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SUMMARY

Continuing impbrtance of the Middle East as the most critical source of
oil in World trade over the next twenty years. There is no reasonable
prospect of the region's basic significance diminishing sufficiently as
a consequence of new giant discoveries elsewhere, or of unanticipated
success in exploiting the heavy oils and "unconventional" crudes of |
Canada, Venezuela, etc. One should assume that for the balance of
this century the Middle East will-contribute about 50 percent of the oil -

in world trade.

One must also assume that there will be additional, important claimants
for some share of the cil in world trade — the U.S.S5.R. (iniis own
behalf, or East Europe) and China. The developing world will require

more -~ and states such as Brazil may be among the most important.

Opinions vary as to how large a demand these countries will make on
world oil; - at least we can anticipate their entry into the world market
will put great pressure upon Middle East sources. Moreover, we have to
ask how these countries will meet the cost of imports - or whether, if their
demands are large, they may seek '"special relationships' and one or

more may even attempt to control a particular source.

Competition amongst oil importers for access to Middle East oil could thus

‘involve all of the great industrial states - including the '"superpowers'' -

an unprecedented situation.

The United States is likely to-remain the energy producing and consuming

~colossus, and the single largest importer of oil. The U.,S. is likely to

continue to be the principal factor in defense arrangements for nations
outside the Soviet or Chinese constellations. But over this period, Japan

may reacquire a respectable military capability.



These likelihoods lead us to reflect on the following pbservqtions:

a) E_ur'o'[;ean and Japanese dependence on Middle East (and North
Africa) oil now approximates 80 percent' of their oil imports, or
about 14 mmb/d, the U.S. presently obtains @Bout 3_0 percent of its
imports from the MiddlelEasi (and North Africa)‘or about 3 mmb/d.
Are these proportions likely to change? The vital importance of
Middle East and North Africa oil to Europe and japan, both in
percent of origin of imports and in volumes, has to be considered

in the context of the politico-military role of the U.S.

b) The U.S. has its "special relationship" wi;hiISaudi_ Arabia and

[
along with 1t an assumed access to Saudi oil of 7 mmb/d.

"c) What implications are to be drawn from this ','imbalz}nce" in oil
dependency, a possible "privileged” U.S. access to Saudi oil,
and the singular U.S. defense role in the region? Is there a
complementary set of interests served by thege different stakes
and roles? Under what circumstances might this continue, or be

challenged?

d) Is it the case that the industrial nations, dependence on Middle
East oil is now, and will remain, so consequential that they have

no real leverage to affect regional developments?

There are additicnal aspects to be discussed:
a) Is there a renewal of hope and effort for a meaningful Euro-Arab
dialogue which might create a greater sense of mﬁtuality of interest?

b} Are the Japanese efforts to link Middle East processing with domestic

market demand likely to accomplish a similar objective?
c) Will these efforts be independent or exclusive of the U.S5.?

d) What changes within the Middle East may affect continuity of supply?

Role of 1raq, Saudi Arabia? 1ran, Egypt?



3.

These questions. suggest we should think not in terms of present interests
prevailing through this century but whether there is a possibility of
change in ten years? Or are we locked into a situation in which any

improvement must await the following decade?

'If the implication is that we are locked into a situatiog qﬁlikely fo be

affected soon -

a) how will the Middle East nations accommodate to political,social
“and economic change (and thus offer the prospgc_t of continuity of
supply)? -

b) “how will the principal nations outside the region g:opglwi‘th these

inevitable changes some of which may be intépp’pelted‘aé threatening'

supply?
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SUMMARY

The world oil supply and demand outlook prior td the Iranian supply

interruption .

a) A slow but clearly perceptible movement in successive forecasts
during 1974~78 from a crisis scenario for the mid-1980's to a more
balanced supply-and-demand scenario at "reasonable" prices for

the same period.

b) The principal reasons for this shift from pessimism to cautious
optimism in oil forecasting were (1) a recognition (or assumption)

that the impact of higher energy prices on general economic activity -

7 would not be as disastrous as it had been assumed earlier; and (2)

. e _
/& continuing downward revision of future oil demand growth requirements, -

for a variety of economic, demographic and technological reasons.

Simultaneous downward revisions of future energy supply availabilities

were generally of a lesser magnitude than the downward revisions in the

demand growth.
DR S

Accomplishments and failures during 1974~78 in improving long term

worid oil supply and demand balance.

a) Did the industrial oil importing nations largely waste the period between
the end of the Arab oil embargo and the beginning of the Iranian oil

- interruption or were they moving towards a reduction of their dependency
on OPEC oil supplies? To what extent were the industrial nations’
accomplishments and failures duringthis period the result of market

forces and to what extent did they reflect government policy or its absence?




3. | The impact of the Iranian supply interruption

a)

b)

The short term outlook, i.e. the next 12 months.
Our ability to cope with the maximum interruption
- U.S. policy

- I.E.A. policy

- Industry policy

The longer term- outlook, i.e. to 1985-90.

- Impact on allox;rable oil export levels, ‘ | |

— OPEC's post lranian pricing policy: its éff{ecﬂt on world lerc.c')npmic
growth, the development of alternate gnergy“s;oﬁ-ll'cgs,.. Iand energy

conservation.

a)
b)
c)
d)
e)
£

‘Brief discussion of the U.S. il and energy scene pre-Iran and post-Iran

Policies and politics

" Market factors and fiction

Balance of Payments considerations
Oil imports and the dollar exchange value

Opportunities and limitations of U, S. energy options

Oil and gas policies of America's neighbours - Canada and Mexico.
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GLOBAL FINANCIAL FLOWS:

THE BXTERNAL POSITION OF MAJOR

WORLD ZCONES TO 1985

(Note by the Secretariat)

- L. Intraduction and Summary

1. This note reports on the most recentv of the Secretariat's
periodic re-assessments of the external positions of the OLCD
arca and major non-0ECD country groupings(i). Apart from
differences in initial conditions (or the starting position),
this note differs from the previous exercises (which projected
a single "base case" accompanied by a sensitivity analysis),

in that two_scenarios, based on alternative Secretariat assump-
tions on OECD growth, are elaborated. These naturally involve
different medium-term growth paths for OECD and nen-CECD trade
volumes, trade prices and the terms of trade between traded
.manufactured goods and primary commodities. One scenario
corresponds to the "adjusted" high growth path elaborated by the
Secretariat for discussion at the 25th/Zbth January meeting of
Working Party W°2(2). The other, "lower growth", scenario is
based broadly on an extrapolation of ORCD growWwth since mid-1976.

(1) Previous work was presented in Economic Outlook, OECD,
July, 1974, pp. 94-6, DES/RI(75)1, CPB/TWP(/5)1, DES/HI(771
and DES/NI(?S?B. As in earlier work, this note draws cn the
work of the Ievelopment Cooperation Directorate, the Combined
Energy Staff, and the Capital Markets Division.

(2) Presented in CPE/WP2(78)4. "Adjusted" high growth embodies
growth rates slightly lower than those required to restore
full employment by the mid-1930's, It might be noted that
the methodology of the "growth scenario" system is described
in detail in LES/NI(78)15.

45,361
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‘In presenting two complete sets of projections, the Secretariat .
is attempting tc meet the criticism of some national authorities

.that in earlier notes i% was difficult to see the full implica-

tions of differences in assumptions from those underlyipg the

"base case" because the accompanying sensitivity analysis was,
necessarily, only partial. - : ' :

2. The methodology used in this note is the same as that
employed in previous exercises. In the absence of majoer shocks
(e.g. world-wide crop failures), the evolution of real demand
and domestic inflation in OECD countries is assumed toc be the
main influence on world trade volumes and prices, and especially
on the exports of goods from non~CECD countries and the terms of
trade between manufactured goods and primary products. Capital
flows between major world zones and import volumes of non-OECD
countries are determined jointly. In the first instance,
estimates are made of probable capital flows between major ,
world zones. This, along with projections of terms of trade and ‘

. demand for non-0ECD goods, allows for estimates of the likely g
‘development of the ability of non-0ECD country groupings to
finance imports, i.e. a preliminary estimate of their import

- volume growth is obtained. To the extent that this is below
"satisfactory" growth rates, it is assumed that the countries in
question will make a greater effort to obtain external finance
and both capital flows and import volumes are adjusted up. On
the other hand, if a given non-0ECD country grouping appears
to be in a comfortable financial position relative to its
import requirements, it is not assumed that all external
revenues are spent automatically on imports(i). This is
particularly the case for the "low absorber" group of OPEC

- countries, but it also applies (though with less force) elsewhere.

3, The following gqualifications should te borne in mind when
eXamining the projections:

- the projections are intended to have indicative value
only in the context of = smooth evolution of world
demand, at least after 1975.

- though the adoption of two alternative real growth
hypotheses provides some measure of the sensitivity
of the resulis to changes in the assumptions, changes :
in other assumptions could have equally powerful effects.

(1) For non-oil developihg'countriés (as a group), it is assumed
' that reserves will be increased to maintain a constant
ratio between gross reserves and total imports.
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- the analysis here is concerned with the interrelationships

among large groups of countries. However, the general
conclusions applying to a particular group do not
necessarily apply to each of the individual countries
within that group. - - .

L, The projections described a year ago in DFS/NI(78)3 were
based on an assumed medium-term average growth rate of just over
T per cent ovep7the period 1977-85(1). This growth rate has
been lowered to\i%jper cent(2) in the "adjusted” high growth
scenario for Workifig Party N°2 (CPE/WP2(78)4) and used in
scenaric 4 in the present note. To illustrate the effects of
lower growth, scenario B is based on OECD GNP grofith one
percentage point lower (annual average growth.of( 3%/ per cent).
It is strongly emphasized that neither scenario resents
Secretariat forecasts of what growth rates are likely to be over
the 1978-1985 period. As noted in CPE/WP2(73)4, the scenario
presented to Working Party N°2 are designed to "... pinpoint.
possible inconsistencies between postulated demand developments
and constraints arising from the dynamics of wage-price formation,
supply botitlenecks, financial flows and external balance® for
individual OECD countries. The projections given here should be
seen in this context,. :

5. The main assumptions of the two scenarios and corresponding

implications for world trade are given in Table 1. The ,
different real growth rate assumptions give rise to different
estimates of the likely evolution of trade prices and the terms
of trade. (The assumptions underlying the estimates of trade
prices of non-manufactured goods are described in more detail

in Part III.) In summary, trade prices are assumed to rise

more quickly in the "adjusted" growth case (scenario 4) than in
the "lower" growth case (scenario B). In scenario 4, it is
assumed that the terms of trade between manufactured goods and
non~oil primary commodities will move in favour of the laitter,
whereag in scenaric B, a move in the other direction is proijected.
Ir both scenarios, the purely technical assumption is made that
the terms of trade btetween ¢il prices and those of manufactured

goods will remain at their projected end-1979 level up to 1935(3).

(1) More precisely, the assumed growth rate of OECD GDP was put
at 3 per cent (annual rate) in the second half of 1978,
rising to 5 per cent (annual rate) by the second half of 1979,
and remaining at that level thereafter. o

(2) Made up of the 3 per cent forecast for OECD GNP in 1979 by
: the Secretaria® in December, and 43 per cent thereafter.

(3) It is argued by some observers that there is a range of OECD
- growth rates consistent with a single 0il price evolution.

e e ot e o
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Together with assumptions regarding the evolution of services
and transfers, the implied world pattern of current balances
in current an” constant prices is given in Table 2. In the
table, it is assumed that balance of payments accounting
practices do not change substantially over the medium-term..
Hence, the recording discrepancy ("total" in Table 2), which
is in part related to the level of current account {ransactions,
is forecast to increase. The Secretariat will shortly be _
circulating a note reporting on a detailed examination of the
- sources of the world discrepancy. The broad conclusion of this
work is that the major proportion of this discrepancy orn te §
- aperined to vnder recording of inciecivnlig credite oy 0LCD countvries.

6. Under scenario 4, the 0ECD's current position is
projected to be broadly in balance in 1985, This is similar

to the previous projections in DES/NI(78)3 (which employed a

- roughly similar OECD GDP growth rate): an adverse movement in
the terms of trade assumed in the present projections is offset
by the depressed level of primary commodity prices in 1978 (the
base year) - the projected improvement in their terms of trade
vig-3-vis manufactured goods still leaves them below their 1977
Tevel in 1985(1). Recent changes in accounting practices in the
United States, which have had the effect of improving that
country's current balance by about %6 billion, without offsetting
changes elsewhere would add that amount to the overall total.
OPEC countries' surplus position would increase from its 1973
level, even in constant prices, but would be far bvelow the
levels reached in the mid-1570s. This aggregate picture
conceals a very different.evolution of the external posizions

of "low® and "high" absorbers: the detailed analysis of Part II
indicates that the latter group ¢f countries may be running
large deficits throughout ithe projection period. Non-o¢il
developing countries are projected to run increased deficits,
even in constant prices. But these deficits could represent a
lower propertion of their aggregate GNP in 1985 fthan was the
case in 1973, And although individual countries might face

- financing problems, for the group as a whole a defiicit of this
'size would seem sustainable. Finrally, the current balance of
Sino-Soviet and other countries may hardly change in current
prices, and could therefore decline both in constant prices and

Xirelative to these countries!' imports from the rest of the world.

In summary, the prcjected external positions under scenario A
appear relatively comfortable., On the assumptions adcpted, it
would appear that during the first half of the 1980's major
world zones could have achieved the necessary adjustment to
higher oil prices, while O0ECD couniries as a group could be -
taking up slack without coming against balance of payments
constraints.

e i g s gt

(1) The projections in DES/NI(78)3 assumed broadly unchanged
terms of trade over the projection period. ‘ -
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7. The projections made under the assumption ol relatively
“low OECD growth, those of scenario B, suggest a large surplus
for OECD countries as a group reflecting their persistent high
levels of unemployment. The projected position of OPEC
countries conceals an external financial position of high.
‘absorbers in which the growth of their import volumes is likely
- to0 be constrained. The projected position of non-oil developing -
countries involves both lower growth of import volumes than under
scenario A(1) and a current deficit that begins to reach levels
at which questions of sustainability could be raised. '

(1) Lower than past historical trends and with ensuing
consecuences for investment and GIiP growth.

e e saim s Asm s i
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Table 3

Projected VWorld Demend for OPEC Qil
(millions of barrels per day)

1978 | 1979 Scenario A Scenario B
198C 1985 1920 198¢

(Projection without U.S.
Na%tional Ensrgy 4ct)

QZCD GEP/GDP growth (%) 3 | 3 | 43 | L2 33 | 33
Elasticity of Total Energy '
Requirements with respect to .9 0.7 0.8 1 0.8 0.8 0.8

GN? {(Ratic)

96,3 | 79.2 {90.9

Tctal Enerzy Requirement 75.5177.0 | 79.9

0 which: - |

Hon~o0il energy - 36.4 1 37.2 | 38,7 [ 47.6 | 38.5 | L46.1
0Ll including NGL - 38.2039.8 | 41,2 {48.7 | LO.7 | 44,8
- Change in inventories -0.5 0.5 | 0.2 0.2 | 0.2 0.2
' 0ECD Indigenous Production of sn0l1e.8 1 15.2116.5 | 5.5 |46.5

Oil | | | Y. . - 4 . . T
0=CD Ne?t Imports of oil in- 26.0 | 26.8 27.6 | 3L.2 27.1 | 30.2°

cluding Marine Bunkers A B * ) -
Effeect of U.3.Energy Act on

Het Imports of oil - - - -2.5 - -2.5
§on-0ECD Net Imports of oil - ; ) .

inciuding Marine Zunkers 1.4 1.2 | 1.4 2.9 G 2.5

¢l which Centrally Planned .

Zconomies ~1.2 | =1.1 -0.91] 0.6 | -0.2 | 0.4

Yon~o0il Developing : _
Countries end . 2.6 2.3 2.3 2.3 2.3 2.1
Cther Countries

'World Demand for 0PEC oil 27.4 128.,0 29.0 134.5 28.6 }30.2

7RG Domestic Consuwption of Lot o A ~ z
" 5i) Aincluding 2. 2.6 t+ 2.8 . 2.7 | 3.8
CPEC CLY Prsducsion ‘ 29.8 |30.6 | 31.8 138.7 31.3 [34.0
of which Low Absorbers 14,7 415.1 | 15.2 }19.5 14,7 §16.,0
o High Absorbers ' 15.% {15.5 {1 16.6 |19.2 ! 16.6 |18.0
OPEC Fet Txports of Oil | 2v.6 {28.0 1 29.0 |36.6 |28.6 {30.2
of wiich Low Absorbers 14,1 14,4 14,5 1a,a b1 11500
High Adbsordbexs . 1T3.3.113.6 14,5 16,2 14,5 (15,2
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II. G4l =zf 02nC SRR S

3. Phis section presents an up-dated asscssment of the
evolution to 19385 of the demand for and production of coil and
the corresponding implications for OFEC!'s external pOSltlon,
taking account of the general assunmptions ocutlined above and
recent worlzs of the Combined Encrgy Stoss (Cuo) concerning the
world enerzy balance. Spart from ths assumptions outllnod in
Part I and Table 1, it is assumzd here that:

-~ International oil prices in 1979 rise in line with
the increases anncunced in Deccember and thereafiter
are unchanged in resl terms (relative to manufacturad
prices). :

-~ The recent United States Haticnal Ener*y Act is
assuned to reduce net oil imports in 19355 by 2 mbd
from what otherwise would have been the case.

~ The present situation in Iran is temporary. supply
- from this source will be restored in sufficientv time
so as not to alffect mediuwm-term projections.

Q. The major conclusions (developed in detail in the text
vnich follo”sg are; _ :
- Vorld demand for OPLC o0il (including OPEC's own
domestic use) could increase from 50 mbd in 1973
to some 33; mbd by 1985 in scenaric A or 34 mbd in
gcenaxrio B.

- Projected OFEC oil preduction in 1935 in scenario A
(38, mbd ) falls within the range of CES estimates
for the probable 0PEC o0il supnly in 1935 and is
therefore not necessarily inconsistent with the
assumption of an unchanged real price of oil in the
first half of the 19uOS.

- In gcenario A, the growih of low absorbers! oil
expert carnings may marginally surpass that of the
valus of their imports so that, in this case, their
large surplus may remain an enduring feature in the
1980s. In scenaric B, with lower oll revenues, their
surpnlus could be reducsd substantially by 1935.
On the other hand, in both scenarios high absorbers
import volume growth may be constrained by Ifinancing
considerations so as %o contain their current deficit
at about the same order of magnitude recorded in 1975
(some $10 billion)(l). Henece, the OPEC current balance
night evolve as follows. '

(1) In 1375 high absorbers' current defiCLt appears
to have been some ,12 billion and rescrves fell sone
%5 billion. Over the medium texrm it 1s assumed that net
capital inflows will increase such that . a slightly smallerxr
deficit can be susraan\d with unly A mndnst run-down of

TesSexrves.
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‘Table 4

OECD GNP znd OPEC 0il Production

I. Scenario A

A, Indices, 1976 = 100

1978

. 1985

" 100

100

100
100

100

26.0

27.4
29.8 -

103.0
103.1

102.2
10,0

102.0

. 26.3

28.0

30.6

107.9

106.2
105.8

118.0

114.,5

27.5

- 22.0
. 31.8

13€.1

121.2 -

]
.

oD s i
0PEC 21l exvperts volume
0Ll prices

Manvfactured, prices

=r: 9

Millier harrels per dav

PR .
DECT ai

l )
}_l
H
13
O
H
ct
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e Rl - = - -
02EC cil exoori

edmlg] I Ay
O¥PEC ¢il production

100 -
106

100
100

100

26.0

27.4
29.8

102.0

)

10%.73
102.2
110.0

'ide.o

106.6
104.2
104.4
117.4
113.7

271
28.6

31.3

126.6

- 106.5

110,2
145.2
140.7

27.7
30.2
34.0
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R

(3 billion)

"

High Low
Absorbers Abgorbers Total
1973 | - -11% C22h 11
Scenaxrlo A
1830 - , =8 235 15
1385 . . =10 . 28 C
1925 (constant 1972 §) -7 ' 20 ' 13
Secnario B . |
1630 e . L -7 - 19 . - 12
1985 : o o ~-11 5 _—6,_
1935 (constant 1973 §) -7 5 -4
Pemand for oll
10. The projected OECD energy balance in 1930 and 1935 under

both scenariog is given in the top half of Tabhle 3 {(further
infermation on CiCD demand for oil and OFIEC prcducvion is given
in Table 4). The projections ars derived by apnlying the -
Combined Inmergy Staff medium-term framework and mzthodology to
the OECD GNP growth rates assumed in the two scenarios. These
projsctions are based on a "no policy change! assumption with
r:spect to energy policy. However, tc facilitate an examination
of the effects ¢f the United States Wational Inergy Act

enacted in October, 1973, these are given sevarately(l). Talking
them into account, O0ECD net oil imports (including marine
bunkers), could increase from just under 27 mbd in 1970-8C to
31-32 mbd (scenario A) or some 27-2% mbd (scenario B) by 13835.

11. In locking at the differences between the two scenarios,
it should be noted that it is assumed that, non-oil energy
developments in the medium term would reflect differences in
‘growth rates, Here 1t has bezn assumed that a more rapid '
growth of demand would induce morse growth in the production of
non-0il energy - 0ECD ceonsumption of non-oil znergy, equivaleont
to 37-38 mbd in 1973-80 is projected to increase to 47-49

mbd eguivalent in scernario A end 46 mbd eguivalent in 1SU5 in
scenaric 3. ' '

(I7 The United States estimates could, by 1925, raduce net oil
imports between 2.4 mbd and 2.5 mbd from what otherwise
vould have been the case. The Secretariat has conscrvativaly
(and arbitrarily) used a figure towards the lower end of
this range in the projections here. o '




DES/NI(79)1 . = - 12 -

12, Trrning to non-0ECD country groupings, real growth and
hence demand for energy will be somewhat differen®t in the twe

. scenarios. However, the important question here is the extent
to which this demand is likely to be met out of indigenous
production. This is not likely to be particularly sensitive to
differences in assumptions between the two scenarios. Hence in
discussion below, energy production by countries outside OPEC
and the OECD are assumed to be the same in both scenarios.

- Non-OPEC developing countries are expected to rzguire
net 0il imports of 2-2% mbd in 1985. Their combined
0oil production is expected to increase from 4.6 mbd
in 1978 to some 9 mbd by 1985. Production is
concentrated in Mexico, Egypt, Brazil, India and ‘
Argentina. Over one-~third of their total 1985 productiocn
is likely to be in Mexico (its o0il production may reach.
3%-4 mbd by 1985(1)). Bgypt's oil production might
be raised to close to 1 mbd bty 1585, placing this
country among the rank of oil exporters.

- Fastern Furopean countries as a whole will probably
~be in a net import position of at least 1 mbd by 1985,
although the Foviet Union . itself may be in a position
of approximate balance - (either through increases in
indigenous production or control of oil exports to
Bastern European countries).

~ China may be a net exporter to the tune of & mbd by
1985. Published oil production in 1977 was 2 mbd,
of which 0.2 mbd was exported. China appears to have
ambitious plans for devebping its oil reserves. However,
availability of oil exports depends both on its rising
internal consumption needs and on the priority assigned

by the Government to oil exports to provide external
finance. - : : : :

- The other area (South &frica, etc.) may require net
oil imports of 4% mbd by 1385. o :

13. Finally, consumption of oil in OPEC countries themselves
is on a rising trend. Following the projections of CES, OPEC
domestic consumption of cil (including marine bunkers) may be
running at some 4 mbd by mid-1980s. Adding this to other

projections given above, OPEC o0il production in 1935 is projected

to reach 38% mbd in scenario A and 34 mbd in scenario 3.

(1) Mexico's oil production target is 2} mbd by the end of next
year (compared to 1% mbd in recent months). Increases in
production tc the mid-1980s may be moderated by concerns
of severe inflation and economic distortion resulting from
an "oil bocm".

P
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IPEC oil supnply and the oil price

14, The above Projection of demand for O0PEC oil production
in 1985 in scenario A (385 mbd) is some 2 mbd lower than those
presented by the Secretariat a year ago in DES/NI(73)3. The
main reasons for the dowvnward revision are significantly lower
OECD net imports in 1973 (the starting point) and OECD GNP some
2 per cent lower in 1985 chiefly resulting from lower growth
in the late 1970s. On the supply side, the Combined Energy
Stafil's present mid-range esiimate put the probable OPEC cil
supply in 1955 at 37-38 mbd. Therefors, it appears that the
projected demand for OPEC oil falls within OPEC's precduction
capacity(l). ,

15, The next question is how the projected OPEC oil pro-
duction in 1985 is likely to be allocated between low absorbers

and high absorbers. It is assumed that high abscrbers will .
wish to maximise current revenues (i.e. minimise current deficits;
and therefore produce o0il at their maximum susitainable sunply
level, In scenario A this production l=vel is set at the top

of their estimated supply potential: some 19 mbd(2). This
would leave about 19 mbd to be supplied by low absorbters in
1965, a figure close to Combined Inergy Staff estimates cof

their "probable supply". Because such an output level would
result in rising external surpluses for these countries, degpite
gaickly growing imports, gquestions about willingness to produce
0il at the requisite levels might arise. In any case, the
balance between supply and demand would be delicate, and prices
rather firm, svern in the absence of major supply shocks. In
scenario B, a more conservative estimate is made of high
absorbers! oil producticn: the mid-peint of the Combined
Energy Staff's estimated range (18 mbd compared to the top

of the range - 19 mbd - taken in scenario A). It is assumed
that Low absorbers are assumed to take the residual demand for
OPLC o0il (16 mbd). 1In this case there are unlikely to be
physical supply problems. However, there may be some guestion
as to whether demand might not be sufficiently weak as to

exert downward pressure on the real price of oil.

(1) Installed capacity in 1985 is estimated to be 43 mbd.
For technical reasons sustainable output is reckoned to
run at 90 per cent of capacity, putting maximum sustainable
output at 383 mbd. o

(2) The share of the high absorbers! proven reserve in the
OPEC total is some 35 per cent at the year end of 1977
according to Yorld 0il Jjournal. It is noted that in order
to keep present level of proven reserves (135 billion
Parrels) up to 1985, or to replenish their reserves by
more than their annual production, new discoveries of the
equivalent of 1/3rd of the presently estimated proven
reserve must be made between 1978 and 1985, Needless
to say, a wide margin of error is attached to the estimate
of their reserves, and their behavioural reaction to
accumulating current balance deficits and overall increase

of demand for OPEC oil in the earlier part of 1980s is
not knoun. - -
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APLC_Lxport Harnings

16. Assuming a relatively buoyant increase in non-o0il
export eainings (from 48 billion in 1978 to :4i20-25 billion
in 1985 in the case of high absorbers and from §2 to $4-5
billion for low absorbers%, and on the basis of the above
assumptions about oil revenues, total OPEC export earnings
could evolve as follows (% billion):

High Absorbers Low Absorbers Total

Scenario A 1978: 71} 70 140
' 1885: 135 to 140 '1401 275
Scenario B 1985: 125 | 110 235

It should be noted that oil exports are still dominant foreign

exchange earners among high absorber countries in 1977 (the
share vas over 90 per cent for ilgeria, Iran, Irag and
Venezuela and it is only for Ecuador (40 per cent), Gabon

(78 per cent) and Indonesia (67 per cent) that the oil export
share is relatively low)}. In 1985 even if the share of non-
0il exports rises to above 15 per cent of their total exports,
the scope for an increase of their imports is crucially
dependent upon increased sales of o0il and the terms of trad
of o0il relative to manufactured goods, :

OPEC imports

17. A high degree of uncertainty attaches to the projsction
of imports by OPLC countries. The high absorber group oi
countries registered a substantial deficit of $10 billion in
1978, and their reserves fell by some 45 billion. It is
assumed that although net capital flows to these countries
may increase over the medium-term they will be unwilling (and
may find it difficult) to sustain deficits any greater than
this order. Thus, even if they produce oil at maximun
sustainable levels (scenario &), the growth of their import
volumes would be relatively modest: around 4 per cent
annually(l). Together with the assumed grovth of export
revenues given above, this would imply a combined current
deficit of high absorbers of some §$10 billion in 1985. Pro-
Jecting the import demand of low absorbers prasents greater

- difficulties: because they will be facing no financial

constraints, their import volumes largely reflect their
perceived medium-term development requirements(2). On this

(1) In this context, it should be noted that ths growth of their
import volumes since 1977 has been lower than that of the
. low absorber group each year, -

(2) Short-term transportétion difficultizs and handling bottle-
‘necks may still be exercising a marginal breaking effect
on import growth or "low absorbers". -
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- ay s Secenario A Scenario B 3 !
‘ i 1978 L1979 1980 1985 1980 1985 3 :
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Merchandisge imports ) o 11% 37} . A4 50 93 419 . .85
Trade balance . ‘ , 1%} 328 L% 35 . 45 33 . 25
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Memorandum Items: . ‘ ’ . . B ' ’ .
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" Investment income . . 1 -2 . o ) -2 .0 -2
OPEC , A
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Tnvisibles, net : -18"' : —515.‘ -53# S=37 . ~50 ~38 =9
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liet stock of forelgn assets - ) B 166 . 176 © 193 . 272 185 . 196
Investiment income A _ o2 g S12 S B 16 - 10 11
OPEC 1973 ¢ billion : o ,
Merchandise exports - C . . 141 145 . 154 . 190 452 ‘ 168
Merchandioe imports ‘ ) 9} 104 108 143 108 . 136
- Prade balance ‘ ) 12k 42 45 . 47 . 44 y .32
Tnvisibles, net . : o314 -1 52 %4 -33 - 36

Current balance. : o 11 Mo 13 13 11 -4
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basis, in the longer run, their imports may grow relatively
slowly, reflecting their small populations, restrictions on )
immigration, and conservative social structures. " In this note -
as in the two previous exercises of this type (see Table 5) -.
import volumes are nrojected to grow by some 8 per cent

annually up to 1385 in scenaric A. ¥ithin this aggregsate
figure, import volumes of Saudi Arsbia and Kuwait could be
exprnding at close to 10 per cent annual rates. O0Other countries
would be registering rates of 5-6 per cent, '

18. In scenario B, to match the much slower demand for
OPEC o0il, the import volume growth of both groups ofi oil ex-
porting countries is projected to be one percentage point
lower than in scenario B (3 per cent per annum for high ab-

sorbers between 1980 and 1985 and 7 per cent per annum for low
absorbers). :

QPLEC trade and current balance bosition

19, = Pulling the various strands of the above argument
together, it would appear that under the assumptions of
scenario A, .OPEC exports would be {275-280 billion in current
prices by 1985 (Table 6), with high absorbers and low absorbers
each accounting for roughly half of the total. (The value

of oil exports within the totzal would be approximately 90

per cent). This figure is nearly double that of 1978. The
value of imports meanwhile could mere than double, but due to
the initisl imbalance, the trade balance itself could .expand
to around 70 billion, well above the 1978 figure, and nearly
as high as the figure reached in the vear after the oil crisis.
(In real terms, of course, the trade surplus would be con-
siderably smaller than in the mid-1970s). Lwven for high
absorber countries, their combined trade surplus would be well
over double the 1978 level. However, the deficit on services
and official transfers of QOFPEC countries is also projected to
rise, by %15-20 billion up to 1985, with the high absorbers
accounting for most of the increase(l): Consequently, OPEC
countries as a group may register current surpluses of :15-20
billion by 1985 under sceénario A, Low absorbers could be
running surnluses of #25-30 billion, while high absorbers. are
assumed to constrain their import grouth to rates vhich would
yield them a current deficit oi about 10 billion.

20. In scenario B, export revenues of OPLC countries are
projected to be some (40 billion lower in 1985, with the cuts
falling disproportionately on low absorbers who, because of
comfortable external financial positions arz assumed to be more
willing to reduce 0il production. Indeed, it was noted above
that in scenario A a conflict could arise between the continued
large current surplus of low absorbers and their sillingness

(1) The growing gross payments for services and transfer
payments by low absorbers may be partially offset by an
estimated &7-8 billion increase in their investment
income.
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to prov1de oil at levels required to satlgfy the world demand.,
Hence, low absorbers export revenues are projected to be some
pJO billion lowver in scenario B, reflected to a limited ~xtent
in 35~10 billion lower imports.” In view of the assessment that
in scenario A; high absorberc are in a relatively tight = -

_ fJnan01ng p051tion, their $10 lover expert revenues proavcted

in scenarioc B are assumed to be totally reflected in lorer
imﬁorts, leaving their current deficit broadly unchanged.

Hence, in scenario B, OPLC is nrojected to bz in ce1l01t of
#5-10 billion in 1985 :

Sensitivity

21. To a large extent; the.sensitivity of the prcjections
to different assumptions can be seen by comparing the two 7
scenarios. Sensitivity to changes in certain single assumptions

- may be summsrised as follows:

- If sustainable productlon of high absorbers were -
1 mbd higher, it is likely, given their tight external
financial position, that they would expcrt that much
‘more o0il. “(Low absorbers, as ioted above are likely

"~ to be willing to produce 1 mbd less). As the oil
revenue involved here would be spexnt on exports,. the
OPEC current. balance Aoula be some - %5-7 billion worse .
'1n 1985. : - o : -

- = 0On the othcr hand 1f OECD oil importS’mere 1 mbd -
- higher, this would have to be met out of increased
production of low absorbers and the OPLC current

balance would be $5-7 billion bebter 1n 1985.

C - How ver, if 1ouer absorbers! real imports grew 1

- percentage point more rapidly than proaected here
their current surplus in 1985 would be $5 billion
lower. .

- As a rough rule of thumb differences in the price
of 0il from that assumed here would be_ torth To-2%
billion on o0il revenues (or some 51 billion on the

~currant balance) for every percentage n01nt of
difference in 1985. . :



o o L 19 -  DES/NI(79)1

e L TN
e Tk
. i

IIT. Non-o0il developing countries

22, In projecting the external positicn of non-oil deveioping
countries (Table 7), the major assumptions are (apart from the
general assumptions outlined in Table 1) '

- The elasticity between OECD demand growth and
imports from non-oil develoning countries is
agssumed to be 1.4 in scenaric A and 1.3 in

. 8cenaric B, the difference reflectingz a lower
elasticity for manufactured goods (see Table 8
for details)(1). Both figures are lower than
those employed in DES/NI(78)3, reflecting
recent Secretariat work on the subject.

- The import elasticity of non-o0il developing
countries with respect to the purchasing power
of their exports is now assumed to be higher
(and closer to unity) than held likely one year
ago. This also reflects recent Secretariat work,

~ The volume of exports from non-oil developing
countries to non-0ECD countries’ is assumed to
grow by 4-5 per cent per annum.

~ The terms of trade for non-oil developing
countries vis-2-vis their imports of manufactured -
goods are assumed To improve somewhat over the
period in scenaric A, but to deteriorate in
scenario 3.

- The projected import growth for the non-oil
“developing countries has, where necessary, been
adjusted to provide a reasonable balance between
their development reguirements and financing
limits on current deficits.,

23, The main implications Tlowing from the assumptions out-
. lined above may be summarized as follows: :

"= In scenario A, export volumes of non-oil developing
countries could rise by 6 per cent annually over
the 1978-1985 period. :

- With a slight improvement projected in thelxr
~.terms of trade in scenario A, import volume growtih
in line with historic trends (above & per cent) for
this group of countries could be accommodated
within a current deficit of some %55 billion in
1985 ($43 billion in 1978 dollars, compared to
%34 billion estimated for 1973).

(1) Table 8 alsoc details the assumptions underlying and the
results obtained from recent IBRD woxk in,this area.
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Table

7’ N

I. Non-oil Developing Countries! Trade Volumes and Prices

Percentaze changes

. |Average Average Avérage Average 1978-85 .
1965-72 1197074 [1974-T8 lgionario A Scenario B
Volume =
Exports 5 ‘143 6-63 6 4%
Imporis 6% 103 3 546 435
Price(a)
Exports 2 163 5 51-6 4%-5
Imports 2% 16 7%-8 5% 5
{a) Average values in § terms
" II. Current Account of Non-0il LDCs
_ 7935
1970 {1973 }1975 {1977 1978 Sienarlgs
In 1978 $ prices 20 {-12 |-45 | -26 | -34% |-38  -439
In current prices | -8 -7 | -38%}-24 | -34 |[-55 ~-63 "
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-~ In scenario B, non-oil develeping countries!
export volumes may rise by cnly 4% per cent
annually and terms of trade may deteriorate.
Hence, despite development needs, financial
constraints may leep their import volume growth
below 5 per cent - with the current deficit
rising to almost $70 billion in 1985 ($50 billion
in 1978 dollars).

24, As the assumptions regarding OECD import demand elasti-
cities for various categories of goods and the behaviour of
primary commodity prices are critical to the analysis, it is
worth examining each in some detail. The overall elasticities

of 1.4 (scenaric A) and 1.3 (scenario B) for OECD imports from
these countries represent a weighted average for primary .
commodities and manufactured goods. In line with historical
experience and for voth sce:rlz—s'.rios,5 the elasticity with respect

to food imports is assumed to be ¥, that for non-food commodities
slightly greater than 1, and for oil 1.2. (The Ilatler figure

is heavily influenced by an assessment of oil export possibili-
ties for lMexico - see Part II.) The assumed elasticity for
imports of manufactured goods in scenario A is 2%, and under
scenario B, 2. This 1s 1n line with a tendency for this
elasticity to decline in the 1970s from the elasticities of

3-4 estimated in the 1960s. It is assumed that the concentration
of non-oil developing countries! manufactured exports in ' o
relatively few commedity groups limits the scope for market
penetration at previous historical rates, On the supply side,

a less spectacular expansion of the non-oil developing countriesf
industrial base may be expected. Still, the assumed elasticl-
ties imply an increasing share for non-oil developing countries
in world trade of manufactures. However, it should be emphasized
that this assessment depends on the assumption that trade
restrictions are not introduced. Were this not to be the case,
export volumes of non-oil developing countries would, of course,
be weaker with corresponding effects on their import volumes,
investment and GHNP.

Commodity prices

25. Assessment of the likely medium-term development of terms
of trade - which will have crucial implications for the external
position of non-oil developing countries - has to contend nov
only with the wide margins of error involved in any medium-ierm
projection of commodity prices, but also with peculiarities orf
the starting year. In 1978, prices of most primary commodities
appeared to be abnormally depressed, not only when measured
against a basket of OLCD currencies but even in dollar terms.
The weakness of commodity prices in 1978 can be related to the
effects of sluggish demand on prices of industrial raw
materials, the effects of good harvests for itemperate zone
foodstuffs, and the sharp decline in the price of tropilcal
foodstuffs from shortage-induced levels of 1576-77. However,
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Tabhle 8

Alon~0i1l Develonineg Countries

Main Assumptions and Results

Comparison with Recent IBRD work(a)

- (percentage changes per annum}.

|Present note |
Scenarios IBRD(b)
A ‘ 2 '
A, OECD GNP 1§78-85 = AL 33 AL ..
.. CECD GUP deflator 1978-85 - 7
. Price of manufactures exports 5% 5 55-6
' Non-oil commodity prices 16 45-5 6 -7
Non<oil LDCs! total export unit '
- values o ST 54-6 4%-5 6
- Non-cil LDCs' total import unit o
- values - : , 5% 5 5%-6
B.. OECD import elassicities
(with respect to GNP)
Total :
HManutfactures
Manufaetures Irom LDCs 3% 2
- Tctal imports from LDCs . 1-4 1-3 13-13
C. Volume growth of non-oil
: developing countries
Exports of manufaciures 9-10 7 :
Total exports 6 o 4% 5%-?
Total imports 55-6  43-5 5-5%
N

(a) From World Development Report, 1978 IBRD, June 1978

(b) Estimzted by the Secretariat., Some of the figures are not
strictly comparable because of differences in coverage etc.
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it is uncertain whether these factors fully explain the extent
of the weakness in 1978. Hence, over the medium term, i1t would
be normal to expect a recovery in the real prices of primary
commodities -~ even if demand grew only modestly.

26. Yood prices may continue to decline in the immediate
- future, but then grow at least as quchlJ as thcez of manu-
factured goods, even in the absence of major supply shocks.
On this basia, the terms of trade between food,and manufactured
goods prices would still be below the levels of the 1960s by
1985. Prices of non-food agricultural raw materials have been
on an upward trend, and thls can be expected to continue under
scenario A, A @rowth rate in dollar terms of 7 per cent over
the 1978-1985 perlod is assumed(1), their terms of trade vis-
a-vis manufactured goods, though improving, would not rezain
The average level of the 1970s by 1985, Under scenario D, 1%
is assumed that the behaviour of food prices will be broadly
similar to that in scenario A, whereas the rise in non-Zcod
~agricultural prices will be more subdued.

27, The case of industrial raw materials is more complex.
The high commodity prices of the late 19605 and 1973-74
encouraged and permitted an investment boom, the effects of
which are still being felt, because of the long lead-times
involved. Since 1975, though, prices and investment have been
very depressed. Because of the highly capital intensive nature
of the production process, prices can remain at low levels
relative fo average total costs for prolonged pericds without
permanently reducing installed capacity. The other side of the
coin is that »rices must then rise very much above these levels
in order for investment in new capacity to be assured of a
reasonable return., 4ny positive growth rate of demand for
these nroducts - even a low one - could therefore entail very
big price increases as a growing (and inelastic) demand
eventually comes up against stagnant capacity limits. In this
note, it is assumed that in scenario A, prices of industrial
raw materials will rise slowly at flrst, but accelerate sharply
in the early 193Cs, easing off somewhat by 1935 as new capacity
comes on-stream. In scenario B, it is assumed that supply/
demand imbalances will be delayed by a year or so. Nevertheless,
it is projected that prices of the materials will, on average,
over the period grow significantly faster than those of
manufactured goods.

‘Scenarioc A

\

28. Given the assumptions outlined above under scenario 4,
the total export volume of non-oil developing countries may
expand at an average rate of 6 per cent ner year in the period
under review, with exports of manufactures growing 9-10 per

(1) In the medium~term nrojections here, the technical assunp-
tion is made of unchanged nominal exchange rates.

¥
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cent per annum. Exports to OECD countries are projected to
grow around 6-6y per cent per annum, with exports to non-0ECD
cotntries rising by 4-5 per cent annually.  %Total export unit
values may increase slightly faster than import unit values '
(reflgctlng the projected price developrients of industrial raw
materials outlined above), giving the non-oil developing
countries a terms of trade gain of a quarter of a per cent per
year on average to 1985.

29. With the purchasing power of their exports increasing
somewhat more strongly than their export volumes, total imports
of non-oil developing countries may expand at close to 6 per
cent annuglly. In broad terms, this could be consistent® with
a growth in total economic activity in the non-oil developing
countries'! area of perhaps 5-6 per cent. : ' '

30. . After a decline in real terms since 1975, the defici?®
on services and private transfers is expected to resume its
gpward trend in the projection period(1§. A gteep rise in
interest payments may outweigh increaging inflows of workers!
remittances and tourist earnings. O0fficial transfers (recorded
on current account) are assumed to grow slightly faster than
the GNP of the QECD area(2). By 1985 the non-oil developing
countries as a group may thus see a small surplus on their
invisibles balance. o : '

31. The resulting current account deficit of some $55 billion
(in current prices) is somewhat lower than the peak deficit of
1975 (measured in 1985 prices) and, of course, much lower than
that when expressed as a ratio of non-oil developing countries!
GDP.  Purther, the financing of such a deficit would not, in
general, appear to pose vproblems: the rate of growth of debt
?gggice implied in this projection would fall progressively %o

32. This assessment is based on the following detailed pro-
jection of capital flows (Table 9). Concessional loans (0DA)
and other official flows (mainly official export credits) are
assumed to grow slightly faster in real terms than GNP of OECD
countries which supply the bulk of this capital through bilateral .

(1) The figures here for invisibles do not compare directly

. with those given in previous exercises, Historical figures
for the non-oil developing countries' invisibles balance
“are adjusted here so as to avoid possible double counting
of technical assistance (reducing the invisibles deficit
by some $3 billion in 1977). -

(2) The increases in ODA flows from OECD countries assumed in
these projections imply an increase in relation to GHEP
from 0.31 in 1977 to 0.35 per cent in 1935, The ODA data
shown in this report are not directly comparable to those
used by the DAC, especially because of different geographi-
cal coverage.
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and multilateral channels, Private export credits are expected
to grow broadly in line with the non-oil developing countries!
growth in imports. The projected increase in exports of manu-
factures from developing countries implies a continuously
rising flow of private direct and portfolio investment con-
tributing to the financing of the required increases in pro-
ductive capacity. No further change in the use of IITF resources
is expected. : : S : .

33. It is assumed that non-oil develeping ccocuntries will
naintain the ratio of international reserves to imports :
unchanged to 1985: . implying reserves increasing by some $12
billion pexr annum in 1985. EHowever, taking all these elements
into account, in 1985 othexr capital 1nflows would have to
amount to {6 'billion in 1985 - implying a decline in net
borrowing on international caoltal marltets, To the extent
that this is held to bve. unll“ely (and asswmning the projections
of the other elements in the capital accounts are realised),
gross reserves would increase more rapldly - or. lmports could
1nccease moxre rapldly. : :

Scenarlo B

34. - In scenaric B lower medium- term OECD GVP growth is
assumed to be accomnanled by a lower 0XCD import elastlclty
for goods from non-oil developing countries, resulting in an
annual growth of non~011 developlnd countries' total exports of
some 475 per cent.  In the face of a marginal terms of trade
loss progected in gcenario B (see abovej non-oil developing
countries may still try to keep up the growth of imports as

far as possible to meet development needs. If imports were *o
grow at one percentage point less per annum than in scenario 4,
a narkedly larger current account deficit would still result -
perhaps $65-70 bpillion in 1985. In real terms, this would be
larger than the pealk level in 1575, but Drobably lower as a
share of these countries! GDP .

35. An aggregate deficit of this size would still lie within
the margin of sustainability provided, however, that the implied
debt burden continues to be spread over a larger number of
non-oil developing countries - a process which started in
1977/78. For most debtor countries the (presently low) debt
service ratios would then be only marginally higher, and would
be somewhat lower for large deftors on which the bull: of
external debt is presently concentrated. A more balanced dis-
tribution of the debt burden may imply marginally lower growth
rates than in the past for a few large and fast growing debtors,
The heavier pnrivate borrowing implied in the scenaric £ would
not necessgsarily increase the exposure by individual banks to .
. non-o0il developing countries since a larger number of banks

may get increasingly involved in lending to developing
countries. Given the mcderate prospects for growth in the
OECD area, the danger of non-oil LDCs being "crowded cut" may
be relatively unimportant. : :
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Further considerations

. 36. The results above, even in scenario A, assuned that the
terms of trade of primary commodities vig-a-vis manufactured
- goods would be well below their average level of the 1960s,
despite improvements to 1985. This may appear za unduly con-
servative assessment. It should, howevar, be recollected that
the 1960s were a period of steady high growth at rates well in
excess of those in scenario A. The rate of expansion of output
that was necessary to sustain this prolonged boom reqguired
prices to remain at levels (in real termsj that were histori-
cally very hizh, HNevertheless, it cannot be ruled out that
prices of raw materials could rise more sharply than assumed
above. (lluch lower commedity prices than assumed would be
inconsistent with the growth rates postulated in the two
scenarios.) T is difficult to assess the effect of higher
commodity nrices., Very sharp concentrated increases as in the
1973-74 boom would certainly have a marked impact on the current
balances of both the OLCD area and non-oil developing countries
in the years in which they occurred and immediateiy after. In
that case, though, the assumpitions underlying the 0ECD growth
scenarios would have to be revised, since fthey assume a steady
and unspectacular terme of trade develovment. Ir commodizty
prices rose at rates somewhere in between a fully fledged boom
and the sort of development postulated in scenario A, the
effects on current balances might not be very marked. In
these circumstances, non-olil developing countries might
increase the volume of their imports of manufactured goods
at rates above those projected in scenario A, while taeir
overall current deficit mizht be somewhat smaller, The terms
of trade deterioration for OECD countries implied by such =
development would, of course, result in a widening gap between
GDP and real income in UECD ccuntries.

R
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IV, . Other non—OECD zones(1) . L

ALy

37, Compared with OPEC and non-o0il developing countries,
the combined tvreight of the other non-0LCD countries in QOiXCD

wternal transactions is relatively small., In 1977 this group
accounted for less than one-fifth of OECD trade with non~CiCD
and only about & per cent of +total OECD trade (Table 10).
Hevertheless, their imnortance as trading partners has grown
over the 1970s, in particular the USSHL and liastern Buropean
countries (whose share in total 0LCD merchandise exports has
increased by about 25 per cent since the beginning of the decade).
Hence, the focus of this section is on the future development
of the external position of the US3R and Fastern Buropean
countries. ' : '

33. With regard to China and the few other selected Asian
countries in that group, the potential for an intensification
of trade relations over the medium—term may be important. It
seemns »ossible that China could become a major borrower on
international capital markets over the long term., Here, X
however, it is assumed (perhaps conservatively) that there R
will be an-acceleration of China's trade btut only a moderate |
vworsening in its current balance. For the .other non-0ECD

countries in this group the assumpiion of an unchanged external
position by 1985 is adopted (without any specific analysis).

M

9.  Over the 1970s, trade of the USSR and Eastern Europe
has been maried by rapid growth and the emergence of an
imbalance with the ORCD (sze Table 11 for more detail)., By
1975, the deficit with the OBCD had reached an unsustainable
%0 billion giving rise to a necessary adjustment: between
1976 and 1977 +he volume of imports by this group from the
OECD fell some 3 per cent with only a medest recovery in

1973 (see Table 11). Nonetheless, this group continued to
incur significant deficits in contrast to the periocd before the

mid 1972s, when a broadly balanced aggregate external position was
maintained. :
Lo, By the end of 1977, the USSR and Tastern Turope groun's

total net external debt is estimated to have amounted to some
$40 to %50 billion. In the short term (i.e. through 1979),
there seems little présvect of a significant increase in export
earnings, given the expected below-average growth of economic
activity in the 0ZCD., Ience, concern about the rising level of
foreign debt ncy lead the group to a rather cautious policy

(1) T™his group of courntries is divided into the following thrae
sub-groups (in line with usual Secretariat practice):
(a) the Union of Toviet Socialist Nenublics and Bastern
Juropean countries; (b) the Peonle!s Renublic of China and
selected other Asian countries; (c¢) Gibraltar, Malta,
Yugoslavia and South Africa, For a detalled listing of
countrics in this and other groups, see Econcmic Outlook
2L, vage 124 '
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bg “"adjusted" high growth scenario.

¢) low growth scenario.
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‘with respect to expansion of imports from the OECD; indeed

there are recent indications of short-term policies aiming

at substituting intra-fastern trade for imports from the

0:5CD. On palance, this would seem to strengthen the likelihood
of some improvement in the group'!s current erternal positien
this year. o

L, In the projections here the nost immortant assumntions
are (apart from the general assumptions given in Table 1):

- DBconomic growth in the USSR and Bastern Zurove through
1985 may be some one percantage noint ner annum
lower than over the past several vears (given emerging
deficiencies in labour productivity); :

—~ The level of net indebtedness (or rather Bastern.
countries! attitudes with respect to that level) is
likely to be a limiting factor in their planning of
import expansion. Some moderate further annual increase
in the debt ratio through 1285 has been assumed., There

"is likely to be a continuation of strong demand for

0FCD capital goods and technology on the part of the
Jastern countries, And the size of the estimated current
net debt nosition may give an exaggerated nicture of the
true burden of external finance to the e:xtent that future
counter~deliveries resulting from the growing practice

of compensation agreements in trade would substitute

for visible financial debt service.

~ The evolution of intra-Fastern trade is assumed to
expand faster than extra-trade although slowing down
somevhat from the growth experiesnced recently;

-~ The Soviet Union's current position as a net oil
exporter is assumed to change over time with a possible
swing to a net balanced position by 1985 only partly
offset by increased exports of natural gas. Quantified
assessment of the lastern countries! import capabilitiecs,
of their pattern of intra-trade, and of trade levels :
with the CECD cannot be attempted with any precision.

The arcats trade with the O0HCD may at best result in a
tuo-way reduction in the grovth rate leaving a broadly
unchanged current exterinal position, Unless the Bastern
countirics! attitudes toward the level of their external
debt were to change, one implication could be intensi-~
fied competition with the OBCD on third markets.

—~ USSR gold sales are assumed to continue at moderate

42,  Attitudes towards debt accumulation (in relative terms)
are assuned to be the same regardless of the rate of expansion
of the Nastern countries! export carnings. In both scenarios
the ratio of estimated total net debt to exports to countries

woam -
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The Balance of Payments Position of the USSR and -Fagtern Buropean countries combined(a) 3
g

—_

(% billion)

o _ 1 . B : o Scenario(b)
[ B 1970 1971 11972 | 1975 1974 © 11975 {1976 |1977 |1978 1979 | = A iB
| . - 1985 1985
USSRt and Eastern European
countrics ' ‘ L
| ERY
Exports | 131 js4 |40 | 53 |65% | 783 | 855 | 99 | 112%| 1264|2633 | 240 -,
tmpoxts | 314 | 343 | 426 | 56 |70y | 92 | 96% |106} | 122 | 135 |269% | Za4
Trade balance o -% 5| =23 -3 |-5 -13% | -11 ~7% -95] -8}| -6 1 -4
Invisibles, net 0 0 ] o P A~ | -] 23| -6 | -5
Current balance f% -3 | -23 -3 | -43% t-13% {-11% | -85 | -11 | -11 |-12 -9

{a) Great uncertainty attaches to these estimates; comprehensive balance of payments records
are not published by this group of countries. Judging from OECD reported data on trade
- with bthe USSR and Eastern Furopean countries the estimates given here for their trade balance
- (hased on UN sources) may exaggerate btheir deficit by as much as $2 billion a year,

(b) A = "Adjusted" high growth,and B low growth scenario.
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Cfrom 1,9 in 1978 to 2.2 in 1985, Total net debt would then

 the 1975-78 period., Yet, such a development in the [Rastern

- by about &3 billion by 19385 but would be offset by a somewhat
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RERATTETS B =

with convertible currencies is assumed to inciease moderately

reach a .level of around $150 billion by 1985 under scenario A,
It should be noted that, as is currently the case, a signifi-~
cant part of that debt can be assumed to be repayable in '
counterpart deliveries on the basis of previous trade compen—
sation agrecments (barter deals). A debt level of this size
results from cumulation of vearly current external deficits
only moderately larger than those incurred on average during

countries! current deficits would permit an annual average
growth (1978-35) in their import volume from the OECD of less
than 4 per cent, a growth rate that is only one-third of that
achieved in the preceding seven-year period. Although in
scenario 4, terms of trade would move in their favour, the
negative influence from interest payments on their external
debt would, by 1935, account For a much larger pronortion of
Their current deficit than currently is the case. On balance,
the trade deficit of some $10 billion in 1973 would improve

larger detericration on invisibles account. The current deficit
would, therelore, increase marginally between 1978 and 1935
(Table 12), ‘

L3, In scenario B, the likely develonpment of the USSR and
Eastern Burope'l!s export volume to the rest of the world might
average i per cent per annum between 1578 and 1985 < 13

peints below scenario A, Hence their "hard" export €arnings
would be lower, As these courtries are assumed to be constrained
in the eypansion of net cumulative indebtedness by these
earnings, the current deficit they could afford to run would

be less in scenario B, In addition, a terms of trade gain

would be less likely, hence their capacity to import would be
substantially (and adversely) affected, |

Ltr, - Policies on the part of Bastern countries based on
chainges in attitudes towards debt accunulation could,
however, conceivably result in a further turning inward with
an even nore pronounced slowdown in their import growih fron
the OICD, ' N .



