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ODI BRIEFING 7th February I974 

The Cost of O i l to the developing Comnonwealth 

The rapid r i s e i n o i l p rices i n the f i n a l quarter of 1973 w i l l have 
a much more severe impact on the developing countries than on 
i n d u s t r i a l i s e d countries. This paper estimates the immediate effect 
of the higher o i l prices on the import b i l l of non-oil-producing 
developing countries, indicates t h e i r a b i l i t y to finance the 
addi t i o n a l costs out of foreign earnings, and evaluates the a l t e r ­
native solutions a v a i l a b l e . I t w i l l focus more p a r t i c u l a r l y on the 
developing Commonv/ealth - the t r a d i t i o n a l 'constituency' f o r the 
B r i t i s h a i d programme and the area where B r i t i s h i n i t i a t i v e s and 
reactions w i l l , consequently, be most s i g n i f i c a n t . 

The o v e r a l l picture 
Estimates of the import cost to developing countries have been made, 
i n recent months, by various in t e r n a t i o n a l agencies and i n the news 
media. For the purposes of t h i s paper, developing countries are 
assumed to be paying an average ^11 a barrel f o r both crude o i l and 
products (^78 a ton)'- i n c l u d i n g f r e i g h t and insurance costs,^ 
Consumption i s assumed to be held at estimated 1973 l e v e l s (developing 
country net imports are estimated to have been r i s i n g by €̂'- a year 
since 1 9 7 0 ) , The 1973 estimates use actual I 9 7 0 price l e v e l s . The 
re s u l t s are given i n the follov/ing table: 
Table 1 Direct costs of net* o i l imports by developing countries 

1973 and 1974 b i l l i S ^ 
1973 1974 Rise i n b i l l 

Net o i l - i m p o r t i n g countries i n : 
Asia 1,1 6.2 5 , 1 

Western Hemisphere 0 , 8 4 , 6 3 . 8 

A f r i c a 0.2 1 . 0 0 . 8 

Middle East 0 . 1 0 , 4 0 , 3 

Total ""ITa 1272 1 0 , 0 

• Excluding bunker f u e l and exfports of petroleum products 
On these estimates the developing countries as a whole w i l l have to 
face a f i v e f o l d increase i n t h e i r t o t a l o i l import b i l l , d i r e c t l y • 
at t r i b u t a b l e to higher o i l pric e s . Vhether, and how, they can finance 
t h i s increase depends on a complex of factors peculiar to each country. 
How w i l l the developing Commonwealth be affected? 

The Commonwealth s i t u a t i o n 
Absolute figures of the o i l import b i l l can be misleading; a large 
r i c h country might e a s i l y rank above a small poor one. I t i s necessary 
to express the b i l l i n terms of the i n d i v i d u a l country's capacity to 
finance i t . For s i m p l i c i t y and bre v i t y , t h i s capacity i s expressed 
here i n terms of each country's export earnings f o r 1972, the l a t e s t 
complete year a v a i l a b l e . The relevance of o i l i n the o v e r a l l imports 
of each country i s then indicated by showing the percentage share of 
the increase i n I974 i n t o t a l imports i n 1972. The figures f o r each 
country give the order of magnitude only; they are not exact since 
they use an average price f o r a l l crude and refined imports and so do 
not take into account the composition of each country's purchases. 

1 For a discussion of prices see note at the end of t h i s paper. 
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Table 2 A d d i t i o n a l d i r e c t costs of net o i l Imports by selected 
developing Commonwealth countries^ i n 1974 

Asia 
India 
Singapore 
Hong Kong 
Pakistan 
S r i Lanka 
Bangladesh 

A f r i c a 
Kenya, Tanzania 

& Uganda 
Ghana 
Zambia & Malawi 
S i e r r a Loone 
Gambia 
Mauritius 

Western Hemisphere 
Jamaica 
Guyana 
Barbados 
Leeward Islands 

Middle East 
Cyprus 

t m i l l i o n 

973 

517 

226 
194 

123 

70 

178 
56 

42 

13 

1 
8 

123 

42 

27 

B3 

57 

Expressed as 
of t o t a l 

exports 1972 

40 

24 

7 

28 
39 

18 
16 
"5 
11 
1 

49 

31 

61 

18 

Expressed as 
'i ^ of t o t a l 
imports 1972 

43 

15 

58 

29 

55 

16 
20 

5 

11 

1 

7 

29 

30-

13 

43 

1 Assuming an average price of ^78 a ton f o r both -«rudo and products 
2 Including Pakistan 
3 Including i n t r a - r e g i o n a l trade 

... not a v a i l a b l e 
Sources: f o r o i l s t a t i s t i c s , UN Energy Supplies 1968-1971; f o r 
trade s t a t i s t i c s , IMP International F i n a n c i a l ^ . t a t i s t i c s . 

The a d d i t i o n a l b i l l f o r these developing Commonwealth countries w i l l 
thus be ^2,73 b i l l i o n . This sum covers the f u e l costs only. I t does 
not take i n t o account the higher cost of oil-based chemicals and ' 
f e r t i l i s e r s or the increase i n the price of v i r t u a l l y a l l other imports 
because of higher energy costs. Those a d d i t i o n a l costs could well 
approximate the t o t a l of the extra f u e l import b i l l . 

Uhat can the developing countries do about i t ? What arc the Arab 
producers l i k e l y to contribute i n a i d funds? What should the B r i t i s h 
a i d programme do? 

The options 
In t h i s s i t u a t i o n there are three basic p o l i c y options before the 
govommcnts of developing countries. They might cut the volume of o i l 
imports to keep the value- more or l e s s stable (or reduce other imports 
by the required amount): they might increase export earnings to make 



up the a d d i t i o n a l import costs: they might stop up t h e i r external 
borrowing to finance the addition, or run d.om t h e i r reserves. 
Developing countries w i l l c l e a r l y attempt a l l three, where f e a s i b l e . 
But except i n rare cases these'policies w i l l not be enough - unless 
the countries are ready to accept a drop i n t h e i r o v e r a l l economic 
growth and the already low l i v i n g standards of t h e i r populations. 

On the f i r s t option, purchases of o i l would have to be cut by 
around three-quarters. In developing'countries the margin for f u e l 
economy i s very narrow. They would therefore have to accept a cut 
i n t h e i r economic a c t i v i t y which would load to acute s u f f e r i n g . 
Furthermore, any cut i n energy consumption must a f f e c t t h e i r a b i l i t y 
to increase t h e i r export earnings - and thus reduce the scope for 
the second option, ''hile the prices f o r some major developing 
country commodities (coffee, cocoa, timber, sugar, oilseeds) are 
presently at high l e v e l s , demand f o r many products exported by these 
countries i s l i k e l y to grovv only slowly—in--1974 ('t>ecause of the 
d i f f i c u l t i e s being experienced by the i n d u s t r i a l i s e d countries v;ho 
arc the major markets. Most countries therefore cannot expect to 
a t t a i n the. high 'export grov.'th rates implied i n Table 2, and i n any, 
event an increase i n exports cannot bo achieved overnight. 

The t h i r d option - an increase i n external (commercial) borrowing -
i s a v a i l a b l e rnly to those countries \;hich are considered c r e d i t -
\7orthyi broadly those whose foreign earning capacity i s considered 
to bo dynamic ( i n general, producers of minerals and manufactures) 
or whose debt s-jrvicing capacity has improved with the o v e r a l l 
commodity boom. Those countries v;hich can increase t h e i r commercial 
borrowing - through the Eurodollar market, f o r example - w i l l 
c e r t a i n l y do so. Those which cannot, and whoso reserves do not 
give them a breathing space, may have to default on t h e i r foreign 
debt - unless concessional funding i s a v a i l a b l e to them at 
s u b s t a n t i a l l y higher l e v e l s than i n 1973, The developing countries 
w i l l c e r t a i n l y seek such funds. Who w i l l provide"them?. 

One proposal that i s a t t r a c t i v e to i n d u s t r i a l i s e d countries f a c i n g 
a substantial d e f i c i t on t h e i r current account i s that t h e i o l i ' ' -
producers - as the bonofioiarias of the s i t u a t i o n - should f i l l 
the gap. Some Arab o i l producers have shovm i n t e r e s t i n proposals 
to channel a proportion of t h e i r a d d i t i o n a l o i l earnings to a i d -' 
f o r example, through the agency of the \/orld Bank or v i a a scjiarate 
development fund. But i t would be u n r e a l i s t i c to expect even those 
with small populations and high earnings per caput - Saudi Arabia, 
Kuv/ait, Abu Dhabi, Qatar, and Libya - to commit a f i f t h of t h e i r 
GNP i n 1974 'to grants and conceftsional loans. Yet t h i s i s what 
would be needed i f the o i l producers wore to make up the extra 
import cost. 

This leaves the t r a d i t i o n a l donors - the countries of the Development 
Assistance Committee of the OECD. To f i l l the ;i^lO b i l l i o n gap t h i s 
year would e n t a i l a more than doubling i n t h o i r a i d spending. I t 
i s i r o n i c that i f they were on course f o r the UN target of Q.T/' 
of t h e i r GNP i n a i d by 1975 - v/hich some have approved - developing 
countries would be r e c e i v i n g ̂ 8-9 b i l l i o n more t h i s year than they 
are l i k e l y to receive. At present a i d i s running at only areund 
0.35/'̂  of DAC countries' CNP. I t i s e s s e n t i a l that these countries 
not enly maintain t h e i r a i d flows but increase them. I t i s i n the 
OECD pountries that the a d d i t i o n a l o i l revenues w i l l l a r g e l y bo 
spent - eithe r on goods (by those o i l producers with considerable 
import oapneity - such as Iran) or on assets (by those producers 
looking for good returns on investment). By r e c y c l i n g a part of 
those rerenues, i n the form of grantrj and concessional loans, to the 
developing pountries least able to finance the extra o i l import 
b i l l , the i n d u s t r i a l i s e d world w i l l be ensuring that development 
does not come to a grinding ha l t f or one b i l l i o n people. 
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Rocommendations for the UX 
In t h i s s i t u a t i o n tho B r i t i s h government should: 

(1) At the very least maintain the planned increase i n 
i t s a i d programme 

(2) Concentrate more b i l a t e r a l a i d on those countries 
hardest h i t (these include India, Bangladesh, 
Pakistan, S r i Lanka, and the countries of the 
Caribbean). 

(3) Relieve the debt burden of those countries now 
e l i g i b l e f o r i n t e r c e t - f r e e loans (notably India) 
by waiving payment of i n t e r e s t on-loans granted on 
hard terms i n the past, and putting a l l loans on 
•current concessional terms. 

A JTote on Prices 

In discussions of tho cost of o i l , reference i s made to four-sorts 
of prices - posted, buyback, auction and landed (import). The 
four arc separate, but r e l a t e d . 

The posted price i s a tax-reference price only, which i s used as the 
basis f o r c a l c u l a t i n g tax and r o y a l t y payments to producer govern­
ments by the o i l companies (normally referred to as the government 
'take'). This i s not a market p r i c e . Thus when.tho posted price 
of Saudi Arabian l i g ^ t crudes rose from ;^2.59 a b a r r e l at the 
beginning of I973 to ^11.65 i n January 1974» the o i l revenues'of 
tho Saudi Arabian government rose by the same percentage. The 
rate of increase-in the amount paid to the producer government 
i s passed.on,to tho consumer. Hence the y^O^Jo r i s e i n the posted 
prico of Saudi,Arabian l i g h t crude - which i s a s t a t i s t i c a l l y 
s i g n i f i c a n t type of o i l - w i l l be at l o a i t reproduced i n crude 
o i l and petroleum products i n general. 

The buyback price covers that part of production sold to the o i l 
companies by the producer government. I t i s over and abovo that 
v/hich tho companies ovm through t h o i r p a r t i c i p a t i o n i n production 
of crude. 

Tho auction price i s that paid f o r supplies of crude, sold at 
auction by the producer governments,vihich they have not sold under 
buyback arrangements to the companies. 

The landed, or imp-^rt, price (v/hich i s the one used i n the cost 
estimates i n t h i s paper) includes the government 'take' (v;hich 
i s determined by tho posted p r i c e ) , the costs of production, 
f r e i g h t and insurance, and o i l company pr»>fit. I t i s affected 
by the proportionate share i n supplies of tho throe types of o i l 
mentioned above - i . e . equity (company), buyback and auctien. 


