DEVELOPING COUNTRIES

Qil Prices and the Developing Countries
The Evidence of the Last Decade

by Graciela Chichilnisky, New York*

Many of the present difficulties of the world ecanomy have been blamed on the two oll-price explosions of
the 1970s. Professor Chichilnisky shows that, at least in the case of the oil-imparting developing countries,
the negative effects have been overestimated. In fact, in some respects the oil exporters among the
developing countries fared worse than the oil importers.

he evidence of the last ten years on issues which

cover the main areas of concern of developing
countries, namely growth, investment, consumption,
trade and debt includes some interesting and
unexpected  differences  belween  “conventional
wisdom” and the facts. In particular, it shows that:

_l on the whole, oil-importing developing countries did
not suffer a significant loss of growth or welfare due ta
higher oil prices;

LI growth rates of middle-income  oil-exporfing
countries were actually lower than those of middle-
income oil-importers:

C inthis period the patterns of North-South trade and of
South-South trade improved from the ocint of view of
developing countries,

C other commodity prices moved initially in sympathy
with oil prices and then dropped significantly while oil
prices remained relatively stable;

C agricultural output failed to match demand in ail-
exporting countries: their food imports became an
increasing burden;

1 the oil-exporting developing countries have fared no
better than the oil importers with respect to international
debt.

* Colurnbia University.
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A common line of inquiry links these issues: what is
the impact of OFEC on the rest of the developing
countries? |s their relaticnship one of cooperation, or of
competition? Is a coalition with OPEC in practice
desirabla for the nan-oil developing countries? Or is
OPEC's welfare opposed to that of the non-cil South?

Growth of tha Oil-imparting Countries

Table 1 shows that during the period 1973-82 the
growth rates of the middle-income oil-imparting
developing countries exceeded the growth rates of the
oil-exporting middle-income countries: the first grew at
an average rate of 4.37 % p.a, between 1973 and 1982,
and the second at the lower average rate of 3.43 %. In
the case of the low-income developing countries, rates
of growth averaged 4.9 % p.a. over the same period.

It appears from this that the middle-income
developing countries have not been seriously affected in
their growth by the higher il prices in the period 73-82,
Their rates of growth actually exceeded those of the oil-
exporting middie-income countries ovar this period,

Therafore, the only possible adverse effects of oil
prices would have. been on low-income developing
countries, and we focus on these next. It is often argued
that the cost of oil imports of low-income countries
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increased significantly in the period of high oil prices
from 1973 to 1979, and that this produced hardship in
these economies, This argument sounds plausible, but
what does the evidence disclose? Table 2 examinas the
increases in the costs of oil imports of the main low-
income developing countries as a percentage of their
GDP. Oil imports rose as a percentage of GOP during
this period, confirming the view that higher ail prices
were indeed a burden for low-income developing
countries. But this burden and its rate of increase
appear to be of a comparable magnitude to the burden
that high oil prices inflicted on the North. Table 2 also
shows oil imports as a percentage of GDP forthe OECD
couniries, and for Japan. These percentages incraased
aver a comparable range in the last ten years. The
axplanation is simple: oil imports are a small percentage
af GDP in the Morth, because their GOP is so large, but
they are also a small proportion of GOP in the South
hecause their oil use is several times smaller than the
COECD's. Energy use per capita in most [ow-income
countries was about 90 kilograms of coal equivalent in
1979, while in the OECD it was 7293 kg of coal
equivalent.

Another significant element enters into this picture.
This is the international salidarity of OPEC and other oii-
axporting countries with the less developed countries
during the last ten years. Tahble 3 presents the empirical
basis for this assertion. This table shows that foreign aid
transfars [(QDA) fram ail-exporting countries to low-
income developing countries in Africa exceeded the
increase in the cost of oil imports for part of the last ten
year period. These transfers were in addition to a
number of bilateral trade arrangements al preferential
prices between oil exporters and less industrialized
developing countries {LIDCs),

Table 1
Real GNP Growth

19B0-73 1973-72 1980 1981 1982
Irclustral marked
BCanomies 49 28 1.3 1.3 -5
Al developing countries £.3 52 25 24 1.9
Low ircoma’ 5.8 4.3 50 4.8 22
Micdie-income oil
Irnporters 6.3 5.6 4.3 0.8 ar
Micdle-income il
aRporters .3 4.9 2.4 24 09
High-income oil
expoters® 1.7 T 7.4 oo —

! Up to USE 390 GNP per capita
2 Oman, Libya, Saudi Arabia, Kuwait, United Arat Emirates.
Saurce: World Bark: World Devalopmant Raport 1984, p. 11,
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It is of interest to point out that oil-experting countrias’
transfers over this period accounted for 1.4 % of ther
EDF (see Table 4}, while during the same period OECD
countries transferred only 0.8 % of their GOP to low-
income developing countries.

For the Gulf States and the USA, the figures are
dramatically different: they transferred 6.5 % and
0.25 % of their GOP respectively. Indeed, in 1981 and
1982 Saudi Arabia was the world's largest aid donor,
giving $5 billion per year, more than the USA and only
slightly less than the entire Europsan Econamic
Community.

In summary, the low-income developing countries
were not particularly hard hit by higher oil prices. Their
il import bills, as proportions of GNP, are comparable
with those of the rest of the world, and they received vary
substantial aid flows fram the oil producers. In several
cases the incremental OFEC aid flows exceeded the
increased cost of oil imports. We have also seen that the
growth of middle-income oil-importing developing
countries was apparently not harmed by higher ail
prices, as their growth rates were higher than those of oil
exporters or of industrial countries. Overall, thera is
therefore no evidanca af highar oil prices having had a
sarious advarse impact on the growth of ail-impaorting
developing countries.

Growth of Oil-exporting Developing Countries

The oil-exporting developing countries fared in
ditterent ways according to their economic structures.
We have seen that from 1973-82 the middle-inceme ail
exparters grew less than the middle-income oil
impaorters, However, the high-income cil exporters fared
rather differently: they recorded the highest growth rates
aver the earlier part of the petiod (7.5 % p.a. from 1973-
80), and the lowest over the last part (—6.5 % pa.,
1981-82). Their mean growth rate aver the pariod was
4.33 % p.a., aimost identical to the middle-income oil
importers (4,37 % p.a.) and better than that of the
middle-income oil exporters (3.43 % p.a.). So the high-
income exporiers had higher mean growth rates, but
also much more variation in growth rates, than cther ol
exporters.

What explains this diffterence in GDP growth between
high-income and middle-income oil exporters? One
hypothesis is that high-income il exporters such as
Saudi Arabia, United Arab Emirales, Kuwait and Catar,
have a relatively simple and wall-integrated scanomy
whare over 50 % of GDP is due to oil production. As this
sector grew, the economies grew as weall. The acanamy

289



DEVELOPING COUNTRIES

Table 2
Qil Imports and GDP
Developing Market Econarnies OECD Countries : Japan =
GODP Crude Impons Ol Impons as GDR Crudempans Oil Imparts as GOP Crude Imperis Oil Imparts az
Constarnt$  Conslants % ofGDP Constantd  Constant$ %Lof GDP  Constants  Constants Tat GOP
{hillian) {billion} (Billian) (millian) {hillian] {hillicw)
1973 595 800 B.689 1.48 A254.600 30.438 A35 ara.64 5886 1.50
1874 G25.500 27.894 3.26 Ig20.7 87649 z.42 3BT.40 16,429 4.24
1875 a52.500 27 463 2.88 4102.B 87.897 214 38E.66 15,624 .05
1876 1016100 33757 3.32 43782 102,836 2.34 47801 15197 3.58
1877 1238.700 36.750 297 50:00.400 114,960 2.30 54579 16.056 2583
1978 1427 200 34518 277 G011.3040 115.167 1.92 Bo2.27 15.000 2.18
1973 1 753,900 56.782 324 G871.8040 164,262 2.38 589.22 18 885 3.56
1580 2082300 93,424 4.5 TE1S, BI:II} 250.599 3.29 545,58 2B.567 4,42
Sources: Country GDOP: UM ‘raa.'book u::-f Natlonsl Accaurts;
Crude Qil Imaors: World Bank: Commodity Trade and Price Trends,
Table 3

Guif States' Petroleum Exports and Bilateral ODA to Non-Petroleum-Exporting African Countries, 1975-81

1975 1976 1977 197H 1979 1980 1881
Gull States’ Bilateral QDA T
Hon-Petroleum Producing Counlries T4 TOR.T 704.4 4181 &10.2 8241 TEY.4
Gulf States’ Recorded Petrolaum
Exparts to Mon- Petraleum Producing
African Countrles BI2.5 G63.0 440.8 4363 1012.9 1640.4 24808
Gulf States’ Bilateral DDA as % of
Peiroleum Exports to Mon-Petroleum
Producing Alncan Countries 112.9 % 106.6 % 158,89 % 251 % BO.O % 36.4 % 30,9 %

Winghted Average of Gull States’ ODA to Direct Petrolaum Expons,
1975-81 = 69.0 %

Sourca: IMF: Direction of Trada S:n.tis'.ics. 1982, pp, 234-235, 317-318, ,325-32?, 375-378; DECD: Davelopment Co-operation Annual Aaview

VAMOUS ISSUES.

as a whale therefore followed the fate of the oil sector,
The oil sector, in turn, followed the fate of oil prices.
Thus, when oil prices were rising, the high-income oil
exportars grew at very high rates; when oil prices
stabilized or declined they grew much less, or
contracted. The growth rates of high-income ol
exporters were therafore very sensitive to the growth of
oil prices.

Middle-income oil exporters. such as  Nigeria,
Venezuela or Mexico, behaved differently These
countries have more complex economies, inwhich oil is
a less important part of the total. Their growth is
therefore less sensitive to oil price fluctuations. Besides,
the expansion of the oll sectors of these countries was
accompanied by a decling in other domestic sectors, in
particular in agriculture. Indeed, all ocil-producing
countries appear ta have experienced a drop in their
growth rates from the 1960s to the 1970s — just as ail
prices started to rise.

The evolution of international trade by developing
countries took a quantum leap in the last ten years. The
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develeping countries became a much mare impartant
trading partner for the North, and indeed they represent
at present 40 % of the OECD export market. In 1970 the
equivalent figure was only 27 %. The statistics show
also that for the USA, EC and Japan, the developing
countries are mare important export markets than the
two other developed partners togethier. This change in
the rale of developing countries in the world economy is
clearly associated with the emergence of OPEC as a
major purchaser in international markets. Qne third of
the share of developing countries in QECD sxports is
explained by OPEC purchases.

New Trade Patterns

The relative power of the partners in North-South
trade therefore changed rather dramatically during the
last ten years. Since the main complaint about the
organization of North-South trade has always been that
the Morth was disproportionally more powerful, this
change indeed means that the distribution of power has
moved in a more balanced direction. It also gives a more
solid basis to the idea of North-South interdependence:
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Table 4
Aid Donors in World Comparison in 1981

CDA

Sharein

ODAas% PerCapita

Emilicn  World QDA of GNP Income
% -3

ArabGuli States THT 20.5 3.E5 16,120
Ol which: SaudiArabia 5658 15.8 456 13,040
UAE Tag 2.2 2.88 36,040

Kuwait (21 1.4 1.98 23,650

Catar 175 0.5 254 26,520

Irag 143 0.4 0.37 2,930
Libya 105 0.3 0.37 9,230
Algera B5 0.2 016 2120
Total Arab donors 7630 214 2.55 6,230
Migeria 148 0.4 017 1,000
YVerezuela &7 0.2 0.14 4,750
lran -1 50 -0.4 (2104}
Tolal OPEGC 7 605 21.5 1.40 2,870
United Stales 5783 16.2 0.20 12,730
EEC 12,743 s 0.53 9,240

Sourca: OECD: Aldfrom OPES Countiies, 1583, 0. 15,

Table 5

The Relative Importance of Developing Countries’
Trade amang Themselves

Percentage snare of Percentage share ol

Year developing countres’ ceveloping counfries
mutual axpors m ther rmutual exports in telal
fota oxpors warle cxports
"g7] 198 3.5
197 201 .5
1972 20.9 a7
1873 22,0 4.0
1974 21.3 E.7
1975 246 5
1976 228 5.3
1977 233 6.1
1978 b7 ok
1975 23 6.2
1980 253 70
14952 273 TE

Sourca: Borhs Cizelj: Trade Amang Developing Cauntries:
Ewvaluatien of Achievements and Potendal, Fesearch Center for

Cooperation with Developing Countries, p. 6 7.1,

the Morth certainly now depends on the South for a

significant share of its export markets.

These far-reaching changes in North-South trade
were matched by important changes in South-South

frade. In the last decade, frade among developing
countries was the moast dynamic camponent of
international trade, becoming in 1981 27.3 % of the
share of developing countries” exports, and 7.6 % of
world frade. Table 5 shows that in 1970 these figures
were 19.6 % and 3.5 %, respectively.

INTERECONOMICS. MovemberDecember 1985

Within the rapid agrowth of South-South trade,
manufactures were the most dynamic component.
Taking 1970 as 100, theirindex amounted to 275 in 1978,
while oil amounted anly to 128. In 1981 manufacturing
represented 30 % of trade among developing countries.
Developing countries' exports of manufactures are less
dependent now on industrial countries than are the
other exports of these countries, a Sig nificant structural
change. All this took place simultaneausly with the rise
in oil prices during the last decade, a phenomenon
which many authors associate with the structural
changes in mutual trade among developing countries,

What is the link between higher cil prices and South-
South trade? Qil countries became importers on a grand
scale over the last ten years, and many of their imports
were purchased from other developing countries. OFEC
imports from non-oil developing countries graw at an
average rate of 18 % from 1973-1980. In addition, oil-
gxporters’ imports from other developing countries were
different in nature from the imports of industrial
countries. Oil-exporting countries, many of which are
not very developed, imported technologically advanced
manufactures and capital goods from other developing
countries, sometimes as part of bilateral trade
agreements.

By contrast, industrial countries have traditionally
imported laborintensive manufactures and raw
materials from developing countries, since the relative
advantagea of tha industrial countries lies in their efficient
oroduction of technologically advanced and capital
intensive goods.

As a matter of fact, two major commodity groups
mada up most of the increase in mutual trade among
developing countries: fuels and manufactured goods.
Fuels rosa from 37.3 to 471 % of mutual trade and
manufactures from 15.8 to 26.9 % in the same pericd.

Certain major commodities decreased dramatically
their share of South-South trade over the period: food
{from 27.6 % to 12.7 %) and agricultural materials (from
16.2 % to 5.2 %). Developing countries are lherefare
trading amongst themselves much more in fuels and
manufacturas, and much lass in food and in agricultural
raw materials. The other side of this coin is that
developing countries have become increasingly
dependant an food from industrial countries, and this is
specially true for ocil-exparting countries.

Ancther  significant  change in  trade among
developing countries is the strengthening of inter-
regional trade which now accounts for mare than half of
trade among developing countrigs. This is mainly a
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result of higher oil pricas - oil being traded maostly inter-
regionally. This has led to increases in inter-regional
trade in all product categories. Disregarding oil, inter
regional trade grew at 29 % per annum in the last
decade. Including oil, it grew by 36 % per annum, an
impressive growth rate by any standards.

Price Movements

During the beginning of the decade, and following a
period of expansion in demand, most commodity prices
rose in sympathy with oil prices. This was true of such
internationally-traded commodities as copper, Dauxite,
coffee, etc. However, as the recession in the industrial
countries setin, demand dropped and the prices of most
commaodities, except for oil, dropped as well.

These movements of ail and commaodity prices have
been a source of greal concern for gil-exporters and
non-oil developing couniries. The issue at stake is
whether the drop in the prices of other commodities was
or was not "caused” by the high prices of oil. A standard
explanation which is usually offered is that high oil prices
led to the recession in industrial countries and that this
produced, with a lag, a drop in the ather commodities
exported by developing countries. This presumably led
to a drop in the prices of commadities other than oil,

which are at a historical low. Do the facts support this
explanation?

Other investigations show that higher oil prices
cannot be seen as the main "cause”, aconometrically or
otherwise, of the recession in the industrial countries.
Therefore high oil prices appear not o have “caused”
the drop in commodity prices. il prices may ba
connected with ather commadity prices, but this
explanation seems flawed. Better explanations for
current low commodity prices are required. These would
include the level of interest rates, which are usually
associated with changes in the prices of exhaustible
resaurces, and other explanations of the cyclical
behavier af commaodity prices.

The facts undeniably indicate a profound difference
between the behavior of oil prices and the prices of other
commodities. Qil prices have been sustained at
relatively high levels over the last few months or years,
even in the face of relatively abundant supply and of
slack demand. This is an indication of the relative market
power of oil exporiers, which derives, in economic
terms, from the relative inelasticity of the demand for oil,

Other commodities mentioned here face a more
price-elastic (and income-glastic) demand, and are sold

Edward Bédhm

PUBLICATIONS OF THE HWWA-INSTITUT FUR WIRTSCHAFTSFORSCHUNG-HAMBURG

THE CRISIS OF THE POLISH FOREIGN TRADE SYSTEM
(DIE KRISE DES POLNISCHEN AUSSENHANDELSSYSTEMS)

One tactor which has been of considerable importance for the failure of Poland’s
development strategy has been paid far too litle attention until now in the
theoratical analyses of, and explanations for, the Paolish crisis, namaly the
inadequate efficiency of the foreign frade systern with regard to the quantity and
structure of production and expons. This study presents in datail the influence an
preduction, financing and foreign trade exerted by the foreign trade system,
which was altered in important aspects several times during the course of the
seventies. The author has succeeded in making an important contribution
towards explaining the collapse of the Paolish aconarmy

Large octavo, 280 pages, 1985, price paperbound DM B8, —

VERLAG WELTARCHIV GMBH -

ISBM 3-87BA5-281-3

HAMBURG
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in markets with a very different organization. This
suggests that other commodities cannot fellow the oil-
pricing policias of the last decade, unless there is a
drastic change in market organization and in the
alasticity of demand. This does not mean that the
behaviar of oil-exporting countries lowered the walfare
of other commodities’ exporters. It means, rather, that
axcessive specialization in such commodity exports
may nat be a good idea. Rather than attempting to
imprave commedity prices, to reach price agreements
or global negotiations, developing couniries would be
better advised t0 stop depending heavily on such
unreliable export revenues.

Investment and Productivity

During the last decade a dramatic shift took place in
the allecation of resources within developing countries.
The rate of investment as a percentage of GOP rose
from 21 % to 29.6 %, a histerical high point. Compared
with the 17 % rate of the industrial countries, this figure
is indeed impressive. These high rates of investment
were ganerally allocated to industrial sectors; however,
they did not raise significantly the level of productivity in
these economies. Why did the high investment levels of
developing countries not  lead o proportionate
increases in productivity?

Several explanations have been advanced for this
fact. Cne is that the investment activity was largely
controlled by governments, and thus the efficiency
seeking private entrepreneurial motive was missing.
However, much of the investment needed in developing
countries is in basic infrastructurg such as waterways.
roads and transportation and energy sources. Such
infrastructure is as assential o a producer as is the
entrepreneurial spirit and. by its own nature, it requires
governmental participation. A road, a waterway, an
energy plant are public goods and economic theory
explains that only a public group, such as the
government, can attain an efficient allocation of
resources in such areas,

A second explanation is that investment in basic
infrastructure leads to increases in praductiuity. but with
a lag. This explanation relies on the existence of a
"gestation period” for investment to realize its gains,
and seems reasonable given the stage of development
of the countries concerned. But it is still not a fully
satisfactory explanation. for much of developing country
investment went to activities other than infrastructure.

A case in point is Mexico in the last few years of the
decade. Mexico invested wery heavily in the
development of its oil sector. Much of its investment
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went to infrastructure {roads, energy sources) but a
large part was very sector specific in plants and
machinery relating to ail. These activities did not have a
significant spill-over effect on tha rest of the economy, in
part because oil is not a labor-intensive product and
therefore does not enhance employment levels, in part
because oil revenues are spent largely on
internationally purchased goods rather than an national
output, and in part because cilis not the mast immediate
necessity of the Mexican economy as far as average
production is concerned. The facts substantiate this
paint: oil-related employment during the ol expansion
period 1978 to 1982 amounted to about = % of total
employment. Oil export revenues were also very largely
associated with increases in imports.

Finally, about 10 % of the Mexican GDP in the mid
1970s was related to the agricultural sector, and about
40 % aof its population is rural. This rural sector isthe one
which benefitted less from the specialization in oil
exports in the late 1970s. Oil revenues led to relatively
mare demand for industrial goods so that the prices of
agricultural products and the demand for agricultural
labor dropped. The agricultural terms of trade vis-a-vis
industry decreased significantly. The incomes of
agricultural workers dropped. Incentives to invest in
increasing agricultural productivity also dropped, as
there were more profitable ventures in the cil-export or
related sectors. Agricultural cutput per head fell slightly
over the period in Mexico, and rose but slightly in
Venazuela. In both cases, the tarms of trade between
agriculture and industry moved against agriculture, and
agricultural imports rose very sharply.

The stagnation of agricultural productivity is most
certainly an economic and political weakness for
developing countries. It is also a fact associated with
poverty and malnutrition. In the midst of rapid evolution
and change, in tha face of drastic changes in the power
refations  between the industrial and developing
countries, poverty and underconsumption have
encroached on many developing economies to an
increasing extent. These issues rarely appear in
discussions of international trade patterns, although
they should, because they must be resolved to prevent
lopsidad and eventually self-destructive development
patterns.

Agriculture and industry must feed and produce
positive externalities for each other Inadequate
agricultural preductivity drags the whole economy
down, by requiring expensive imports, by keeping a
large segment of the population underconsuming and
underproducing, and by offering a limited domestic
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market, as well as an insufficient source of food, to the
industrial sector of the economy. A balance betwaen the
agricultural and the industrial seclor seems to be a
precondition for sustainable growth.

Indebtedness

Table & gives details of the twenty developing
countries with the worst debt service positions in recent
years. As already noted, oil-exporting countries feature
prominently, with Mexico, Venezuela and Algeria
oceupying three of the top five positions, and Iran and
Saudi Arabia in the next five. Indeed, Argentina, which
occupies the ninth position, is essentially self-sufficient
in oil, so that only four of the ten most heavily indebled
countries are oil importers.

Why are ail-exparting and oil-importing countries in
such similar debt situations? An argument that has
already been proposed is that oil-exporting did not yield
the benelits that were widely expected, at least for
middle-income countries. This point has  been
discussed at length, and does not require further
alaboration. It is striking, however, that not only has the
domestic growth of oil-exporting middle-income

Table 6

The 20 Developing Countries with the Largest
Debt-service Payments During Recent Years

1US § billions)
Country DeotService Paid
Ranked by Average Debt 197% 1880 1981t 1maF
Sarvica in 1980-19812
1. Brazil 1.4 13.7 17.3 18.5
3, Mexico' 1.4 4.3 15.4 15.2
3. Vanezuala® 28 4.7 &0 T8
4. Spain 3.0 a7 5.0 57
5. Algaria® a2 34 4.4 48
g. lran® 20 24 {B.1) [4.00
7.¥ugoslavia T 3.3 4.2 4.7
8, South Koraa 2.9 33 a0 48
3. Argantina 21 28 a7 4.9
10. Saudi Arabis® 25 41 3.4 1.9
11. Chile 1.7 2.2 34 3.3
12, Indonesia® 2z 20 27 3.4
13, Egypt’ 1.3 1.5 2z 2.4
14, Peru' i1 15 a0 1.3
15, Greecs 11 1.3 1.7 21
16, Moracco 1.0 1.3 1.5 1.3
|7, Migeria® 0.8 1.2 16 1.3
1B. India 1.1 1.4 1.4 1.7
19, Turkey asa 1.1 1.6 1.3
20, Philippines 1.3 15l 18 21
Tatal 20 Countrias 56.9 4.8 B6.9 96,9
5 B0 74

%% of Grand Total LDC s 75

# Mext-ranking countrios include United Arab Emirates. Poruga, Tai-
wan, raq and Thailand. Debl-sarvice payments by Ching PR in 1980
are tentatively astimated at §1.4 gilion

= Praliminary figures.

© Estimated figures,

' Met oil exporter,

¢ CPEC Memoer,

Source: QECD: Estermal
AJBE99.E94, 1982

254

Debt of Davaloning  Cauntries,

countries been relatively low, but also their balance of
payments positions worsened during the oil-export
axpansion. The oil-exporting activity was not very
productive for the domestic economy. In addition, oil-
exporting did not help these countries in an item that
comes firstto mind when recommending higher exports:
the balance of payments.

Another impartant connection exists between il
prices and the current debt problem. OPEC's export
revenues of the two oil price rises (1973 and 1979) were
largely reinvested through OECD barks and in
particular the Eurodollar market (see Table 7), and
increased the supply of loanable funds. This led to maore
barrowing.

Qil-export revenues therefora provided liguidity 1o the
international banking system during a period in which
the OECD countries were in a recession, and during
which they enforced contractionary monetary policies.

At the end of the 1970s, however, things started to
change. Interast rates in the USA increased threefold
(from 6 % 1o 1B % in the period 1976 to 1981) and the
other OECD rates increased in sympathy, to avaid flight
of internationally mobile capital. This sharply increased
the burden of servicing the debt, much af which was in
floating interest rates. Furthermare, during the early
1980s oil export revenues fell sharply, leading to a drop
in deposiis with OECD banks from the oil-exporters —
the last column of Table 7 shows this clearly. There was
therefare a double “pinch™ an the international financial
system: a decrease in loanable funds and,
simultanecusly, much higher interast rates.

Interest rates in the USA have remained at a historical
high, so that dollar denamination loans are a serious
and threatening burden ta the whale international
banking system, for lenders as well as borrowars.
Furthermore, some of the most expased borrowers ara
oi-exporting countries such  as Mexico, Nigeria,
Venezuela and Ecuador Some of these countries
contracted their debts in order to develop their oil
sectors, and indeed ended up experting more oil, at
lower prices. Their position is then specially vuinerable.

The financial crisis also affected OECD countries
indirectly since oil-exporting countries purchase an
impattant part of QECD exports. Many oil-exporting
countries borrowed to produce more and cheaper oil,
and they mostly used the extra revenues to purchase
goods from the QECD. When oil prices dropped, oil
exporters decreased their imports from the OECD. This
affected OECD countries because their imports have
been an important addition to the lagging demand in
QECD countries during the recession. At present, 40 %
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Table?
Estimated Deployment of OPEC Couniries’ Investible Surplus, 1974-1981
(U5 § bidlions)
1974 1875 1978 1977 1974 1979 19680 1981 1982
ldentified investible surplus’' 53.2 152 35.7 3.5 15.4 513 BT.0 432 31
Short-term investmants 36.6 9.3 10.2 10.2 3.2 432 425 4.9 -16.2
ot whieh in:
United States® .4 1.1 Q. 0.5 0.2 83 0.2 -3.5 4.8
United Kingearm® 18.2 3.4 a. 3.2 —1.6 16.2 18.1 73 -G,z
ofwhichin:
[Eurccurency depasits) 113.3) 4.1 (5.5) (3.1) (—2.0 (148 114.8) 18.1] (—9.4)
Otharindustrial cauntrias 2.0 5.0 B.5 7.5 a0 18.7 52 0.5 -12.8
Long-term investments 173 284 288 13 10.2 181 44 5 e i % | 19.3
ofwhichin:
United States 23 BS 7.2 T4 0.2 -1.5 143 163 7.6
United ®ingdom . 2.8 0.3 1.4 0.6 —0.2 1.0 2.0 0.1 -0.8
Ortharindustral countries® 3t c.8 4.3 5.8 2.8 87 187 A

13.6

' The diffarance between the current-account position and ideniifed foraign investment raflacts, aparn from recording errors, bosrowing (net of
repayments) by OPEC countries, direct investmant inflaws, trade credits and other unidentified capital fows.

Including bank depasits and money-marke! placements.
? Bank deposits only,
Saurce: Bank of England Cluarery Bulletin, June 1982,

af all OECD exports are purchased by developing
countries, and about 10 % by oil exporters.

The willingness of ail exporters to export more oil and
to import more industrial goods contribuled to
increasing the price of OECD industrial goods and to
lowering the price of oil. These are positive
macroeconomic  impacts from the oil countries'
borrowing. The oil-exporting countries have benefitted
the OECD countries, over and above the interest
payments an the debt. Such gains must be taken into
consideration both for understanding the origin of the
debt problem and also for reaching constructive
solutions to this problem. There is a new and powerful
interdependence between developing and industrial
countries to be taken into account.

Conclusions

High il prices have apparently not harmed the ail-
imparting developing countries. Indeed, in the middle-
incoma range, oil importers appear to have fared better
than ail exporters. In the low income range, aid and
concessionary sales from OPEC have substantially
offset the anyway limited impact of rising oil prices.

Overall, the developing countries have enjoyed a
period of reiative prosperity in the last decade: levels of
investment, growth rates and exports have been high. In
fact some ofthese positive effects are attributable in part
to high oil prices, as investrment was often financed by
OPEC surpluses deposited in and lent on by OECD
banrks, and as the booming OPEC markets boosted the
exports of many other developing countries. Unlike a
number of industrial countries, OPEC members have
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not raised discriminatory
developing countries.

rade barriers against

Some developing countries have experienced
serious problems, particularly with respect to their
international trading and financial involvements, and
particularly in the last few years. They are widely
attributable to factors other than oil: one is the sharp rise
in interest rates on their overseas borrowings, which, as
already mentioned, fripled in cnly four years. A second
factor is the rise in the value of the US dollar in the early
1980s: as most overseas borrowings are denominated
in US dollars, this has effectively raised the real value of
debts outstanding. These two factors are related: the
high value of the dollar is generally attributed to the high
levels of interest rates in the USA. A third factor is the
decline in the prices of the traditional exports of
developing countries. i.e. primary products other than
oil. These prices are now at an all-time low in real terms,
of course producing serious balance of payments
prablems for those countries dependent on their export.
Finally, the prices of exports of industrial goods from the
QECD countries to developing countries have nisen
sharply in the last decade, cutting even further into the
terms of trade of these countries. So there are clouds on
the harizon — or perhaps nearer — for some developing
cauntries. Howevar, some clouds also cover the skies of
the industrial countries, since sustained growth,
adequate employment and financial stability seem in
question. Such problems arise and persist in an era of
relatively stable or even dropping oil prices, which adds
further weight to the conclusion that oil prices alone
cannat explain the persistent difficulties in the world
econamy: better explanations are needed.
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