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1. 

.SUMMARY 

Continuing importance 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 p~rcent ()f the oil · 

in world trade. 

2. One must also assume that there will be additional, important claimants 

for some share of the oil in world trade - the U. S. S. R. (in its 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. 

3. 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. 
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4. These likelihoods lead us to reflect on the following observations: 

a) European 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 <:J.bout 30 percent of its 

imports from the Middle East (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) 

c) 

' The U. S. has its "special relationship" with: Saudi Arabia and 
I 

along with it an assumed access to Saudi oil df 7 mmb/d. 

What implications are to be drawn from this "Lbalance" in oil I . . . 
dependency, a possible "privileged" U. S. :11ccess to Saudi oil, 

and the singular U. S. defense role in the regton? Is there a 

complementary set of interests served by thesE; 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? 

5. There are additional 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 mutuality 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. S.? 

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

Role of Iraq, Saudi Arabia? I ran, E gyp!? 
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6. 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 whic!l any 

improvement must await the following decade? 

lf the implication is that we are locked into a situatfO!l ~nlikely to be 

affected soon ·, 

a) how will the Middle East nations accommodate to political,social 

and economic change (and thus offer the prosp~ct of continuity of 

supply)? 

b) row will the principal nations outside the n;gi<;m <;ope with these 

inevitable changes some of which may be interpreted as threatening 

supply? 

. i 

.. :• 
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1. 

SUMMARY 

The world oil supply and demand outlook prior to 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 ... reasona,ble" 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 

? 
I 

would not be as disastrous as it had been assumed ea,rlier; and (2) 
·~ 

a continuing downward revision of future oil demand growth requirements, 

for a variety of economic, demographic and technologi~al reasons. 

Simultaneous downward revisions of uture energy supply availabilities 

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

demand growth. 

2. Accomplishments and failures during 1974-78 in improving long term 

world 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 I rani an 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 during this period the result of market 

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

.. 
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The impact of the Iranian supply interruption 

a) 

b) 

The short term outlook, i.e. the next 12 mont)ls. 

Our ability to cope with the maximum interrupticm 

-u.s. policy 

- I.E.A. policy 

- Industry policy 

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

- Impact on allowable oil export levels. 

- OPEC's post Iranian pricing policy: its effect \m .world· economic 

growth, the development of alternate energy'sourc~s, and energy 

conservation. 

4. Brief discussion of the U. S. oil and energy scene pre-Iran and post-Iran 

a) Policies and politics 

b) Market factors and fiction 

c) Balance of Payments considerations 

d) Oil imports and the dollar exchange value 

e) Opportunities and limitations of U. S. energy options 

f) Oil and gas policies of America's neighbours- Canada and Mexico. 

.· .. ·'·· '" 
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ORGANISATION FOR ECONOI>1IC 
COOPERATION AND :DEVELOPl'illNT 

CO:'lFI:LC:TIAL OuiJO 

Department of Economics and 
Statistics · 

Paris, 8th February, 1979 

DES/NI(79)1 
Or. Engl. 

GLOBAL FINANCIAL FLO'JS: 

THE EXTERNAL POSITION OF MAJOR 

'IIORLD ZONES TO 1985 

(Note by the Secretariat) 

I. In tr'J due ti 'Jn and Surn.flary 

1. This note reports on the most recent of the Secretariat's 
periodic re-assessments of the external positions of tl1e OECD 
area and major non-OECD country groupings(1). 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 medi U..'ll-term growth paths for OECD and non-OECD trade 
volumes, trade prices and the terms of trade between traded 

.manufactured. goods and primary co=odities. One scenario 
corresponds to the "adjusted" high ~ro•t~th path elaborated by the 
Secretariat for discussion at -the2::!tnT2"6th January mee·ting of 
Working Party rro2(2). The other, "lower growth", scenario is 
based broadly on an extrapolation oi""l:Jttrti growth since mid-1976. 

(1) Previous work vias presented in Economic Outlook, OECD, 
July, 1974, p:p. 94-6, DES/NI(75)1, CPE/T1•/P(7b)l, DES/?TI(77)1 
and DES/NI(78)3. As in earlier work, this note draws on the 
work of the Development Cooperation Directorate, the Combined 
Energy Staff, and the Capital f1arkets Division. 

(2) Presented in CPE/HP2(78)4. "Adjusted" high growth embodies 
growth rates slightly lower than those required to restore 
full employment by the mid-1980's. It might be noted that 
the methodology of the ''growth scenario'' system is described 
in detail in DES/NI(78)15. 

45.361 
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In presenting two complete sets of projections, the Secretariat '; 
is attemptingto meet the criticism of some national authorities 

. that in earlier notes it was difficult to see the full implica­
tions of differences in assumptions from those underlying the 
"base case" because the accompanying sensitivity analysis v.ras, 
necessarily, only partial. 

2. The methodology used in this note is the same as that 
employed in previous exercises. In the absence of major shocks 
(e.g. world-wide crop failures), the evolution of real demand 
and domestic inflation in OECD countries is assumed to be the 
main influence on world trade volumes and prices, and especially 
on the exports of goods from non-OECD 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-OECD goods, allows for estimates of the likely ~ 
development of the ability of non-OECD country groupings to 
finance imports, i.e. a preliminary estimate of their import 
volume growth is obtained. To the extent that this is below 
asatisfactory" growth rates, it is assumed tl:.at 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-OECD country grouping appears 
to be in a comfortable financial nosition relative to its 
import requirements, it is not assumed that all external 
revenues are spent automatically on imports(1). 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 qualifications should be borne in mind when 
examining the projections: 

- the projections are intended to have indicative value 
only in the context of a smooth evolution of world 
demand, at least after 1979. 

- though the adoption of two aiternative real gro1r1th 
hypotheses provides some measure of the sensitivity 
of the results to changes in the assumptions, changes 
in other assumptions could have equally powerful effects. 

(1) For non-oil developing countries (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. 

4. The projections described a year ago in D:FS/NI(78)3 were 
based on an assumed medium-term average growth rate of just o.vEr 
4t per cent over?me period 1977-85(1). This growth rate has 
been lowered to\h} per cent(2) in the "adjusted" high growth 
scenario for Wo~·.g Party N°2 (CPE/WP2(78)4) and used in 
scenario A in the present note. To illustrate the effects of 
lower growth, scenario B is based on OECD GNP gr~v one 
percentage point lower .(an...:tual 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/HP2(73)4, the scenario 
presented to Working. Party N°2 are designed to 11 ••• pinpoint 
possible inconsistencies between postulated demand developments 
and constraints arising from the dynamics of 1t1age-price formation, 
supply bottlenecks, 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 h-10 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 A) than in 
the "lower" growth case (scenario B). In scenario A, it is 
assumed that the terms of trade between manufactured goods and 
non-oil primary commodities will move infavour of the latter, 
whereas in scenario B, a move in the other direction is pro·jected. 
In both scenarios, the purely technical assumption is made that 
the terms of trade bet1treen oil prices and those of manufactured 
goods will remain at their projected end-1979 level up to 1985(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. 

(2) Made up of the 3 per cent forecast for OECD GNP in 1979 by 
the Secretariat in December, and 4i per cent thereafter. 

(3) It is argued by some observers that there is a ra~ of OECD 
growth rates consistent with a single .oil price evolution. 
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Table 1 

Summarv of Hediu::J-Tern Pro.iections 

(Average per cent cha!lge per anilum· 1978-85) 

"Adjusted"High Growth 
Scenario A 

OECll-GlT.P 

T:::-ade P:-ices (in dollar terms) 

Manufactures 

~Jon-oil co=odi ties 

Oil(a.) 

Trade "Olumes 

Exn;J :-:t s 
of·····•hich oil: 

Ex;:c.:-t s 
of l·!~ich: :mc;.nu:'e.stured goods 

ICJports 

:ss:s. and :;-.as-:erri Eu.:-onean Countries 

Exports (to OECTI) 

Imports (from OECD) 

<·li th no!l-OECll) 

Imnorts f:::-om non-OECD COlli~tri~s · 
o{. which: :J.anufactured goods 

non-oil commodities 
oil 

6 

6 

6 
9-10 

6 

. 4 

10 
4t 
3 

Lo1·1er Growth 
Scenario B 

5 

a¥ 
·~ 

c;J.. 
•2 

2t 
1t 

4~ 

7 
3t 
1 

(a) As a11.:::J.Ovnced by OPEC for 1979, after which assumed to be unchanged in 
real ~er::;:s. 

·.~ 

>: 

·.1 
' 
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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 Tabl·e 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 currentaccount transactions, 
is forecast to increase. The Secretariat will shortly be 
circulating a note reporting on a detai-led examination of the 
sources of the world discrepancy. The broad conclusion of this 
vrork is that the major proportion of this discrepancy ~-.n b8 
~)ncri.!Jer1. t0 u.n::er recnrrl.ing or in:i~_i_hJ.c cre5it:-:~ ':)V t.J:.2CI. c:'::':..lnt·!_ .. iee. 

6. Under scenario A, the OECD'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 
vis-a-vis manufactured goods still leaves them below their 1977 
level in 1985(1). Recent changes in account,ing 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 ,,;ould be far below the 
levels reached in the mid-1970s. This aggregate picture 
conceals a very different.evolution of the external positions 
of "low" and "high" absorbers: the detailed analysis of Part II 
indicates that the latter group of countries may be running 
large deficits throughout the projection period. Non-oil 
developing countries are projected to run increased deficits, 
even in constant prices. But these deficits could represent a 
lower proportion of their aggregate G~""P in 1985 than was the 
case in 1973. And although individual countries might face 
financing problems, for the group as a whole a deficit of this 
size would seem sustainable. Finally, the current bala::1.ce of 
Sine-Soviet and other countries may hardly change in current 
prices, and could therefore decline both in constant prices and 

~
relative to these countries 1 impor.ts from the rest of the vrorld. 
In summary, the projected ex~rnal positions under scenario A 
appear relatively comfortable. On the assumptions adopted, 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 OECD countries as a group could be 
taking up slack without coming against balance of payments 
constraints. 

(1) The projections in DES/NI(7i:3)3 assumed broadly unchanged 
terms of trade over the projection period. 
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Table 2 

(~: billion) 

1978 1985 

Scena=io A Scenario B 

(~) Current $ billion 

OECD. 2~ 0 40 

OPEC 11 18 -7 

N.:m-oil C.eveloping coillltries ,-34 -55 -69 

-12 -13 -10 

Tctal .·-- -32t (-50) (-45) 

(2) Constant 1975 S billion(a) 

OECD 0 28 

13 -4 

Hen-oil developing countries -38 -49 

5ino-So7iet and other -9 7 

Total (-35) (-32) 

(a) Defla~ed by p~ices of exports cf manufactured goods 

• 



\ 

- 7 - DES/NI(79)1 

7. The projections made under the assumption of relati\ely 
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 
to 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 
consequences for investment and GliP gro,,rth. 

.. 
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Table 3 

Pro~ected \'lorld Der.:.and for OPEC Oil 

(millio~s ·of barrels per day) 

1978 1979 Scenario A 
1980 1985 

(Projection '"i thou t u.s. 
N'a ~j_ 0:1al En erg·~./ Act) 

OECD GN?/GD!' gro\·rtb.. (%) 3t 3 4~ 4 
!;.Id 
~ 

Elas-ticity of Total Energy 
Re<1uireme;1 ;;s .•. respect to 0.9 0.7 0.8 0.8 Wlvn 
G'f" 1 "~ ... io ·\ ... .i.l. \ .. ~c.w , 

::c-:al Enc. ..... t:!' ..... .w .......... :;:::,.! 2.equirement 75.5 77.'J 79-.9 96.3 
of v:J"'.ioh: 
l~on-oil energy 36.4 37.2 38.7 47.6 
o~i 
~ ... including NGL 39.2 39.8 41 . 2 &8.7 

Cha:lge in ir .. •rento~ies -0.5 0.5 0.2 0.2 

OECD Indigenous ProC.uction of 1 /~. J 14,8 15 .. 2 16. 5 oil 

O:.SCD Net Imports of oil in- 26.0 26.8 27.6 34.2 eluding Haril'le Bu~ers 

. 

Effect ·of U.S . .Energy Act on 
1-2.5 Net Imports of oil - - -

i~on-OECD Net Imports of oil 
includ.ing IJ1a::ine :Punkers 1 . LJ. 1 • 2 1 • 4 2.9 

I of vrhich Centrally Planned 
Econorr.ies -1 . 2 -1 • 1 -0.9 0.6 

Non-oil Developing 
Countries and 2.6 2.3 2.3 2.3 
Other Countries 

itforld Demand fo-::: OPEC oil 27.4 28.0 29.0 3&.6 

o::::x; Dqmestic Consuoption of 2.4 2.6 2.8 4. 1 Gil incluC.ing -
S·PEC Oil Prr..d.uction 29.8 30.6 31.8 38.7 

of •..;hich Le~.~,· Absorbers !6..7 1 5. 1 1 5. 2 "19. 5 
High Absor'Jers 1 5. ~ 1 5. 5 16.6 19.2 

O?EC Net .Exp0:::ts of Q.;i •• 27 .I; 28.0 29.0 34.6 
~., ....... ....... ·l:ich Low Absorbers 14. 1 14.U. 114. 5 18,4 

High Absorbers .c -· 
1).). 1 3. 6 I 14.5 16.2 

-

Scenario B 
1980 1985 

3~ 3t 

0.8 0.8 

79.2 90.9 

38.5 &6. 1 
&0.7 44.8 
0.2 0.2 

15.2 16.5 

27.1 30.2 

- 1-2. 5 

..,1 .4 2.5 

-0.9 o.& 

2.3 2.1 

28.6 30.2 

2.7 3.8 

31. 3 34.0 

1 L.. 7 16.0 
16.6 18.0 

28.6 30.2 

I ~ L.. 1 ~5.0 

I ~&.5 1 5. 2 
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II. G il c.::: c. G ?:SC ... -...... ··-· ......... -----· 
3. This section presents an up-dated assessment of the 
evolution to 1985 of the demand for and production of oil and 
the corresponding implications for OPBC 1 s external position, 
taking account of the general assunptions outlined above and 
recent ·,1or~: o:i: the Combined Energy Stc.ff ( CBS) concerning the 
world <mergy bc.lance. ..·.part from the as swnptions outlined in 
Part I and Table 1, it is assum:;d here that: 

International oil prices in 1979 rise in line with 
the increases announced in Dc-,cember and thereafter 
are unchanged in reo.l. terms (re; la ti ve to manufactured 
prices). 

- The recent United States National Energy Act is 
asstunc;d to reduce net oil imports in 1985 by 2j· mbd 
from what othervrise would have been the case. 

- The present situation in Iran is temporary. supply 
from this source vrill be restored in sufficient time 
so as not to affect medium-term projections. 

9, The major conclusions (developed in detail in the text 
v;hich foll01:s) a:r:-e: 

- \lorld demand for Ol'::!JC oil (including OPEC 1 s o\m 
domestic use) could increase from 30 mbd in 1973 
to some 33;~- mbd by 1985 in scenario A or 34 mbd in 
scenario B. 

?ro~ected OPEC oil production in 1985 in scenario A 
(3C-:i· mbd) falls within the range of CES estimates 
for the probable OPEC oil supply in 1935 and is 
therefore not necessarily inconsistent with the 
asstunption of an unchanged real price of oil in the 
first half of the 1980s. 

- In scenario A, the grovrth of low absorbers 1 oil 
export earnings may marginally surpass that of the 
value of their imports so that, in this caoe, their 
large surplus may remain an enduring feature in the 
1980s. In scenario B, 'ilith lower oil revenues, their 
surplus could be reduc~d substantially by 1985. 
On the other hand, in both scenarios high absorbers 
import volume gro\'lth may be constrained by financing 
considerations so as to contain their current deficit 
at about the same order of magnitude recorded in 1978 
(some :;j;lO billion)(l). Hence, the OP:SC current balance 
might evolve as foll01·rs; 

(1) In l9TC:: high absorbers' current deficit appears 
to have been some :,~12 billion and reserves fell some 
(!5 billion. Over the medium tc;rm it is assuw.ed that net 
capital inflows 1-rill increqse such that. a slic;htly small. er 
deficit can be sustaj_ned l'li th unly "'- :n"a.est run-down of 
reserves.-
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Table 4 

OECD GHP a.nd .OPEC Oil P!'o.duction 

I. Sc::ena!'io A 

A. T::J.dices, 1976 = 100 

OECL' GNP_. ~ol~me 

O:?SC aJ....:.. exports vcl~e 

~1anufac~ure~~ prices 

3. Million barrels ~er dav 

GECD oi""l irr:por-t;s 

OPEC oil exports 

OPEC oi 1 p::-c:::.uction 

.· . ..:.. . sc~na~io 3 

A. Indices 1976 = 100 

OECD G.:1]"p, -vo l :me 

ir:.ps rt s vo 1-:..u:ne 

e:-:yc::-tS volw."'TTe · 

?·Ia:nufactureC., :prices 

~il~io~ ba~rels ~er dav 

O?~C ci: 8X})O!"tS 

.... i l 
'-'--

1978 

100 

100 

100 

100 

100 

26.0 

27.4 

29.8 

100 

100 

100 

100 

100 

26.0 

27. d 

29.8 

1979 

I 03.0 

103. 1 

102.2 

.110.0 

1980 

107.9 

106.2 

105.8 

118.0 

109.0 114.5 

26.8 

23.0 

30.6 

103.0 

103.3 

102.2 

110.0 

109.0 

26.8 

28.0 

30.6 

27.5 

29.0 

31.8 

106.6 

10<1.2 

1011..4 

113.7 

27.1 

28.6 

31.3 

1985 

136. 1 

1 21 • 9 

126.3 

150.6 

1 11.6 • 1 

31.7 

34.6 

38.7 

126.6 

106.5 

110.2 

145.2 

1 11.0. 7 

27.7 

30.2 

34.0 
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1973 

Scenc.rio A 

19CO 
1985 
1"'"5 '".)<..) (constant 1978 ~) 

Scenario B --.-_..... ____ 
lSOO 

19·'.!5 
1935 (constant 1978 ~;) 

DemEmd for oil 

- 11 -

C,) billion) 

High 
Absorbers 

-11-} 

" -o 

-10 

-7 

-7 
-11 

-7 
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Low 
Absorbers 

22;:;. 

23 
28 
20 

19 

5 
3 

Total 

11 

15 
1'' w 

13 

12 

-6 
-4 

10. The projected O:CCD energy balance in 1900 and 1905 under 
both scenarios is given in the top half of Table 3 (further 
infon1ation on O~OD demand for oil and OEEC production is given 
in S:able 4). The projections are derived by ap;_:1lying the · 
Combined Energy Staff medium-term framework and t:c=thodology to 
the OEOD GHP growth rates assumed in the two scenarios. These 
projections are based on a "no policy changeu assumption with 
r:spect to energy policy. However, to facili te.te an e:camination 
of the effects of the United States i'fational Bnergy Act 
enacted in October, 1978, these are given separately(l). Taking 
then into account, OEOD net oil imports (including marine 
burucers), could increase from just under 27 mbd in 1978-00 to 
31-32 mod (scenario A) or some 27-28 mbd (scenario B) by 1935. 

11. In looldng at the differences between the two sc:marios, 
it should be noted that it is assumed that, non-oil energy 
developments in the mediu.'ll term ;wuld reflect differences in 
growth rates. Here it has been assumed that a more rapid 
gr01·:th of demand would induce more grO\·rth in the production of 
non-oil enerby - OECD consumption of non-oil enerGY, eq_uivalent 
to 37-38 mbd in 1978-GO is projected to increase to 47-43 
mbd eoui valent in scenario A and 4-6 mbd eq_ui valent in 19: .. 5 in 
scenario :s. 

(1) 'i:he United Sc;ates estimates could, by 1985, reduce net oil 
imports between 2.4 mbd and 2.S mbd from vhat other,dse 
\'fould have been the case. '.l:he Secretariat has conservatively 
(and arbitrarily) ussd a fiG'<.lre t0\1ards tl12 lo·.rer end of 
this range in the projections here. 
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· 12. Tc:rning to non -OECD country groupings, real growth and 
hence demand for energy 'Hill be somewhat different in the twc 
scenarios. However, the important QUes:tion 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 tvro 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 raquire 
net oil imports of 2-2-} mbd in 1985. Their combined 
oil 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 production 
is likely to be in Mexico (its oil production may reach 
3~-4 mbd by 1985(1)). Egypt's oil production might 
be raised to close to 1 mbd by 1985, placing this 
country among the rank of oil exporters. 

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

- China may be a net exporter to the tune of t mbd by 
1985. Published oil nroduction in 1977 was 2 mbd, 
of which 0. 2 · mbd ,_.,as exported. China appes.rs to have 
ambitious plans for devellping 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 .lfrica, etc.) may l:'equire net 
oil imports of t mbd by 1985. 

13. Finally, consumption of oil in OPEC co,mtries themselves 
is on a rising trend. Following the projections of CES, OPEC 
domestic consumption of oil (including marine bunkers) may be 
running at some 4 mbd by mid-1980s. Adding this to other 
projections given above, OPEC oil production in 1985 is projected 
to reach 38tr mbd in scenario A and 34 mbd in scenario 3. 

( 1) Mexico's-~il production target is 2} mbd by the end of next 
year (compared to 1t mbd in recent months). Increases in 
production to the mid-1980s may be moderated by concerns 
of severe inflation and economic distortion resulting from 
an "oil boom". 

.. , 
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OPEC oil su:p:p~nd ~~t?_il ~1rice 

14. The above projection of demand for OPEC oil nroduction 
in 1985 in scenar~o i.J. (38} 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 dovmvrard revision are significantly lower 
OECD net imports in 1978 (the starting point) and OECD GNP some 
2 per cent lo\,rer in 1935 chiefly resulting from lower growth 
in the late 1970s. On the supply side, the Combined Energy 
Staff 1 s present mid-range estimate put the probable OPEC oil 
supply in 1985 at 37-38 mbd. Therefore, it appears that the 
projected demand for OPEC oil falls within OPEC 1 s production 
capaci ty(l). 

15. The next question is how the projected OPEC oil pro-
duction in 1985 is likely to be allocated betl-reen low absorbers 
and high absorbers. It is assumed that high absorbers will 
wish to maximise current revenues (i.e. minimise current deficits) 
and therefore produce oil at their maximum sustainable supply 
level. In scenario A this production level is set at the top 
of their estimated supply potential; some 19 mbd(2). This 
\vould leave about 19 mbd to be supplied by lo\v absorbers in 
1985, a figure close to Combined :nergy Staff estimates cf 
their 11 probable supply 11 , Because such an output level would 
result in rising external surpluses for these countries, de~pite 
q·1ickly growing imports, questions about willingness to produce 
oil at the requisite levels might arise. In any case, the 
balance between supply and demand would be delicate, and prices 
rather firm, even in the absence of major supply shocks. In 
scenario B, a more conservative estimate is made of high 
absorbers' oil production: the mid-point 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 
OPEC oil (16 mbd). In this case there are unlikely to be 
physical supply problems. However, there may be some question 
as to whether demand might not be sufficiently ·weak as to 
exert dovmward pressure on the real price of oil. 

(1) 

(2) 

Installed capacity in 
For technical reasons 
run at 90 per cent of 
output at 38t mbd. 

1985 is estimated to be 43 mbd. 
sustainable output is reckoned to 
capacity, putting maximum sustainable 

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 l'Jorld Oil journal. It is noted that in order 
to keep present level of proven reserves (135 billion 
~arrels) up to 1985, or to replenish their reserves by 
more than their annual production, ne•• discoveries of the 
equivalent of l/3rd of the presently estimated proven 
reserve must be made between 1978 and.l985. Needless 
to say, a \vide 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 knmm. 
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Table 5 

Pro~ections of OPEC Imuort Gro1·1th 

(percentage inc=ease per ann~) 

High absorbers 

1974 1980 
to to 

. ·:-- ( 1980 1985 

DES/NI(75)1 ( 17) •• 
' 

CPE/~i·r:P( 75) 7 (a) 17 61. 
:~ 

CPE/'LVi? ( 76) 1 ('7) (E) 
~""'S , ___ I 7~ ' 1 
lJ~ /.i.'~..l..\ I) ·-·~ ,, __ . ···-' -- .12t 7 

:JES/lG ( 7S) 3 :·~·) ,1 i- 6 

?resen~ p~ojection 

. o-
"' 

Scena:rio B 9 3 

(a)· Sub2ission of U:::ited States authorities. 

\ 

Lo\·1 absorbers 

1974 
to 

1980 

( 13t) 

13 .. 

( 1 :; ) -' 
. 23 

21 

20 

20 

1980 
to 

1985 

• • 

~3 

( 13t) 

8 

7 

8 

7 
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)PEC Lxport Earnings 

16. Assuming a relatively buoyant increase in non~oil 
export eai·nings (from :,,8 billion in 1978 to :)20-25 billion 
in 1985 in the case of high abso1·bers and from :~2 to :,)4-5 
billion f.:Jr low absorbers), and on the basis of the above 
assumptions about oil revenues, total OPEC export earnings 
could evolve as follows (8 billion): 

High Absorbers Low Absorbers Total 

Scenario A 1978: 

1985: 

Scenario B 1985: 

7li't 
135 to 140 

125 

70 
14-0' 

110 

140 

275 

235 

It should be noted that oil e;q)orts are still dominant foreign 
exchange earners among high absorber countries in 1977 (the 
share '"as over 90 ;Jer cent for "\lgeria, Iran, Iraq 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 10\v). In 1985 even if the share of non­
oil 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 oil and the terms of trade 
of oil relative to manufactured goods. 

OPEC imports 

17. A high degree of uncertainty attaches to the projection 
of imports by OPLC countries. The high absorber group of 
countries registered a substantial dafici t of i~lO billion in 
1978, and their reserves fell by some ;,5 billion. It is 
assumed that although net capital flo,,s to these countries 
may increase over the medium-term they vtill be um1illing (and 
may find it difficult) to sustain deficits any greater than 
this order. Thus, even if they produce oil at ma;dmum 
sustainable levels (scenario A), the grm·.·th of their import 
volumes would be relatively modest: around l+ per cent 
annually(l). Together with the assumed gro,th of export 
revenues given above, this hOUld imply a combined current 
deficit of high absorbers of some ~~10 billion in 1985. Pro­
jecting the import demand of lovt absorbers presents greater 
difficulties: because they • ... ill 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 thFit th•2 grm1th of their 
import volumes since 1975 has been lo•.·•er than that of the 
lo\l absorber group each year. 

(2) Short-term transportation difficulties and handling bottle­
necks may still be exercising a marginal br·eaking effect 
on import growth_ of "lov•i absorbei's". 



/ 

.T~!.tl.!:£.2. 
!!}l'_n:nu ·cy_.2PRC r.u·~£Cil L~2J:~!}2El! (D.) u 

l•J 

currer1t $ l,llll0n w 
0,-

--- .. ----·--·-----·----------·--------------- ----·---- ----- H 
~ 

Scennrio A Scenario B 
.., 

1974 197LI 1979 "' 19!10 ·19H5 1980 19115 
Lot-~ ~~ h!lo r•bers --· ----:-----~------·--·- -------------· 

flerchanr.lise exports· 55 ·?D 78k BS 139 82· 110 
HerchnndiSe imports 11 k 3n -14 50 93 49 . 85 
·r.radc bnlanc~ - o> 32l .. 36! 35 •15 33 25 
In·,_isible!J, net -9! -10 -12 -17 -14 -20 
C11rrent bal ::tnce 34} 2 ') .1. ., 21] 25 28 19 5 

Ncrnorandum Items: 
ChnnG"e sinc:e 1973 in: 

Het atock of foreign asoeta 34! 149 173 196 317 192 240 
Inveotment income 1 9~ ' 11 11 .18 10 13 --------· 

liirh ~tbmJ.rber·s ,. 
71/r . 79~ l·lerchandise exports 71 91 138 91 126 

Mercltandise imports 271! 61/, ·69 74 116 74 106 
'Pr~tde balance 35! 10 . 1 0/r 1'7 22 17 20 
Invinibles, net -9 -21! . -23 -25 -32 -24 -31 
Current bolancc 24~ -11& -l?l! -8 -10 -7 -11 

Me:norandum I·tems: .. ~ 

Change oince 1973 ln: "' !let stock of foreign assets 2·i~ 17 5 -3 ~1,5 -3 -44 
Inve~tment income 1 2 1 0 -2 0 -2 ... 

---·· 
Ol'EC 

!·lerchandine exports 116 141 158 176 277 173 236 
'~· Herchnndise imports 39' 9il~ 113 124 209 123 191 

'l1ratle balance 77 42;\ 4 Sl! 52 68 50 45 
Tnvisibles, net -18 t --~1 k . -33A "37 -50 -38 -51 
Current balances 59 11 12 15 18 12 -6 

~ !"leworandum Items; 
Change Since 1973 in: .• 1 

!let otock of foreign asoets 59 166 178 193 272 105 196 
rnvcst:1le11t ir1come 2 I 1}. 12 11 16 10 11 

-------------- - ---
OPE~ 10?3 ~ hlllion 

:: Ncrchandl6c exports 14 1 145 154 190 152 168 
nerch::>ndlne impo:rts 98·k 104 1.08 143 108 136 

I 'Pr<1de balance 1~1 42 45 47 44 32 
Tnv-lsi bles, net -31~ -31 -:52 -34 -33 -36 

I 
Current balance 11 11 13 13 11 -4 I 

! 

f 
!(.J 
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basis, in the longer ru.'1, their impor-ts may grov· relatively 
slo·,;ly, 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 projected to grov by some 8 per cent 
annually up to 1985 in scenario .4. I!i thin this aggregnte 
figure, import volumes of Saudi Arabia and Ku•.·1ai t could be 
exprnding at close to 10 pc;_~ cr;nt annu8.l rates. Other countries 
v;ould be registering rates o1' 5-6 per cent. 

18. In scenario B, to match the much slo,.,er demand for 
OPE.C oil, the import volume grm1th of both groups of oil ex­
porting countries is projected to be one percentage point 
loHer than in scenario B (J per cent per annum for high ab­
sorbers bet· .. reen 1980 and 1985 and 7 per cent per annum for lo•-1 
absorbers). 

OPLC trade and current balance position 

19. Pulling the various strands of the above argument 
together, it -,,ould appear that under the assumptions of 
scenario A, .OPEC exports uould be t-275-280 billion in current 
prices by 1985 (Table 6), with high absorbers and lo•1 absorbers 
each accounting for roughly half of the total. (The value 
of oil exports within the total would be approximately 90 
per cent). This figure is nearly double that of 1978. The 
value of imports me3m1hile could more than double, but due to 
the initial imbalance, the trade balance itself could expnnd 
to around ~70 billion, vell above the 1978 figure, and nearly 
as high as the figure reached in the year after the oil crisis. 
(In real terms, of course, the trade surplus would be con­
siderably smaller than in the mid-1970s). Even for high 
absorber countries, their combined trade surplus would be •,-~ell 
over double the 1978 level. H01vever, the deficit on services 
and official transfers of OPEC countries is also projected to 
rise, by ;PJ:5-20 billion up to 1985, v1i th 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 scenario A. Lo'.'' absorbers could be 
running surnluses of ;'25-30 billion, ,,•hi le high absorbers are 
assumed to constrain their import gro•rth to rates Hhich •.-roulcl 
yield them a current deficit o:c· about :;,10 billion. 

\ 20. In scenario B, export revenues of OPEC countries are 
projected to be some J,40 billion lm;er in 1985, with the cuts 
falling disproportionately on loi< absorbers ,;ho, because of 
comfortable external financial positions a;_":o; assumed to be more 
willing to reduce oil production. Indeed, it ':tas noted above 
that in scenario A a conflict could 8rise bet,.:een the continued 
large current surplus of lo'd absorbers and their 'iillingn,'Jss 

(1) The gro,_ling gross payments for services and transfer 
payments by lo'-1 Rhsorbers may be partially offset by an 
estimated ;;;7-8 billion increase in their investment 
income. 
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to provide oil at levels ret1Uired to satisfy the v:orld dem2nd. 
Hence, lo·, s.bsorbers ex·port revenues are vrojected to be some 
i,,;:::;o billion lm,er in scenario B, reflected to a limited r xtent 
in :;5-10 billion lower imports. In vie•.~ of the assessment that, 
in scenario A, high absorbers are in a relatively tight · · 
fjnancing position, their ~~10 lo· .. ·er expert revenues proj:cted 
in scenario B are assumed to be totally reflected in lo· •er 
imports, leaving the,ir current deficit bro~;.dly unch;mgeG.. 
Hence, in scenario B, OPLC is nrojected to b9 in deficit of 
~5-10 billion in 1985. -

Sensitivity 

21. To a large extent, the sensitivity of the projections 
to different assumptions can be seen by comparing the t'•IO 
scenarios. Sensitivity to changes in certain single assumptions 
may be summarised as follo\;S: 

- If sustainable production of high· absorbers ,,1ere 
1 mbd higher, it is likely, given their tight .external 
financial position, that they •.vould e},"})Ort that much 
more oil. (Lov absorbers, as noted·above ar-e likely 
to be ~:illing to produce 1 mbd less). As the oil 
revenue involved· here would be spent on exports, .. the 
OPEC current balance 'llould be. some $5-7 billion worse 
in 1985. 

- On the other hand, if OECD oil imports ,,ere l. mbd ·. 
higher, this would have to be met out of increased 
production of ·lov• absorbers and the OPLC ·current 
balance vould be :W5-7 billion better in 1985. 

' · - H01'lever, if lo'r;er absorbers 1 real. imports grew 1 · 
percentage point more rapidly than projected here, 
their. Current SUr"JlUS in 1985 \IOUld be rt5 billion 
lo':.Jer. 

- As a rough rule of thumb, differences in the ~rice 
of· oil from thet essumec h·:Jre •.·.,ould be · ,orth '~2-2} 
billion on oil revenues (or some (~1 billion on the 
current balance) for every percentage -point of 
difference in 1985. 

.. 

. ' 
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III. Non-oil developing countries 

22. In ~rejecting the external position of non-oil developing 
countries (Table 7), the major asslliuptions are (apart from the 
general assumptions outlined in Table 1): 

-The elasticity between OECD demand growth and 
imports from non-oil developing countries is 
assumed to be 1.4 in scenario A and 1.3 in 
scenario B, the difference reflecting 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-oil 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 volwne of exoorts from non-oil developing 
countries to non:OECD 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 sor.1ewhat over the 
period in scenario A, but to deteriorate in 
scenario B. 

- The projected import r;rowth for the non-oil 
·developing countries has, where nece:ssary, been 
adjusted to provide a reasonable 'balance between 
their developr.1ent requirements and financing 
limits on current deficits. 

23. The main ir.1plica tions 'flowinG from the ass=ptions out-
lined above may be swnmarized as follows: 

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

- \'li th a slight improvement projected in their 
. terms of trade in scenario A, import volume grOi·rth 

j_n line with historic trends (above 6 per cent) for 
this group of countries could be acco=odated 
within a current deficit of some "~55 billion in 
1985 ( ~~43 billion in 1978 dollars, compared to 
$34 billion estimated for 1978). 

( 1) Table 8 also details the assumptions unrlArlying and the 
results obtained from recent IBRil wo<r:l( i{l,,.this area. . -" 

. ' 
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Table 7 

I. Non-oil Develoning Countries' Trade Volumes and Prices 
PercentaFe changes 

Average Average Average Average 1978-85 
1965-72 1970-74 1974-78 Scenario A Scenario 

Volume 
I.- . 

Exports 6 Hfi- 6-6~ 6 H 
" . 

...... 1'. Imports 101. 02 ?. 3 5' / ~-o H-5 
. 

Price(a) 

Exports 2 16-il- 5 5t-6 4t-5 
. 

Imports 2t 16 7}._-8 2. 
. 5' 2 5 

(a) A-rerage values in S terms 
·, __ 

~I. Current Account of Non-Oil LDCs 

1'::185 
1970 1973 1975 1977 1978 Scenarios 

-· A B 

In 1978 $ prices -20 -12 -45 -26 . -34t -38 -.19 

In current prices -8 -7 -38t -24 -34 -55 -69 
~---

B 

. ' 
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- In scenario B, non-oil developing countries' 
export volumes may rise by only 4·} per cent 
annually and terms of trade may deteriorate; 
Hence, despite development needs, financial 
constraints may lceelJ their import volume growth 
below 5 per cent -with the current deficit 
rising to almost e7o 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 exrunininG each in some detail. The overall elasticities 
of 1.4 (scenario A) and 1.3 (scenario B) for OECD imports from 
these countries represent a weighted average for primary . 
commodities and manufactured soods. In line with historical 
experience and for both scenarios~ the elasticity with respect 
to food imports is assumed to be t, that for non-food commodities 
slig'ETiy greater than 1 , and for oil 1 • 2. (The la oter figure 
is heavily influenced by an assessment of oil export possibili­
ties for ITexico - see Part II.) The assumed elasticity for 
imports of manufactured 9oods in scenario A is 2!, and under 
scenario B, 2. This is ~n 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 · 
relatively few commodity groups limits the scope for market 
penetration at previous historical rates. On the supply side, 
a less spectacular expansion bf the non-oil developing countriesr 
industrial base may be expected. Still, the assu.1Jled elastici­
ties imply an increasing share for non-oil developing com1tries 
in world trade of manufactures. Ho~1ever, it should be emphasized 
that this assessment depends on the assumption that trade 
restrictions are not introduced. vrere 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 GNP. 

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 not 
only with the wide margins of error involved in any medium-term 
projection of commodity prices, but also with peculiarities of 
the starting year. In 1978, prices of most primary commodities 
appeared to be abnormally depressed, not only when measured 
against a baslcet of OECD currencies but even in dollar terms. 
The ·.vealmess of commodity prices in 1978 can be related to the 
effects of sluggish demand on prices of industrial raw 
materials, the effects of good har'rests for temperate zone 
foodstuffs, a..v1d the sharp decline ip. the price of tropical 
foodstuffs from shortage-induced levels of 1S76-77. However, 
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Table 8 

~Ion-oil DeveloPing Countries 

J.1ain Assu,-nutions and Results 

Comuarison vith Recent IBRD work(a) 
(percentage changes per annum) 

A. OECD GNP 1978-85 
OECD GNP deflate~ 1978-85 
?rice of_ manufactures exnorts 
Non-oil co=odity prices· 
Non..;oil LDCs 1 total export unit 
values 

Non-oil LDCs 1 total import unit 
values 

B. OECD import elasticities 
(with resuect to GNP) 

Total 
Hanufactures 
Hanufactures from LDCs 
Total imports from LDCs 

C. Volume growth of non-oil 
developing countries 

Exports of manufactures 
Total exuorts 
Total imports 

. Present note 
Scenarios 
A B 

H 
7 
5t 
6 

5t-6 

5t 

3t 
1-4 

9-10 
6 
5t-6 

3t 

" -' 

4t-5 

4t-5 

5 

2 
1-3 

7 
. 4t 
4t-5 

IBRD(b) 

5~-6 
6 -7 

6 

5t-6 

5t-6 
5-5t 

(a) 

(b) 

From World Development Report, 1978 IBRD, June 1978 
'·~ \ 

Estimated by the Secretariat. 
strictly comparable because of 
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it is uncertain whether these factors fully explain the extent ~ 
of the weal~ness in 1978. Hence, over the wedium terw, it would ,f; 
be norwal to expect a recovery in the real prices of primary , 
commodities - even if demand grew only modestly. 

26. Food prices may continue to decline in the immediate 
future, but then gr01·1 at least as quickly as thcs:; of ma..'lu­
factured goods, even in the absence of major supply shocks. 
On this basis, the terms of trade between food and manufactured 
goods prices would still be below the levels of the 1960s ])y 
1985. Prices of non-food agricultural raw materials have been 
on an upward trend, and this can be eXl)ected to continue under 
scenario A. A growth rate in dollar terms of 7 per cent over 
the 1978-1985 period is assumed(1); their terms of trade vis­
a-vis manufactured goods, though improving, would not regain 
the average level of the 1970s by 1985. Under scenario D, it 
is assumed that the behaviour of food prices will be broadly 
similar to that in scenario A, vrhereas the rise in non-food 
agricultural prices will be more subdued. 

27. The case of industrial raw materials is more complex. 
The high com.r:wdi ty prices of the late 1960s and 1973-7 4 
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 cru~ remain at low levels 
relative to average total costs for prolonged periods without 
permanently reducing installed capacity. The other side of the 
coin is that prices must then rise very much above these levels 
in order for invest;:nent in new capacity to be assured of a 
reasonable.return. Any positive grmv·th rate of dewand for 
these products - even a low one - could therefore entail very 
big prlce increases as a growing (and inelastic) demand 
eventually comes up against stagnant capacity limits. In this 
note, it is assU!iled that in scenario A, prices of industrial 
raw materials ilill rise slowly at first, but accelerate sharply 
in the early 1980s, easing off somewhat by 1935 as new capacity 
comes on-stream. In scenario D, it is asSUI!led that supply/ 
demru1d 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 significa.1~tly faster than those of 

\ manufactured goods. · 

Scenario A 

28. Given the assurJptions outlined above under scenario A, 
the total export volume of non-oil developing countries may 
expand at an average rate of 6 per cent per year in the period 
under revie\·1, with exports of manufactures gro;ving 9-10 per 

( 1) In the medium-term r>ro jections here, the technical assllinp­
tion is made of unchanged nominal exchane;e rates. 

•( 
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cent per annurn,, Export's to OECD coUntries are projected to 
grow around 6-6·;,~ per cent per annum, vri th exports to non-OECD 
cotintries rising by 4-5 per cent annually. Total export unit 
values may increase slightly faster than import unit values 
(reflecting the projected price developments 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 annually. In broad terms, this could be consistent with 
a grO\vth 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 deficit . 
on services and private transfers is ex:pected to resume its 
upward trend in the projection period(1). A steep rise in 
interest payments may outweigh increasing inflows of workers 1 

remittances and tourist earnings. Official transfers (recorded 
on current account) are assumed to grmv slightly faster than 
the Gl~ of the OECD area(2). By 1985 the non-oil developing 
countries as a group may thus see a small sur:9lus on their 
invisibles balance. 

31. The resulting current account deficit of some ;~55 billion 
(in current prices) is so mew hat lower than the pealc deficit of 
1975 (measured in 1985 prices) and, of course, much lower than 
that when expressed as a ratio of non-oil developing cotmtries' 
GDP. Further, the financing of such a deficit would not, in 
general, appear to pose problems: the rate of ~::;rowth of debt 
service implied in this projection would fall progressively to 
1985. . 

32. This assessment is based on the follmving detailed pro-
jection of capital flows (Table 9). Concessional loans (ODA) 
and other official flows (mainly official export credits) are 
assumed to g-row slightly faster in real terms than GNP of OECD 
countries which supply the buD~ 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 C3 billion in 1977). 

( 2) The increases in ODA flovm from OECD countries assumed in 
these projections_ imply an increase in relation to GNP 
from 0.31 in 1977 to 0.35 per cent in 1985. The ODA data 
shown in this report are not di;rectly 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 fine-'lcing of the required increases in pro­
ductive capacity. No further change in the use of DTI" resources 
is expected. 

33. It is assumed that non-oil developing countries 1vill 
maintain the ratio of international reserves to imports 
unchanced to 1985: implying reserves increasing by some 1/12 
billion per annum in 1985. However, taldng all these elements 
into account, in 1985 other capital inflows would have to 
amount to ~~6 billion in .1985 -.implying a decline in net 
borrowing on international capital marl:ets. To the extent 
that this is held to be.unlikely (and assuming the projections 
of the other elements in the capital accounts are realised), 
gross reserves would increase more rapidly - or imports could 
increase more rapidly. 

~ario B 

34. In scenario B, lovrer medium-term OECD GNP grmvth is 
assumed to be accompanied by a lower OECD import elasticity 
for goods from non-oil developing countries, resulting in an 
annual growth of non-oil developing countries'· total exports of 
some 4"~· per cent. In the face of a mar.r~·inal terms of trade 
loss projected in scenario B (see above), non-oil developing 
countries may still try to. J:eep up the growth of imports as 
far as possible to meet development needs. If imports were to 
gr01v at one percentage point less per annum than in scenario A, 
a markedly larger current account deficit would still result -
perhaps $65-70 billion in 1985. In real terms, this would be 
larger than the peak level in _1975, but probably lovrer 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 develoying countries - a process IVhich started in 
1977/78. For most debtor COQ'ltries the (presently low) debt 
service ratios vrould then be only marginally higher, and would 
be somewhat lower for large de'etors on which the bulk of 
external debt is presently concentrated. A more balanced dis­
tribution of. the debt burden may imply marginally l01ver growth 
rates than in the past for a few large and fast growing debtors, 
The heavier private borrowing implied in the scenario B would 
not necessarily increase the exposure by individual banlcs to 
non-oil developing countries since a larger number of banlcs 
may get increasingly involved in lending to developinG 

·countries. Given the moderate prospects for growth in the 
OECD area, the danger of non-oil LDCs being "crowded out" may 
be relatively Ul1important. 

• . l:: 
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Further considerations 

36. The results above, even in scenario A, assumed that the 
terms of trade of primary commodities vis-a-vis manufactured 
goods would be well below their average level of the 1960s, 
despite impro7ements to 1985. This may appear c.~1 Uil.duly con­
servative assessment. It should, however, 1)e recollected that 
the 1960s were a :period of steady high gr01·rth at rates well in 
excess of those in scenario A. The rate of expansion of out:Jut 
that was necessary to sustain this prolonrred boom required -
prices to remain at levels (in real terms! that were histori­
cally very hi:sh. Nevertheless, it cannot be ruled out that 
prices of raw materials could rise more sharply than assurned 
above. (!Iuch lower commodity prices than assumed would be 
inconsistent vri th the ,;rowth rates postulated in the two 
scenarios.) It is difficult to assess the effect of higher 
commodity prices. Very sharp concentrated increases as in the 
1973-74 boom would certainly have a marl:ed imj;lact on the current 
balances of both the OECD area and non-oil developinG countries 
in the years in which they occurred and immediately after. In 
that case,- thouch, the assumptions underlying the OECD growth 
scenarios vrould have to be revised, since they assume a steady 
and unspectacular terms of trade development. If commodity 
prices rose at rates some·\'rhere in between a fully fledged boom 
and the sort of developmeno postulated in scenario A, the 
effects on cu=ent balances mie;ht not be very marl~ed. In 
these circumstances, non-oil developing countries misht 
increase the volume of their imports of manufactured goods 
at rates above those projected in scenario A, while their 
overall current deficit might be somewhat smaller. The terms 
of trade deterioration for OECD countries implied by such a 
development would, of course, result in a widening gap between 
GDP and real incDme in OECD countries. 
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IV. Other non-OECP' zones( 1) 

37. Compared vri th OPEC and non:... oil developing countries, 
the combined \reight of the other non-O:CCD countries in OECD 
external transactions is relatively small. In 1977 this group 
accounted for less than one-fifth of O:CCD trade vrith non-0J~CD 
and only about 6 per cent of total OECD trade O;ab le 10) • 
)}evertheless, t:'10ir importance as trading partners has grm•m 
over the 1970s, L1 particular the USS~ and J~astern Jtropean 
countries ( \Ihose share in total O:CCD 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 US3E and Eastern :8uropean 
countries. 

38. 1'lith regard to China and the fev other select.Gd Asian 
countries in that group, the potential for an intensification 
of trade relations over the medium-term may be important. It 
seems possible that China could become a major borrO\V'er on 
international capital markets over the long term. Here, 
hovrever, it is assumed (perhaps conservatively) that there 
\'Till be &'1· acceleration of China 1 s trade but only a moderate 
vrorsening in its current balance. For the ·Other non-OECD 
countries in this group the assur:Ip·cion of an unchanged external 
position by 1985 is adopted (without any specific analysis). 

39. Over the 1970s, trade of the USSR and Eastern Europe 
has been mar~~ed by rapid grouth and the emergence of an 
imbalance vitl1 the OECD (sec Table ·11 for more detail). By 
1975, the deficit v!ith the OECD had reached an unsustainable 
~~0 billion giving rise to a necessary a cl. jus tm<mt: between 
1976.and 1977.-Ghe volume of imports by this group from the 
OECD fell some 3 per cent 11i th only a modest recovery in 
1978 (see Table 11). Nonetheless, this group continued to 
incur significant deficits in contrast to the periocl before the 
mi<;l. 19T:Js; when a broadly balanced aggregate extern3.1 position was 
malntalneu. 
L~O. By the end of 1977' the ussrr and )i)aste:~n Europe group Is 
total net external debt is estimated to have amounted to some 
;;40 to ~)50 b5.llion. In the short term (i.e. through 1979) , 
there seems little prospect of a significant increase in e::,.'"Port 
earnings, given the expected belo1·1-average growth of economic 
activity in the OECD. Hence, concern about the rising level of 
foreign debt ~1::-.y lead the group to a rather cautious policy 

(1) This group of cour..tries is divided into the following thr.3e 
sub-groups (in line ·v.fi th useal Secretariat practice) : 
(a) the Union of Doviet Socialist nepublics and !::astern 
);;urope[U cou;1tries; (b) the People Is fl.eiJublic of China and 
selected other Asian countries; (c) Gibraltar, r.Ialta, 
Yugoslavia and South Africa. ;?or a detailed listing of 
cou ... '1tries in this and other groups, see Economic Outlook 
21+, page 12/:. 
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vrith respect to e;qJansion of imports' from the OECD; indeed 
there are recent indications of short-term policies aiming 
at substituting intra-)~astern trade for imports :from the 
o:,~CD, On oalaace, this would seem to strengthen the lil,elihood 
o::: some ir:1provement in the group 1 s current e;:ter;::tal position 
this year. 

l:.l, In the projections here the nost important assumptions 
arc (apart fl"om the general assuDptions given in Table 1): 

Economic gro•.-rth in the US311 and Eastern Europe through 
1985 may be some one percentage :90int per a.."lnum 
lowel" than over the past several years (given emergL1g 
deficiencies in labour nroductivity); 

The level of net indebtedness (or rather JJastern 
countries 1 attitudes v!ith respect to that level) is 
li!,ely to be a limiting factor in their plan.."ling of 
import eoqJans ion. .Sol:le moderate further a1mual incl"ease 
in the debt ratio through 1985 has been assumed, There 

· is lil~ely to be a continuation oi' strong demand for 
Ol~CD capital goods and tech:1ology on the part of the 
J!!astern countries. .A.nd the size of the estimated current 
net debt position may give an exaggerated picture of the 
true bu.:r•den of external finance to t~1e e;:tent that future 
cotmter-deliveries resulting from the growing practice 
of compensation agreements in trade vould substitute 
for visible financial debt service, 

The evolution of intra-~astern trade is asstuned to 
e;qJand faster than extra-tl"ade although slm·:ing down 
somewhat from the grouth e;qJerienced recently; 

The Soviet Union 1 s current position as a net oil 
e::..'1)ortel" is assumed to change over time ,,.,ith a possible 
svring to a net balanced position by 1985 only partly 
offset by increased exports of natural gas. Quantified 
assessment of the I':astern countries! import capabilitL;s, 
of their pattern of intra-trade, and of trade levels 
i·rith ·che OECD cannot be attempted \•rith any precision. 
Tb.e · arears trade vrith the OJICD may at best result in a 
t'.·ro-im}' reduction in the groi·rth rate leaving a broadly 
unchanged cur:~ent e"~ernal position. Unless the Eastern 
count:~iGs I attitudes to\'/ard the level of their external 
debt '\·re:~e to change, one implication could be intensi­
fied competition vri th the OJJ:CD on . third r;m;~kets. 

salGs 2.re ass1.1Jned to co~'ltinue at moderate 

lf2, Attitudes tovrards debt accumulation (in relative terms) 
are e.ssumed to be the same regc:.;..;dless of the rate· of e:qJansio;1 
of the r:astcr:1 countric s t · e::uo;'t ea!:'nings. In both scenarios 
the ratio of estinmted -::otal-net debt to e::ports to cou;1trj.es 
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'rhe [lal.ance n.f Payments Position of the us:m and ·Eastern Eut'opean countTies comhined(a) 

($ billion) 

Scenari.o(b) 
1-. 1970 1971 1972 1973 197,~ 1.975 1976 1977 1978 19'79 A :- ).l~B 
' 1985 

'·,· 
1985 

. 

USSR and Eastern European 
countries .. 

' j 

Exports 31 34 40 53 65} 78?! 85~ 99 112,', 126?; 263l! z'4o .. 

Import1: 31:'! 34·! 42~ 56 70~ 92 96.1 106} 122 269} 
., 

2 135 244 

Trade balance -?r 1. -2?i -3 -5 13"· -11 -H -9~; -8} -6 -4 -:; - ;~ 

Invisibles,· net 0 0 k 0 ). 0 1 -1 1' -2~ -6 -5 4 -2 - :.i 

Current balance 
1 1 -2;'( -3 4')_ -13} -11/: -8} . -11 -11 -12 -9 -;s _, 

- 4 

-----·---- ----

(a) G:c·eat uncertainty attaches to these estimates; comprehensive balance of payments records 
are not published by this group of countries. ,Judt:;ing from OECD reported data on trade 
'tJith the USSR and Eastern European countries the estimates p;iven here for their trade balance 
(based on UN sources) may exag~:;erate their deficit by ao much as ~~2 billion a year, 

(b) A = "Adjuc;teu" high gro~1th, and B low growth scenario. 
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\·lith convertible· currencies is assumed to inci"ease moderately 
from 1.9 in 1978 to 2.2 in 1985. Total net debt ,,rould then 
reach a level of around ~)150 billion by 19·35 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
l;latj_on agreements (barter deals). A debt level of this size 
results from cumulation of vearly current external d1eficits 
only moderately larger than" those incurred on averag~e during 
the 1976-78 period, Yet, such a development in the ~astern 
countries' current deficits would permit an annual ayerage 
grwth (1978-85) in their import volume from the OECD of less 
than I.J, per cent, a grm·rth rate that is only one-third of that 
achieved in the preceding seven-year period, Although in 
scenario A, terms of trade vrould move in their favot&, the 
negative influence from interest payments on their external 
debt would, by 19-35, account for a much larger proportion of 
their current deficit than currently is the case, On balance, 
the trado deficit of some ::)10 billion in 1978 would improve 
by about :;::3 billion by 1985 but would be offset by a. somewhat 
larger deterioration on invisibles account, The current deficit 
v/Ould, t.'lere~:ore, increase marginally between 1978 and 1985 
(Table 12). · 

~-3. In scenario B, the lilwly development of the USSn an:i 
Eastern Eurouc r s e;::port volume to the rest of the \vOl"ld might 
average L:.-1,· per cent per annum bctcrcen 1978 and 1985 ...; H· 
points bclovr sccnar1o A. Hence t.'lcir 11 l1ard 11 e:;,.}lort earnings 
\•rould be lo·\'ler, As these countries arc assumed to be constrained 
in the e)::pansi.on of net cumulative il'Jd.ebtcdness by t11.ese 
earnings, the current deficit they could afford to run would 
be less in scenario E. In addition, a terms of trade gain 
;muld be less lilmly, hence i:.J1eir capacity to import would be 
substantially (and adversely) affected, 

lfLf, Policies on the part of J~astern countries base<i on 
changes in attitudes towards debt accumu1ation could, 
ho1;rcver, conceivably result in a fvrther turning imrard vri th 
an even more Pl"Onounced slovrdovm in their import growth from 
the OECD. -


