERVICES COMMITTEE.
140 NEWSPAPFRS (AL-~ANBA AND AL-RAI-AL-AM) HEADLINED US ° TEARS'
oF US-SOVIET CONFRONPALJON IN THE GULF. AL~NABA, AL~WATAN ANDY
) .~QABAS SAID THY SECRETARY SPO:XE OF THE - PROBABILITY OF

“H1S CONFROWTATION, THUS, MAKING SAME DISTORTION AS SOME CAIRD
»APERS (REF B). WHILE ALL PAPERS SAID THF US AS BEGUN
*WEPARATIONS FOR THIS “PROBABILITY , THRLY AKS0 MADE CLEAR THAT
ot TINTERVENTION" WAS CONTEMPLATED ONLY IN RRSPONSE,TO SQVIE?
“OVES.

*. (U) ON JANUARY 29 ARABIC NEWSPAPER AL~SIYASSA BEPORTED

(vMMENTS MADE IN RESPONSE TO SECRETARY BROYNB STATEMING

Y MINISTER OF STATE FOR CABINET AFFAIRS“ABDUL AZ1Z HuaEAIN.

s0 SERVES AS GO¥ SPOXESMAN. HUSSAIN SAID THE GOK REJECTS

*NY KIND OF FOREIGN INTERVENTION IN THE GOLF, IRRESPECTIVE OF
inf¥ TYPE OR DEGREY OF INTsRVENTION, HE NOTED THAT THE STATIS OF

“"L GULF AND THE ARABIAN PENINSULA ARE UNITED IN OPPOSITION

! FOREIGN INTERVEWNTION, HE SAID THAT KUWAIT AND THE GULF STATES

'Y NOT INTEND TO GET INVOLVED IN THE STRUGGLE AMONG TEE GREA?

! WERS., AS KEGARDS KUWAIT, HE SAID HIS COUNTRY DORS NOT SEEK.

* YECURITY GUARANTEE -— EITHER IN THEE FORM OF AN EXPEDITIONARY

v RCE OR OF THE .INCLUSION OF KUWAIT IN'A REGIONAL DEFEINSE PACT -~
{OM ANY OTHER STATE,

» 1539

CONFIDENTIAL

83

PAGE TWO 1986
2-2)




CONFIDAENTIAL PAGE THREE 1984

NNNNVY ESBO37KWA423

¥R RUQMHR

Do RUQMKW #2570/2 23021445
INY CCCCC 72

h 3013287 JAN 79

M AMEMBASSY KUWAIT -

1( RUERC/SESSTATE 4ASHDC 2863
INFO RUQMBI/AMEMEASSY ABU DHABI 4412
7EN/USINT BAGHDAL POUCH

FUEHEG/AMEMBASSY CAIRO 2194

RUEEDM/AMEMBASSY DAMASCUS 1447

RUQMDH/AMCONSUL DHAHRAN 3&86€

FUOMOD/AMEMIASSY DOHA 2314

FUQMRA/AMEMBASSY JIDDA 6248

RUDTC/AMEMBASSY LONDON 33233

KUQMAM/AMEM3ASSY MANAMA 38897

RUEEMO/AMEMBASSY MOSCOW 354

RUQMMT /AMEMEASSY MUSCAT 1778

RUQMNS/AMEMSASSY SANA 1213

RUEKJCS/SECDEF WASHDC

ADFHIA/USICA WASHUC

RUSNAAA/USCINCEUR

RUHQEQA/USCINCPAC

RUQMHR/AMEMBASSY TEZHRAN 4577

BT

CONFIDENTTI AL SsSCTION 2 OF 2 KUWAIT @530

4, (C) COMMANT, HUSS IN“S COMMENTS REPRESENT THE STANDAWD

GOX REACTION THAT IS AUTOMATICATIY TROTTED OUY IN RESPONSE

TO COMMINTS OF SENIOR AMERICAN OFFICIALS ABOUT THE US INTEHEST

IN THE SECURITY OF TEE PERSIAN GULF, TdE ACTUAL CQNTENT OF

ANY AMERICAN OFPICIAL’S REMARS IN THIS RESPECT, AND ANY NUANCLS
IN HIS STATEMENT, ARE DISAEGARLCED AND XUWAITI HEJECTION OF FOREIGN
INTERVENTION" IN THE GULF IS TRUMPETEL LOUD AND CLEAR. BESIDES
PUBLICLY RZASSURING THE IAAQIS OF NO HXUWAITI PREDILECTION TO

REILY ON US SECURITY SUPPORT, THE GOX STATEMENT SERVES TEE

PURPOSE OF REPEATING FOR THE BENEFIT CF FALESTINIAN EARS (UWAIT'S
ADHERENCE TO ARAB SOLIDARITY. WrILE TiHESE COMMINTS MAY APPLAR

TO BE IN CONTHADICTION TO HUSSAIN’S REMARKS REPORTED IN

REF A, IN FACT THXY ARE NOT.\%N THE LATTER INSTANCE, BUSSAIN

¥AS NOT REACTING BUT RATHER LIVINC KUWAIT’S VIEWS ON THE

SECURITY SITUATION IN THE AREA IN THE LIGHT OF THE IRANIAN
CRISIS, THESE WERE DEVOID OF THE PCLEMICS INVOLVED IN HIS

LATEST STATEMENT AND REPHESENT, WE BRLIEVE, A MORE ACCURATE
RCFLECTION OF THE GOK POSITION, THUS, THESE TWO STATEMENTS SHOULD
ED SEEN AS PART OF THE CONTINUING POLICY EALANCING ACT WHICH

THE KOWAITIS SYEK TO FERFORM AMONG THEIR LARGER NEIGHBORS

AND BETWEEN THE SUPER POWERS., ESTRONE

Ry

CONFIDENTIAL

84

<:> 9 - A;a*vrQr

ACTION

BFes?s 1t 36z 002555
NNNNVY  ESB@39KWAZO0
4K RUQMHR
IE RUQMKW %9701/1 0390955
INY CCCCC 72H
¥ 0714297 FER 79
FM AMEMBASSY KUWAIT ACTION
L0 RUEHRC/SECSTATE WASHDC 2947 Efe)
INPO RUQMBI/AMEMBASSY ABU DHABI 4429
ZEN/USINT HBAGHDAD POUCH INFO
RUDX FBQ/AMUMBASSY BYRN 52 AMB
HUFROL/AMEMBASSY BOfW 491 DCM
HUQMOD/AMEMBASSY DOHA 2331 POL-2
HUQMRA/AMEMEASSY JIDDA 6032 PM
AUDTC/AMFMBASSY LONDON 3314 OR
HUQMAM/AMEMBASSY MANAMA 3712 ADM
AUQMMT/AMEBASSY MUSCAT 1793 ICA
YUPNPS/AMEMBASSY PAKIS 2284 AGR
LUQMYA/USLO RIYALW 299 CRU=-2 11/JA

‘UQMUR/AMEAEASSY TEHRAN 4687V

AUDKERQ/AMCONSUL ZURICH 207

i .

"ONFIDENTT ALSECTION 1 OF 2 KUWAIT 0701

EPT PASS REASURY

. 0. 12@6%5: DS 2/7/85 (LUMSDEN, G, Q.) OR=3

"AGS: EFIN, iU

nUBJ: (C) INCREASsD CAPITAL FLOW FROM KUWAIT REFLECTS CRISIS
1% TRAN

te (C = ENTIRE TLXT)

SUMMARY: EMBASSY CONTACTS IN BANKING AND BUSINESS CIRCLES IN

UWAIT NOTE A MAK{ED INCREASE DURING KECENT WEEKS IN THE
“ONEY TRANSFER AC"IVITIES OF BANKS HERE., THESE INCREASED
rUPRENCY E)LPORTS ARE SAID TO BE COMPRISED MOSTLY OF PRIVATE
-UNDS DESTINED 4FOR DOLLAR MARKETS IN EUROPE AND IN THE US.

CHe INCREAVE IS GHUNERALLY CITED AS REPRESENTING THE FLIGHT

¥ CAPITAL ¥ROM NFIGHBORING IRAN TO #ESTERN MONEY MARKETS
'MROUGH XU#ATT®S FREE AND RELATIVELY E¥FICIENT BANKING SYSTE.
OWEVER, HYERE AKE INDICATIONS THAT AT LEAST PART OF THE INCREASE
.5 THACEABLE TO MOVEMENTS ABROAD OF KUWAITI MONEY. TEW
“ANAGING DIRALCTOR OF ONE OF LUWAIT’S LARGEST BANKS INSISTS
“HAT, WHILE KUWATTI MONETARY FLOWS ARE SOMEWHAT ABOVE NORMAL
+T PéESENT, THE INCREASED OUTFLOW IS NOT IMPORTANT IN

*WSOLUTE TLmMS. 4x ADMISTS, HOWEVER, THAT A SPILLOVER OF

VYAN'S PROYLEMS INTO THE ARAB SIDE OF TiE GULF--PARTICULARLY
{0 IRAQ——COULD TRIGGER MAJOR CAPITAL FLIGHT FROM KUWAIT.
/) SUMMARY .
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2. DURING THE PAST WEEK, WE EAVE EEEN DISCUSSING WITH SOME
LOCAL BANKERS AND BUSINESSMEN THE QUESTION OF MONETARY FLOWS
FROM KUWAIT IN LIGHT OF THE CURRENTLY UNSETTLED CONDITIONS IN
IRAN, THERE HAVE BEEN RUMORS AROUND TOWN ABOUT THE

CLANDESTINE ARRIVAL OF CURRENCY AND OTHER NEGOTIABLE
INSTRUMENTS FROM ACROSS THE GULF. OUR DISCUSSIONS. HAVE
CONFIRMED THAT, ALTHOUGH THE GENERAL TREND BEGAN AS FAR BACK

AS LAST NOVEMBER, THE PAST SEVERAL WEEKS HAVE SEEN A MARAED
ULTURN IN THE MONEY TRANSFER ACTIVITIES OF BANKS HERE. TEE
FOARD CHAIERMAN OF ONE OF THF CQUNTRY'S MAJOR INVESTMENT
INSTITUTIONS HAS TOLD US THAT "RIGHT NOW, LOCAL BANKS ARE 50
T15D UP PROCESSING IRANIAN TRANSFER ORDERS THAT THEY DON’T HAVL

TIME TO RETURN OUR PHONE CALLS.”

4. MOST OF OUR OTHER CONTACTS LIKWLISE MAINTAIN THAT TRANIAN
CAPITAL FLIGET THROUGH KUWAIT IS THE PRINCIPAL CAUSE OF

YdE CURRENCY PHENOMENON, KUWAIT, THEY NOTE, 1S THE NEARESY FRER
TRANSFER POINT TO [RAN HAVING A RELATIVELY EFFICIENT BANKING
SYSTEM CAPABLE OF HANDLING THE LOAD. THUS FAR, EVEN APPROXIMATE
*IGURES OF TEE AMOUNTS INVOLVED HAVE BEEN IMPOSSIBLE TO OBTAIN,
50T OUR SOURCES PRESUME THAT THE MAJORITY OF THESE TRANSFERS
An¥ DESTINED FOR EUNOPEAN DOLLAR MARKETS AND FOR THE

UNTTED STATES, WITH DESIRABLE DEUTSCHMAR{, SWISS FRANC, AND
JAPANESE YEN PLACEMENTS MORE DIFFICULT TO OCBTAIN.

5. RUMORS HAVE NOT BEEN CONFINED TO IRANIAN CAPITAL FLIGET,
CU® CONTACTS ALSO HEPORT A LOCAYL MONREY SQUEEZE THAT HAS
SLVERAL BANXS SHARPLY REDUCING OVERDRAFT LEVELS GRANTED=-
PARTICULARLY ON EXPATRIATE ACCOUNTS-~AND EVEN TAKING

THY UNPOPULAR STEP (USUALLY AVOIDED) OF BOUNCING CHECKS OF
DEFICIENT XUWAITI DEPOSITORS.

BT
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*. IN DISCUSSING KUWAIT MONETARY FLOWS WITH THE MANAG

iERECTOR OF ONE OF KUWAIT"S LARGEST BANKS, WE NorznAréig EVEN
}'OUGH THE US HAD JUST ANNOUNCED A LARGE TRADE DEFICIT FOR

i #*CEMBER, THE DOLLAR REGISTERED GAINS ON VARIOUS MARKETS

LAST -WFEK, HE ADMITTED TEAT THE POLITICAL SITUATION IN TEE

w''LF WAS CURRENTLY CREATING HIGHER THAN NORMAIL- CAPITAL ~
JXPATRIATION AND THAT TEIS COULD EAVE INPLUENCED WESTERN MONEY
AWKETS AS WE HAD NOTED. WHILE MOST OF THE FLOW WAS FROM IRAN
1* SAID, SOME ABOVE-NORMAL AMOUNTS WERE_ALSO COMING FROM EUWAIT.
': DESCRIBED THE LOCAL MONEY MARKET AS “NERVOUSE" BUT INSISTED
TUAT THIS WAS NOT AN EXAGGERATED OUTFLOW, GIVEN THE USOUAL

“1GE LEVEL OF FORLIGN PLACEMENTS FROM KUWAIT, HE PROVIDED

v FIGURES, BUT SAID THAT, IN ABSOLUTE TERMS, THE AMOUNT OF

“INEY OVER NORMAL LEVELS WHICH HAD LEFT KUWAIT SINCE LAST

“JVEMBER WAS ~REALLY NOT IMPORTANT." HE CONTINUED THAT, AS

A RESULT OF EVENTS IN IRAN, CUWAITIS HAD BECOME LESS SHOWY

YITH THEIR MONEY. VHWLE THIS WAS A SIGN OF NERVOUSNESS .70

VMICHE HE HAD REFERRED, HET BELIITID THAT REALLY IDSRUPTIVE- FLOWS

v KUWAITI CAPITAL WERE UNLIKELY TO BE TRIGGERED IN THE ABSENCE

9r A SPILLOVER OF THE IRANIAN CRISIS ONTO THE ARAB SIDE OF THE

“ULF, BOWEVER, IF THERE WERE TROUBLES IN BAGHDAD, EE SAID
+"WAIT MONEY WOULD FLOOD OUT OF THE COUNTRY.

*. COMMENT: THEE CENTRAL BANK HAS JUST RELEASED CONSOLIDATED

$ANEING STATISTICS FOR THE FINAL QUARTER OF 1878, THE }
LIS OF KOWAITI BANKS INCREASED BY 275 MILLION DngﬁgoaanN

(
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‘ 108 QUARTERLY
UALS $3.78) OVER THE THIRD QUARTER. PR
%ﬁcggAE%s DUR?NG 1078 WERE 3@ MILLION DINARS FROM T%Es§é%§§
70 PHE SECOND QUARTER AND 49 MILLION DINARS FROM TH 3 C

70 THE TEIRD QUARTER. WHILE TEIS MUSCE OF AN INCREASE COULD SiG

VINGS DEPOSITS

IGHT, WE NOTE THAT S1GHT, TIME, AND SA

A T RESIDENTS IN xuwnngAgiglégcggggngaiwgggégrfgunxnc

TEE ENTIRE YEAR: BY 112 MILLI E T SICoND 10
GARTER; BY 52 MILLION DINARS FROM

T oD QUARTER; AND BT 120 MILLION DINARS FROM TEF THIRD

7o THE FOURTH QUARTER. MAESTRONE
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DEPARTMENT OF STATE S
Memorandum of Conversation
oATe: February 12, 1979

SUSJECT: Kuwait 0il1 Production Policy; OPEC Pricing Policy; Iranian Crisis;
Regional Security in the Gulf and the Linkage to Arab/Israel Affairs,
Irag/Syria Union

PARTICIPANTS: Mr. Mahmoud K. al-Adasani, Under Secretary, Ministry of.gil, Kuwait

Mr. Quincey Lumsden, Economic Section (TDY), Amembassy, Kuwait

PLACE: Ministry of 0il1, Kuwait City

OISTRIBUTION: NEA/ARP ’prassy, Paris AMB
INR/RNA mbassy, Tehran DCM
EB/ORF YSINT Baghdad POL

ECON

| began by asking Mahmoud about an item I had seen in the Petroleum Trade Press
in France prior to my arrival in Kuwait at the end of January. I said it had
teen reported that Kuwait was authorizing increased off-take to its traditional
customers (BP, Gulf, and Shell) above the 2 million bpd total limit currently
imposed. I added that the Trade Press report indicated that each of these
companies was to be permitted about 40,000 bpd of extra oil this year. Mahmoud
reqponded that the report was “about right." Hé said that Kuwait would not
sdhere strictly to a flat 2 million bpd limit. This limit, he said, is a self-
imiosed indicative planning target in any event, since the National Assembly
na been dissolved. Further, he continued, since Kuwait lost a number of
important sales while the Doha two-tier pricing system was in effect, a little
b1t of over production would simply permit average 1iftings to rise to the

¢ million bpd authorized limit for the overall 1977 through 1979 period.

Matmoud continued that since Kuwait has a balanced budget and no major financial
vroblems face the government, the 2 million bpd 1imit would remain the guide-
tine for the forseeable future. He explained that any small, temporary increases
stove 2 million bpd, which might be authorized from time to time-~such as the
current ones--were motivated principally by domestic economics. {n.b. The

1 dN:GQL&%QEEE(TDY}:bn
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correctness of this statement is arguable in light of statements by impec-
cable Embassy sources that the increase was motivated by international
political considerations.) The 1979 production increases, Mahmoud main-
tained, are gas oriented. He said the staggering growth of Kuwait City,
which showed no signs of slowing up, plus the upcoming inauguration of the
Kuwait 011 Company's new 1 billion dollar LPG plant would produce in 1979

a sharp increase in local demand for associated gas. For the time being,
he said, the only way to meet this demand was through an increase.in oil
production. Since free non-associated gas could not be counted uppn over
the near term, Mahmoud said that the Ministry of Electricity and Water had
been instructed by the government to allow for dual-firing of its power and
water installations. "We are preparing to use more heavy fuel oil and

even straight crude to make electricity and water,” he said, but potential
"savings" in times of short supply have now been offset with the huge LPG
project coming onstream. This had been designed to operate on the surplus
assoc:ated gas. produced when Kuwait had a 3 million bpd national oil produc-
tion limit.

Mahmoud granted that Kuwait's decision to increase oil production did have
important international ramifications. Nevertheless, he again insisted that
the primary reason for the decision was domestic. He emphasized this point
by citing two non-domestic factors which he said operated as constraints
upon increased oil production from Kuwait. First, he said, Kuwait had been
"burned" and had lost customers during the two-tier price system. Thus}
since its heavy crude made it a continuing target for this sort of thing in
a soft market situation, Kuwait did not now wish to utilize the customer-
stealing precedent at the expense of other OPEC members, even though the
market is tight. Secondly, the fact that in this particular instance the
affected OPEC member was Iran made Kuwait doubly cautious. It was at Iran's
expense, he noted, that Kuwait first became a major oil exporter back in the
early 1950's. Now, however, given the nature of Khomeini's movement and its
possible implications for Arab o0il producers, Kuwait would not wish to add
any "irritant" to its relations with Iran's new‘leaders,

I asked Mahmoud if he could confirm press reports that the ministers of the
Arab oil producing states in the Gulf were re-examining crude oil pricing
schedules in the Tight of the effects of the Iranian crisis. He replied

in the affirmative and said that a decision would be made momentarily on
prices to be charged for amounts of oil lifted above the national production
limits established by these producing states. For example, he said, Kuwait
is currently selling its crude to traditional customers at a price of $12.83
per barrel, but this o0il in today's market has an immediate resale value of
$15.00 per barrel, and lighter crudes will bring about $17.00 per barrel.

1 asked if the ministers were focusing their price discussions upon the
already-established OPEC price schedule for the 4th quarter of 1979, or

upon the prices apparently being contracted for in the volatile spot market.
ﬂe replied "actually, neither," and said that the producers were concentrat-
ing upon the excess profits companies currently could make by "rolling over"
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contract oil purchased under current OPEC prices. [ asked if this meant
that the decision would be 1ikely to fall somewhere between the $15 and
$17 he had mentioned and he replied that he did not know where the
ministers would set the price.

Mahmoud agreed with my estimate that the current shortfall in free world
01l production was between two and three million barrels per day as a
result of the Iranian crisis. He added his view, however, that with
some upward price revisions, there should be little difficulty yn making
up this shortfall. OPEC, he continued, was already making up far ahout
3 million bpd of Iran's former 5 to 6 million barrel production. ‘In
addition to OPEC, non-OPEC sources such as Mexico were in good position
to assist in filling the gap.

Iran was discussed next. Mahmoud was of the opinion that the Shah had
been a victim of indecision among western leaders. He admitted that over
the past three months the situation had deteriorated to the point where
there was little or nothing that the United States could have done o
maintain the Shah in-power, but he said he could not understand why it
had not helped the Iranian government much earlier on, "while there was
still time." He continued, "you did nothing, so France has come off as
the big winner. They even brought the hero home in one of their air-
planes.”

Mahmoud continued that he thought it would be a mistake for the United
States to attempt to connect the Camp David Agreements with the situa-
tion in the Gulf. He said the Gulf situation was a separate affair,
having its own independent set of dynamics. The one phenomenon conngct-
ing the Levant and the Gulf, he said, was that of Islamic revivalism

He added that this was unlikely to work to the advantage of the Camp
David Agreements, because overall Islamic opinion was now going to be
more disapproving than ever of accommodations to Israel.

The direct effect of the Iranian crisis in Kuwait would be limited,
Mahmoud thought. There would surely be some pressure from conservative,
religious elements and some activity by the younger generation. But he
felt that the government could avoid domestic trouble by complementing
Kuwait's prevailing atmosphere of material well-being with a return to
parliamentary democracy. Noting local media reports that, in any new
National Assembly, the ruling family might wish to appoint a significant
number of deputies, Adasani said the Sabah should 1imit themselves to
appointing ministers wi® automatically also serve as Assembly delegates.
Excessive dependence upon appointed delegates, he said, would incur the
dissatisfaction and disapproval of the electorate and offset many of
the stabilizing benefits of a return to democracy.

The conversation then focused on the proposed union between Iraq and
Syria. The Under Secretary thought that it was very unlikely the union
would actually be achieved at any time in the near future. B8ut he said
that, while neither Assad nor Saddam Hussein was prepared to relinquish
and of his powers to the other, the Arab cause would be served if the
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present atmosphere induced them at Teast to stop working against each
other. The Baghdad Summit was a great success in Adasani's eyes. "The

Iragis are much more self-confident now and they want to play a respansible

inter-Arab role." The crisis in Iran, he said, was as much or more re-
sponsible for this new attitude in Baghdad than was the continuing Arab
confrontation with Israel.

Finally, Mahmoud-noted that Kuwaiti PM Shaikh Saad's recent trjp to

neighboring Arab states was another direct result of the Baghdag Summit.

He termed Saad's trip a plus for Kuwaiti diplomacy. This aims at the
maximum cooperation among littoral states, in order to avoid regional
tension which could stimulate unwanted intervention in the area by out-
side powers.
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Memorandum of Conversation {

DATE: February 13, 1979

SUBUECT: 0i1 and Monetary Policy; Effects of the Iran Crisis and U. S. Posture

PARTICIPANTS:  Mr. Hamza Abbas Hussein, Governor, Central Bank of Kuwgit, Kuwait

Mr. Quincgy Lumsden, Economic Section (TDY), Amembassy, Kuwait

PUACE: Central Bank of Kuwait, Kuwait

VISTRIBUTION: INR/RNA Embass, Parj AMB
NEA/ARP Embassy, Yfehran DCM
EB/ORF /FSE Embassy, Cairo POL

ECON

I explained to Hamza Abbas that, after over three years away from daily contact
with Gulf affairs, my visit to Kuwait was mostly a listening one and I would be
happy to hear any comments he might have on monetary matters and how he saw the
ve1sis in Iran affecting the Gulf area in general. He began his response by
<ommenting that he was happy to see that the dollar was doing much better on the
eschange markets than it had been several months-ago. "“None-of us believes that
e are out of the woods," he said, "but your monetary policies are more credible
nuw." USG efforts in coming months to control inflation and its balance of pay-
ments, will tell the story, Hamza continued. He added "it is in our interest

in Kuwait to see a strong dollar." Hamza Abbas said Kuwait was not going to act
teresponsibly on oil prices for this reason, but that we should realize the
wmnetary policy that the U.S. had been ‘practicing in recent months presented
fuwsit with a dilemma. He said that for a while he had the impression the USG
+vyarded exchange rate policies as unrelated to OPEC and solely a tactical weapon
bnoits tug-o-war with Germany and Japan to get these two countries to stimulate
therr economies. The falling dollar which resulted, however, presented OPEC

with real economic and political problems. Even Saudi Arabia, he said, was unable

Whyo
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to maintain support for a continuing price freeze when o0il was de-
clining rapidly in value in respect to imports from the industrial-
ized world. The dilemma, he continued, is that we know that
increased 01l prices will bring the dollar under pressure and hurt
both our purchasing power and the value of our investments. However,
when the USG lets the dollar fall anyway, we simply do not have the
ability to stand by and watch our principal resource lose value.

"We are caught in a balancing act."

Hamza Abbas continued that the real price of OPEC crude oil was
still too low in comparison with other economic indicators. The

Abu Dhabi price schedule for 1979, he maintained, was "very conserva-
tive." MWith the Iran crisis again pressuring the world market, it
had become clear that 0il companies were now able to reap unexpected
profits on the "cheap" contract oil they were obtaining from the
producing states. Thus, Hamza Abbas said, there will undoubtedly
soon be another slight increase announced to compensate for these
current market conditions. We said some price increase now would

be preferable to holding off too long and then having the price take
a quantum jump upward which would really wreck havoc in the inter-
national money markets.

Hamza Abbas took a calm-and-~collected approach to the Iran crisis.
(n.b. Our conversation took place the day before the attack on the
American Embassy in Tehran.) He said that the crisis in Iran was
producing such a dramatic atmosphere in the area that it was

becoming difficult for most people to make clear and logical analyses. !

Nevertheless, Hamza Abbas continued, we should all try to look beyond
the day's headlines and glean out what elements of truth we can from

the present situation. In spite of all of Iran's revolutionary fervor

he insisted, Khomeini will need to get his economy going again, and
this means that he will have to reach a working agreement with the
United States. One thing is certain, he said, and that is that

Khomeini is not a leftist. This being the case, the United States

should now concentrate on finding matters of mutual economic interest

with Iran. The U. S. should play down the political/military aspect
of the situation as much as possible. "Go into them with economic
suggestions," he said, since these ought to be easier to come up
with than political ideas for the time being.

Hamza Abbas continued that the Arab states too were going to have

to work out a new set of relationships with Iran. If Khomeini stays
in power, he said, it appears as though Iran will steer a course
closer to the Arab world than was the case under the Shah. Every
foreign policy position taken by Khomeini and his supporters since

they assumed power, Hamza said, shows that they want amicable relation

ships with their Arab neighbors. He cited declarations of support
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for Palestine relinquishment of th
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to those which had prevailed in Iran, and "Egypt is th20;35z1$!lar
candidate for the next Islamic revolution."” Thely
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3. MINISTERIAL REACTION, A31 SA*UD TENDED TO DISMISS
MINISTERIAL AND PRESS REACTION ON THIS MATTER AS SOMEwHST
EXACGTRATED AHD ILL-INFORMED, ME FOINTED TO AMIR'S
STATFﬁENT, CONVEYED BY THE OIL MINISTER TO PRESS MapcH H
(REF, 2), g5 CARTFULLY DRAFTED POSITION OF GOK AND
WNDERL INED REFERENCE TO CONDITIONAL PHRASE RE

CONTINUING SLIPPAGE OF DOLLAR. €0k DECISION TO ASK FOp
EMERGENCY OPEC MEETING TO CONSIDER POSSIBLE OIL price
INCREASE TO COMPENSATE FOR DOLLAR DECLINE wouLD HINGE

ON SUCH CONTINUED DETERIORATION, ARl SA'UD EMPHASIZED
THAT GOVERNMENT DECISIONS ON THIS MATTER WOULD BE TAKEN
DIRECTLY BY AMIR (WifH A3Y SA'UD'S ADVICE),

4. NO LONG TERY CONCERW, A3 SATUD WAS NOT COHCERNED
ABOUT THE EFFECT OF THE DOLLAR®S DECLINE ON KUWwaITl
INVESTMENTS, SINCE THEST YERE LARGELY OF A LONG-TERM
VARIETY, SHORT-TERM FLUCATION OF LONG-TER" "TANGIBLE"
INVESTMENS IN THE Us.S. DID NOT REALLY MATTER. (ABU SA+yD
SAID THAT 55 PERCENT OF REAL-EXCLUDING “POLITICAL™~ °*
INVESTMENT waAS 1IN U.S.) AMIR wAS CONVINCED THAT THE y,S.
ECONOMY wAS VYERY STRONG AND WOULD REMAIN S0, JN FACT, STpoNG
CURRENCIES SUCH AS THE SWISS FRANC AND DEUTSCHE MARK WERE
OVERVALUED IN RELATION TO THE BASIC STRENGTH OF THEXIR
COUNTRIES® ECONOMIS EITHER IN THE SHORT TERM (FOR

ILS, HAS THE ONLY: ECONONMY WHICH CAN ABSO

OF THE LONG~TERM NVESTMENTS BEING MaDE
COUNTR IES.

' EXFENDITURES, ARy SA* UD

) L ALL KUGATT .OIL
RECEIPTS ARE PAID IN DOLLARS IN Ney

> EV YORK, THESE

FUMD ARESPLIT INTO A BUDGET ACCOUNT AND A RESERVE
ACCOUNT, THE LATTER LARGELY CHANNELED INTO LONG=TERM
INVESTMENTS, THE BUDGET ACCOUNT IS KEPT IN SHORT-TERY
INSTRUMENTS OF SEVEN DAYS TO A YEAR' S MATURITY. THIS
AMOUNTS TO THREE TO FOUR BILL ION DoOL

LARS; ' THE oMLY
PLACE WHICH HAS INSTRUMENTS LARGE ENOUG}?TO HANDLE sucy

FUNDS IS NEW YeRK, EACH MONTH KWWAIT DRAWS DOWN FRoM
THESE FUNDS ROUGMLY THREZ HUNDRED MILLION DOLLARS FOR’

KD ITURES,

_ h COMING FROM THE
WS, AM SIXTY- FIVE PERCENT BEING PROCURED FROY THE
LEC COUNTRIES A1 JAPAN,: IN THE PaAST YEAR T

N HE DOLL AR
DEPRICIATED 13 PERCENT, NGAINST Tie EUTSCHE MaR
AGATNST THE VI, 27 Pﬁeﬁ: T PHHE soq, o 2

A VEIGHTED AVERAAGE BAST
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RECIATIOi PERCENTAGES RESULTS IN .

A LOSS TO KUWAIT OF APPROXIMATELY {8 PERCENT, OR AT LEAST

$335 MILLION PER' YEAR. (HENCE MINISTER -OF STATE

HUSSEIN' S FIGLRE OF ONE MILLION DOLLARS A DAY¥=-REF. A

6. NEED FOR ASSIRED OIL REVENUES, ABU SA’ D

REEMPHACIZED THAT THE AMIR WAS CONVINCED OF THE STRENGTH
OF THE LS. ECONOMY AND FELT THAT THE ADMINISTRAT ION WOULD
TAKE THE NECESSARY STEPS TO COPE-VITH THE W S. ENERGY
PROBLEMS, ETC. COMSEQUENTLY, THERE WAS NO NEED FOR CONCERN
ABOUT XIMAIT S LONGTIRM ASSETS IN THE WL S, HOWEVER,
SOMETH ING NEEDED TQ BE DONE TO PROTECT KUWAIT' S OIL
REVENUTS, THERE WERE TWO WAYS TO DO THIS: (® TO RAISE

THE PRICE OF 0IL, OR (B TO WORK OUT SOME BASKXET OF
CURRENCIES IN PELATION TO WHICH THE DOLLAR- DOROMINATED PRICE
OF OIL WOULD FLOAT IN ORDER 1O MAINTAIN A FIXED REAL FRICE
FOR OIL. ABU SA' D INDICATED A PREFERENCE FOR THE LATTER.

7. ADVERSE EFFECT OF OIL PRICE INCREASE. AMBASSADOR
POINTED OUT THAT WHICHEVER ALTERNATIVE YERE SELECTED, IT
WOULD RESILT IN AN INCREASE IN THE COST OF OIL AND THUS'
HAVE aN OVERALL ADVERSE EFFECT ON WORLD ECONOHY.
MOREOVER, IT WOULD PROBABLY FURT HER DEPRESS THE VALUE OF
THE DOLLAR, WHICH WAS CERTAINLY NOT -IN THE INTEREST

OF THOSE OPEC COUNTRIES WHICH MAINTAINED THEIR INVEST-
MENTS IN DOLLARS. THE DOLLAR HAD HAD ITS UPS AND DOWNS,
AND KUWAIT HAD, IN EFFECT, MADE MONEY ON THE FORMER.

ABU SA* UD FELT THAT THE DOLLAR HAD MEVER BEEN OVERVALUED,
BUT HE DID AGREE WITH THE AMBASSADOR THAT FLOATING SCHEME
DESCRIBED ABOVE WOULD POST MANY COMPLICAT IONS AND WOULD
BE DIFFICWLT TO WORK OUT..

8, ADVERTING TO THE AWBASSADOR' S COMMENT ON THE GLOBAL
IMPACT OF AN OIL PRICE INCREASE, ABU SA" UD COMMENTED THAT
OTHERS DID NOT SHARE THIS AMERICAN CONCERN, NOTING THAT
EVEN THOUGH DOLLAR DECLINE MEANT GERMANS WOULD PAY LESS
FOR OIL, FRG PREFERRED TO SEE DOLLAR APPRECIATE.
AMBASSADOR POINTED OUT THAT GERMANS HAD ALWAYS BEEN OVERLY
CONCERNED WITH THREAT OF INFLATIOM AND, BESIDES, ENJOYED
VERY FAVORABLE BALANCE OF PAYWMENTS POSITION, THIS WAS

NOT THE CASE OF MOST OTHER WESTERN COUNTRIES, FOR WHOM

OIL PRICE FREEZE WAS PROVIDING A RESPITE DIRING WHICH
EFFORTS WERE BEING MADE TO STABILIZE THEIR ECONOMIS,
ANOTHER' BASIC FACTOR TO BE KEPT IN %¥IND IS THaT THE BURDEN OF
MAINTAINING A RESERVE CUPRENCY, WHICH 1, S. CARRIE, WAS
A NEAVY ONE, THOSE WHO USED THE DOLLAR AND INVESTED 'IN ITS
INSTRUMENTS SHOULD NOT TAKE STEPS WHICH COULD FURTHER
DAMAGE THE DOLLAR, WHAT IS NEEDED NOW 1S COOPERATION 70O
ENSURE. THAT REASONABLE STEPS ARE TAKEN TO RESTORE MONETARY
STABILITY,

5, PROTECTION OF VALUE OF OIL REVENUES, AB °
REPEATED THAT PROBLEM NOW WAS TO PROTECP’R.!‘?.’A!S.AVA[?.UE OF
BILREVE'P'J‘UES_:‘ HOVEVER, THERE WOULD BE NO NEED TO ADOP
LITHE‘F_’; OF THE ASOVE-YENTIONED MEASURES (PARA 6) IF THE
DOLLAR REGAINED STRENGTH AND STABILIZED, THIS WAS
CLEARLY INDICATED IN THE AMIR' S STATEMENT, ABU SA* D
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DEFINED STABILIZATION AS STEEDY IMPROVEMENT

TWOrWEEK PERIOD. IF THE DALLAR EVE?J;I‘L'ALL; APgRVE’éI:T"D
AGAI/NS:T THE D=-MaRX BATY TO THE 2.30 DM LEVEL.OF A Y;AR
AGO, THIS WOULD BE SUFFICIENT, )

19, CONSERVATIVE PRACTICES. ABY SA" 1D EX E
%XEQ THOUGH THERE WERE MANY 0CCASIONS w:ﬁﬁﬁkﬁzpf\:&m
spscﬁfggr CONSIDER ABLE -AMOUNTS OF MONEY BY FOREIGN. ZXCHANGE
SPECU mw»on’ IT HD ASSIDOUSLY AVOIDED SUCH PRACTICES AMND
YA va £D ‘A_LL GOVER NMENT ENTITIES, OR COMPANIES IN WHICH

E FRNMENT HAD AN INTEREST, FROM ENGAGING IN SPECLLATION.

KUWAIT® S ONLY CONCERN, HE REPEATED, WAS TO MAINT

0IL REVENUES, THERE ARE MANY WAYS '}HE LS, CgﬁLDAfingrﬁ?{lfg
SITUAT‘IOM, SUCH AS BY SUPPORTING THE DOLLAR THROUSH
E'A’{SH\G INTEREST RATES, MORE ACTIVE USE OF SWAP ARRANGEMENT S,
iCs UsSe KUWAIT COULD COOPERATE ON THIS PROBLEM. ’

1. ABU SA'UD ALSO COMMENTED THAT, WHILE

12 y A CHEAP DOLLAR
WOULD PROMOTE W S, EXPORTS AND EVENTUALLY s'rmznramsn}x
DOLLAR, THIS YOULD NOT BE REFLECTED IMMEDIATELY, SINCE
SUBSTANTIAL PIRCHASES REQUIRE LONG LEAD TIME, THEREFORE
THIS VOULD NOT SOLVE KUWAIT S PROBLEM NOW. ?

12. AMBASSADOR THANKED ABU Sa" UD FOR HI1S EXPL )

OF KIWAITI POSITION ON THIS MATTER, HE EXPRESgggTPEggE
THAT GOK WOULD REVIEW CAREFULLY ANY STEPS WHICH IT MIGHT
TAKE WITH RESPECT TO THE OIL PRICE AND ANY OTHER

ACTION WHICH COULD IMPACT UNF
S TTOaT IO, UNFACORABLY ON THE CURRENT MONETARY

13. COMMENT: ABU SA’ UD CLBARLY PLAYS IMPORT
ggoggé;' ipgsgﬁrg»;,gaxme ON OIL PRICE;quLngT ROLE
AVE SOME INFLUENCE ON THE

CONNECTIONS IN ABU DHABL, HE IS CLEASLYT;‘ UAE THROUGH WIS
CONSERVATIVE PROFESSIONAL WHO HAS A BLANCED
VIEV OF THE CIRRENT MONETARY PROBLEM, HOWEVFR, HE SMARES
GOX CONCERN FOR SHORT-TZRM FINANCIAL LOCSSES BEING
INCURRED AS RESULT OF DOLLAR DECLINE AMD CAN BE EXPECTED
TO PARTICIPATE IN WORKING OUT SOME PLAN TO PRESERVE WHAT
HE CALLS THE "REAL" VALUE OF OIL, IF THIS IS CLEAR OPEC
CONSENSUS, OIL' MINISTER SHAIKH ALT KHALIFA AND FINANCE
MINISTER AL~ ATEEZQI HAVE LED KUMAITI CHORUS FOR REEVALUATION
OF SITUATION, WHICH ESSENTIALLY STIMULATED BY GOX UN-
MAPPINESS OVER OIL PRICE FREEZE IMPOSED ON OTHER OPEC
NATIONS BY SAUDI ARABIA AND IRAN, WHILE ABU SA' UD'S
REMARKS INDICATE AMIR IS SYMPATHETIC TO THIS VIEW, LATTER
TEKDS TO TAKE MORE CAUTIOUS APPROACH, THUS, SOME DELAY
15 POSSIBLE SBEFORE KUVAIT PUSHES FORMALLY FOR AN
E:gﬂgggg;ﬂgpi;ﬂtgﬁmxﬁbg ORDER TO SEE WHETHER DOLLAR

N RE . SUCH A DELAY WOILD- ‘
chS RECOVER, SUCH A PROBABLY NOT LAST BEYOND
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E TELEPECMIS DISCUSSION BETWEEN TREASURY CFFICIALS
g\ﬁi) T}}i{éLOILrE!M\‘D FTNANCE RINISTERS WOULD UNDERLINT W S,
INTEREST IN CIRRTUT 6CK CONVERMS, IT IS DOUBTED THIS
WOULD SERVE TO ALLAY THE!M, BECAUSE OF KEY ROLE; PLAYED
BY KHALID ABU Sa" 1D IN THIS MATTER, HOYEVER, M"’Aq‘c‘?:‘?O?‘
BELEEZVES THAT TREASURY CONTACT WITH HIY IN SOMY FA:;;’;LO?\
MIGHMT B HELPF!L. IF A VISIT BY A MIDDLE-LFEVEL ('_)FFL,IAL_“
WELL VERSED IN MOWETARY AFFAIRS TO THE pRIA JFT‘.i ORGANIZED
OR A MEETING ARRANSED ELSEWMERE, PRESENTATION OF W S
VIEWS AND DESCRIPTION OF POSSIBLE USE MOVES TO STABY':M?“;"
MOWETARY SITUATION MIGHT INFLULNCE POTENTIAL GOK AE!ION:
DIRECTED TOWARD INCREASE IN OIL PRICE, IT YCOULD ALZSO .
SERVE AS DEMONSTRAT IONW 8F U, Se COOPERAT ION WITH KUNMAIT, -
VISIT .BY HIGHER LEVEL OFFICIAL, OH OTHEP HaND, wOILD PLACE
FQCUS 'OF EFFORT AT MINISTERIAL LEVEL WHERE LESS MODERATIOW

PREVAIL. :
MAESTR ONE
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SYMPATAY TOWARD U, Se WITH RESPECT TO PRESENT SITUTATION ‘}
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RUFHBS/AMEMBASSY BRUSSELS 719

RUEHCR/USINT BAGHDAD 615

RUESRS/AMEMBASSY CARACAS 434
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RUKOBT/AMEMBASSY JAKARTA 371
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RUTAGL /AMEMBASSY LAGOS 387
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RIDTC/AMEMBASSY LONDON 3429

RUFNPS/AMEMBASSY PARIS 2178

RUESQI/AMEMBASSY QUITO 236

RUQWHR /AMEMBASSY TEHRAN 4709—"

RUEHXO/AMEMBASSY TOKYO 598

RUGMT I/AMEMBASSY TRIPOLI 1271
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ARUSSELS ALSO FOR USEEC
PARIS ALSO FOR USOECD

F.0. 120653 GDS 4/14/85 (MAESTRONE, FRANK E.) OR-M
TAGSt ENRG, OPEC, KU
SUBJECTt AMBASSADOR'S MEETING WITH OIL MINISTER

REF1  (A) STATE 79572 (NOTAL), (B> KUWAIT 1736 (NOTAL)
(C) STATE 91555 (NOTAL)

te (C = ENTIRE TEXT)

7« SUMMARY: AMBASSADOR MET WITH OIL MINISTER APRIL 14 AND

"FYTEWED VARIOUS QUESTION IN THE OIL FIELD RELATION TO

"W ICE, PRODUCTION, ACTIONS AGAINST EGYPT, AND THE PRESIDENT'S

NFw ENERGY PROGRAM, OIL MINISTER CONFIRMED XUWAITI SURCHARGE

Nt $1.80 FOR KUWAIT'S HEAVY CRUDE (31-GRAVITY) AS WELL AS A

"MREMIUM CHARGE OF $4 OVER FOURTH-QUARTER OPEC PRICE ($14.08) FOR KUWAIT
‘PUDE OIL OBTAINED BY PURCHASERS IN EXCESS OF THEIR CONTRACTS. HE
IND ICATED THAT IT WAS KUWAIT'S FIRM INTENTION TO MEINTAIN ITS
'VCREASED PRODUCTION LEVEL OF 2,2 MBPD FOR 1979, AMBASSADOR REVIEWED
THE PRESIDENT®S NEW ENERGY PROGRAM, LEAVING COPY OF FACT

“MEET PROVIDING DETAILED INFORMATION ON PROGRAM. AMBASSADOR
VXPLAINED THAT THIS PROGRAM SHOULD RESULT IN REDUCTION OF us

NIL DEMAND AND SAID THAT HIS CONVERSATIONS WITH IEA

“FC GEN IN PARIS REVEALED THAT OECD COUNTRIES WERE MAKING

PFTERMINED EFFORTS TO MEET OR EVEN EXCEED 5 PERCENT REDUCTION

'N DEMAND FOR OIL, END SUMMARY
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3. I MET APRIL 14 WITH OIL MINISTER SHAIKH ALI KHALIFA

AL -SABAH IN ORDER TO REVIEW DEVELOPMENTS WHICH HAD TAKEN
PLACE IN THE OIL FIELD DURING MY ABSENCE ON CONSULTATIONS IN
WASHINGTON. 1 OBSERVED THAT THE MARCH 26 OPEC CONSULTATIVE MEETING
IN GENEVA ACTUALLY DID RESULT IN PRICE DECISIONS. OIL
MINISTER AGREED THAT THIS wAS NOT ORIGINAL INTENTION, BUT
NOTED THAT MARKET SITUATION FORCED CONSIDERATION OF PRICE
LEVELS. I REVIEWED USG POSITION WHICH REGARDED THE OPEC
PRICE INCREASE, PARTICULARLY THE SURCHARGES, AS UNHELPFUL,
NOTING THE UNFORTUNATE IMPACT IT WOULD HAVE ON THE US AND
WORLD ECONOMY NOT ONLY WITH RESPECT TO OUR ANTI-INFLATION
PROGRAM BUT ALSO AS A DETERRENT TO THE DEVELOPMENT PROGRESS
OF LDC'S (REF A).

4. OIL FOR SUDAN. SHAIKH ALI KHALIFA SHOWED MORE CONCERN
OVER QUESTION OF OIL SUPPLY FOR LDC'S THAN FOR THE PRICE
IMPACT ON THEIR ECONOMI@S, HE NOTED THAT FORCE MAJEURE

DELAY ON THE PART OF THE XUWAIT NATIONAL PETROLEUM COMPANY
(KNPC) IN PROVIDING REFINED PRODUCTS TO THE SUDAN RESULTED

IN A SERIOUS SUPPLY SHORTAGE THERE. HE SAID HE HAD INSTRUCTED
KNPC TO SHIP THE PRODUCTS WHICH WERE DELAYED AS QUICKLY AS
POSSIBLE AND TO ENSURE THAT THEIR SCHEDULE OF DELIVERIES

TO THE SUDAN WAS MAINTAINED PRECISELY. I RECALLED HAVING
HEARD OF SUDAN®S DIFFICULTIES WITH OIL SUPPLIES AND COMMENTED
THAT THIS SEEMS TO HAVE ARISEN BECAUSE OF IRAQ'S FAILURE TO
MAINTAIN ITS DELIVERIES TO THE SUDAN--BECAUSE OF POLITICAL
REASONS I OPINED. ALI KHALIFA SAID THAT THIS APPLIED ONLY TO
CRWDE OIL SUPPLIES AND NOTED THAT SAUDI ARABIA HAD AGREED

T0 ASSWRE THAT CRUDE OIL SUPPLIES FOR SUDAN®S REFINERY WOULD
BE PROVIDED. HOWEVER, HE NOTED THAT THE REFINERY WAS
SCHEDULED TO SHUT DOWN FOR OVERHAUL WITHIN A FEW WEEKS--

MOST REGRETTABLE TIMING HE THOUGHT.

5, KUWAIT PRICING, SHAIKH ALI KHALIFA CONFIRMED THE NEW

SURCHARGE OF $1.82 PER BBL FOR KUWAIT CRUDE AS WELL AS THE

PREMIUM OF $4 PER BBL TO BE ADDED TO FOURTH QUARTER OPEC PRICE FOR
KUWAIT OIL PURCHASED OVER AND ABOVE

CONTRACTED QUANTITIES. WHEN ASKED TO EXPLAIN THE

RATIONALE FOR THIS SPECIAL PREMIUM, ALI KHALIFA

SAID IT WAS DESIGNED TO MAKE UP IN PART FOR THE LOSSES THE

GOK WOULD SUFFER BY NOT PROCESSING THIS OIL THROUGH ITS OwN
REFINERIES, HE CLAIMED THAT, IN ORDER TO MAKE THESE INCREASED AMOUNTS
OF CRUDE AVAILABLE, HE HAD CUT THE SUPPLY TO XUWAIT OIL COMPANY

(KOC) REFINERY FROM 220,080 BBLS DAILY TO

138,660 BBLS. THE EQUIVALENT INCOME FROM REFINED BARREL OF

OIL COMES TO $2p-21 PER BBL. THUS, THE GOK STOO0D TO LOSE
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BRUSSELS ALSO FOR USEEC
PARIS ALSO FOR USOECD

AN ADD ITIONAL AMOUNT OF INCOME BECAUSE OF 1TS EFFORT TO MEET
THE SHORTAGE OF WORLD CRUDE OIL SUPPLY IF IT DID NOT CHARGE
AN EXTRA PREMIUM, HE MAINTAINED THAT THIS NEW PREMIUM CHARGE
VvAS NOT DESIGNED TO DISCOURAGE THE PURCHASE OF ADDITIONAL
AMOUNTS, OF CRUDE OIL., ONE OF THE TIWO MAJOR OFFTAKERS OF

THIS EXCESS PRODUCTION, SHELL, HAD ALREADY ACCEPTED THE NEW
CHARGE. THE OJL MINISTRY HAD NOT YET HEARD FROM BP BECAUSE
OF THE LONG BRITISH EASTER HOLIDAYS. NOTING THAT SAUDI
ARABIA HAD NOT ADDED A SURCHARGE TO ITS OIL PRICE, I ASKED
WHETHER THE KUWAIT SURCHARGE ($1.88) ALSO APPLIED TO THE oIL
PRODUCED BY THE ARABIAN OIL COMPANY, WHOSE PRODUCTION WAS
JOINTLY SHARED BY SAUDI ARABIA AND KUWAIT. THE OIL MINISTER
CONFIRMED THAT IT DID AND SAID THE ARABIAN OIL CO, WOULD BE
OPERATING IN A TWO~TIER PRICE MODE, ALTHOUGH THIS SHOULD NOT
MAVE THE SAME NEGATIVE EFFECT ON THEIR SALES AS PREVIOUSLY WHEN THERE
WAS AN OIL GLUT,
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6. KUWAIT PRODUCTION., ALI KHALIFA CONFIRMED THAT KUWAIT

WwOULD MAINTAIN ITS INCREASED CEILING OF 2.2 MBPD (XOC

PRODUCTION) FOR ALL OF 1979, STATING THAT THE ADDITIONAL 208,808 BBL
PRODUCTION wOULD HAVE LITTLE EFFECT ON THE OPPORTUNITY FOR IRAN TO
REGAIN ITS SHARE OF THE OIL MARKET. IN REPLY TO MY QUERY,

HE SAID THAT THE ADDITIONAL AMOUNTS FORESEEN FOR THE

THIRD QUARTER WOULD BE AVAILABLE IF THE COMPANIES

WISHED TO PURCHASE THEM, HOWEVER, THE REQUIREMENT FOR AN

INCREASED PRODUCTION IN ORDER T0 PROVIDE SUFFICIENT GAS TO

TEST THE NEW LPG FACILITY, WHICH THE GOK WAS SCHEDULED TO TAK

OVER FROM THE CONTRACTORS IN THE THIRD QUARTER, WAS NO LONGER
CURRENT, IN FACT, THE TEST WOULD PROBABLY BE RUN IN OCTOBER

SINCE A DELAY IN THE TAKEOVER HAD BEEN NEGOTIATED WITH THE
CONTRACTORS.

7. IRAN, I INQUIRED ABOUT THE IRANIAN ATTITUDE DISPLAYED

AT THE GENEVA OPEC MEETING, ASKING WHETHER’IT wAS THE OIL
MINISTER'S IMPRESSION THAT THEY WOULD ABIDE BY THE OPEC RULES.
ALI XHALIFA THOUGHT THEY WwOULD. HE NOTED THAT THEY WERE
INITIALLY THINKING OF ADDING A SURCHARGE OF $2.50 PER BBL,
BUT AFTER KUWAIT, QATAR AND ABU DHABI HAD INSTITUTED THEIR
$1.80 CHARGE, THE IRANIANS WENT ALONG WITH IT., HE COMMENTED
THAT HE HAD RECENTLY HEARD UNCONFIRMED REPORTS THAT IRAN HAD
ASKED ITS JAPANESE CUSTOMERS TO TAKE A 23 PERCENT CUTBACK IN
THEIR SUPPLY. THIS WAS PRESUMABLY ONE IN ORDER TO ENABLE
IRAN TO SELL TO FORMER CONSORTIUM MEMBERS BP AND SHELL.

8, IRAQ. THE OIL MINISTER BELIEVED THAT THE IRAQIS WERE
STILL MAINTAINING THE LEVEL OF OIL PRODUCTION AT SLIGHTLY
OVER 3 MBPD, HE CONFIRMED THEY WERE STILL

CHANNEL ING ONE-THIRD OF THEIR PRODUCTION TO THE SPOT- MARKET.

9. BOYCOTT OF EGYPT, ALI KHALIFA WAS CONSIDERING REQUIRING OIL
TANKERS LIFTING ITS OIL TO BOYCOTT THE SUEZ CANAL AND NOT TO
USE THE SUMED PIPELINE (REF C). HE OBSERVED THAT THE BAGHDAD FOREIGN/
ECONOMIC MINISTERS® MEETING RESOLUTIONS DID NOT REQUIRE THIS.

I ASKED WHETHER THIS SUBJECT WwOULD BE DISCUSSED AT OAPEC
MEETING SCHEDULED TO BEGIN IN XKUWAIT APRIL 16

THE . OIL MINISTER SAID THAT IT WAS NOT ON THE AGENDA

ALTHOUGH, OBVIOUSLY, ANY PARTICIPANT COULD RAISE THE MATTER
DWRING THE MEETING. IN ANY EVENT, THE-KUWAITI- POSITION ON

THIS QUESTION WAS FIRM. HE EXPECTED THAT THE OAPEC MEETING
WOULD REACH THE CONCLUSION TO EXPEL EGYPT, ALTHOUGH IT WAS

HIS POSITION THAT THIS EXCLUSION SHOULD NOT APPLY

TO THE OAPEC ASSOCIAT COMPANIES., HE EXPLAINED THAT 0APEC

HAD GONE TO CONSIDERABLE EFFORT TO OBTAIN PRIVATE INVESTMENT

IN ITS ASSOCIATED COMPANIES AND TO TAKE SUCH AN ACTION

WOULD INTRODUCE AN ELEMENT O UNCERTAINTY INTO THE SITUATION
WHICH COULD HAVE A DISCOURAGING EFFECT ON FUTURE PRIVATE
INVESTMENT IN SUCH VENTURES.,

12, VENEZUELAN MEETING PROPOSAL. THE OIL MINISTER INDICATED
THAT KUWAIT WOULD PARTICIPATE IN THE MEETING OF OPEC AND
NON-OPEC PRODUCERS WHICH THE VENEZUELAN ENERGY MINISTER

g?s TRYING TO ORAGNIZE IN LONDON, HE THOUGHT THAT IT wOULD
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NOT TAKE PLACE UNTIL THE JULY-AUGUST TIME FRAME, WHEN I
ASKED ABOUT A POSSIBLE INVITATION TO THE us TO PARTICIPATE,
HE INDICATED THAT THE US WAS A NET IMPORTER AND, THEREFORE,
INELIGIBLE TO JOIN THIS GROUP, HOWEVER, HE LOOKED FORWARD
TO THE POSSIBILITY OF A PRODUCER/CONSUMER MEETING WHICH HE
HOPED COULD BE HELD EARLY NEXT YEAR.

11, PRESIDENT'S ENERGY PROGRAM. I REVIEWED FOR THE OIL
MINISTER THE PRESIDENT®S NEW ENERGY PROGRAM, WHICH I EXPLAINED
WAS A COHERENT EFFORT BOTH TO INCREASE ENERGY PRODUCTION AND
ENCOURAGE ITS CONSERVATION. I OBSERVED THAT IT FEATURED A
PHASED DECONTROL OF CRUDE OIL PRICE AND THE INSTITUTION OF
BOTH MANDATORY AND VOLUNTARY CONSERVATION MEASURES. 1
BELIEVED THESE WOULD RESULT IN THE S PERCENT REDUCTION IN
DEMAND FOR OIL WHICH WE HAD AGREED TO ACHIEVE IN THE CONTEXT
OF AN IEA EFFORT., ALI KHALIFA EXPRESSED CONSIDERABLE INTEREST
IN THE PRESIDENT'S PROGRAM, AND 1 PROVIDED HIM WITH A uSICA
FACT SHEET WHICH INDICATED HOW COMPREHENSIVE THE PROGRAM
WOULD BE. THE OIL MINISTER EXPRESSED SOME CONCERN THAT THE
DECONTROL OF CRUDE PRICE WOULD BE DELAYED UNTIL LEGISLATION
WAS PASSED AUTHORIZING A "WINDFALL PROFITS™ TAX.

{2. 1EAe 1 ALSO RELATED TO THE OIL MINISTER MY CONVERSATION
WITH 1EA SEC GEN LANTZKE, WHO DESCRIBED TO ME THE EFFORTS
WHICH THE VARIOUS OECD COUNTRIES WERE PLANNING TO UNDERTAKE
IN ORDER TO REDUCE THEIR CONSUMPTION OF OIL BY 5 PERCENT
OR MORE., 1 TOLD HIM THAT LANTZKE WAS HOPEFUL THAT THE IEa
WOULD BE IN A POSITION TO MAKE AN IMPORTANT ANNOUNCEMENT
AFTER ITS COUNCIL MEETING IN EARLY MAY.

MAESTRONE
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TAGS: ENRG, EFIN, EAID, OPEC, KU

(5 49z

SUBJECT:s KUWAIT OIL MINISTER ON OIL PRICING, PRODUCTION, THE

DOLLAR AND RELATED ISSUES -
REF: KUWAIT 1762
l. ¢(C - ENTIRE TEXT),

2, SUMMARY. IN DEEP BACKGROUND INTERVIEW (PARTIALLY
REPORTED REFTEL) WITH FINANCIAL TIMES FOREIGN EDITOR
APRIL 9 KUWAIT OIL MINISTER SHAIKH ALI KHALIFA AL -SABAH
SAID THAT OTHER OPEC PRODUCERS WILLING TO CUT BACK ON THEIR
EXCESS PRODUCTION TO MEET IRANIAN CONCERNS, BUT IRANIANS
ARE "UNJUSTIFIABLY WORRIED," HIGHER VALUE OF DOLLAR
*WwOULD DEFINITELY HAVE AN EFFECT ON PERSUADING US TO
KEEP OUR (OIL) PRICES DOWN". US GAS AND OIL DEREGULAT!O!
WILL HELP BUT NOT "BE THAT EFFECTIVE IN THE SHORT TERM,
THERE WILL BE "EXTREME SHORTAGES (OF OIL) IN THE PERIOD
SEPTEMBER THROUGH DECEMBER, 19793" EVEN IF CONSUMERS
MEET 5 PERCENT DEMAND CUT-BACK TARGET, 1988 WILL

BE A "TIGHT OR VERY TIGHT" YEARj DEMAND WILL INCREASINGLY
OUTRUN SUPPLY IN SOVIET BLOC, WHICK WILL HAVE AN EFFECT
ON OVERALL WORLD SUPPLY;" IRANIAN SITUATION HAS NOT
CHANGED MATTERS DRAMATICALLY$ IT HAS ONLY BROUGHT
FORWARD THE INEVITABLE®. KUWAIT WILL CONCENTRATE
DEVELOPMENT EXPENDITURE IN FUTURE ON INFRASTRUCTURE -
ESPECIALLY ON ROADS, HOUSING, WATER AND ELECTRICITY - AS

WAY OF DISTRIBUTING WEALTH AND WILL UNDERTAKE ONLY ONE

MAJOR PROJECT IN OIL SECTOR AT A TIME. END SUMMARY,
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3. ON APRIL 9 FINANCIAL TIMES FOREIGN EDITOR TAPED TwO

HOUR DEEP BACKGROUND INTERVIEW WITH KUWAIT OIL

MINISTER SHAIKH ALI KHALIFA AL-SABAH. FOLLOWING ARE

HIGH POINTS ON ECONOMIC SUBJECTS FROM ROUGH TRANSCRIPT

OF INTERVIEW WHICH EDITOR PROVIDED TO US. (MINISTER'S

S§¥¥E€TS ON GULF SECUWRITY RELATED SUBJECTS REPORTED IN
Yo

4. MARCH 26 GENEVA OPEC MEETING DISCUSSION OF PRODUC-
TION, - AT THE OPEC MEETING, "THERE WAS NO ATTEMPT AT
PRODUCTION PROGRAMMING AS SUCH OR PRODUCTION SHARING.
THERE ARE CERTAIN COUNTRIES WHICH HAVE INCREASED THEIR
PRODUCTION FOR THE PURPOSE OF RELIEVING THE SHORTAGE
THAT WAS ON THE MARKET. OTHER COUNTRIES HAVE TRIED TO
DO THEIR BEST IN RELIEVING THE CRISIS IN THE MARKET,
THE IRANIANS ARE UNJUSTIFIABLY WORRIED THAT THESE HIGH
LEVELS WOULD STICK aND THEY WOULD NOT BE ABLE TO PRODUCE
AS MUCH AS THEY WANTED. THEY WERE ASSURED BY THE

OTHERS THAT THEY WERE NOT TRYING TO TAKE IRAN'S SHARE
OF THE MARKET. ON THE CONTRARY (THESE COUNTRIES) WERE
QUITE WILLING TO ACCOMMODATE IRAN TO GO BACK TO THE
LEVELS IT (IRAN) FELT DESIRABLE...THERE WAS...AN
UNDERSTAND ING THAT...AS THE IRANIAN PRODUCTION GRADUALLY
INCREASED THOSE COUNTRIES (THAT PRODUCED EXTRA AMOUNIS)
WOWLD BE ENTITLED TO G0 BACK TO THEIR ORIGINAL TARGETS.
I AM SURPRISED THAT THE WESTERN PRESS TURNED THIS
ARCUND TO MAKE OUT THAT THE OPEC COUNTRIES INTENTIONS
WERE TO STARVE THE WORLD OF OIL. THE IDEA IS QUITE
CONTRARY TO WHAT WE HAVE DONE, WHICH IS TO RELIEVE

THE SHORTAGE,"

5. OIL PRICES., Q - ISN°T CUTTING PRODUCTION A PLOY TO
FORCE UP PRICES? A - IF THE WEST CRITICIZES THE PRODUCERS
WHO HAVE UPPED THEIR PRODUCTION TO MEET THE

SHORTAGE FOR RETURNING TO NORMAL AFTER THE CRISIS IS
OVER, "THEN EVERYBODY IS GOING TO THINK TWICE WHEN

THE NEXT CRISIS COMES AROUND BEFORE INCREASING HIS
PRODUCTION TO MEET WORLD NEEDS."

6. THE DOLLAR., Q - ARE YOU IMPRESSED WITH THE
STABILIZATION OF THE DOLLAR AND IN ITS EFFECT IN REDUCING
THE EROSION OF YOUR PURCHASING POWER? A - "WE DON'T

PUT UP (OIL) PRICES FOR THE SAKE OF IT. WE ARE

SIMPALY CONCERNED WITH PRESERVING THE PURCHASING POWER

OF OUWR REVENUE., IF THIS CAN BE ACHIEVED THROUGH A

HIGHER VALUE OF THE DOLLAR, THIS WOULD DEFINITELY HAVE
AN EFFECT ON PERSUADING US TO KEEP OUR PRICES DOWN...I
HOPE THAT THE DOLLAR'S STRENGTH WILL CONTINUE, BUT WHAT
1 HOPE AND WHAT I THINK DO NOT ALWAYS COINCIDE.

I AM NOT IN THE BUSINESS OF PREDICTING CURRENCY TRENDS
BUT, IF INFLATION IN THE US IS NOT HELD DOwWN, YOU CANNOT
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EXPECT ARTIFICIAL INTERVENTION TO HOLD THE DOLLAR UP,*

7. THE PRESIDENT*S ENERGY PROGRAM. "GAS DEREGULATION
WILL HELP BUT I WONDER WHETHER IT WILL BE THE MAGIC
WHICH WILL TRANSFORM THE PATTERN OF US (ENERGY) IMPORTS,
BY SIMPLY APPLYING THE SAME PRINCIPLE TO OIL, THIS

WILL HELP IN THE LONG RUN - IT WILL ENCOURAGE EXPLORATION
+«+BUT TO SAY THAT THIS WILL BE ENOUGH 1S STRETCHING
CREDIBILITY TOO FAR...IT WON'T BE ENOUGH TO PERSUADE

ME TO GO THE FINANCE MINISTER AND PERSUADE

HIM TO IMWEST (MORE) IN DOLLARS, I DON°T THINK THE
ENERGY BILL IS GOING TO BE THAT EFFECTIVE IN THE SHORT
TERM,.”

8, FUTURE OIL DEMAND/SUPPLY SITUATION. " 1979 WILL SEE

A BALANCED SUPPLY/DEMAND SITUATION, BUT THERE WILL BE
EXTREME SHORTAGES IN THE PERIOD SEPTEMBER THROUGH
DECEMBER., 1982 WILL BE MORE DIFFICULT TO FORECAST.

IT DEPENDS ON HOW MUCH CONSERVATION CAN BE ACHIEVED IN
THE INDUSTRIALIZED WORLD, WHETHER THE FIVE PERCENT
TARGETS FOR ENERGY SAVING WILL STICK AND WILL BE ENOUGH.
EVEN IF THEY DO STICK, IT WILL BE A TIGHT YEAR. I DON'T
EXPECT INVENTORIES TO BE FILLED AGAIN., IN FACT, FOR

1982 THE QUESTION IS WHETHER IT wILL BE TIGHT OR VERY
TIGHT. 1981 DEPENDS ON THE RATES OF GROWTH, BUT I CAN
ASSURE YOU ONE THING - THERE IS NOT GOING TO BE THE GLUT
THAT WAS SPOKEN OF IN 1976/1977."

108

S. USSR OIL SHORTAGE. @ - "THERE HAVE BEEN REPORTS THAT THE
SOVIET UNION WILL FACE A SHORTAGE OF OIL IN THE MEDIUM
TERM; DO YOU SEE THEM ENTERING THE OIL MARKETS?™ A - MANY
OF THE SOCIALIST COUNTRIES IN EASTERN EUROPE HAVE BEEN

IN THE MARKET FOR SOME YEARS. THEY ARE INCREASING THEIR
IMPORTS FROM OPEC COUNTRIES. THIS 1S BECAUSE THEIR

DEMAND IS INCREASING AND THE USSR IS NOT INCREASING ITS
SUPPLIES, BECAUSE IT CAN'T., THE SOVIET BLOC 1S MOST
STRONGLY COMING ONTO THE MARKET3; THEIR DEPENDENCE ON

OIL IS INCREASING AND WILL HAVE AN EFFECT ON OVERALL
SUPPLIES.”

10, IRANIAN PRODUCTION. "I DON'T THINK IRAN WILL BE
INTERESTED IN GOING BACK TO THEIR PREVIOUS LEVELS OF
PRODUCTION...IT WAS EXPECTED THAT IN THE 82'S IRAN'S
EXPORTS WOULD HAVE FALLEN ANYWAY. IRAN'S INTERNAL

DEMAND FOR OIL WILL CONTINUE TO RISE AND, ON THE OTHER
HAND, THE OIL FIELDS® ABILITIES TO PRODUCE WILL DECLINE.
IN MY VIEW THE JRANIAN SITUATION HAS NOT CHANGED MATTERS
DRAMATICALLY - IT HAS ONLY BROUGHT FORWARD THE
INEVITABLE,"

1. FUTURE MAJOR PROJECTS IN KUWAIT. OVER THE NEXT

FIVE YEARS IN THE OIL SECTOR "AT ANY ONE TIME YOU WILL
SEE US ENGAGING IN ONE MAJOR PROJECT, BUT YOU WILL NEVER
SEE US ENGAGED IN TwO LARGE PROJECTS AT THE SAME TIME,
WE SHALL STILL INVEST LARGE AMOUNTS OF MONEY -AND EFFORT
IN THE OIL SECTOR OVERGTHE NEXT FEW YEARS - WHETHER 1IN
THE REFINING AND PETRO%HEMICAL FIELD OR IN EXPLORATION,
BUT WE SHALL TRIM OUR EFFORTS DOWN TO WHAT WE CAN
HANDLE. IN THE OTHER SECTORS THE PRESENT CONCENTRATION
ON INFRASTRUCTURE, WHICH HAS SEEN BOTH JUMPS AND DELAYS,
WILL CONTINUE, ESPECIALLY IN ELECTRICITY, ROADS AND
WATER DISTRIBUTION. THIS IS BECAUSE IN THE LAST FEW
YEARS THESE SECTORS WERE NEGLECTED. IT IS ALSO A WAY

OF DISTRIBUTING WEALTH WHICH IS A MOST IMPORTANT

ASPECT OF OUR PLANNING., SIMILARLY HOUSING WILL

CONTINUE TO HAVE A GREAT DEAL OF IMPORTANCE. WE SHALL
PROBABLY CUT BACK ON PRIVATE HOUSING WHERE, MOST
PROBABLY, THERE IS ALREADY A GLUT."

12. COMMENT: ALI KHALIFA IS USUALLY FRANK AND TO THE
POINT, HIS COMBENTS TO THE FINANCIAL TIMES EDITOR ARE,
WE BELIEVE, AN ACCURATE REFLECTION OF HIS VIEWS ON THE
SUBJECTS COVERED,
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E.O, 12065t GDS 4/29/85 (BUCK, STEPHEN W.) OR-E
TAGSs EMRG, kU
SUBJECT s KUWWAIT OIL PRODUCTION FOR APRIL, 1979

REFs (A) XWWAIT 2836, (B) KUWAIT 1726
le' (C=ENTIRE TEXT).

2. FOR THE RECORD, TOTAL KUWAIT CRUDE QIL PRODUCTION FOR THE MONTH OF
APRIL AVERAGED 2,55 MILLION B/D, DOWN OVER 190,000 B/D FROM LAST
MONTH'S FIGURE OF 2,66 MILLION B/D. APR 1979 PRODUCTION WAS

29 PERCENT HIGHER THAN A YEAR AGO, WHILE JANUARY=APRIL PRODUCTIOM

WAS 38 PERCENT HIGHER THAN THE FIRST FOUR \MONTHS OF 1978,

:aLDSTQILED AVERAGE DAILY PRODUCTION BREAK DOWN FOR APRIL WAS AS
LOWSs

KUWAIT OIL COMPANY 2,252,566 B/D

WAFRA PRODUCT ION 86,368 B/D

XUWAITI SHARE OF PARTITIONED ZONE

ARABIAN OIL COMPANY PRODUCTION 212,283 B/D

TOTAL 2,551,217 B/D

4. RELIABLE OIL MINISTRY OFFICIAL (PROTECI), WHO PROVIDEP

FIGURES, SAID CAUSE OF KOC APRIL PRODUCTION DECLINE (BOTli WAFRA
AND PARTITIONED ZONE PRODUCTION INCREASED SLIGHTLY) WAS BAD
WEATHER CONDITIONS (REF A) WHICH CONTINUED TO HAMPER TANKER
LOADING THROUGH END OF THE MONTH, OFFICIAL EXPLAINED THAT KOC ONLY
HAS STORAGE CAPACITY FOR ABOUT 4 DAYS OF CRUDE PRODUCTION,
ACCORDINGLY WHEN WEATHER (OR OTHER FACTORS) INHIBIT TANKER DOCKING
AND LOADING, KOC DECREEASES PRODUCTION SO THAT STORAGE TANKS ARE
NEVER FILLED TO CAPACITY., FILLING THE TANKS TO CAPACITY WOULD
FORCE A SHUTDOWN IN CRUDE PRODUCTION MEANING THERE WOULD BE NO
ASSOCIATED GAS AVAILABLE TO POWER XUWAIT®S ELECTRIC POWER
GENERATORS AND OTHER INDUSTRIES. LAST YEAR, AVERAGE DAILY XOC
PRODUCT ION DECLINED FROM 1.91 MILLION B/D IN MARCH TO 1,78 MILLION
B/D IN APRIL DUE TO BAD WEATHER, GIVING CREDENCE TO OFFICIAL®S
STATEMENT TO US THAT PRESENT DECLINE IN PRODUCTION IS

DUE TO SEASONAL AND TECHNICAL FACTORS RATHER THAM BEING IN RE-
SPONSE TO INCREASED IRANIAN PRODUCTION.
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