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DEVELOPING COUNTRIES

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

by Graciela Chichilnisky, New York®

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

he evidence of the last ten years on issues which

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

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

L growth rates of middle-income oil-exporting
countries were actually iower than those of middle-
income oil-importers:

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

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

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

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

© Calurbia University.
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A common line of inquiry links these issues: what is
the impact of OFEC on the rest of the developing
countries? |s their relationship one of cooperation, or of
competition? Is a coaiition with OPEC in practice
desirable for the non-oil developing countries? Or is
OFPEC's walfare opposead to that of the non-cil South?

Growth of the Oil-impoarting Countries

Tabie 1 shows that during the period 1873-82 the
growth rates of the middle-income cil-imparting
developing countries exceeded the growth rates of the
oil-exporting middle-income countries: the first grew at
an average rate of 4.37 % p.a, belween 1973 and 1982,
and the second at the lower average rata of 3.43 %. In
the case of the low-income developing countries, rates
of growth averaged 4.9 % p.a. over the same period.

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

Thaerefore, the only possiole adverse effects of oil
prices would have. been on low-income develeping
countries, and we focus on these next, It is often argued
that the cost of oil imports of low-income countries
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increased significantly in the period of high oil prices
from 1973 to 1979, and that this produced hardship in
these economies, This argument sounds plausible, but
what does the evidence disclose? Tabie 2 examines the
increases in the costs of ol imports of the main low-
income developing countries as a percentage of their
GOP. Oil imports rose as a percentage of GOP during
this period, confirming the view that higher oil prnces
were indeed a burden for low-income developing
countries. But this burden and its rale of increase
appear fo be of a comparable magnitude to the burden
that high oil prices inflicted on the North. Table 2 also
shows oil imports as a percentage of GDP forthe CECD
couniries, and for Japan. These percentages incraased
aver a comparable range in the last ten years. The
axplanation is simple: oil imports are a small percentage
of GDP in the Morth, because their GOP is so large, but
they are also a small preportion of GOP in the South
hecause their il use is several times smaller than the
COECD's. Energy use per capita in most |ow-income
countnes was about 30 kilograms of coal equivalent in
1979, while in the OECD it was 7293 kg of coal
equivalant.

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

Table 1

Real GNP Growth

18960-73 197575 1960 1981 1982
Inclustnal marked
BCaNOMmigs 49 2.8 1.3 1.3 .5
Ml devalopng countses £.3 5.2 25 24 1.9
Low ircome’ 5.8 4.3 53 4.8 5.2
Micdle-income o
Irprters B.3 5.8 4.3 0.8 a.r
Micdle-incomeail
SRpOTers B3 4.9 -2.4 24 a8
High-income oil
axpoters® .7 T 7.4 oo —

! Upto USE 390 GNP percapila
2 Oman, Libya, Saudi Arabia, Kuwait, United Arat Emirates.
Saurce: Word Bark: Workd Devalapmant Report 1954, p, 11,
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It is of interest to point out that oil-exporting countrias’
transfers over this pericd accounted for 1.4 % of ther
GDP (see Table 4), while during the same period OECD
countries transferred only 0.8 % of their GOP to low-
income developing countries.

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

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

Growth of Oil-exporting Developing Countries

The oil-exporting developing countries fared in
different ways according 1o their economic structures.
We have seen that from 1973-82 the middle-inceme ail
exporters grew less than the middle-income oil
importers. However, the high-income oil exporters fared
rather differently: they recorded the highest growth rates
aver the earlier part of the period (7.5 % p.a. from 1973-
a0y, and the lowest over the last part (—6.5 % pa.
1881-82). Their mean growth rate over the period was
4.33 % p.a., aimost identical to the middle-income oil
importers (4.37 % p.a.) and better than that of the
middle-income oil exporters {3.43 % p.a.). So the high-
income exporters had higher mean growth rates, but
also much more variation in growth rates, than other oil
exporters.

What explains this difference in GDP growth betwean
high-income and middle-income oil exporters? One
hypothesis is thal high-income il exporters such as
Saudi Arabia, United Arab Emirales, Kuwait and Catar,
have a relatively simple and well-integrated scanomy
where over 60 % of GDP is due to oil production. As this
sector grew. the economies grew as well. The ecanamy
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Table 2
Ol Imports and GDP
Developing Markat EEDﬂGr‘I'IIES QECD Countries Japan
" GDP Crude Imports Ol Imp-c:-n,sas GDP Crude Imparts Cil Imparts as GoP Crude Impors il lmportsas
Constarts  Conslant 5 % of GDP Ceonstantd  Constantd % of GOF Constants  Constant§ % ol GOP
thiilian) ibillion} iEillian) {illiar) {hillion) {aillion)
1973 BO5 BOO 8.589 1.46 A254,600 20438 Aa3s 374,64 £ 888 1.50
1874 B25.500 27,894 3.6 Ig20.7 B7 549 242 3BT.AD 16,429 4.24
19746 a52.500 27 463 2.88 4102.B 87.897 214 38E.66 15,624 3.05
1876 101&,7130 33757 3.32 43TE.2 1028365 2.34 4780 151497 3.55
1977 1238.700 36.750 297 000400 114,860 2.30 Bag g 16.056 263
1978 1427 200 18 518 277 A011.300 115167 1.92 GE2.27 15.000 2.18
1979 1753.900 56,782 324 6871800 164,262 2.9 584.22 18.885 a.56
1880 2080 300 3,424 4.5 TE15. al:u: 250.539 3.29 645,58 2B.587 4,42
Sources: Country GOP: UN Yaarboaok u::-f Natmnal Accaunts;
Crude Oil Imports: World Bank: Commodity Trade and Price Trends,
Table 3

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

1875 1976 1977 1G7H 1979 1980 1881
Gull States’ Bitateral QDAL
Hen-Petroleum Produsing Counlries T4 7067 704.4 4181 10,2 924 1 TET.4
Gulf States’ Recorded Petrolaum
Exports to Mon- Petraleum Producing
African Countries BI2.5 G63.0 440.8 4353 1032.9 1640.4 2480.8
Gulf States” Bilateral ODAas % of
Peirgleum Exparts to Non-Petroleum
Produdng Alncan Countries 1129 % 106.6 % 1589 % 2651 % BO.O % S6.4 % 30.9 %

Wisghied Average of Gulf Stataz’ ODA to Direct Petrolaum Expons,
1975-81 = 60.0 %

Spurca: IMF: Dircction of Trade Stn.tis:ics. 1982, pp, 234-235, 317-318, 525-32?, 375-378; DECD: Davelopment Co-operation Annual Aaview

VANOUS ISSUES.

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

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

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

New Trade Patterns

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

ohDa Sharein ODAas% PerCapita
Emilicn Word QDA of GNP Income
% -3
ArabGuli Stales T 205 3.85 16,120
Ol which: SoudiArabiz 5658 15.8 456 13,040
UAE 745 2.2 2.88 36,040
Kuwait 685 1.4 1.98 23,650
Catar 175 0.5 2654 26,520
Irag 143 0.4 0.37 2,530
Libya 105 0.3 0.37 9,230
Algeria B5 0.2 06 2120
Toral Arab doners 7630 214 2.55 6,230
Migeria 148 0.4 07 1,000
Verezuela BY 3.2 0.14 4,750
Iran 180 0.4 2 (2.10a)
Tolal OPEC 7 636 215 1,40 2,870
United Stales 5783 16.2 0.20 12,7
EEC 12.743 sy 0.53 9,240

Source: OECD:Aldfrom OPEC Countriies, 1583, 0 15,

Table 5

The Relative Importance of Developing Countries’
Trade among Themselves

Percemage snare of Percentage share ol

Year developing countnes’ ceveloping counfries

mutual axpors m ther rmulual axports in tedal
fokar e oors wharle cxparts

470 19.6 a5

1971 201 1A

1a72 20.9 i

1973 220 4.0

1974 213 8.7

1875 246 3

1975 228 54

1977 238 6.1

1978 2h.7 58

1978 L] 6.2

1950 253 7O

1882 273 TE

Sourca. Bors Cizelj: Trada Amang Developing Countries:

Evaluaten of Achiewements anc Potental, Research Centar for
Cocperataon with Developing Countries, p. 6 T.1,

the Morth certainly now depends on the South far a
significant share of its export markets.

These far-reaching changes in North-South trade
were matched by important changes in South-South
frade. In the last decade, frade among develoging
countries was the most dynamic camponent of
international trade, becoming in 1981 27.3 % of the
share of developing countries” exports, and 7.6 % of
world trade, Table 5 shows that in 1970 these figures
wers 19.6 % and 3.5 %, respectively.

INTERECONOMICS. NovembernDecember 1385

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

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

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

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

Certain major commodities decreased dramatically
their share of South-South trade over the peried: food
ifrom 27.8 % to 12.7 %) and agricultural materials (from
16.2 % to 5.2 %). Developing countries are therefore
trading amongst themselves much more in fuels and
manufacturas, and much lass in food and in agricultural
raw materials. The othar side of this coin is that
developing countries have become increasingly
dependant an food from industrial countries, and this is
specially true for cil-exparting countries.

Ancther  significant  change in  trade among
developing countries is the strengthening of inter-
regional trace which now accounts for mare than half of
trade among developing countrigs. This is mainly a
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resuit of higher oil prices — ail being traded mastly inter-
regionally. This has led to increases in inter-regional
trade in all product categories. Disregarding oil, inter-
regional trade grew at 28 % per annum in the last
decade. Including oil, it grew by 36 % per annum, an
impressive growth rate by any standards,

Price Movements

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

These movements of ail and commaodity prices have
been a source of great concern for oil-exporters and
nan-0il developing countries. The issue at stake is
whether the drop in the prices of other commodities was
ar was not "caused” by the high prices of ail. A standard
explanation which is usually offered is thal high oil prices
led to the recession in industrial countries and that this
produced, with a lag, a drop in the ather commodities
exported by developing countries. This presumably led
to a drop in the prices of commaodities other than ail,

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

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

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

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

Edward Béhm

PUBLICATIONS OF THE HWWA-INSTITUT FUR WIRTSCHAFTSFORSCHUNG-HAMBURG

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

One tactor which has been of considerable importance for the failure of Poland’s
deveglopment strategy has been paid far too litle attention until now in the
theoratical analyses of, and expianations for, the Paolish crisis, namealy the
inadequate efficiency of the foreign frade systern with regard to the quantity and
structure of production and experts. This study presents in datail the infuance an
preducton, fnancing and foreign trade exerted by the foreign trade system,
which was altered in imporiant aspecs several times duning the course of the
seventies. The author has succeeded in making an important contnibution
towards expiaining the collapse of the Polish aconomy

Large octavo, 280 pages, 19485, prics paperbound DM 58—

VERLAG WELTARCHIYVY GMBH -

ISBM 3-87B85-281-3

HAMBURG
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in markets with a very different organization. This
suggests that other commaodities cannot fellow the oil-
pricing policias of the last decade, unless there is a
drastic change in market organization and in the
alasticity of demand. This does not mean that the
behaviar of oil-exporting countries lowerad the welfara
of other commodities’ exporters. It means, rather, that
axcessive specialization in such commaodity exports
may not be a good idea. Rather than attempting to
improve commedity prices, to reach price agreements
ar global negotiations. developing couniries would be
better advised 10 stop depending heavily on such
unreliable export revenues,

Investment and Productivity

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

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

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

A case in point is Mexico in the last few years of the
decade. Mexico invested wery heavily in the
development of its oil sector. Much of its investment

INTERECONCOMICS, MovembarDecamaar 1985

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

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

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

Agriculture and industry must feed and produce
positive externalities for each other Inadequate
agricultural productivity drags the whole economy
down, by requiring expensive imports, by keeping a
large segment of the population underconsuming and
underproducing, and by offering a limited domestic
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