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SUMMARY

This study deals with the impact of the four-fold increase of
world oil prices during 1973/74 on the developing countries, taking
the developments in Indiz, Pakistan and Kenya in 1974 and 1975 as
examples, A review of the literature partaining to the relationship
between oil consumption and economic development supports the hypotheses
that (1) with rapid economic growth, involving structural changes in
the economy, oil consumption tends to grow faster than aggregate
output, and (2) 0il demand is determined more by the level of economic
activity than by changes in the price of oil. Furthermore, the large
sudden rise in the cost of 0il was superimposed on an zlready existing
balance of payments deficit in India, Pskistan and Kenya, whose
export potential was further detrimentally affected by the severe
world recession during 1974/75. The relevart data for this study
were obiained primarily from official sources and publications of

international institutions,

For each of the three countries, the pattern and trends of
consumption and imports of oil as well as other sources of energy are
analysed by means of ratio, correlation and regression analyses.

The effects on the terms of trade, income transfer, and external
balances are assessed, and the oil-induced changes in economic activity
in the rest of the world are examined in relation to their effects

on the growth and variability of the export potential of these

countries, and the conseguences on their foreign exchange reserves.

The significance of 0il in total energy consumption varies among

the three countries, reflecting the general situation in other low-income



developing countries. In India, a coal-orientated economy, it
amounted to 25 per cent in 1973, whereas in Pakistan it was 42 per
cent; only in Kenya was it predominant, at 92 per cent of total
energy consumption, While Kenya has to import all of her oil, the
imports of crude and refined oil into Pakistan and India accounted
for 91 and 71 per cent, respectively, of their consumption in 1973,
reflecting the general, heavy reliance on oil imports of the low-

income countries.

During 1973-1975, while the absolute amount of energy consumption
increased in all the three countries, the share of oil in the total
declined to about 23 per cent in India and 40 per cent in Pakistan,
counter-balanced by a rise of indigenous non-oil fuels, whereas in
Kenya the share of o0il actually increased to 93 per cent due to

absolute decline in imported coal,

The effects of the rise in oil prices on the terms of trade,
0il costs and income transfers were substantial, Deterioration of
the commodity terms of trade was sharp, declining during 1973-75
from 107 to 70 for India, from 108 to 73 for Pakistan, and from
86 to 72 for Kenya (with 1970 = 100). By 1975, the increase in net
0il import bills had risen three and a half times for India, four
times for Pakistan and four and a quarter times for Kenya. The
resulting income transfer pre-empted a large proportion of the

realised growth, especially in the case of Kenya,

The deterioration in the current account of the balance of
payments and the widening of theforeign exchange gap were larger

than can be attributed solely to the rise of the price of oil,



because changes in import control policies and non-oil deficits also
played a crucial role. MNMarket share enalysis shows that decreases in
export earnings, caused by the oil-related recession in the OECD
market, affected Pskistan and Kenya more severely than India. To
some extent, these adverse affects were mitigated, except in the case
of Kenya, through additional access to the OPEC market whose demand
for imports was greatly boosted by the sudden and large increases

of oil revenue.

Although the post-1973 events in India, Pakistan and Kenys were
different in some important respects, they do suggest that these
three countries, and the low-income countries as a whole, had very
limited manceuvrability in the face of the oil crisis, because of
their need to secure thelr minimum o0il requirements on the one hand,
and the underlying vulnerability of their external balances on the

other,



CEHAPTER I
INTRODUCTION

The radical changes in the world oil market in the last quarter of
1973 had introduced changes in the world economy as a whole. The
unilateral decision of the oll-exporting countries to raise the posted
prices of crude petroleum to four-fold the levels which prevailed before
October 1973 entailed transfers of incomes on the current accounts of
the balance of payments from the oil-importing countries to the members
of OPEC (the Organisation of the Petroleum Exporting Countries), The
effects on the industrial countries did not become intolerable hurdens
as their strength and resilience made it possible for their economies
to adjust and absorb the effects of the immediate shock., Moreover, they
could mitigate the effects of the rise in o0il prices within the framework
of the economic and financial co-operation and co-ordinationy on the one

hand among themselves and, on the other hand, with OPEC,<1)

As far as developing countries were concerned, although the oil
price increases hit their economies harder than the developed countries,
the poorest among them received special attention from national and
international institutions as well as from the economists concerned with
economic development in the Third World. There was a widespread consensus
that the low-income group with per capita income of less than 2200 per
annum were hit harder by the oil price increases than any group among the

oil-importing developing countries,

(1) See J. Tumlir, "Oil Payments and 0il Debt. and the Problem of
Adjustments", in T.M, Rybezynski (ed.), The Economics of 0il Crisis,
Trade Policy Research Center, London, 1976, pp. 39-61; K Farmarfarmian,

A, Gutowski and S. Okita et al., "How Can the World Afford QPEC 0il?".
Foreign Affairs, Vol. 53, Nar 2 (Jenuary 1975), pp. 201-22; G.A. Pollxck,
"Are the 0il Pavyments Deficits Manageable?", Essays on International
Finance, No. 111, Princeton University, Princeton N.J., 1975.




20

1« The Situation in the Low-Income Developing Countries

the
With the advent of oil crisis, several studies were initiated by

various national and international bodies to assess the impact on
developing countries of the developments in o0il and commodity prices in
order to provide urgent relief for the most seriously affected countries,
Accordingly, affected countries were listed on the basis of various
criteria which were traditionally used as indicators of the stage of
economlc development and income levels, the performance ogfzxporﬁ sector,
the level and burden of international indebtedness, the dependence on
concessional capital inflows, foreign exchange reserves, the position of

the overall balance of payments and the estimated additional costs of

0il imports,

According to the "Special Programme" incorporated into the "Programme
of Action on the Establishment of a New International Economic Order™ %o
study the problem of raw materials and development, the Secretary General
of the United Nations identified in August 1974 thirty two countries as
the most seriously affected, These included twenty six low income
countries with per capita income, 3200 or less. What is more, from another
nine countries which were added in April 1975, seven were considered very

(1)

PCOT,

Considering the countries in urgent need of concessional aid among
developing countries whose extra oil bills exceeded §1 million in 1974,
the Ministry of Overseas Development in U.K.(E) concluded that "most
countries on the United Nations original list of twenty five least

developed countries were certain to be included in any internationally

(1) M.J. Williams, Develooment Co-operation - Efforts and Policies of the
Members of the Development Assistance Committee (DAC), 1974 Review,
0ECD, Paris, 1975, pp. 57.

(2) Memorandum submitted on behalf of the Ministry of Overseas Development:

*The Impact of 0il Price Rise on Developing Countries and the Implications

for British Overseas Development Policy", in British Government, The 0il
crisis and Third World Development: Implications for United Kingdom pdicy, .
Report from the Select Committee on Overseas Development, Vol, I, Session
1974, H.M.S.0., London, 1974, pp. 1-8.




agreed list of the most seriously affected among the oil-importing
developing countries! The Table of Countries submitted by the Ministry
to the U.K."Parliamentary Select Committee on Overseas Aid and Development"

(1)

was used by R. Jolly who detected twenty one countries as the (MSA) by
using, inter alia, the gains from trade as a decisive criterion. He
found that at least fourteen countries from this table were considered

very poor according to the 1973 World Bank's Country Classification.(z)

Finally, F. Ellis(3) ranked the developing countries according fto a
rough assessment of the extent to which they were affected by the events
in 0il and commodity markets by using, inter alia, the additional oil
costs, as a proportion of total import bills, as the most important index,
He found that among the eighteen countries in urgent need for special
assistance, there were thirteen countries which came from the low-income

(4)

group.

Az a result, the above-mentioned studies identified those countries
seriously affected by oil crisis not only on the basis of the additional
0il costs but also according to their capacity to meet such bills; a
matter which depended on their income levels and gains from trade. Thus,

R. Jolly defined the WMSAs as follows:

"0il importers hardest hit are the countries of middle
and lower per capita income without major offsetting
trade gains or military assistance" (5)

However, this does not mean that oil prices are responsible for the
poverty of the low income groups. The cheap oil in the past has not

achieved considerable economic growth nor has the new expensive o0il today

(1) See R, Jolly, "Assessing the Economic Impact on Developing Countries and

3.

Some Policy Suggestions", in F.Ellis (ed.,), 0il and Development, Institute

of Development Studies Bulletin, Vol. 6, No, 2, University of Sussex,
Brighton, October 1974, pp. 97-108.

(2) Ibid, Table 2, p. 101.

(%) See F. Ellis, "Statistical Background", in F. Ellis (ed.), 0il and
Development, Institute of Development Studies Bulletin, Vol., 6, No., 2,
University of Sussex, Brighton, October 1974, pp. 16-45,

€4; Ibid, pp. 39-40.

Jolly, op.cit., po 99.



considered the only barrier which would hinder the economic development

of these countries., They are neither major consumers of energy nor

large importers of oil. These countries are simply very poor so that
their fragile economic structures are vulnerable to any external shock,
According to the World Bank Report(1), the low-income group consisted of
34 countries whose per capita GNP was #250 or less in 1976 dollar. Their
population in 1976 amounted to 1.2 billions which accounted for 58 per cent
of the Third World population (the population of low and middle income
group) and 30 per cent of the world population. In the same year, their
GNP in market prices amounted to £145 billions which accounted for 14 per
cent of Third World's GNP and 2 per cent of the World GNP.(2) Their low
income per capita and narrow economic base were the results of a long-term
slugegish economic growth combined with relatively rapid growth rates of
population, During 1960-70, the growth rate of GDP amounted to 3.6 per
cent per annum, slowing down to 2,9 per cent per annum during 1970-76,
whereas GDP of the middle-income group grew by 5.7 and 6.0 per cent per
annum during these two periods.(B) The average annual growth of GNP per
capita of the low-income group amounted to only 0.9 per cent while that

(4)

of the middle-income group amounted to 2.8 per cent, According to DAC
Review, one-half of these countries recorded growth rates of GNP per capita
during 1960-72, of less than 1 per cent per annum or even negative; about
one-third recorded growth rates between 1 and 3 per cent per annum; while

(5)

only one-seventh recorded growth rates at 3-4 per cent per annum,

The long-term low growth rates of income have been associated with
a tendency towards low saving rates which are holding down their capacity

to make productive investments and hindering further, in turn, the growth

(1) The World Bank, World Bank Report, 1978, The World Bank, Washington,D.Ce
1978, Annex,

(2) Calculated from World Bank, 1978 World Bank Atlas, The World Bank,
Washington, D.C., 1978.

(3) The World Bank, World Bank Report, 1978, op. cit. Table 2, pp. 78-9.

(4) Ibid, Table 1, pp. 76-7. .-

{5) M.J. Williams, Development Co-operation - Efforts snd Policies of the
members of the Development Assistance Committee (DAC), 1975 Review,
OBCD, Paris, 1976, Table IL1I-1, p.53.




of income. In 1975, bofth gross domestic savings and investments accounted
for 15,6 and 19,1 per cent of GDP, respectively, compared with 22.1 and

(1)

26.4 per cent in the case of middle-income group. Moreover, it was
found that in 1972 one-half of the low-income countries had saving ratios
of less than 10 per cent of GNP and about four-fifths could only save
10-15 per cent of GNPS.(z) The President of the World Bank drew a

picture of the general situation of the economies of low-income developing
countries in his 1975 "Address to the Board of Governors"(B) vwhen he
pointed out that GDP per capita was expected to grow at 1.2 per cent

per annum during 1976-80, on the basis of optimistic assumptions about
capital inflow to the low-income group from all sources", a growth rate

which was still less than one-half GDP per capita growth rate in the

middle~income group.

In general, the low~income group is characterised by a low level
of industrialisation, labour productivity and literacy; scarcity of
skilled manpower, an underdeveloped infrastructure, predominance of
subsisténce of production and dependence on a very narrow range of
primary commodities. In 1976, while agriculture accounted for 45 per
cent of GDP, industry only represented 19 per cent, compared with 21

and %32 per cent respectively in the middle-income groupo<4)

Moreover, export sectors have failed to serve as an engine of growth,
The average annual growth rate of exports, which amounted to 3.6 per cent

during 1960-70, declined to -0.4 per cent during 1970-76, compared with

5.

5.2 and 3.8 per cent respectively, in the case of the middle income group.(s)

(1) The World Bank, World Bank Report, 1978, op. cit., Table 8, p. 6.

(2) Williams, 1975 Review, OpeCit., Table 1l1-2, pe 53

(3) B+ MacNamara, Address to the Board of Governors, The World Bank,
Washington, D.C., September 1st, 1975, Table 1, p. 5.

(4) World Bank, World Bank Report, 1978, op.cit., Annex, Table 3, pp. 80-1.

(5) Ibid, annex, Table 6, pp. 86-7.




Moreover, 94 per cent of low-income group's export earnings in 1975

came from primary commodities and 6 per cent from manufactures, compared
with 82 and 17 per cent, respectively, in the middle-income countries.(1)
Furthermore, terms of trade declined by 0.2 per cent per annum during 1960-75,
compared with increases of 1.9 per cent in the terms of itrade of the middle-

(2)

income group.

Despite their low levels of energy consumption, which are associated
with low levels of income, the energy consumption oé?f;w-income grour has
grown very fast, even faster than national output; a phenomenon which
characterises developing countries which are proceeding along the path of

(3)

economic development. During the period 1960«70, while GNP of the
low income countries (S1 01’-3200 per capita) was growing at 5.2 per cent per
annum, energy consumption grew at 8.0 per cent per annum, In the case of
the high income countries, the growth of GNP had paralleled the growth of

(4)

energy consumption during the same period. H. Richardson pointed out
that U.S. and Burope will experience deceleration in their energy
consumption during the next decade, while the poor countries will accelerate

(5)

their growth rates of energy consumption. Therefore, to the extent that
the poor countries depend on petroleum to generate national output, they
would face the dilemma of securing the minimum requirements of oil imports

and the capacity to pay for them.

It can be concluded from the above-mentioned discussions that the
low-income countries had not achieved a high economic growth mainly for

structural reasons., Consequently, oil price increases would merely be

(1) Ivid, Annex, Table 7, pp. 88-9

(2) Ivid, Table 16, p. 10.

(%) For detailed discussion of the consumption of oil in developing
countries, see M. Tanzer, The Political Economy of International
0il Industry and the linderdeveloped Countries, Temple Smith,
London 1970, Chapter 9. This point will be discussed in Chapter III.

(4) T, Kristensen, Development in Rich snd Poor Countries: A General
Theory with Statistical Anslysfs, Praeger, New York, 1974, Table
5-12, p. 60.

(5) H.W. Richardson, Beonomic Aspects of the Energy Crisis, D.C. Heath
& Co., New York, 1973, p. 12.
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an additional element to their long-term internal and external dis-

equilibrium, rather than a primary cause.

2. The Effects of 0il Price Increases — An Outline

The effects on the availability of foreign exchange have been
considered to be crucial for any assessment of the consequences of oil
price increases on the economies of the poor countries., Such consequences
are basically derived from the impact of o0il crisis on the important
items of the balance of payments., This approach is based on the very
widely held view that the critical bottleneck restricting the capacity of
developing countries to import, invest and to generate economic growth is
the shortage of foreign exchange. The intellectual roots offmkbreign
exchange constraint" doctrine stem from the experiences of most developing

(1)

countries and the focus of development circles.

The key effect of the rise in oil prices is the new o¢oil-related deficit
on the current account of the balance of payments which is primarily
attribvuted to the additional costs of oil imports. It seems that the
term "oil-deficit" is used broadly to describe the deficit on the current
accounts of the oil-importing countries, as a group, with the QPEC countries.
In his model for allocating the current account deficits among QECD
countrieg, John Williamson defined oil deficits, algebraically, as the
differences between changes in o0il imports into OECD and the changes in
their exports %o OPEC.(E) On the other hand, additional costs of oil
imports of an individual cil-importing country can be considered as its

oil-deficit before making any allowance for the increasses in its export to

(1) See H., Chenery and A. Strout, "Foreign Assistance and Economic
Development", American Economic Review, Vol. 56, No. 4 (September 1966),
pp. 679-733.

(2) J. Williamson, "The International Financial System",in E.R., Fried and
C.L. Schultze (eds.), Higher 0il Prices and the World Economy - The
Adjustment Problem, Brookings Institutions, Washington, D.C., 1975,p.212.




(1)

OPEC countries. Sperry Lee defined the incremental oil deficit for a
country as "that component of its present current account deficit
attributable to the sudden oil price increases of 1973/1974". The
effect of such deficit on the balance of payments i$ ' described by
Crockett(z) and Ripley as the "oil impact effect", by Corden(s) as

(4)

the "primary-current-account deficit" and by MacBean as the "direct
effect". Throughout the study, the term "direct effect'" will be used
to describe the effect of the additional costs of oil imports on the
current account of the balance of payments. While such effect is
regarded, externally, as a permanent adverse change in terms of trade,
it can be considered, internally, as an excise tax which involves a
transfer of real resources away from an oil-importing country to OPEC
members. This means that a diversion of significant proportions of

income would stream out of the immediate consumption and investment,

both public and private,

Each oil-importing country incurred oil-related income transfers
whose relative size depended on the combined effects of various factors
such as the stage of economic development, the sitructure of the economy
and the pattern of economic growth, the availability of indigenous sources
of energy other than petroleum, the dependence on o0il as a source of
energy and the changes in the oil-intensiveness of the economy, and

the degree of the reliance on 0il imports to satisfy domestic consumption.

0il deficit, as defined above, may be valid in describing the
collective deficit of the oil-importing countries as a group, vis-a-vis

the 0il exporters since the deficit of the former is the counterpart of

(1) s. Lee, Higher 0il Prices: Worldwide Financisl Implications - A
Policy Statement, British-North America Committee, London, October

1975, pe 6.

(2) A.D. Crockett and D, Ripley, "Sharing the 0il Deficit", IMF Staff
Papers, Vol. 22 (1975), p. 285.

(3) W.M. Corden, "Implications of the 0il Price Rise'" Journal of World
Trade Law, Vol. 8,No, 2 (March/April 1974, ), p. 136.

(4) 4,1, MacBean, "Trade Prospects for Developing Countries after the Rise
in 0il Prices", in T.M. Rybezynski (ed.), The Economics of 0il Crisis,
Trade Research Center, MacMillan, London, 1975, n. 74.




the surplus accumulated on the current account of the latter. However,
its validity is waning when it is used to describe the deficit of an
individual oil-importing country. In this case, the effect on the
balance of payments is not limited to oil deficit created in the first
instance by the additional oil costs, but i$ extended to include the

effect of the repercussions resulting from the impact of o0il crisis on

9.

the world economy as a whole, While the rise in 0il prices partly induced

contractions of economic activity and income in the industrial countries,

it boosted income in the oil-exporting countries, The transmission of

such an impact t0 developing countries, through trade, generated what are

called the "indirect effectsl.

(1)

Izzo and Spaventa distinguished between two notions of oil
deficits: 2 narrow and a broad one., According to their view, the narrow
0il deficit is only confined to the additional costs of oil imports. Im
contrast, the broad one is extended %o allow for the deterioration of
current accounts caused by the fall of exports when some oil-importing
countries accepted the deflationary effects of 0il prices, induced
further contractionary effects in an attempt to protect their balances

of payment or to achleve a surplus on the current account of the balance

of payments %o pay for their oil imports.

The world bias towards deflation had been intensified due to the
fact that all the oil-importing countries had experienced massive shifts
in their trade balances, occurring in a sudden and rapid manner, Such

circumstances increased the possibilities of pursuing inconsistent and

competitive policies which could result in conflicting and unco-ordinated

objectives among the individuwal countries. By 1974, most of the industrial

(1) 1. Izzo and L. Spavents, "Some Internzl and External Effects of
the Rise in the Price of 0il", Banca Nazionale Del Lavoro, Vol. 27,
No. 108 (March 1974), pp. 19-20.




countries had adopted new import restrictions or measures to artificially
stimulate export though they committed themselves on May 30, 1974, to a
standstill pledge which was further renewed on May 29, 1975.(1) The danger
of such policies was seriously considered by the Committee of Twenty in
January 1974 whose Rome Communique recognised the inevitability of large
current-~account deficits and they agreed that ".... in managing their
international payments, countries must not adopt policies which would
merely aggravate the problems of other countries". The Committee
particularly stressed the importance of avoiding "Competitive depreciation

and the escalation of restrictions on trade payments."(z)

The importance of such effect on developing countries stems from
the fact that the industrial countries ~ the members of the Organisation
for Economic Co-operation and Development (OECD) - represent the principal
market for their exports, accounting for about 70 per cent of the
developing countries' exports. Thus, the decline or even the slowing down
of economic activity in QECD area leads to a weakening of the export
market, deterioration of the terms of trade and considerable losses in
foreign exchange earnings., The World Bank estimated that each one per
cent reduction in GNP growth rates of OECD countries would induce
reductions of 1.5 per cent in the growth rates of export volume of
developing countries and deteriorations of 0.2 per cent in their terms of

(3)

trade, R. Green portrayed the situation of the poor countries as

follows:

21) Pollack, “Are the Oil-Payments Deficits Manageable?) op, Cite, PP.18-9.

2) Quoted from T.D. Willett, The 0Oil-Transfer Problem and International
Bconomic Stability, Essays in International Finance, No., 113, International
Finance Section, Princeton University, Princeton, N.J., 1975, p. 16.

(3) W. Tims, "The Developing Countries", in BE.R, Fried and C.L. Schultze (eds),

Higher 0il Prices snd the World Economy — The Adiustment Problem,
Brookings Institution, Washington D.C., 1975, pp. 186-7.
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"For the poorest developing countries, oil price increases
were not, by and large, the single most serious exogenous
blow to their economies over the period, .... but the
severity of their problem relates more to the general state
of their commodity exports than to oil prices taken
separately." (1)

the
Against the effects of the oil-related recession inAOECD area, the

developing countries could expand their exports to the OPEC market which
was boosted by the newly acquired spending power generated from the large
rise in oil revenue. Exports to OPEC were treated by Fried and Schultze
as the positive exogenous variable in their model to estimate the "initial
shock effects" of the rise in 0il prices on the industrial countrieso(z)
Nevertheless, the developing countries could not significantly expand
their exports to CPEC countries owing to the latter's special pattern

of imports and the marginal propensities to spend on different goods and
services since their imports from the non-0il developing countries during

1973-75 only averaged 13 per cent of total imports.(3)

However, it is not expected that developing countries' export
earnings from OPEC market could either compensate the decline of their
exports to OECD market or achieve a balance of the current account with
OPEC countries. They could simply modify the final effects rather than
correct them. It is also expected that developing countries which can
expand their exports to OPEC are those which have access to OPEC markets

through traditional relations, historical, cultural and religious.

The net effects of the slackened world demand on the export earnings

of an individual developing country depend on the structure of exports,

(1) R.H. Green, "Petroleum Prices and African Development: Retrenchment
or Reassessment?", International Journal, Vol. 30, No. 3 (1975), p.392.

(2) E.R. Fried and C.L. Schultze, "Overview", in E.R. Fried and C.L.Schultze,
(edsd, Higher 0il Prices and the World Economy - The Adjustment Problem,
Brookings Institution, Washington, D.C., 1975, pp. 12-4.

(3) Calculated from IMF, Direction of Trade, 1970-76, Annual, No. 12, IMF,
1977, pp. 22-27.
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the different incomes and price elasticities of the demand for various

commodity groups, the net demand curve facing each individual country,
the domestic supply conditions of exportables and the movements of

commodity prices in the international markets.

Both direct and indirect effects of the rise in oil prices were
superimposed on an existing balance of payments problem attributed to
the inflated value of imports caused by the world inflation which
persisted during the 1974/75 recession. Bxternal deficits were financed
by running down reserves accunulated during the 1973 boom and drawn
from IMF facilities. Reserve drains, reducing reserve holdings,
undermined the creditworthiness both inside and outside the Fund, and

threatened the liguidity position,.

3., The Selection of the Countries Under Study

1t is not intended to use either one specific country or the entire
low-income group to study the effects of the 0il price increases on their
economies, Rather ,a representative number of countries ]lfisre;glectedo
These countries are India, Pakistan and Kenya., The three countries are
chosen to represent collectively the low=-income countries in terms of
the principal economic characteristice such as population, GNP, consumpiion

and imports of petroleum and the international trade flows as shown in

Table 1-1.

The three countries are selected so as to satisfy a number of
the
conditions. PFirstly, as a thesis devoted toAStud§:the effects of oil price
increases, the countries are chosenbefait$® their consumption and imports of

0il are collectively and individually significant in absolute as well as

relative terms. Consumption and imports of o0il of the three countries
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account, collectively, for about 75 and 69 per cent of the total group,

respectively. 0il consumption of India, Pskistan and Kenya accounts for

about 60, 11 and 4 per cent, respectively, of the total group, and their
imports represent about 48, 12 and 9 per cent of total imports of the

group, respectively.

Table 1-1

Population, GNP, Consumption and Imports of Petroleum and International
Trade Flows of India, Pakistan, Kenya and the Non-OPEC Low~Income

Developine Countries in 1976

(a)

(1) v at’®  Petroleum Crude. International Tradal®)
Population Market and Products (P) Flows (in millions
in Prices (in (in million of U.S. §)
millions) Millions _metric tons)

of U.S. g) c°nsumpt§§& h@&%% Bxports  Imports

f,o0.b. c.isfe

India 620.4 87850 18.516 15.866 5916 6533
Pakistan T1e3 13150 3.345 3.950 1143 2213
Kenya 13.8 3460 1.263 2.876 793 973
Total 705.5 104460 23.124 22,692 7852 9719
The Group 1080.3 154850 31.019 32,778 13806 18375
Sample as

% of the 65-3 67-5 7405 69.2 5609 5209

Group

Source: (1) World Bank, 1978 World Bank Atlas, op. cit., p. 8.
Ez) Ibid., p. 14,16,
3) United Nations, World Energy Supplies, 1972-76, Series J, No. 21,
U.N., New York, 1978. Table 10, pp. 88-100.
(4) Ivid., Table 6, pp. 58-67; Table 10, pp. 88-100.
(5) International Monetary Fund, Direction of trade, 1970-76,
Annual, No. 12, I.M.F., Washington,D.C., 1977, pp. 4-7.

Note: (a) The Low-ircome developing countries consist of %4 counitries,
according to the World Bank classification, with GNP per capita
of g250 or below in 1976. Indonesia, as an oil-exporting
country is excluded.

(b) Consumption and imports of oil consist of energy petroleum
products. Data on o0il imports are gross.
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Secondly, the three countries selected come into line with the
consensusg of the national and intermational institutions as well as the
agreement among economists as to the specification and definition of the

most seriously affected countries, as discussed above.

Finally, the three countries are selected in such a way as to
reflect diversified cases among the low=-income group which could influence
the impact of oil prices increases and modify their final outcome.
Therefore, the countries came to differ in the size of their economies,
their economic struciures, the shape of their energy sectors and their
external positions and participation in international trade. For
example, despite the fact that these three countries are the largest
oil-importers among the group, the effects of o0il price increases on
their economies would vary, depending on a number of factors such as
the relative importance of o0il in the pailtern of energy consumption,
the avallability of indigenous sources of energy, the degree of dependence

on imported oil and the oil-intensity of the pattern of economic growih.

4. The Plan of the Study

In addition to this introductory chapter, the siudy consists of
gix other chapters. Chapter IT examines the relative importance of oil
in the economies of India, Pakistan and Kenya within the context of a
review of the pattern and trend of energy consumpiion during the periocd
1960-75. During that period, the degree of dependence on imports of
petroleum crude and refined oil products IS . examined. Throughout the
analysis, a comparison is made between sach of the three countries and
the general situation in the other low~income countries, and ai special

attention is direoftedto examining the effectis of the rise in o0il prices
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on the changes of imports and consumption of oil and the reaction of

the consumption of non-oil indigenous fuels during 1974 and 1975,

Chapter III investigates the asscciation between oil consumption
and economic growth in India, Pskistan and Kenya during the period
1960-75, emphasising the impact of the pattern of sectoral growth on
the changes in oil-intensity of the economy and, in turn, on the
consumption of oil. It also tries to estimate a dynamic model of the
demand for o0il in India, Pakistan and Kenya to identify variables

determining o0il demand in the low income countries in general.

Chapter IV is devoted to studying the direct effects of the rise
in o0il prices on India, Pakistan and Kenya in 1974 and 1975. It
examines the changes in the o0il import bills and estimates the additional
0il costs whose effects on terms of trade, income transfer, current
account and resource gap are assessed within the context of an analysis

of the overall externzl balances of the three countries,

Chapter V provides theoretical bvackground for the indirect effects
of the rise in ¢il prices on developing countries. Through a review of
the changes in the world economy during the first half of the 1970s, this
chapter establishes the link between oil crisis and variations in the levels
of economic activity and incomes in the various economic regions of the
world and the channels through which such variations are transmitted to
developing countries through export sectors. It emphasises the
characteristics of the external demand and its effects on prices, volume

and export earnings of developing countries,

Chapter VI is devoted to assessing the effects of oil-induced

changes in world economy on the export earnings of India, Pakistan and
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Xenya and the implications for their exbternal balances and their capacity
to finance additional payments for oil imports in 1974 and 1975. This
involves an analysis of the changes in price, volume and export earnings
by the main commodity group and by export market and the implications

for trade belances with the economic regions of the world and the
capacity of exports to finence the additional oil costs., This chapter
also examines the position of foreign exchange reserves, their adequacy

and their sufficiency to meet oil payments.

In Chapter VII we will attempt to sum up the results achieved

from this exercise,

5. The Sources of the Data

The relevant data for this study are obtained primarily from
official publications published by the governments of India, Pakistan
and Kenya and from the publications of various international organisations,
particularly the United Nations (UN), International Monetary Fund (IMF),
World Bank, the Organisation for Economic Co-operation and Development

(OECD) and the Organisation of Petroleum Exporting Countries (OPEC).

The analysis carried throughout the study and the conclusions
reached must be considered within the limitations imposed by the degree
of consistency and accuracy of the available data and their comparability
within each country and among the three countries. In general, some
problems arise from the different waysin which data have been compiled
in the three countries, the scopes and periods which are covered and in
the levels of aggregation. In addition to the lack of some data in the
required details, sudden changes in domestic conditions for political
and economic reasons disturb the compatibility of the data, particularly

in Pakistan. Finally, since the study started in 1975, shortly after the
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0il crisis had occurred, up~to-date data, at that time, consisted
either of provisional estimates or had not yet been published, and thus

had to be revised at a later date.

The three countries were also found to be compiling their data
on the basis of different financial years and computing the indices of
various economic variables according to different base years. For the
sake of meaningful comparisons among the three countries, even though
it may slightly upset the data accuracy, the study . had to adjust
all the required data of the three countries for the calendar years
and to move all the base years to 1970 as an unified base year., In
the case of Kenya, data on international trade, which ware compiled
differently according to the requirements of the East African Community,
bad to be reorganised for +the purposes of the comparison with

those of both India and Pakistan.

Nevertheless, there are still some other problems which could not
be solved. Data on the consumption of refined oil products, taken from
the United Nations publications, are not reported in the relevant details,
and those on the supply of crude oil and also on consumption of oil are
recorded as "apparent", and thus they are not adjusted for these changes

in stocks, whose dataape not available.

Pakistan data, covering the period 1960-71, represent all Pakistan
(West and Bast Wings), while data covering the period 1972-75, only
represent Wes{ Pakistan after Bangladesh was separated in 1970, The data
are zdjusted to make, at best, the data for the period 1970-75 representative
of West Pakistan. Moreover, since the data of the three countries are

converted from national currencies to U.S. dollars, the large variations
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in exchange rates, particularly those of Pakistan, during the first

half of the 1970s affects the comparability of the data and the analysis.
Finally, in the case of Kenya, data for the period 1960-63, except

those on energy and oil,aye not available, since offiecial publications

show only the post-independence data.
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CHAPTER IIX

THE .IMPORTANCE. OF PETROLEUM IN THE PATTERN OF

COMMERCIAL ENERGY CONSUMPTION

The pattern of energy consumption in a country is usually geared
to various factors which govern its energy policy. Indigenous sources
of energy should be favoured, against foreign sources, in order that
a country's natural resources should be fully utilised. Such a policy,
being integrated into economic development programmes, has made energy
consumption biased in favour of domestic fuels., Nonetheless, petroleum,
as a foreign fuel, has been a most excepticnal case. Whether partyly
or totally imported, the use of petroleum has escalated particularly in

countries lacking energy resocurces,

The use of petroleum has spread and its demand has always been met
since the international oil industry made it available tc any part of
the Third World. The sophisticated structure of the industry, combined
with its huge financial, managerial and technical resources has always
been ready to invest in the operations of production, refinery, trans-
portation and marketing wherever the market is located and whatever its
sizeo(l) Moreover, the physical characteristics of o0il and the flexibility
of its uses represent significant advantages over other energy sources
as it is cleaner and more convenient tc use. 0il has supplanted coal in

transportation and residential uses and has made inrcads inte electric

(1) P.R. 0Odell, 0il and World Power: Background to the 0il Crisis,
3rd Ed., Penguin Books, 1974, DPe145-46,
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power gererators as well as to numerous industries where it is used
a8 a basic feedstock.(1) The expansion of agriculture implies an
extensive use of mechanisation,fertilizers and pesticides which are
largely oil-intensive products. Also, the gradual and continuous
movement of population from the rural to the urban sector, involving
changes in life-styleshas induced not only a shift towards the
consumption of petroleum products but alsc a rise in the level of its

consumption owing to the increase of income,

&
Additionally, oil has beenﬁcheap source of energy and its price
declined from the end of the Korean War until the late 1960s relative
to the prices of other fuels and production factors, The effects of

price movements on o0il consumption will be discussed in detail in

chapter three,

1+« The Relative Importance of Petroleum in the Pattern

of Energy Consumption

In order to indicate the relative importance of petroleum in the
pattern of energy consumption, Table 2-1 shows the shares of e¢il, coal,
natural gas and primary electricity in total energy consumption in India,
Pakistan and Kenya for selected years during the 1960s and for the
period 1970=75, The growth frends of the consumption of each source as
well as of total energy during the same period for each of the three countries

are shown in Table 2-2,

(1) Tanzer, op, cit., pp. 10717,
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BEnergy consumption is shown here by the source of primary energy
rather than by the source of final consumption. The difference between
the two approaches lies in the basic classification of energy sources
according to whether they are of primary or secondary origin, and
arises mainly from the treatment of electricity when produced or
extracted directly, e.g. electricity where generated through the
harnessing of falling water of streams and rivers, is of primary origin.
It is of secondary origin when produced by means of another fuel, e.g.
electricity generated by thermal stations utilizing oil or coal. In
this case, the amounts of coal and oil shown are those which are used
directly for energy consumption and not those which are converted into
electricity. Indeed, the primary classification which is followed,
here ; permits the full representation of each energy source whether it

is directly consumed or indirectly converted into another form of energy,

The data of Pakistan prior to 1970 are related to the whole of
Pakistan including Bangladesh (the East and West Wings), while data,
covering the period 1970~75, are related to West Pakistan only, For the
years 1970 and 1971, an attempt is made to present data of consumption
of oil and energy for West Pakistan. For that purpose, data of consumption
of oil and energy of Bangladesh for the years 1972 and 1973 are considered
as approximates for her consumption during 1970 and 1971 and they are

deducted from the total consumption of all Pakistan,

The Indian economy, which is characterized by a very diversified
pattern of energy consumption, has a high appetite as an energy consumer,

As a coal-orientated economy, India is not a heavy user of oil which

provided only about 15 per cent of her total energy consumpiion at the
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beginning of the last decade. Nevertheless, the most striking feature
of the Indian ecohomy is the accelerated growth of o0il consumption
which . . more than doubled by 1970 and its share amounted to 22 per cent
of total energy consumption,In 1973, the share of o0il increased to 25
per cent and its consumption increased to 3 times the 1960 level, though
total energy consuﬁption only increased to 1.8 times. In 1975, its
share declined to 23 ﬁer cent, though the consumption continued to

increase to 3.2 times following the small decline in 1974.

Losing ground to oil, the share of coazal, which accounted for 83
per cent in 1960, continued to decline throughout the 1960's and reached
its lowest point of TO per cent in 1973. During that period, while
total energy consumption increased to 1.8 times the 1960 level, coal
consumption only increased to l.5 times, By 1975, the share of coal
rose to 73 per cent as its consumption had increased rather guickly
amounting to 1.9 times the level of 1960, though this was still slower

than total energy consumption which increased to 2.2 times the 1960 level.

Nevertheless, coal holds a strong position in the Indian economy
and provides for most of the energy requirements of the key economic
sectors. Of the 78 million tons of coal consumed in India in 1973=T4,
16,7 per cent were used in railways, 3.2 per cent in collieries, 26,9
per cent in thermal power stations, 18.8 per cent in steel industry
and coke ovensg, 30.9 per cent in industry, other than iron and steel,
agriculture, commercial and government, and 3.5 per cent in preparing

(1)

soft coke,

(1) Calculated from P.D. Henderson, India -~ The Energy Sector,World
Bank, Oxford University Press, London, 1975, Table 15, p.39.
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Table 2-1

The Patterns of Commercial Energy, Consumption of India,

Pakistan and Kenya, 1960-75.
(in percentage shares)

1960 1965 1968 1970 1971 1972 1973 1974 1975

India

Petroleun 15,3 17.1 20.4 22.1 24.1 24.8 25,3 23.5 22.7
Coal 82.9 80.4 76.3 7307 71.6 71.1 70.4 72.5 73.0
Natural Gas - 0.2 0.6 0.7 0.7 0.8 0.7 0.8 0.9

Primary Electricity 1.8 2.3 2.7 3.5 3.5 3.3 3.6 3,2 3.4

Pakistan

Petroleum 5244 511 52.5 4845 47.7 45.4 41.7 415 39.9
Coal 32,4 21,0 14.5 11.8 10.6 8.5 Te3 6.9 6.6
Natural Gas 13.8 25,1 28,8 36.5 37.5 41.7 46.0 46.2 48.3

Primary Electricity 1.4 2.8 3.2 3.2 4.2 4.4 5.0 5.4 5,2

Kenya
Petroleum 91.8 91.4 92,5 90,0 90.4 92.3 91.5 92.6 93.2
Coal 6ol 4.6 3.1 Se4 4.9 2.5 3.8 3,0 2.0

Natural Gas - - - - - - - - -

Primary electricity 2.1 4.0 4.4 4.6 4.7 5.2 4.7 4.4 4.8

Source: Prom 1960 to 1973 is calculated from United Nations,
World Energy Supplies, 1950-1974 Series J, No.l1l9,U.N.,
New York, 1976, Table 2, pp.l2=12%. From 1974 Yo 1975 is calcul-
ated from . United Nations, World Energy Supplies,1972-1976,
Series J, No. 21, U.N., New York, Table 2, pp.6-35.
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Table 2-2

Trends of the Consumption of Commercial Energy of India,Pakistan
and Kenya, 1960-75. 1960 = 100

1965 1968 1970 1971 1972 1973 1974 1975

India

Petroleum 154 204 232 266 286 301 294 323
Coal 131 139 140 143 149 152 165 188
Natural Gas 4900 13050 16250 19025 21175 20475 23875 30400

Primary Electricity 194 264 353 372 361 400 383 457

0o A hnEReEEY 136 152 158 167 174 180 189 215
Pakistan

Petroleun 150 202 154 142 159 154 160 160
Coal 99 94 72 41 49 A4 43 43
Natural Gas 279 414 453 395 558 647 676 T35

Primary Electricity 321 458 439 521 588 701 790 790

Total Energy

Consumption 154 198 172 149 184 194 202 210
Kenya

Petroleum 102 115 127 140 139 158 190 202
Coal 128 95 193 191 93 165 156 107
Natural Gas - - - - - - - -

Primary Electricity 120 145 173 195 210 218 243 280

Total Energy
Consumption 104 116 131 144 140 160 191 221

Source: Calculated from data shown in footnote of Table 2~1,
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Production and consumption figures of coal in 1973/74 of about
78 million tons mean that the size of India's coal reserves would be
adequate for between 350 and 400 years not allowing for potential
reserves and further explorations. According to stimates published by
the "Geological Survey of India",(l) it was estimated that total
reserves of all types of coal are now put a& some 81 billion tons of
which just over one-quarter comes into the category of proved reserves
Out of the proved reserves of some 21 billion tons, about 42 per cent
consist of coking and 58 per cent of non-coking coal. The share of non~
coking coal in other reserves , both indicated and inferred, exceeds 80
per cent, so that all forms of reserve coking coal account for about one-
quarter and non-coking coal for three-quarters. In so far as it become
worthwhile to mine coal at greater depth than those depths upon which
these estimates were built, these figures give a somewhat conservative

picture.

However, the low current rate of coal production in India reflects
the unfavourable conditions under which reserve deposits are formed and
the problems of working and marketing coal which have discouraged its
uses., A large proportion of coal reserves i8 of inferior variety with
limited uses. The figures referring to all forms of coal include coal
with such a high content of ash and moisture that so far it has not been
generally worked. Out of the total of 12 billion tons of the proved
reserves of non-coking coal only about three-quarters can be assigned to gradeg

with an ash content of less than 40 per cent which has normally been the
maximum acceptable figure. Morecever, not all its situ reserves, even of

acceptable quality, can be actually worked. As far as coking coal is

(1) Henderson, op.cit., Dppe 7-12.
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concerned, the reserve position appears rather less favourable since

the reserves of the prime coking coal, " a critical factor with which
the other coking coal must be blended for metallurgical use, represented
a small proportion. Furthermore, seams tend to be very thick, some times

exceeding 45 meters.

On the other hand, the coal deposits of India are distributed very
unevenly between different regions of the country. Most are concentrated
in the eastern part of the country. There are no coal fields in the
northwest regions, nor in the west, except for the small fields in the
gagtern part of Maharashtra ,and the lignite deposits of Neyveli in
Tamil Nadu. Therefore, supplying coal to these regions involves high

transport costs and produces considerable strains on the railway network.

Natural gas is hardly considered a competitor to oil, despite the
large increases in its consumption. The share ofgas increased from 0.2
per cent in 1965 to C.7 per cent in 197?@ but was still under 1.0 per cent
in 1975. The natural gas industry is still in its infancy as the amount
discovered so far is not very large, DMoreover, in view of the long
distance between the producing areas and the market in Calcutta, the
construction of pipeline is still economically unattractive. It is
estimated, therefore, that 40 per cent of output is flared because of the
absence of local demando(l)

Only a small part of the total production is now consumed by the tea
plantationsand local industries around the M horkatiya gas field. Also

part of the production is used by the Namrup fertilizer plant, the Assam

(1) See Henderson, op.cit.,.Table 4, .p.16,
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State Electricity Board, the Assam Gas Company, and the Assam Qil
Company. The output from Gujart and Ankleswar gas fields, which are near
the market, is carried through pipelines to the Uttartan thermal power
stations and the State Fertilizer Corporation as well as to Baroda.

Gas from Comby is also carried to the Dhuwaran power station.

Consumption of electricity generated from water resources and nuclear
power has increased more than four and a half times during the period
1960-75. However, the share of electricity is relatively small, amounting
to 3.5 per cent of total energy consumption. Electricity acts as both
a competitor and consumer of oil at’ the same time. The growth of
electricity consumption may reduce the consumption of kerosene as an
illuminant, and diesel and furnaceoil as industrial fuelSe On the other
hand, the use of electricity is also expected to increase the demand for

oil as input into electric generators.

As a result, despite the fact that India is a light oil user, oil
consﬁmption has grown fast, even faster than total energy consumption.
This became a matter of concern even before the oil crisis when the
"Fuel Policy Committee of 1970" forecast rising oil product requirements
to 34 million tomns by 1978/79, an increase of nearly 50 per cent over
present consumption levels in a space of five years.(l) This . created
a difficult situation after 1973 which led the guthoritative "1975
Energy Committee Survey" to express serious doubts about providing more

petroleum imports.

(1) The Economist Intelligence Unit, 0il and economic growth,
QER Special, No.l5, The Economist Intelligence Unit Ltd.,

London, 1974, pp. 23=31,
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Like India, Pakistan has a diversified pattern of energy,
consumption, but less appetite for oil consumption. The position of
oii within the pattern of energy consumption has been threatened by
the increased role played by the indigenous natural gas in the economy.
The share of o0il consumption declined from 52 per cent in 1960 to
49 per cent in 1970 since the increases in its consumption during that
period amounted to 54 per cent, whereas the increases in total energy
consumption was 72 per cent. By 1973, the share of o0il in total
energy consumption declined further to about 42 per cent, since its
consumption fluctuated, while the increases in total energy consumption
amounted to 94 per cent. By 1975, +the share of 0il declined to 40 per
cent, though the consumption amounted to 1.6 times the 1960 level.
However, in this year, total energy consumption, rising faster than oil,
amounted to 2.1 times the 1960 level. In 1974/75, petroleum provided 40
per cent of the energy used in agriculture, 16 per cent in industry, 55
per cent in domestic and commercial and almost all the energy requirements
of tra.nspo:e't:.(1 )

Along with oil, the share of coal declined dramatically from 32 perx
cent in 1960 to 12 per cent in 1970 and further to 7 per cent in 1973.
During that period, coal consumption declined absolutely by 56 per cent,
compared with the 1960 level. By 1975, the share declined to just under
7 per cent and the decline in its consumption amounted to 57 per cent
of the 1960 level. Coal produced in Pakistan, being of inferior quality,

the
is mostly used inkbrick-kilns industry. Moreover, the decline in its

relative importance is partly attributable to the low level of production

(1) Gévernment of Pakistan, Annual Plan, 1975=76, Planning Commission,
'Karachi, July 1975, p. 214,
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and the static availability of coal due to "the absence of a compre—

hensive operational plan dealing with production and transportation?(l)

The decline in the relative importance of both oil and coal has
accompanied a marked change in Pakistan's pattern of energy consumption
through which natural gas has emerged as the most important fuel in
the economy. The share of gas increased from just under 14 per cent in
1960 to over 36 per cent in 1970 and its consumption increased 4 times
during that period, whereas total energy consumption only increased
by 72 per cent. The share of gas rose to 46 per cent in 1973 and further
to about 48 per cent in 1975 when its consumption increased to 7.4 times
the level of 1960, whereas total energy consumption was little more than
doubled. Natural gas satisfies the energy requirements of the energy-
intensive sectorsof the economy. Gas provides 41 per cent of the
energy requirements of the industrial sector and 11 per cent of the needs
of the domestic and commercial sectoro(z) Of the 104, 478 million cubic
feetsof gas consumed between July 1975 and March 1976, 31 per cent was
consumed by the power sector, 17 per cent by cement industry, 15 per
cent by fertiliger plants, 30 per cent by general industries, 3 per cent

(3)

by commercial sector: and 5 per cent by domestic users,

The growing domestic market has been a powerful incentive to raise

the domestic production of natural gas and to search for additional

(1) Government of Pakistan, Annual Plan, 1975=76 9p.cite p.213.

(2) 1Ibid, p.214.

(3) Government of Pakistan, Pakistan Economic Survey, 1976-77,
Pinance Division, Bconomic Advisor's Wing, Government of
Pakistan, Islamabad, 1977 Table 11.5, p.168,
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reserves in new areas of the country. Natural gas reserves have been
located at 13 different places and the total reserves are‘éstimated

at 16.74 trillion ¢ft, among which Sui and Mari are the oldest and

largest of the six gas fields under production.(l) Sui gas field's
recoverable reserves were estimated originally at 8.62 trillion cfi,

and its output, since entering production in 1955, has exceeded one
trillion cft. Its 19 wells are now preoducing more than 400 million cft

a day. The second most important field is Mari discovered in 1957.

Its recoverable reserves were originally estimated at 3.94 trillien cft
and the production is now averaging more than 50 million cft a day.
Besidessygas is also produced from Dhulian and Meyal oil fields in association
with oil. The reserves of Dhulian are estimated at 0.15 trillion cft

and that of Meyal at 0,19 trillion c¢ft. The rate of production is approx-

imately 40 million ¢ft per day.

Additionally, a further eight fields have been established and are
thought to contain recoverable reserves of some 4 trillion c¢ft. These
fields are: Kather, Sari Sing, Hundi, Uch, Khairpur, Mazarani, Zin and
Kandhort. 1In September 1974, the government's 0il and Gas Development
Corporation reported a new commercial find at Radho, Khan districtswhich

(2)

tested 4 million cft per day.

Along with natural gas, the consumption of electricity has increased
Just under eight times, raising its share from only l.4 per cent to Jjust
over 5 per cent in 1975, Part of that consumption is supplied by nuclear

electricity which was introduced in 1971.

(1) Government of Pakistan, Pakistan Basic Facts,1975-76,14th Ed.,
Economic Advisory's Wing, Ministry of Finance,Government of
Pakistan, Islamabad,l1977,Table 9.4,p.98.

(2) Petroleum Economist, Vol.42, No.5 (May 1975)p.185,
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Kenya is a striking example of a poor country which is not
well endowed with natural energy resources., Although Kenya lacks vast
deposits of coal, reserves of 0il and natural gas or sites for gigantic
hydro-electric developments, it is witnessing today a fairly steady
rise of her energy consumption. Of all the sources of energy ulilized
in Xenya, petroleum, with its wversatile use, assumes a preponderant
role, accounting for more than 90 per cent of total energy consumption.
The share of coil in total energy consumption fluctuated slightly around
90 per cent during the 1960 s. During that period, 0il consumption
increased by 27 per cent which was smaller than total energy consumption
which rose by 31 per cent. By 1973, the share of oil accounted for just
under 92 per cent and its consumption increased by 58 per cent, compared
with the 1960 level, which came in line with the increase in total
energy. consumption. By 1975, 0il accounted for just over 93 per cent of
total energy consumption and its consumption had doubled over the whole
period, though it was less than total energy consumption which increased

by 2.2 times its original amount.

Coal is not produced domestically and the quantities required must
be imported from abroad. Moreover, coal is not considered by any means
as a competitor to oil since its uses are not of particular significance
in Kenya. I%S share declined from é per cent in 1960 to just over 5 per
cent in 1970 and further to 2 per cent in 1975, Imports of coal and,
in turn, its consumption fluctuated widely from 41.3 thousand tons in
1960 to 66,7 thousand tons in 1974. Therefore, the increase of coal
consumption, by 1975, amounted to 7 pexr cent above 1960 level., It is
mostly used by the East African Railway Corporation as well as in a

limited number of industrial processes.
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Electricity is by far the only source of commercial primary

energy which is presently produced in Kenya. It can be considered as
‘& possible competitor to oil inspite of its small share in energy
consumption. The share of electricity increased from 2 per cent in
1960 to just over 4 per cent in 19703 and the increase in consumption
amounted to 73 per cent of the 1960 level. In 1975, although the share
of electricity was still just under 5 per cent, its consumption increased
to 280 per cent, whereas total energy consumption increased to 221 per

cent over the period 1960=75,

Being practically the sole source of domestically produced
commercial form of energy, Kenya leads the communii;)in the domestic
use of electricity which make up some 21.6 per cent of its total
consumption in 1972, whereas industrial and commercial sectors together
accounted for 7T7.3 per cent of the total in the same year.(l) Among
the industrial users of electric energy are: the textile industry, the
food industries, the saw-milling and plywood industries, the non-metallic

mineral products industries, the basic metal industries and the manu~

facturing of basic industrial chemicalse

Nonetheless, part of Kenya's consumption of electricity is supplied
by Uganda through the inter-states trade of the Bast African Community.
In 1974, Kenya imported about 27 per cent of its total consumption of
electric energy which represented Jjust over 30 per cent of Uganda's

gross electric power production.(e) In fact, Kerya has reduced the

n
(1) East African Community, Energy balance in EAC, 1966-72,
Beonomic and Statistical Review, East Africa Statistical Department,
No. 50 ( March 1974),Nairobi,p.xxiii.

(2) calculated from Republic of Kenya, Statistical abstract, 1974,
8tatistical Division, Ministry of Planning and Development,
Nairobi,1975.

(x) The Bast Africap Community.
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heavy reliance on imported electricity which accounted for about
3% per cent of total electricity consumption in 1972. Kenya .
recorded the most significant strides among the countries of East
Africa in augmenting its installed capacity of thermal power which was
more than doubled during 1966—72.(1)

The abovee~mentioned analysis of the relative importance of
petroleum in Tndia, Pakistan and Kenya, arising from the review of patterns
and trends of commercial energy consumption shown in Tables2-1 and 2=2,
respectively, can be compared with the low - income developing countrie;;:ﬁﬂk
whose pattern and trend of energy consumption during the period 1960-T74
are shown in Table 2-3, In the low-income developing countries, in
aggregate, 0il is still a secondary source of energy. Between 1960
and 1973, the share of oilil in total energy consumption increased from 32
to 42 per cent and its consumption increased by 150 per cent which is
larger than the increase in total energy consumption, which amounted to
93 per cent. In comparison with thelowniﬂﬁomeg}ouf, India is not a
heavy user of oil, though its o0il consumption grew faster than the rest

of the group.

Pakistan's share of oil consumption remained the same as in the low-
income group, but its relative importance showed a continuous decline
since the consumpiion of Pakistan grew more slowly than the group as a
whole; whereas the trend of total energy consumption remained in line
with the group. KXenya came as the heaviest user of oil not only among

the other countries but also in relation to the low income countries,

though the increase in its consumption of both oil and total energy

lagged behind the trend of the low-income groupe

(1) Bast African Community, Energy balance in EAC,1966~72, op.citypexxii.
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Table 2-3

The Pattern and Trend of Commercial Energy Consumption of the Low=Income
Group of the Non-OPEC Developing Countries, 1960-74

1960 1965 1968 1970 1971 1972 1973 1974

The Pattern of Consumption

Petroleum 32¢4 33.8 37.3 4le4 40,9 42.4 41.9 39.8
Coal 65.0 61l.7 5l.1 51.9 52.2 50,1 50,0 51,7
Natural Gas 1.0 2.2 3.0 3.5 3.6 4.3 4.9 5.1
Primary Electricity L.6 2.3 2.6 3.2 3.3 3,2 3,2 3,7

The Trend of Consumption

Petroleum 100 142 190 221 227 241 250 245
Coal 100 129 144 138 143 141 149 158
Natural Gas 100 297 494 610 638 783 914 1009
Primary Electricity 100 188 251 323 346 351 371 397

Total Energy Consumption 100 1% 164 172 179 184 193 198

Source: Calculated from A. Lambertini, Energy and Petroleum in Non-OPEC
Developing Countries, 1974~1980, World Bank Staff Working paper,
No. 229, World Bank, February, 1976,Table 1,De3.




The pattern of energy consumption of the low-income countries came
very close to that of India, though it did change in a way which more or
less resembled the changes in the three countries. As in the case of
India, coal is the single largest source of energy in the low-income
countries and accounted for 65 per cent of total energy consumption in
1960, Because of the slow growth of coal consumption, its share declined
to 50 per cent in 1973. In the low-income countries, ag in the three
countries, coal has lost ground as a source of energy, particularly o

0il in India and Kenya, and %o gas in Pakistan,

The response of o0il consumption in the low-income countries to the
high price of o0il was similar to India where 0il consumption declined
absolutely in 1974, whereas consumption in both Pakistan and Kenya continued
to increase, though the three countries as well as the low-income group, in

aggregate, experienced increases in their total energy consumption,

The levels of o0il and energy consumption in India, Pakistan and Kenya
can be compared on & pPer capitd basise = This is generally recognised as an
indicator for international comparisons., Table 2-4 shows, for India, Paekistan
and Kenya, per capita consumption of petroleum products and commercial energy
in 1960, 1970 and 1975, expressed in kilogrammes of coal equivalent, and the
average annual growth rates of these per capitas during the periods 1960-T0

and 1970-75.

India is relatively the highes®: energy-intensive economy among the three
countries, though it is the lightes.t user of oil. In terms of coal equivalent,
per capita energy consumption, which was 142 kg in 1960, increased to 181 kg
in 1970 and further to 221 kg in 1975. Per capita oil consumption amounted
only to 22 kg of coal equivalent in 1960 and increased to 41 kg in 1970 and

to 53 kg in 1975,
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Table 2-4

Per Capita Congumption of Petroleum Products @ggfcoqgercggl,En?gﬁx
in 1960, 1970 and 1975, and their Average Annual Growth Rates\a
during 1960-75 in India, Pakistan and Kenya,

(per capita consumption expressed in kilogrammes of coal equivalent)(b)

India Pakistan Kenya
Petroleum Commercial Petroleum Commercial Petroleum Commercial
products  Energy products energy products  energy
Per capita
Consumption in
1960 22 142 33 61 139 142
1970 41 181 49 98 126 135
1975 53 221 77 183 167 174
Average Annual
Growth
1960—'70 6:4 205 4‘00 4'-9 ""100 "'O-6
1970-75 5.3 4.1 9.5 13.3 5.8 5.2

Source: Compiled and calculated for the years 1960 and 1970 from United
Nations, World Energy Supplies, 1950-1974, op.cit., Table 2,
pp.12-123, Table 10, pp. 280-335 and for the year 1975 from
United Nations, World Bnergy Supplies, 1972-1976, op.cit.,
Table 2, pp. 6-35, Table 10, pp. 88-100.,

t
Note: (a) Average annual growth rate (r) = \l Pt - 1, where Po is the
consumption in year O and Pt is theV Po consunption in

year t.

(b) Per Capita Consumption of petroleum products is converted to
coal equivalent by using conversion factors provided by
United Nations, World Energy Supplies, 1972-1976, gp.cit.,
Pigure II, p. xxii,
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Though Pakistan is the smaller consumer of energy relative to
India, its consumption of oil exceeds India. Between 1970 and 1975,
its energy consumption per capita increased from 98 kg to 183 kg
and oil consumption from 49 kg to 77 kg. While Kenya is the heaviest
0il consumer among the sample, it is the smallest consumer in terms of
total energy, Fer capita 0il consumption, which amounted to 139 kg
in 1960, decreased to 126 kg in 1970, and recovered at 167 kg in 1975,
Per capita energy consumption declined from 142 kg in 1960 to 135 kg

in 1970, but increased to 174 kg in 1975.

The comparison between India, Pakistan and Kenya on the basis of
the long~term growth trend indicates that while per capita oil
consumption has grown faster than per capita commercial energy consumption
in India and Kenva, it has lagged behind in the case of Pakistan., During
the period 1960~70, per capita oil consumption in India was growing at
6.4 per cent per ennum which was more than twice as fast as per capita
consumption of energy. Although per capita oil consumption growth slowed
Jown to 5,3 per cent per annum during 1970-1975, it still grew
faster than per capita consumption of energy which was growing at 4.1 per
cent per annum. Growing at 4.0 per cent per annum during 1960-70, per
capita oil consumption in Pakistan was slower than per capita energy
consumption which was growing at 4.9 per cent per annum., Even when the
growth of 0il consumption doubled during 1960-75 to 9.5 per cent per
annum, the growth of energy consumption tripled to 13.3 per cent per
annum during the same period. In the case of Kenya, since oil dominates
the pattern of energy consumption, growth rates of per capita energy
consumption reflected, more or less, the trend of oil consumption.

During the period 1960-70, per capita energy consumption, which declined



by 0.6 per centper annum, remained in line with per capita oil consumption
which declined by 1.0 per cent per annum during the same peried. During
1970-75, while per capita o0il consumption had grown at 5.8 per cent per
annum, per capita energy consumption had grown slightly slower at 5.2

per cent per annum.

In the short-run, it seems that the availability of indigenous non-
0il sources of energy had helped to ease the adjustment of their economies
during 1974 and 1975, in the face of the October 1973 oil price
increases, whére - = there was a long-term process of adapting the
technologies used in the different sectors for indigenous fuels, Table
2.5 shows the year-to-year changes in the consumption of petroleum and
other commercial energies during the period 1970-75. Following the large
increase in India‘'s consumption of oil in the early 1970s, oil consumption
was halted at 5.1 per cent in 1973, before it absolutely declined by 2.2
per cent in 1974, though it recovered again at 9.7 per cent in 1975,
Non-0il energies had responded immediately as their consumption had
increased by 8.1 per cent in 1974, and 14.4 per cent in 1975, Consumption
of coal had increased by 8.6 per cent in 1974 and 14.0 per cent in 1975.
These recorded increases had not happened before. Indeed, Indian economy
had merely reacted by accelerating the switch to coal, a policy which

(1)

had previously been decided.

Additionally, following the 3.3 absolute decline in 1973, consumption
of natural gas had increased by 16.6 per cent in 1974 and further by 27.3
Primayy
per cent in 1975. Consumption ofhelectricity had increased by 10.7 per

cent in 1973 which was followed by a decline of 4.1 per cent in 1974,

but recovered again in 1975 at 19.2 per cent,

(1) The Economist Intelligence Unit, op, cit., p. 24.
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Table 2-5

The Year~to-Year Changes in the Consumpiion of Petroleum Products, Coal,
Natural Gas and Prima Primary Electr1c1tx in India, Pakistan and Kenva, 1970=75.

(in percentages)

Other Commercial Energies

Petroleun
products
Total Coszl Natural Primary
Gas Electricity

India

1970/71 14,7 2.6 2.3 1741 5.6
1971/72 7.6 3.7 3.9 11.3 =3,0
1972/73 5o 2.2 1.9 - 3.3 10,7
1973/74 - 2.2 8.1 8.6 1646 ~4e1
1974/75 97 14.4 14,0 27.3 1902
Pokistan

1970/71 - 7a3 ~18.4 -43,5 12,7 18,7
1971/72 12,0 34,7 19,0 41.4 12.8
1972/73 =3.5 12,1 ~10.3 15.9 15.2
1973/74 3.7 4.4 - 1.1 4.5 16.7
1974/75 -0.1 6.8 - 0.5 847 0,0
Kenvya

1970/71 10,2 5.3 - 1.3 - 13.0
1971/72 -0.8 -22.5 ~51.2 - 7.7
1972/73 13.4 274 77.5 - 3.6
1973/74 20,7 3.8 - 5.6 - 11.5
1974/75 6.0 =347 -31.3 - 15.5

Source: Calculated from data sources mentioned in footnote of Table 2uls



The 3.5 per cent decline in oil consumption in Pakistan in 1973
was compensated by 12,1 per cent rise in the consumption of other
sources of energy which is mainly attributed to the 15.9 per cent
increases in the consumption of natural gas. In 1974, oil consumption
increased by 3.7 per cent which was accompanied by 4.4 per cent
increases in other energy consumption which basically came from the
4.5 per cent increases in gas consumption, In that year electricity
consumption continued to increase at 16.7 per cent., In 1975, oil
consumption slightly declined 0.1 per cent which was compensated
by an increase of the consumption of other sources of energy by 6.8 per
cent which came from the 8,7 per cent increases in the consumption of
natural gas. In general, during the first half of the 1970s, the
decline of coal consumption was accompanied by a great increase in gas
consumption which started by the 41.4 per cent in 1972. However,
consumption of gas does depend not only on the market demand but also
on the capacity of the pipelines transmitting gas from the producing
fields to consuming areas. The existing pipeline is unable to meet the
pace of growing demand of industrial, commercial and domestic consumers

(1)

in areas such as Punjab. The second pipeline of 305 miles was
recently completed, in 1976, connecting the new discovered fields and

carrying gas from theSul "field to Karachi.

Unlike India and Pakistan, XKenyan economy is ill-endowed with
natural resources of energy, even electricity, which is partly imporied
from Uganda., Therefore, increases in non-oil energy consumption must

come from electricity which increased by 11.5 per cent in 1974 and 15.5

40

(1) Government of Pakistan, Pakistan Economic Survey, 1976-77, Op.cit., pe 169.
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per cent in 1975,since coal consumption had continued to decline
throughout these two years. However, oil consumption, which increased
by 13.4 per cent in 1973, had accelerated at 20.7 per cent in 1974,

but halted at 6.0 per cent in 1975.

2. The Pattern and Growth of the Consumption of Petroleum Products

Consumption patterns of petroleum products are influenced not
only by a country's stage of economic development but also by the way in
which petroleum is mostly used. Demand for oil starts to rise when a
society emerges from an immobile subsistence level-type economy and
moves towards modernisation. People moving from rural areas to the
crowded slums of the emerging urban centres tend to replace the non-
commercial energy by kerosc@wnes or, at a later stage, by electricity for
lighting and cooking. As the economy becomes more dynamic, the movements
of goods and people inveolves the expansion of transportations which are
highly oil-intensive. Additionally, industries established to make use of
a country's résources create a completely new demand for fuel oils,
Therefore, the pattern of consumption of petroleum products seems to
be concentrated on these products which are closely linked with essential
uses in the household sector and in the economic activities of the
productive sectors. Table 2-6, classifying energy petroleun products
into four main groups: liquified petroleum gases, gasolines, kerosenes
and fuel oils, shows the pattern of consumption in 1960, 1970 and 1975,
and the average annual growth rates during the periods 1960-70 and 1970-75

for India, Pakistan and Kenya.

Consumption of petroleum in India is dominated by the fuel oils,
the share of which had increased from 53.6 percent in 1960 to 62.2
per cent in 1970 and further to 71.6 per cent in 1975. The use of heavy

0il in the industrial sector was motivated by the narrow price differential
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during the 1960s and early 1970s between coal and o0il, in view of the
inferior quality of the Indian coal, on the one hand, and the fact that

(1)

furnace oil is 50 per cent more efficient. 0il can satisfy, on the
other hand, the energy requirements of the industries located in Western
India where coal supplies are usually disrupted by the shortage of
railway wagons. The high correlation, of 0.86, between the industrial
production index and furnace oil illustrates the strength of the

(2)

relationship. The leading consumersof fuel oils are: power

generation (25.9%), textiles(10.5%), transport (10.0%), and iron and
steel (8.3%).(3) Consumption of fuel oil . - grew . faster than total
petroleun consumption. During 1960-70, fuel oils were growing at 10.9
per cent per annum while the annual growth rate of total 0il consumption
was 8.8 per cent. It continued to grow at 9.1 per cent per annum dwring
1970-75 when total oil consumption was growing at 6.9 per cent per

annume.

The relative importance of gasolines is declining as long as the
high priority given to public transport at the expense of private transport
in national plans will not be reversed. The relatively modest growth of
2.9 per cent per annum during 1960-70 led to the decline of its share
from 14.6 per cent in 1960 to 12.0 per cent in 1970; and even to 6.2 per
cent in 1975 when the consumption decelerated at 0.9 per cent per annum
during 1970-75. Gasolines had lost ground to the high speed diesel
(middle distillates) ,the demand of which had increased because of the
rapid growth of the diesalized trucks and buses for long-distance
traffic roads, the dieselization of railway locomotives, power generators

and irrigation pumps.

(1) B. Des.gupta, The 0il Industry in Indis - Some Economic Aspects,
Frank Cass & Co.Ltd., London, 1971, p. 104.

(2) Henderson, op.cit., pp. 53-4.

(3) Dasgupta, op. cit., p. 103.



Table 2-6

The Patterns and Average Annual Growth Rates(a) of the Consumption of
Energy Petroleum Products of India, Pakistan and Kenya, 1960~75.

(in thousand metric tons and percentages)

Liquified Fuel 0il
Petroleum Gasolines  Kerosenes (distillates & Total
Gases residuals)
% % % %

India
Pattern in:
1960 10 879 14.6 1918 31.8 3232 53,6 6040
1970 178 1.2 1165 12.0 3602 24.6 9112 62.2 14057
1975 320 1.6 1217 6.2 4040 20.6 14081 71.6 19658
Growth Rates
during:
1960-70 36,2 2.9 6.9 10,9 8.8
1970-75 12.4 0.9 2.3 9.1 6.9

(b)
Pakistan
Pattern in:
1960 - - 232 11,0 295 14,0 1577 75.0 2104
1970 - - 385 11.8 710 21.8 2157 6604 3252
1975 3 0.1 327 9.8 715 21.4 2300 68.7 3345
Growth Rates
during:
1960-69 - 3.5 14.3 4.7 6.7
1970-75 - -3,2 0.1 1.3 0.6
Kenya
Pattern in: (d)
1960 1 0.1 121 17.2 65 9.2 517 73.5 704
1970 6 0.7 170 19.3 214 24.2 492 55.8 882
1975 15 1.1 255 18,1 241 17.1 899 63.7 1410
Growth Rates
during:
1960-70 29.2 3.5 12,7 -0.5 2.3
1970-75 20. 1 8.4 2.4 12.8 9.8
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Source: Calculated for the period 1960-70 from United Nations, World
Energy Supplies, 1950-1974, op.cit., liquified petroleum gases,
Table 11, pp. 336=74; gasolines, Table 12, pp. 375-429;
Kerosenes, Table 1%, ppe. 430-84; Fuel oils, Table 14, pp. 485=540;
and for the perioed 1970-75 from United Nations, World Energy
Supplies, 1972-1976, op.cit., liquified petroleum gases,
Table 11, pp. 101-9; gasolines, Table 12, pp. 110-21; Kerosenes,
Table 13, pp. 122-33; Fuel oils, Table 14, pp. 134-47.

t
Note: (a) Average annual growth rate (r) = Py 1’ where Po

P
o

is the consumption in year (0) and P, is the consumption in
year (t)

(b) Growth rates of Pakistan for the period 1960-69 cover the
whole of Pakistan, including Bangladesh, while those for
the period 1970-75 refer to the area now comprising the
former West Pakistan.

(¢) Consumption of liquified petroleum gases in 1961
(a) Consumption of liquified petroleum gases in 1963,

Kerosenes constituted Just umder one-third of total consumption of
petroleum products in 1960. In addition to its uses in household lighting
and cooking, kerosenes were illegally used until 1973 in vehicles to
supplement high speed diesel oil, the prices of which were higher than
kerosenes owing to the differential duty rates.(1) The moderate znnual
growth of 6.5 per cent led to the decline of its share to 24.6 per cent
in 1970, As the growth of its consumption slowed down to 2.3 per cent
per annum during 1970-75, its share had declined further to 20.6 per cent
in 1975. In view of the new demand for kerosenes as an aviation fuel,
the slowdown of its consumption can be attributed to the housenold sector

which is increasingly dependent on electricity particularly for lighting.

Consumption patterns in Pakistan are, largely, similar to those of

India in the sense that fuel oils were predominant in the early 1960s,

(1) Henderson, op.cit., p. 53.
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However, the share of fuel oils had declined from 75 per cent in 1960
to 6644 per cent in 1969 as their consumption had grown at 4.7 per eent
per annum which was slower than that of total consumption (6.7 per cent
per annum) during 1960-69. Most of these increases had been generated
from the consumption of distillates in roads and railways transports,
since natural gas had replaced furnace oils and other heavy distillates
in industrial uses., The share of fuel o0il had increased to 68.7 in
1975, and although it grew slowly at 1.3 per cent per annum during
1970-75 this was faster than total consumption during the same period

(006 per cent per annm>.(1)

Gasolines which had grown slowly at 3.5 per cent per annum during
196(=69 had kept their share constant at about 11.0 per cent until 1970,
However, their share had declined to 9.8 per cent in 1975 as the consumption
had declined anpually at 3.2 per cent. The share of kerosenes had
increased from 14.0 per cent in 1960 to 21.8 per cent in 1970 as the
consumption had grown quickly at 14.3 per cent per annum during 1960-69;
declining slightly %o 21.4 per cent in 1975 as consumption grew slowly at

0.1 per cent per annum during 1970~75,

Kenya's pattern of petroleum consumption is slightly different from
both India and Pakistan for reasons attributable to its recent independence
and economic transformation. Nonetheless, fuel oils had dominated the
consumption pattern, representing 73.5 per cent of total consumption in
1960. Its share had declined o 55.8 per cent in 1970 as the consumption
had decreased annually at 0,5 per cent during 1960-~70 while total

consumption had grown slowly at 2.3 per cent per annum. It quickly increased

(1) Data on 1970 and 1971 are not reliable because of the disruption of
the economy during the Civil War,
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at 12.8 per cent per annum which even was faster than the increase of
total consumption (9.8 per cent per annum) during 1970-75, raising its
share to 63.7 per cent in 1975. This can be attributed to the intensive

uses of fuel oils in the industrial sector, road transport and railways.

The source of growth of petroleum consumption during the early
period in Kenya came from kerosenes, the consumption of which had been
induced by the movements of population from rural to urban areas. The
12.7 per cent annual increases in its consumption during 1960~70 had
raised its share from 9.2 per cent in 1960 to 24.2 per cent in 1970.
Kerosenes had found strong competition from electricity. This had led to
a decrease in its share to 17.1 per cent in 1975 as the consumption had

only grown at 2.4 per cent per annum during 1970<75.

Gasoline consumption in Kenya is relatively more important than in
both India and Pakistan, a matter which could be attributed to differences
in income distribution, on the one hand, and the increases in tourist
activity and foreign businessmen, on the other. Ifs share had increased
from 17.2 per cent in 1960 to 19.3 per cent in 1970 as its consumption
had grown at 3.5 per cent per annum which was faster than that of total
petroleum consumption, However, its share had declined slightly to 18.1
per cent in 1975 as its consumption, growing at 8.4 per cent per annum
during 197C=75, had increased more slowly than that of the total petroleum

consumption (9.8 per cent per annum).

The above-mentioned discussions have indicated that fuel oils
(distillates and residuals) and kerosenes had dominated the consumption
pattern of petroleum products in the three countries during 1960-75. The
importance of fuel oils stems from their link with economic activities of

productive sectors (industry and public transportation). Increases in the
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consumption of kerosenes had been induced by the movements of populations
from subsistance sectors to urban centres; as kerosenes are essential in
uses of cooking and lighting., Fuel o0ils may find competition from coal
in India and gas in Pakistan within the industrial sectors only. Also,
though kerosenes find competition from electricity in household uses,
they have been in demand for other relatively new uses such as aviation.
The shares of gasolines are not only small but alse declining, except

that is, in Kenya.

In view of the link between the pattern of petroleum consumption and
economic activities in the three countries, the responses of consumption
of products to the post-October 1973's oil price increases are analysed
in Table 2-7 which shows the year~to-year changes in consumption by
products during 1970-75. The immediate shock in 1973 t0 the Indian
economy  was reflected in the 11.6 per cent declines in kerosenes
consumption below the previous year, leaving fuel oils growth at 12,3 per
cent, though the growth of total consumption had slowed down to 5.4
per cent relative to the previous year. In Pekistan, the 3.4 per cent
decline in total consumption had mainly originated from the large decline
of 21.8 per cent in gasoline consumption, since fuel oil had only declined
by 1.4 per cent and kerosenes had slightly increased by 0.7 per cent.

In Kenya, the 13.2 per cent increases in total consumption had originated
from the increases in consumption of both kerosenes and fuel oils, while

gasolines were declining by 6.6 per cent,

In 1974, the 1.9 per cent decline in total consumption of oil in
India had been composed of  the large declines of 21.7 per cent and 17.9
per cent in gasolines and kerosenes respectively, as fuel oil had continued
to increase at 5.7 per cent., ILike India, the 3.8 per cent increases in

total consumption in Pakistan came basically from the 5.9 per cent increases
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Table 2-7

The Year-to-Year Changes in the Consumption of Energy Petroleum Products
of India, Pakistan and Kenya, 1970-75.(a)

(in percentages)

Country/item 1970/71  1971/72 1972/73 1973/74 1974/75
India ,
Liquified petroleum gases 9.6 14.6 141 Te3 151
Gasolines 2741 5.9 4.3 21,7 - 5.1
Kerosenes 12.0 1.7 -11.6 =17.9 23.5
Fuel 0ils (Distillates and

Residuals) 14,2 6.0 12.3 5.7 7.5
Total products 14.6 7.6 5.4 = 1.9 9.6
Pakistan
Liquified petroleum gases - - - - -
Gasolines 0.5 6.8 -21.8 1.9 0.3
Kerosenes 2743 21.2 0.7 -1.7 1.4
Fuel 0ils (Distillates and

Residuals) 2241 34.3 - 1.4 +5.9 - 0.7
Total products - Ta6 12.9 - 3.4 2.8 - 0.1
Kenya
Liquified petroleum gases 50.0 11.1 10.0 27.3 Toi
Gasolines 10.0 12.8 - 6.6 32.5 -2.3
Kerosenes 35,0 2.9 49.7 10.8 -9.7
Fuel 0ils (Distillates and

Residuals) 3141 - 6.5 7o 20.6 14.7
Total products 10.8 - 1.0 13.2 20.7 6¢3

Source: Calculated from data mentioned in footnote of Table 2-6,
Note: (a) oata do pot include noh-entrgy petxoleum products.
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in fuel oils, while kerosenes had declined slightly by 1.7 per cent

and gasolines, still at low level, had increased slightly by 1.9 per
cent. In Kenya, the 20,7 per cent in total consumption had been
CquORM'ql*the 20,6 per cent increases in fuel oils and the 32.5 per
cent recovery in gasoline consumption, though the increases in kerosenes

had halted at 10.8 per cent.

In 1975, the 9.6 per cent recovery in fotal consumption in India
came basically from the increases in consumption of both fuel oils and
kerosenes by 7.5 per cent and 23.5 per cent respectively, since gasoline
had continued its decline at 5.1 per cent. The slight decline of 0.1
per cent of Pakistan's total consumption came from a small decline in
fuel oils and slight increases in both kerosenes and gasolines.

Kenya'ls attempt to slow down the increases in total consumption had
resulted in cutting the consumption of both gasolines and kerosenes by
2.3 per cent and 9,7 per cent respectively, while maintaining the
increases of fuel oils consumption at 14.7 per cent which was higher than

that of total oil consumption (6.3 per cent).

As a result, in their attempt to reduce their petroleum consumption
in the face of o0il price increases, the countries .. -~ generally tried
t0 maintain the level of consumption of products linked to productive

sectors at the expense of products related mainly to private uses,

3. The Degree of Dependence on Petroleum Imports

The international petroleum industry is a good example of the
strong departure from the free competition on which international trade

theory has been based. As an international cartel, the Organisation of
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the Petroleum Exporting Countries (OPEC) has controlled oil supply and
decided the prices unilaterally., Therefore, the conditions of the world

0il market would impose on the oil-importing developing countries serious
problems, depending on the extent to which a country relies on petroleunm
imports. Moreover, the non-0PEC developing countries are in a vulnerable
position, having no influence on the conditions of o0il supply, because of
their rather wesk leverage in the international economy. Bven if the

future supply of crude petroleum is assured - which is by no means certain -
the recent increasesin crude oil prices have threatened to play havoc with
the developing countries' foreign exchange reserves and to Jjeopardise

their industrial developments.

India and Pakistan can cover part of their oil requirements from
the indigenous production of crude oil, while Kenya, where oil has not
yet been discovered within her boundaries, has %o import all her oil

requirements,

The reliance on the imports of petroleum products depends on the
extent to which a country has developed its o0il refinery industry and where
the domestic production of products is substituted for imports. The oil
refineries of India, Pskistan and Kenya were built as wholly-owned
subsidiaries of the international o0il companies., The situation surrounding
the construction of these refineries, as a case of mul¥ti-national
investments, had many points in common where investments in small,
market-orientated refineries . . were used as a market-defence strategy
by the "major" oll companies and a market-entry strategy by the "newcomers"

(1)

or "independents",

(1) For detailed discussions concerning the establishing of oil refineries
in India, Pskistan and Kenya, see Dasgupta, op.cit., Chapter 9; E.Penrose,
The Large Internstional Firms in Developing Countries ~ The International
Petroleum Industry, Allen and Unwin, London, 1968, Chapter 8;
B. Herman, "A Case of Multinational Oligopoly in Poor Countries: 0il
Refining Investment in Bast Africa", Journal of Develovment Economics,
Vol. 2, No. 2 (1975), pp. 121-43,
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Among the various reasons for which the oil-importing developing
countries have been pressing the 01l companies to establish domestic
0il refinery industries is to save foreign exchange which is roughly equal
to the difference between the costs of importing petroleum products and
the costs of crude oil for producing the same amounts of products, net
of profit, remittance and other foreign exchange costs of refining.
However, evidence, arising from the experiences of various developing
countries, indicates that the impact of the 0il refinery industry on their
balance of payments iz likely to be unfavourable inasmuch as the inter-
national o0il companies fix the prices of refined products at a high

level and remit large proportions of the realised profits abroad,

Studying the foreign private investment in the o0il refinery industry
in Kenya, Herman(i) concluded that well over one-third of the value added
in refining would be excess profit, and the prices and output pattern
would result in an unnecessary after tax transfer from Kenya to the
refinery owners abroad. He estimated that, under 1969 conditions, about
#5.7 million were excess profits ﬁhich entailed an unnecessary after tax
transfer of about $3.4 million per year abroad. He attributed the
decision of the Kenyan government to¢' acquire: - 50 per cent of the share-
holding in 1971 to a recognition of the unfavourable impact of the foreign

refinery operations on the balance of payments,

Assessing the impact of foreign private investment in the oil
industry on the balance of payments of India, Vedavalli(z) estimated that
the negative effects of refinery activity amounted to 32.2 million tetween

1955 and 1970 and the negative impact of foreign investment in the merketing

(1) Herman, op.cit., pp. 135-43.

(2) R. Vedavalli, Private Foreign Investment and Economic Development — 4
Case Study of .Petroleum in India, Cambridge University Press, London,1976,
pp. 158-60.




sector amounted to #26.6 million during 1954-70., The unfavourable impact
of the operations of foreign investment on the balance of payments were
caused by the higher prices charged by the oil companies; a case which

was found in both India(1) and Pakistan.(z)

Therefore the domestic oil refinery industry can contribute to the
saving of foreign exchange only when it is operating under the control
of the country. This would give the country the opportunity to buy
crude 0il and products from the international market at prices which
are less than those fixed by the multinationals, This would also enable
the developing countries to diversify the sources of crude oil and the
use of the recently